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Agenda for today’s discussion

• 2013 key financial metrics and guidance

• Business Focus Topics

– Pension funding and de-risking

– Share count/warrants

– Ford Credit value proposition

– Capital Spending in Asia Pacific Africa

– Treatment of European restructuring costs

– Warranty reserves

-----

Included but not part of today’s discussion

• Topics from prior Ford University Presentations, Auto and Credit

FORD UNIVERSITY 
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TOTAL COMPANY

2013 PLANNING ASSUMPTIONS AND KEY METRICS
2012 Full Year 2013 Full Year

Results Plan

Planning Assumptions (Mils.)

Industry Volume* -- U.S. 14.8 15.0 - 16.0

-- Europe**    14.0 13.0 - 14.0 (lower end)

-- China 19.0 19.5 - 21.5

Operational Metrics

Compared with Prior Year:

-  Market Share -- U.S. 15.2 % Higher 

-- Europe**      7.9 About Equal 

-- China***      3.2 Higher

-  Quality Mixed Improve

Financial Metrics

Compared with Prior Year:

-  Total Company Pre-Tax Profit (Bils.)****  $  8.0 About Equal 

-  Automotive Operating Margin****      5.3 % About Equal / Lower

-  Automotive Operating-Related Cash Flow (Bils.) $  3.4 Higher 

* Includes medium and heavy trucks

** The 19 markets we track

*** Includes Ford and JMC brand vehicles sold in China by unconsolidated affiliates

**** Excludes special items; Automotive operating margin defined as Automotive pre-tax operating profit, excluding

Other Automotive, divided by Automotive Revenue
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2013 AUTOMOTIVE GUIDANCE BY SEGMENT

Pre-Tax Profit / (Loss)* 2012 2013 Outlook

(Mils.)

North America 8,343$ Higher than 2012;

Operating margin about 10%

South America 213       About Breakeven**

Europe (1,753)  Loss of about $2 billion

Asia Pacific Africa (77)        About Breakeven

Other Automotive

 - Net Interest (489)     Higher than Fourth Quarter run rate 

of $147 million, reflecting the recent

increase in Automotive debt and lower

interest income

- Fair Market Value Adj. / Other 19         No Guidance

Total Automotive 6,256$ 

* Excludes special items
** Reflects, in part, currency risks in the region, particularly Venezuela, and w ill include the impact of the recent devaluation of

the bolivar from an exchange rate of 4.3 to 6.3 bolivars to the U.S. dollar. This alone would have resulted in a
translation loss of approximately $200 million in our Year-End financial statements had it occurred on Dec. 31, 2012



SLIDE 5

2013 FORD CREDIT GUIDANCE 

• For Full Year 2013, Ford Credit projects:

– Pre-tax profit about equal to 2012

– Managed receivables at Year End in the range of $95 billion
to $105 billion

– Managed leverage to continue in the range of 8:1 to 9:1, and

– Distributions of about $200 million
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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RECAP PENSION RISKS

• Global pension exposure is large and volatile

• Size and volatility of pension exposure impact many financial 
metrics

– Cash flow

– Credit rating

– Cost of borrowing

– Profitability

– Company valuation

• Adds non-core financial risk

Impact

Pension Risks Impact Company Financial Metrics



SLIDE 8

PENSION SHORTFALL GREW IN 2012

Lower Discount Rates More Than Offset Strong Returns And Contributions

Risk 

Shortfall

YE 2011 $(15.4)
YE 2012 (18.7)

2012 B/(W) 2011 $  (3.3)

Explanation

Asset Returns $   7.0
Obligation Growth (5.2)

Net Returns              $  1.8

Contributions                          3.8

Lower Discount Rates (8.9)

Total Y-O-Y Change $  (3.3)

Worldwide
Plans

(Bils.)
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DE-RISKING STRATEGY ADDRESSES PENSION RISK

Multi-Year Strategy Uses Many De-Risking Tools

Risk 

Liabilities
- Discount rate
- Plan closures
- Lump sums

Liabilities > Assets

Liabilities = Assets

Plan Assets
- Returns
- Contributions
- De-risk assets 

over time
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DE-RISKING ACTIONS AND PROGRESS

Actions Progress

• Limit liability growth � All major defined benefit plans closed to new 
entrants

• Lump sum programs � Offered at retirement (selected plans)

� Existing U.S. salaried retirees – 2012/2013 
program offered to 90,000 participants

• De-risk assets – match to 
liabilities

− U.S. � Began in 2007; move to 80% fixed income / 
20% growth assets beginning 2012

− Non-U.S. � Begin in 2013 (Canada); other plans 
progressing

• Contributions to global funded 
plans (Bils.)

� Actual          Planned                
2012 2013

− Total $3.4 $5.0

− Discretionary (incl. above) 2.0                 3.4

Strategy Is Progressing Across Global Funded Plans
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DE-RISKING BENEFITS INVESTORS

• Companies with large pension liabilities and shortfalls relative to market 
capitalization, like Ford, generally have higher stock betas – such stocks 
may outperform during rallies but will underperform during downturns

• A funded and de-risked plan should lower our stock’s beta, and in turn 
lower our cost of capital and support a higher fundamental valuation and 
multiple  

• De-risking strategies will reduce non-core risks and protect the business 
from unplanned demands on cash

• More stable cash flows after we de-risk enhances our ability to continue 
investing in the business and return cash to shareholders 

Impact

Lower Pension Risk = Improved Corporate Risk Profile = Higher 
Valuation And Multiple
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PENSION PLAN INTEREST RATE SENSITIVITY

De-Risking Reduces Pension Volatility – Taking Actions 
Now And Over Time

• Goal of de-risking is to reduce funded status volatility  

• Base plan assumes interest rates will rise over time and plan liabilities and 
shortfalls will decrease

• Asset de-risking shifts the portfolio mix to more fixed income, which largely 
offsets the interest rate sensitivity of the liabilities

• Our overall pension de-risking is a gradual process

• Until fully funded and de-risked, certain market events represent risks 
that can worsen the shortfall 

• These risks may force unplanned mandatory contributions which would 
draw capital from other business priorities
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US Plans

YE 2012 + 1 ppt - 1 ppt

(Bils.) (Bils.)

Liabilities (5.2) 6.4

Assets -- 55% Fixed Income (2.9) 3.6

Change in Shortfall (2.3) 2.8

Long-Term Target + 1 ppt - 1 ppt

(Bils.) (Bils.)

Liabilities (5.2) 6.4

Assets -- 80% Fixed Income (4.9) 6.0

Change in Shortfall (0.3) 0.4

Incr/(Decr) Shortfall

Incr/(Decr) Shortfall

$

$

$

$

$

$

$

$

*    Fixed Income sensitivity only; excludes other assets 

**  Assumes fully funded

PENSION PLAN INTEREST RATE SENSITIVITY

Interest Rate Impact Reduced By Plan Assets – Protection Grows Over Time 

High Volatility

Low Volatility

*

*

**
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FREQUENTLY ASKED DE-RISKING QUESTIONS

Questions Responses

• How are pension contributions prioritized 
versus other cash uses?

• Manage across key priorities – strong 
balance sheet; fund the plan including 
sustainable dividend

• Does planned $5 Bils. contribution
represent the ongoing run-rate?

• No, recent debt transaction provides added 
cash to planned contributions

• Is the goal to fund all plans globally or 
funded plans only?

• Will de-risking sacrifice plan returns? 

• Goal is to fully fund funded plans; progress 
in near-term

• Yes, as we move to target asset mix, 
expected returns will be lower

• How much cash are  you planning to 
contribute by year to global plans?  

• Will depend on funded status; directionally 
as follows (Bils.):
• Mandatory: range $1.1 – $1.6
• Unfunded: about $0.4 
• Discretionary: as appropriate as we 

approach fully funding

Strategy Reduces Pension Risks Over Time
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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SHARE COUNT/WARRANTS

2012 2011 2010

Basic and Diluted Shares (Mils.)* 

Basic shares (average shares outstanding) 3,815     3,793     3,449     

Net dilutive options and warrants 101        187        217        

Dilutive 2016 Convertible Notes 96          95          291        

Dilutive 2036 Convertible Notes 3            3            58          

Dilutive Trust Preferred Securities** -            33          163        

Diluted shares 4,015     4,111     4,178     

* Includes (i) 53 million in average net dilutive shares for 2012 for w arrants outstanding prior to exercise 

and (ii) 9 million in average basic shares outstanding for 2012 for shares issued for warrants exercised.

In total, by the deadline for exercise of December 31, 2012, 362 million warrants w ere exercised 

on a net share settlement basis, resulting in the issuance of 106 million shares.

** The Trust Preferred Securities, which were convertible into Ford Common Stock, were fully redeemed 

on March 15, 2011.
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SHARE COUNT/WARRANTS

Basic and Diluted Shares Related to Warrants (Mils.)

Full Fourth First

Year Quarter Quarter

2012 2012 2013

Average basic shares issued for warrants exercised 9       35     106   

Average net dilutive shares from warrants* 53     36     -        

Average diluted shares 62     71     106   

35

* Dilutive share calculation for warrants prior to exercise

In Total, 362 Million Warrants Were Exercised On A Net Share Settlement Basis, Resulting In The 
Issuance Of 106 Million Shares, Which Will Be Included In Our Average Basic Shares Outstanding 

For The EPS Calculation For First Quarter 2013 And Forward
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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FORD CREDIT STRATEGIC VALUE

• Profitably support Ford, its dealers and customers through  
economic cycles

• Strategic value delivered through:

– More than 50 years of automotive financing experience

– Consistent vehicle inventory financing, supporting automotive 
production plans and dealer inventory requirements

– Exclusive Ford and Lincoln retail and lease consumer financing 
products; integrated go-to-market strategies 
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FORD CREDIT STRATEGIC VALUE

• Ford Credit is integrally tied to Ford Motor Company 

• Our profitability is based on competitive leverage and return 
targets

• We have a relentless focus on driving value based on

– A competitive funding structure, 

– Best-in-class operating cost structure, and 

– Best-in-class risk management organization

• A comprehensive customer relationship management process 
that emphasizes sales and service experience and drives repeat 
Ford business and only Ford business

• Ford Credit’s processes and focus create the “Virtuous Circle”
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A VIRTUOUS CIRCLE:

INTEGRATION CREATES A STRATEGIC ADVANTAGE

More 
Products,

Faster

• Higher Customer Satisfaction and Loyalty 
• Profits and Distributions

• Automotive Specialist with 
Vested Interest in Ford Dealer 
Success

• Training & Consulting

• Consistent Market Presence

• Fast, Flexible, Quality Service

• Full Array of Products

• Incremental Vehicle Sales 
(Spread of Business & 
Customer Relationship 
Management)

• Trusted Brand
• Access to Dealer Channel
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FORD CREDIT VALUE PROPOSITION -- CUSTOMER 
LOYALTY TO FORD

2008 2009 2010 2011 2012

Source:  Maritz New Vehicle Customer Survey October 2006 – June 2012 Buyers/Lessees
20%

65%

10 ppts.

Customers Who Finance With Ford Credit Are More Loyal To Ford Compared 
With Customers Who Finance With Other Lenders
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FORD CREDIT VALUE PROPOSITION -- CUSTOMER 
SATISFACTION WITH DEALER-ARRANGED FINANCING

2008 2009

Source:  Maritz New Vehicle Customer Survey October 2006 – June 2012 Buyers/Lessees

2010 2011 2012
40%

90%

10- 15 ppts.

Ford Credit Financing Has Consistently Obtained Higher Customer 
Satisfaction Ratings Over Other Dealer-Arranged Financing
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Automotive Retail Market Share + 0.8 ppts

Ford Credit Share of Ford Retail Sales + 13.8 ppts

Customer Satisfaction + 1 ppt

Certified Pre-Owned Penetration + 63 %

ESP Penetration   + 33 %
(extended service plan)

WearCare Penetration + 10 %
(covers excess wear and tear on leases at termination)

FORD CREDIT VALUE PROPOSITION -- U.S. DEALERS 
WHO FLOORPLAN WITH FORD CREDIT  

Performance vs. 

Non-Ford Credit Dealers

Ford Credit, Through The Virtuous Circle, Delivers Higher Value To Ford, Our Dealers 
And Our Customers Than Other Finance Providers
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$2.4

$3.1

$4.9

($2.6)

$2.0$2.0$2.0

$2.5

$0.8

$2.2

Pre-tax Profits

1990 1995 2000 2005    2010 2012

Distributions

Rec. (Bils):
$55.3 $85.8                                  $158.8                            $132.1   $81.3         $89.8

FORD CREDIT VALUE PROPOSITION -- HISTORICAL 
PROFITABILITY 

Over the Last 20 Years, Ford Credit Generated $43 Billion In Pre-Tax Profits 
And $27.3 Billion In Distributions
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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Number of APA Assembly Plants

Present Under Construction

• China

• ASEAN

- Thailand

- Vietnam

• India

• Australia

• Taiwan 

• South Africa

CAPITAL SPENDING IN ASIA PACIFIC AFRICA  

We Continue To Invest In Capacity Across The Region; 
Including Investment In Our Joint Venture Plants

Americas

Unconsolidated JV

Wholly Owned or Consolidated JV

2013 2014 2015

2015
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CAPITAL SPENDING IN ASIA PACIFIC AFRICA 

The Unconsolidated Joint Ventures 
Self-Fund Their Capital Spending Requirements

APA

Americas

Unconsolidated Joint Ventures

• Capital spending is funded directly by the joint ventures, and is not 
included in our consolidated capital spending levels

− In Asia Pacific Africa, this includes our joint ventures in China and 
Thailand

− Our other joint ventures are handled the same way, including our  
joint ventures in Turkey and Russia

• No Ford equity contributions are planned

• All Joint Ventures in APA are presently paying dividends; this is 
expected to continue

Wholly Owned or Consolidated Joint Ventures

• Capital spending is funded by Ford and is included in our capital 
spending guidance
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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TREATMENT OF EUROPEAN RESTRUCTURING COSTS

• Tested European business for impairment in 2012-- concluded that no asset  
impairment was required

• We will incur various impacts related to restructuring:

Reporting

Operating Results Special Items

Accelerated depreciation Separation-related costs

Cost to reconfigure footprint

Other related costs

Lost production
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BUSINESS FOCUS TOPICS 

• Pension Funding and De-Risking

• Share Count/Warrants

• Ford Credit Value Proposition

• Capital Spending in Asia Pacific Africa

• Treatment of European Restructuring Costs

• Warranty Reserves
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• Warranty costs include costs for warranty coverage, product recalls, and 
other customer service actions

• Using prescribed rules of the road, initial warranty estimates are 
established using historical information for each vehicle line by model year. 
These initial estimates of lifetime warranty costs are accrued for when the 
vehicle is wholesaled

• Accruals are compared with actual experience over the life of the vehicle 
line resulting in one-time reserve adjustments. The nature and timing of 
these adjustments can make comparisons between periods difficult

• In the case of older model year vehicles for which we no longer carry 
reserves, effects of any field service actions directly impact our bottom line

WARRANTY 
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2011 2012

(Millions) (Millions)

Beginning Balance 3,855$  3,915$ 

Payments made during the period (2,799)   (2,254)  545$ 

Changes in accrual related to warranties 2,215     1,885   330$ 

issued during the period

Changes in accrual related to pre-existing 690        49         

warranties 

Foreign currency translation and other (46)         61         

Ending Balance 3,915$  3,656$ 

Global Full Year

WARRANTY RESERVES  -- 2012 10-K
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REFERENCE MATERIAL

Subjects from prior Ford University Presentations

• Auto University
� Automotive Operating Margin
� Effective Tax Rates
� Treatment of Chinese Joint Ventures
� Production vs. Wholesales
� Major Markets Defined
� Reporting on a “Where Sold” Basis
� Profit Variance Analysis
� Automotive Cost Details
� Automotive Cash and Balance Sheet
� Pension and OPEB
� Calendarization Factors



Automotive operating margin is calculated by dividing automotive EBIT, excluding 
special items, by automotive revenue, for each segment and for Ford total 
automotive.

Automotive EBIT is equal to pre-tax results excluding Special Items and Other 
Automotive, which is comprised of net interest expense and Fair Market Value 
Adjustment.

As shown, volume and mix and net pricing are the key drivers of revenue, and 
contribution costs and structural costs are the primary elements of cost. 

35



Key elements that affect our automotive operating margins:

Volume and Mix is directly impacted by Wholesale Volumes, Component Sales, 
Product Mix, and Series Mix and Option Rates within a product line.

Net Pricing is affected by wholesale pricing, which may include pricing for new 
design features added to a vehicle, such as a more powerful engine, or pricing 
actions to better align a vehicle competitively or recover higher commodity costs. 
Net Pricing also includes the impact of changes in marketing incentives.

Contribution costs include Material Costs, including component purchases and 
commodities, Freight including duty, and Warranty.

Structural Costs include Manufacturing, Engineering, Depreciation and Amortization, 
Advertising and Sales Promotions, Administrative and Selling Expenses, and 
Pension and Other Fringe Benefits.

36
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Key components and cost drivers for structural costs:

Manufacturing consists primarily of hourly and salaried personnel, plant overhead such as 
utilities, scrap and taxes, and launch expense. Volume and sourcing changes, as well as 
vehicle content are the key drivers of changes in these costs.

Engineering consists primarily of hourly and salaried personnel, prototype materials, and 
outside engineering services. The number and complexity of product programs drive these 
costs.

The depreciation and amortization component, often referred to as spending-related, 
primarily consists of depreciation and amortization, but also includes asset retirements and 
operating leases. Past and present capital spending drive these costs.

Advertising and Sales Promotions costs include advertising, marketing programs, brand 
promotions, customer mailings and promotional events, and auto shows. The number of 
vehicle launches and worldwide brand building efforts drive these costs.

Administrative and Selling expenses, also referred to as overhead, include salaried and 
purchased services costs related to staff activities, including the information technology 
group. Any increases in these costs would be driven primarily by growth.

Pension and other fringe benefits consists primarily of past service pension cost and other 
post-retirement employee benefits. Discount rates and asset returns are the key drivers of 
changes in these costs.

In addition to the key cost drivers, efficiencies and normal economics impact essentially all 
of these costs as well.
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Ford’s full-year 2012 operating effective tax rate was 32.1%, after subtracting equity in 
net income of affiliated companies from pre-tax profits.  

The effective tax rate excludes the impact of equity in net income of affiliated 
companies  because these are accounted for on an after-tax basis  within operating 
PBT.  These earnings, therefore, are excluded from the denominator in calculating an 
effective tax rate.

Worldwide cash tax payments are expected to remain low for a number of years, while 
worldwide tax attributes generated in prior periods are consumed to offset cash tax 
liabilities.
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Consistent with the treatment of unconsolidated joint ventures under the accounting 
rules, vehicles sold by joint ventures are included in the “Wholesales” category, but 
revenue from vehicles produced and distributed by unconsolidated affiliates is not 
included in consolidated revenue. Automotive segment profits do include Ford’s 
share of the after-tax profits of these affiliates. Changes in these profits are 
generally reflected in the “Other” variance category. 

For the two major China joint ventures with Changan and Jiangling, however, profit 
variances are reported at Ford share across all variance categories, including 
volume and mix, net pricing, contribution costs, and other costs. This is done this 
way because of their relative magnitude – they represented more than 60% of the 
Regions’ wholesales in 2012, and further growth is expected over the business plan 
period.  

This presentation of the results of these Chinese joint ventures reflects the manner 
in which the results in the region are analyzed internally. 

Capital expenditures for our joint ventures is funded directly by the joint ventures 
and is not included in consolidated levels.
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Production vs. Wholesale

Within a specific Automotive segment, the difference between production and 
wholesale volumes is primarily explained by the net imports and exports with 
other Automotive business segments and changes in Company-owned finished 
vehicle inventories.

Wholesale vs. Retail

Within a specific Automotive segment, the difference between wholesale and 
retail volumes primarily are explained by changes in dealer-owned stocks. 

In addition, wholesale and production volumes for a given region include vehicles 
sold to other OEMs (such as Mazda). These units are not included in that 
segment’s retail volumes.

Please note that Ford’s convention is to report retail shares for vehicles sold in 
just the major markets of a given region
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Ford measures year-over-year and sequential quarter-over-quarter changes in 
Automotive pre-tax operating profit for total Automotive sector (excluding special 
items) and for the individual segments using the causal factors defined on the next 
several slides, with revenue and cost variances calculated at present-year volume, 
mix and exchange.
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Volume and mix measures the profit variance from changes in wholesale volumes (at prior-year 
average margin per unit) driven by changes in industry volume, market share, and dealer stocks, as 
well as the profit variance resulting from changes in product mix, including mix among vehicle lines 
and mix of trim levels and options within a vehicle line. 

Detailed variances for industry, shares, stocks, and mix are developed for each major market. The 
total volume effect for other markets, and sales of vehicles and components to other manufacturers 
are included in other volume changes.

Industry volume variance is calculated first and isolates the impact of the change in industry volumes, 
holding all other variables constant.

Market share variance isolates the impact of the change in market share, at present-year industry 
volume, holding contribution margin constant.

Dealer stock variance isolates the impact of the change in dealer stocks in the present period 
compared with the change in the prior period, holding contribution margin constant.

Mix among vehicles variance isolates the impact of changes in the mix of vehicles sold, holding all 
other factors constant.

Series and option mix variance isolates the impact of changes to series mix and option take rates, 
holding all other factors constant. This calculation is done on a vehicle line basis.

All of the above variances are calculated for each major market.

The volume effect of other markets, and sales of vehicles and components to other manufacturers 
are included in other volume variance.

The profit impact of vehicles that enter a new segment of a market (e.g., when the Fiesta was initially 
sold in the U.S.) is entirely picked up in volume.
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Net pricing: Primarily measures the profit variance driven by changes in wholesale 
prices to dealers and marketing incentive programs such as rebate programs, low-
rate financing offers, and special lease offers.

Wholesale price changes include both pricing for new design features added to a 
vehicle (e.g. a more powerful engine) and “pure” pricing (actions taken to better 
align a vehicle competitively or recover higher commodity costs)

Estimated marketing incentive costs are accrued for at the time the vehicle is sold to 
a dealer. Following a defined set of rules of the road, these accruals are compared 
with actual experience and, as appropriate, reserve adjustments are recorded
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The contribution costs variance measures the profit variance driven by per unit
changes in cost categories that typically vary with volume, such as material costs, 
freight including duty, and warranty expense.
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Other costs: Primarily measures the profit variance driven by the absolute
change in cost categories that typically do not have a directly proportionate 
relationship to production volume – mainly structural costs, such as 
Manufacturing, Engineering, Depreciation and Amortization (“spending-
related”), Advertising and Sales Promotions, Administrative and Selling 
(“overhead”), and Pension and Other Fringe Benefits.
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Exchange primarily measures the profit variance driven by one or more of the 
following:  

• The impact of gains or losses arising from transactions denominated in 
currencies other than the functional currency of the locations including 
currency transactions.

• The effect of remeasuring income, assets and liabilities of foreign 
subsidiaries using U.S. dollars as the functional currency, or 

• The results of foreign currency hedging activities.
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Net interest/other measures the profit variance driven by changes in the Automotive 
sector's centrally-managed net interest expense and related fair value market 
adjustments in Ford’s investment portfolio and marketable securities as well as 
other factors not included above.
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While material (including commodities), freight and warranty costs generally vary 
directly with production, elements within the structural costs category are impacted 
to different degrees by changes in production volume.

Ford also has varying degrees of discretion when it comes to controlling different 
elements within structural costs. For example, current period depreciation and 
amortization expense is largely associated with prior capital spending decisions, but 
decisions can be made to increase, decrease or defer advertising and engineering 
expenses in response to changing economic or competitive conditions.

In addition, manufacturing labor and overhead costs naturally vary somewhat with 
changes in volume – examples include adding overtime or a shift to support volume 
increases.

Consistent with GAAP accounting, engineering costs are generally expensed as 
incurred.
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In managing the business, changes in Automotive gross cash are classified into three 
categories – Automotive Operating-related cash flows; other cash flows; and cash flows of a 
financing nature:

• Operating-related cash flows best represent the ability of the Automotive business to 
generate cash. This is comprised of:

- Automotive pre-tax profits; 

- Capital spending net of depreciation and amortization -- note for GAAP purposes 
capital spending is reported as an investing cash flow

- Changes in working capital balances, i.e. trade receivables, payables and 
inventories, and 

- Timing differences; these take into consideration the recognition of revenues and 
expenses on an accrual basis in pre-tax profits and the actual cash movements of 
these items. For example, bonuses are accrued throughout the year but generally 
payments are made during the First Quarter. Other examples include warranty 
cash payments vs. accruals, pension benefit payments for non-funded plans vs. 
total pension accruals, and transactions between Automotive and Financial 
Services.

• The second category, other cash flows, includes such items as non-recurring separation 
payments and Ford Credit distributions and tax payments to Automotive. Additionally, this is 
where the currency impact on cash balances is reported.

• The third category, cash flow of a financing nature, includes such items as the impact of 
debt actions and contributions to funded pension plans, as well as dividend payments. 
Additionally, if new equity were to be issued, the cash flows from these items would be 
reported in this category as would proceeds from the divestiture of a subsidiary.
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• Included within Automotive cash flows are changes in working capital balances --
trade receivables, trade payables and inventories.

• In general Ford has relatively low trade receivables as the majority of the 
Automotive wholesales are financed through Ford Credit.

• In addition, Ford’s inventories are relatively lean as Ford builds to order, not for 
inventory, and immediately sells to the dealers.

• In contrast, Ford’s Automotive Trade payables are based primarily on industry 
standard production supplier payment terms of up to 45 days.

• As a result, Ford’s cash flow tends to improve as volumes increase, but, as 
experienced during late 2008, can deteriorate when volumes drop sharply.

• In comparison, many other manufacturers require a significant investment in 
working capital to support higher volume – which limits their cash flow generation 
when they are in a growth mode.



The Pension and OPEB balance sheet impacts are presently available annually in the 10-K 
“Retirement Benefits” footnote. Cash impacts for pensions are updated quarterly in each 10-Q.

Balance Sheet

The net liability is measured as the difference between our benefit plan obligation and the fair 
value of plan assets. This is known as the funded status.

Accumulated Other Comprehensive (Income) / Loss - includes unamortized balances from plan 
amendments (changes in plan design) and actual vs. expected results for all assumptions such 
as asset returns, demographic and discount rate changes. This amount is reflected in Other 
Comprehensive Income (OCI) within Equity.

Cash

Plan contributions for funded plans include contributions to plan assets required by local 
regulations, and discretionary contributions. Annual benefit payments to participants are paid 
from plan assets held by a trust. These out flows are included in cash flows of a financing 
nature.

Benefit Payments for non-funded plans are made directly to participants from company cash 
(pay-as-you-go). These payments are included in operating-related cash flows.
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This table includes the Pension and OPEB expense elements over the past few years. The U.S. 
GAAP expense or (income) contains elements of present year as well as past years’ activity.

The specific components of expense include:
• Service cost – the benefit earned by active plan participants in the reported period.
• Interest cost – present-period economics on existing obligation using the defined 

discount rate as economic growth factor.
• Expected return on assets – expected earnings on plan assets based on long term rate 

of return assumption (e.g., U.S. presently at 7.38%).
• Prior service cost/(credit) amortization – partial recognition of amounts in Other  

Comprehensive Income (OCI)  from plan amendments that affect previously earned 
benefits. These are recognized in expense / (income) generally over years of future 
service (averages approximately 11 years for U.S. plans) 

• (Gain) / loss amortization – partial recognition of amounts in OCI from differences in 
actual vs. expected results for all assumptions. These are recognized in expense / 
(income) over years of future service.

• The combination of all of the above factors are included in operating expense.
• Separation programs include the change in obligation related to restructuring actions;  

these are reported as “special item” in Ford non-GAAP disclosure.
• Settlements – reflects all cost associated with the elimination of all or part of the 

obligation; also reported as “special item” in Ford non-GAAP disclosure. 

Also shown is the Accumulated Other Comprehensive (Income) / Loss  for pension and OPEB. 
This reflects unamortized balances from plan amendments (changes in plan design) and actual 
vs. expected results for all assumptions such as asset returns, demographic and discount rate 
changes. This amount is reflected in Other Comprehensive Income (OCI) within Equity and is 
recognized in earnings over time.
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Production seasonality leads to some structural cost elements having a seasonal 
pattern.

As the company stops its production for the holiday break in late December, the 
break results in a reduction in company finished goods inventory as of the end of 
the Fourth Quarter. Inventory increases again when production gets back to normal 
in the First Quarter.

As production is re-started in the First Quarter and company inventory is increased 
back to normal levels, structural costs associated with production of the units are 
reflected in inventory on the balance sheet, resulting in a lower manufacturing 
expense for the period. As the company inventory levels are reduced during the 
Fourth Quarter, the reversal of the First Quarter impact occurs.

In addition, advertising costs are typically higher in the Fourth Quarter, related to 
Year End sales events followed by a lower spend in the First Quarter.

A combination of seasonal inventory changes underlying business fundamentals 
generally result in a significant difference in structural cost between the Fourth and 
First Quarters.

In addition, structural costs tend to be lower in the Third Quarter, in part related to 
summer shutdowns and vacation periods around the globe.
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Working capital also is subject to seasonal timing differences.

• Inventories – Due to the annual company-wide December shut-down, 
finished vehicle and work-in-process inventories are typically at their 
lowest point at the end of the Fourth Quarter each year, resulting in 
improved cash flow from inventory reductions. As production resumes
in the First Quarter, inventories are replenished and cash outflows are 
typically experienced during this period.

• Trade Payables – Consistent with the inventory movements associated 
with Year End shut-down, payables are typically at their lowest point at 
the end of the Fourth Quarter each year, resulting in significant cash 
outflows. As production resumes in January, payable balances 
increase and cash flow improves.

• Due to the relative size of payable balances to inventories, the cash 
impact of this seasonality factor tends to be larger on payables.
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Listed here are some of the items that can vary greatly from quarter to quarter and could not be easily 
modeled without significant knowledge of the internal processes at Ford. For example:

• Some activities are tied to launches of the new vehicles and may cause some uneven 
spending through the calendar year depending on when the product launches occur. 

• At any given time, there exist significant reserves on the balance sheet for warranty 
and marketing programs. These reserves are reviewed on a recurring basis to ensure 
they accurately represent Ford’s financial statements. As new data becomes available, it 
may lead to re-assessment of the reserves, which can impact the results in the quarter 
when the re-assessment occurs.

• Performance-related bonuses are accrued quarterly based on the projected full-year 
payment amount; the reserve is adjusted each quarter as needed.  

• Year-to-date tax expense is recorded based on full-year projections with a cumulative catch-
up effect in the current quarter

• Additionally, there may be profit impacts such as one-time payments or receipts from 
suppliers, insurance settlements, and litigation related items.

• Finally, based on changes to external factors, including exchange rates, interest rates, 
commodity prices, and stock values, there may be a need to re-value items such as 
hedging contracts, net equity exposures, and the investment in Mazda.




