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DaimlerChrysler Shifts Into Reverse

But United Technologies boosts payout


The automotive industry's big-gest event in 1998 was the merger of Daimler-Benz and Chrysler, which created the world's third-largest automaker in terms of revenues. Since then, the struggling North American market and the slowing global economy have put up a number of roadblocks.

Thus, DaimlerChrysler announced Wednesday it wouldn't meet profit targets it set a year ago. As a result, the auto giant proposed slashing its annual common dividend more than expected -- by 57% (36% had been the guesstimate), to euro1 per share (about 87 cents) from the euro2.35 paid since 1998. The cut was "related to the year's earnings," it said. A final decision will come at the annual shareholders' meeting April 10. (Ford reduced its quarterly dividend last October, to 15 cents from 30 cents, and again in January, to 10 cents, while General Motors continues to hold its quarterly at 50 cents a share.)

DaimlerChrysler, which is headquartered in Stuttgart, Germany, and Auburn Hills, Michigan, said it has "reviewed and updated its planning assumptions to take into account the consequences of a weaker economic and market environment," adding that "the reality is that the fundamentals have become more uncertain and the task more challenging" than in February 2001. Still, the company is "confident it will achieve results similar to those projected a year ago but at slightly later dates."

For now, though, DaimlerChrysler said it can't achieve the euro5.5-euro6.5 billion ($4.80-$5.67 billion) in operating profits it had forecast. In 2001, it lost euro662 million, versus 2000's profits of euro7.89 billion. Including restructuring charges and some one-time gains, earnings fell to euro1.35 billion, or euro0.73, from euro5.21 billion, or euro3.47 per share. Sales dropped to euro152.7 billion from euro162.38 billion. On the brighter side, Daimler- Chrysler expects group operating profits in 2002, excluding special items, "to exceed twice the 2001 level by a very significant amount."

The disclosures drove DaimlerChrysler's shares down as much as 6.95%, to euro41.64, in their biggest one-day drop since September 20. One analyst remarked that while he would exit the stock now, he would consider buying again at euro35. American depositary shares trade around 37.

United Technologies' chief executive George David is "more negative than others about the economy," and he doesn't expect a recovery before 2003. What's more, pay freezes are being imposed on salaried workers throughout the company and also at corporate headquarters, among other belt-tightening measures.

Nevertheless, last Monday, the Hartford, Connecticut-based company, whose product roster includes Pratt & Whitney jet engines, Sikorsky helicopters, Otis elevators and Carrier air conditioners, declared a 9% dividend boost, raising its quarterly payout on the common to 24.5 cents a share from 22.5 cents. Disbursement is scheduled for March 10; the record date is February 15. United Technologies has paid dividends without interruption since 1936, and payouts have been on the upswing for nearly a decade. During 2001, the company repurchased 8.5 million of its shares for $599 million.

United Tech, a Dow Jones Industrials component, has seen its shares slip 20 points from their 52-week high in May of 87.50. Deutsche Banc Alex. Brown raised its price target on United Tech last Monday to 72. However, analyst Christopher Mecray lowered his investment rating to Market Perform from Buy. He expects the shares to be constrained in the near term by commercial aerospace exposures and limited growth rates in 2002.

Commenting last month on United Tech's fourth-quarter and full-year results, David said "in the wake of September 11 and its severe impact on commercial aviation, UTC turned in another solid quarter. We followed our usual practice of absorbing restructuring and related charges in operating income. Before these, earnings per share increased slightly … and were up 13% for the full year. Available cash flow was exceptional in the quarter at $597 million and brought the full-year. . . cash flow essentially equal to net income" of $1.9 billion. United Tech expects to earn about $4.32 a share this year, versus last year's $3.83.

David plans to spend $1-$2 billion this year on acquisitions, and he's most interested in the areas of aerospace systems and the aftermarket as well as Carrier comfort systems and commercial refrigeration -- sectors he thinks are ripe for consolidation. He also finds appealing certain businesses of Tyco International, particularly its building control systems operations, but said the two companies are not in talks. (For more on Tyco, see "Kozlowski Agonistes.")

