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Usually this column focuses on the positive examples in business – and they are countless.  However, the number of ethical issues brought to light last week by Delphi’s handling of their financial woes could not go by without comment.

To give you some background: The Delphi Board hired CEO Robert Miller in June - far too late to constructively rescue the company from the spiraling financial losses it has suffered over the past few years.  As a result, the new CEO’s actions are reactive and cliché – with little focus on the long-term consequences.

The auto parts supplier filed for Chapter 11 bankruptcy on Saturday.  The Washington Post reported that Miller, who received a $3 million sign-on bonus when hired, is now demanding a 50% wage cut from union workers -- or they will lose their pensions.    How would any of us feel about being told to drastically cut our salaries – right after the new boss got several million dollars in rewards?

According to a report by Business News, Miller recently took a “significant cut” to his $1.5 million salary.  Somehow, it is hard to feel much sympathy for him – or the other top executives who were given an extension to their severance packages.  While lower paid employees were left to worry about their fate at the hands of those who grasp golden parachutes, Miller justified the action by stating to the Daily Oakland Press, “headhunters were swarming, ready to snatch up these guys because Delphi’s package was, and still is, not competitive with other companies.”  

Let me get this straight – executives whose leadership brought the company into Chapter 11 bankruptcy are getting retention “bonuses” because the company is afraid of losing them? And, this is such a strong threat that the company must guarantee to keep them for an extended severance period?   

Looking for a balanced perspective on this controversial topic, I contacted David Rhoades with Turnaround Professionals, a company that is often charged with turning around businesses that have suffered from bad leadership decisions.  He made a good point:  “The base of knowledge about operations from those executives may be deep.  There must be checks and balances when executives are given retention bonuses.  There are good reasons to keep executives – and there are equally good reasons to let them go.  Bottom line, what is their contribution and what would it take to replace them in order to keep alive the hope of rehabilitating the company?”

Another issue raised has to do with Miller’s widely reported comment that the company would not continue paying someone “$65 per hour to mow the grass”  This appeared to be ploy to turn public sentiment against union “greed”.  However, even on a bad day  (Delphi has had quite a few of them over the past few years), Miller was earning around $700 per hour based on an average work week.  That doesn’t include the hefty sign-on bonus that he received.  Yet, the company complains that their executives are underpaid!  Something tells me that the high union wages are not the entire problem here.

As it was quickly pointed out to me and questioned in Gary Gosselin’s article in the Daily Oakland Press, a teenager might be willing to mow the grass for less.   And, one can’t help but wonder if another executive might have taken the job of CEO for quite a bit less.  Perhaps so, if the Board had taken more decisive actions some time ago -- before the company sank to such depths of desperation.

Delphi’s pension is underfunded by nearly $11 billion.   Even though the Board and the executives are ultimately responsible for ensuring that promises to employees and retirees are honored, they are using the loss of the pension as leverage to force workers to agree to wage cuts.
 
The pay cuts demanded will ultimately lower the quality of thousands of people’s lives. Worst case, if salaries are not lowered, the company will outsource the jobs to overseas operations.   The lower labor costs in China are very attractive to a company under such financial duress.  That leads us to another real dilemma:  Is China setting U.S. standards of living?

Where does the type of thinking prevalent at Delphi leave loyal employees who built the organization?  What about the economic impact to the community when paychecks shrink or jobs are lost altogether?  And, what about the company’s broken commitment as indicated by the  the underfunded pension plan.

The situation begs so many serious questions:  What are employers’ obligations to keep their promises to workers – even when times are tough?  Has the union been greedy?  Should executives be allowed to “fail safe” with golden parachutes?  

And, if business is not concerned about retaining and rebuilding the American workforce – who will be able to afford the cars whose parts are manufactured by Delphi?

We won’t find the right answers from the examples set by Delphi.
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