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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549-1004

FORM 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2005
OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from           to          .

Commission file No. 1-14787
DELPHI CORPORATION

(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

5725 Delphi Drive, Troy, Michigan
(Address of principal executive offices)

38-3430473
(IRS employer Identification Number)

48098
(Zip code)

(248) 813-2000
(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.     Yes o. No þ.
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange
Act).     Yes þ. No o.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

DELPHI CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Three Months
Ended March 31,

2005 2004

(in millions, except
per share amounts)

Net sales:
General Motors and affiliates $ 3,399 $ 4,189
Other customers 3,463 3,216

Total net sales 6,862 7,405

Operating expenses:
Cost of sales, excluding items listed below 6,500 6,564
Selling, general and administrative 394 378
Depreciation and amortization 292 282
Employee and product line charges � 38

Total operating expenses 7,186 7,262

Operating (loss) income (324) 143
Interest expense (54) (62)
Other income (expense), net 5 (6)

(Loss) income before income taxes, minority interest, and equity income (373) 75
Income tax expense (37) (23)
Minority interest, net of tax (8) (11)
Equity income 15 22

Net (loss) income $ (403) $ 63

(Loss) earnings per share
Basic and diluted $ (0.73) $ 0.11

See notes to consolidated financial statements.
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DELPHI CORPORATION
CONSOLIDATED BALANCE SHEETS

March 31,
2005 December 31,

(Unaudited) 2004

(in millions)
ASSETS

Current assets:
Cash and cash equivalents $ 1,164 $ 964
Accounts receivable, net:

General Motors and affiliates 2,394 2,182
Other customers 2,414 1,476

Retained interest in receivables, net � 726
Inventories, net:

Productive material, work-in-process and supplies 1,419 1,413
Finished goods 563 545

Deferred income taxes 37 39
Prepaid expenses and other 325 354

Total current assets 8,316 7,699
Long-term assets:

Property, net 5,778 5,946
Deferred income taxes 143 130
Goodwill 780 798
Other intangible asset 72 80
Pension intangible assets 1,044 1,044
Other 865 896

Total assets $ 16,998 $ 16,593

LIABILITIES AND STOCKHOLDERS� EQUITY (DEFICIT)
Current liabilities:

Notes payable and current portion of long-term debt $ 965 $ 507
Accounts payable 3,673 3,504
Accrued liabilities 3,090 2,694

Total current liabilities 7,728 6,705
Long-term liabilities:

Long-term debt 2,058 2,061
Junior subordinated notes due to Delphi Trust I and II 412 412
Pension benefits 3,207 3,523
Postretirement benefits other than pensions 6,526 6,297
Other 947 936

Total liabilities 20,878 19,934
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Commitments and contingencies (Note 9)
Minority interest 211 198
Stockholders� equity (deficit):

Common stock, $0.01 par value, 1,350 million shares
authorized, 565 million shares issued in 2005 and 2004 6 6
Additional paid-in capital 2,661 2,661
Accumulated deficit (4,333) (3,913)
Minimum pension liability (2,466) (2,469)
Accumulated other comprehensive income, excluding
minimum pension liability 99 237
Treasury stock, at cost (3.6 million and 3.8 million shares in
2005
and 2004, respectively) (58) (61)

Total stockholders� deficit (4,091) (3,539)

Total liabilities and stockholders� equity (deficit) $ 16,998 $ 16,593

See notes to consolidated financial statements.
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DELPHI CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Three Months
Ended March 31,

2005 2004

(in millions)
Cash flows from operating activities:

Net (loss) income $ (403) $ 63
Adjustments to reconcile net (loss) income to net cash provided by operating
activities:

Depreciation and amortization 292 282
Deferred income taxes (2) (84)
Employee and product line charges � 38
Equity income (15) (22)

Changes in operating assets and liabilities:
Accounts receivable and retained interest in receivables, net 137 (686)
Inventories, net (24) (67)
Prepaid expenses and other 42 7
Accounts payable 171 175
Employee and product line charge obligations (26) (141)
Accrued and other long-term liabilities 381 424
Other (24) 51

Net cash provided by operating activities 529 40

Cash flows from investing activities:
Capital expenditures (199) (229)
Proceeds from sale of property 6 15
Other 12 �

Net cash used in investing activities (181) (214)

Cash flows from financing activities:
Net proceeds from (repayments of) borrowings under credit facilities and other
debt (79) 153
Dividend payments (39) (39)
Other (5) (2)

Net cash (used in) provided by financing activities (123) 112

Effect of exchange rate fluctuations on cash and cash equivalents (25) (2)

Increase (decrease) in cash and cash equivalents 200 (64)
Cash and cash equivalents at beginning of period 964 893

Cash and cash equivalents at end of period $ 1,164 $ 829
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DELPHI CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. BASIS OF PRESENTATION
 General � Delphi Corporation (�Delphi�) is a world-leading supplier of vehicle electronics, transportation

components, integrated systems and modules and other electronic technology. The consolidated financial statements
and notes thereto included in this report should be read in conjunction with our consolidated financial statements and
notes thereto included in our 2004 Annual Report on Form 10-K filed with the Securities and Exchange Commission.
The consolidated financial statements include the accounts of Delphi and its subsidiaries.
      All significant intercompany transactions and balances between consolidated Delphi businesses have been
eliminated. In the opinion of management, all adjustments, consisting of only normal recurring items, which are
necessary for a fair presentation, have been included. The results for interim periods are not necessarily indicative of
results which may be expected from any other interim period or for the full year and may not necessarily reflect the
consolidated results of operations, financial position and cash flows of Delphi in the future.

 Earnings (loss) Per Share � Basic earnings (loss) per share amounts were computed using weighted average shares
outstanding for each respective period. Diluted earnings (loss) per share also reflect the weighted average impact from
the date of issuance of all potentially dilutive securities during the periods presented, unless inclusion would not have
had a dilutive effect.
      Actual weighted average shares outstanding used in calculating basic and diluted earnings per share were:

Three Months Ended
March 31,

2005 2004

(in thousands)
Weighted average shares outstanding 555,242 560,340
Effect of dilutive securities � 3,282

Diluted shares outstanding 555,242 563,622

      Securities excluded from the computation of diluted earnings per share:

Three Months
Ended March 31,

2005 2004

(in thousands)
Anti-dilutive securities 89,885 73,052

      The Board of Directors declared a dividend on Delphi common stock of $0.03 per share on March 23, 2005, which
was paid on May 2, 2005 to holders of record on April 4, 2005. The dividend declared on December 8, 2004 was paid
on January 18, 2005.

 Stock-Based Compensation � Delphi�s stock-based compensation programs include stock options, restricted stock,
and stock appreciation rights (SARs). As allowed under SFAS No. 123, �Accounting for Stock-Based Compensation,�
Delphi accounts for stock-based compensation using the intrinsic value method in accordance with Accounting
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Principles Board Opinion No. 25, �Accounting for Stock Issued to Employees,� and related interpretations. As such,
Delphi has followed the nominal vesting period approach for awards issued with retirement eligible provisions, and
will continue to follow this approach for existing awards and new awards issued prior to the adoption of
SFAS No. 123(R) in January 2006. Following the adoption of SFAS No. 123(R), Delphi will recognize compensation
cost based on the grant-date fair value
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of the equity or liability instruments issued, with expense recognized over the periods that an employee provides
service in exchange for the award. We are currently assessing the effects of SFAS 123(R), but have not yet determined
the impact on the consolidated financial statements.
      Stock options granted during 2004, 2003 and 2002 were exercisable at prices equal to the fair market value of
Delphi common stock on the dates the options were granted; accordingly, no compensation expense has been
recognized for the stock options granted. Compensation expense for the restricted stock is recognized over the vesting
period. Compensation expense for SARs is recognized when the current stock price is greater than the SARs� exercise
price. There were no stock options granted during the three months ended March 31, 2005 and 2004.
      If we accounted for all stock-based compensation using the fair value recognition provisions of SFAS No. 123 and
related amendments, our net income (loss) and basic and diluted earnings (loss) per share would have been as follows:

Three Months
Ended March 31,

2005 2004

(in millions, except
per share amounts)

Net (loss) income, as reported $ (403) $ 63
Add: Stock-based compensation expense recognized, net of related tax effects 3 2
Less: Total stock-based employee compensation expense determined under fair
value method for all awards, net of related tax effects (5) (4)

Pro forma net (loss) income $ (405) $ 61

Loss (earnings) per share:
Basic and diluted � as reported $ (0.73) $ 0.11

Basic and diluted � pro forma $ (0.73) $ 0.11

      In May 2004, Delphi�s existing outstanding equity compensation plans expired and shareholders approved a new
equity compensation plan, which provides for issuances of up to 36.5 million shares of common stock. During the
second quarter of 2004, we issued approximately 4.5 million restricted stock units and approximately 6.8 million
options. On March 1, 2005, we issued approximately 4.3 million restricted stock units under the Long Term Incentive
Plan approved by shareholders in May 2004. During the quarter ended March 31, 2005, no stock options were
awarded under this plan. As of March 31, 2005, there are approximately 21 million shares available for future grants
under these plans.

 Retention Payments � During the first quarter of 2005, we implemented a retention program for U.S. salaried
employees. Under the terms of the program, U.S. salaried employees received retention payments totaling
approximately $13 million in the first quarter of 2005. Substantially all U.S. salaried executives will receive a series of
payments between September 2005 and September 2006. Employees who voluntarily separate from Delphi prior to
March 1, 2008 have agreed and will be required to repay the retention payments. The cost associated with the
retention program is being recognized over the related service period, from March 2005 through February 2008.

2. EMPLOYEE AND PRODUCT LINE CHARGES
      In the third quarter of 2003, Delphi approved plans to reduce our U.S. hourly workforce by up to approximately
5,000 employees, our U.S. salaried workforce by approximately 500 employees, and other non-U.S. workforce by
approximately 3,000 employees. Our plans entail reductions to our workforce through a variety of methods including

Edgar Filing: DELPHI CORP - Form 10-Q

Table of Contents 11



regular attrition and retirements, and voluntary and involuntary separations, as applicable. Under certain elements of
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Automobile, Aerospace, and Agricultural Implement Workers of America (�UAW�) hourly employees may return
(�flowback�) to General Motors (�GM�). As required under generally accepted accounting principles, we record the costs
associated with the flowback to GM as the employees accept the offer to exit Delphi. In conjunction with such plans,
we recorded charges for employee costs in the first quarter of 2004 of $38 million, which is included in employee and
product line charges.
      Delphi has and will continue to seek to transform its operating cost structure to increase the proportion of
manufacturing conducted in regions of the world where labor costs are lower. In conjunction therewith, we recorded
$34 and $52 million in cost of good sold in the three months ended March 31, 2005 and 2004, respectively, related to
on-going employee attrition programs. Such costs include cash-based payments, costs for increased employee benefit
liabilities, and other employee liabilities.
      Following is a summary of the activity in the employee and product line charges (in millions):

Employee and Product Line Charges Employee
Costs

Exit
Costs Total

Balance at January 1, 2005 $ 124 $ 16 $ 140
First quarter 2005 charges � � �
Usage in the first quarter 2005 (24) (2) (26)(a)

Balance at March 31, 2005 $ 100 $ 14 $ 114 (b)

(a) The total cash paid in the first quarter of 2005 was $26 million, as shown on our consolidated Statement of Cash
Flows.

(b) This amount is included in accrued liabilities in the accompanying consolidated balance sheet.
      During the first quarter of 2005 and 2004, we paid $26 million and $193 million, respectively, related to our
restructuring plans announced in the third quarter of 2003. We expect that less than $0.1 billion related to the third
quarter 2003 plans will be paid in subsequent quarters in 2005 and the remainder in 2006.
3. ASSET SECURITIZATION
     U.S. Program
      We maintain a revolving accounts receivable securitization program in the U.S. (�U.S. Facility Program�). In March
2005, Delphi amended and renewed through March 22, 2006 its U.S. Facility Program, increasing the borrowing limit
from $600 million to $731 million. In addition, the U.S. Facility Program was amended to conform the leverage ratio
financial covenant consistent with the amended covenant in our revolving credit facilities (the �Credit Facilities�). Also,
the U.S. program lenders granted waivers similar to those granted under the Credit Facilities amendments. The
U.S. program amendment also allows Delphi to maintain effective control over the receivables such that effective
March 2005, this program, which was previously accounted for as a sale of receivables, will be accounted for as a
secured borrowing. At March 31, 2005, we were in compliance with all covenants applicable to the U.S. Facility
Program.
      Under the U.S. Facility Program, we transfer a portion of our U.S. originated trade receivables to Delphi
Receivables LLC (�DR�), a wholly owned consolidated special purpose entity. DR may then transfer, on a non-recourse
basis (subject to certain limited exceptions), an undivided interest in the receivables to asset-backed, multi-seller
commercial paper conduits (�Conduits�). Neither the Conduits nor the associated banks are related to Delphi or DR. The
Conduits typically finance the purchases through the issuance of A1/P1 rated commercial paper. In the event that the
Conduits become unable to or otherwise elect not to issue commercial paper and make purchases, the associated banks
are obligated to make the purchases. The sale of the undivided interest in the receivables from DR to the Conduits was
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Financial Assets and Extinguishments of Liabilities� (�SFAS 140�) in periods through
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December 31, 2004. Through 2004, when DR sold an undivided interest to the Conduits, DR retained the remaining
undivided interest. The value of the undivided interest sold to the Conduits was excluded from our consolidated
balance sheet thereby reducing our accounts receivable in periods through December 31, 2004. The value of the
retained interest in receivables held by DR, which may include eligible undivided interests that we elect not to sell,
was shown separately on our consolidated balance sheet and therefore is not included in our accounts receivable in
2004. As of December 31, 2004, the retained interest in receivables was $726 million. We assessed the recoverability
of the retained interest on a quarterly basis and adjusted to the carrying value as necessary.
      At the time DR sold the undivided interest to the Conduits the sale was recorded at fair value with the difference
between the carrying amount and fair value of the assets sold included in operating income as a loss on sale. This
difference between carrying value and fair value is principally the estimated discount inherent in the U.S. Facility
Program, which reflects the borrowing costs as well as fees and expenses of the Conduits (1.4% to 1.6% in the first
quarter of 2004), and the length of time the receivables are expected to be outstanding. The loss on sale was
approximately $0.7 million for the three months ended March 31, 2004. Additionally, we perform collections and
administrative functions on the receivables transferred similar to the procedures we use for collecting all of our
receivables, including receivables that are not transferred under the U.S. Facility Program. We can elect to keep the
collections and transfer additional receivables in exchange; or, we can transfer the cash collections to the Conduits
thereby reducing the amount of transfers of undivided interests to the Conduits. The nature of the collection and
administrative activities and the terms of the U.S. Facility Program did not result in the recognition of a servicing asset
or liability in 2004 under the provisions of SFAS 140 because the benefits of servicing were just adequate to
compensate us for our servicing responsibilities.
      In June 2005, Delphi further amended the U.S. Facility Program to add a new co-purchaser to the program, to
adjust the borrowing limit from $731 million to $730 million, and to conform the leverage ratio financial covenant
consistent to the amended Facilities covenant. The U.S. Facility Program lenders also granted waivers similar to those
granted under the Facilities amendments.
     European Program
      On December 23, 2004, we renewed the trade receivable securitization program for certain of our European
accounts receivable at �225 million ($292 million at March 31, 2005 currency exchange rates) and £10 million
($19 million at March 31, 2005 currency exchange rates). Accounts receivable transferred under this program are
accounted for as short-term debt. As of March 31, 2005 and 2004, we had no significant accounts receivable
transferred under this program. The program expires on December 1, 2005 and can be extended, based upon the
mutual agreement of the parties. Additionally, the European program contains a financial covenant and certain other
covenants similar to our Credit Facilities that, if not met, could result in a termination of the agreement. At March 31,
2005 and 2004, we were in compliance with all such covenants.
      In March 2005, Delphi amended the European trade receivables securitization program. The European program
was also amended to conform the leverage ratio financial covenant consistent with the amended credit facilities�
covenant and amend other procedural terms.

4. WARRANTIES
      We recognize expected warranty costs for products sold principally at the time of sale of the product based on
management estimates of the amount that will eventually be required to settle such obligations. These accruals are
based on several factors including past experience, production changes, industry developments and various other
considerations. Our estimates are adjusted from time to time based on facts and circumstances that impact the status of
existing claims.
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      The table below summarizes the activity in the product warranty liability for the three months ended March 31,
2005 and 2004.

March 31,

2005 2004

(in millions)
Accrual balance at beginning of year $ 274 $ 258

Provision for estimated warranties accrued during the period 28 28
Accruals for pre-existing warranties (including changes in estimates) (1) 8
Settlements made during the period (in cash or in kind) (42) (33)
Foreign currency translation (4) (2)

Accrual balance at end of period $ 255 $ 259

      Approximately $206 million and $173 million of the warranty accrual balance as of March 31, 2005 and
March 31, 2004, respectively is included in accrued liabilities in the accompanying consolidated balance sheet. The
remainder of the warranty accrual balance is included in other long-term liabilities.

5. PENSION AND OTHER POSTRETIREMENT BENEFITS
      Pension plans covering unionized employees in the U.S. generally provide benefits of negotiated stated amounts
for each year of service, as well as supplemental benefits for employees who qualify for retirement before normal
retirement age. The benefits provided by the plans covering U.S. salaried employees are generally based on years of
service and salary history. Certain Delphi employees also participate in nonqualified pension plans covering
executives, which are unfunded. Such plans are based on targeted wage replacement percentages, and are generally
not significant to Delphi. Delphi�s funding policy with respect to its qualified plans is to contribute annually, not less
than the minimum required by applicable laws and regulations.
      The 2005 and 2004 amounts shown below reflect the defined benefit pension and other postretirement benefit
expense for the three months ended March 31 for each year for U.S. salaried and hourly employees:

Other
Postretirement

Pension Benefits Benefits

2005 2004 2005 2004

(in millions) (in millions)
Service cost $ 73 $ 71 $ 47 $ 45
Interest cost 181 175 141 128
Expected return on plan assets (197) (181) � �
Amortization of prior service cost 35 35 (1) (1)
Amortization of net loss 53 35 49 35
Special termination benefits � 3 2 1

Net periodic benefit cost $ 145 $ 138 $ 238 $ 208
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      Certain of Delphi�s non-U.S. subsidiaries also sponsor defined benefit pension plans. The pension expense for
these locations for the three months ended March 31, 2005 and 2004 was $16 million and $22 million, respectively.
During the three months ended March 31, 2005, Delphi made no contributions to its pension plans, however, we are
legally required under ERISA to contribute approximately $0.6 billion in 2005.
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      Effective March 1, 2005 Delphi amended its health care benefits plan for salaried retirees. Under this plan
amendment effective January 1, 2007, Delphi reduced its obligations to current salaried active employees, all current
retirees and surviving spouses who are retired and are eligible for Medicare coverage. Based on a March 1, 2005
remeasurement date, the expected impact of this amendment will be a decrease in the OPEB liability of $0.8 billion
and a decrease in 2005 expense of $72 million. As SFAS No. 106 �Employers� Accounting for Postretirement Benefits
Other than Pensions� requires a one-quarter lag from the remeasurement date before applying the effects of the plan
amendment, income statement recognition of the plan amendment will begin in June 2005.

6. DERIVATIVES AND HEDGING ACTIVITIES
      Delphi is exposed to market risk, such as fluctuations in foreign currency exchange rates, commodity prices and
changes in interest rates, which may result in cash flow risks. To manage the volatility relating to these exposures, we
aggregate the exposures on a consolidated basis to take advantage of natural offsets. For exposures that are not offset
within our operations, we enter into various derivative transactions pursuant to our risk management policies.
Designation is performed on a transaction basis to support hedge accounting. The changes in fair value of these
hedging instruments are offset in part or in whole by corresponding changes in the fair value or cash flows of the
underlying exposures being hedged. We assess the initial and ongoing effectiveness of our hedging relationships in
accordance with our documented policy. We do not hold or issue derivative financial instruments for trading purposes.
      The fair value of derivative financial instruments as of March 31, 2005 and December 31, 2004 included current
and non-current assets of $75 million and $99 million, respectively and current and non-current liabilities of
$16 million and $43 million, respectively. Gains and losses on derivatives qualifying as cash flow hedges are recorded
in other comprehensive income (�OCI�) to the extent that hedges are effective until the underlying transactions are
recognized in earnings. Net gains included in OCI as of March 31, 2005, were $57 million after-tax ($75 million
pre-tax). Of this pre-tax total, a gain of approximately $70 million is expected to be included in cost of sales within the
next 12 months. A loss of approximately $2 million is expected to be included in depreciation and amortization
expense over the lives of the related fixed assets and a gain of approximately $7 million is expected to be included in
interest expense over the term of the related debt. The unrealized amounts in OCI will fluctuate based on changes in
the fair value of open contracts at each reporting period. The amount included in cost of sales related to hedge
ineffectiveness and the time value of options was not material.
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7. STOCKHOLDERS� EQUITY
      Changes in stockholders� equity for the three months ended March 31, 2005 were:

Accumulated
Other

Comprehensive
Loss

Common
Stock Additional Minimum Total

Paid-In Accumulated Pension TreasuryStockholders�
SharesAmount Capital Deficit Liability Other Stock Deficit

(in millions)
Balance at January 1,
2005 565 $ 6 $ 2,661 $ (3,913) $ (2,469) $ 237 $ (61) $ (3,539)

Net loss � � � (403) � � � (403)
Currency translation
adjustments and other � � � � 3 (122) � (119)
Net change in
unrecognized gain on
derivative instruments � � � � � (16) � (16)
Minimum pension
liability adjustment � � � � � � � �

Total comprehensive
income (538)

Shares issued for
employee benefit plans,
net � � � � � � 3 3
Dividends � � � (17) � � � (17)

Balance at March 31,
2005 565 $ 6 $ 2,661 $ (4,333) $ (2,466) $ 99 $ (58) $ (4,091)
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8. SEGMENT REPORTING
      Effective January 1, 2005, we realigned our business sectors by moving three additional manufacturing operations
into the company�s Automotive Holdings Group (�AHG�) to accelerate efforts to bring these sites back to profitability or
resolve issues at these operations through other actions. AHG was established to increase Delphi management focus
on one operating sector to resolve under-performing product lines or sites, while enabling management of other
operating sectors to focus on growth and expansion. The additional operations named to Delphi�s AHG include:
Laurel, Mississippi; Kettering, Ohio; and Home Avenue/ Vandalia, Ohio. Delphi continues to study other sites for
inclusion in AHG.
      The realignment is designed to increase focus on products and services for the greatest long-term benefit for
Delphi while at the same time placing an equal focus on businesses requiring additional management attention. It is a
further step in the implementation of our long-term portfolio plans.
      Management reviews our sector operating results for purposes of making operating decisions and assessing
performance. Included below are sales and operating data for our realigned sectors for the three months ended
March 31, 2005 and 2004. The 2004 data has been reclassified to conform with the current sector alignment.

Dynamics,
Propulsion, Electrical, Automotive
Thermal & Electronics & Holdings

Interior Safety Group Other(a) Total

(in millions)
For the Three Months Ended:
March 31, 2005

Net sales to GM and affiliates $ 1,677 $ 1,368 $ 378 $ (24) $ 3,399
Net sales to other customers 1,325 2,008 111 19 3,463
Inter-sector net sales 210 93 166 (469) �

Total net sales $ 3,212 $ 3,469 $ 655 $ (474) $ 6,862

Sector operating (loss) income $ (183) $ 169 $ (259) $ (51) $ (324)
For the Three Months Ended:
March 31, 2004

Net sales to GM and affiliates $ 2,058 $ 1,627 $ 504 $ � $ 4,189
Net sales to other customers 1,296 1,800 120 � 3,216
Inter-sector net sales 199 122 226 (547) �

Total net sales $ 3,553 $ 3,549 $ 850 $ (547) $ 7,405

Sector operating income (loss) $ 110(b) $ 287(b) $ (145)(b) $ (19)(b) $ 233(b)

(a) Other includes activity not allocated to the product sectors and elimination of inter-sector transactions.

(b) Excludes 2004 Charges of $31 million for Dynamics, Propulsion, Thermal & Interior, $20 million for Electrical,
Electronics & Safety, $35 million for Automotive Holdings Group, and $4 million for Other.

9. COMMITMENTS AND CONTINGENCIES
Ongoing SEC Investigation
      Delphi is the subject of an ongoing investigation by the Staff of the Securities Exchange Commission (�SEC�) and
other federal authorities involving Delphi�s accounting and adequacy of disclosures for a number of transactions. The

Edgar Filing: DELPHI CORP - Form 10-Q

Table of Contents 20



transactions being investigated include transactions in which Delphi received
13

Edgar Filing: DELPHI CORP - Form 10-Q

Table of Contents 21



Table of Contents

rebates or other lump-sum payments from suppliers, certain off-balance sheet financings of indirect materials and
inventory, and the payment in 2000 of $237 million in cash, and the subsequent receipt in 2001 of $85 million in
credits, as a result of certain settlement agreements entered into between Delphi and its former parent company,
General Motors. Delphi�s Audit Committee has completed its internal investigation of these transactions and concluded
that many were accounted for improperly. With the filing of this quarterly report on Form 10-Q, for the quarter ended
March 31, 2005, we will become current in our filings with the SEC.
      Delphi is fully cooperating with the SEC�s ongoing investigation and requests for information as well as the related
investigation being conducted by the Department of Justice. The Company has entered into an agreement with the
SEC to suspend the running of the applicable statute of limitations until April 6, 2006. Until these investigations are
complete, Delphi is not able to predict the effect, if any, that these investigations will have on Delphi�s business and
financial condition, results of operations and cash flows.
Shareholder Lawsuits
      Several class action lawsuits have been commenced against Delphi, several of Delphi�s subsidiaries, certain of its
current and former directors and officers of Delphi, General Motors Management Corporation (the named fiduciary
for investment purposes and investment manager to Delphi�s employee benefit plans), and several current and former
employees of Delphi or Delphi�s subsidiaries, as a result of its announced intention to restate its originally issued
financial statements. These lawsuits fall into three categories. One group has been brought under the Employee
Retirement Income Security Act of 1974, as amended (�ERISA�), purportedly on behalf of participants in certain of the
Company�s and its subsidiaries� defined contribution employee benefit pension plans who invested in the Delphi
Corporation Common Stock Fund. Plaintiffs allege that the plans suffered losses due to the defendants� breaches of
fiduciary duties under ERISA. To date, the Company has received service in five such lawsuits and is aware of an
additional eleven that are pending. All pending cases have been filed in U.S. District Court for the Eastern District of
Michigan.
      The second group of purported class action lawsuits variously alleges that the Company and certain of its current
and former directors and officers made materially false and misleading statements in violation of federal securities
laws. To date, the Company has been served in six such lawsuits and is aware of eight additional lawsuits. The
lawsuits have been filed in the U.S. District Court for the Eastern District of Michigan, the U.S. District Court for the
Southern District of New York, and the U.S. District Court for Southern District of Florida.
      The third group of lawsuits pertains to two shareholder derivative cases and a demand. To date, certain current and
former directors and officers have been named in two such lawsuits. One has been served in Oakland County Circuit
Court in Pontiac, Michigan, and a second is pending in the U.S. District Court for the Southern District of New York.
In addition, the Company has received a demand letter from a shareholder requesting that the Company consider
bringing a derivative action against certain current and former officers. The derivative lawsuits and the request
demand the Company consider further derivative action premised on allegations that certain current and former
officers made materially false and misleading statements in violation of federal securities laws. The Company has
appointed a special committee of the Board of Directors to consider the demand request.
      Due to the preliminary nature of these cases, the Company is not able to predict with certainty the outcome of this
litigation or its potential exposure related thereto. Although Delphi believes that any loss that the Company would
suffer under such lawsuits should, after payment of a $10 million deductible, be covered by its director and officer
insurance policy, it cannot assure you that the impact of any loss not covered by insurance or applicable reserves
would not be material. Delphi has recorded a reserve related to these lawsuits equal to the amount of its insurance
deductible.
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Ordinary Business Litigation
      Delphi is from time to time subject to various legal actions and claims incidental to its business, including those
arising out of alleged defects, breach of contracts, product warranties, intellectual property matters, environmental
matters, and employment-related matters.
      As previously disclosed, with respect to environmental matters, Delphi received notices that it is a potentially
responsible party (�PRP�) in proceedings at various sites, including the Tremont City Landfill Site located in Tremont,
Ohio which is alleged to concern ground water contamination. In September 2002, Delphi and other PRPs entered into
a Consent Order with the Environmental Protection Agency (�EPA�) to perform a Remedial Investigation and
Feasibility Study concerning a portion of the site, which is expected to be completed during 2006. Based on findings
to date, we believe that a reasonably possible outcome of the investigative study is capping and future monitoring of
this site, which would substantially limit future remediation costs and we have included an estimate of our share of the
potential costs of such a remedy plus the cost to complete the investigation in our overall reserve estimate. Because
the scope of the investigation and the extent of the required remediation are still being determined, it is possible that
the final resolution of this matter may require that we make material future expenditures for remediation, possibly
over an extended period of time and possibly in excess of our existing reserves. We will continue to re-assess any
potential remediation costs and, as appropriate, our overall environmental reserves as the investigation proceeds.
      With respect to warranty matters, although we cannot ensure that the future costs of warranty claims by customers
will not be material, we believe our established reserves are adequate to cover potential warranty settlements.
However, the final amounts determined to be due related to these matters could differ materially from our recorded
estimates. Additionally, in connection with our separation from GM, we agreed to indemnify GM against substantially
all losses, claims, damages, liabilities or activities arising out of or in connection with our business post-separation.
Due to the nature of such indemnities we are not able to estimate the maximum amount.
      With respect to intellectual property matters, on September 7, 2004, we received the arbitrator�s binding decision
resolving a dispute between Delphi and Litex. In May 2001, Litex had filed suit against Delphi in federal court in the
District of Massachusetts alleging infringement of certain patents regarding methods to reduce engine exhaust
emissions. As previously disclosed, the results of the arbitration did not have a material impact on Delphi�s financial
condition, operations or business prospects. However, in March 2005, we received correspondence from counsel
representing Litex that Litex intended to file various tort claims against Delphi in California state court. On March 4,
2005, Delphi filed a complaint in the federal court for the District of Massachusetts seeking declaratory relief to
enforce the parties� agreement in the original case prohibiting Litex from bringing such claims. On March 28, 2005,
Litex countersued asserting various tort claims against Delphi and requesting that the court void aspects of the parties�
agreement in the original case. This matter remains pending before the federal court for the District of Massachusetts.
      Additionally, as previously disclosed, we have been mediating a number of patent disputes regarding vehicle
occupant detection technologies with Takata Corporation and its subsidiaries. On December 1, 2004, the parties
resolved these disputes to their mutual satisfaction by entering into a cross-license agreement concerning various
patents in the field of vehicle occupant detection technologies.
      Litigation is subject to many uncertainties, and the outcome of individual litigated matters is not predictable with
assurance. After discussions with counsel, it is the opinion of management that the outcome of such matters will not
have a material adverse impact on the consolidated financial position, results of operations or cash flows of Delphi.
Non-binding Letter of Intent
      The Company has signed a non-binding letter of intent to sell its global lead-acid battery business, comprised of
assets totaling approximately $175 million.
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10. SUBSEQUENT EVENTS
      Several events have occurred subsequent to March 31, 2005 that, although they do not impact the reported
balances or results of operations as of that date, are material to the Company�s ongoing operations. Those items
include: the completion of our refinancing plan in June 2005 as described more fully in Note 10 Debt to the 2004
Annual Report on Form 10-K being filed concurrently with this report; shareholder and derivative lawsuits initiated in
early 2005 as described more fully in Note 9 Commitments and Contingencies to these financial statements; changes
to U.S. salaried employees health care benefits implemented in March 2005 as described more fully in Note 5 Pension
and Other Postretirement Benefits to these financial statements; and purchases of certain previously leased facilities in
June 2005 as described more fully in Note 13 Commitments and Contingencies to the 2004 Annual Report on
Form 10-K. In addition, the Company contributed $0.6 billion to its defined benefit pension plan in June 2005.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Executive Summary of business
      We are a global supplier of vehicle electronics, transportation components, integrated systems and modules and
other electronic technology. Our technologies are present in more than 75 million vehicles on the road worldwide as
well as in communication, computer, consumer electronic, energy and medical applications. We operate in extremely
competitive markets. Our customers select us based upon numerous factors including technology, quality and price.
Supplier selection in the auto industry is generally finalized several years prior to the start of production of the
vehicle. As a result, business that we win in 2005 will generally not impact our financial results until 2007 or beyond.
Additionally, our results are heavily dependent on overall vehicle production throughout the world. Consistent with
one of the primary rationales for separating Delphi from General Motors (�GM�), we have diversified our customer base
significantly since our separation from GM in 1999 (the �Separation�). In the first quarter of 2005, our sales to
customers other than GM exceeded our sales to GM for the first time. Our sales to GM have declined since the
Separation; principally reflecting the impact of customer trends, the exit of some businesses, changes in our vehicle
content and the product mix supplied to them, as well as GM�s diversification of its supply base.
      Critical success factors for us include managing our overall global manufacturing footprint to ensure proper
placement and workforce levels in line with business needs as well as competitive wages and benefits, maximizing
efficiencies in manufacturing processes, fixing or eliminating unprofitable businesses, including those that are part of
our Automotive Holdings Group (�AHG�) operations, and reducing overall material costs. In addition, our customers
generally require that we demonstrate improved efficiencies, through cost reductions and/or price decreases, on a
year-over-year basis. See �Results of Operations� for more details as to the factors, which drive year-over-year
performance.
      Our first quarter 2005 net sales were $6.9 billion, down from $7.4 billion in the first quarter of 2004. Non-GM
revenues were $3.5 billion, or 50% of sales, up 7.7% from the first quarter of 2004. Our first quarter 2005 GM sales
were $3.4 billion, down 18.9% from the first quarter of 2004. The net loss for the first quarter 2005 was $403 million.
Quarter over quarter, we benefited from the steady growth of our non-GM business and have continued to diversify
our customer base through sales of technology rich products and systems-based solutions for vehicles and non-auto
applications. The employee and product line initiatives announced in 2003 are now complete. Savings realized from
our prior restructuring plans combined with other operating performance improvements have allowed us to partially
offset the challenges of rising wages, pension and healthcare costs, as well as continued price pressures. We remain
focused on reducing structural costs. In the first quarter of 2005, we experienced a more challenging U.S. vehicle
manufacturer production environment combined with slowing attrition of our U.S. hourly workforce, increased
commodity price pressures as well as program launch and volume related cost issues.
      During the first quarter of 2005, we were challenged by commodity cost increases, most notably steel and
petroleum-based resin products. We continue to proactively work with our suppliers and customers to manage these
cost pressures. Despite our efforts, cost increases, particularly when necessary to ensure the continued financial
viability of key suppliers, had the effect of reducing our earnings during the first quarter of 2005. Raw material steel
supply has continued to be constrained and commodity cost pressures have continued to intensify as our supply
contracts expire during 2005. For 2005, we expect to incur $0.4 billion of higher commodity cost than 2004. This
amount includes $0.1 billion for costs associated with troubled suppliers. We have been seeking to manage these cost
pressures using a combination of techniques, including working with our suppliers to mitigate costs, seeking
alternative product designs and material specifications, combining our purchase requirements with our customers
and/or suppliers, changing suppliers and other means. To the extent that we experience cost increases we will seek to
pass these cost increases on to our customers, but if we are not successful, our earnings in future periods may be
adversely impacted. To date, due to previously established contractual terms, our success in passing
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commodity cost increases on to our customers has been limited. As contracts with our customers expire, we will seek
to renegotiate terms that enable us to recover the actual commodity costs we are incurring.
      Our Board of Directors and management use cash generated by the businesses as a measure of our performance.
We believe the ability to consistently generate cash flow from operations is critical to increasing Delphi�s value. We
use the cash that we generate in our operations for strengthening our balance sheet, including reducing legacy
liabilities such as pensions, restructuring our operations, generating growth, and paying dividends. We believe that
looking at our ability to generate cash provides investors with additional insight into our performance. Refer to further
discussion of cash flows in Liquidity and Capital Resources below.
      We will continue to seek savings from restructuring plans and improvements in operating performance to address
the challenges of legacy costs associated with declining GM revenues, rising commodity costs, increased wages,
pension and healthcare costs, as well as continued price pressures. On December 10, 2004, we announced
restructuring plans for 2005 to further reduce our workforce by 8,500 positions in 2005 through GM flowbacks,
normal attrition and incentivized retirements. Of the total reductions, 3,000 are expected to be U.S. hourly employees
and 5,500 are planned to be non-U.S. employees. Total charges related to these initiatives are expected to be primarily
cash charges in the range of approximately $137 million pre-tax.
Results of Operations
      The following management�s discussion and analysis of financial condition and results of operations (�MD&A�)
should be read in conjunction with the MD&A included in our Annual Report on Form 10-K for the year ended
December 31, 2004. The information presented below is based on our sector realignment effective January 1, 2005, as
discussed in Note 8 Segment Reporting of our consolidated financial statements.

Three Months Ended March 31, 2005 versus Three Months Ended March 31, 2004
 Net Sales. Net sales by product sector and in total for the three months ended March 31, 2005 and 2004 were as

follows:

Three Months
Ended March 31,

Product Sector 2005 2004(a)

(in millions)
Dynamics, Propulsion, Thermal & Interior $ 3,212 $ 3,553
Electrical, Electronics & Safety 3,469 3,549
Automotive Holdings Group 655 850
Other (474) (547)

Net sales $ 6,862 $ 7,405

(a) The 2004 data has been reclassified to conform to the realignment of our business sectors by moving three
additional manufacturing operations in the company�s Automotive Holdings Group (�AHG�) to accelerate efforts to
bring these sites back to profitability or resolve issues at these operations through other actions.

      Consolidated net sales for the first quarter of 2005 were $6.9 billion compared to $7.4 billion for the same period
of 2004. Our non-GM sales increased by $247 million, including $93 million resulting from favorable currency
exchange rates. Excluding the effects of favorable currency exchange rates, our non-GM sales increased $154 million
or 4.8%. This non-GM sales increase was due to new business from diversifying our global customer base, and the
migration of certain product programs from sales to GM to sales to Tier I customers, partially offset by price
decreases. As a percent of our net sales for the first quarter of 2005, our non-GM sales were 50%. Net sales to GM
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$26 million of favorable currency exchange rates. Excluding the effects of favorable currency exchange rates, our GM
sales decreased $816 million or 19.5%. The GM sales decrease was principally due to volume decreases as a result of
lower GM North America production and to a lesser extent price decreases and decisions to exit certain businesses.
Our net sales were reduced by continued price pressures that resulted in price reductions of approximately
$149 million or 2% for the first quarter of 2005, compared to approximately $126 million or 1.7% for the first quarter
of 2004.

 Gross Margin. Our gross margin was 5.3% for the first quarter of 2005 compared to gross margin of 11.4% for the
first quarter of 2004. Gross margin in 2005 and 2004 was negatively impacted by $34 million and $52 million,
respectively, of costs related to on-going employee attrition programs. The first quarter of 2005 gross margin as
compared to the first quarter of 2004 was negatively impacted by reductions in selling prices of approximately 1.9%
of sales, increased wage and benefit costs of approximately 1.7% of sales and commodity price increases of
approximately $80 million. These cost increases were partially offset by savings resulting from our restructuring
activities and on-going cost reduction efforts. Slower U.S. hourly workforce attrition combined with lower production
volumes and launch challenges negatively impacted our ability to offset the cost increase noted above.

 Selling, General and Administrative. Selling, general and administrative (�SG&A�) expenses of $394 million or
5.7% of total net sales for the first quarter of 2005 were consistent with $378 million or 5.1% of total net sales for the
first quarter of 2004. The slight increase is due to third-party costs associated with our Audit Committee accounting
investigation, economics, and exchange rate effects mostly offset by cost performance.

 Depreciation and Amortization. Depreciation and amortization was $292 million for the first quarter of 2005
compared to $282 million for the first quarter of 2004; the increase primarily reflects the impact of currency exchange
rates as well as the depreciation of assets newly placed in service.

 Employee and Product Line Charges. In the third quarter of 2003, Delphi approved plans to reduce our
U.S. hourly workforce by up to approximately 5,000 employees, our U.S. salaried workforce by approximately 500
employees, and other non-U.S. workforce by approximately 3,000 employees. Our plans entail reductions to our
workforce through a variety of methods including regular attrition and retirements, and voluntary and involuntary
separations, as applicable. Under certain elements of the plans, the International Union, United Automobile,
Aerospace, and Agricultural Implement Workers of America (�UAW�) hourly employees may return (�flowback�) to
General Motors (�GM�). As required under generally accepted accounting principles, we record the costs associated
with the flowback to GM as the employees accept the offer to exit Delphi. In conjunction with such plans, we
recorded charges for employee costs in 2004 of $38 million. Such amount is included in employee and product line
charges.
      Delphi has and will continue to seek to transform its operating cost structure to increase the proportion of
manufacturing conducted in regions of the world where labor costs are lower. In conjunction therewith, we recorded
$34 and $52 million in cost of good sold in the three months ended March 31, 2005 and 2004, respectively, related to
on-going employee attrition programs. Such costs include cash-based payments, costs for increased employee benefit
liabilities, and other employee liabilities.
      Following is a summary of the activity in the employee and product line reserve (in millions):

Employee and Product Line Charges Employee
Costs

Exit
Costs Total

Balance at January 1, 2005 $ 124 $ 16 $ 140
First quarter 2005 charges � � �
Usage in the first quarter 2005 (24) (2) (26)(a)

Balance at March 31, 2005 $ 100 $ 14 $ 114 (b)
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      During the first quarter of 2005 and 2004, we paid $26 million and $193 million, respectively, related to our
restructuring plans announced in the third quarter of 2003. We expect that less than $0.1 billion related to the third
quarter 2003 plans will be paid in subsequent quarters in 2005 and the remainder in 2006.

 Operating Results. Our operating loss was $324 million for the first quarter of 2005 compared to operating income
of $143 million for the first quarter of 2004. The 2004 results include charges of $52 million in cost of sales and
$38 million in employee and product line charges (the �2004 Charges�). Management reviews our sector operating
income results excluding these charges. Accordingly, we have separately presented such amounts in the table below:

Three Months
Ended March 31,

Product Sector 2005 2004

(in millions)
Dynamics, Propulsion, Thermal & Interior $ (183) $ 110
Electrical, Electronics & Safety 169 287
Automotive Holdings Group (259) (145)
Other (51) (19)

Subtotal (324) 233
2004 Charges(a) � (90)

Total operating (loss) income $ (324) $ 143

(a) Represents the 2004 Charges of $31 million for Dynamics, Propulsion, and Thermal & Interior, $20 million for
Electrical, Electronics & Safety, $35 million for Automotive Holdings Group and $4 million for Other.

      Our operating loss for the first quarter of 2005 was $324 million compared to operating income of $233 million
for the first quarter of 2004 excluding the impact of the 2004 Charges. The first quarter of 2005 operating loss
includes $34 million of costs associated with on-going employee attrition programs. Operating income was negatively
impacted by selling price decreases of approximately 1.9% of sales, increased wage and benefit costs of
approximately 1.7% of sales and commodity price increases. These cost increases were partially offset by savings
resulting from our restructuring activities and on going cost reduction efforts totaling approximately 3% of sales.

 Taxes. We recorded an income tax expense in the first quarter of 2005 of $37 million as compared to an income
tax expense for the first quarter of 2004 of $23 million. During the first quarter of 2005, we recorded tax expense on
non-U.S. pre-tax earnings and no longer provided income tax benefit on our U.S. losses. This resulted in an income
tax expense even though we had pre-tax losses. During the first quarter of 2004, our effective tax rate (including the
tax related to minority interest) was 35%.
2004 and 2003 Segment Reporting
      Effective January 1, 2005, we realigned our business sectors by moving three additional manufacturing operations
in the company�s Automotive Holdings Group (�AHG�) to accelerate efforts to bring these sites back to profitability or
resolve issues at these operations through other actions. The additional operations named to Delphi�s AHG include:
Laurel, Mississippi; Kettering, Ohio; and Home Avenue/ Vandalia, Ohio. Delphi continues to study other sites for
inclusion in AHG. Our segment data shown above is based on our realigned sectors; for comparative purposes, the
financial data for all the quarterly periods in 2004, the year ended December 31, 2004 and the year ended
December 31, 2003 is shown below. Management reviews our sector operating results for 2004 and 2003 for purposes
of making
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operating decisions and assessing performance excluding certain charges. For 2004, these include charges in the first
quarter of 2004 of $52 million in cost of sales and $38 million in employee and product line charges (the �First Quarter
2004 Charges�); in the second quarter of 2004 of $14 million in cost of sales and $32 million in employee and product
line charges (the �Second Quarter 2004 Charges�); in the third quarter of 2004 of $17 million on cost of sales and
$9 million in employee and product line charges (the �Third Quarter 2004 Charges�); and in the fourth quarter of 2004
of $40 million in cost of sales, $372 million in depreciation and amortization and $113 million in employee and
product line charges (the �Fourth Quarter 2004 Charges�). For 2003, these include the charges of 2003 of $107 million
in cost of sales, $58 million in depreciation and amortization and $396 million in employee and product line charges
(the �2003 Charges�). Accordingly, we have presented our sector results excluding such charges.

Dynamics,
Propulsion, Electrical, Automotive
Thermal & Electronics & Holdings

Interior Safety Group Other(a) Total

(in millions)
For the Three Months Ended
March 31, 2004
Net sales to GM and affiliates $ 2,058 $ 1,627 $ 504 $ � $ 4,189
Net sales to other customers 1,296 1,800 120 � 3,216
Inter-sector net sales 199 122 226 (547) �

Total net sales $ 3,553 $ 3,549 $ 850 $ (547) $ 7,405

Sector operating income (loss) $ 110(b) $ 287(b) $ (145)(b) $ (19)(b) $ 233 (b)
For the Three Months Ended
June 30, 2004
Net sales to GM and affiliates $ 2,035 $ 1,611 $ 487 $ � $ 4,133
Net sales to other customers 1,359 1,931 119 � 3,409
Inter-sector net sales 212 96 213 (521) �

Total net sales $ 3,606 $ 3,638 $ 819 $ (521) $ 7,542

Sector operating income (loss) $ 105(c) $ 324(c) $ (151)(c) $ (22)(c) $ 256 (c)
For the Three Months Ended
September 30, 2004
Net sales to GM and affiliates $ 1,696 $ 1,414 $ 386 $ � $ 3,496
Net sales to other customers 1,219 1,807 120 � 3,146
Inter-sector net sales 191 80 179 (450) �

Total net sales $ 3,106 $ 3,301 $ 685 $ (450) $ 6,642

Sector operating (loss) income $ (69)(d) $ 189(d) $ (188)(d) $ (14)(d) $ (82)(d)
For the Three Months Ended
December 31, 2004
Net sales to GM and affiliates $ 1,770 $ 1,443 $ 386 $ � $ 3,599
Net sales to other customers 1,350 1,962 117 5 3,434
Inter-sector net sales 182 87 166 (435) �
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Sector operating (loss) income $ (125)(e) $ 159(e) $ (196)(e) $ (40)(e) $ (202)(e)
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Dynamics,
Propulsion, Electrical, Automotive
Thermal & Electronics & Holdings

Interior Safety Group Other(a) Total

(in millions)
For the Year Ended
December 31, 2004
Net sales to GM and affiliates $ 7,559 $ 6,095 $ 1,763 $ � $ 15,417
Net sales to other customers 5,224 7,500 476 5 13,205
Inter-sector net sales 784 385 784 (1,953) �

Total net sales $ 13,567 $ 13,980 $ 3,023 $ (1,948) $ 28,622

Depreciation and amortization $ 557 (f) $ 443(f) $ 99 (f) $ 45 $ 1,144 (f)
Sector operating income (loss) $ 21 (g) $ 959(g) $ (680)(g) $ (95)(g) $ 205 (g)
Sector assets $ 8,632 $ 8,306 $ 942 $ (1,287) $ 16,593
Capital expenditures $ 429 $ 388 $ 64 $ 33 $ 914

2003

For the Year Ended
December 31, 2003
Net sales to GM and affiliates $ 8,232 $ 6,631 $ 2,166 $ � $ 17,029
Net sales to other customers 4,580 5,980 487 1 11,048
Inter-sector net sales 734 417 867 (2,018) �

Total net sales $ 13,546 $ 13,028 $ 3,520 $ (2,017) $ 28,077

Depreciation and amortization $ 514(h) $ 418(h) $ 89 (h) $ 41 $ 1,062(h)
Sector operating income (loss) $ 485(i) $ 971(i) $ (675)(i) $ (131)(i) $ 650(i)
Sector assets $ 10,275 $ 8,715 $ 2,510 $ (434) $ 21,066
Capital expenditures $ 540 $ 394 $ 96 $ 16 $ 1,046

(a) Other includes activity not allocated to the product sectors and elimination of inter-sector transactions.

(b) Excludes the First Quarter 2004 Charges of $90 million with $31 million for Dynamics, Propulsion, Thermal &
Interior, $20 million for Electrical, Electronics & Safety, $35 million for Automotive Holdings Group and
$4 million for Other.

(c) Excludes the Second Quarter 2004 Charges of $46 million with $11 million for Dynamics, Propulsion,
Thermal & Interior, $24 million for Electrical, Electronics & Safety, $8 million for Automotive Holdings Group
and $3 million for Other.

(d)
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Excludes the Third Quarter 2004 Charges of $26 million with $8 million for Dynamics, Propulsion, Thermal &
Interior, $13 million for Electrical, Electronics & Safety and $5 million for Automotive Holdings Group.

(e) Excludes the Fourth Quarter 2004 Charges of $525 million with $82 million for Dynamics, Propulsion,
Thermal & Interior, $34 million for Electrical, Electronics & Safety and $409 million for Automotive Holdings
Group.

(f) Excludes asset impairment charges recorded in 2004 of $372 million with $74 million for Dynamics, Propulsion,
Thermal & Interior, $13 million for Electrical, Electronics & Safety and $285 million for Automotive Holdings
Group.

(g) Excludes the 2004 Charges of $637 million with $132 million for Dynamics, Propulsion, Thermal & Interior,
$91 million for Electrical, Electronics & Safety, $457 million for Automotive Holdings Group and $7 million for
Other.
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(h) Excludes asset impairment charges recorded 2003 of $58 million with $1 million for Dynamics, Propulsion,
Thermal & Interior, $6 million for Electrical, Electronics & Safety, and $51 million for Automotive Holdings
Group.

(i) Excludes the 2003 Charges of $561 with $86 million for Dynamics, Propulsion, Thermal & Interior, $114 million
for Electrical, Electronics & Safety, $319 million for Automotive Holdings Group and $42 million for Other.

Liquidity and Capital Resources
Overview of Capital Structure

      Our objective is to appropriately finance our business through a mix of long-term and short-term debt, and to
ensure that we have adequate access to liquidity. Of our $3.4 billion of outstanding debt at March 31, 2005,
$2.0 billion was senior, unsecured debt with maturities ranging from 2006 to 2029 and approximately $0.4 billion was
junior subordinated notes due to Delphi Trust I and II. This long-term debt primarily finances our long-term fixed
assets. As of March 31, 2005, we have approximately $1.0 billion of short-term debt and other debt. We have varying
needs for short-term working capital financing as a result of the nature of our business. Our cash flows during the year
are impacted by the volume and timing of vehicle production, which includes a halt in certain operations of our North
American customers for approximately two weeks in July and one week in December and reduced production in July
and August for certain European customers. We finance our working capital through a mix of committed facilities,
including receivables securitization programs, and uncommitted facilities, including bank lines and factoring lines and
to a lesser extent commercial paper. Although the latter group was not committed, these facilities were available to us
during the first quarter of 2005. Throughout the first quarter of 2005, we also maintained $3.0 billion of committed
Credit Facilities. These Credit Facilities consisted of a 364-day revolving credit line in the amount of $1.5 billion,
which expired June 2005, and a five-year revolving credit line in the amount of $1.5 billion, which will expire in June
2009. As disclosed in our Form 8-K filed with the SEC on June 15, 2005, we recently amended our five-year
$1.5 billion credit line by increasing the available credit to $1.8 billion and securing the facility with a first lien on
substantially all material tangible and intangible assets of Delphi including 65% of the capital stock of our first tier of
foreign subsidiaries. In addition, the Company raised $1.0 billion through a cross-collateralized term loan. We used a
portion of the term loan to fund $0.6 billion of pension contributions while the remainder was used to pay down
short-term debt. As a result of the foregoing refinancing, Delphi maintains access to $1.8 billion of committed
liquidity through the revolving credit facility, $730 million through the U.S. securitization program, and �225 million
and £10 million through the European securitization programs subject to the limits imposed by our financial
covenants. We view these facilities as providing an ample source of back-up liquidity that is available in case of an
unanticipated event.
      Our capital planning process is focused on ensuring that we use our cash flow generated from our operations in
ways that enhance the value of our company. Historically, we used our cash for a mix of activities focused on revenue
growth, cost reduction, balance sheet strengthening and to pay dividends. In the first quarter of 2005, we used our cash
primarily for funding our legacy cost transformation programs and balance sheet strengthening, and to a lesser extent
for dividends. In 2005, we plan to use our cash principally to strengthen our balance sheet and reduce operating costs.
As part of our capital planning, we have taken into account that we currently have ERISA pension funding minimums
of $1.1 billion in 2006. Based upon current overall macro economic conditions, we will likely face additional ERISA
minimums in 2007. In addition, we anticipate approximately $0.2 billion of product line and employee cost payments,
from our previously announced and ongoing restructuring programs, and $20 million to $70 million of dividends in
2005. We expect that we will be able to fund these amounts with cash flow from operations, the repatriation of
earnings and excess cash from non-U.S. operations and the new $1.0 billion term loan. We further expect that we will
be able to fund our longer-term requirements, including repayments of debt securities and payments for purchase
options and residual value guarantees on operating leases, if exercised, as they become due.
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Bonds and Trust Preferred Securities
      In addition to the $1.0 billion secured term loan obtained on June 2005, Delphi has unsecured debt. Our unsecured
debt includes our next maturity of $500 million of securities bearing interest at 6.55% and maturing on June 15, 2006,
$500 million of securities bearing interest at 6.50% and maturing on May 1, 2009, $500 million of securities bearing
interest at 6.50% and maturing on August 15, 2013 and $500 million of securities bearing interest at 7.125% and
maturing on May 1, 2029.
      We also have trust preferred securities that were issued by our wholly-owned subsidiaries, Delphi Trust I and
Delphi Trust II. Delphi Trust I (�Trust I�) issued 10,000,000 shares of 81/4% Cumulative Trust Preferred Securities,
with a liquidation amount of $25 per trust preferred security and an aggregate liquidation preference amount of
$250 million. These securities are listed on the New York Stock Exchange under the symbol DPHprA. The sole assets
of Trust I are $257 million of aggregate principal amount of Delphi junior subordinated notes due 2033. Trust I will
pay cumulative cash distributions at an annual rate equal to 81/4% of the liquidation amount on the preferred
securities. Delphi Trust II (�Trust II�) issued 150,000 shares of Adjustable Rate Trust Preferred Securities with a
five-year initial rate of 6.197%, a liquidation amount of $1,000 per trust preferred security and an aggregate
liquidation preference amount of $150 million. The sole assets of Trust II are $155 million aggregate principal amount
of Delphi junior subordinated notes due 2033. Trust II pays cumulative cash distributions at an annual rate equal to
6.197% of the liquidation amount during the initial fixed rate period (which is through November 15, 2008) on the
preferred securities.
      Since our Form 10-Q for the third quarter of 2004, Form 10-K for the year ended 2004, and Form 10-Q for the
first quarter of 2005 were not filed timely due to the Audit Committee investigation, we are now deficient in our SEC
filings. We are currently ineligible to use Forms S-2 and S-3 to register securities until all required reports under the
Securities Exchange Act of 1934 have been timely filed for the 12 months prior to the filing of the registration
statement for those securities. This means that we are unable to use our presently effective shelf registration statement
to sell securities in the public market without first obtaining a waiver from the SEC. However, we do not believe this
will have a material impact on our liquidity as we are going to other markets to secure financings. In addition, we do
not believe that the delay in our filing situation has had a material adverse effect on our available credit facilities
(described above) or the indentures governing our debt obligations. With the filing of our Form 10-K for the year
ended 2004 and our other delinquent filings referred to above, we have returned to compliant filing status.

Available Credit Facilities
      Throughout 2004, Delphi had two financing arrangements with a syndicate of lenders providing for an aggregate
of $3.0 billion in available revolving credit facilities (the �Credit Facilities�), reduced by the amount of any outstanding
letters of credit. The terms of the Credit Facilities provided for a five-year revolving credit line in the amount of
$1.5 billion, which was renewed in 2004 and now expires in June 2009, and a 364-day revolving credit line in the
amount of $1.5 billion, which expired in June 2005. For a description of our current credit facilities, as recently
amended see the preceding discussion on Overview of Capital Structure. We have never borrowed under either of
these Credit Facilities. However, Delphi had approximately $74 million in letters of credit outstanding against the
Credit Facilities as of March 31, 2005.
      On March 28, 2005, Delphi reached agreement with its syndicate of lenders to amend certain terms of its
$3.0 billion revolving credit facilities including its EBITDA coverage ratio. Delphi also agreed to the elimination of
its option to extend repayment for up to one year beyond the expiration date of its 364-day revolving credit line for
any amounts outstanding on the expiration date. Additionally, the syndicate of lenders waived Delphi�s obligation to
provide audited financial statements for the year ended December 31, 2004 until June 30, 2005. Our Credit Facilities
also contain certain affirmative and negative covenants including a financial covenant requirement for a debt to
EBITDA coverage ratio not to exceed 3.25 to 1.0 at March 31, 2005. In addition, certain of our lease facilities
discussed below contain cross-default
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provisions to our Credit Facilities. We were in compliance with the financial covenant and all other covenants as of
March 31, 2005.
      On June 14, 2005, Delphi reached agreement with its syndicate of lenders to amend certain terms of its existing
$1.5 billion five-year revolving credit facility (the �Revolving Credit Facility�). The amendment increased the available
credit under Delphi�s Revolving Credit Facility to $1.8 billion and added a $1.0 billion six-year term loan (the �Term
Loan,� and together with the Revolving Credit Facility, the �Facilities�). As previously announced, upon the
effectiveness of the new Facilities, Delphi terminated its 364-day revolving credit facility in the amount of
$1.5 billion.
      As a result of the foregoing refinancing, Delphi has replaced its previous $3.0 billion revolving credit facility with
$2.8 billion of available credit, the Term Loan portion of which has been fully funded. Prior to the amendment, there
were no amounts outstanding under the $1.5 billion five-year revolving credit facility or the $1.5 billion 364-day
facility, nor had these revolving credit facilities been previously borrowed upon. Delphi believes that the completion
of this refinancing plan should provide Delphi with access to sufficient liquidity to continue to address its U.S. legacy
cost issues during the current low GM North American production environment. As contemplated under the Facilities,
on June 14, 2005 Delphi contributed $475 million to its U.S. pension plans, bringing the total contributions for the
quarter to $625 million and fulfilling Delphi�s 2005 minimum pension funding requirements.
      The Term Loan requires interest payments during the term at a variable interest rate of 650 basis points above the
Eurodollar base rate, which is the London Interbank Borrowing Rate (�LIBOR�). On June 14, 2005, one-month LIBOR
was 3.2% per annum. The LIBOR interest rate period can be set at a one, two, three or six-month period as selected by
Delphi in accordance with the terms of the Facilities. Accordingly, the interest rate will fluctuate based on the
movement of LIBOR through the term of the loan. The Term Loan has a 1% per annum amortization for the first
5 years and 9 months. The then outstanding principal and any accrued and unpaid interest is due in full at the end of
term, on June 14, 2011. The Term Loan is not repayable in the first year and, in accordance with the terms of the
Facilities, during the second and third year is subject to call premiums on the balance outstanding of 2% and 1%,
respectively. After the third year, the then outstanding Term Loan principal is repayable without premium or penalty.
      The Revolving Credit Facility carries a variable interest rate of 500 basis points above LIBOR on outstanding
borrowings subject to adjustment based on Delphi�s credit ratings. The Revolving Credit Facility has a commitment fee
payable on the unused portion of 50 bps per annum, which is also subject to adjustment based upon Delphi�s credit
ratings. Each of the interest rates on borrowings and the commitment fee under the Revolving Credit Facility is
adjustable and will fluctuate as described for the Term Loan. The Revolving Credit Facility will expire June 18, 2009.
Borrowings under the Revolving Credit Facility are prepayable at Delphi�s option without premium or penalty.
      The Facilities provide the lenders with a first lien on substantially all material tangible and intangible assets of
Delphi and its wholly-owned domestic subsidiaries (however, Delphi is only pledging 65% of the stock of its first tier
foreign subsidiaries) and further provides that amounts borrowed under the Facilities will be guaranteed by Delphi�s
wholly-owned domestic subsidiaries (except for insignificant subsidiaries and subsidiaries that participate in accounts
receivable financings). The amount outstanding at any one time is limited by a borrowing base computation. The
borrowing base is calculated as the sum of (a) 85% of U.S. accounts receivable (excluding accounts receivable which
have been sold into the U.S. accounts receivables securitization program) of Delphi and its subsidiaries, (b) 60% of
inventory (including raw materials, work in progress and finished goods, but excluding inventory to the extent subject
to accounts receivable financings) of Delphi and its subsidiaries that is located in the United States or which is owned
but consigned to Mexican subsidiaries, and (c) $750,000,000 with respect to U.S. plant, property and equipment of
Delphi and its subsidiaries. The terms of the Facilities specifically limit the obligations to be secured by a security
interest in certain U.S. manufacturing properties and U.S. manufacturing subsidiaries in order to ensure that at the
time of any borrowing under the Term Loan or the Revolving Credit Facility, the amount of the applicable borrowing
which is secured by such assets (together with other
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borrowings which are secured by such assets and obligations in respect of certain sale-leaseback transactions) will not
exceed 15% of Consolidated Net Tangible Assets (as defined in the indenture applicable to Delphi�s outstanding bonds
and debentures).
      The amended Facilities contain financial covenants based on consolidated leverage ratios, which are tested at each
quarter-end using the ratio of (a) secured debt (excluding letters of credit, but including, without limitation, Term
Loans, revolving loans, funded debt in respect of receivables securitizations and factoring facilities, and any other
secured debt (including second lien debt) permitted under the terms of the Facilities, minus cash on each test date in
excess of $500,000,000, (provided that the amount of such cash deducted shall in no event exceed $500,000,000) to
(b) the aggregate sum of the preceding four quarters EBITDA (as defined in the Facilities). The above mentioned ratio
cannot exceed 2.75 to 1 for each of the quarters through and including June 30, 2006, 2.50 to 1 for the quarters from
September 30, 2006 to and including September 30, 2007, and 2.25 to 1 for the fourth quarter of 2007 and thereafter.
Further, the syndicate of lenders waived Delphi�s obligation to provide audited financial statements for the year ended
December 31, 2004 until September 30, 2005, and agreed not to consider any inaccuracy of Delphi�s non-GAAP
measures of net liquidity as disclosed in Delphi�s Form 8-K Current Report filed with the Securities and Exchange
Commission on June 9, 2005 as a material adverse change.

Other Financial Transactions
      We maintain a revolving accounts receivable securitization program in the U.S. (�U.S. Facility Program�). In March
2005, Delphi amended and renewed through March 22, 2006 its U.S. Facility Programs, increasing the borrowing
limit from $600 million to $731 million. In addition, the U.S. Facility Program was amended to conform the leverage
ratio financial covenant consistent with the amended Credit Facilities� covenant. Also, the U.S. program lenders
granted waivers similar to those granted under the Credit Facilities� amendments. The U.S. program amendment also
allows Delphi to maintain effective control over the receivables such that effective March 2005, this program, which
was previously accounted for as a sale of receivables, will be accounted for prospectively as a secured borrowing. At
March 31, 2005, we were in compliance with all such covenants.
      In June 2005, Delphi further amended the U.S. Facility Program to add a new co-purchaser to the program, to
adjust the borrowing limit from $731 million to $730 million, and to conform the leverage ratio financial covenant
consistent to the amended Facilities� covenant. The U.S. Facility Program lenders also granted waivers similar to those
granted under the Facilities amendments.
      On December 23, 2004, we renewed the trade receivable securitization program for certain of our European
accounts receivable at �225 million ($292 million at March 31, 2005 currency exchange rates) and £10 million
($19 million at March 31, 2005 currency exchange rates). Accounts receivable transferred under this program are
accounted for as short-term debt. As of March 31, 2005, we had no significant accounts receivable transferred under
this program. The program expires on December 1, 2005 and can be extended, based upon the mutual agreement of
the parties. Additionally, the European program contains a financial covenant and certain other covenants similar to
our revolving Credit Facilities (discussed above) that, if not met, could result in a termination of the agreement. At
March 31, 2005, we were in compliance with all such covenants.
      From time to time, certain subsidiaries may also sell receivables on a non-recourse basis in the normal course of
their operations. As of March 31, 2005, and 2004, certain European subsidiaries sold accounts receivable totaling
$371 million and $225 million, respectively. Changes in the level of receivables sold from year to year are included in
the change in accounts receivable within cash flow from operations.
      We have leased certain property, primarily land and buildings that are used in our operations, under leases
commonly known as synthetic leases. The leases, which have been accounted for as operating leases, provide us tax
treatment equivalent to ownership, and also provide us with the option to purchase these properties at any time during
the term or to cause the properties to be remarketed upon lease expiration. The leases also provide that if we do not
exercise our purchase option upon expiration of the term and instead elect our remarketing option, we would pay any
difference between the purchase option amount

26

Edgar Filing: DELPHI CORP - Form 10-Q

Table of Contents 39



Table of Contents

and the proceeds of remarketing, up to a maximum of approximately $89 million. At December 31, 2004, the
aggregate fair value of these properties exceeded the minimum value guaranteed upon exercise of the remarketing
option. As of December 31, 2004, the recorded estimate of the fair value of the residual value guarantee related to
these leases was approximately $2 million. Under the terms of the lease agreements, we also provide certain
indemnities to the lessor, including environmental indemnities. In addition, the leases contain certain covenants,
including a financial covenant requirement that our debt to EBITDA coverage ratio, as defined in the agreement, not
exceed 3.25 to 1. Unlike the Credit Facilities, this financial covenant has not been amended. In the event of a default
of the terms of the leases, the lessors have the right to notify us of their election to require that we purchase the
synthetically leased properties, which would require us to pay the aggregate purchase price of approximately
$130 million. Though we were in compliance with our financial covenants at December 31, 2004, our audited
financials indicate that at March 31, 2005, our debt to EBITDA coverage ratio exceeded 3.25 to 1. Although we have
received no notices from the lessors of their election to obligate us to purchase the synthetically leased properties, in
June we commenced the process of exercising our purchase options. As a result, we completed the purchase of our
headquarters property and two manufacturing facilities in the State of Alabama for approximately $103 million on
June 28, 2005. The purchase of the second facility, for approximately $28 million, has not yet been completed.
      We also from time to time, enter into arrangements with suppliers or other parties that result in variable interest
entities as defined by FIN 46. At March 31, 2005, we had one variable interest entity (�VIE�), which is a supplier to one
of our U.S. facilities. Our arrangement with this supplier is to reimburse it for losses incurred related to materials
supplied to us and to receive a refund for any profits that it makes as it relates to material supplied to us. This
arrangement is in effect through 2007. In 2005, this VIE had sales of approximately $10 million, 69% of which were
to Delphi. This supplier has approximately $4 million in assets and $4 million in liabilities; the latter of which include
a loan of approximately $2.7 million from Delphi. This VIE does not have any other means of support other than
Delphi. As required under FIN 46, we have consolidated this entity and eliminated all intercompany transactions.
Given the nature of our relationship with this VIE, it is not possible to estimate the maximum amount of our exposure
or the fair value. However, we do not expect such amounts, if any, to be material.

Customer Financing Programs
      Our program with the General Electric Capital Corporation (�GECC�) that allowed our suppliers to factor their
receivables from us to GECC for early payment was discontinued in the first quarter of 2005.

Credit Ratings
      Delphi is rated by Standard & Poor�s, Moody�s and Fitch Ratings. We currently have senior unsecured ratings of
B-/ B3/ B, respectively, preferred stock ratings of CCC+/ Caa2/ CCC+, respectively, and senior secured debt ratings
of BB-/ B1/ BB-, respectively, due to downgrades in 2005. As a result of the downgrades, our facility fee and
borrowing costs under our existing five-year Credit Facility increased although availability was unaffected. We
believe we will continue to have access to sufficient liquidity; however, our cost of borrowing will increase and our
ability to access certain financial markets has been limited. In the event of a further downgrade, the cost of borrowing
will continue to increase and availability to liquidity may be further constrained.

Cash Flows
 Operating Activities. Net cash provided by operating activities totaled $529 million and $40 million for the three

months ended March 31, 2005 and 2004, respectively. Changes in the levels of factoring and securitization reduced
first quarter 2005 and first quarter 2004 cash flow from operating activities by approximately $333 million and
$160 million, respectively. Excluding cash paid for employee and product line charges, net cash provided by operating
activities totaled $555 million and $181 million for the three months ended March 31, 2005 and 2004, respectively.
The increase in cash provided by operating activities
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is primarily due to improved working capital. In addition to the items described above, operating cash flow is
impacted by the timing of payments to suppliers and receipts from customers.

 Investing Activities. Cash flows used in investing activities totaled $181 million and $214 million for the three
months ended March 31, 2005 and 2004, respectively. The use of cash in the first quarters of 2005 and 2004 reflected
capital expenditures related to ongoing operations.

 Financing Activities. Net cash used by financing activities was $123 million for the three months ended March 31,
2005, compared to net cash provided by financing activities of $112 million for the three months ended March 31,
2004. Cash used by financing activities during the first quarter of 2005, reflected repayments of borrowings under
credit facilities. During the first quarter of 2004, our commercial paper borrowings increased because we reduced our
sales of receivables. Both periods also reflect the payments of dividends.

 Dividends. The Board of Directors declared a dividend on Delphi common stock of $0.03 per share on March 23,
2005, which was paid on May 2, 2005 to holders of record on April 4, 2005. The dividend declared of $0.07 per share
on December 8, 2004 was paid on January 18, 2005.
Outlook

 General. Delphi continues to implement productivity improvements and related activities designed to reduce
overhead, improve manufacturing processes and streamline our value stream. In addition, we continue to rationalize
our product lines, reduce excess capacity and operating costs, and respond to global industry conditions and increased
employee related costs such as U.S. health care and pensions, as well as wages in non-U.S. locations. We are
achieving and anticipate continued hourly attrition as well as flowback of UAW represented Delphi employees to GM.
We completed consolidation of one of our AHG sites, Flint West, Michigan during the third quarter of 2004 and
consolidated or ceased production at three additional AHG sites: Olathe, Kansas; Tuscaloosa, Alabama; and Anaheim,
California in the first quarter of 2005. These future hires are expected to be phased into our operations over the next
several years. On December 10, 2004, Delphi announced that effective January 1, 2005, we are moving three
additional manufacturing operations into AHG to accelerate efforts to bring these sites back to profitability or resolve
issues at these operations through other actions. The additional operations named to Delphi�s AHG include: Laurel,
Mississippi; Kettering, Ohio; and Home Avenue/ Vandalia, Ohio. Also on December 10, 2004, we announced
restructuring plans for 2005 to further reduce our workforce by 8,500 positions in 2005 through GM flowbacks,
normal attrition and incentivized retirements. Of the total reductions, 3,000 are expected to be U.S. hourly employees
and 5,500 are planned to be non-U.S. employees. As noted below, our achievement of further hourly attrition through
GM flowbacks may be limited if lower GM North America production volumes continue.
      We currently expect GM North America�s 2005 production to decrease approximately 10% to between 4.5 million
and 4.6 million units. As a result of the lower GM North America production volumes, an increasing proportion of our
U.S. hourly workforce is, and is expected to continue to be, in a non-active status. Under the terms of our collective
bargaining agreements with our U.S. unions, we are not generally permitted to permanently lay-off idled workers.
Furthermore, as a result of GM�s lower production volumes, the opportunities for our employees to flowback to GM
has been limited. Consequently, although we reduced our U.S. hourly workforce by 15% over the 15 month period
ending prior to December 31, 2004, currently approximately 9% of our U.S. hourly workforce is in a non-active
status. This situation is placing significant financial burdens on Delphi. We have been and will continue to seek,
together with our labor unions and GM, solutions to our legacy cost structure challenges. Specifically, we are seeking
wage, benefit and contractual provisions that would permit Delphi�s U.S. workforce to be competitive with its
U.S. peers. To the extent that we are not successful in identifying solutions to these challenges, or that GM�s North
American production volumes do not increase, Delphi will continue to experience significantly reduced financial
performance. We believe that the refinancing plan we completed in June 2005 will provide us with access to sufficient
liquidity to continue to address our U.S. legacy cost issues during the current low GM North American production
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environment. There can be no assurance that over the medium to long-term, cash generated by operations will
continue to be sufficient to meet our cash obligations without a significant change in the current economic outlook for
the economy as a whole or GM North America specifically, or a solution to Delphi�s legacy cost structure issues.
      As stated earlier, during 2004, we were challenged by commodity cost increases, most notably steel and
petroleum-based resin products. We continue to proactively work with our suppliers and customers to manage these
cost pressures. Despite our efforts, cost increases, particularly when necessary to ensure the continued financial
viability of a key supplier, had the effect of reducing our earnings during 2004. Raw material steel supply has
continued to be constrained and commodity cost pressures have continued to intensify as our supply contracts expire
during 2005. For 2005, we expect to incur $0.4 billion of higher commodity cost than 2004. This amount includes
$0.1 billion for costs associated with troubled suppliers. We have been seeking to manage these cost pressures using a
combination of strategies, including working with our suppliers to mitigate costs, seeking alternative product designs
and material specifications, combining our purchase requirements with our customers and/or suppliers, changing
suppliers and other means. To the extent that we experience cost increases we will seek to pass these cost increases on
to our customers, but if we are not successful, our earnings in future periods may be adversely impacted. To date, due
to previously established contractual terms, our success in passing commodity cost increases on to our customers has
been limited. As contracts with our customers expire, we will seek to renegotiate terms which recover the actual
commodity costs we are incurring.
      In addition to conditions in our market and the economy as a whole, we depend on GM as a customer. GM
accounted for 54% of our net sales for 2004. Our sales to GM have declined since our separation from GM;
principally due to declining GM production, the impact of customer driven price reductions and the elimination of
non-profitable businesses, as well as GM�s diversification of its supply base and ongoing changes in our vehicle
content and the product mix supplied to them. We continue to exit some businesses as part of our portfolio review
process. Reflecting these and other factors, we expect our sales to GM to decline over time. If we are unable to
compete effectively for new GM business, our revenues may decline further. Additionally, our revenues may be
affected by increases or decreases in GM�s business or market share as well as cost-reduction initiatives. In 2004, GM
North America produced 5.0 million vehicles excluding CAMI Automotive Inc. and New United Motor
Manufacturing, Inc. vehicle production. Our GM North America content per vehicle for 2004 was $2,546, which was
slightly lower than the previously expected content per vehicle of $2,571. During 2004, our content per vehicle was
reduced due to exiting of select businesses and the migration of certain product programs from GM sales to sales to
Tier I customers. We anticipate that our 2005 content per vehicle will be $2,351. As a result of anticipated lower GM
North America production levels and lower GM content per vehicle, we expect our 2005 GM revenues to decline
approximately 15%. Offsetting the decline in GM revenues, however, we anticipate our non-GM revenue to increase
approximately 11% such that our consolidated revenue would decrease approximately 4%.
      In December 2004, we entered into an agreement with GM whereby we committed to 2005 annual price
reductions on GM�s annual purchase value with Delphi. In return for this commitment, GM agreed, among other
things, to accelerate their cooperation with certain sourcing and cost reduction initiatives of mutual benefit to the two
companies and to source certain business to Delphi. The agreed level of price reduction for 2005 is generally
consistent with that which we have been providing to GM in recent years.
      We face an inherent business risk of exposure to product liability and warranty claims in the event that our
products fail to perform as expected and such failure of our products results, or is alleged to result, in bodily injury
and/or property damage. In addition, as we actively pursue additional technological innovation in both automotive and
non-automotive industries and enhance the value of our intellectual property portfolio, we incur ongoing costs to
enforce and defend our intellectual property and face an inherent risk of exposure to the claims of other suppliers and
parties that we have allegedly violated their intellectual property rights. We cannot ensure that we will not experience
any material warranty, product liability or intellectual property claim losses in the future or that we will not incur
significant costs to defend such claims. In addition, if any of our products are or are alleged to be defective, we may
be
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required to participate in a recall involving such products. Each vehicle manufacturer has its own practices regarding
product recalls and other product liability actions relating to its suppliers. However, as suppliers become more
integrally involved in the vehicle design process and assume more of the vehicle assembly functions, vehicle
manufacturers are increasingly looking to their suppliers for contribution when faced with recalls and product liability
claims. A recall claim brought against us, or a product liability claim brought against us in excess of our available
insurance, may have a material adverse effect on our business. Vehicle manufacturers are also increasingly requiring
their outside suppliers to guarantee or warrant their products and bear the costs of repair and replacement of such
products under new vehicle warranties. Depending on the terms under which we supply products to a vehicle
manufacturer, a vehicle manufacturer may attempt to hold us responsible for some or all of the repair or replacement
costs of defective products under new vehicle warranties, when the product supplied did not perform as represented.
Accordingly, although we cannot ensure that the future costs of warranty claims by our customers will not be material,
we believe our established reserves are adequate to cover potential warranty settlements. Our warranty reserves are
based upon our best estimates of amounts necessary to settle future and existing claims. We regularly evaluate the
level of these reserves, and adjust them when appropriate. However, the final amounts determined to be due related to
these matters could differ materially from our recorded estimates.
Ongoing SEC Investigation
      Delphi is the subject of an ongoing investigation by Staff of the Securities Exchange Commission (�SEC�) and other
federal authorities involving Delphi�s accounting for and disclosure of a number of transactions. The transactions
include transactions in which Delphi received rebates or other lump-sum payments from suppliers, certain off-balance
sheet financings of indirect materials and inventory, and the payment in 2000 of $237 million in cash, and the
subsequent receipt in 2001 of $85 million in credits, as a result of certain settlements between Delphi and its former
parent company, General Motors. As a result, the Audit Committee determined that Delphi�s previously issued audited
financial statements and related independent auditor�s reports for 2000 and subsequent periods should no longer be
relied upon. Delphi has filed amended Quarterly Reports on Form 10-Q/A for the quarters ended March 31, 2004 and
June 30, 2004 that include restated financial statements. Delphi has also filed its Quarterly Report on Form 10-Q for
the quarter ended September 30, 2004 that includes financial statements that differ from those included in Delphi�s
Report on Form 8-K dated October 18, 2004, and its 2004 Annual Report on Form 10-K. The financial information
presented in this Quarterly Report reflects the corrections to Delphi�s previously issued financial statements resulting
from the Audit Committee�s investigation.
      As previously disclosed in a Form 8-K filing on June 9, 2005, the results of the investigation also concluded that
Delphi had inaccurately disclosed to credit ratings agencies, analysts and the Board of Directors the amount of sales of
accounts receivable from 1999 until year-end 2004. Subsequent to that filing, we also determined that our disclosure
of operating cash flow measured on a non-GAAP basis as set forth in our earnings releases for the first and second
quarters of 2003 were inaccurate. Specifically, we overstated this measure of operating cash flow by $30 million in
the first quarter of 2003 and understated the measure by the same amount in the second quarter of 2003. The Company
has enhanced the disclosure in the Management�s Discussion and Analysis of Financial Condition and Results of
Operations (�MD&A�) � Liquidity and Capital Resources section of this Form 10-K to clarify the extent to which the
Company uses factoring facilities as a source of liquidity.
      Delphi is fully cooperating with the SEC�s ongoing investigation and requests for information as well as the related
investigation being conducted by the Department of Justice. The Company has entered into an agreement with the
SEC to suspend the running of the applicable statute of limitations until April 6, 2006. Until these investigations are
complete, Delphi is not able to predict the effect, if any, that these investigations will have on Delphi�s business and
financial condition.
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Shareholder Lawsuits
      Several class action lawsuits have been commenced against Delphi, several of Delphi�s subsidiaries, certain of its
current and former directors and officers of Delphi, General Motors Management Corporation (the named fiduciary
for investment purposes and investment manager to Delphi�s employee benefit plan), as a result of its announced
intention to restate its originally issued financial statements. These lawsuits fall into three categories. One group has
been brought under the Employee Retirement Income Security Act of 1974, as amended (�ERISA�), purportedly on
behalf of participants in certain of the Company�s and its subsidiaries� defined contribution employee benefit pension
plans who invested in the Delphi Corporation Common Stock Fund. Plaintiffs allege that the plans suffered losses due
to the defendants� breaches of fiduciary duties under ERISA. To date, the Company has received service in five such
lawsuits and is aware of an additional eleven that are pending. All pending cases have been filed in U.S. District Court
for the Eastern District of Michigan.
      The second group of purported class action lawsuits variously allege that the Company and certain of its current
and former directors and officers made materially false and misleading statements in violation of federal securities
laws. To date, the Company has been served in four such lawsuits and is aware of nine additional lawsuits. The
lawsuits have been filed in the U.S. District Court for the Eastern District of Michigan and the U.S. District Court for
the Southern District of New York.
      The third group of lawsuits pertains to two shareholder derivative cases. To date, certain current and former
directors and officers have been named in two such lawsuits. One is pending in Oakland County Circuit Court in
Pontiac, Michigan, and a second in the U.S. District Court for the Southern District of New York. In addition, the
Company has received a demand letter from a shareholder requesting that the Company consider bringing a derivative
action against certain current and former officers. The derivative lawsuits and the request demand the Company
consider further derivative action premised on allegations that certain current and former officers made materially
false and misleading statements in violation of federal securities laws. The Company has appointed a special
committee of the Board of Directors to consider the demand request.
      Due to the preliminary nature of these cases, the Company is not able to predict with certainty the outcome of this
litigation or its potential exposure related thereto. Although Delphi believes that any loss that the Company would
suffer under such lawsuits should, after payment of an applicable deductible, be covered by its director and officer
insurance policy, it cannot assure you that the impact of any loss not covered by insurance or applicable reserves
would not be material.
Inflation
      Inflation generally affects Delphi by increasing the cost of labor, equipment and raw materials. We believe that,
because rates of inflation in countries where we have significant operations have been moderate during the periods
presented, inflation has not had a significant impact on our results of operations.
Environmental Matters
      We are subject to the requirements of U.S. federal, state, local and non-U.S. environmental and occupational
safety and health laws and regulations. These include laws regulating air emissions, water discharge and waste
management. We have an environmental management structure designed to facilitate and support our compliance with
these requirements globally. Although it is our intent to comply with all such requirements and regulations, we cannot
provide assurance that we are at all times in compliance. We have made and will continue to make capital and other
expenditures to comply with environmental requirements, although such expenditures were not material during the
past three years and we do not expect such expenditures to be material in 2005. Environmental requirements are
complex, change frequently and have tended to become more stringent over time. Accordingly, we cannot ensure that
environmental requirements will not change or become more stringent over time or that our eventual environmental
cleanup costs and liabilities will not exceed the amount of our current reserves.
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      Delphi received notices that it is a potentially responsible party (�PRP�) in proceedings at various sites, including the
Tremont City Landfill Site located in Tremont, Ohio which is alleged to concern ground water contamination. In
September 2002, Delphi and other PRPs entered into a Consent Order with the Environmental Protection Agency
(�EPA�) to perform a Remedial Investigation and Feasibility Study concerning a portion of the site, which is expected to
be completed during 2006. Based on findings to date, we believe that a reasonably possible outcome of the
investigative study is capping and future monitoring of this site, which would substantially limit future remediation
costs and have included an estimate of our share of the potential costs plus the cost to complete the investigation in
our overall reserve estimate. Because the scope of the investigation and the extent of the required remediation are still
being determined, it is possible that the final resolution of this matter may require that we make material future
expenditures for remediation, possibly over an extended period of time and possibly in excess of our existing reserves.
We will continue to re-assess any potential remediation costs and, as appropriate, our overall environmental reserves
as the investigation proceeds.
Forward-Looking Statements
      The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements made
by us or on our behalf. Delphi and its representatives may periodically make written or oral statements that are
�forward-looking,� including statements included in this report and other filings with the Securities and Exchange
Commission and in reports to our stockholders. All statements contained or incorporated in this report which address
operating performance, events or developments that we expect or anticipate may occur in the future (including
statements relating to future sales, earnings expectations, savings expected as a result of our global product line and
employee initiatives, portfolio restructuring plans, volume growth, awarded sales contracts and earnings per share
expectations or statements expressing general optimism about future operating results) are forward-looking
statements. These statements are made on the basis of management�s current views and assumptions with respect to
future events. Important factors, risks and uncertainties which may cause actual results to differ from those expressed
in our forward-looking statements are set forth in this Quarterly Report on Form  10-Q. In particular, the achievement
of projected levels of revenue, earnings, cash flow and debt levels will depend on our ability to execute our portfolio
and other global product line and employee plans in a manner which satisfactorily addresses any resultant antitrust or
labor issues and customer concerns, any contingent liabilities related to divestitures or integration costs associated
with acquisitions, and other matters; the success of our efforts to diversify our customer base and still maintain
existing GM business; the continued protection and exploitation of our intellectual property to develop new products
and enter new markets; and our ability to capture expected benefits of our cost reduction initiatives so as to maintain
flexibility to respond to adverse and cyclical changes in general economic conditions and in the automotive industry in
each market in which we operate, including customer cost reduction initiatives, potential increases in warranty and
raw material costs, funding requirements and pension contributions, healthcare costs, disruptions in the labor,
commodities or transportation markets caused by terrorism, war or labor unrests or other factors, other changes in the
political and regulatory environments where we do business; and other factors, risks and uncertainties discussed in our
Annual Report on Form 10-K for the year ended December 31, 2004 and other filings with the Securities and
Exchange Commission. Delphi does not intend or assume any obligation to update any of these forward-looking
statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
      There have been no material changes to our exposures to market risk since December 31, 2004.
ITEM 4. CONTROLS AND PROCEDURES
      Under the supervision and with the participation of our management, including our Chief Executive Officer (the
�CEO�) and Acting Chief Financial Officer (the �CFO�), we have evaluated the effectiveness of design and operation of
our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of the end of
the period covered by this report. Based on this evaluation, our CEO and CFO concluded that our disclosure controls
and procedures were not effective as
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of March 31, 2005. The basis for this determination was that, as reported in our annual report on Form 10-K for the
period ended December 31, 2004, we have identified material weaknesses in our internal control over financial
reporting, which we view as an integral part of our disclosure controls and procedures. For a more detailed
understanding of these material weaknesses, the impact of such weaknesses on disclosure controls and procedures,
and remedial actions taken and planned which we expect will materially affect such controls, see Item 9A. Controls
and Procedures of our annual report on Form 10-K for the year ended December 31, 2004, which was filed on
June 30, 2005, and which is incorporated by reference into this Item 4. During the quarter ended March 31, 2005,
there have been no changes in our internal control over financial reporting that have materially affected, or that are
reasonably likely to material affect, our internal control over financial reporting beyond the remedial actions identified
in such annual report.
      The certifications of the Company�s Chief Executive Officer and Acting Chief Financial Officer attached as
Exhibits 31(a) and 31(b) to this Quarterly Report on Form 10-Q include, in paragraph 4 of such certifications,
information concerning the Company�s disclosure controls and procedures and internal control over financial
reporting. Such certifications should be read in conjunction with the information contained in this Item 4, including
the information incorporated by reference to our filing on Form 10-K for the year ended December 31, 2004, for a
more complete understanding of the matters covered by such certifications.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
      Except as discussed in Note 9 Commitments and Contingencies, there have been no other material developments
in legal proceedings involving Delphi or its subsidiaries since those reported in Delphi�s Annual Report on Form 10-K
for the year ended December 31, 2004.
      We are involved in routine litigation incidental to the conduct of our business. We do not believe that any of the
litigation to which we are currently a party will have a material adverse effect on our business or financial condition.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Purchase of Equity Securities by the Issuer and Affiliated Purchasers
      The following table sets forth, for each of the months indicated, the total number of shares purchased by Delphi or
on our behalf by any affiliated purchaser, the average price paid per share, the number of shares purchased as part of a
publicly announced repurchase plan or program, and the maximum number of shares or approximate dollar value that
may yet be purchased under the plans or programs.

Maximum
Number

Total
Number
of Shares

of Shares that
May

Average Purchased
as Part of

Yet Be
Purchased

Total Number
of

Price
Paid

Publicly
Announced

Under the Plans
or

Period Shares
Purchased

Per
Share

Plans or
Programs(a) Programs(a)

January 1, 2005 through
January 31, 2005 589,082(b)(c) $ 8.17 � 19,000,000
February 1, 2005 through
February 28, 2005 � $ � � 19,000,000
March 1, 2005 through
March 31, 2005 435,000(b) $ 5.25 19,000,000

Total 1,024,082 $ 6.93 19,000,000

(a) As part of Delphi�s stock repurchase program in January of 2004, the Board of Directors authorized the
repurchase of up to an aggregate of 19 million shares of our common stock through the first quarter of 2005 to
fund obligations for our stock options and other awards issued under its equity based compensation plan. To date
no repurchases have been made pursuant to that plan.

(b) Primarily includes open-market purchases by the trustee of Delphi�s 401(k) plans to fund investments by
employees in our common stock, one of the investment options available under such plans.

(c) Amount also includes 114,082 shares of common stock that were withheld to satisfy our tax withholding
obligations arising upon vesting of restricted stock units pursuant to our equity based compensation plan.
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ITEM 6. EXHIBITS

Exhibit
Number Exhibit Name

3(a) Amended and Restated Certificate of Incorporation of Delphi Automotive Systems
Corporation, incorporated by reference to Exhibit 3(a) to Delphi�s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2002.

3(b) Certificate of Ownership and Merger, dated March 13, 2002, Merging Delphi Corporation
into Delphi Automotive Systems Corporation, incorporated by reference to Exhibit 3(b) to
Delphi�s Quarterly Report on Form 10-Q for the quarter ended June 30, 2002.

3(c) By-laws of Delphi Automotive Systems Corporation, incorporated by reference to
Exhibit 3.2 to Delphi�s Registration Statement on Form S-1 (Registration No. 333-67333).

31(a) Certification Pursuant to Exchange Act Rules 13a-14(a)/15d-14(a), adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

31(b) Certification Pursuant to Exchange Act Rules 13a-14(a)/15d-14(a), adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

32(a) Certification Pursuant to 18 U.S.C. Section 1350, adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32(b) Certification Pursuant to 18 U.S.C. Section 1350, adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURE
      Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

Delphi Corporation
________________________________________

(Registrant)

June 30, 2005 /s/ John D. Sheehan

John D. Sheehan
Acting Chief Financial Officer,
Chief Accounting Officer and Controller
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EXHIBIT INDEX

Exhibit
Number Description

31(a) Certification Pursuant to Exchange Act Rules 13a-14(a)/15d-14(a), adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

31(b) Certification Pursuant to Exchange Act Rules 13a-14(a)/15d-14(a), adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

32(a) Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32(b) Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
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