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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549-1004

FORM 10-Q
b
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2004
OR
0

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 38-3430473
(State or other jurisdiction of (IRS employer identification number)
incorporation or organization)

5725 Delphi Drive, Troy, Michigan 48098
(Address of principal executive offices) (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. Yeso Nob.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange
Act). Yesp Noo.

As of September 30, 2004 there were 561,187,275 outstanding shares of the registrant s $0.01 par value common
stock.
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Explanatory Note

The majority of the information set forth in this Form 10-Q, including the Consolidated Financial Statements of
Delphi Corporation and its subsidiaries and Management s Discussion and Analysis, was originally filed with the
Security and Exchange Commission (the SEC ) on October 18, 2004 in a Form 8-K ( Original Filing ). At the time,
Delphi s independent registered public accounting firm had not completed its required reviews due to the ongoing
status of an internal investigation by the Company s Audit Committee of its Board of Directors. The decision to restate
Delphi s consolidated financial statements was previously announced in Current Report on Form 8-K of Delphi filed
with the SEC on March 4, 2005. The decision to restate was based on the findings of an internal investigation
conducted by Delphi s Audit Committee of the Board of Directors. For a more detailed description of these
restatements, see Note 2 Restatement to the accompanying consolidated financial statements contained in this
Form 10-Q. The financial information contained in this filing reflects the restatement.

This Form 10-Q only restates Items 1, 2 and 4 of Part I, and Item 6 of Part II of the Original Filing, in each case,
solely as a result of, and to reflect the restatement, and no other information in the Original Filing is amended hereby.
Accordingly, the items have not been updated to reflect other events occurring after the Original Filing or to modify or
update those disclosures affected by subsequent events.

Except for foregoing amended information, this Form 10-Q continues to describe conditions as of the date of the
Original Filing, and we have not updated the disclosures contained herein to reflect events that occurred at a later date.
Other events occurring after the filing of the Original Filing or other disclosures necessary to reflect subsequent events
have been or will be addressed by our Annual Report on Form 10-K for the year ended December 31, 2004, which is
being filed concurrently with the filing of this Form 10-Q, or other reports filed with SEC subsequent to the date of
this filing.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

DELPHI CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Net sales:
General Motors and affiliates
Other customers

Total net sales

Operating expenses:
Cost of sales, excluding items listed
below
Selling, general and administrative
Depreciation and amortization
Employee and product line charges

Total operating expenses

Operating (loss) income
Interest expense
Other income (expense), net

(Loss) income before income taxes,
minority interest expense and equity
income
Income tax benefit (expense)
Minority interest, net of tax
Equity income

Net (loss) income

(Loss) earnings per share
Basic and diluted

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
(As (As (As (As
Restated Restated Restated Restated
See See
Note 2) See Note 2) Note 2) See Note 2)
(in millions, except per share amounts)
$ 3,496 $ 3,926 $ 11,818 $ 12,795
3,146 2,632 9,771 8,031
6,642 6,558 21,589 20,826
6,065 5,956 19,236 18,486
383 377 1,171 1,159
293 324 858 842
9 348 79 348
6,750 7,005 21,344 20,835
(108) (447) 245 9)
(58) 6D (175) (148)
8 2 3) (1
(158) (496) 67 (158)
33 184 7 68
(10) (1) (36) (33)
16 20 63 50
$ (119) $ (303) $ 87 $ (73)
$ (0.21) $ (0.54) $ 0.16 $ (0.13)

See notes to consolidated financial statements.

Table of Contents



Edgar Filing: DELPHI CORP - Form 10-Q
4

Table of Contents



Edgar Filing: DELPHI CORP - Form 10-Q

Table of Contents

DELPHI CORPORATION
CONSOLIDATED BALANCE SHEETS

September 30,
2004 December 31,
(Unaudited) 2003
(As Restated (As Restated
See Note 2) See Note 2)
(in millions)
ASSETS
Current assets:
Cash and cash equivalents $ 918 $ 893
Accounts receivable, net:
General Motors and affiliates 2,550 2,327
Other customers 1,397 1,501
Retained interest in receivables, net 857 717
Inventories, net:
Productive material, work-in-process and supplies 1,442 1,318
Finished goods 504 478
Deferred income taxes 343 367
Prepaid expenses and other 283 269
Total current assets 8,294 7,870
Long-term assets:
Property, net 6,109 6,399
Deferred income taxes 4,136 3,961
Goodwill 787 773
Other intangible asset 45 81
Pension intangible assets 1,167 1,167
Other 860 815
Total assets $ 21,398 $ 21,066

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Notes payable and current portion of long-term debt $ 911 $ 892
Accounts payable 3,408 3,133
Accrued liabilities 2,832 2,684

Total current liabilities 7,151 6,709

Long-term liabilities:

Long-term debt 2,068 2,152
Junior subordinated notes due to Delphi Trust I and II 412 412
Pension benefits 3,072 3,577
Postretirement benefits other than pensions 6,223 5,697
Other 830 905
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Total liabilities 19,756 19,452

Commitments and contingencies (Note 11)
Minority interest 185 168
Stockholders equity:

Common stock, $0.01 par value, 1,350 million shares

authorized, 565 million shares issued in 2004 and 2003 6 6
Additional paid-in capital 2,657 2,660
Retained earnings 966 997
Minimum pension liability (2,0006) (2,0006)
Accumulated other comprehensive loss, excluding minimum
pension liability (105) (136)
Treasury stock, at cost (3.8 million and 4.7 million shares in
2004 and 2003, respectively) 61) (75)
Total stockholders equity 1,457 1,446
Total liabilities and stockholders equity $ 21,398 $ 21,066

See notes to consolidated financial statements.
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DELPHI CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:
Depreciation and amortization
Deferred income taxes
Employee and product line charges
Equity income
Changes in operating assets and liabilities:
Accounts receivable and retained interests in receivables, net
Inventories, net
Prepaid expenses and other
Accounts payable
Employee and product line charge obligations
Accrued and other long-term liabilities
Other

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures
Proceeds from sale of property
Cost of acquisition, net of cash acquired
Other

Net cash used in investing activities

Cash flows from financing activities:
Net proceeds from issuance of debt securities
Repayment of debt securities
Net proceeds from (repayments of) borrowings under credit facilities
and other debt
Dividend payments
Issuances of treasury stock
Other

Net cash used in financing activities

Table of Contents

Nine Months Ended
September 30,
2004 2003
(As
Restated (As Restated
See Note 2) See Note 2)
(in millions)
$ 87 $ 73)
858 842
(140) (181)
79 348
(63) (50)
(319) (672)
(146) 30
56 2
277 115
(261) (46)
319 268
80 35
827 618
(633) (763)
17 29
(I7)
35 56
(598) (678)
492
(500)
438 (593)
(118) (119)
2 1
(22) 27)
(200) (246)
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Effect of exchange rate fluctuations on cash and cash equivalents @)
Increase (decrease) in cash and cash equivalents 25
Cash and cash equivalents at beginning of period 893
Cash and cash equivalents at end of period $ 918

See notes to consolidated financial statements.

6

23

(283)
1,028

745
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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
( SEC ). 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 Per Share Basic earnings per share amounts were computed using weighted average shares outstanding
for each respective period. Diluted earnings per share also reflect the weighted average impact from the date of
issuance of all potentially dilutive securities, 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 Nine Months
Ended Ended
September 30, September 30,
2004 2003 2004 2003

(in thousands)

Weighted average shares outstanding 561,188 560,296 560,808 560,052
Effect of dilutive securities 2,009
Diluted shares outstanding 561,188 560,296 562,817 560,052

Securities excluded from the computation of diluted earnings per share:

Three Months Nine Months
Ended Ended
September 30, September 30,
2004 2003 2004 2003

(in thousands)
Anti-dilutive securities 91,414 96,224 72,546 96,002

The Board of Directors declared a dividend on Delphi common stock of $0.07 per share on September 9, 2004,
which was paid on October 19, 2004 to holders of record on September 20, 2004. The dividend declared on June 22,
2004 was paid on August 3, 2004.

Stock-Based Compensation  As allowed under Statement of Financial Accounting Standards ( SFAS ) No. 123,

Accounting for Stock-Based Compensation, Delphi accounts for a majority of its stock-based compensation using the
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intrinsic value method in accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock Issued
to Employees, and related interpretations. Stock options granted during the three and nine months ended
September 30, 2004 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.

7
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If we accounted for all stock-based compensation using the fair value recognition provisions of SFAS No. 123 and
related amendments, our net income and basic and diluted earnings per share would have been as follows:

Three Months Nine Months
Ended Ended
September 30, September 30,
2004 2003 2004 2003
(in millions, except per share amounts)
Net (loss) income, as reported $ (119 $ (303) $ 87 $ (73)
Add: Stock-based compensation expense recognized, net
of related tax effects 3 2 8 5

Less: Total stock-based employee compensation expense
determined under fair value method for all awards, net of

related tax effects (7) (7 (17) (17)
Pro forma net (loss) income $  (123) $ (308) $ 78 $ (85)
(Loss) earnings per share:
Basic and diluted  as reported $ (021 $ (059 $ 0.16 $ (0.13)
Basic and diluted pro forma $ (022 $ (0.55) $ 0.14 $ (0.15)

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 2004,
we issued approximately 4.5 million restricted stock units and approximately 6.8 million options, which occurred in
the second quarter. As of September 30, 2004, there are approximately 25.2 million shares available for future grants
under this plan.

Reclassifications Reclassifications have been made to present minority interest and equity income separately in
the Consolidated Statements of Operations, which also resulted in a reclassification of income tax expense. Intangible
assets and minority interest have been reclassified for separate presentation on the Consolidated Balance Sheets.
Equity income has also been reclassified in the Consolidated Statements of Cash Flows.

2. RESTATEMENT

These consolidated financial statements have been restated in order to reflect adjustments to the Company s
quarterly financial information originally reported on Current Report Form 8-K filed with the SEC on December 8,
2004. The restatement also affects the three and nine months ended September 30, 2003. Amounts disclosed in this
note that are as of or for the periods ended September 30, 2004, or September 30, 2003 are all unaudited. The restated
financial statements have been prepared by management and reflect all adjustments known to management.

Refer to Note 2 Restatement and Item 6. Selected Financial Data in the 2004 Form 10-K, which is being filed
concurrently with this Form 10-Q, for further discussion of this restatement including the adjustments recorded in the
2003 and 2002 annual periods and quarterly periods of 2004 and 2003. This note discusses the restatement
adjustments included in the 2004 Form 10-K as they relate to the third quarters of 2004 and 2003.

The decision to restate originally reported financial information was based on the results of an independent
investigation conducted by the Audit Committee of Delphi s Board of Directors. The investigation was initiated in
response to a Securities and Exchange Commission (the SEC ) inquiry regarding the accounting for certain
transactions with suppliers of information technology services in 2001. The transactions under the internal review
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included rebates, credits or other lump sum payments received from suppliers or paid to customers from 1999 to 2004.
In the course of the investigation, the Audit
8
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Committee also examined Delphi s accounting for transactions involving the disposition of indirect material and
inventory and certain other transactions. Based on an assessment of the impact of the adjustments, management and
the Audit Committee determined that restatement of Delphi s originally issued consolidated financial statements was
required.

The following table summarizes the impact of these adjustments to Delphi s originally reported net income (loss)
for the three and nine months ended September 30, 2004, or September 30, 2003. These adjustments impacted
originally reported sales, costs of sales, selling, administrative and other expenses and income tax expense on the
statement of operations.

Three Months
Ended
September 30,
2004 2003
(in millions)
As originally reported net loss $ (114 $ (353
Adjustments
Information technology service provider rebates(a) 2 6
Non-IT supplier rebates(a) 3) 1
Deferred expense recognition for IT services(b) 3
Indirect material dispositions(c) 2 41
Warranty settlements with former parent company(d) 4 24
Period-end accruals and out of period items(e) 2 (8)
Other(f) 9) 12
Total 2) 79
Related tax effects 3) 29)
Total adjustments, net of tax &) 50
Net loss, as restated $ (119 $ (303)
Nine Months
Ended
September 30,
2004 2003
(in millions)
As originally reported net income (loss) $ 66 $ (138)
Adjustments
Information technology service provider rebates(a) 9 11
Non-IT supplier rebates(a) 1 2
Deferred expense recognition for IT services(b) 3 17
Indirect material dispositions(c) 3 42
Warranty settlements with former parent company(d) 13 23

Table of Contents 15



Edgar Filing: DELPHI CORP - Form 10-Q

Period-end accruals and out of period items(e) 15 (10)

Other(f) (13) 19
Total 31 104
Related tax effects (10) 39)
Total adjustments, net of tax 21 65
Net income (loss), as restated 87 (73)
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The following represent the adjustments included in the restatement (all amounts are pre-tax unless otherwise
noted):

(a) Information technology service provider and non-IT supplier rebates

Delphi recognized the benefit of payments and credits received for entering into agreements for future information
technology and other services or products in the periods in which the credits were received rather than in the periods
when the contracted services were performed or the products were delivered. In addition, in some instances credits
were recognized without sufficient certainty of the collectibility of the amounts recorded. Finally, Delphi did not
recognize liabilities for certain payments from IT suppliers that were repayable.
(b) Deferred expense recognition for IT services

Delphi improperly deferred recognition of approximately $22 million of payments made for system
implementation services in 2002. These payments should have been recorded as expense when services were
rendered, rather than deferred and recorded as an expense in later periods.
(c) Indirect material dispositions

In 1999 and 2000, Delphi improperly recorded asset dispositions, in a series of transactions, amounting to
approximately $145 million of indirect materials to an indirect material management company. The transactions
should not have been accounted for as asset dispositions but rather as financing transactions, principally because
Delphi had an obligation to repurchase such materials. In 2002 and 2003, Delphi repurchased certain indirect
materials, recording a portion in its consolidated balance sheet and writing-off the balance of the material. In addition,
at December 31, 2003 Delphi recorded the remaining materials in its consolidated balance sheet with a liability to the
third party.
(d) Warranty settlements with former parent company

In 2000 and 2001, Delphi improperly accounted for cash payments of $202 million to, and credits of $30 million
received from, its former parent company in settlement of warranty obligations between the two companies. The cash
payments should have been recorded as additional warranty expense rather than as a reduction of Delphi s pension
benefit obligations. The credits should have been recognized as a reduction to warranty obligations when utilized. The
income impact of the warranty settlement adjustments is partially offset by the reversal of pension expense recognized
in conjunction with the original accounting treatment. In addition, Delphi should have recognized a $10 million
warranty obligation to its former parent in the first quarter of 2003.
(e) Period-end Accruals and Qut-of-period Adjustments

Delphi identified obligations that were not properly accrued for at the end of an accounting period. Additionally,
as part of the restatement process, accounting adjustments were identified that were not recorded in the proper period.
These items were not material to the financial statements as originally reported. However, as part of the restatement,
these out-of-period adjustments are being recognized in the period in which the underlying transaction occurred.
() OQOther

Represents adjustments recorded to correct other miscellaneous items identified in the restatement, none of which
are individually significant. Amounts include balance sheet reclassifications required to give effect to restatement
adjustments, including the reclassification of tax-related liabilities from long-term to current of approximately
$346 million and $407 million for the periods ended September 30, 2004 and December 31, 2003, respectively.

10
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The following is a summary of the impact of the restatement on the originally issued consolidated statement of
operations, consolidated balance sheets and consolidated statement of cash flows included in this filing.
CONSOLIDATED STATEMENTS OF OPERATIONS

Net sales:
General Motors and affiliates
Other customers

Total net sales

Operating expenses:
Cost of sales, excluding items
listed below
Selling, general and administrative
Depreciation and amortization
Employee and product line
charges

Total operating expenses

Operating loss
Interest expense
Other income (expense), net

Loss before income taxes, minority
interest expense and equity
income
Income tax benefit
Minority interest, net of tax
Equity income

Net loss

Loss per share
Basic and diluted

Three Months Ended

September 30, 2004

As
Originally

Reported

As
Restated

(in millions, except per share
amounts)

$ 3,495
3,155

6,650

6,089
374
292

6,764

(114)
54

(161)
41

(10)
16

$ (114)

$ (0.20)

11

$

$

$

3,496
3,146

6,642

6,065
383
293

6,750

(108)
(58)

(158)
33

(10)
16

(119)

0.21)

Three Months Ended
September 30, 2003

As
Originally
As
Reported Restated

(in millions, except per share

amounts)
$ 3,927 $ 3,926
2,636 2,632
6,563 6,558
6,041 5,956
376 377
326 324
348 348
7,091 7,005
(528) (447)
(48) (51
1 2
(575) (496)
213 184
(11) (11)
20 20
$ (353) $ (303)
$ (0.63) $ (0.54)
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Nine Months Ended Nine Months Ended
September 30, 2004 September 30, 2003
As As
Originally Originally
Reported As Restated Reported As Restated
(in millions, except per share (in millions, except per share
amounts) amounts)
Net sales:
General Motors and affiliates $ 11,819 $ 11,818 $ 12,795 $ 12,795
Other customers 9,791 9,771 8,044 8,031
Total net sales 21,610 21,589 20,839 20,826
Operating expenses:
Cost of sales, excluding items
listed below 19,303 19,236 18,593 18,486
Selling, general and
administrative 1,179 1,171 1,187 1,159
Depreciation and amortization 853 858 839 842
Employee and product line
charges 79 79 348 348
Total operating expenses 21,414 21,344 20,967 20,835
Operating income (loss) 196 245 (128) 9)
Interest expense (165) (175) (138) (148)
Other income (expense), net 2 3) 2) (D)
Income (loss) before income taxes,
minority interest expense and
equity income 33 67 (268) (158)
Income tax benefit (expense) 6 @) 112 68
Minority interest, net of tax (36) (36) (32) (33)
Equity income 63 63 50 50
Net income (loss) $ 66 $ 87 $ (138) $ (73)
Earnings (loss) per share
Basic and diluted $ 0.12 $ 0.16 $ (0.25) $ (0.13)
12
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CONSOLIDATED BALANCE SHEETS

Current assets:
Cash and cash equivalents
Accounts receivable, net:
General Motors and affiliates
Other customers
Retained interest in receivables, net
Inventories, net:

Productive material, work-in-process and

supplies
Finished goods
Deferred income taxes
Prepaid expenses and other

Total current assets
Long-term assets:

Property, net
Deferred income taxes
Goodwill
Other intangible asset
Pension intangible assets
Other

Total assets

LIABILITIES AND STOCKHOLDERS

Current liabilities:
Notes payable and current portion of
long-term debt
Accounts payable
Accrued liabilities

Total current liabilities
Long-term liabilities:
Long-term debt
Junior subordinated notes due to Delphi
Trust [ and II
Pension benefits

Table of Contents

September 30, 2004
As

Originally

Reported As
P Restated

(in millions)
ASSETS

902

2,550
1,365
857

1,638
504
335
278

8,429

5,896
4,036
787
45
1,167
870

$ 21,230

$

788
3,426
2,432
6,646
2,044

412
3,080

$

$

December 31, 2003
As

Originally

Reported As
P Restated

(in millions)

918 $ 880
2,550 2,326
1,397 1,438

857 717
1,442 1,518

504 478

343 420

283 269
8,294 8,046
6,109 6,167
4,136 3,835

787 776

45 79
1,167 1,167
860 834
21,398 $ 20,904
EQUITY

911 $ 801
3,408 3,158
2,832 2,232
7,151 6,191
2,068 2,022

412 412
3,072 3,574

$

$

893

2,327
1,501
717

1,318
478
367
269

7,870

6,399
3,961
773
81
1,167
815

21,066

892
3,133
2,684
6,709
2,152

412
3,577
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Postretirement benefits other than pensions 6,223 6,223 5,697 5,697
Other 1,110 830 1,271 905
Total liabilities 19,515 19,756 19,167 19,452
Commitments and contingencies (Note 11)
Minority interests 185 185 167 168
Stockholders equity:
Common stock, $0.01 par value,
1,350 million shares authorized, 565 million
shares issued in 2004 and 2003 6 6 6 6
Additional paid-in capital 2,664 2,657 2,667 2,660
Retained earnings 1,190 966 1,241 997
Minimum pension liability (2,118) (2,0006) (2,118) (2,006)
Accumulated other comprehensive loss,
excluding minimum pension liability (151) (105) (151) (136)
Treasury stock, at cost (3.8 million and
4.7 million shares in 2004 and 2003) 61) (61) (75) (75)
Total stockholders equity 1,530 1,457 1,570 1,446
Total liabilities and stockholders equity 21,230 $ 21,398 $ 20,904 $ 21,066
13
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Nine Months Ended Nine Months Ended
September 30, 2004 September 30, 2003
As As
Originally Originally
As As
Reported Restated Reported Restated

(in millions)

Cash and cash equivalents at beginning of

period $ 880 $ 893 $ 1,014 $ 1,028
Cash flows provided by operating activities 786 827 536 618
Cash flows used in investing activities (611) (598) (668) (678)
Cash flows used in financing activities (149) (200) (174) (246)
Effect of exchange rate changes on cash €)) €)) 23 23
Net increase (decrease) in cash and cash

equivalents 22 25 (283) (283)
Cash and cash equivalents at end of period $ 902 $ 918 $ 731 $ 745

Certain amounts in the notes to the consolidated financial statements have been restated to reflect the restatement
adjustments described above.

3. 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 our non-U.S. workforce by
approximately 3,000 employees over a 15-month period. Based on progress to date, we now anticipate more than
1,000 additional U.S. hourly employees will leave Delphi bringing our total attrition to more than 6,000 during this
period. Our plans entail reductions to our workforce through a variety of methods including U.S. hourly 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
hourly employees may return ( flowback ) to General Motors ( GM ).

As required under generally accepted accounting principles, we record the costs associated with flowbacks as the
employees accept the offer to exit Delphi. We expect to incur total charges related to these initiatives of approximately
$765 million (pre-tax) through December 31, 2004, of which $26 million ($17 million in cost of sales and $9 million
in employee and product line charges) and $162 million ($83 million in cost of sales and $79 million in employee and
product line charges) were recorded during the three and nine months ended September 30, 2004, respectively, and
$561 million was recorded in 2003. The charges to cost of sales include costs for employees who are idled prior to
separation. We expect to incur the remaining estimated charges of $42 million (pre-tax) related to the hourly
employee reductions and other structural cost initiatives during the remainder of 2004, including $10 million in the
DPTI sector, $7 million in the EES sector and $23 million in the AHG sector. Plans to separate U.S. salaried and
non-U.S. salaried employees under a variety of programs were substantially completed during the first quarter of
2004. During the third quarter of 2004, approximately 750 U.S. hourly employees flowed back to GM or retired.
Cumulatively through September 30, 2004, approximately 5,675 U.S. hourly employees have left the company
pursuant to these plans.
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Following is a summary of the activity in the employee and product line reserve (in millions):

Employee and Product Line Charges

Balance at January 1, 2004
2004 Charges

Usage during the first nine months of 2004

Balance at September 30, 2004

Employee Exit
Costs Costs
$ 246 $ 5
79
(266)
$ 59 $ 5

14

$

$

Total

251
79
(266)(a)

64(b)
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(a) The total cash paid for the nine months ended September 30, 2004 was $261 million, as shown on our
consolidated Statement of Cash Flows. Our total usage for the three and nine months ended September 30, 2004
was $47 million and $266 million, respectively with $0 million and $6 million of non-cash special termination
pension and postretirement benefits for the three and nine months ended September 30, 2004, respectively. In
addition, we incurred $17 million and $83 million of cash costs associated with the 2004 Charges for the three
and nine months ended September 30, 2004, respectively, which were recorded in cost of sales.

(b) This amount is included in accrued liabilities in the accompanying consolidated balance sheet.

The estimated cash impact of these initiatives is approximately $0.7 billion (consistent with our plans announced
in the third quarter of 2003), of which $63 million and $344 million was paid during the three and nine months ended
September 30, 2004, respectively, and $176 million was paid in 2003. We expect that approximately $0.2 billion will
be paid in the fourth quarter of 2004 and the remainder in 2005.

4. ASSET SECURITIZATION
U.S. Program

We maintained a $600 million revolving accounts receivable securitization program in the U.S. (' U.S. Facility
Program ) in 2004. Under this U.S. Facility Program, we sell a portion of our U.S. originated trade receivables to
Delphi Receivables LLC ( DR ), a wholly-owned consolidated special purpose entity. DR may then sell, 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 is accounted for as a sale under the provisions of SFAS No. 140, Accounting for the Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities ( SFAS 140 ). When DR sells an undivided interest to
the Conduits, DR retains the remaining undivided interest. The value of the undivided interest sold to the Conduits is
excluded from our consolidated balance sheet thereby reducing our accounts receivable. The value of the retained
interest in receivables held by DR, which may include eligible undivided interests that we elect not to sell, is shown
separately on our consolidated balance sheet and therefore is not included in our accounts receivable. As of
September 30, 2004, the retained interest in receivables, net was $857 million. We assess the recoverability of the
retained interest on a quarterly basis and adjust 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 (approximately 1.4% to
2.0%), and the length of time the receivables are expected to be outstanding. The loss on sale was approximately
$0.8 million and $3.2 million for the three and nine months ended September 30, 2004, respectively and
approximately $1.7 million and $4.1 million for the three and nine months ended September 30, 2003, respectively.
Additionally, we perform collections and administrative functions on the receivables sold similar to the procedures we
use for collecting all of our receivables, including receivables that are not sold under the U.S. Facility Program. We
can elect to keep the collections and sell additional receivables in exchange; or, we can transfer the cash collections to
the Conduits thereby reducing the amount of sales of undivided interests to the Conduits. The nature of the collection
and administrative activities and the terms of the U.S. Facility Program do not result in the recognition of a servicing
asset or liability under the provisions of SFAS 140 because the benefits of servicing are just adequate to compensate
us for our servicing responsibilities.
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The U.S. Facility Program, which is among Delphi, DR, the Conduits, the sponsoring banks and their agents, was
renewed on March 29, 2004 and extended through March 24, 2005. The program was increased from $500 million to
$600 million in March 2004 and can be extended for additional 364-day periods based upon the mutual agreement of
the parties. The U.S. Facility Program contains a financial covenant and certain other covenants similar to our
revolving credit facilities that, if not met, could result in a termination of the program. At September 30, 2004, we
were in compliance with all such covenants.

The table below summarizes certain cash flows received from and paid to the Conduits under the revolving
U.S. Facility Program during the three and nine months ended September 30, 2004:

Three Months Nine Months
Ended Ended
September 30, September 30,
2004 2004
(in millions)

Undivided interests sold at beginning of period $ 600 $ 323
Proceeds from new securitizations (sale of undivided
interests) 425 2,110
Collections related to undivided interests sold(a) (906) (2,850)
Collections reinvested through sale of additional
undivided interests 206 742
Undivided interests sold $ 325 $ 325

(a) Of the collections received on the undivided interests sold, for the three months ended September 30, 2004,
$700 million was remitted to the Conduits and $206 million was reinvested; and for the nine months ended
September 30, 2004, $2,108 million was remitted to the Conduits and $742 million was reinvested.

European Program

In November 2003, we entered into a 330 million ($406 million at September 30, 2004 currency exchange rates)
and £30 million ($54 million at September 30, 2004 currency exchange rates) trade receivable securitization program
for certain of our European accounts receivable. Accounts receivable transferred under this program are accounted for
as short-term debt. As of September 30, 2004 and 2003, we had no significant accounts receivable transferred under
this program. The program 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
that, if not met, could result in a termination of the agreement. At September 30, 2004 and 2003, we were in
compliance with all such covenants.

The program was renewed in December 2004 at 225 million ($277 million at September 30, 2004 currency
exchange rates) and £10 million ($18 million at September 30, 2004 currency exchange rates) and currently expires on
December 1, 2005. The program can be extended upon the mutual agreement of the parties. Further, in March 2005
Delphi amended the European trade receivables securitization program to conform the leverage ratio financial
covenant consistent with the amended credit facilities covenant and amended other procedural terms.

5. ACQUISITIONS

On September 1, 2004, Delphi acquired the intellectual property and substantially all the assets and certain
liabilities of Dynamit Nobel AIS GmbH Automotive Ignition Systems ( Dynamit Nobel AIS ), a wholly-owned
subsidiary of mg technologies AG, for approximately $17 million, net of cash acquired. The acquisition is accounted
for under the purchase method of accounting and the results of operations are included in our consolidated financial
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statements from the date of acquisition. The purchase price and related allocations are preliminary and may be revised
as additional information is obtained. Dynamit
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Nobel AIS is a designer and manufacturer of igniters, propellants, micro-gas generators and related products for the
automotive industry.

6. 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.

The table below summarizes the activity in the product warranty liability for the nine months ended September 30,
2004.

September 30,
2004
(in millions)

Beginning accrual balance at December 31, 2003 $ 258
Provision for estimated warranties accrued during the nine-month period 78
Accruals for pre-existing warranties (including changes in estimates) 1
Settlements made during the nine-month period (in cash or in kind) (80)
Foreign currency translation 1
Ending accrual balance at September 30, 2004 $ 258

Approximately $196 million and $165 million of the warranty accrual balance as of September 30, 2004 and
December 31, 2003, 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.

7. 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 not funded. 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 at least the
minimum amounts required by applicable laws and regulations.
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The 2004 and 2003 amounts shown below reflect the defined benefit pension and other postretirement benefit
expense for the three and nine months ended September 30 for each year for U.S. salaried and hourly employees:

Other Other
Postretirement Postretirement
Pension Benefits Benefits Pension Benefits Benefits
Three Months Ended September 30, Nine Months Ended September 30,
2004 2003 2004 2003 2004 2003 2004 2003
(in millions)
Service cost $ 71 $ 65 $ 43 $ 42 $ 213 $ 195 $ 132 $ 126
Interest cost 175 161 123 115 524 483 374 345
Expected return on plan
assets (181) (162) (542) (486)
Amortization of prior
service cost 34 23 2) 104 69 4)
Amortization of net loss 35 27 28 18 106 81 92 54
Special termination
benefits 5 1
Net periodic benefit
cost $ 134 $ 114 $ 192 $ 175 $ 410 $ 342 $ 595 $ 525

During each of the nine months ended September 30, 2004 and September 30, 2003, Delphi contributed
$0.6 billion to its U.S. pension plans. 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 September 30, 2004 and 2003 was
$14 million and $16 million, respectively, and for the nine months ended September 30, 2004 and 2003 was
$54 million and $48 million, respectively.

Other postretirement benefits expense during the three and nine months ended September 30, 2004 increased by
$17 million and $70 million, respectively, compared to the comparable periods in 2003. The total impact of the Act on
our actuarial liability was $0.5 billion and is being accounted for as an actuarial gain, in accordance with guidance
from the Financial Accounting Standards Board ( FASB ). As a result, the gain will be amortized as a reduction of our
periodic expense and balance sheet liability over the next ten to twelve years, depending on the terms of the specific
plans.

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.

8. 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
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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 September 30, 2004 and December 31, 2003 included
current and non-current assets of $61 million and $58 million, respectively and current and non-
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current liabilities of $6 million and $55 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 September 30, 2004, were $42 million
after-tax ($67 million pre-tax). Of this pre-tax total, a gain of approximately $56 million i