




Volkswagen in Ethical Crisis Timeline

Background
2005: Volkswagen develops a diesel engine to operate within strict U.S. pollution requirements including reduced nitrogen oxide emissions. To achieve this, a group of VW engineers develops software to change the emission levels to be within the requirements only when the vehicle is being tested in a lab. The rest of the time, the engine runs at anywhere from 5 to 35 times the allowable nitrogen oxide emissions levels. 
Spring, 2013: A research team from West Virginia University, working on a $70,000 research grant, performs tests on a Volkswagen Jetta and publishes a report showing VW diesel vehicle emissions in actual road tests are as much as 35 times higher than during testing in laboratory conditions. 
When awareness of the discrepancy comes to the attention of U.S. regulators, VW chooses not to admit there is a problem and develops a cover-up strategy. As the fraud is exposed, VW decides to refuse to address the issue and employs delay tactics over the course of nearly two years. 
The initial development of the defeat device and subsequent scandal is fueled by pressure to meet corporate goals, stiff consequences for employees not meeting those goals, excessive rewards for employees to exceed the goals, and senior leaders who fail to establish ethical standards and who demonstrate a disregard for laws.
Volkswagen’s 2013 mission and vision statement includes the following phrasing: 
“The Group's goal is to offer attractive, safe and environmentally sound vehicles which can compete in an increasingly tough market and set world standards in their respective class.”
May, 2014: A study initiated by the research team in West Virginia, reaches the California Air Resources Board (CARB) showing the emissions from the VW diesel vehicles have a wide variance between lab testing conditions and road conditions. CARB asks VW for an explanation. VW CEO Martin Winterkorn is notified via email. It is unknown if Winterkorn read the email or knew of the situation. VW states the issue was categorized as a minor technical problem. This later is interpreted as the company minimizing the issue and refusing to take responsibility. 
December, 2014: VW indicates it will update the engines in question as part of regular service for 482,000 vehicles to pass the CARB testing. This is later interpreted as deliberate sidestepping of the issue through use of tactics meant to delay and confuse the issue. Worse, the update recall is used to fine tune the device software to make it easier for the car to recognize when it is being tested.
Summer, 2015: CARB tests still show the variance in emissions depending on lab testing versus road performance. VW assembles a task force and hires a U.S. legal team. VW compliance team presents voluminous false and misleading technical data to authorities that could be perceived as intending to confuse and delay while providing the appearance of cooperating with authorities. 2015 model VW diesel vehicles continue to be sold in the U.S. with the emissions defeating software operational. 
August, 2015: CARB and the EPA indicate 2016 model VW diesel vehicles will not be certified for sales in the U.S. due to the unresolved issue with the emissions discrepancy. VW technicians fully explain the use of emissions software to in house lawyers clearly defining the software as an illegal device used to defeat regulations. A high ranking VW engineer, Oliver Schmidt, discloses to a deputy executive officer of the CARB the use of the defeat device. The officer is outraged at the waste of time and taxpayer money and that the polluting vehicles are still continuing to be sold. Schmidt is the only high level executive who has been sent to jail.
August 31, 2015: VW engineers are indirectly encouraged to destroy documents and cover up any documentation involving the device.
September 3, 2015: VW notifies CARB formally acknowledging of the use of the defeat device. Winterkorn is informed.
September 18, 2015: EPA issues a notice publicly disclosing VW’s use of defeat devices in model year 2009 to 2015 diesel vehicles in violation of the Clean Air Act including over 11 million vehicles worldwide. VW responds that it had hoped to avoid a public statement and to resolve the issue with regulators internally. Initially, the media focuses on the company’s choice to purposely deceive regulators by installing the software. The more damaging part of the case revolves around the deliberate and detailed cover-up the company crafted as the emissions discrepancy comes to light. 
September 23, 2015: Winterkorn steps down amid the breaking scandal. Matthias Mueller, head of the Porsche business unit, assumes the CEO role. Mueller claims the scandal is due to a small group of people including two rogue engineers. VW orders U.S. dealers to stop selling the diesel vehicles.
September 28, 2015: Switzerland bans sales of VW diesel vehicles. The scandal impacts more than one in 10 diesel vehicles in the UK. France and Italy launch investigations.
January 4, 2016: The U.S. Justice Department starts a lawsuit against VW for violating the Clean Air Act and seeking a settlement of up to $46 billion.
March 29, 2016: A lawsuit is filed by the U.S. Federal Trade Commission against VW for fraudulent claims that the diesel vehicles are environmentally safe and responsible causing U.S. citizens billions of dollars in injury. 
April, 2016: VW posts a 4.1 billion euros operating loss for 2015.
October 25, 2016: A settlement with California and federal regulators results in VW agreements for $10 billion in vehicle buy back and compensation and $4.7 billion in clean-up programs.
November, 2016: VW discloses it will stop selling diesel vehicles in the U.S. indefinitely.
June 24, 2017: Current legal settlement amount of $10.2 billion covers all U.S. owners of affected cars including an average of $5K compensation regardless of whether the owners sell at the original price or choose to have the vehicle fixed. VW is still facing additional fines for violating the Clean Air Act (up to a possible $48 billion). Shareholders are suing VW due to the scandal reducing the value of the company. VW stock price has fallen 40% in the past year.
July 3, 2017: Legal settlements and fines for Volkswagen have gone beyond $22 billion in the United States alone. As the development of ride sharing, electrification, and autonomous driving technologies threaten to disrupt the auto industry, Volkswagen is burdened with pivotal research and development funds being funneled toward fines and settlements. The question arises if this traditional car maker will be able to survive in coming years or will become obsolete. The fact also remains that the accumulation of settlements and fines amounts to much more than the cost would have been to originally outfit the vehicles with equipment for appropriate pollution control.
July 4, 2017: Volkswagen in France has been found to have been inflating sales figures at least since 2010 with 800,000 vehicles involved in discrepancies between delivery and registration and delivered cars missing purchase contracts. Internally, the audit report revealed these discrepancies in late April resulting in VW France CEO, Jacques Rivoal resigning over “strategic differences.”
July 20, 2017: Volkswagen is paying an additional $153.8 million to California due to the emissions scandal. This is in addition to over $15 billion the company has set to pay government agencies and consumers. California Air Resources Board spokesman, David Clegern states:
“This is the actual penalties and payment for the millions of dollars we spent investigating these guys.” 
August 4, 2017: Volkswagen executive, Oliver Schmidt, has plead guilty due to his involvement with the diesel emissions cheating scandal. He faces up to seven years in prison and a fine of $40,000 to $400,000. He confessed to working to mislead U.S. regulators and violating clean air laws.
September 29, 2017: Profit for Volkswagen for Q3 is expected to be impacted by high costs for repairing diesel cars involved in the emissions cheating scandal. In a statement, the company indicated it would be paying an additional 2.5 billion euros ($2.9 billion dollars) to comply with the legal settlement as the fix is “proving to be far more technically complex and time consuming” than was originally anticipated. With the preparation for growth in the market for electric cars and self-driving technology, the continuing cost of the scandal could damage Volkswagen’s ability to remain competitive.
December 6, 2017: Oliver Schmidt, a former Volkswagen general manager of the company’s engineering and environmental office working in the US, is sentenced to seven years in prison and a $400K fine for violating the Clean Air Act and conspiring to defraud the federal government in connection with the diesel emissions scandal. Schmidt claims he was pressured to follow talking points offered by high ranking legal officials in his company and that he was “misused” by his company. He followed by saying: 
“I only have to blame myself. I made bad decisions and for that I am sorry.”
May 18, 2018: U.S indicts Martin Winterkorn, VW CEO from 2007 to 2015 for his alleged role in the emissions cheating scandal. Winterkorn faces up to 25 years in jail and $275,000 in fines. U.S. Attorney General, Jeff Sessions states: 
“The indictment unsealed today alleges that Volkswagen’s scheme to cheat its legal requirements went all the way to the top of the company.” 
Considering U.S. authorities are also focusing on five other former VW executives, it is becoming even more clear that the conspiracy was managed from the top. The German government says it will not extradite Winterkorn. The only way he could stand trial is if he voluntarily left the country. 
October 5, 2018: Six VW group executives have been imprisoned relating to the VW emissions scandal. Audi CEO Rupert Stadler has been fired from his position and has been jailed in Bavaria since June of 2018 in relation to making false statements and manipulating important witnesses in the VW emissions scandal. The company has so far paid 30 billion in damages with several billion more expected in coming years.
December 20, 2019: The Australian court has ordered a penalty of A$125 million ($86 million US dollars) for breaches to the law in the diesel emissions scandal. This is the highest fine Australia has ever ordered. Additionally, the Australian Securities and Investments Commission (ASIC) has begun investigation into VWs loans including allegations that VW did not use proper financial processes for determining loan suitability for customers. 
January 14, 2020: German prosecutors in the town of Braunshweig filed charges against six more Volkswagen executives including three charged with direct offenses and the other three charged as accessories to the offenses. Prosecution reported that 32 more VW executives are still under investigation. However, VW sold a record 10.97 million vehicles in 2019 (mostly in Asia) making it the world’s largest automaker by volume. 

Discussion Questions:
1. Based on the facts presented in the timeline, assess VW’s current culture. Be sure to identify values and underlying assumptions.

2. Discuss how a dysfunctional culture gets perpetuated within organizations.

3. Create a plan to reshape VW’s culture to be ethical and high performing, especially in the context of future industry disruption with ride sharing and the rise of autonomous driving technology.

4. Based on the VW case study, discuss why doing business ethically is good business.
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