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514 Cases in Business and Society

Massey Energy Corporation

At the time of the explosion, Massey Energy Corporation, the ssms
Upper Big Branch mine, was one of the leading coal producess = T Ui
company. which specialized in the production of high-grade metaisass
itself as “the most enduring and successful coal company in cenime =S
owned one-third of the known coal reserves. Massey extracted &= =
year, ranking it sixth among U.S. producers in tonnage. The comzas &
than a hundred utility. metallurgical, and industrial customsrs (= S
tracts) and exported to |3 countries. In 2009, Massey earned 5227 5
$2.7 billion. The company and its subsidiaries employed 5.800 pesgis

and 14 surface mines and several coal processing facilities 1= Weg

e ——

and Virginia.
Massey maintained that it brought many benefits to the natos &

Appalachian region. The coal industry in the United States, of &
portant part, provided the fuel for about half of the electricity s=w=
States. lessening the country’s reliance on imported oil. The comeas
of relatively well-paying jobs in a region that had long been maias = S
ployment. Economists estimated that for every job in the coal Infusss &8

half jobs were created elsewhere. The company donated 1o sCRE S
nered with local schools. and provided emergency support Guring sasas —_
severe {looding in West Virginia in May 2009. “We recognize & & ’L
viable communities for our company to continue to grow and suciess
its 2009 report to shareholders.

But critics saw a darker side of Massey. The company was ome o8 S
ers of mountaintop removal mining, in which explosives wers =t
of mountains to expose valuable seams of coal. The resulting wasE
into adjacent valleys, polluting streams, harming wildlife, and costumus
ter. In 2008. Massey paid 520 million to resolve violations of g s
largest-ever settlement under that law. In an earlier incident. toxis
an impoundment operated by the company in Martin County. S
hundreds of miles of the Big Sandy and Ohio rivers, necessiteias & = v
Worker safety was also a concern. An independent study found &
fatality rate of any coal company in the United States. For E-I.L—':TE C
up to the Upper Big Branch disaster, Peabody Coal (the indusis ealis S
had one fatality for every 296 million tons of coal mined: Massss = =

per 18 million tons—more than 16 times as high.

Donald L. Blankenship

At the time of the Upper Big Branch mine disaster, the chie?
puted boss of Massey Energy was Don Blankenship. A descendess i

the famous warring clans the Hatfields and the McCoys. Blank=asis
gle mother in a trailer in Delorme, a railroad depot in the coslSais &
mother supported the family by working 6 days a week. 16 hosss 28
ence store and gas station. Michael Shnayerson, who wrote ebac =
Coal River, reported that the executive had absorbed from his =

work—as well as contempt for others who might be less ¢
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Executive Compensation

Cases in Business and Society

weren't right.”™ Blankenship told an interviewer, “People t2fk s
what you do when no one clse is looking, But the truth of 5c s
doing that which is unpopular if it's right, even if it causes you & &

As CEO, Blankenship maintained a laser focus on productivics. &=
titled "RUNNING COAL” to all Massey underground mine supersis

If any of you have been asked by your group presidents, your g

|

neers, or anyone else to do anything other than run coal (e SSIES
construction jobs. or whatever) you need to ignore them and fis SSSS
necessary only because we seem not to understand that coal Sass SRS

A week later, after this memo had been widely circulated, he flioss
which referred to the company’s S-1. P-2 (safety first, productos Seo
wrote; “By now cach of you should know that safety and S-1 &5 s
Produclivity and P-2 are second.”

Blankenship was well compensated for running Massey. As shoss & =
compensation in 2009 was almost $18 million: this was up from
$9 million in 2007. Blankenship's base salary in all three yeass w2
far the greatest proportion of his total pay came [rom a pecos=s

system established by Massey’s board of directors. In its filings sl S
described its philosophy of compensation this way:’

We compensate our named executive officers in a manner &
and retain highly qualified and gifted individuals and 1o
and motivate the named executive offieers 1o achieve ce
company=wide performance for the benelit of our stockholas

Accordingly, the compensation committee of the board estaBlssas &=
Massey's CEQ. (Similar plans were in place for other senior cxccais
set specilic performance measures for “areas over which Mr. Blz=
and positioned to directly influence outcome.” These areas. =2 &
incentive compensation based on them, are shown in Exhibit 2

By one estimate, in the 10 years leading up Lo the disaster B2
of $129 million in compensation from Massey.” “T don't care wha peme
said during a talk to a gathering of Republican Party leaders in Was s

* Michael Shinaye

Disaster, p. 80

1, quoted In Uni

© Jim Snyder, “Q&A with Don Blankenship,”

At the time of the UBB d , Massay
other members were Baxter Phillips, Jr,

G me of the Federal M
an attorney-and former commissioner of th

chairman of Deloi
In stock, plus 32
Farm B-K, November 2009).

* Massey
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Exhibit B

The Upper Big Branch Mine

Incentive Compe:

Massey Energy

The calculation of incentive plan compensation was based on achlevem=m & 5=
areas:

EBIT (earnings before interest and taxes)

Produced tons

Continuous miner productivity (feet/shift)

Surface mining productivity (tons/man-hour)
Environmental violations (% reduction)

Fulfillment of contracts

Nonfatal days lost due to injury and accident (% reduction)
Identification of successors

Employee retention

Diversity of members

TR EEE R

Source: Massay Energy 2010 Proxy.
Note: A “continuous miner" is a large machine that extracis coal underground.

regulatory mandates. The law required at least four full imssecs
mines annually.

o Then in 2006, after vel another string of mine tragedies focused manin
dangers of mining, Congress passed the Mine Improvement & ,
Response Act, known at the MINER Act. This law created s=w =i
survive underground explosions and accidents.'’

3

States like West Virginia that had significant mining indusimes S50
regulatory rules and agencies.

Although MSHA was empowered to inspect mines unannounces
for violations, the agency had limited authority to shut down 2 == & &
was present or if the operator refused to pay its fines. Criminal vioiss
laws were normally considered misdemeanors rather than feleniss

Over time, fatalities in the industry had declined. At the turn of t5e 28
300 to 400 miners died every vear in the nation’s coal mines: 53 & &
had dropped to less than 50. Injuries and illnesses had also dropped &=
reflected tougher government regulations. They also reflected the = & 8
(mostly in the western United States), which tended to be safer. 202 &5
technologies that mechanized the process of underground mining The &
mining industry had also given workers a greater voice and the ng= &
sentatives in many workplaces.

Massey had bought the Upper Big Branch mine in 1993 from Ssaias &
particularly valuable property because its thick coal seam prodecss
metallurgic coal favored by utilities and the steel industry. T+ '
worked there on three, round-the-clock shifts. In 2009, Upper &

ion," Mine Safety and Health Administraiion S==—

"“History of Mine Safety and Health Lagis|
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Exhibit C

Causes of the Disaster

Safety and Health T

Upper Big Branch Mine, As:
Penalties and Amount Paid, 2000-

Year Number of Citations Assessed Penalty ($)

2000 240 55,325
2001 398 48,761
2002 221 64,726
2003 175 41,934
2004 238 48,371
2005 143 32,577
2006 173 191,249
2007 271 253,984
2008 197 239,566
2009 515 897,325

Source: MSHA data. raporied in the appendices of Industrial Homicide: Reporton the Upper

After the disaster, Blankenship stated. *Violations are unfortunatels
mining process. There are violations in every coal mine in America, and T 58
that had violations.”

In the months following the tragedy at Upper Big Branch, three sepa
conducted by the federal MSHA. a commission established by 1
Virginia. and the United Mine Workers—examined the causes of the fue
came o the same conclusion: that a spark from the longwall shearer had ¢
methane, which had then set off a series of explosions of volatile coal dus
through the mine. Such events could only have happened in the presence g
tematic safety violations. Among the problems cited by the investigators wews &

* Rock Dust. Investigators found that the company had failed to mees
dards for the application of rock dust. As a result. explosive cozl dus |
surfaces and in the air throughout the mine.

The state commission reported that the Upper Big Branch mine had seis &
assigned to rock dusting, and they typically worked at the task only thr
were frequently called away to do other jobs. Moreover, their task was o
because the mine’s single dusting machine, which was about 30 vears old s
of the time. Federal investigators later determined that more than 90 pe
the mine where the explosion occurred was inadequately rock duste:

ence of large amounts of {loating coal dust in the mine was also sug
dence. Seventy-one percent of the autopsied victims showed clinical e
disease. caused by breathing airborne coal dust. Nationally, the rate of Sla
in underground coal miners was around 3 percent.
o Ventilation. Investigators found that the Upper Big Branch Mine did nes

ventilation to provide the miners with fresh, breathable air. and (o remmse S
well as methane and other dangerous gases.
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522 Cases in Business and Sociery

Discussion
Questions

witness intimidation, obstruction of [company| investigators. ans
citations."®
In a conversation with stock analysts six months after the disaster, Blamisss
he had a “totally clear conscience™ and that he did not believe Masssy Sas
any way to the accident.”"”

_ 1

pomt

. What were the costs and benefits to stakeholders of the actions 12k=s =
and its managers?

[Ee]

. Applying the four methods of ethical reasoning (utilitariznis=. ===
virtue), do you believe Massey Energy behaved in an ethical massss 85

o

. Who or what caused the Upper Big Branch mine disaster, and w&s &0

i

. 'What steps could be taken now to reduce the chances of a similar Sass
the future? In your answer, please address the appropriate rolss of =
(and their directors and managers), government regulators and sotas
workers and their union in assuring mine safety.

€ hetoumusmia.comidownload/MasseyUBBReport pdf

"% “CED says Massey has 'Clear Conscience’ over Upper Big Branch,” Chorleston &



