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Ms. Pam Butler
Director, Compensation
Enron Corp.

1400 Smith Street
Room EB 1668

Houston, TX 77002-7361

Dear Pam:

As requested, Towers Perrin has prepared this letier to document the results of a
recent marketplace compensation analysis for the top two executives {Mr. Lay and
Mr. Skilling} at Enron Corp. The following sections describe our study methodology

and findings.

Methodology

In this analysis, we have prepared the following alternative compensation scenarios,
contingent upon the roles which both Mr. Lay and Mr. Skilling may assume with
Enron in the future:

® Mr. Lay paid as Chief Executive Officer (CEQ)

| Mr. Skilling paid as Chief Operating Officer {COO)

B Mr. Lay paid as Chairman of the Board.
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Towers Perrin developed marketplace compensation-rates for the top 2 positions at
Enran in terms of the following components of compensation:

Base salary;

Actual total annual compensation [base salary plus most recent annual incentive);

Long-term incentives {annualized present value of all long-term incentive
vehicles); and

Actual total direct compensation {actual total annual compensation plus Iong-terfn
incentives).

in developing compensation rates for each alternative, Towers Perrin utilized both
published/private compensation survey data and peer group proxy statement data as
follows: '

Published/Private Survey Data

— Towers Perrin utilized compensation data available in our 2000 Executive
Compensation Database to develop one set of marketplace compensation

rates.

-— The survey data collected for each alternative are representative of pay rates
for the following positions {as appropriate for each alternative);
- Chief Executive Officers or Chief Operating Officers in general industry
companies with annual revenues of $56 billion; or _
— Non-CEO Chairmen of the Board in general industry companies with
annual revenues of about $5 billion {the highest revenue scope available
for this position}. These chairmen are executive employees.
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| Proxy Data

— Towers Perrin analyzed compensation data available in the 2000 proxy
statements for a group of twelve comparable companies, reflecting Enron’s
input. Eleven of these companies were included in a peer group used to
assess Board of Director compensation at Enron in April 2000. The peer
group companies, along with each company’s net income and revenues (for
the four quarters ending June 30, 2000}, and total assets and market cap (at
June 30, 2000}, are presented in Exhibit 4. Enron compares favorably with the
selected companies in terms of the financial statistics shown.

— The data collected for the selected positions are representative of pay rates for
the first and second highest paid positions {based on total direct
compensation) from each peer company. Exhibit 5 provides detailed
compensation data for each company’s two highest paid executives. Please
note that Exhibit & presents 1999 compensation data as reported in 2000
proxy statements.

® All data (proxy and survey) were updated to January 2001 using an annual update
factor of 4.5%, except for the raw proxy data provided in Exhibit 5.

Long-Term Incentive Valuation Methodology

The published/private survey expected present vatue of stock options and other long-
term incentive grants has been calculated using the Black-Scholes option pricing
model. This model enables Towers Perrin to calculate the estimated price a trader
would pay for a stock option or other long-terrn incentive on a present-value basis.

The expected present value of long-term incentive grants for the comparable
companies were calculated in a similar manner, except that Towers Perrin used a
three-year average of awards from 1997 to 1999 as provided in 2000 proxy filings for
each company. For Enron, Towers Perrin calculated a three year average as well, but
utilized data from 1998 to 2600 (2000 data was provided by the Company).

No adjustment was made for risk of forfeiture during the long-term incentive vesting
period for Enron or for the peer companies.
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1owers Perrin

Competitive Findings

Qur competitive findings are presented in the following attached exhibit:
® Exhibit 1 presents marketplace pay data for the CEO.

m  Exhibit 2 presents marketplace pay for the COO.

B Exhibit 3 presents marketplace pay for the Executive COB.

Pam, | hope this information meets your needs. Please call with any questions or
comments.

Sincerely,

CEE:mhm

Attachments
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