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Chairman, Enron Compensation Committee
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7 Bristol Green

San Antonio, TX 78209

Dear Dr. LeMaistre:

As requested, Towers Perrin has prepared this letter providing alternative
compensation arrangements for Ken Lay, given his shift in responsibilities to
Executive Chairman of the Board, with Jeff Skilling becoming CEQ of Enron. In
addition, | have also attached a suggested process for “stress-testing” Enron's
executive compensation program under various stock price performance scenarios.

Attachment A provides three alternative compensation arrangements for Ken Lay.
(Note: This Attachment also shows market compensation data for Jeff Skilling in his
new CEQ role as a reference point. Market compensation data for the CEQ, COOQ,
and Executive Chairman of the Board positions are presented as an Appendix to this
letter.)

In reviewing the aiternative arrangements for Mr. Lay, please be aware that
Alternatives 1 and 2 assume the Compensation Committee wants to treat 2001 as a
transition year for Enron, where the Chairman will be more actively involved in the
Company’s day-to-day business than he will likely be in the future. Alternative 3
assumes the Committee wants to provide competitive Executive Chairman of the
Board compensation to Mr. Lay. (Note: An Executive Chairman of the Board is a
non-CEQ who is employed by the Company, but is less active in day-to-day affairs
than a CEQ.) Given our previous conversation, it would appear this alternative might
be more applicable for 2002 and beyond, if Mr. Lay continues as Executive Chairman
after 2001,
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Finatly, Artachment B provides a brief description of a proposed process to “stress-
test” Enron’s executive compensation prograrm. Towers Perrin understands the
objectives of this study are to examine the relationship between pay and
performance given possible volatility in Enron’s results, to ensure the Company has
the ability to attract and retain talented people in good and bad times, and to help the
Compensation Committee in understanding how changes in equity market conditions
may affect executive compensation at Enron.

* * * * *

| hope this material is helpful. Please call me with any questions.

Sincerely,

CEE:mhm

cc! John Duncan
Mary Joyce
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