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Dear Dr. LeMaistre:

As requested by Enron’s Compensation Committee, Tower Perrin has prepared this
letter providing our opinion regarding the competitiveness of the executive
compensation programs at Enron Corp. Our comments about pay competitiveness
relates to organizations that are going concerns, without any adjustments for a
company’s financial condition. The remainder of this letter provides a discussion of
Enron’s pay philosophy, the methodology used to assess pay competitiveness, and
the competitiveness of specific executive compensation programs.

Pay Philosophy

Enron’s executive pay philosophy has been to target approximately the market
median (50" percentife) for base salaries, the 75® percentile for total cash {i.e., base
plus bonus), and the 75 percentile for long-term incentives. However, actual bonus
payments and long-term incentive awards are to vary based on performance.

Market Pay Assessment Methodology

Enron has for years collected marketplace compensation data for as many of its jobs
as possible. Towers Perrin’s involvemant in this process has varied over time,
ranging from actually developing market compensation rates for hundreds of jobs to
opining on the overall methodology used by Enron’s executive compensation staff.
Towers Perrin has also reviewed the individual market pay rate and recommenda-
tions developed by Enron Executive Compensation staff for the Management
Committee. However, the Compensation Committee has consistently relied on
Towers Perrin for market pay data for the CEO and at least two other senior officer
positions each year. :
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In Towers Perrin’s experience, the appropriate market data to be used depends on
the size of the company {most often measured by revenues, as shown in most
reputable executive pay surveys} and industry affiliation (for certain commercial
jobs). In our opinion, the data sources relied upon by Enron for developing executive
and commercial market compensation rates are widely accepted and utilized surveys,
such as those produced by Towers Perrin, Hewitt, and Mclagan Partners.

[ S,
As alluded to above, company size, as measured by revenues, is an important factor
in determining market pay competitiveness. Traditionally, Enron, like most of its
energy industry competitors, considered the Company’s full revenues in assessing its
size for market pay determination purposes. However, with increased trading
volumes and volatility, the Company’s 2001 actual and 2002 expected revenues
escalated dramatically. For example, 2000 actual revenues were about $7100 billion
and 2001 expected revenues (until the turmoil experienced in the last quarter) were
estimated at about $200 million. Because these revenue growth rates were so
unpresidented and because the Company'’s size had not increased as dramatically
using other measures {such as assets, employees), the Compensation Committee
agreed to moderate the revenue growth impact on compensation decision-making
for 2000 and 2001. For 2000, budgeted revenues of $56 billion [versus actual
revenues of about $100 billion} were used to determine company size. For 2001, the
recommended methodology was to use revenues equal to the revenues of
companies with market capitalization equal to roughly 50% to 200% of Enron’s
market cap for a trailing 6 month period. This methodolagy produced net adjusted
revenue of $45 billion for Enron to use as of August of this vear.

Please note that most of Enron’s energy industry peer companies still use total gross
revenues to determine their size for executive pay purposes. Consequently, the
methodology used by Enron in 2000 and 2001 was conservative,

Competitiveness of Enron Pay Programs

While Towers Perrin and Enron’s executive compensation staff ha;/e worked together.
in assessing the competitiveness of executive pay at Enron over time, a
comprehensive analysis examining the relationship between pay and performance
was conducted in April 2001, This “stress test” analysis (which was requested by the
Compensation Committee) included:

® interviews with senior management and members of the Board on the perceived
effectiveness of Enron's executive pay programs;

EC2 000028642
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R A competitive compensation analysis for 60 key executive positions:
B Areview of the in-the-money value of equity-based pay;
B An analysis of expected total direct pay at various share prices; and

™ An assessment of potential stock overhang under various projected sharg price
levels. '

As part of this analysis, Enron’s performance was compared to selected investment

banking and energy industry peer companies for 1998 to 2000. A copy of this
analysis is shown in Attachment A. As shown, Enron’s performance on ROE and TSR
was typically above the median and was often around the 75% percentile compared to
its energy industry peers. On a market cap basis, Enron was larger than all of the
energy and investment banking companies analyzed, except Morgan Staniey Dean

Witter.

The competitive pay assessment showed that Enron’s base salaries were 91% of the
market median (using the $58 billion sales figure regression analysis previously sited)
and that total pay levels for 2000 {including base, bonus, and the expected value of
iong-term incentives) was 113% of 75 percentile. Towers Perrin believes an
organization’s pay levels are competitive if they falt within 90% to 110% of a market
reference point. Therefore, we concluded that Enron’s total direct pay levels for the
executives in the study were slightly above the 75" percentile, based on the
Compensation:Committee's judgement regarding company performance.

Annual Incentive Pay Structure

Until the year 2000, Enron funded bonus pools for each business unit and corporate
staff based on market ievels of incentive funding by business line {e.g., trading versus
asset business). In 2000, senior management expressed concern that this bonus
funding structure discouraged key commercial employees from leaving profitable
units to take critical positions in less profitable units (since funding was based on a
percentage of net income for each unit).

To address this concern, Towers Perrin recommended {and the Compensation
Committee adopted) a new bonus funding scheme under which bonuses throughout
the Company would be funded at the equivalent of 16% of corporate earnings before
interest and taxes (EBIT). {This recommendation was revised at management’s
request to be expressed as about 24.5% of recurring net income so that taxes and
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interest expenses would impact the calculation, assuming a 35% tax rate). Individual
employee bonus allocations from the pool were then to be made using discretion,
but considering the value of the individual's position using market data and individuai
performance. '

In Towers Perrin’s experience, this annual incentive plan design is consistent with
rmarket 75" percentile practices for energy trading and marketing entitieg.

Long-Term Incentive Plan Design

Enron’s fong-term incentive plan consists of two parts: stock options and
performance accelerated restricted stock (TARSAP). Under this program, 50% of the
expected value of long-term incentives is delivered using each vehicle.

Enron is consistent with market practice in using stock options. According to Towers

Perrin’s 2001 Long-Term incentive Plan Survey, 89% of companies use stock options.

The Company’s use of restricted stock is somewhat less common. Towers Perrin’s
survey data show that 20% of companies use restricted stock. Prior to 1899, the
Company used a combination of stock options and a long-term performance plan.
However, the Company began experiencing retention problems in 1988/99 that led to
the need to provide retention incentives, The restricted stock element of this
program was intended to meet this objective. However, Enron's restricted stock plan
provides for awards to cliff vest 4 years after the date of grant, with vesting to be
accelerated if certain performance levels are achieved relative to the S&P 500 index.
This plan feature increases the performance sensitivity of the restricted stock element
of the plan while at the same time aiding in empioyee retention. '

Other Pay Actions

This fall, Enron experienced a sudden and unexpected decline in its share price and
investor confidence. Because the Company has relied significantly on stock-based
pay and cash incentive pay to attract and retain empioyees, this turn of fortunes |
resulted in significant concerns about how te hold the Company together during this
time of turbulence.

Enron then entered into @ merger agreement with Dynegy. Because compensation

 issues during an expected merger are unique, Towers Perrin prepared the

November 14, 2001 letter (Attachment B} to help guide Enron’s Compensation
Committee in its decision-making. This letter recommended that the Committee
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provide fully competitive 2001 bonuses for key commercial employees (based on
their performance and market values), since their talent is significantly in demand in
the market and since Enron’s ultimate value to sharehoiders would depend on
keeping key talent in this area. Based on these facts and market pressures, the
Compensation Committee established a 2001 annual bonus pool of $50 million to be
paid to up to 100 key commercial employees in Enron Americas. This funding equals
about 2.6% of Enron Americas’ (its most important commercial unit) EBYF, which is
dramatically less than market median funding of 15% of EBIT for energy trading units.

Following Dynegy's withdrawal from the merger agreement, Enron then faced the
issue of retention of critical non-commercial staff. Enron’s Compensation Committee
chose to establish a 2001 bonus pool for this group of about $54 million. This plan
excluded any payments to-16(b) officers and contains a requirement that any
recipient who voluntarily terminates employment prior to 90 days after receipt of
payment must pay back 125% of the award.

This bonus plan was approved for 528 individuals {out of an employee population of
20,000) who are considered critical to the Company's ability to function. In essence,
the plan pays awards equal to about 90% of prior year bonuses (on average} in order
to retain key staff not covered by the Enron Americas plan cited above. As shownin
Attachment B, 45% of surveyed companies repor using stay bonuses. The Enron
bonus payments to these critical employees were structured to be a form of stay
bonus, since the payouts contain a claw-back feature and a premium repayment to
the Company of 25% in the event of voluntary termination,

* * * * *

| hope this letter meets Enron’s needs. Please call me with any questions.

Sincerely,

Uod lie

CEE:mhm

ce:  Ms. Mary Joyce
Mr. John Duncan EC2 000028645
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Attachment B
November 14, 2001 -
Dr. Charles A. LeMaistre _
Chairman, Enron Compensation Committae
Enron Corp. )
7 Bristol Green S,

San Antonio, TX 78209
Dear Dr, LeMaistrs:

As requested by Enron, Towers Perrin has prepared this letter addressing potential
strategies Enron may want to consider in dealing with 2001 bonus allocations and
possible ways to retain key employees during the period before the merger with
Dynegy is completed. We have also outiined our understanding of how Enron's
Compensation Committee is impactad by the announced merger.

Spacial Merger-Reiated Doecision-Making Considerations

Before discussing specific compensation strategiss, we want to remind the
Cormpensation Committee about the extra importance of its decisions in light of the
Company’s “in-play” status and other pending litigation. We bslieve it is critical that
the Compensation Committee understand how the announced merger needs to
impact is decision-meking. This input reflacts our extensive experience as
compensation consuftants and advisors to Enron and its board, but should not be
taken as legal advice. TOWERS PERRIN DOES NOT ENGAGE IN THE PRACTICE OF
LAW, 50 THE COMPANY SHOULD SEEK LEGAL COUNSEL'S OPINION ON THESE

ISSUES.

Also note that lawyers and courts do not always interpret these matters in sxactly the
same way, What we're outlining here reflacts what we have seen ag mainstraam
intarpratations of law firms with which we deal.

Under most circumstances, Compensation Committee actions ara govemned by the
Business Judgment Rule. Under this ruls, Compensation Committes {and fuil Board)
decisions are not to be second-guessad if good processas have been used in making
dacisions, aven if the impact of the decisions tum out to be unfavorable. A helpful

SAIBATOTCOMPMONSONANL LEMAISTRED-FT.00C
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condition for damonstrating sound business judgment is the uss of reputable
professional experts (such as compensation consultants in the case of making
compensation decisions).

However, once a company is "in play” a higher standard of decision-making may
apply. Many legal experts believe the burden of procf that the decisions taken by a
Board of Directors are reasonabls shifts to a higher standard. This standard, in
assance, is that decisions made must be directly in the shareholders’ ifitarast.
Consequently, actions taken by a Compensation Committes during this period are
scrutinized much more closely and documentation of the reasons for decisions taken
is critical. At such a time, company should not be making significant increases in pay
or other program changes unless it can substantiate a compelling business rationale
for doing so. Otherwise, charges of Corporate Waste or other breach of fiduciary
duty could be levied.

Enron Compensation issues

Enron faces a variety of critical compensation issues in light of the announced
merger with Dynegy. in our opinion, it is critical that these decisions be made
recognizing the following facts:

8 Enron’s financial performance for the year {as measured by racurring net income)}
is likely to be good. Howaever, its stock price has dropped dramatically.

# Enron's greatast value is in its core trading, other commaercial and pipsline
busginesses. With respect to the trading and other commarcial businessas, the
value imbedded in the business resides largely in the intellactual capital of the
employees. Therefora, it is critical that key psopls associated with thass
businessas ba retained in order for the Company pre- and post-marger to have
valus to sharsholdars. This is particularty true of kay commaercial peopla who, in
our opinion, can find other job opportunities with equivalent pay opportunitias

instantly. .

Ta deal with thesa concerns, Towars Parrin has developed some suggestsd
parameters for Enron to consider in making 2001 compensation decisions. We will
address possibls 2002 compensation structure issues at a later data.

SAUBANTI COMPMONSONM Liemantredi-ot doc
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.S_ug"ge;t-ad 2001 Compensation Decision Parameters

Given the announced merger, Enron’s financial performance, Enron’s stock price

- parformance, and the fact that Enron’s commaercial talent has highty portable skitls,

Towers Perrin suggests that Enron make its 2001 compensation decisions within the

following parameters:

® Equity Compensation - In most companies, immadiate vesting of:&_u;{y-
compensation takes place upon a change-in-control. In Enron’s case, the squity
plans only accelerate vesting in the event of a hostile tskeovaer. (it is our
understanding that the Dynegy merger does not rapresent a hostile takeover.}

This lack of vesting complicatas mattars for Dynegy following the merger.
Spacifically, Dynegy’s stock ovarhang (i.e., the percentage of sharas resarved for
stock-based pay) is about 10% while Enron's overhang is about 15%. With no
acceleration of vasting {which is typically couplad with a requirement that options
he axarcised or cancelled within 3 months of the change-in-control), Dynegy will
inharit Enron’s overhang. What is more, this overhang may exist for years since
Enron’s stock options are deeply underwater. (Howaevaer, this overhang problem
may deciine if thera ars significant employee terminations.) '

In addition, since most companies accalerata vesting of equity incantives in the
avent of a8 change-in-control, there is little precadence for making any new aquity
grants to the acquired company’s employees once a8 merger is announced.

Given thess issuss, Towsers Perrin recommends that Enron generalty not make
additional equity grants to its amployees. The one exception to this rule is in the
casa of empioyess who have equity award guarantees within their employment
agreements. In this case, Enron may want to buy-out the squity award portion of
the contract with deferred cash payouts over the naxt year. Howevaer, unless
contract employees agree to a buyout, wa balieve Enron must honor its contracts.

B 2001 Annual Incentivas — Enron’s annual incentive pian is funded with up to
24 5% of recurring after-tax net income. This funding level was established based
on markat 75 percentile norms of 16% of EBIT for anergy trading and marketing
organizations, converted to a percentage of after-tax net income using an
assurmed tax rate of 35%. Enron then allocates hanuses to individuals based on
targeting market 75" percentile bonus awards for comparable positions, adjustad

SATB4RD1COMPMONSORMLIsmaletras0d-pt.doc
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- for performance.

Towers Perrin understands that Enron expects to have a 2001 bonus pool of
about $280 million for 2001 performance. (Note: We balisve this figure is based
on racurring net income laveis and does not reflect rastatements of earnings or
write-downs. The Committee clearly should consider the impact of these one-
time avents on the size of the bonus peol.) While we undsrstand that the merger
agresmant with Dynegy aliows Enron’s Compansation Committas‘to-maks 2001
bonus (and other pay} decisions, we recommend that the following parametars
be considerad in the bonus allocation process:

-~ The CEQ and other kay corparate officers named in the proxy and/or directly
involved in the ongoing SEC investigation should racsive no bonus for the
year, This recommendation is basad on the dramatic deciine in Enron’s share
price and the fact that quastions exist regarding the actions {or inactions) of
thesa officars that fed to the markat decline.

—— Kay commercial {e.g., trading) and pipaline empioyees who have contributed
to Enron’s profitability and who are key to its ongoing success should be
receiving bonuses fully commensurate with their market vaiue and
parformance.

- - Certain officers {including those who may have recantly become proxy-named
axaecutives) who hava been, and continue to be, critical to the past and future
success of the core pipeline and commarcial business should recaive bonuses
hasad on their market value and performancs, but adjusted in the case of
newly-named proxy officers to reflect the time spent in commercial roles.

—— Other key staff support people (e.g., [T, Accounting, Risk Control) who played
a critical rola in Enron’s 2001 success and who ars critical 1o maintaining the
current systems required to run the company should receive competitive
bonuses, adjusted to reflact their parformancs. :

in considering the timing of benus payouts, Enron should nota that most comparntas
pay the fuil bonus with no mandatory deferrals based upon audited financial results
{e.g., late February or early March of the year following the performance period). The
one notable exception to this practice exists within energy trading and marketing
unite. Approximately 60% of the major anergy trading and marketing groups defer a
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 portion of trader/originator bonuses in excess of some threshold amount ovar a 2.

year period. A conservative model for this defarral would be to defer 50% of any
bonus over $1 million over two years, with one-haif of this amount payabie one year
after tha initial payout and the remainder payable two years after the initial payout.
This deferral feature is intended to halp ratain key trading talent. We recommend
that Enron consider deferring a portion of its 2001 commaercial smployee bonuses for
at least a one to two year period to aid in retaining key talent, which should aid in
employee retention. Howaevar, we racognize that the Company will need to handla
this issue with great care, sinca it has not deferred thess bonus payouts in the past
and since its best commoercial employees have tremendous markat opportunities.

Finally, to help Enron in making bonus allocations to key commaercial talent, please
note that while the data contained in Towers Perrin's 2001 Energy Trading and
Marksting Survey provides a good starting point for determining competitive bonus
lsvels, market practice varies widely based on perfarmance. Specifically, the survay
shows statistics based on the average pay rates reported by a company for all
employees in a given position. Therefore, intra-company pay differences among
employees in a given job are not shown.

While Towers Perrin has not conducted a formal survey of individual incumbent pay
lavels among energy trading and marksting units, we know from our consulting
experisnce that many individuais who are not corporate officers received annual
banuses in excess of $1 million in 2001 for 2000 performanca. We also wars told by
one company that they paid a bonus of about $10 million to their leading trader, and
that a smail number of traders raceived bonusas of $5 million to $9 million. Wa are
not providing this information to recommend any specific pay actions for Enron, but
to simply give you the information you need to compate in today’s commarcisal

market.
Cther Retention Issues

Given that most of Enron's businesses are based largely on the intellectusl capital of
its paople, retention of key talent is critical in order to snsure that shareholder value
is maximized in the merged entity. Since the merger will impact bath Enron and
Dynegy employaes (and since Dynagy has infused significant capital Into Enron), we
balieve that any significant retsntion stratagies should be discussed jointly betweaen

Enron and Dynegy.
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Nevertheless, Towers Perrin believes Enron faces some immaediate and significant
retention issues as a resuft of having no current positive spread in its stock options
the fact that many of its best employees are questioning whether they will be paid ;or
their contributions in 2001 or 2002, and the Company’s history of relying heavily on
stock-basad pay. We believe Enron and Dynegy need to mave quickly to address the
ratention of key employees that will be needed during the mergar transition periad
and beyond.

The traditionat tools used to retain employeas ara restricted stock grants, contracts
and/or change-in-control agresments, and stay bonusss. Enron has slready used
restrictad stock to provide 50% of the expected value of long-term incentives in
racent years. Howaever, whila thig stock has some retention valus, this value has
been vastly diminished as a resuit of Enron’s stock price decline. Enron also has
hundreds of employment agreements that provide severance pay and contain non-
compets clauses, which should halp with retention, as well.

However, we believe thess devices alons will not likely hold ail of the amployeas
Enron needs to continue cperating and to provide value to shareholders in the newly
mergad company. To effectively retain key amployees, we balieve Enron and

Dynagy need to work together guickly to:

m Identify critical functions and people that need to be retained until the merger is
closed and after closing;

® Determina {based on current pay and market opportunitias) the magnitude of the
handcuffs required to lock in key staff, considering the velue of axisting
employmaent contracts and unvested restricted stock; and

m Consider estabiishing a stay bonus plan for critical employses who do not have
sufficient retantion hooks through axisting devices.

in evaluating the nesd for a stay bonus plan, Enron should note that the 2 Annual
Retention Bonus Survey conducted by WorldatWork showed that 45% of 550
companies adoptad retention bonus programs in the last year and that eligibility was
axtanded to key employeas in technical, professional, and management positions.
Whila the data from this survey show s wide range of practices in tarms of the size of
awards, Towers Perrin believes that awards would need to be in the following ranges
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to have meaning to Enron employzes {given historical pay practices and market
conditions}.

Potentisl Stay
Employee Group/Lavel us as Base Pa
Exacutives/Kay Commercial 100% to 200%
Key Technicai 50% to 100% —— =
Key Staff Support 20% to 40%

These payout ranges assume tha retention period is one year, so the numbers would
need to ba reduced for a shorter retention period on a pro-rata basis. Also, the value
of any employment contracts should be netted out sgainst the value of stay bonuses.
Finally, Towers Perrin believes that a properly designed 2002 annual bonus program
may mitigate the need for stay bonuses to some degree. We plan to work with Enren
on this igsue in the coming weeks.

* * * * *

Or. LeMaistre, | hope this letter is helpful. However, Towers Parrin re-emphasizes the
need to coordinats retention pay issues with Dynegy’s Top Management and Board.
In the overall scheme of the merger, Dynegy's pians for the core business of Enron
will have a major impact on the number of key empioyess they will want to retain.
Please call me with any questions. '

Sincerely,

CEE:mhm

cc:  Mary K. Joyce - Enron
John Ellerman - Towers Perrin/Dallas
Pauls Todd - Towers Perrin/Stamford
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Charles E. Essick

Princepal

1 Houston Centar

1221 McKonney. Suite 2600
Houston, TX 77010 1005
713 754-5416

Fax: 713 754.5462

Towers Perrin

D ————

PRIVATE & CONFIDENTIAL
Nove_m ber 16, 2000

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

Ms. Pam Butler
November 16, 2000
Page 2.

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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Towers Perrin

Ms. Pam Butter
November 16, 2000

Page 3.

| 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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Ms. Pam Butier
November 16, 2000
Page 4,

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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Charles E. Essick
Pringipal

T Hauston Doriar

1221 Wziregy Soite 2800
sousior TA D725 A0S
Ti3 794 5418

Fax. T13754.3487

Towers Perrin

e

PRIVATE & CONFIDENTIAL
January 18, 2001

Dr. Charles A. L.eMaistre

Chairman, Enron Compensation Committee
Enron Corp.

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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Dr. Charles A. LeMaistre
January 18, 2001
Page 2.

Towers Perrin

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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