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To:
Jeff Skilling, Steve Kean








From:
Charlene Jackson
Department:
Associate & Analyst Dept.






Subject:
Associate & Analyst Compensation Survey

and Bonus Range Increases
Date:
December 12, 2000

As you are aware there is concern about whether Enron’s compensation package for incoming Associates and Analysts is competitive.  I have completed a compensation survey, where I have reviewed energy companies, investment banks and McKinsey (survey attached).  Enron’s total compensation package (including the bonus potential) is actually richer than other energy companies, however, Enron’s base salary is considerably lower. 

There are two alternative ways in which to adjust the Enron package that would make it more competitive.  One is to increase the base salary and the other is to increase the sign-on bonus.  Both proposals are described below.  I have proposed changes to the current pool’s bonus range, which is also described below.  

Current Pool Participants – Increased Bonus Range

In June we made changes to the Analyst and Associate Programs.  One of the changes was to add an additional level for the Analysts.  Analysts are now promoted to the "3rd-year” Analyst position and they must complete three years prior to being promoted to Associate.  

This change was made because in the past Analysts were promoted to Associates after completing 2 years in the Program but were not given the same compensation as incoming Associates with graduate degrees.  Additionally, there was concern among the business centers that the quality and maturity of individuals being promoted to Associate needed to be stronger.  As a result, we added the third level to the Analyst program and gave the Analysts who were “promoted” to “3rd-year Analyst” the same compensation they would have received if they had been promoted to Associate under the “old guidelines.”  We also decided to give those individuals who had completed a third year and were promoted to Associate the same compensation as incoming Associates with a graduate degree.

The changes require adjustments in the bonus ranges.   The 1999 and proposed 2000 bonus ranges are attached.  The compensation representatives in the business centers are using the proposed ranges to estimate bonus pools.  They were provided with these figures about a month ago for planning purposes but were advised that the ranges were not approved. 

Incoming Associate & Analyst Compensation Package

As of the most recent Super Saturday (December 9th) we have made a total of 159 offers to Associates (includes 25 Summer Associates) and 184 to Analysts (includes 30 Summer Analysts).  To date, 18 Associates have accepted and 5 have declined the offer.  Twenty-one Analysts have accepted and 11 have declined.

Proposal A.  Because the candidates focus on the base salary rather than the total package, the preferable solution is to increase the base by $4,000 from $76,000 to $80,000 for Associates and by $5,000 from $40,000 to $45,000 for Analysts.  However, last year when the incoming Associates’ and Analysts’ base was increased, the current pools’ base was also increased.  Consequently, if we utilize this solution, there may be an expectation from the current pool that their base would be increased.  The total cost of increasing the base for the incoming Associates and Analysts is $780,000 (159 Associate offers; assume 50% acceptance rate; 80 x $4,000 = $320,000; 184 Analysts; 92 x $5,000 = $460,000).  If the base salary of the current pool is increased, the additional cost is approximately $2,350,000.  The total cost of this proposal could potentially be $3,130,000

I would argue that it is not necessary to increase the base of the current pool for several reasons. (1) it was increased last year because it had not been increased for several years; (2) we will potentially be increasing the bonus ranges by 20 - 35% for the existing pool; and (3) other companies do not make internal equity adjustments for existing employees when responding to market conditions for new employees.  Additionally, increasing the base salary for the existing pool participants causes compression issues for the remaining Enron population specifically at the manager level.

Proposal B.  Increase the sign-on bonus by $5,000 from $20,000 to $25,000 for the Associates and from $5,000 to $10,000 for the Analysts.  Total cost is estimated at $857,500 (343 offers; assume 50% acceptance rate; 172 x $5,000).

Recommendations

Proposed bonus ranges: Approve as requested.

Incoming Associate & Analyst Compensation Package: Increase base salary for incoming Associates and Analysts without increasing the base of the existing pool participants.  Although Enron’s total package is competitive, the perception is that Enron’s package is not because the base salary is considerably lower.  While increasing the sign-on effectively increases the package it does not dispel the perception that Enron is not competitive.

Associate and Analyst Programs








