{L;____
LWestern Resources

Davip C. Wit
Chatrma of the Board.
President ard Chief Execunve Oficer November 7 2001

Mr. Frank J. Becker
Mr. Gene A. Budig
Mr. John C. Dicus,

In anticipation of our November 16 meeting, | wanted to share some thoughts
with you regarding compensation (see Exhibit A). In addition, | have attached proposed
amendments {Exhibits B-C) to the split dollar plan that | would like for you to consider.
You may wish to table a proposal relating to John Hayes until we know more about the

Don Barry deferred compensation plan.

. Please call me if you have any questions.

o Sincerely,

attachments
ce: Larry Irick

818 South Kansas Avenue f Topeka, Kansas 66612
Telephone: (783) 375-640! { Fax: (785) 575-8061

Intermer: david_wittigBwstnres.com
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Exhibit A

. Compensation plans at Western Resources have consisied of four paris: salary, shori-
term bonus, long-tarm plans (RSU's), anc pension.

l.

Ml

V.

Salaries: Salary levels are generally beiow market for most employees,
according to regular surveys the HR department perfcrms for comparable jot
data. This is consistent with our philosophy of payirg below market, with an
oppertunity to eam above market if performance measures are met. In the last
several years, Western has streamlined the paygrace systam, cutting the
number of pay grades in half and estabiishing more rigid pay scales within
grades. Finally, we have biannual reviews for promotions to new pay grades.
This has created a more cansistent message for our employees.

Recommendations: 3% aggregate increase for non-union employees. Eliminate
more pay grades to further streamiine the review process.

Short-Term Incentive: All pay grades participate in a short-term incentive plan
that nas been exclusively formula driven. The individual payouts are, {0 a large
extent, formula driven as well, and as a result, it has bean more difficult ta

differentiate performance.

Recommendation: Change formuia compensation to allow management to pay
for performance. The current formulas would simply be a guideline. Senior
management and the Board would establish two bonus pools; one for officers
and the other for all other employees. Manzgement would have discretion as to
how to allocate bonuses and to pay bonuses in stock, cash, or other assets.

Long-Term Plans: RSU's are the long-term incentive of choice and are easier to-
manage and less dilutive than the old option pian. The board adopted certain
guidelines for ownership pertaining to the receipt of RSU’s. Those guidelines will
go into effect in 2002. Ernployees who wish to receive RSU's must own WR

shares that they purchased.

Recommendation: Western Resources will pay cut $8.4 miltion in RSU’s (as
compared to $14 million in 2001) and $5.6 miliion in Protection One or Guardian
Industries. Dividends on WR RSU's should be paid in stock, until the RSU vests.
Finally, ail RSU’s should be expensed in the year they are granted. In addition,
a loan program should be established to encourage ownership by officers.

Pensicn: The pension benefit is important to iower paid employees, but less
relevant to higher paid employees, because annual pension benefits are capped
at approximately $100,000. Historicaily, a SERP pian existed for more highly
compensated employees, but that plan was terminated for new participants in
early 2001 because of the costs associated with maintaining such a plan.
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VI

VI

Currently, only five members of management particidate in the ptarn: Wittig,
i.ake, Mathis, Hunt, and Wages. The pian is not (and has never been) funded.
Recommendation: We continue to fund the iiabiiity for the pariicipants and fund
the future liability on an annual basis (this has greviously been approved by the
HR Committee and the board); it is tco costly to simply buy our way out cf these
obligations (with the possible exception of Shane Mathis). Further, RSU grants
must take into consideration the fact that cerain officers do not have & SERP. I
there are two officers in the same pay grace, one with 2 SERP and the other
without, the officer without the SERP should receive mcre RSU's.

Executive Compensaticn: In order to offset the utility's share of senior
management compensation, Westar will charge & consuliing fee to P1 of ¥z of
1% of total assets. It is expected that this will result in a payment of $5 millien in

2002 to Westar from P1.

Recommendation: 25% of Wittig's and 65% of Lake’s compensation and
bonuses will be paid directly by Westar. Bonuses should be paid with the same
allocation. This reduces WR’s direct compensation by 42%.

Unfunded Liabilities: Recommendation: WR will fund the remaining split dollar
noiicy and other deferred bonuses at their base amcunt adjusted for
performance on a guarterly basis as it occurs. There are obviously paid
insurance policies that cover the costs of these plans, but the dollars have never
been segregated. This has nc financiai impact on the company, as the cost has
been expensed in full. The Company will fund its medical and other benefit
liabilities per the KCC order.

-

Ancillary Benefits: ‘Officers are entitled to and receive {depending on pay grade)_

car allowances, club memberships, legal and financial expenses. There is a cost
to administer these plans.

Recommendation: Replace these payments with a guarierly payment to the
employee to be used at their discretion (Exhibit A). This does not result in an

increase in cost or benefits,- ¢pic

Matching Gifts: In 2000, the Company matchec approximately $80.000 in gifts,

totaling $240,000. This represents less than 25% of our corporate contributions
(less than 15 individuals participating in the plan.)

Recommendation: No change.

Board Compensation: Recommendation: Board compensation will remain
unchanged. Human Resource and Audit Committee members should receive
additional compensation as previously recommended. Stock compensation
should be allocated between Western Resources and Protection One or

Guardian.
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Exhibit A

Currently, officers receive reimbursement for legal and fnanciai services
(310,000-830,000, although generally grades 9-10 use less than $5,000 of the
gllotment), car allowances ($13,000-§18,000) and country club memboerships
(580-$4,200). In adcition, costs are assaciated with a2dministaring this plan. Instead,
we propose to terminate the reimbursement of these expenses and officers wiil receiva
an annual reimbursement account (paid quarterly).

Pay Grade Amount
Grade 1-3 $50,000
Grade 4-5 36,000
Grade 6-8 24,000
Grade 9-10 16,000
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Exhihit B

AMENDMENT TO
SPLIT DOLLAR INSURANCE AGREEMENT

THIS AGREEMENT is made and entered into as of this 26th day of Octaber,
2001, by and between WESTERN RESOURCES, INC., a Kansas corporation (hereinaf-

ter referred to as the "Corporation"}, and CARL M. KOUPAL, JR. (hereinafter referred

to as the "Executive”).

WHEREAS, the Corporation and the Executive enterad into a Split Dollar Insur-

ance Agreement as of June 3, 1998 (the "Insurance Agreement”); and
WHEREAS, the Corporation and the Exezutive wish to amend the Insurance

Agreement to modify the terms of the Executive's right to sl his policy interest to the

Corperation thereunder;

NOW, THEREFORE, the Executive and the Corperation do hereby agree to

amend the Insurance Agreement as follows:

1. Section 8 of the Insurance Agreement is amended by adding the foliowing

sentences between the fourth and fifth sentences of sajd Section 8:
"If the Executive has made a prior sale of all or a portion of
his interest in the death benefits, on cr after January 2,
2002, pursuant to this Section 8 in which the purchase price
paid by the Corporation was below the base amount, Execu-
tive shall have a one time right to elect, at some future date,
to be paid the additional amount outlined in Section 8 up to
the amount of One Dellar ($1.00) for each One Dollar
($1.00) of the original Executive net death benefit in accor-
dance with adjustment based on change in total shareowner
return as if the Executive had not sold the death benefits.
The price paid by the Corporation shall be determined by (i)
calculating the amount that would have been payable by the
Corporation if the prior saje had not occurred and then (i}
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reducing the amount cajculzatad in (i) by the amount pravi-
ously paid to the Executive and further reduced by interast
calculated at an annual rate of 7.38 percent for the amount

previously paid.”

2. Except as modifted by this Amendment, the Insurance Agresment shali
remain in full force and effect in accordance with iis terms.

IN WITNESS WHEREQF, the parties hersto have executed this Agreement, in

duplicate, as of the day and year first above writien.

WESTERN RESOQURCES, INC.

By
Witness David C. Wittig
Chairman, President and
Chief Executive Officer
Witness Carl M. Koupal, Jr.
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Exnibit C

AMENDMENT TO
SPLIT DOLLAR INSURANCE AGREEMENT

THIS AGREEMENT is mace and entered into as of this 26th day of October,
2001, by and between WESTERN RESOURCES, INC., a Kansas corporation

(hereinafter referred to as the "Corporation™), and DAVID C. WITTIG {hereinafter

referred to as the “Executive”).

WHEREAS, the Corporation and the Executive entered into 3 Spiit Dollar
Insurance Agreement as of June 3, 1668 (the “Insurance Agreement”); and
WHEREAS, the Corporation and the Executive wish tc amend the Insurance

Agreement to modify the terms of the Executive's right to sel! his pclicy interest to the

Corparation thereunder:

NOW, THEREFORE, the Executive and the Corporation-do hereby agrse to

amend the Insurance Agraement as follows:

1. Section 8 of the Insurance Agreement is amended by adding the following

sentences between the fourth and fifth sentences of said Section 8:

“If the Executive has made a prior sale of less than 10%
Interest in the death benefits in each calendar year
beginning in 2001, pursuant to this Section 8 in which the
purchase price paid by the Corporation was below the base
armount, Executive shall have a one time right to elect, at
some future date, to be paid the additional amount outiined
in Section 8 up to the amount of Ore Dollar ($1.00) for each
‘One Dollar (31.00) of the original Executive net death benefit
in accordance with adjustment based on change in total
shareowner return as if the Executive hac not sold the death
benefits. The price paid by the Corporation shall be
determined by (i) calculating the amount that would have
been payable by the Corporation if the prior sale had not
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occurred and then (ii) recucing the amount caleulzted in (i)
by the amount previously paic {6 the Executive and furiher
recuced by interest calcuiated zt an znruai ra‘s of 7.38
percent for the amount previously paid "

2. Except as modified by this Agreemen:, the Insurance Agraameni shail

remain in full force and effect in accordance with its terms.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement, in

duplicate, as of the day and year first above written.

WESTERN RESQURCES, INC.

By:
Witness Paul R. Gaist
Senior Vice Prasident and
Chief Financial Officer
Witness David C. Wittig
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