. WESTERN RESOURCES BOARD OF DIRECTORS N
HUMAN RESQURCES COMMITTEE
July 18, 2000

The Western Resources Human Resources Committae of the Board of Directars held a
telephanic meeting on July 19, 2000. The following members pasticipated: Frank J. Secker,
Chairman, Gene A. Budig and John C. Dicus. Participating from Western Resources was Carl
M. Kaupal, Jr. Also participating were Brent Longnecker, executive vice president, and Cara

King, practice leader, of Resources Connaction.

Chairman Frank Becker called the meeting of the Human Fesources Committee to
- arder for the purpose of finalizing certain items from the May 17, 2000 Committee meeting. At
the May 17 meeting, the Comrmnittee recommended for Board approval two specific items: (1)
conversion of stock options to restricted stock and, (2) emolfoyes plans as presented to the
Committee. The Board aof Directars approved such items at its May 17, 2000 meeting subject
to the Committee's review and aporoval of the final conversion numbers and ratios on the
exchange of options for restricted stock and the financial impac: of the employee plans.

Additional Infor:rnaticn concemning these items was containad in correspondence sent by
Carl Koupal to the rmembers of the Commitiee in a lettar dated July 11, 2000 and the
information provided with the letter from Resources Cennection.

The first item considered by the Committee was the convarsion of stock opticns to
restricted shares. Chairman Becker reviewed the materials and, specificzlly, the lefter from

. Cara King ot Resources Connection and the attached spreadshzet which reviewed in cetaif the
propcsed formula for conversion. Chairman Becker informed the Committee that he had

raviewed the information with David Witiig and Carl Koupal in a maeting on July 10, 2000. The
Caommittee then discussed the casts and benrefits of the conversion cf the options,

Dr. Budig inquired of Brent Longnecker as to the reasonableness of the appraach on
canversian of the aptians. Mr. Longnecker indicated that this approach is a generally accepted
way of handling such a conversicn and that he felt that this appropriately balanced the interests
of the company along with the interests of the employses, especially as a part of the employee

retention plan,

The Commitlee mambers indicatad that they were comfartable that a tharough review of
all participants and their canversion benefits had been conducted and that the action was fair to
the shareholders and to the employees.

After discussian on this matter, it was movad by Jack Dicus and seconded by Gene
Budig that the conversion methodelogy as outiined in the meeting be approved. The
Committee then unanimously approved the conversion.

The secend itern for discussion by the Committee deait with the information provided to

them dealing with the employee plan, employment agreements and the change in coqtrol
provisions. Chairman Becker reviewed the information and specifically indicated that in the

meeting with David Wittig and Carl Koupal that he had requested two ravisions:
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1. Tﬁat the salary companent in the officer agreements e the
higher of current compensation and "90% of job vaiue” rather

than “job vaiuve.”

2. Incentive compensation being basad an the higher of target
and actua in the prior “three years” rather than "five years.”

Chairman Becker also reviewed the implications of grossing-up of the excise tax for
members of the executive council and the implications in the event that certain executives were
1o be moved to Westar Capital. in addition, the potential cost of all of these pragrams were
summarized by Chairman Becker and raviewed in additional detail by Brent Longnecker.

‘ - The Committee then inquired of Mr. Langnecker as to the approgriateness of these
overall costs. Mr. Langnecker indicated that Resources Connection helieves that the
employment agreements and change in control arrangements and plan for Western Resources,

as outlined, are both reasonable and compaetitive.
Mr. Longnecker reviewed three additional issuss with the Committee:

1. With regard to non-EC officers, Mr. Langnacker indicated that
it was their view that most of the officers would not be subject
10 an excise {ax; but, that after review, it would be their
recommendation ta cap the non-EC officar payout at a total
amount of no mare than 2.99 times. He fesls that the cap is
fair and is recommended rather than including a provision to -
grass-up for excise taxes far that group of ofiicars.

2. Mr. Longnecker also indicated that in the agreement with
membersof the executive council, that the components for
determining the payments to thase afficers under the
Executive Salary Continuation Plan would be the same T
components as those previously outlined above.

3. Mr. Longnecker reviewed the impact of a changs in control on
the split dollar agreements with some senior afficers of
Western Resources. It was Mr. Longnecker's
recommendation that since the benefits under the sglit dellar
agreements are tied to the stock price of Western Resources
and containg no provision for a change in contral, that the
payrments under those agreements shouid vest at a change in
contral: The cost implications of that were discussed with the
Committee. After review it was determined that the split dollar
agreemenis would be paid out pursuant ta the terms of the
agreement but not less than at the "base amount” as defined
in those agreements upon a change in control.

In light of the current direction of the company, the Committee indicated that they felt
these changes were fair to the employees and the sharehalders.
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. . After additional discussion, Jack Dicus moved apzroval of the items as presented on
this subject and Gene Budig seconded. The Committee then unanimously approved the

agreements and plan as outlined.

Chairman Becker then excused Mr. Longnecker and Ms. King and the Committee held a
discussion conceming the termination and retirement of William B. Moore as executive vice
president, chief financial officer and treasurer. Carl Koupa! outlined the terms and caosts of the
agreement that has been negotiated with Mr. Maore, including the financial components as well
as the nan-compete, anti-disparagement and other key provisions of the agreement. The
Committee indicated that they were in agreement with the direction and terms cf the agreament
with Mr. Moore and authorized management to enter into such agreement on behalf of the

company.
There being no additicnal business of the Committee, Chairman Becker adjourned the
meeting.
Submitied by, _

® 3
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. Western Resources:

CARL M. KoupaL, JR.
Executve Vice Presiden: and
Chief Adminuseranve Officer

July 11, 2000

Via Federal ITxpress
Dr. Gene A. 3udig

REPACTED

Mr. John C. Dicus

REDACTED

Gentlemen:

At the May 17 meeting of the Human Resocurces Committee, it
was agreed that more detailed information would be provicded to
the Committee on two subjects: (1) conversion of stock opticns

. Lo restricted share uni:ts; and, (2) employee plans.

Specifically, the Committee askeé to review ~he final
detailed provisioas~for the exchange of options to restricted
shares. Enclosed is a letter dated June 30, 200C from Resources
Connection to Chairman Frank Becker along with a spreadsheet
outlining the recommendations on this proposed conversion.

Secondly, the Committee asked to look at the overall impact
of zhe changes in the change-in-control provisions of the
employee plans. Also enclosed is a presentation prepared by
Resources Connection reviewing that information.

This information has been reviewed by Chairman Becker and
the attached reflects the changes that he has asked that we make
to the plans. He suggested that we distribute these presenta-
tions for your review.

If you have any questions, please feel free to call Frank,

who will be in Colorade from July 12 to July 18 at
or feel free to call me at the office. REDACTED

818 South Kansas Avenue / PO. Box 889 / Topeka, Kansas 56601
Telephone: (785) 575-6358 / Fax: {785) 575-1563
. Mobile: (785) 224-4070 / Interner: carl_koupal@wstnres.com
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In order to finalize these Matters, we would Iike to
schedule g tentative telephone confersace call with the Cecmmittas
next Wednesday, July 19, at 10:00 CDT. To Participate, cal] in
as follows: 888/453-0624; call leader: car; Koupal; password:

Opticns.

Sincerely,

CMK/naf

Exnclosures

Cc: Mr. Frank J. Becker
Mr. David c. Wit=ig
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RESOURCES

CO NNECTI QN

June 30, 2000
Mr. Frank J. Becker

REDACTED

Dear Frank:

As discussed at the May 1 7th Human Resources Committee Mesting of Western Resources,
Inc. ("WR" or “the Company” ), Resources Connection has been assisting the Company with
the issue of converting current stock options to restricted shares. [t is our understanding that a
draft of the celculations was provided to you for your review. After further analysis and
discussions with the Comparny’s auditor, a new perspsctive on the costing analysis has been
utilized and is represent=d in the attached spreadshzet. Additionaliy, WR's assumed stock
price was modified slightly to reflect the closing price on the date of the Committee's approval
of the conversion concept. The adjusted stock price caused the recommended number of
awards to decrease slightly from those indicated in the spreadshest previousiy provided.

The following provides an overview of the content of the spreadsheets and also provides an™~
explanation for the medification in the numbers.

- The value of stock options was determined using the Black-Scholes option pricing
methodology. Key influences on the model include the option exercise price in relation to
today’s fair market value of the option and the remaining term of the option. Note that the
Black-Scholes value for each option is minimal because of the extent to which the option’s
exercise price is below today’s fair market value of the stock.

Al of the currently outstanding options have an attached dividend equivalent right (DER)
under which the optionee accumulates dividends, thus the value of the DER must be taken
into account when determining the value of the current awards. In order to determine the
value of the DER, the previously accrued DER value and future DER value were
calculated based on accrued and projected dividend payments. In order to be consistent
throughout the analysis between the treatment of option grants and restricted stock awards,
it was assumed that the optionee would accrue an additional four years of dividend
payments. The DER’s are triggered when the marke price of the stock exceeds 120% of

SIS wreT GREENS ROAD SUITE 645 HOUSTON TEXAS 77067
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June 30, 2000
Mr. Frank Becker
Page 2

the option stock price for 50 days. Given the cureat marke: price is substanually below
the option price it is posstble that the DERs may never be triggered.

- Some of the options are priced well above the current stock price, thus even when
assuming a [0% appreciation rats anc the cash dividend accruai, the exercise of the option
would be a cost to the optionee. For these grants, the total czlculated DER vajue was
assurned to be 30. Other option grants are priced 2bove the cuen: stock price but the
DZ=ER acer .Jal wouls make the option beneficial to the employes. For theses grants, the
difference between the option strike price and expected stock price was subtracted from the
DER accrual to determine the total calculated DER value.

- The total option/DER value was dstermined for each grant based on the total number of
options/DERs granted times the sum of the Blacik-Schoies value 07 the option and the
calculated DER value. This calculation resulted in the total value of outstanding options,
or the value which is targeted to be made up in the form of restrictad stock.

+ The value of a restricted share is simpiy the stock price on the date of grant plus the
accompanying cividends. Once again, in order to be consistent, it was assumed that the
dividends uncer the RSA would accrue for four years :

»  Inorder to determing the number of replacement RSAs to grant in exchange for an option,
the total value of the oprions was divided by the value of a restrictad share plus the
accompanying dividends over a four year pericd.

- The accrued compensation cost represents the expense recagrized by the Company
historicaily to account for the DERs (the value has not changed between the two
spreadsheets.} This expense would be reversed upcn cancallation of the options and would
be recognized by the Company as a credit.

- The future cost of the options/DERSs accounts assumes dividends for option shares will be
triggered and paid for an additional four year period.

« Inorder to determine the total cest of the existing option/DER program, the expense
accrued to date as well as the future expense of the program wers summed. This value was
utilized as the comparison point between the opior/DER grants and the grant of RSAs.

Restricted stock awards carry a compensation expense based on the value of the award on
the date of grant. The value indicated on the initiai calculations takes into account the
value an the date of grant alone, not any future dividend cost. To provide a “snapshot”
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June 30, 2000
Mr. Frenk Becker
FPage 3

picture of the cost of the program, the projected dividends for the next four years was
added to the RSA cost. Combined, the value reflects the dotal furere cost of the RSAs.

The estimated cost for dividends under the option plan using the assumptions in this letter,
including achieving the dividend trigger, is approximately 51.6 million grearer than the
estimated cost of the proposed restricted stock award. Arthur Anderser, has also calculared
this tower estimated cost of the new restricted stock award using the assumptions we have
made, which includes achieving the dividend trigger.

We believe this change will help enable the Company to provide appropriate incentives nesded
to retain company personnet.

Hopefully this information assists in making the atrached calzulations more undersiandable, If
you have further cuestions or issues that you would lixe to discuss, Car] Koupal and [ will be

pleasad to visit with you.

Sincerely,

oUW Gy I -
Cara King, Practice Leader

Human Capital Consulting

cc:* Carl Koupal
David Wittig
Brent Longnecker
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