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N R G  E n erg y , In c. 2 0 1 3  S ay  o n  P ay  P ro p o sal March  2 6 , 2 0 1 3

 



E x ecu tiv e S u m m ary  We h av e m ad e en h an cem en ts b ased  o n  sh areh o ld er feed b ack  th at w arran t o u r sh areh o ld ers’

su p p o rt fo r th e 2 0 1 3  S ay  o n  P ay  v o te. We ask  fo r y o u r su p p o rt. We R esp o n d ed  to  S h areh o ld er

F eed b ack  We A d o p ted  B est P ractices A ro u n d  P ay  an d  G o v ern an ce We co n d u cted  ex ten siv e o u treach  th at led  to

im p ro v em en ts to  p ay  p ro g ram  O u r en h an ced  ap p ro ach  im p ro v es alig n m en t o f p erfo rm an ce w ith  sh o rt- an d

lo n g -term  p ay  P erfo rm an ce-b ased  MS U s in cen tiv ize m ean in g fu l T S R  g ro w th  A n n u al In cen tiv e P lan  d irectly

lin k ed  to  g ro w th  in  F C F  an d  E B IT D A  We are co m m itted  to  an d  h av e im p lem en ted  em erg in g  b est p ractices in

p ay  We h av e effectiv e in d ep en d en t o v ersig h t fo r p ay  O v erv iew  o f O u r A p p ro ach  to  P eers We d etail h erein  o u r

ap p ro ach  to  ev alu atin g  an d  lev erag in g  o u r p eer g ro u p  fo r p ay  an d  p erfo rm an ce m easu res O u r 2 0 1 2

P erfo rm an ce w as S tro n g  We ach iev ed  stro n g  ab so lu te an d  relativ e p erfo rm an ce in  2 0 1 2

 



E n g ag ed  ex ten siv ely  w ith  sh areh o ld ers o v er th e p ast tw o  y ears F eed b ack  fro m  sh areh o ld ers w as clear. F o cu s o n :

Im p ro v em en t in  T o tal S h areh o ld er R etu rn s (T S R ) C o n tin u ed  g ro w th  o f free cash  flo w  (F C F ) an d

E B IT D A  B etter alig n m en t o f p ay  an d  p erfo rm an ce, in clu d in g  retu rn  o f cap ital T y in g  m o re co m p en satio n  to

p erfo rm an ce-b ased  m etrics, p articu larly  T S R  We h av e resp o n d ed  to  o u r sh areh o ld ers P ay  in  2 0 1 2  h ig h ly  alig n ed

w ith  p erfo rm an ce (m o d est in crease in  co m p en satio n  d esp ite su b stan tial o u tp erfo rm an ce) P ay  p ractices m o d ified  to  m eet em erg in g  b est

p ractices E n h an ced  S h areh o ld er O u treach  an d  U p d ates to  P ay  P ro g ram  We h eard  th e m essag es d eliv ered  b y  o u r

sh areh o ld ers an d  m ad e ch an g es th at stren g th en ed  th e alig n m en t o f p ay  w ith  sh areh o ld er v alu e

 



S tro n g  P erfo rm an ce S tro n g  S to ck  P erfo rm an ce S u ccess w ith  S trateg ic In itiativ es an d  C ap ital A llo catio n  In creases in  Y -o -Y

F in an cials1  S o u n d  Man ag em en t N R G ’s 1 -y ear T S R  w as 2 8 %  T S R  w as in  th e 9 8 th  p ercen tile o f th e p eer

g ro u p  C lo sed  m erg er w ith  G en O n  E n erg y , In c., creatin g  th e larg est co m p etitiv e p o w er g en eratio n  co m p an y  in  th e

U .S . In itiated  a co m m o n  sto ck  d iv id en d ; an n o u n ced  o u r in ten tio n  to  in crease b y  3 3 %  in  F eb ru ary

2 0 1 3  $ 1  b illio n  in  sh are b u y b ack s sin ce 2 0 0 9 ; an n o u n ced  an  ad d itio n al $ 2 0 0  m illio n  in

F eb ru ary  2 0 1 3  E B IT D A , a 7 %  in crease Y -o -Y , w h ich  is m o re th an  5 0 %  ab o v e th e alread y  4 .4 %  in crease in  targ et F ree

C ash  F lo w , a 5 %  in crease Y -o -Y , w as ju st u n d er targ et P ro activ ely  m an ag ed  th e b u sin ess an d  en h an ced  v alu e in  a d eclin in g

co m m o d ity  p ricin g  en v iro n m en t th ro u g h  o u r co n tin u ed  ex p an sio n  in to  th e retail en erg y  b u sin ess as w ell as

th e altern ativ e en erg y  secto r D em o n strated  o u r b est ev er y ear w ith  resp ect to  safety  an d  en v iro n m en tal p erfo rm an ce N R G  retu rn ed

stro n g  sto ck  p erfo rm an ce an d  so lid  fin an cials in  2 0 1 2  1 F o r p u rp o ses o f A IP  targ ets; see p ag es 5 0 -5 2  o f th e

p ro x y  fo r m o re o n  th e A IP  targ ets

 



C lo ser A lig n m en t o f P ay  an d  P erfo rm an ce: L o n g -T erm  P ay  E n h an ced  A lig n m en t With  P erfo rm an ce

MS U s R easo n ab ly  R ew ard  S tro n g  T S R  an d  E ffectiv ely  P en alize P o o r P erfo rm an ce A s o f 2 0 1 2 , 6 7 %

p erfo rm an ce-lin k ed  MS U s an d  3 3 %  restricted  sto ck  MS U s are stro n g ly  lin k ed  to  lo n g -term  p erfo rm an ce b ecau se th e v alu e

o f MS U s is d irectly  lin k ed  to  th ree-y ear sh areh o ld er retu rn  If o u r T S R  d ro p s 1 5 % , th e v alu e o f an  MS U  d eclin es 3 9 %

b elo w  th e g ran t d ate fair v alu e C o n v ersely , a T S R  in crease o f 1 5 %  o n ly  n ets a 1 2 %  MS U  v alu e in crease ab o v e MS U ’s

g ran t d ate fair v alu e T S R  m u st rise b y  9 %  in  o rd er fo r MS U s to  ach iev e g ran t d ate fair v alu e T h is co m b in atio n  reflects o u r d esire to

stro n g ly  p en alize T S R  m o v es in  th e n eg ativ e d irectio n  w h ile o n ly  stro n g ly  rew ard in g  p erfo rm an ce th at m o v es

ag g ressiv ely  ah ead  A w ard s are fo rfeited  co m p letely  if T S R  d ro p s 5 0 %

 



N o te: Illu strativ e tab le b ased  o n  d isclo su re o n  p ag e 5 6  o f th e p ro x y  MS U s create a stro n g  lin k  b etw een  sh areh o ld ers an d

m an ag em en t an d  h eav ily  p en alizes ex ecu tiv es fo r p o o r retu rn s to  sh areh o ld ers C lo ser A lig n m en t o f P ay  an d  P erfo rm an ce:

MS U s an d  L o n g -T erm  P erfo rm an ce

 



C lo ser A lig n m en t o f P ay  an d  P erfo rm an ce S h o rt-T erm  C o m p en satio n  (A n n u al In cen tiv e P ro g ram )

E n h an ced  A lig n m en t With  P erfo rm an ce H ig h lig h ts o f S h o rt-T erm  P ay  A n d  P erfo rm an ce A d d ed  an d

en h an ced  in d iv id u al p erfo rm an ce m etrics to  fo cu s g reater atten tio n  o n  retu rn  o f cap ital to  sh areh o ld ers P ay o u ts b ased  o n

stro n g  sh o rt-term  m etric th resh o ld s: F ree C ash  F lo w  (F C F ) an d  E B IT D A  S h o rt-term  in cen tiv e cash  b o n u ses are n o t

p aid  at all if an  estab lish ed  F C F  trig g er is n o t ach iev ed  F o r A IP  b o n u ses to  ev er m o v e ab o v e targ et p ay o u t, m an ag em en t

m u st d eliv er p erfo rm an ce th at ex ceed s th e F C F  o r E B IT D A  g o als Q u alitativ e an d  in d iv id u al p erfo rm an ce are o n ly

co n sid ered  u p  to  th e targ et an d  o n ly  after F C F  trig g er is m et In  o rd er to  o b tain  th e m ax im u m  p ay o u t, u n d er th e

p lan , o u r ex ecu tiv e team  m u st d eliv er tru ly  ex cep tio n al p erfo rm an ce –  as d em o n strated  b y  th e fact th at m ax im u m  p ay o u t is rarely

ach iev ed  an d  w as n o t ach iev ed  d esp ite v ery  stro n g  p erfo rm an ce last y ear 2 0 1 2  S u m m ary  C o m p en satio n

2 0 1 2  E B IT D A  targ et w as set at 4 .4 %  ab o v e last y ear’s E B IT D A ; co m p an y  ach iev ed  7 %  w h ich  is m o re th an

5 0 %  ab o v e th e alread y  4 .4 %  in crease in  targ et, in  a d eclin in g  g as p rice en v iro n m en t. T h is w as a k ey  d riv er o f o u r stro n g

T S R  We n early  h it o u r targ et in crease fo r F C F  ($ 9 4 1 M v s. $ 9 5 0 M), rep resen tin g  a 5 %  in crease o v er last y ear A ch iev ed  v alu e-

en h an cin g  su ccesses aro u n d  th e m erg er, cap ital allo catio n  strateg y  (in clu d in g  first ev er d iv id en d ), an d  b est ev er safety  an d

en v iro n m en tal p erfo rm an ce T o tal C E O  co m p en satio n  o n  th is y ear’s S C T  is $ 7 .6  m illio n , o r ab o u t

$ 6 0 0 ,0 0 0  m o re th an  last y ear’s to tal C E O  co m p en satio n , p rim arily  attrib u tab le to  im p ro v ed  E B IT D A  an d

F C F  p erfo rm an ce

 



C lo ser A lig n m en t o f P ay  an d  P erfo rm an ce T arg et an d  R ealizab le P ay : T o tal C o m p en satio n  3 - an d  5 -y ear v iew  o f targ et

an d  realizab le to tal d irect co m p en satio n  reflect im p ro v in g  alig n m en t o f p ay  an d  p erfo rm an ce1  1  F o r T o tal D irect

C o m p en satio n , N R G ’s “realizab le” p ay  calcu latio n  ex clu d es g ran ts th at ex p ired  o u t o f th e m o n ey  o n  Jan u ary  4 ,

2 0 1 3 , w h ich  w e b eliev e w ill d iffer fro m  IS S ’s calcu latio n  w h ere th o se g ran ts are in clu d ed

 



R elativ e P erfo rm an ce C o m p ariso n s We U n d erstan d  V iew s O n  P eers N R G ’s P eers P erfo rm  V ery  D ifferen tly  F ro m  N R G  We

u n d erstan d  th at sh areh o ld ers an d  p ro x y  ad v iso rs h av e in d icated  su p p o rt fo r th e u se o f relativ e m etrics an d  p eer co m p ariso n s

in  th e co m p en satio n  p ro g ram  “In d ep en d en t p o w er p ro d u cer” co m p an ies (IP P s), electric u tilities, an d  m u lti-u tilities are in  th e sam e 4 -

d ig it G IC S  g ro u p  an d  rep resen t a reaso n ab le lo o k  at th e talen t m ark et N R G ’s clo sest p eers are IP P s, m an y  o f w h ich , in  recen t y ears, h av e

d eclared  b an k ru p tcy  o r m erg ed  w ith  o th er firm s m ak in g  th e to tal IP P  p eer g ro u p  v ery  sm all A s an  IP P , an d  u n d er

d ifferen t m ark et co n d itio n s, N R G ’s sto ck  w ill g en erally  p erfo rm  d ifferen tly  th an  th e electric u tilities o r m u lti-u tilities in  its G IC S  p eer g ro u p

P erfo rm an ce v aries b ecau se IP P s are ty p ically  m o re v o latile an d  p erceiv ed  as h ig h er risk  th an  o th er ty p es o f co m p an ies in  th e g ro u p ; as

su ch , an d  g iv en  th is d y n am ic, d irect co m p ariso n s are in ap p ro p riate fo r co m p en satio n  p u rp o ses w h en  attem p tin g  to

sh o w  a lin k  to  relativ e p erfo rm an ce

 



C h allen g e o f R elativ e P erfo rm an ce C o m p ariso n : A  S tead y  D eclin e in  th e N u m b er o f IP P  P eers 1  B ased  o n  th e G IC S

su b -in d u stry  co d e fo r IP P s (5 5 1 0 5 0 ). E x clu d es N R G  2  E x clu d es C E G , D Y N , an d  G E N  as

d escrib ed  o n  p g . 4 4  o f th e P ro x y  S tatem en t. 3  In clu d es th e ad d itio n  o f A E P , E X C , F E , an d  T A C  as

d escrib ed  o n  p g . 4 4  o f th e P ro x y  S tatem en t. 4  B ased  o n  th e G IC S  su b -in d u stry  co d es o f 5 5 1 0 1 0

an d  5 5 1 0 3 0  A s N R G  h as ev o lv ed  its b u sin ess, th e d eclin e in  th e n u m b er o f av ailab le IP P  p eers h as co n tin u ed  to

d im in ish  th e ap p licab ility  o f relativ e p erfo rm an ce m etrics 2 0 1 2  G en O n : Merg ed  w ith  N R G  D y n eg y :

B an k ru p tcy  an d  reem erg en ce C o n stellatio n : A cq u ired  b y  E x elo n  F eb . 2 5 , 2 0 1 1  A lleg h en y

E n erg y  Merg ed  w ith  F irstE n erg y  A p r. 1 1 , 2 0 1 0  Miran t &  R R I Merg ed  T o  fo rm  G en O n  D ec. 2 0 ,

2 0 0 5  C alp in e d eclares B an k ru p tcy  O ct. 1 0 , 2 0 0 7  T X U  L B O  C o m p an ies in  P eer G ro u p  P ercen tag e o f

IP P s1  In  N R G ’s C o m p en satio n  P eer G ro u p  6 7 %  5 0 %  5 7 %  4 4 %  3 5 %  3 5 %  1 4 % 2

1 7 % 3  Jan . 3 1 , 2 0 0 8  C alp in e em erg es fro m  B an k ru p tcy  4

 



P eer C o m p ariso n s an d  E v alu atin g  P erfo rm an ce E v alu atin g  P erfo rm an ce R elev an t P eers U sed  fo r B en ch m ark in g

an d  T arg et P ay  C o m p ariso n  T h e C o m m ittee h as ex ten siv ely  co n sid ered  relativ e m etrics an d  d eterm in ed  th at, b ecau se o f d ifferen t

p erfo rm an ce ch aracteristics am o n g  N R G ’s p eers, fo rm u laic relativ e m etrics w o u ld  n o t b e ap p ro p riate to  p ro tect sh areh o ld er in terests P erfo rm an ce is

ev alu ated  o n  ab so lu te fin an cial an d  sto ck  p erfo rm an ce as w ell as ex ecu tio n  o f v alu e-en h an cin g  strateg ic in itiativ es In  o rd er to  g et a statistically  relev an t

n u m b er o f p eers, o th er n o n -IP P  co m p an ies fro m  th e G IC s g ro u p  are ad d ed  to  th e p eer g ro u p  T h e n o n -

IP P  co m p an ies in  th e p eer g ro u p  are ap p ro p riate fo r p ay  b en ch m ark in g  b ecau se th ey  are so u rces o f talen t, b u t fo rm u laic relativ e

p erfo rm an ce co m p ariso n s are n o t ap p ro p riate b ecau se th e co m p an ies’ sto ck s p erfo rm  so  d ifferen tly  fro m  N R G  in  d ifferen t m ark et

co n d itio n s T arg et p ay  is b en ch m ark ed  to  th e m ed ian  o f th e p eer g ro u p  We b eliev e it is n o t in  sh areh o ld ers’ b est in terests to  b ase

p ay  d ecisio n s o n  fo rm u laic T S R  co m p ariso n s am o n g  N R G ’s p eers g iv en  d ifferen ces b etw een  th eir p erfo rm an ce ch aracteristics

 



S tro n g  R elativ e P erfo rm an ce in  2 0 1 2  N R G  S elf-S elected  P eers 1  Y ear T S R  S em p ra E n erg y  3 3 .8 %  N R G

E n erg y  2 8 .0 %  N ex tE ra E n erg y  1 7 .9 %  C MS  E n erg y  1 5 .1 %  D T E  E n erg y  1 4 .9 %

E d iso n  In tern atio n al 1 2 .4 %  C alp in e 1 1 .0 %  A m erican  E lectric P o w er 8 .2 %  P P L  2 .3 %  D o m in io n

R eso u rces 1 .6 %  X cel E n erg y  0 .5 %  C en terP o in t E n erg y  -0 .2 %  F irstE n erg y  -1 .0 %  A m eren  -2 .6 %

P u b lic S erv ice E n terp rise G ro u p  -3 .0 %  E n terg y  -8 .2 %  A E S  -9 .3 %  T ran sA lta -2 0 .8 %  E x elo n  -

2 7 .3 %  IS S  2 0 1 2  P eer G ro u p  1  Y ear T S R  S em p ra E n erg y  3 3 .8 %  N R G  E n erg y  2 8 .0 %

C MS  E n erg y  1 5 .1 %  D T E  E n erg y  1 4 .9 %  C alp in e 1 1 .0 %  N iS o u rce 8 .5 %  P P L  2 .3 %

P ep co  H o ld in g s 2 .1 %  X cel E n erg y  0 .5 %  C en terP o in t E n erg y  -0 .2 %  A m eren  -2 .6 %  E n terg y  -

8 .2 %  A E S  -9 .3 %  P ro g ress E n erg y  N /A *  S o u rce: R esearch  In sig h t (refer to  p ag es A -1  an d  A -2  o f th e p ro x y )

* Merg ed  w ith  D u k e E n erg y  in  Ju ly  2 0 1 2

 



R ecen tly  A d o p ted  E m erg in g  B est P ractices 1  2  3  4  In itiated  d o u b le-trig g er ch an g e in  co n tro l p ro v isio n s

E lim in ated  tax  g ro ss-u p s A d o p ted  an ti-h ed g in g  an d  p led g in g  p o licies E n h an ced  o u r ro b u st claw b ack

p o licy

 



N R G  is a co m p an y  th at h as in  p lace a v ery  ro b u st p ro tectio n  o f sh areh o ld er rig h ts G o v ern an ce T h ere is an  in d ep en d en t ch air

in  p lace D irecto rs are elected  b y  a m ajo rity  v o te stan d ard  D irecto rs an d  ex ecu tiv es are su b ject to  ro b u st o w n ersh ip  g u id elin es O v er 8 7 %  o f

d irecto rs are in d ep en d en t 1 0 0 %  o f k ey  b o ard  co m m ittees are in d ep en d en t S en sib le tak eo v er d efen ses N o  classified  b o ard

fo llo w in g  2 0 1 2  m an ag em en t p ro p o sal to  rem o v e it N o  sh areh o ld er rig h ts p lan  (p o iso n  p ill) in  p lace E ffectiv e

C o rp o rate G o v ern an ce

 



In d ep en d en t B o ard : N R G 's B o ard  is co m p o sed  o f o v er 8 7 %  in d ep en d en t d irecto rs led  b y  an

in d ep en d en t B o ard  C h air In d ep en d en t C o m m ittee: C o m p en satio n  C o m m ittee co n sists o f en tirely

in d ep en d en t d irecto rs In d ep en d en t C o n su ltan t: C o m m ittee h as en g ag ed  an d  co n sid ers th e ad v ice o f an

in d ep en d en t co m p en satio n  co n su ltan t S h areh o ld ers Well-S erv ed  b y  C u rren t C o m p en satio n  P ro g ram : We

b eliev e th at, in  lig h t o f th e co m p an y ’s stro n g  ab so lu te an d  relativ e p erfo rm an ce, sh areh o ld ers h av e b een  w ell-serv ed  b y  th e

B o ard ’s an d  C o m m ittee’s d ecisio n s o n  im p ro v in g  o u r co m p en satio n  p ro g ram s E ffectiv e In d ep en d en t

O v ersig h t o f P ay  S u p p o rt S ay  o n  P ay  in  2 0 1 3  We ask  o u r sh areh o ld ers to  g iv e th e C o m m ittee th eir

su p p o rt to  co n tin u e d eliv erin g  o n , an d  refin in g  w h ere n ecessary , o u r co m p en satio n  p ro g ram  in  an  effo rt to  serv e

o u r sh areh o ld ers’ b est in terests
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