DRAFT
MINUTES
MEETING OF THE AUDIT AND COMPLIANCE COMMITTEE
OF THE BOARD OF DIRECTORS
ENRON CORP.
AUGUST 13, 2001

Minutes of a meeting of the Audit and Compliance Committee ("Committee") of the Board of Directors of Enron Corp. ("Company"), noticed to begin at 2:30 p.m., C.D.T., but actually begun at 2:40 p.m., C.D.T., on August 13, 2001 at the Enron Building, Houston, Texas. 

All of the Committee members were present as follows:

		Dr. Robert K. Jaedicke, Chairman
		Mr. Ronnie C. Chan
		Dr. Wendy L. Gramm
	Dr. John Mendelsohn
Mr. Paulo V. Ferraz Pereira
		Lord John Wakeham
		
Director Jeffrey K. Skilling, Messrs. Robert H. Butts, Richard B. Buy, Richard A. Causey, James V. Derrick, Jr., Shawn Kilchrist, Theodore R. Murphy, D. Andrew Parsons, Rex R. Rogers, and Robert H. Walls, Jr., and Ms. Rebecca C. Carter, all of the Company or affiliates thereof, and Messrs. Thomas H. Bauer, David B. Duncan, and D. Stephen Goddard, of Arthur Andersen LLP (“AA”), also attended the meeting.

	The Chairman, Dr. Jaedicke, presided at the meeting, and the Secretary, Ms. Carter, recorded the proceedings.

	Dr. Jaedicke called the meeting to order, noted that a draft of the minutes of the meeting of the Committee held on April 30, 2001 had been distributed to Committee members, and called for comments, additions, or corrections. There being none, upon motion duly made by Dr. Gramm, seconded by Dr. Mendelsohn, and carried, the minutes of the meeting of the Committee held on April 30, 2001 were approved as distributed.

Dr. Jaedicke called upon Messrs. Causey and Duncan to begin the financial reporting and control audit update, a copy of which is filed with the records of the meeting.  Mr. Duncan presented selected observations related to the Company’s second quarter, including the following: 1) increased attention was focused on the situations in India and California, 2) the Wholesale group’s continuing evaluation of the Enron Energy Services, LLC (“EES”) portfolio positions resulted in numerous valuation changes, 3) reserves related to the situation in California and the volatility in the energy markets continued to be monitored, and 4) the difficulties in the telecommunications industry had raised the potential for certain exposures.  He then noted that AA had no proposed adjusting entries for the second quarter.

Mr. Causey then began a discussion of the Company’s reserves.  He commented on the prudency and credit reserve and noted that it was related to the Company’s entire portfolio and was reevaluated monthly.  He then stated that there was an EES reserve that related to specific deals currently on the books and he commented on certain deals and the related reserves.  He discussed the allowance for doubtful accounts and the reasons the amount had increased from the first quarter.  He then noted that a reserve relating to the California tariff risk, that had been present in the first quarter, was no longer in place since the amount had been recorded during the second quarter.

Mr. Causey then provided an internal control update and commented on significant current activities, including the following: 1) the 2001 plan was on schedule and approximately 45% complete, 2) the integration of the retail and broadband portfolios into the existing wholesale structure was continuing, 3) the cash management processes had been strengthened when the new procurement and payment system was implemented, 4) security issues related the Enron Intelligent Network had been identified and were being addressed, 5) the construction of the enterprise data center and business resumption facility would commence soon, and 6) the Company’s risk management policy was being updated to incorporate current “best practices”.

Dr. Jaedicke called upon Mr. Duncan to begin the independent auditor communication regarding independence.  Mr. Duncan stated that AA believed that independence was not only the cornerstone of its profession but the only sound basis to its continued success.  He stated that AA believed its policies surrounding independence were compliant with those required and that the scope of its practice was appropriate for the Company.  He confirmed that AA was an independent accountant with respect to the Company within the meaning of the Securities Acts and the requirements of the Independence Standards Board.

Mr. Causey then began a discussion of the new accounting standard for goodwill.  He stated that, effective January 1, 2002, goodwill would not be amortized but rather tested for impairment annually at the “reporting unit” level.  He then discussed the standard’s definition of reporting unit and noted that goodwill would be tested for impairment using a two-step approach.  He stated that the first step would be to compare the fair value of a reporting unit, utilizing a discretionary cash flow or market multiple approach, to its carrying amount.  He stated that if the fair value was less than the carrying amount then the implied fair value of the goodwill was compared to its carrying amount and if the carrying amount exceeded the implied fair value then an impairment loss, equal to the excess, would be recognized.  He commented on the transition and effective date of the new accounting standard.  He then presented summaries of the Company’s consolidated goodwill excluding equity method investments, the goodwill related to equity investments, and the unconsolidated goodwill on equity method investees’ books and discussed areas where the preliminary assessment indicated that the fair value could be less than the carrying amount. He stated that the Company would continue its assessment of the goodwill and would update the Committee at the next meeting.

Dr. Jaedicke then called upon Mr. Buy to begin the Market Risk Update, a copy of which is filed with the records of the meeting.  Mr. Buy discussed the backtesting performed on the Company’s Value-at-Risk (“VAR”) model and stated that per the Kupiec test since the actual occurrences of profits and losses exceeding VAR fell within the acceptable range the VAR model was deemed appropriate. He reviewed the limit violations for the second quarter by portfolio, stated that a significant number of the violations related to the North American Gas portfolio, and noted they were primarily due to price and volatility movement, combined with increased activity via EnronOnline.  He reviewed the VAR, maturity/gap, and net open position limit violations for the second quarters of 2000 and 2001.  He then presented a chart depicting the VAR limit utilization by portfolio over that last four quarters and noted that the North America Gas and Power portfolios had higher utilization than in previous quarters.

	Dr. Jaedicke called for an executive session with AA at 3:25 p.m., C.D.T. and Messrs. Butts, Buy, Causey, Derrick, Kilchrist, Murphy, Parsons, Rogers, Skilling, and Walls and Ms. Carter left the meeting.  Minutes of the executive session were not recorded for the record.

	There being no further business to come before the Committee, the meeting was adjourned at 3:40 p.m., C.D.T.

																			___________________________
							Secretary

APPROVED:


__________________________________
Chairman
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