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PROCEDURAL HISTORY

On January 12, 2001 Reliant Energy Minnegasco (REM or the Company), adivision of Reliant
Energy Resources Corp. (RER), filed a petition for approval of an affiliated interest agreement
(Agreement) between REM and Reliant Energy Communi cations Inc. (RECI), a Reli ant Energy
Company, for long distance telecommunications services.

On March 26, 2001, the Department of Commerce (DOC) filed comments recommending that
approval of the Agreement be denied.

On April 5, 2001, REM filed reply comments.

The matter came before the Commission on October 11, 2001.

FINDINGSAND CONCLUSIONS

l. The Legal Standard

Transactions between public utilities and their affiliates are governed by Minn. Stat. § 216B.48
and Minn. Rules, parts 7825.1900-7825.2300.

Minnesota Statutes § 216B.48, subd. 3 dates in part:
...The commission shall approve the contract or arrangement made or entered into ... only if

it clearly appears and is established upon investigation that it is reasonable and consistent
with the public interest.



. The Agreement

The Agreement with RECI isfor two yeas, from January 1, 2001 to January 1, 2003. It provides
that the long distance service provided to REM will actually be purchased from MCI Worldcom
and resold by RECI.

1. REM’s Position

In June of 2000, when RER’ s contract for long distance service with Intermedia Communications
expi red, the Company € ected to solicit bids from vendors, including RECI.* REM solicited
proposals from several vendors for long distance service to verify that the pricing in RER’s
corporate bid for service to REM was competitive. REM looked first for reliability and
dependability. It then considered price aswdl as billing options, rerouting of toll-free callson
short notice, and pricing for emergency on-site assistance. REM required both switched and
dedicated inbound and outbound service. Within these sarvices, both interstate and intrastate
service was required.

REM indicated that the lowest bidder camein $570.00 lower than RECI. REM did not consider
that difference material and stated that it chose RECI based on its dependability, responsiveness
and administrative ease. REM argued that because RECI provides serviceto the rest of Reliant
Energy it believed it would be more attentive to REM’ s needs than aprovider of serviceto only
REM. Further, REM argued that REM could handle the billings through normal intercompany
accounts rather than having to process checks to a third party vendor, thus decreasing REM’ s
administrative burden.

V. Position of the DOC

The DOC argued that the Agreement should not be approved because the Company has not shown
that the rejection of the lowest cogd bidder was reasonable and that the proposed Agreement isin
the public interest.

The DOC argued that the lowest reliable bidder was not offered the contract and REM has not
shown that there were other factors, such as cost or service quality advantages tha supported this
decision. The DOC concluded that the only reason that RECI was avarded the contract was
because of its affiliate status.

REM indicated that it made its selection of RECI based on dependability, responsiveness and
administrative esse. The DOC argued that REM provided no support for its position that RECI
would be more dependabl e than another bidder. Rather, REM recognized that telephone long
distance service is highly dependable regardless of the provider and in this case RECI would be
purchasing long distance from a wholesaler and reselling it to REM.

! RECI is anew long distance service provider, beginning service in January 2000.
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Further, the DOC indicated that there was no evidence to support REM’ s contention that better
service would beprovided just because the companieswere affiliates.

The DOC aso indicated that since other bids, including the non-affiliate lowest bid, offered
customized billing that would save the Company time and money on a monthly basis, it was
guestionable whether RECI offered any significant administrative advantages over other bids.

V. Commission Action

The Commission agrees with the DOC tha the record doesnot support that the Agreement isin
the public interest and, therefore, it should not be approved.

REM solicited bids from several providers and chose an affiliated company rather than the lowest
bidder. The record does not support that there were administrative cost, service quality or
reliability issues that would support REM’ s decision. In fact, theaffiliated interest agreementis
more costly than the proposal of another bidder with no apparent advantages. Thisis not

reasonable or consistent with the public interest and for this reason approval of the affiliated
interest agreement will be denied.

ORDER

1 Approval of Reliant Energy Minnegasco’s long distance affiliated interes agreement with
Reliant Energy Communications Inc. is denied.

2. This Order sha | become eff ective immedi ately.

BY ORDER OF THE COMMISSION

Burl W. Haar
Executive Secretary

(SEAL)

This document can be made available in aternative formats (i.e., large print or audio tape) by
calling (651) 297-4596 (voice), (651) 297-1200 (TTY), or 1-800-627-3529 (TTY relay service).
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