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IN  T H E  MAT T E R  O F  T H E  AP P LIC AT IO N  O F  U N S  G AS ,  IN C . FOR
COMMIS S ION AP P ROVAL OF A P URCHAS ED GAS  ADJ US TOR CREDIT OF
$0.02 P ER THERM (DOCKET no. G-04204A-07-0503)

On Augus t 30> 2007, UNS  Ga s , Inc. ("UNS :) tile d for Commiss ion a pprova l of a  $0.02
pe r the rm purcha s e d ga s  a djus tor ("P GA") cre dit to cus tome r bills  for a  pe riod of Octobe r l,
2007 through April 30, 2008.

UNS passes its purchased gas costs through its PGA mechanism, resulting in a PGA bank
balance that changes over time depending on costs incurred by UNS and cost recoveries by UNS .
UNS' bank balance currently has a threshold on it of $4,450,000, wherein if UNS' over-
recovered bank balance exceeds this threshold, UNS is required to take action to address the
over-recovery in some fashion. On July 18, 2007, UNS made a filing with the Commission,
indicating that it had exceeded the threshold, and recommending that no action be taken to
address the PGA bank balance.

UNS ' curre nt filing indica te s  tha t UNS now is  re comme nding imple me nta tion of a  $0.02
per then credit for a  pe riod tha t roughly covers  the  winte r 2007-2008 hea ting season.

RE:

UNS' most recent monthly PGA report shows a reported over~col1ected PGA bank
balance of $10,755,098 as of the end of June 2007. Natural gas prices in recent months have
been relatively stable, with San Juan and Permian basin spot market price indices generally
found in the $5.00 to $7.00 per decathemi range. These prices are somewhat lower than most
price projections had shown, as a result of a number of factors, including mild spring weather,
significant liquid natural gas imports, high gas storage inventories, and lack of hurricane activity
in the Gulf of Mexico so far in the 2007 hurricane season. As of September 5, 2007, the Gas
Daily El Paso .-- San Juan daily spot market index is at $4.615 per decathenn and the El Paso -
Penman daily spot market index is at $4.82 per decatherm. While natural gas prices have
trended downward recently, changes in market conditions, particularly if a major hurricane
significantly impacted natural gas infrastructure in the Gulf of Mexico, could place upward
pressure on natural gas prices in the coming months. New York Mercantile Exchange
("NYMEX") natural gas futures prices have followed the recent downward trend, with January
2008 futures prices at $7.858 per decatherm as of September 5, 2007.
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Applying ra te s  in e ffe ct in S e pte mbe r 2007, a n Octobe r 2007 re s ide ntia l cus tome r bill,
a bse nt the  propose d P GA cre dit, us ing a n a ve ra ge  of 22 te rns , is  e s tima te d to be  $30.87, not
including ta xe s  a nd othe r a sse ssme nts . With the  $0.02 pe r the n P GA cre dit in  p la ce , the
a ve ra ge  Octobe r 2007 re s ide ntia l cus tome r bill is  e s tima te d to be  $30,43, re fle cting a  $0.44 or
1.5 pe rcent reduction. A January 2008 res identia l cus tomer bill, absent the  proposed PGA credit,
us ing a n a ve ra ge  of 107 te rms , is  e s tima te d to  be  $123.07, not including ta xe s  a nd othe r
assessments . With the  $0.02 per therm PGA credit in place , the  average  January 2008 residentia l
cus tomer bill is  e s tima ted to be  $120.93, re flecting a  $214 or 1.8 pe rcent reduction.

S ta ff has  reviewed UNS' projections  and be lieves  they a re  reasonable  for the  purpose  of
a s s e s s ing a  pos s ible  P GA cre dit in this  proce e ding. It is  a lwa ys  difficult to  ga uge  pos s ible
na tura l gas  marke t conditions  heading into a  winte r hea ting season, as  wea ther and other factors
can s ignificantly change  na tura l gas  marke t dynamics  a t any time . But a t this  time , S ta ff be lieves
UNS ' propos e d $0.02 pe r the rm P GA cre dit re pre s e nts  a  re a s ona ble  ba la nce  be twe e n the
inte re s ts  of re turning ove r-colle cte d P GA ba nk ba la nce  dolla rs  to ra te pa ye rs  a nd of a voiding a
poss ible  swing to a  s ignificantly under-collected PGA bank ba lance  in the  nea r future .

S ta ff re comme nds  tha t a  $0.02 pe r the rm P GA cre dit be  a pprove d for the  pe riod of
Octobe r 2007 through April 2008. S ta ff furthe r re comme nds  tha t UNS  notify its  cus tome rs  of
the  Commis s ion 's  a pprova l of a  P GA cre dit via  cus tome r b ill ins e rts  a nd  o the r a va ila b le
methods

Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion
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ORIGINATOR: Robe rt Gra y
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16 FINDINGS  OF FAC T

17 1. UNS  Ga s , Inc . ("UNS ") is  e nga ge d in providing na tura l ga s  s e rvice  within portions

18 o f Ar iz o n a , purs ua nt to a uthority gra nte d b y the Arizona Corpora tion Commis s ion

19 ("Commis s ion").

20 2. On  Augus t 30 , 2007 , UNS  file d  fo r Commis s ion  a pprova l o f a  $0 .02  pe r the me

21 purcha s e d ga s  a djus tor ("P GA") c re dit to  cus tome r bills  for a  pe riod of Octobe r 1 , 2007 through

22 April 30, 2008.

23 3. UNS  pa s s e s  its  purcha s e d ga s  cos ts  through its  P GA me cha nis m, re s ulting in a  P GA

24 ba nk ba la nce  tha t cha nge s  ove r time  de pe nding on cos ts  incurre d by UNS  a nd cos t re cove rie s  by

25 UNS . UNS ' ba nk ba la nce  curre n tly ha s  a  th re s hold  on  it o f $4 ,450 ,000 , whe re in  if UNS ' ove r-

26 re cove re d ba nk ba la nce  e xce e ds  this  thre s hold, UNS  is  re quire d to ta ke  a ction to a ddre s s  the  ove r-

27 re cove ry in s ome  fa s hion.

28

BY THE  C O MMIS S IO N:
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On July 18, 2007> UNS  ma de  a  tiling with the  Commiss ion, indica ting tha t it ha d

e xce e de d the  thre s hold, a nd re comme nding tha t no a ction be  ta ke n to a ddre s s  the  P GA ba nk

3 balance .
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UNS ' curre nt filing indica te s  tha t UNS  now is  re comme nding imple me nta tion of a

$0.02 per therm credit for a  period tha t roughly covers  the  winter 2007-2008 hea ting season.

6. UNS ' mos t re ce nt monthly PGA re port shows  a  re porte d ove r-colle cte d PGA ba nk

7 ba lance  of$l0,755,098 as  of the  end of lune  2007.

Na tura l gas  prices  in recent months  have  been re la tive ly s table , with San Juan and

Permian basin spot market price  indices genera lly found in the  $5.00 to $7.00 per deca therm range .

These  prices are  somewhat lower than most price  projections had shown, as  a  result of a  number of

fa ctors , including mild s pring we a the r, s ignifica nt liquid na tura l ga s  imports , high ga s  s tora ge

inve ntorie s , a nd la ck of hurrica ne  a ctivity in the  Gulf of Me xico s o fa r in the  2007 hum*ica ne

1 3 s eas on .

1 4

1 5

As of September 5, 2007, the  Gas Daily EL Paso -. San Juan daily spot market index

is  a t $4.615 pe r deca the rm and the  EL Paso P e rmia n da ily s pot ma rke t inde x is  a t $4.82 pe r

1 6 decatherm.
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While  na tura l ga s  price s  ha ve  tre nde d downwa rd re ce ntly, cha nge s  in ma rke t

conditions , pa rticula rly if a  Ma j or hurricane  s ignificantly impacted na tura l gas  infra s tructure  in the

Gulf of Mexico, could place  upward pressure  on na tura l gas  prices  in the  coming months .

Ne w York Me rca n tile  Excha nge  ("NYMEX") na tura l ga s  fu tu re s  p rice s  ha ve

followed the  recent downward trend, with January 2008 futures  prices  a t $7.858 per deca therm as

23

25

22 of September 5, 2007.

11. Applying ra te s  in e ffect in September 2007, an Octobe r 2007 re s identia l cus tomer

24 bill, absent the  proposed PGA credit, us ing an ave rage  of 22 te rns , is  e s tima ted to be  $30.87, not

including taxes  and other assessments . With the  $0.02 per therm PGA credit in place , the  average

October 2007 res identia l cus tomer bill is  e s tima ted to be  $30.43, re flecting a  $0.44 or 1.5 pe rcent26

27 reduction.
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A January 2008 res identia l cus tomer bill, absent the  proposed PGA credit, us ing an

a ve ra ge  of 107 te rms , is  e s tima te d to be  $l23.07, not including ta xe s  a nd othe r a s s e s s me nts .

With the  $0.02 pe r the n PGA cre dit in pla ce , the  a ve ra ge  Ja nua ry 2008 re s ide ntia l cus tome r bill

4 is  es timated to be  $l20.93, re flecting a  $2.14 or 1.8 percent reduction.

S ta ff ha s  re vie we d UNS ' proje ctions  a nd be lie ve s  the y a re  re a s ona ble  for the

6 purpose  of assessing a  possible  PGA credit in this  proceeding.

It is  a lways  difficult to gauge  poss ible  na tura l ga s  marke t conditions  heading into a

8 winte r hea ting sea son, a s  wea the r and othe r factors  can s ignificantly change  na tura l ga s  marke t

dynamics  a t any time , But a t this  time , S ta ff be lieves  UNS ' proposed $0.02 pe r the rm PGA credit

10 re pre s e nts  a  re a s ona ble  ba la nce  be twe e n the  inte re s ts  of re turning ove r-colle cte d P GA ba nk

ba la nce  dolla rs  to ra te pa ye rs  a nd of a voiding a  poss ible  swing to a  s ignifica ntly unde r~colle cte d

12 PGA bank ba lance  in the  near future .

11

1 3 15. S ta ff ha s  re comme nde d tha t a  $0.02 pe r the n P GA cre dit be  a pprove d for the

1 4 period of Octobe r 2007 through April 2008.

1 5 16. Sta ff ha s  furthe r recommended tha t UNS notify its  cus tomers  of the  Commiss ion's

1 6 approva l of a  PGA credit via  customer bill inse rts  and other ava ilable  methods.

1 7 CONCLUS IONS  OF LAW

1 8 UNS  is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article  XV,

19 Section 2, of the  Arizona  Constitution.

2.20 The  Commis s ion ha s  juris diction ove r UNS  a nd ove r the  s ubje ct ma tte r of the

2 1 applica tion.

22 The  Commiss ion, having reviewed the  applica tion and S ta ff" s  Memorandum da ted

Se pte mbe r 5, 2007, conclude s  tha t it is  in the  public inte re s t to a pprove  a  $0.02 pe r the rm PGA

24 credit for the  pe riod of October 2007 through April 2008.

ORDER

23

25

IT IS  THEREFORE ORDERED tha t a  $0.02 pe r the rm Purcha se d Ga s  Adjus tor cre dit for

27 the  period of October 2007 through April 2008, be  and hereby is  approved for UNS Gas, Inc.

26
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BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

COMMIS S IONER COMMIS S IONER

IN WITNESS WHEREOF, I DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

1 IT IS  FURTHER ORDERED tha t UNS  notify its  cus tome rs  of the  Commiss ion's  a pprova l

2 of a  PGA credit via  cus tomer bill inse rts  and other ava ilable  methods .

3 IT IS  FURTHER ORDERED tha t this  Orde r sha ll be come  e ffe ctive  imme dia te ly.
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23 EGJ:RGG:lhm\KL
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DEAN s. MILLER
Interim Executive Director

De cis ion No.
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1 S ERVICE LIS T FOR: UNS  Ga s , Inc.
DOCKET no. G-04204A-07-0503
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Ms . Miche lle  Live ngood
Attorne y for UNS Ga s , Inc,
One South Church Avenue
Tucson, Arizona  85702
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Mr. Ernest G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007
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Mr.  C h ris to p h e r C .  Ke e le y
Chie f Couns e l
Arizona  Corpora tion Commis s ion
1200 We s t Wa s hington
P hoe nix, Arizona  8500712
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