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Commissioner Kris tin Mayes
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, AZ 85007-2996

AUG 232007

UNS Gas, I11c.'s  Purchased Gas Adjustor Bank Balance G-04204A_05_0046

Dear Commissioner Mayes:

I a m in re ce ipt of your Augus t 3, 2007 le tte r re ga rding UNS  Ga s , Inc.'s , ("UNS  Ga s")
recent Purchased Gas Adjustor ("PGA") filing regarding its  over-collected bank ba lance .
I will address your concerns and request.

As you know, na tura l gas  prices  have  been extremely vola tile , the  las t two months have
been a  prime  example  of this  vola tility. When UNS Gas  filed its  PGA report on July 18,
2007, the  Company based its  projections on forward prices and purchases as of June 30,
2007. While  na tura l gas  prices  had fa llen in the  la te r part of June , the  Company did not
deem it prudent to recommend a credit to customers based on what was then a recent, and
possible fleeting, price decrease.

Afte r the  filing , ga s  price s  for the  winte r re m a ine d a t the  lowe r le ve ls  for a  pe riod of tim e
a s  s hown in  Atta chm e nt 1 . The s e  s a m e  fo rwa rd  p rice s  we re  re fle c te d  in  the  P GA ba nk
gra ph, provide d to  you by the  Com pa ny a t your re que s t. Eve n in  th is  proje c tion, the  ba nk
ba la nce  incre a s e s  a bove  the  ove r-colle cdon thre s hold in  a  fe w s hort m onths  a nd re m a ins
a bove  tha t le ve l, the  ba nk ba la nce  the n e xce e ds  the  unde r-colle c tion thre s hold  la te  ne xt
ye a r.

While  forward gas  prices  have  increased dramatica lly over the  pas t week, they a re  not
back to the  levels seen in the  earlier part of the  summer. I have included as Attachment 2
se ve ra l P GA cre dit a nd ba nk ba la nce  sce na rios  for this  winte r for the  Commiss ion's
considera tion, based on this  most recent pricing information. However, please  keep two
important pieces  of information in mind when reviewing these  proposa ls . Firs t, they a re
based on current forward price prob sections and as such are just estimates, subj et to nature
price  changes. Second, in every scenario the  bank ba lance  increases  rapidly this  winter
and becomes under-recovered by the  end of the  winter, even if no credit is  applied. Any
credit s imply amplifies  the  amount of under-recovery during this , and future , winters .

RE:
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Ba s e d on the s e  proje c tions , the  Com pa ny would s upport a  2 ce nts  pe r the m ; cre dit to
cus tome r bills  from Octobe r 1, 2007 through April 30, 2008.

believe  this  provides you, and the  other Commissioners , with the  information you need
to understand both the issues and the risks surrounding the Company's bank balance and
proposa l. P lease  do not hes ita te  to contact me  if the re  is  additiona l information re la ting
to our ba nk ba la nce  le ve ls  a nd proje ctions  tha t you would like  us  to provide  to the
Commission.

I

Sincgi-:ly

igna te lli

CC: Docke t Control
Chairman Mike  Gleason
Commiss ione r Willia m A. Munde ll
Commiss ioner Je ff Ha tch-Mille r
Commissioner Gary Pierce
Lace  Collins
Ernest Johnson
Hea the r Murphy
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