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IN THE  MATTE R  O F  THE  AP P LIC ATIO N O F  UNS  G AS ,  INC .  F O R
COMMISSION APPROVAL OF PROPOSED SALES AND TRANSPORTATION
AGREEMENTS BETWEEN UNS GAS AND UNISOURCE ENERGY
DEVELOPMENT COMPANY (DOCKET NOS. G-04204A_07-0696 AND
E-04230A-07-0696)

I. Introduction

On December 18, 2007, UNS Gas, Inc. ("UNS Gas") filed for Commission approval of
proposed sa les  and transporta tion agreements  ("the  Agreements") be tween UNS Gas and
Unisource  Energy Development Company ("UED'). Sta ff and UNS Gas  he ld a  number of
discussions regarding the Agreements. On January 29, 2008, UNS Gas made a filing, revising
the  proposed transporta tion agreement to reflect a  five  year true-up of the  a llocation factor
between UNS Gas and UED and a monthly customer charge. Following is Staffs analysis and
recommendations on the Agreements.

II. Discussion

UED is  an unregula ted a ffilia te  of UNS Gas , under the  parent company Uri source
Energy Corporation. UED is  cons tructing a  90 megawa tt s imple  cycle  gas -fired e lectric
generation station, known as the Black Mountain Generating Station ("BMGS"), near Kingman,
Arizona . UED's  inte ntion is  to s e ll the  BMGS to UNS Ele ctric. UNS Ele ctric is  s e e king
extraordinary rate treatment of BMGS as part of its current general rate proceeding in Docket
No. E-04204A_06-0783. The Agreements contain provisions allowing UED to assign or transfer
these agreements to another party. To the extent that UED is successful in the sale of the BMGS
to UNS Ele ctric, UNS Ele ctric would be come  the  succe s sor in inte re s t of UED in the se
Agreements. As long term transactions between two affiliated entities with the Unisource family
of companies, a greater level of scnitiny is required than if these were agreements between two
unaffiliated entities. UNS Gas has indicated to Staff that any modification or extension of these
Agreements, other than the contemplated assignment of the Agreements, will be brought to the
Commission for approval. UNS Gas has indicated it will hold UED to the same creditworthiness
requirements to which it holds other comparable customers. UNS Gas has indicated it expects to
begin flowing test gas to the BMGS in March 2008 and that the BMGS will begin operation in
May 2008. UNS Gas has provided certain pricing provisions of these Agreements to Staff under
the terms of a confidentiality agreement.
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The  propose d tra nsporta tion a gre e me nt involve s  the  te rms  of se rvice  for flowing ga s  to
the  BMGS fa cility ove r the  ne wly cons tructe d dis tribution pipe line . UNS Ga s  ha s  built a  16-inch
dis tribution line  from its  inte rconne ction with the  Tra ns we s te m P ipe line  inte rs ta te  s ys te m to
se rve  BMGS  a s  we ll a s  some  re ta il cus tome rs  in the  a re a . An e xa mple  of a  poss ible  ne w re ta il
cus tome r for UNS  Ga s  is  the  Kinsma n P rison, which curre ntly use s  propa ne  a nd could be ne fit
from ta king na tura l ga s  s e rvice  from UNS  Ga s . UNS  Ga s  a nticipa te s  flowing te s t ga s  ove r the
ne w d is tribu tion  line  in  Ma rch  2008 . The  tra nsporta tion a gre e me nt a ddre s se s  the  cos ts  of
cons tructing a nd ope ra ting this  ne w dis tribution line  a nd the  a lloca tion of those  cos ts  be twe e n
UNS  Ga s  core  cus tome rs  a nd UED. The  tra ns porta tion a gre e me nt is  for a  20 ye a r te rm,
be ginning with the  da te  na tura l ga s  be gins  to flow to the  BMGS . The  e s tima te d ca pita l cos t of
the  pipe line  is  $5,782,245 UNS Gas ' initia l a lloca tion of cos ts  be tween UED and UNS Gas  core
cus tome rs  wa s  ba se d on a  ca lcula tion of the  cos t of building a  6-inch dis tribution line  to s e rve
the  core  cus tomers  and then ass igning the  remaining cos t to UED. Under this  a lloca tion method,
UED would initia lly be  re s pons ible  for $4,739,383 or a pproxima te ly 82 pe rce nt of the  ca pita l
cos ts , with core  cus tome rs  initia lly be ing a s s igne d $1,042,862 or a pproxima te ly 18 pe rce nt of
capita l costs .

The  cos ts  a s s igne d to UED fa ctor into the  monthly tra nsporta tion cha rge  a s se s se d by
UNS Gas  to UED under the  transporta tion agreement. The  cos ts  a ss igned to core  cus tomers  will
not be  re cove re d by UNS Ga s  until it re ce ive s  a uthoriza tion from the  Commiss ion in future  ra te
proce e dings . Any ca pita l cos ts  initia lly a lloca te d to core  cus tome rs  but not re cove re d from ne w
core  cus tomers  through new customer connections  would be  reass igned to UED afte r a  five  year
pe riod. S ta ff ha s  some  conce rn with the  a lloca tion me thod use d by UNS Ga s , in tha t UNS Ga s
core  customers  may have  more  costs  assigned to them than is  warranted given they are  assigned
a ll cos ts  re la te d to wha t a  s ix-inch dis tribution line  would cos t, whe n in fa ct the y a re  s imply a n
e xtra  in c re me n t o f s e rvice  o n  a  la rg e r 1 6 -in ch  d is trib u tio n  lin e . Howe ve r,  g ive n  the
Commiss ion's  a bility to re vie w a ll cos ts  in future  ra te  ca se s  for re a sona ble ne s s  a nd prude nce
before  they are  charged to UNS Gas core  customers , S ta ff recommends tha t the  Commiss ion not
de cide  this  a lloca tion is sue  in the  ins ta nt ca se , but do so in a  future  ra te  ca se . For the  limite d
purpose  of UNS Gas  se tting initia l ra te s  in the  transporta tion agreement, UNS Gas  may use  the
initia l a lloca tion. S ta ff is  propos ing a  re quire me nt tha t in upcoming UNS  Ga s  ra te  ca s e s , tha t
UNS Gas  specifica lly document the  cos ts  and re la ted information rega rding new core  cus tomers
who ta ke  s e rvice  off of th is  d is tribution line . UNS  Ga s ' upda te d tiling  include s  a  monthly
cus tome r cha rge  to UED e qua l to the  curre ntly e ffe ctive  cus tome r cha rge  for la rge  volume
pricing plan cus tomers . Inclus ion of this  cus tomer cha rge  is  comparable  to UNS Gas ' tre a tment
of Negotia ted Sa les  Program ("NSP") customers  on this  issue .

The  propos e d s a le s  a gre e me nt be twe e n UNS  Ga s  a nd UED would involve  UNS  Ga s
acting as  an agent for UED in acquiring na tura l gas  supplies  and inte rs ta te  pipe line  transporta tion
s e rvice  for the  BMGS  fa cility. This  in  ma ny ways is  compa ra ble  to the  cus tome rs  UNS  Ga s
se rve s  unde r its  NSP . UNS Ga s  curre ntly a cquire s  its  na tura l ga s  supplie s  unde r a  ga s  supply
a rra nge me nt with Britis h P e trole um ("BP "). UNS  Ga s  ha s  indica te d to S ta ff tha t UED will be
tre a te d in a  s imila r ma nne r re ga rding ga s  s upply a cquis ition in the  future , whe the r the  BP
a gre e me nt continue s  or UNS  Ga s  te nnina te s  the  BP  a gre e me nt a nd conducts  a ll s upply



THE COMMIS S ION
January 30, 2008
Page 3

a cquis ition a ctivitie s  its e lf. The  s a le s  a gre e me nt ha s  a  20 ye a r initia l te rm. As  with  the
tra ns porta tion  a gre e me nt, UNS  Ga s  s ta te s  tha t it will tile  for Commis s ion  a pprova l if the
a gre e me nt is  e xte nde d be yond the  initia l 20 ye a r te rm, or is  modifie d be yond modifica tions
a llowed under the  agreement.

As  pa rt of the  s a le s  a gre e me nt, UNS  Ga s  ha s  a cquire d s ome  pipe line  ca pa city from
Transwes te rn to se rve  UED. The  volume  of capacity acquired by UNS Gas  to se rve  UED is  le ss
tha n the  tota l re quire me nts  of the  BMGS  if it is  running a t full ca pa city. For this  firs t block of
ca pa city a cquire d from Tra ns we s te rn to s e rve  UED, UED will re pa y UNS  Ga s  for a ll cos ts
re la te d to a cquiring this  ca pa city for UED. For UED pipe line  ca pa city ne e ds  a bove  this  firs t
block of ca pa city, UNS Ga s  would e ithe r use  spa re  ca pa city it ha s , or a cquire  ca pa city for UED
in the  ca pa city re le a s e  ma rke t. Additiona lly, to the  e xte nt UED is  not us ing the  firs t block of
capacity, this  capacity could be  ava ilable  for UNS Gas  to use . To the  extent UED uses  capacity
pa id for by UNS  Ga s , or UNS  Ga s  use s  ca pa city pa id for by UED, the  pa rty initia lly owning the
ca pa city would be  compe ns a te d by the  pa rty us ing the  ca pa city. The  pos s ib le  fle xib ility
provide d by the  pote ntia l a va ila bility of this  ca pa city to both e ntitie s  is  a  be ne fit to both e ntitie s .
The  e xte nt to which pipe line  ca pa city will be  tra ns fe rre d be twe e n the  two e ntitie s  is  uncle a r a t
this  time  a nd will de pe nd upon a  va rie ty of fa ctors , including the  ne e d for pipe line  ca pa city by
each of the  entitie s , a s  we ll a s  circumstances  on the  ups tream pipe lines . S ta ff is  recommending
tha t UNS  Ga s  include  a  ne w pa ge  in  its  monthly P GA re ports  file d  with  the  Commis s ion,
docume nting a ll tra ns fe rs  of ca pa city be twe e n UNS Ga s  a nd UED. Inclus ion of this  informa tion
in the  monthly P GA re ports  will provide  the  Commis s ion with on-going a nd re a dily a va ila ble
information on the  na ture  and extent of capacity transfe rs  be tween UNS Gas and UED.

Typica lly whe n UNS  Ga s  e nte rs  into a  s a le s  a gre e me nt like  this , in mos t ca s e s  s uch
a gre e me nts  be ing with NS P  cus tome rs , the re  is  a  50/50 s ha ring of the  ma rgin provide d by
pa yme nts  from the  cus tome r to UNS  Ga s  for us e  of its  pipe line  ca pa city. The  50/50 s ha ring
me a ns  tha t 50 pe rce nt of the  ma rgin goe s  to UNS Ga s  core  cus tome rs  via  the  Purcha se d Ga s
Adjus tor ("P GA") me cha nis m, with 50 pe rce nt going to Unis ource  s ha re holde rs . This  s ha ring
le ve l wa s  e s ta blishe d for NS P  a gre e me nts  in De cis ion No. 59399 (Nove mbe r 28, 1995). UNS
Ga s  curre ntly ha s  14 NS P  cus tome rs  for whom the  50/50 s plit a pplie s . UNS  Ga s ' initia l filing
did not identify a  specific sha ring split. in subsequent discuss ions  with S ta ff; UNS Gas  indica ted
its  expecta tion was to apply the  50/50 split as  it does  for NSP customers .

The  most recent case  where  the  issue  of splitting revenues  be tween core  cus tomers  and
s ha re holde rs  on the  UNS  Ga s  s ys te m took pla ce  wa s  whe n the  s ys te m wa s  s till owne d by
Citize ns  Utilitie s  Compa ny ("Citize ns ") a nd involve d the  s ha ring of a  pa yme nt from Que s ta r's
S outhe rn Tra ils  P ipe line  to Citize ns  for a  pote ntia l re duction in pipe line  ca pa city on the  la te ra l
s e rving the  Griffith ge ne ra ting s ta tion ne a r Kingma n, Arizona . In tha t ca s e , the  Commis s ion
ruled in Decis ion No. 65214 (September 20, 2002) tha t the  payment from Questa r should be  split
in  a  75/25  s p lit, with  core  cus tome rs  re ce iving  75  pe rce nt of the  pa yme nt, a nd  Citize ns '
shareholders receiving 25 percent.
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S ta ff be lie ve s  tha t circums ta nce s  ha ve  cha nge d s ignifica ntly s ince  the  1994 de cis ion
imple me nting the  50/50 split. At tha t time , Citize ns  wa s  s till a  full re quire me nts  cus tome r on the
El Paso pipe line  sys tem, and thus , be tween El Paso ra te  cases , the re  was  ve ry little  incrementa l
cost to Citizens ' core  customers  to se rve  new incrementa l loads  such as  a  new power plant would
re pre se nt. By contra s t, toda y full re quire me nts  s e rvice  is  no longe r a va ila ble  to UNS  Ga s , a nd
UNS Ga s  core  cus tome rs  pa y the  full ta riffe d pipe line  re se rva tion ra te  for pipe line  ca pa city tha t
would then in ce rta in circumstances  be  used to se rve  UED, if UNS Gas  did not need the  pipe line
ca pa city. Thus , UNS  Ga s  core  cus tome rs  ha ve  s ignifica ntly gre a te r cos t e xposure  toda y tha n
the y did a t the  time  the  Commis s ion a pprove d the  50/50 s plit for NS P  cus tome r a gre e me nts ,
Furthe r, the  Commiss ion's  1994 De cis ion a llowing the  50/50 split ide ntifie d the  risk to Citize ns
of experiencing exposure  to a  loss  as  a  result of these  agreements  as  a  factor. In a  circumstance
like  this  proceeding, whe re  the  agreements  a re  be tween two a ffilia ted entitie s  within Unisource ,
it doe s  not a ppe a r tha t UNS  Ga s  would be  e xpe rie ncing e xposure  to los se s  a s  a  re sult of this
agreement. Thus , S ta ff be lieves  tha t in this  matte r 75/25 sharing percent of the  margin should be
credited to UNS Gas core  customers.

III. Recommendations

Staff recommends approval of the  transporta tion and sa les agreements be tween UNS Gas
and UED, subject to the  conditions  identified be low.

Staff further recommends tha t the  Agreements  be  modified to s ta te  tha t any assignment to
UNS Ele ctric or othe r e ntity will be  subje ct to Commiss ion re vie w a nd a pprova l, a nd ma y re sult
in changes  to the  Agreements ' te rms and conditions  as  deemed necessa ry by the  Commiss ion in
lecture  dockets  or re la ted dockets  now pending before  the  Commission.

S ta ff furthe r recommends  tha t UNS Gas , in any ra te  case  filed in the  next five  yea rs , and
in the  firs t ra te  ca se  file d a fte r the  ne xt five  ye a rs , provide  te s timony a nd e xhibits  docume nting
any new UNS Gas  cus tomers , and re la ted dis tribution cos ts , on this  new dis tribution line , UNS is
seeking to recover in the  ra te  proceeding.

S ta ff furthe r recommends  tha t UNS Gas  make  a  filing with Docke t Control in this  docke t
whe ne ve r the  a lloca tion  of ca pita l cos ts  be twe e n UNS  Ga s  a nd  UED, or a ny s ucce s s or
companies  is  changed, within 10 days  of the  e ffective  da te  of the  new a lloca tion.

S ta ff furthe r re comme nds  tha t UNS  Ga s  file  a  s umma ry re port with Docke t Control in
this  docke t, within 30 days  of this  agreement having been in place  for five  years , when UNS Gas
conducts  its  five -yea r true -up and poss ible  rea lloca tion of unrecove red capita l cos ts  to UED, or
any successor corpora tion. This  sunmia ry report should identify new cus tomers  and a ssocia ted
capita l costs  a lloca ted to UNS Gas, any unrecovered capita l costs  tha t a re  rea lloca ted to UED, or
its  s ucce s s or compa nie s , a nd the  re s ulting a lloca tion fa ctors  for UNS  Ga s  a nd UED, or a ny
successor companies.
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S ta ff furthe r re comme nds  tha t UNS  Ga s  include  a  ne w pa ge  in its  monthly P GA re port
tha t is  filed with the  Commiss ion, documenting any pipe line  capacity transactions  under the  sa les
a gre e me nt be twe e n UNS  Ga s  a nd UED, or its  s ucce s s or corpora tion, ide ntifying volume s  of
capacity, a ssocia ted payments , supply ba s in(s ) whe re  capacity origina te s , and da te (s ) capacity
was exchanged.

S ta ff furthe r recommends  tha t unde r the  sa le s  agreement the  margin split be tween UNS
Gas core  customers  and Uri source  shareholders  be  se t a t 75/25 split with 75 percent going to the
core customers .

S ta ff furthe r re comme nds  tha t UNS  Ga s  file  a  le tte r with Docke t Control in this  docke t,
indica ting the  da te  whe n it be gins  flowing te s t ga s  to the  BMGS , a nd thus  ide ntifying the  da te
when these  contracts  would formally begin.

» '

I

Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

EG]:RGG:1}m1\KL

ORIGINATOR: Robe rt Gra y
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BE F O R E  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N
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1 0
DECIS ION NO.

ORDER

Open Mee ting
February 12 and 13, 2008
Phoe nix, Arizona

FINDINGS  OF FACT

7

8 IN THE MATTER OF THE AP P LICATION
OF UNS  GAS , INC. FOR COMMIS S ION

9 AP P ROVAL OF P ROP OS ED S ALES  AND
TRANS P ORTATION AGREEMENTS
BETWEEN UNS  GAS  AND UNIS OURCE

11 ENERGY DEVELOP MENT COMP ANY

12

13

14

15

16 BY THE COMMIS S ION:

17

18

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

20 portions  of Arizona , purs ua nt to  a uthority gra nte d by the  Arizona  Corpora tion Commis s ion

21 ("Commis s ion").

22 2. On December 18, 2007, UNS Gas  filed for Commiss ion approva l of proposed sa les

23 a nd tra ns porta tion a gre e me nts  ("the  Agre e me nts ") be twe e n UNS  Ga s  a nd Unis ource  Ene rgy

24 De ve lopme nt Compa ny ("UED").

25 3. S ta ff and UNS Gas held a  number of discussions regarding the  Agreements.

26 4. On January 29, 2008, UNS Gas  made  a  filing, revis ing the  proposed transporta tion

27 agreement to re flect a  five  yea r true -up of the  a lloca tion factor be tween UNS Gas  and UED and a

28 monthly cus tomer cha rge . Following is  S ta ffs  ana lys is  and recommenda tions  on the  Agreements .

I. In tro d u c tio n
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1 11. Dis cu s s io n

2

3

4

5

6

8

9

UED is  a n unre gula te d a ffilia te  of UNS Ga s , unde r the  pa re nt compa ny Unisource

Energy Corpora tion. UED is  cons tructing a  90 megawa tt s imple  cycle  gas-fired e lectric gene ra tion

s ta tion, known a s  the  Black Mounta in Gene ra ting S ta tion ("BMGS"), nea r Kinsman, Arizona .

6. UED's  in te ntion  is  to  s e ll the  BMGS  to  UNS  Ele ctric . UNS  Ele ctric  is  s e e king

e xtra ordina ry ra te  tre a tme nt of BMGS  a s  pa rt of its  curre nt ge ne ra l ra te  proce e ding in Docke t

7 No. E-04204A-06_0783. The  Agre e me nts  conta in provis ions  a llowing UED to a s s ign or tra ns fe r

these  agreements  to anothe r pa rty. To the  extent tha t UED is  success ful in the  sa le  of the  BMGS

to  UNS  E le c tric ,  UNS  E le c tric  wou ld  be come  the  s ucce s s o r in  in te re s t o f UED in  the s e

10 Agreements.

11

12

13

15

16

18

19

21 10.

22

As long te rm tra nsa ctions  be twe e n two a ffilia te d e ntitie s  with the  Unisource  fa mily

of compa nie s , a  gre a te r le ve l of scrutiny is  re quire d tha n if the se  we re  Agre e me nts  be twe e n two

una ffilia te d e ntitie s . UNS  Ga s  ha s  indica te d to S ta ff tha t a ny modifica tion or e xte ns ion of the se

14 Agre e me nts , othe r tha n the  conte mpla te d a s s ignme nt of the  Agre e me nts , will be  brought to the

Commiss ion for approva l.

UNS Gas  has  indica ted it will hold UED to the  same  creditworthiness  requirements

17 to which it holds  othe r comparable  cus tomers . UNS Gas  has  indica ted it expects  to begin flowing

tes t gas  to the  BMGS in March 2008 and tha t the  BMGS will begin ope ra tion in May 2008.

UNS  Ga s  ha s  provide d ce rta in pricing provis ions  of the s e  Agre e me nts  to S ta ff

20 under the  te rms of a  confidentia lity agreement.

The  propose d tra nsporta tion a gre e me nt involve s  the  te rms  of s e rvice  for flowing

ga s  to the  BMGS  fa cility ove r the  ne wly cons tructe d dis tribution pipe line . UNS  Ga s  ha s  built a

16-inch dis tribution line  from its  inte rconnection with the  Transwes te rn P ipe line  inte rs ta te  sys tem

24 to se rve  BMGS as  we ll a s  some  re ta il cus tomers  in the area. An e xa mple  of a  poss ible  ne w re ta il

23

25

26

27

cus tome r for UNS  Ga s  is  the  Kins ma n P ris on, which curre ntly us e s  propa ne  a nd could be ne fit

from taking na tura l gas  se rvice  from UNS Gas. UNS Gas anticipa tes  flowing tes t gas  over the  new

dis tribution line  in Ma rch 2008.

ZN

9.

8.

7.

5.

De cis ion No.
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1 11.

2

The transporta tion agreement addresses  the  costs  of constructing and opera ting this

new dis tribution line  and the  a lloca tion of those  costs  be tween UNS Gas core  customers  and UED.

3 12 .

4

5

The  transporta tion agreement is  for a  20 yea r te rm, beginning with the  da te  na tura l

gas  begins  to flow to the  BMGS.

13 . UNS  G a s '  in itia l

6

The  e s tima te d  ca p ita l cos t o f the  p ipe line  is  $5 ,782 ,245

a lloca tion of cos ts  be tween UED and UNS Gas  core  cus tomers  was  based on a  ca lcula tion of the

7

8

9

10

1 1 1 4 .

1 2

1 3 1 5 .

1 4

1 5

cos t of building a  6-inch dis tribution line  to s e rve  the  core  cus tome rs  a nd the n a s s igning the

re ma ining cos t to UED. Unde r this  a lloca tion me thod, UED would initia lly be  re s pons ible  for

$4,739,383 or a pproxima te ly 82 pe rce nt of the  ca pita l cos ts , with core  cus tome rs  initia lly be ing

assigned $1 ,042,862 or approximate ly 18 percent of capita l costs .

The  cos ts  a ss igned to UED factor into the  monthly transporta tion cha rge  a sse ssed

by UNS Gas to UED under the  transporta tion agreement.

The  cos ts  a s s igne d to core  cus tome rs  will not be  re cove re d by UNS  Ga s  until it

re ce ive s  a uthoriza tion from the  Commiss ion in future  ra te  proce e dings . Any ca pita l cos ts  initia lly

a lloca te d to core  cus tome rs  but not re cove re d from ne w core  cus tome rs  through ne w cus tome r

1 6

1 7 1 6 .

1 8

1 9

20

2 1

22

23

24

connections  would be  reass igned to UED afte r a  five  year period.

S ta ff ha s  some  conce rn with the  a lloca tion me thod used by UNS Gas , in tha t UNS

Ga s  core  cus tome rs  ma y ha ve  more  cos ts  a s s igne d to the m tha n is  wa rra nte d give n the y a re

a s s igne d a ll cos ts  re la te d to wha t a  s ix-inch dis tribution line  would cos t, whe n in fa ct the y a re

s imply a n e xtra  incre me nt of s e rvice  on a  la rge r 16-inch dis tribution line . Howe ve r, give n the

Commis s ion's  a bility to re vie w a ll cos ts  in future  ra te  ca s e s  for re a s ona ble ne s s  a nd prude nce

be fore  they a re  cha rged to UNS Gas  core  cus tomers , S ta ff recommends  tha t the  Commiss ion not

de cide  the  a lloca tion is s ue  until a  future  ra te  ca s e , For the  limite d purpos e  of UNS  Ga s  s e tting

initia l ra tes  in the  transporta tion agreement, UNS Gas  may use  the  initia l a lloca tion.

25 1 7 .

26

Sta ff is  propos ing a  re quire me nt tha t in upcoming UNS Ga s  ra te  ca se s , tha t UNS

Ga s  spe cifica lly docume nt the  cos ts  a nd re la te d informa tion re ga rding ne w core  cus tome rs  who

27 take  se rvice  off of this  dis tribution line .

28
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1 1 8 .

2

UNS  Ga s ' upda te d filing include s  a  monthly cus tome r cha rge  to UED e qua l to the

curre ntly e ffe ctive  cus tome r cha rge  for la rge  volume  pricing pla n cus tome rs . Inclus ion of this

cus tome r cha rge  is  compa ra ble  to UNS  Ga s ' tre a tme nt of Ne gotia te d S a le s  P rogra m ("NS P ")

4 customers on this  issue .

3

5 1 9 .

6

7

The  propos e d s a le s  a gre e me nt be twe e n UNS  Ga s  a nd UED would involve  UNS

Ga s  a cting  a s  a n  a ge n t fo r UED in  a cquiring  na tura l ga s  s upplie s  a nd  in te rs ta te  p ipe line

tra nsporta tion s e rvice  for the  BMGS  fa cility. This  in ma ny wa ys  is  compa ra ble  to the  cus tome rs

UNS Gas serves under its  NSP.8

UNS Gas currently acquires  its  na tura l gas  supplies  under a  gas  supply a rrangement

10 with Britis h  P e trole um ("BP "). UNS  Ga s  ha s  indica te d to  S ta ff tha t UED will be  tre a te d in a

9 20.

1 2

1 3

14

16 22.

1 8

1 9

2 1

22

23

24

25

27

s imila r manner regarding gas  supply acquis ition in the  future , whether the  BP agreement continues

or UNS Gas te rmina tes  the  BP agreement and conducts  a ll supply acquis ition activities  itse lf.

The  s a le s  a gre e me nt ha s  a  20  ye a r in itia l te rm. As  with  the  tra ns porta tion

agreement, UNS Gas  s ta ted tha t it will file  for Commiss ion approva l if the  agreement is  extended

15 beyond the  initia l 20 yea r te rm, or is  modified beyond modifica tions  a llowed under the  agreement.

As part of the  sa les  agreement, UNS Gas has  acquired some pipe line  capacity from

17 Tra nswe s te m to se rve  UED. The  volume  of ca pa city a cquire d by UNS  Ga s  to se rve  UED is  le s s

tha n the  tota l re quire me nts  of the  BMGS  if it is  running a t full ca pa city. For this  firs t block of

capacity acquired from Transwes te rn to se rve  UED, UED will repay UNS Gas  for a ll cos ts  re la ted

20 to acquiring this  capacity for UED .

23. For UED pipe line  capacity needs  above  this  firs t block of capacity, UNS Gas  would

e ithe r us e  s pa re  ca pa city it ha s , or a cquire  ca pa city for UED in the  ca pa city re le a s e  ma rke t.

Additiona lly, to the  e xte nt UED is  not us ing the  firs t block of ca pa city, this  ca pa city could be

ava ilable  for UNS Gas to use . To the  extent UED uses  capacity pa id for by UNS Gas, or UNS Gas

use s  ca pa city pa id for by UED, the  pa rty initia lly owning the  ca pa city would be  compe nsa te d by

26 the  party using the  capacity.

24. The  poss ible  fle xibility provide d by the  pote ntia l a va ila bility of this  ca pa city to both

e ntitie s  is  a  be ne fit to both e ntitie s . The  e xte nt to which pipe line  ca pa city will be  tra ns fe rre d28

21.

De cis ion No.
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1 be tween the  two entitie s  is  unclea r a t this  time  and will depend upon a  va rie ty of factors , including

2

3 the  ne e d for pipe line  ca pa city by e a ch of the  e ntitie s , a s  we ll a s  circums ta nce s  on the  ups tre a m

4 pipe line s .

5 25.

6

7

S ta ff is  re comme nding tha t UNS  Ga s  include  a  ne w pa ge  in  its  monthly P GA

re ports  file d with the  Commiss ion, docume nting a ll tra ns fe rs  of ca pa city be twe e n UNS  Ga s  a nd

UED. Inclus ion of this  informa tion in the  monthly P GA re ports  will provide  the  Commis s ion with

on-going and readily ava ilable  informa tion on the  na ture  and extent of capacity transfe rs  be tween

9 UNS Gas  and UED.

8

1 0 26.

1 1

Typica lly when UNS Gas ente rs  into a  sa les  agreement like  this , in most cases  such

a gre e me nts  be ing with  NS P  cus tome rs , the re  is  a  50/50 s ha ring of the  ma rgin provide d by

12 payments  from the  customer to UNS Gas for use  of its  pipe line  capacity. The  50/50 sharing means

tha t 50 pe rce nt of the  ma rgin goe s  to UNS Ga s  core  cus tome rs  via  the  Purcha se d Ga s  Adjus tor1 3

14 ("PGA") mechanism, with 50 pe rcent going to Unisource  sha reholde rs .

27.1 5 This  s ha ring le ve l wa s  e s ta blis he d for NS P  a gre e me nts  in De cis ion No. 59399

1 6 (Nove mbe r 28, 1995). UNS  Ga s  curre ntly ha s  14 NS P  cus tome rs  for whom the  50/50 s plit

a pplie s . UNS  Ga s ' initia l tiling did not ide ntify a  spe cific sha ring split. In subse que nt discuss ions

18 with S ta ff, UNS  Ga s  indica te d its  e xpe cta tion wa s  to a pply the  50/50 s plit a s  it doe s  for NS P

17

1 9 customers.

20 28.

2 1

22

23

25

The most recent case  where  the  issue  of splitting revenues be tween core  customers

a nd sha re holde rs  on the  UNS  Ga s  sys te m took pla ce  wa s  whe n the  sys te m wa s  s till owne d by

Citize ns  Utilitie s  Compa ny ("Citize ns ") a nd involve d the  s ha ring of a  pa yme nt from Que s te r's

S outhe rn Tra ils  P ipe line  to Citize ns  for a  pote ntia l re duction in pipe line  ca pa city on the  la te ra l

24 se rving the  Griffith ge ne ra ting s ta tion ne a r Kinsma n, Arizona . In tha t ca se  the  Commiss ion rule d

in De cis ion No. 65214 (S e pte mbe r 20, 2002) tha t the  pa yme nt from Que s ta r should be  split in a

75/25 split, with core  cus tomers  rece iving 75 pe rcent of the  payment, and Citizens ' sha reholde rs

27 rece iving 25 percent.

26

28

De cis ion No.
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1 29.

2

3

4

S ta ff be lie ve s  tha t circums ta nce s  ha ve  cha nge d s ignifica ntly s ince  the  1994 de cis ion

imple me nting the  50/50 s plit. At tha t time , Citize ns  wa s  s till a  full re quire me nts  cus tome r on the

El P a s o pipe line  s ys te m, a nd thus , be twe e n El P a s o ra te  ca s e s , the re  wa s  ve ry little  incre me nta l

cos t to Citize ns ' core  cus tome rs  to s e rve  ne w incre me nta l loa ds  s uch a s  a  ne w powe r pla nt would

5 re pre s e nt.

6 30.

7

8

9

10

l l 31.

12

By contra s t, toda y full re quire me nts  s e rvice  is  no longe r a va ila ble  to UNS  Ga s , a nd

UNS  Ga s  core  cus tome rs  pa y the  full ta riffe d pipe line  re s e rva tion ra te  for pipe line  ca pa c ity tha t

would the n in ce rta in c ircums ta nce s  be  us e d to s e rve  UED, if UNS  Ga s  did not ne e d the  pipe line

ca pa city. Thus , UNS  Ga s  core  cus tome rs  ha ve  s ignifica ntly gre a te r cos t e xpos ure  toda y tha n the y

did a t the  time  the  Commis s ion a pprove d the  50/50 s plit for NS P  cus tome r a gre e me nts .

Furthe r,  the  Commis s ion 's  1994  De c is ion  a llowing  the  50 /50  s p lit ide n tifie d  the

ris k to Citize ns  of e xpe rie ncing e xpos ure  to a  los s  a s  a  re s ult of the s e  a gre e me nts  a s  a  fa ctor. In a

circums ta nce  like  this  proce e ding, whe re  the  a gre e me nts  a re  be twe e n two a ffilia te d e ntitie s  within

14 Unis ource , it doe s  not a ppe a r tha t UNS  Ga s  would be  e xpe rie ncing e xpos ure  to los s e s  a s  a  re s ult of

13

15 this  a gre e me nt.

32.16 Thus , S ta ff be lie ve s  tha t in this  ma tte r 75 pe rce nt of the  ma rgin s hould be  cre dite d

17 to UNS  Ga s  core  cus tome rs .

18 II I . Recommendations

19 33.

21 34.

22

23

24

25

S ta ff h a s  re c o m m e n d e d  a p p ro va l o f th e  tra n s p o rta tio n  a n d  s a le s  a g re e m e n ts

20 be twe e n UNS  Ga s  a nd UED, s ubje ct to the  conditions  ide ntifie d be low.

S ta ff ha s  iiurthe r re comme nde d tha t the  Agre e me nts  be  modifie d to s ta te  tha t a ny

a s s ignme nt to  UNS  Ele c tric  or o the r e ntity will be  s ubje c t to  Commis s ion  re vie w a nd a pprova l,

a nd ma y re s ult in cha nge s  to the  Agre e me nts ' te rms  a nd conditions  a s  de e me d ne ce s s a ry by the

Commis s ion in future  docke ts  or re la te d docke ts  now pe nding be fore  the  Commis s ion.

S ta ff ha s  furthe r re comme nde d tha t UNS  Ga s , in a ny ra te  ca s e  file d in the  ne xt five35.

27

28

26 ye a rs , a nd  in  the  firs t ra te  ca s e  file d  a fte r the  ne xt five  ye a rs , p rovide  te s timony a nd  e xh ib its

docume nting a ny ne w UNS  Ga s  cus tome rs , a nd re la te d dis tribution cos ts , on this  ne w dis tribution

line , UNS  is  s e e king to re cove r in the  ra te  proce e ding.

De c is ion No.
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1 36.

2

3

4 37.

5

6

7

Sta ff ha s  furthe r re comme nde d tha t UNS Ga s  ma ke  a  filing with Docke t Control in

this  docke t whenever the  a lloca tion of capita l cos ts  be tween UNS Gas  and UED, or any successor

companies  is  changed, within 10 days  of the  e ffective  da te  of the  new a lloca tion.

S ta ff ha s  furthe r re comme nde d tha t UNS  Ga s  file  a  s umma ry re port with Docke t

Control in this  docke t, within 30 days  of this  agreement having been in place  for five  yea rs , when

UNS Gas  conducts  its  Have-yea r true -up and poss ible  rea lloca tion of unrecovered capita l cos ts  to

UED, or a ny s ucce s s or compa nie s . This  s umma ry re port s hould ide ntify ne w cus tome rs  a nd

associa ted capita l costs  a lloca ted to UNS Gas, any unrecovered capita l costs  tha t a re  rea lloca ted to

9 UED, or any successor companie s , and the  re sulting a lloca tion factors  for UNS Gas  and UED, or

8

10

11 38.

1 3

1 5

any successor companies.

S ta ff ha s  furthe r re comme nde d tha t UNS  Ga s  include  a  ne w pa ge  in its  monthly

12 P GA re port tha t is  Hle d with the  Commis s ion, docume nting a ny pipe line  ca pa city tra ns a ctions

unde r the  sa le s  a gre e me nt be twe e n UNS Ga s  a nd UED, or its  succe ssor compa nie s , ide ntifying

14 volumes  of capacity, a ssocia ted payments , supply bas in(s ) where  capacity origina te s , and da te (s )

capacity was exchanged.

39. S ta ff ha s  furthe r re comme nde d tha t unde r the  s a le s  a gre e me nt the  ma rgin s plit

17 be twe e n UNS  Ga s  core  cus tome rs  a nd Unis ource  s ha re holde rs  be  s e t a t a  75/25 s plit with 75

1 6

1 9

18 percent going to the  core  customers.

40. S ta ff ha s  furthe r re comme nde d tha t UNS  Ga s  tile  a  le tte r with Docke t Control in

20

2 1

22

this  docke t, indica ting the  da te  when it begins  flowing te s t gas  to the  BMGS, and thus  identif3dng

the  da te  when these  contracts  would formally begin.

CONCLUS IONS  OF LAW

23 UNS  Ga s  is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Aiiicle

24 XV, Section 2, of the  Arizona  Cons titution.

25 The  Commiss ion has  jurisdiction ove r UNS Gas  and ove r the  subject ma tte r of the

2 6 a pplica tion.

27

28

2.

1.
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COMMISSIONERCOMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I DEAN s. MILLER, Intent
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 , 2008.

DEAN s. MILLER
Intent Executive Director

DISSENT:

DISSENT:

EGG:RGG:lhm\KL

Decision No.

P age  8 Docke t Nos . G-04204A-07-0696, E-04230A-07-0696

1 3. The Commission, having reviewed the application and Staffs Memorandum dated

2 January 30, 2008, concludes that it is in the public interest to approve the sales and transportation

3 agreements between UNS Gas and UED, subj et to the provisions of Findings of Fact Nos. 33-40.

4 ORDER

5 IT IS THEREFORE ORDERED that the sales and transportation agreements between UNS

6 Gas and UED, subj act to the conditions in Findings of Fact Nos. 33-40, be and hereby are

7 approved.

8 IT IS FURTHER ORDERED that this Order shall be effective immediately.

9

10

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION
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Mr. Ernes t G. Johnson
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1 3
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