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UNS Gas, Inc. (“UNS Gas™) and UniSource Energy Development Company (“UED”)
(collectively, the “Companies™), through undersigned counsel, respectfully request consideration
of the Companies’ comments to the Arizona Corporation Commission (“Commission™) Staff’s
Proposed Order in this docket regarding the proposed Sales and Transportation Agreements
between UNS Gas and UED (“Agreements”). The Companies’ comments are as follows:

L INTRODUCTION.

UED, as the development entity of UniSource Energy Corporation, has developed the
Black Mountain Generating Station (“BMGS™) and negotiated the relevant contracts. The intent
of the project, however, is to transfer the benefits to UNS Electric, Inc. (“UNS Electric™), either
through a direct transfer of the assets upon Commission approval in the pending UNS Electric rate
case, or through a purchase power arrangement, also subject to Commission approval. If UED
assigns the BMGS-related Agreements to UNS Electric in either of these scenarios, the
Commission has the ability to review and approve the BMGS arrangements, either as a rate based
asset through future dockets or related dockets now pending before the Commission, or in

connection with a purchase power arrangement between UED and UNS Electric.
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II. COMMENTS.

UNS Gas is concerned with the Commission Staff’s recommendation that “the Agreements
be modified to state that any assignment to UNS Electric or other entity will be subject to
Commission review and approval, and may result in changes to the Agreements’ terms and
conditions as deemed necessary by the Commission in future dockets or related dockets now
pending before the Commission.” This blanket pre-approval requirement is not required to protect
the public interest. UNS Gas believes that this language can be modified so that prior Commission
approval only in the context of an assignment to a third-party (other than for security purposes in
connection with the financing of the BMGS) is required.

It is customary commercial practice for assignments to be permitted in project-related
contracts in the case of (i) an assignment to an affiliate of a party; and (ii) an assignment for
security purposes in connection with the financing of the related project. In the case of an
assignment to an affiliate, the contract is often negotiated and executed by a development company
with the intent to assign the contract to an affiliate that is the ultimate beneficiary of the contract
and related project. These are the circumstances facing UNS Gas and UED.

If Commission approval of the BMGS asset transfer in the pending UNS Electric rate case
is not forthcoming and UED retains ownership of the BMGS, it is almost certain that UED will
need to obtain project-related financing within the next six months. As a result, UED will need to
assign its interest in the BMIGS-related Agreements as collateral security for the financing. This is
a customary requirement in commercial project lending. Under these circumstances, UED, which
is not a public service corporation subject to Commission Jurisdiction, should not be required to
seek an approval of the Commission to assign its interest for security purposes to support the
financing of the BMGS. No public interest is affected by imposing such a requirement on an
unregulated affiliate that owns a generating asset and is simply assigning its interest in the

Agreements as collateral for financing.'

' Also, please note that UED has on file with the FERC a market-based rate tariff, and is subject to FERC’s
Jjurisdiction for wholesale sales.
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The Companies are recommending that in the case of (i) an assignment by UED to an
affiliate, including UNS Electric, and ( i1) an assignment by UED for security purposes to support
project-related financing, that UNS Gas and UED provide prior notice of the assignment to the
Commission, but that no pre-approval would be required.

III.  CONCLUSION.

UNS Gas and UED recommend that only when an assignment of the BMGS-related
Agreements is being made to a third-party other than a financing party for security purposes, UNS

Gas and/or UED will seek the Commission’s approval for such assignment.

WHEREFORE UNS Gas and UED respectfully request that the Commission adopt these

changes to the Proposed Order as recommended herein.

RESPECTFULLY SUBMITTED this 7" day of February 2008.

UNS GAS, INC.
UNISOURCE ENERGY DEVELOPMENT COMPANY

Bywﬁm&&

Michelle Livengood
One South Church Avenue, Suite 200
Tucson, Arizona 85701

and

Michael W, Patten

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Original and 13 copies of the foregoing
filed this 7* day of February 2008 with:
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Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing hand-delivered/mailed
this 7" day of February 2008 to:

Lyn Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Christopher C. Kempley

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Ernest G. Johnson, Esq.

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007




