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DIRECT TESTIMONY OF PATRICIA A. KRIEGER 1 

Q. Please state your name and business address. 2 

A. My name is Patricia A. Krieger, and my business address is 720 Olive St., St. 3 

Louis, Missouri 63101. 4 

Q. What is your present position? 5 

A. I am Director, External Financial Reporting for Laclede Gas Company (“Laclede” 6 

or “Company”). 7 

Q. Please state how long you have held your position and briefly describe your 8 

responsibilities. 9 

A. I was promoted to my present position in September 2006.  I am responsible for 10 

managing a department that is responsible for the Company’s external financial 11 

reporting, as well as compliance with accounting principles generally accepted in 12 

the United States of America, and the accounting-related rules and regulations of 13 

this Commission.  The department is responsible for filings with the Securities 14 

and Exchange Commission (SEC), this Commission, and the FERC.  15 

Q. Will you briefly describe your experience with the Company prior to becoming 16 

Director, External Financial Reporting? 17 

A. I joined Laclede in November, 1976 as an Accountant in the Corporate 18 

Accounting Department.  I was promoted to Senior Auditor in June, 1979 and 19 

transferred to the Internal Audit Department.  In June, 1983, I was transferred to 20 

the Budget Department, where I served as Senior Budget Analyst and Assistant 21 

Manager until being promoted to Manager of the Budget Department in April, 22 

1988.  I held that position until being promoted to Manager of Accounting in 23 



 
 

 2

January 1997 where I was responsible for managing three departments: Financial 1 

Reporting, Gas Accounting and Asset Management.  These departments maintain 2 

the books of the Company, are responsible for accounting activities relating to the 3 

Company’s natural gas costs and customer revenues (including  analyses of the 4 

effects of weather on customer sales), and are responsible for maintaining the 5 

continuing property records of the Company. 6 

Q. What is your educational background? 7 

A. I graduated from Saint Louis University in 1976 with the degree of Bachelor of 8 

Science in Business Administration, majoring in accounting. 9 

Q. Have you previously filed testimony before this Commission? 10 

A. Yes, I have.  I have previously filed testimony in Cases Nos. GR-2010-0171, GR-11 

2007-0208, GR-2005-0284 GR-2002-356, GR-2001-629, GM-2001-342, GR-99-12 

315, GR-98-374, GR-96-193, and GR-94-220. 13 

PURPOSE OF TESTIMONY 14 

Q. What is the purpose of your testimony? 15 

A. The purpose of my testimony is to provide the Commission with additional 16 

background on the events and circumstances surrounding the formulation of the 17 

Stipulation and Agreement that was approved by the Commission in Case No. 18 

GM-2001-342 (“2001 S&A”) in resolution of the Company’s proposal to 19 

reorganize as a holding company.   It is my hope that a fuller understanding of 20 

these facts will assist the Commission in construing the real meaning and intent of 21 

the provisions of the 2001 S&A that are at issue in this proceeding.  It is also my 22 
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hope that such an understanding will, in turn, lead the Commission to conclude, as 1 

I have, that the Company has fully honored its obligations under that agreement.   2 

CASE NO. GM-2001-342 3 

Q. Why was Case No. GM-2001-342 initiated? 4 

A. The primary purpose of Case No. GM-2001-342, which was initiated and 5 

completed in 2001, was to obtain Commission approval for a corporate 6 

restructuring under which a newly created parent corporation – The Laclede 7 

Group, Inc. – would assume ownership of Laclede Gas Company as well as a 8 

number of Laclede’s corporate subsidiaries. 9 

Q. Was the restructuring intended to change the status of Laclede and its subsidiaries 10 

as distinct entities? 11 

A. No.   Although various direct or indirect subsidiaries of Laclede, such as Laclede 12 

Energy Resources (“LER”), became “sister” affiliates of Laclede due to 13 

restructuring, their status as distinct and separate entities was not affected by the 14 

restructuring.   In other words, they were legally distinct entities before the 15 

restructuring and remained so after the restructuring. 16 

Q. What was your role in Case No. GM-2001-342? 17 

A. My main role was to submit testimony setting forth one of the main “safeguards” 18 

that the Company was willing to implement to address anticipated concerns the 19 

Commission Staff (“Staff”) and Office of the Public Counsel (“OPC”) might have 20 

over the potential impact of the restructuring on the Company’s utility customers.  21 

Specifically, I described the Cost Allocation Manual (“CAM”) that the Company 22 

had developed to govern transactions with its affiliates following the 23 
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restructuring.  Although cost allocation practices to account for intercompany 1 

transactional activities existed prior to restructuring, the CAM was developed to 2 

provide formal documentation of the policies to be applied to future affiliated 3 

activities.  Among other things, the CAM, much like the Commission’s affiliate 4 

transactions rules, established pricing standards to govern the transfer of goods 5 

and services between Laclede and its affiliates.  The purpose of these pricing 6 

standards was to ensure that any unregulated activities undertaken by Laclede’s 7 

affiliates would not be subsidized by its regulated operations, thereby resulting in 8 

a detriment to the Company’s utility customers.  The CAM also addressed the 9 

kind of access that Staff, OPC and other parties would have to affiliate records 10 

following the restructuring.  A copy of my testimony in that proceeding is set 11 

forth in Schedule PAK-1, which is attached to my direct testimony. 12 

Q. Did the Staff and OPC ultimately raise the kind of concerns that had been 13 

anticipated by the Company? 14 

A. Yes.  As they had in other proceedings involving corporate reorganizations, both 15 

Staff and OPC were concerned that customers could be adversely impacted by the 16 

pricing and cost allocation of affiliate transactions.   17 

Q. Did the Staff and OPC also recommend the development and implementation of a 18 

CAM as the preferred mechanism for protecting ratepayers from inappropriate 19 

cross-subsidization? 20 

A. Yes.  In their pre-filed testimonies, both Staff and OPC recommended that a CAM 21 

be used to achieve this goal.  The Staff was particularly insistent on the need to 22 
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implement such a mechanism, as well as measures that would ensure the 1 

Company’s compliance with the mechanism. 2 

Q. What specifically did the Staff recommend? 3 

 A. In his rebuttal testimony in Case No. GM-2001-342, Staff witness Stephen M. 4 

Rackers not only endorsed the use of a CAM, but also recommended that a 5 

number of provisions be added to the CAM attached to my direct testimony in 6 

that case so as to ensure that ratepayers would be adequately protected in 7 

transactions between the Company and its affiliates.   (See Schedule PAK-2 8 

which contains a copy of the Rebuttal Testimony of Stephen M. Rackers). Some 9 

of these provisions were aimed at providing additional detail in the CAM on how 10 

specific transactions between Laclede and its affiliates should be priced or  11 

otherwise accounted for.   For example, Staff recommended that for each specific 12 

kind of good or service purchased or sold between the Company and an affiliate, 13 

the CAM should contain a “detailed description of the basis for the charges” 14 

associated with the particular sale or purchase item, including a “detailed 15 

description of how market values are determined for each good or service.”   16 

(Schedule PAK-2, Schedule 2-2 to Rackers’ Rebuttal Testimony).   In addition to 17 

recommending that the CAM include this more detailed description of how 18 

transactions would be priced, the Staff also insisted on the Company 19 

implementing various measures aimed at making compliance with the CAM an 20 

essential component of the Company’s corporate culture.   21 

Q. What did these measures consist of? 22 
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A. Among other things, the Staff insisted that the Company’s Code of Conduct 1 

contain language to ensure employee adherence to the Company’s policies and 2 

procedures under the CAM and that the Company discipline employees who did 3 

not comply with the CAM, including possible termination of employment.  (Id. at 4 

Schedule 2-3) 5 

Q. Did the Staff give any other indication of its views regarding the importance of 6 

the CAM? 7 

A. Yes, after extensive negotiations, both the Staff and OPC agreed to a Unanimous 8 

Stipulation and Agreement which set out in detail the various CAM provisions 9 

that the parties had agreed to implement based upon the testimony submitted by 10 

the various parties.  (See Section VI of the Unanimous Stipulation and Agreement 11 

which is replicated in Schedule PAK-3 to my Direct Testimony).  In addition to 12 

requiring that the Company conduct its transactions with affiliates in accordance 13 

with the terms of the CAM, the 2001 S&A also established a process for revising 14 

the CAM consistent with Staff’s recommendations and for submission of CAM 15 

reports annually thereafter.   This recognition of the central importance of the 16 

CAM for purposes of pricing affiliate transactions in a way that would protect 17 

ratepayers was reaffirmed in the Suggestions that Staff subsequently filed in 18 

support of the 2001 S&A.   In that document, the Staff noted that the Company 19 

had accepted substantially all of the CAM provisions sought by the Staff and then 20 

went on to observe that the CAM “should be maintained and submitted to ensure 21 

that ratepayers were not being harmed by any affiliate corporate transactions that 22 

might take place after the proposed restructuring.”   In other words, the Staff 23 



 
 

 7

recognized in its Suggestions that the CAM was both a product of Staff’s 1 

considerable input as well as the parties’ chosen mechanism for ensuring that 2 

ratepayers would be protected in transactions involving Laclede and its affiliates.   3 

A copy of these Suggestions is attached as Schedule PAK-4 to my Direct 4 

Testimony.     5 

Q. Did the Staff and OPC also discuss the need for post-restructuring access to 6 

affiliate information regarding the CAM? 7 

A. Yes.  Like the Company, both Staff and OPC filed testimony addressing the need 8 

to maintain access to certain affiliate information to verify compliance with the 9 

CAM following the restructuring. 10 

Q. Did the Company ultimately agree to provide such access to affiliate records? 11 

A. Yes, but the agreement to provide access to affiliate records was not unqualified. 12 

Specifically, the obligation to provide any information at all was explicitly 13 

conditioned by Section IV of the 2001 S&A on whether such information was 14 

“reasonably required to verify compliance with the CAM and the conditions set 15 

forth in the [2001 S&A]” or otherwise “relevant to the Commission’s ratemaking, 16 

financing, safety, quality of service and other regulatory authority over Laclede 17 

Gas Company.”  (Schedule PAK-3, p. 8).   So long as the information requested 18 

met this criteria, and only so long as it did, the Company also agreed that it would 19 

not object to providing it on the grounds that such information was not within the 20 

“possession or control of Laclede Gas Company” or “was either not relevant or 21 

not subject to the Commission’s jurisdiction . . . by virtue of or as a result of the 22 

implementation of the Proposed Restructuring.”  (Id. at p. 9). 23 
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Q. Was the 2001 S&A eventually approved by the Commission? 1 

A. Yes, the Commission issued its Order approving the 2001 S&A on August 14, 2 

2001.   3 

Q. Was it your understanding that the Commission was approving Laclede’s CAM 4 

when it approved the 2001 S&A? 5 

A. Yes.  The 2001 S&A specified that the CAM would be in the form I had 6 

recommended in my direct testimony, as revised and supplemented (within 120 7 

days) to include the various items that Staff had recommended in its testimony to 8 

administer, audit and verify the “Transfer Pricing and Costing Methodologies” set 9 

forth in the CAM.    Accordingly, in approving the 2001 S&A, the Commission 10 

explicitly approved most of the substantive provisions of the CAM as well as the 11 

process for completing the more detailed descriptions of how particular goods and 12 

services should be priced, as Staff had recommended in its testimony. 13 

 Q. Was the process recommended by the parties and approved by the Commission 14 

for finalizing the CAM completed in accordance with the terms of the 2001 S&A? 15 

A. Yes, on December 21, 2001, the Company submitted its revised CAM to the 16 

Staff, OPC and its Union with all of the information that had been ordered by the 17 

Commission through its approval of the 2001 S&A.  It remained unchanged, until 18 

a slightly revised version was submitted to the Staff and OPC in March of 2004 to 19 

reflect the full applicability of the Commission’s affiliate transactions rule to the 20 

Company.  21 

Q. Did the Staff or OPC ever take issue with the finalized CAM after it was 22 

submitted? 23 
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A. No.  To the best of my knowledge, neither the Staff nor OPC expressed any 1 

concerns whatsoever regarding any provision of the finalized CAM, either at the 2 

time it was first submitted in December 2001 or again in March 2004.  It is my 3 

understanding that it was not until years later that the Staff and OPC first 4 

suggested that they might have some concerns with the substantive provisions of 5 

the CAM.  Accordingly, in accordance with the terms of the 2001 S&A and the 6 

Commission Order approving that S&A, I believe that the Company’s current 7 

CAM continues to be the only Commission-approved instrument for pricing 8 

transactions between Laclede and its affiliates.  9 

COMPLIANCE WITH THE 2001 S&A 10 

Q. Has the Company complied with the provisions of the 2001 S&A? 11 

A. Yes, I believe it has.  As discussed by Laclede witness Michael T. Cline, the 12 

Company has conducted its transactions in compliance with the provisions of its 13 

Commission-approved CAM.  In addition, the Company has provided, or 14 

arranged with its affiliates to provide, all of the information that “may be 15 

reasonably required to verify compliance with the CAM and the conditions set 16 

forth in the 2001 S&A;” an act that, by virtue of the CAM’s clear and exclusive  17 

applicability to the transactions at issue in the Company’s ACA cases, means that 18 

it has also provided all information “relevant to the Commission’s ratemaking . . . 19 

and other regulatory authority over Laclede Gas Company.”  At no time, has the 20 

Company objected to providing such information on any grounds whatsoever, 21 

including that such information is not within its possession or control.  In short, 22 

the Company has met its obligation under the 2001 S&A to provide all of the 23 



 
 

 10

information that it committed to provide regarding the CAM and affiliate 1 

transactions.    2 

Q. Why then is there an issue between the Company and Staff regarding the 3 

Company’s compliance with the 2001 S&A? 4 

A. As addressed by Mr. Cline, apparently the only reason there is any issue at all is 5 

because both the Staff and OPC have failed to recognize those provisions of the 6 

2001 S&A which unambiguously state that the CAM would be used to price 7 

transactions between the Company and its affiliates.  As Mr. Cline points out, 8 

instead of auditing the Company’s transactions in accordance with the pricing 9 

standards set forth in its Commission-approved CAM, the Staff has sought to 10 

obtain affiliate information in an attempt to apply a pricing standard that is 11 

directly contrary to those standards.  This is plainly at odds with the criteria that 12 

the parties agreed to in the 2001 S&A for determining the Company’s obligation 13 

to furnish affiliate information.  Simply put, the LER information sought by Staff 14 

is not information reasonably required to verify compliance with the CAM.   15 

Q. Are you claiming on behalf of Laclede that the Staff is not entitled to the LER 16 

information it has requested? 17 

A. Although I understand that the Company and its affiliates have taken a position on 18 

this issue, the sole purpose of my testimony is to establish that the LER 19 

information Staff has requested is not the type of information that the Company 20 

had any obligation to provide under the clear language of the 2001 S&A.  I 21 

therefore do not see how any refusal by the Company or its affiliates to provide 22 
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such information could be deemed a violation of the 2001 S&A, regardless of the 1 

reason given for the refusal.   2 

Q. Does this conclude your direct testimony? 3 

A. Yes. 4 
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SUGGESTIONS IN SUPPORT OF UNANIMOUS STIPULATION AND AGREEMENT

COMES NOW the Staff of the Missouri Public Service Commission (Staff), by and

through one of its attorneys, and in support ofthe Unanimous Stipulation and Agreement filed in

this case, states as follows :

1 .

	

Staff took the position that imposition of conditions or safeguards was necessary

before this proposed transaction should be approved by the Commission (Commission) . The

Staff's primary effort in this case, in terms of safeguards, was devoted to ensuring against or

minimizing any "detriment" to the ratepayers of the State ofMissouri .

2 .

	

Through the process of negotiation Staff believes that it obtained enough

safeguards memorialized in the Unanimous Stipulation and Agreement (Agreement) to warrant

approval ofthe transaction sought by the Laclede Gas Company (Gas Company) . This pleading

will attempt to highlight several items in the Agreement that Staff respectfully believes warrant

acceptance of the Agreement by the Commission.



FINANCIAL SAFEGUARDS

Some of the financial "insulating" conditions obtained by the Staff to protect the

Missouri ratepayers included the following: A commitment from the proposed holding

company, The Laclede Group, Inc . (Holding Company), not to pledge the Laclede Gas

Company's common stock as collateral or security for the debts of the holding company or a

subsidiary of the holding company without Commission approval ; an agreement by the Gas

Company not to guarantee the notes, debentures, debt obligations or other securities of the

Holding Company without Commission approval ; a commitment from the Gas Company to

maintain its equity at no less than 35% of its total capitalization unless unable to do so by

circumstances beyond its control or changes in market conditions that could not have been

reasonably anticipated ; the Gas Company agreed to maintain its debt, and, if outstanding, its

preferred stock rating at an investment grade credit rating unless events beyond the Company's

control occurred ; the Gas Company also agreed that customer rates should not be increased due

to the unregulated activities of the Company's affiliates ; lastly, to assist in monitoring corporate

transactions in the event the restructuring is approved, access to the financial records of the

Holding Company and the Gas Company related to information furnished to stock and bond

rating analysts has been provided for along with access to records relating to corporate adherence

to an appropriate Cost Allocation Manual (CAM) .

Generally, the conditions summarized above comport with Staff witness Ron Bible's

testimony that insulating conditions are necessary in restructuring transactions to ensure that the

business and financial risk of unregulated corporate activities are not transferred to the regulated

utility . In addition, a credit rating agency such as Standard and Poors considers that an entity's



credit worthiness reflects not only its own business and financial profile, but also its relationships

with other corporate family members . Thus, financial safeguards are also essential in

minimizing a diminution of credit worthiness of the regulated entity due to changes in corporate

relationships . A reduction in credit worthiness increases the cost of borrowing money and these

increased interest costs may be passed on to the ratepayers.

RESTRICTING LOSS OF COMMISSION JURISDICTION

Staff was concerned with potential loss of Commission jurisdiction if the proposed

transaction was approved, specifically in connection with infusion of federal regulation through

the Public Utility Company Holding Act (PUHCA).

	

Therefore, a safeguard was negotiated that

prohibits the Holding Company from seeking to become a registered holding company, or taking

any action which has a material possibility of making it a registered holding company (subject to

PUHCA), or subjecting any portion of its Missouri intrastate gas distribution operations to FERC

jurisdiction without first obtaining Commission authorization.

COST ALLOCATION MANUAL

Staff witness Stephen Rackers filed testimony stating that a CAM should be maintained

and submitted to ensure that ratepayers were not being harmed by any affiliate corporate

transactions that might take place after the proposed restructuring . After extensive negotiation,

substantially all ofthe CAM suggestions sought by Staffwere accepted by the Gas Company . In

addition, compliance with the CAM procedures was extended to all personnel of the Gas



Company and would be made a standard element of the Company's Code of Conduct applicable

to employees . Staff had no general objection to the concessions to the union intervenors in this

case . Staffs only concern was that all employees were required to comply with CAM

procedures, regardless of their bargaining unit status .

MISCELLANEOUS PROVISIONS

The Gas Company agreed not to seek any recovery of any costs related to the

restructuring from the ratepayers and these costs will be identified and accounted for in a manner

that would enable the Staff to seek disallowance from rates, if necessary, in a future proceeding.

For monitoring purposes, the Holding Company agreed to provide the Staff with all new,

revised and updated business plans for the Holding Company and its affiliates, and to provide the

Staff with a description of all products and services offered by the Holding Company and its

affiliates, with the exception ofthe regulated Gas Company.

In addition, the parties agreed that nothing in this Agreement or the implementation of

the proposed restructuring, should affect the scope of any existing ratemaking authority the

Commission has over the Gas Company relating to activities undertaken by Laclede Energy

Resources or the Laclede Pipeline Company prior to implementation of the proposed

restructuring or over ratemaking issues that may arise as the result of the formation of a service

company .



For all of the foregoing reasons, the Staff believes the Stipulation and Agreement has

adequately addressed the concerns of the Staff and is a document that offers protection to the

ratepayers of Missouri . Staff thereby respectfully requests that the Commission approve the

Unanimous Stipulation and Agreement filed in this case .

Respectfully submitted,

DANA K. JOYCE
General Counsel

Certificate of Service

grass
Counsel
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Attorney for the Staff of the
Missouri Public Service Commission
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