Northern Kentucky

January 31, 2012

Mr. Jeff Derouen

Executive Director

Kentucky Public Service Commission
211 Sower Blvd.

P.O. Box 615

Frankfort, KY 40601

Dear Mr. Derouen:

This letter is in response to your letter of January 13, 2012 discussing the requirement to
report quarterly the progress on implementing monthly billing.

In our report to you filed electronically on June 28, 2011 and dated June 30, 2011, it was
stated that the District will provide further reports if any changes occur that would have a
significant impact on the analysis of this issue or if the PSC Staff requires any additional
information. Our analysis at the time clearly indicated the customer base will be better
served by avoiding the costs of going to monthly billing and remaining on a quarterly
basis and the report suggested that no further reports may be needed. We also briefly
discussed it at the end of the Informal Conference on April 1, 2011 at the PSC and
understood the PSC Staff had no problems with this approach.

This is the first correspondence from you to the contrary and it appears this approach is
not acceptable. We will submit reports on a quarterly basis from this point forward.
There is nothing new to report since our June 30, 2011 report, which is enclosed for your
information. Our next report for your consideration regarding this matter will be
submitted by March 31, 2012. Thank you for your consideration regarding this matter.

@ne}ﬁ?
Jack }Eir.'alg‘_.>$:%‘>
VP Finance and Support Services

cc: John Hughes
C. Ronald Lovan REGEEVE D
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RECEIVED

FEB -3 2012

PUBLIC SFH\/ CE
COMMISE,



Overview

As required by the order issued on January 7, 2011 in Case 2010-00094, Northern
Kentucky Water District is to file a report with the Kentucky Public Service Commission
beginning March 31, 2011 and every quarter thereafter on the status of efforts to
implement monthly billing for its residential customers. This is the quarter ending June
30, 2011 report and describes the analysis that NKWD is currently engaged in to analyze
the requirements to implement monthly billing for our retail customers.

Costs

The District has compiled incremental Q&M costs that would be incurred in order to
produce bills monthly, read the meters, provide for additional staff, process additional
credit card and lockbox transactions, postage for mailing additional bills and notices, and
some additional costs for miscellaneous items. The costs are described in Exhibit A and
are projected over a ten year period with projected interest income received through
receiving our cash earlier netted against expenses. The costs that have been determined
will ultimately have an effect on rates through the O&M contribution to our revenue
requirement. Some assumptions were made in estimating these costs: (1) Add 3
Customer Service Representatives with benefits to process calls, bills etc., (2) 1 meter
reader with benefits and a vehicle, (3) credit card processing increases by 2% annually,
(4) postage increases by .02 per year, (5) bill processing increases by 3% every three
years, and (6) lockbox fees increase by 2% every three years. The District is currently
staffed at very modest levels so the increased work load of going to monthly billing
creates significant incremental expense. [f the District had excess capacity in its current
workforce fewer people would have to be added in order to produce the larger number of
bills. Looking at Exhibit A, it is obvious that the cost impact is very significant and
would have a major impact on the O&M expense level that would result in higher rates.

Customer Opinion

The custorer base is ultimately our “bosses™ and we value their preferences and opinions
on how we deliver service. We put the monthly versus quarterly billing issue out to the
customers for their feedback. The District put a survey on our web site, have opinion
forms in our lobby for walk up customers, posted a message on our bills for participation
on line or by phone, and have encouraged customers to participate during regular phone
interaction. The survey asks the question Would you prefer to be billed for your water
consumption on a monthly or quarterly basis? (Monthly billing requires additional
costs). Of 1,048 respondents, 73.8% prefer quarterly billing while 26.2% preferred
monthly. It is very clear that the majority of our customers prefer getting a quarterly bill
and avoiding the additional cost. Many customers have also indicated that they do not
like being billed on a monthly basis by Sanitation District No. [ and are emphatic that we
should not go there.



Summary

The District feels that we can address customer needs with the use of the technology we
have in place without necessarily going to monthly billing. When assessing the increase
in Operation and Maintenance expenses and the negative impact on rates, it is evident
that in these economic times it is not feasible to implement the monthly option and
increase our costs and ultimately our rates. We should also follow the desires of our
customer base as indicated through the sample of respondents who clearly wish to remain
on quarterly billing when understanding the cost impact on our operation. The District is
always looking for opportunities to be more cost efficient while at the same time
providing a high level of service to our customers. The combination of quarterly billing
with the utilization of the technological benefits of the Badger Orion system lets us keep
our costs down while providing fair treatment of our rate payers.

The District will provide further reports if any changes occur that would have significant
impact on the analysis of this issue or if the PSC Staff requires any additional
information. Our analysis at this time clearly indicates our customer base will be better
served by avoiding the costs of going to monthly billing and remaining on a quarterly
basis
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Survey Qtrly. Vs. Monthly
(Cost Considered) 1,048 Respondents
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