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I acknowledge that I have read and understand the protective order 

issued by the Public Utilities Commission of Ohio in Case No. 81-383-TP-AIR, 

covering portions of the supplemental testimony of and exhibits of 

Theodore W. Kunkle. 

1 agree to be bound by the terms and conditions of the protective order. 
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SUPPLEMENTAL TESTIMONY OF THEODORE W, KUNKLE 

1. Q. Please state for the record your name and business address. 

2. A. My name is Theodore W. Kunkle, My business address Is GTE Service 

3. Corporation. 19845 North U, S. 31. Westfield, Indiana 46074. 

4. Q. Have you previously submitted testimony in this case? 

5. A. Yes. My direct testimony was prefiled in this case on July 13, 1981-

6. Q. What is the purpose of your supplemental testimony? 

7. A. The purpose of my supplemental testimony is to respond to the statements 

8. in the Staff Report of Investigation with respect to the Company's claim 

9. for curtailment of revenues in the amount of $1,878,185. The staff 

10. acknowledges the fact that revenue curtailment does occur when prices of 

11. products are increased, but recommends that revenue curtailment be 

12. denied for the applicant because, in the staff's view, the company has 

13. not provided sufficient information to justify its claim, I will 

14. present and substantiate a corrected curtailment amount of $2,303f500, 

15. or $425,315 more than the original estimate of $1,878,185-

16. Q. Does your direct testimony, which was submitted on July 13t 1981, 

17. discuss the company's claim for curtailment? 

18. A. Yes, my direct testimony discusses curtailment beginning on page 19-

19. While I discuss in that testimony the methodology used by the company to 

20. determine its claim of revenue curtailment, I did not present all of the 

21. underlying data in support of the claim, which the staff indicates 

22. should be presented by the company. 



' ' 1, Q. On page 20 of the Staff Report, the Staff indicates that the company did 

2 . not adequately present or justify price elasticities implicit in the 

3. ancillary, auxiliary, data, key, PBX, and premise visit revenue 

4. curtailment calculations. Do you have the breakdown of the revenue 

5. curtailment with respect to each category and the price elasticities 

6. implicit in the curtailment for each category? 

7. A.. The revenue curtailment as determined by the company for each of the 

8. categories you mentioned is shown in Kunkle Exhibit 13, Price 

9. elasticities for each category, however, were not directly determined. 

10. Rather, the effect of price elasticities was accounted for by various 

11. methods which were used to determine the revenue curtailment for each 

12. category. 

13. Q. What method was used to determine the revenue curtailment for small 

14. PBX's and key equipment? 

15. A. A computer simulation system was used to determine the number of units 

16. expected at the increased price levels for key systems and small PBX's. 

17. The effect of price elasticities are inherent in the logic of this 

18. system. 

19. Q. Please explain the computer simulation system to which you refer. 

20. A. The computer simulation system is a system used to simulate the 

21. decision-making process which businesses use in selecting among different 

22. types and makes of key systems and small PBX's. We can use this system 

23. to determine the quantities of our products that we may expect to 

24. realize at different price levels. 

25. Q. Please describe how the computer simulation system operates. 



1. A. The system has inputted into it four major categories of information 

2. which it draws upon in responding to specific price change inquiries. 

3. These four categories of information are: customer behavior 

4. information, customer physical information, telephone system prices, and 

5. telephone system descriptions. 

5. Q. Please explain what is included in the customer behavior information. 

7. A. The customer behavior information file which is inputted into the 

8. computer simulation system is based upon market research which was 

9. conducted in the State of Ohio. It includes information developed from 

10. questionnaires to businesses having PBX and key equipment with respect 

11. to, among other things, the customers expected return on investment in 

12. terms of a percentage, what the customer perceives as the remaining life 

13. of his existing equipment, and the length of service of his existing 

14. equipment, his preference bias for or against the telephone company and 

15. for or against another vendor, the importance of multiple features on 

16. the equipment to the customer, and an indication whether the business 

17. person is predisposed to lease or to purchase telephone equipment, 

18. Q. Please explain what is included in the customer physical equipment 

19. information which is inputted into the computer simulation system. 

20. A. This information, which is taken from telephone customer billing 

21. records, describes the physical characteristics, including type of 

22. equipment, number of lines and stations presently used by customers of 

23. the telephone company throughout its service territory. 



1. Q. Please describe the telephone system price information inputted into the 

2. computer simulation system. 

3. A. This information includes prices for equipment offered by the telephone 

4. company as reflected in its existing tariffs, as well as representative 

5. competitive pricing information. 

6. Q. Finally, you mention that another input is a description of telephone 

7. systems. Please elaborate. 

8. A. This information describes PBX and key system products, including such 

9. things as practical maximum sizes, telephones used, and other features 

10. such as touch-call, dial intercom, night answer, etc. 

11. Q. Please describe how the computer simulation system integrates the 

12. inputted information which you have just described. 

13. A. The system has within it random number generators, one of which matches 

14. a behavioral response with a record in the physical information file. 

15. The system then prices out all products that can fit the "composite 

16. customers'" physical requirements in order to determine a perceived 

17. present cost. That is then converted to an annual perceived present 

18. cost for all products, and the minimum annual perceived present cost 

19. determines which product will be selected. That process is repeated for 

20. a sample subset of the physical file, and results in a determination 

21. of the telephone company's demand assuming everything inputted into the 

22. computer simulation system is held constant. 

23- Q. What was done next? 



1. A. The computer simulation system then determined the quantities of small 

2. PBX and key systems which the company would realize under various 

3. pricing scenarios. 

4. Q. What were the various price increase scenarios which were analyzed? 

5. A. Kunkle Exhibit 14 shows the various price increases for the types of 

6. small PBX and key systems offered by the company which were analyzed by 

7. the computer simulation system. 

8. Q. Were any other variables included in the system? 

9. A. Yes. A variable describing a customer's reaction to change specific to 

10. the State of Ohio was included. The use of a conservative value for 

11. this variable, for this case, resulted in a conservative estimate of the 

12. curtailment as measured on a test year basis. Another variable was a 

13. factor for optional feature values for the 10A2 and 17A key systems 

14. offered by the company, and the GTD-120A PBX system, which equipment is 

15. the most technically advanced offered by the company. Finally, a growth 

16. factor for the Ohio economy, and a factor recognizing the customer full 

17. awareness of competitive alternatives in Ohio, judged in early 1981 to 

18. be only 25 percent, was included. More recent company data suggests 

19. that competitive awareness is significantly higher today, thus further 

20. supporting that our curtailment estimate is conservative. 

21. Q. What was the result of simulating the price increases shown on Kunkle 

22. Exhibit 14 with the computer simulation system? 

23. A. The output of the whole process was to produce quantities associated 

24. with each price scenario, Kunkle Exhibit 15 consists of 10 sheets 

25. showing the quantities which we determined (after adjustment for timing 

26. differences, etc.) would result from each price scenario. 



1. Q. How did the company select the prices for small PBX and key system 

2. equipment which are proposed in this case? 

3. A. This was done as explained in my direct testimony which was filed on 

4. July 13, 1981, beginning at page 14. The three-year forecasts referred 

5. to at Line 13 of Page 14 of that testimony are those shown on Kunkle 

6. Exhibit 15, attached to this supplemental testimony, 

7. Q. How was curtailment for small PBX and key systems determined? 

8. A. As stated on Page 20 of my direct testimony, beginning at Line 14, 

9. revenue curtailment per curtailed inward unit was computed on the basis 

10. of the annualized revenue equivalent over the average service life of 

11. the initial non-recurring charge and the monthly recurring charge. 

12. Q. Please explain the method used by the company to forecast quantities for 

13. large PBX equipment. 

14. A. In the case of large PBX equipment, each existing installation of large 

15. PBX equipment in General Telephone Company of Ohio was actually 

16. analyzed, customer by customer. The individual Communications 

17. Consultant dealing with each large PBX customer was asked his opinion as 

18. to how much of an increase in rate that customer would live with before 

19. he would switch to another product, and the information was then 

20. analyzed by a group of twelve marketing experts having knowledge of the 

21. company*3 sales territory and products. A series of pricing scenarios 

22. were then considered by the group of experts, holding prices of some 

23. products constant while raising prices of others to determine the effect 



K on large PBX customers. Through this process, a consensus was reached 

2. as to the probabilities of the large PBX customers moving to other 

3. products at various price changes for the company's large PBX offerings. 

4. Q. What approach was used with respect to auxiliary and ancillary 

5. equipment? 

6. A. In the case of auxiliary and ancillary equipment, we again used experts 

7. within the company having intimate knowledge of the products and 

8. customers involved. These included the General Sales Manager, the four 

9. Division Sales Managers, a Products Administrator, and the Marketing 

10. Services Manager. This group was asked to reach a consensus as to what 

11. the market churn would be assuming prices for this equipment were 

12. increased at 10 percent increments. Again, the outcome was a forecast 

13. of quantities in-service at various price levels. 

14. Q. What approach was used to forecast quantities for data equipment? 

15. A, For this market, we used the Data Products Manager and the Data Products 

16. Administrator to determine changes in quantities associated with changes 

17. in prices. Again, several 10 percent price increments were analyzed to 

18. determine the effect on quantities, and the result was a forecast of 

19. quantities in-service at various price increments. 

20. Q. On page 21 of your direct testimony, you indicate that expense 

21 . curtailment was computed using the nimiber of curtailed units times the 

22. theoretical per unit level of annualized expense for each product type. 

23. Is theoretical expense curtailment shown on Kunkle Exhibit 13? 



1. A. Yes. The annual expense curtailment associated with each item of 

2. equipment is shown in the last column of each page of Kunkle Exhibit 13. 

3. You will note that for products experiencing a decrease in number of 

4. units, expense curtailment is positive. I have also indicated that 

5. where there is no curtailment, i.e. where the company actually will 

6. experience an increase in the number of units, expenses will 

7. increase for those products, and thus reduce the amount of expense 

8. curtailment that would theoretically be realized by the company, 

9. Q. You indicate that the company would "theoretically" experience expense 

10. curtailment. In your opinion will the company actually experience any 

11. expense curtailment? 

12. A. No. As indicated in my direct testimony at Page 22, the company, in my 

13. opinion, will not actually experience any expense curtailment as a 

14. result of unit curtailment because of the relatively low geographic 

15. concentration of expected units. 

16. Q. Are the numbers of curtailed units indicated on Kunkle Exhibit 13? 

17. A. Yes. For example. Page 8 of Kunkle Exhibit 13 shows that the company 

18. will experience curtailment of the 187 key system in the amount of 43 

19- systems. As indicated in the priceout. Schedule E-4.2 to the 

20. Application, the company had 12,156 units (representing 5,06? systems) 

21. of the 187 key system in operation as of the date certain. The 

22. reduction of 43 of these systems will occur at random throughout the 

23. 850 cities and communities served by General Telephone Company of 

24. Ohio. The random nature of the expected curtailment of the 187 

25. key system will not permit the reduction of any maintenance 



1. personnel or other labor related expenses. With respect to small 

2. PBX's, Page 8 of Kunkle Exhibit 13 shows that the company will 

3. experience curtailment of 6 units. It also shows that the company will 

4. experience curtailment of 9 units of large PBX equipment. Again, these 

5. quantities are not sufficient for the company to experience any actual 

6. savings in expenses as a result of curtailment. 

7. Q. What is the situation with respect to the curtailment of other types of 

8. equipment? 

9. A, The first seven pages of Kunkle Exhibit 13 show that the company will in 

10. the aggregate experience curtailment of 17,001 units of auxiliary, 

11. ancillary, and data equipment. The company's maintenance forces are 

12. located in 108 reporting centers throughout the company, and I 

13. calculate that this results in an averaged dispersion of 157 units of 

14. of this type of equipment per reporting center. The time required of 

15. one repairman for maintenance of 157 units of this type of equipment is 

16. considerably less than one year. This would not permit the company to 

17. realize any reduction in personnel as a result of the curtailment of 

18. these units, 

19. Q. What does the remainder of the company's claim of revenue curtailment in 

20. the amount of $2,303,500 consist of? 

21- A. All but $56,412 of the remainder of this claim, in the amount of 

22. $1,067,050, results from expected curtailment of coin revenues in 

23. changing from 10 cents to 20 cents for a paystation call. 

24. Q. Has General Telephone Company of Ohio made any curtailment studies to 

25. support that claim? 



1. A. No, and we could not. The company has not changed its paystation rate 

2. for at least twenty years, and has no internal experience to use in 

3. making such a study. 

4. Q. In your direct testimony, you mentioned curtailment studies done in 

5. Pennsylvania, Arizona, Missouri, and Virginia which indicate that 

6. curtailment of approximately 30 percent was experienced when the 

7. paystation rate was increased to 20 cents per call. 

8. Please identify Kunkle Exhibit 16. 

9. Kunkle Exhibit 16, consisting of 3 pages, contains copies of the local 

10. coin service study results obtained by Bell System Operating Companies 

11. in Missouri, Virginia, and Arizona, when those companies changed 

12. from 10 cents to 20 cents for a paystation call. The studies 

13. were all done in the late 1970*s, and reflect results experienced by 

14. those companies throughout their entire operating territory in those 

15. states. The four studies relied upon encompass quite diverse 

16. demographic and geographic factors which might be thought to impact 

17- consumer demand for paystation services. However, the results of these 

18. studies are fairly uniform and indicate that similar results are likely 

19. to occur in Ohio. This assumption is not difficult to make given that 

20. there is an absence of factors, demographic or otherwise, which suggests 

21. that the Ohio customer reaction to a doubling of coin rates should be 

22. unique from those encountered in other jurisdictions, 

23. Moreover, we have been informed that Ohio Bell's 20 cent local coin 

24. rate, that became effective in August 1976, resulted in curtailment of 

25. 29* for the months of September, October and November. General 

26. Telephone Company of Ohio serves over 100 exchanges which are adjacent 

10 



1. to (first tier) exchanges of the Ohio Bell Telephone Company, 

2. - Consequently, many portions of the service area of General Telephone are 

3. similar in many respects to that of Ohio Bell Telephone Company, 

4. Accordingly, in my opinion, the results of these studies indicate that 

5. General Telephone Company of Ohio will experience a similar curtailment 

6. of paystation revenues if it increases the charge for a local paystation 

7. call from 10 cents to 20 cents. 

8. Q. Mr. Kunkle, do you have corrections to make to Schedule E-4 to the 

9. application in this case? 

10. A. Yes. Schedule E-4 which includes the priceout of the present and 

n , proposed rates, and the priceout of revenue received by the company from 

12. its semi-public paystations, requires clarification. 

13- Q. Please explain. 

14. A. Semi-public paystation revenue is derived not only from the monthly 

15. charge paid by the subscriber to such service, but also from the coins 

16. accumulated in each paystation in excess of the daily guarantee by the 

17. subscriber to the company. The presentation of this revenue on Page 12 

18. of Schedule E-4.2 (Data as of date certain, filed August 28, 1981) and 

19. Schedule E-4 (Data as of date certain, filed August 28, 1981) is 

20. confusing, and accordingly, I have prepared revised schedule sheets to 

21. more appropriately reflect present and proposed revenues from this 

22. service offering, as well as, the resulting changes in curtailment 

23. figures. 

24. Q. Please identify Kunkle Exhibit 17. 

25. A. Kunkle Exhibit 17 contains the revised schedules E-4 and E-4.2 to which 

26. I previously referred, 

27. Q. Please explain the changes on these revised schedule sheets. 

11 



1. A. Schedule E-4.2 filed on August 28, 1981 indicated semi-public local 

2. messages of 9,942,104. This estimated number for the test period was 

3. derived by taking the total 1980 semi-public local revenues and applying 

4. a 5% growth assumption factor to it and then dividing the result by 

5. $.10, which is the current local coin message charge. Present revenues 

6. were shown as $0 because it was erroneously believed that the local 

7. message revenues from semi-public telephones did not generate revenues 

8. in excess of guaranteed semi-public exchange rates, and thus would all 

9. be credited to the subscriber's account, leaving the company with zero 

10. revenues from semi-public paystation local messages. However, a review 

11. of the semi-public local revenue account coupled with the 1981 total for 

12. this account indicates that there were local message revenues in excess 

13. of the semi-public exchange rate guarantee. These revenues amount to 

14. $157,916.40 and equate to 1,579,164 messages. The annual revenues and 

15. messages and increased annual revenues to be derived from the proposed 

16. rates have been revised because of these changes. The total local coin 

17. message revenues for the test period 198I were $633,511-00 equating to 

18. 6,335,110 messages. At 20 cents per message, this equates to 

19. $1,267,022.00. Therefore, the increased annual revenues are 

20. $1,109,105,60, which is the difference between the proposed and present 

21. revenues. These revisions are reflected in Kunkle Exhibit 17. 

22. Q. Will you please explain the reasons for the revision of the company's 

23. curtailed revenue claim? 

24. A. The curtailment figures for public and semi-public coin telephone have 

25. been updated to correspond to the revised semi-public coin messages and 

26. to correct an erroneous calculation which resulted in the original 

27. $641,735 curtailment amount for coin telephones. The updated figure for 

12 



1. paystation message curtailment is $1,067,050 rather than $855,646 as 

2. stated on line 13, page 28 of my direct testimony. 

3. The explanation of the method used to compute curtailment as described 

4. on page 29, lines 4 through 11 of my direct testimony was in error. The 

5. correct method for computing message curtailment at the 30% suppression 

6. level described in my direct testimony is to determine the total amount 

7. of revenue at $.20 per message using the same number of messages as 

8. occur with a $.10 per message rate. As stated previously, the 

9. semi-public messages are 6,335,110 and as shown on Kunkle Exhibit 17, 

10. page 1, public messages are 11,449,053- These total 17,784,163 

11. messages. Thirty percent of this is 5,335,249 which represents the 

12. curtailed number of messages. This number multiplied by $,20 equates to 

13. $1,067,050 which is the revised message curtailed amount. This figure 

14. is contained in the revised curtailment amount of $2,303,500,00 shown on 

15. Schedule E-4, page 2 of Kunkle Exhibit No. 17-

16. Q, Does this revised curtailment amount appear on any other schedules? 

17. A. Yes. Kunkle Exhibit 17, page 3 depicts schedule E-4A, which is the 

18. curtailment summary submitted in the original filing for this rate case, 

19. This schedule has been updated and reflects the revised coin message 

20. curtailment amount previously mentioned, as well as the new total 

21. curtailed revenue claim of the company which is $2,303,500. 

22. Q. Does that conclude your supplemental testimony? 

23. A. Yes it does. 

13 
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Schedule E-AA 
Curtailment Summary 
(Telephone Utilities) 

Public Utilties Commission of Ohio Date Certain June 30, 1981 

Company General Telephone Co. of Ohio Test Year Jan. 1, 1981 - Dec. 31, 1981 

Case No. 81-383-TP-AXR Page 1 of 1 

Witness responsible T.W. Kunkle 

Line 
No, 

1 
2 
3 
4 
5 
6 
7 

Description 

Ancillary 
Auxiliary 
Data 
Key 
PBX 
Coin Messages 
Premise Visit 

Total Curtailed Revenue 

Curtailed 
Revenue 

$ 605204.00 
26038.00 
99861.00 
(58207.00) 
507142.00 

1067050.00 
56412.00 

$2303500.00 


