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REPORT OF THE DIRECTORS
OF |
AMERICAN TELEPHONE AND TELEGRAPH
COMPANY.

New York, March 11, 1918.
To THE STOCKHOLDERS:

Herewith is respectfully submitted a general statement
covering the business of the American Telephone and
Telegraph Company and its associated gcompanies—the
Bell System, exclusive of independent connecting com-
panies—followed by the report of th«? American Tele-
phone and Telegraph Company, for the|year 1917.

Combining the accounts and excluding all duplications
and inter-company matters—ineluding interest, dividends
and other payments to the American Telephone and
Telegraph Company by the associated companies—the
actual operations of the service, the actual revenues and
expenses, are thereby shown.

BELL TELEPHONE SYSTEM IN THE
UNITED STATES.

TELEPHONE CCMPANIES AND SUBSCRIBER STATIONS.

"The Bell System, as a whole, is made up of the American
Telephone and Telegraph Company and associated and
3cox‘mecting companies. The associated, or Bell com-
panié§ are Bell companies by virtue of contract or license
.. awgoments and financial relations. The connecting
‘comparniés are independent companies, operating in
territory dependent upon them for service, connecting
‘with the Bell companies. Besides the separate systems
making up the Bell System, there are many independent




companies covering, partially or completely, large areas
of territory, operating independently of, not connecting
with the Bell compames

There are in the United States appro':xlmately 11,200
separate companies giving telephone service. Of them
37 are Bell companies, 9,129 independent companies con-
necting with the Bell System, and about 2,000 inde-
pendent companies not connecting with the Bell System.
There are also a large number of rural lines and systems
which connect with these companies, 22,209 of which are
connected with the Bell System.

At theend of the year the number of telephone stations
which constituted the Bell System in the United States was
10,475,678, an increase during the year of 628,486, of
which increase 486,040 were owned by the Bell companies
and 142,446 were Bell connected stations. Of the total
number of stations in the system 7,031,530 were owned
and operated by Bell companies and 3,444,148 by local,
co-operative and rural independent companies or as-
sociations having sublicense or connection contracts; the
so-called connecting companies.

. In addition to these there are about 1,300,000 stations
operated by independent companies not connected with
the Bell System. :

THE WIRE SYSTEM.

The total mileage of wire in use for the exchange and toll
service of the Bell companies, not including connecting
companies, was at the end of the year 22,610,487 miles, of
which 2,760,172 were added during the year. Of the total
mileage 19,521,679 miles were exchange wires and 3,088, -
808 miles were toll wires. Ninety-four per cent. of the
total wire mileage is ‘copper wire. 13,451,121 miles, or
59 per cent of the mileage, including 964,899 miles of
toll wires, is in underground cables, and this percentage

- is steadily increasing. The underground conduits repre-




sent a cost of $110,500,000 and the cables in the conduits
- $144,100,000, a total in underground plant of $254,600,000.

Attention was called last year to the mileage of “‘phan-
tom circuits.” During 1917, 59,022 miles of “phantom
civcuits” were added, making 281,016 miles of these
“phantom circuits” at the end of the year.

The wire mileage owned and operated by connecting
companies is not included in any of these figures. The
approximate mileage of connecting companies’ toll wires
is 410,000 miles, which added to the 3,088,000 miles of toll
~ wires operated by the Bell companies, makes a total of
nearly 3,500,000 miles of such wires bringing together in
one comprehensive, inter-communicating system all the
cities and towns and practically all of the rural communi-
ties throughout the United States.

TRAFFIC.

Including the traffic over the toll and long-distance lines,
but not including connecting companies, the daily average
of toll connections was about 1,009,000, and of exchange
connections about 30,845,000, as against corresponding
figures in 1916 of 890,000 and 28,530,000; the total daily
~ average for 1917 reaching 31,854,000, or at the rate of
about 10,600,000,000 per year. This is an average of
approximately 100 calls per year for every man, woman
and child in the United States.

PLANT ADDITIONS.

The net amount added to plant and real estate by all
the companies, excluding connecting companies, con-
stituting our system in the United States during the
year 1917 was $118,599,462, distributed as follows:

Real Estate. .. ....oocvevniinneens $18,770,614
Equipment. ......ovvreninreeinenns 28,029,466
Exchange Lines. . ...............i0s 41,565,583
Mol LANES. + v ovveevrecanenvnneannns 25,834,824
Construction Work in Progress, ete... 9,398,975

$118,509,462




R T N R

6

PLANT ADDITIONS OF PREVIOUS YEARS.

The net amounts added in eighteen years have been
as follows:

1900, .......... $31,619,100  1909.......... $ 28,700,100
1901. ... .. 31,005,400 1910... ... . ... 53,582,800
1902 ... B 37,336,500 1911..... .. ... 55,660,700
1903. ... 10 35,363,700 1912..... . ... 75,626,900
1904. ... ..., 33,436,700 1913... .. . ... 54,871,900
1905. .......... 50,780,900 1914... . " 11" 50,045,300
1906....... " 79,366,900 1915........ . ) 32,863,700
197.........0 52,921,400 1916........ " 66,224,700
1908.... . 26,637,200 1917.... .. ... " 118,599,500

making a total for the eighteen years of $914,648,400.

MAINTENANCE, DEPRECIATION AND RECONSTRUCTION.

Particular attention is asked to this statement. State-
ments have been circulated to the effect that the Bell
companies had neither fully maintained their property
nor set aside from revenue the usual allotments for recon-
struction. The following figures are a complete refutation
of such statements. ‘

During the year $94,071,000 was applied out of revenue.
to current maintenance and depreciation, an increase
of $9,515,000 as compared with 1916. Current main-
tenance increased. $6,227,000, averaging 4.3 per cent. on
the average plant in service, which cornpares with 3.9
per cent. in 1916. ‘

The provision for depreciation of plant during the
year was $52,919,000, an average of 5.5 per cent. of the
cost. of plant, and an increase over 1916 of $3,288,000.

Plant which originally cost about $43,000,000, but
which had reached its limit of serviceable life, was removed
and replaced by new and improved construction, or sold,
as compared with $44,000,000 in 1916. After deducting
this amount less salvage from the provision for deprecia-
tion, the balance, about $33,000,000, increases the re-
serves for such depreciation and obsolescence, which
must be provided for out of current expenses, but cannot
be currently determined or expended.




GROWTH AND PROSPECTS. -

~ The continued and unprecedented business activity of
the country during the past year has thrown on the
Bell System a heavy burden of traffic, taxing our facilities
to the utmost and necessitating the rapid increase of
those facilities which is indicated by the statistics.

It was stated in last year’s report that we would carry
on the work of new construction at an unprecedented rate
during the year, the plans contemplating additions to
plant aggregating about $90,000,000. The actual addi-
tions, as shown elsewhere, however, amounted to more
than $118,000,000, larger than for any previous year by
nearly 50 per cent. Subscribers’ stations increased by

- 486,000.

The continued policy of the Bell System of constructing
in advance of requirements, partly to provide for emer-
gencies, and for economical reasons, has again justified
itself many times over during the year. In consequence
of the absorption of much of the surplus plant into the
service last year, the new construction during the current
year was to meet the immediate needs of the service, and
as far as possible restore the normal surplus. Great diffi-
culties were met in securing the necessary raw materials,
-supplies and adequate transportation; there was a large
increase in the cost of labor and materials; there was
necessary to meet the emergency a large toll line con-
struction; all contributing to the increase of the average
investment per station from $146 to $153.

" Tt is difficult to estimate what additions will be made
to the plant during 1918. Plans have been made aggre-
gating $90,000,000. This is believed to be the maximum
requirement; the probabilities are that much less will be
expended. The Government’s desire for the conservation
~of men, material and money for direct war requirements
and the difficulties of transportation because of priority
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orders and freight embargoes, make the exact determina-
tion of the program impossible.

The demands of the Government in time of necessity '
are paramount, but the Administration and all its officials
recognize the importance, both to the Government and
the public, of an efficient service, and will co-operate with
the companies in their efforts to maintain regular service.
We are confident of being able to meet necessary demands
and maintain existing conditions. -

'OPERATING RESULTS,

The American Telephone and Telegraph Company and
associated companies constitute one operating entity,
and to understand or correctly determine the actual costs '
and charges of ‘the telephone service and the ultimate
distribution ‘of the revenue, their accounts must be
consolidated.

The following tables show the business for the year
of the Bell Telephone System including the American
Telephone and Telegraph Company and its associated
holding and operating companies in the United States,
but not including connecting independent or sub-licensee
companies, or the Western Electric Company, Inc., except’
as investments in and dividends from those companies are
included respectively in- assets and revenue. All inter-
company duplications are eliminated in making up these
tables so that the figures represent the business of the
system as a whole in its relations to the public.

The statement of earnings and expenses is presented
in the form called for by the Interstate Commerce Com-
mission’s accounting system. In round figures the total:
operating revenues of the Bell System were $294,900,000,
an increase of $30,300,000 or 11.5 per cent. over last year.
Of these revenues depreciation and maintenance con-
sumed $94,071,000, an increase of $9,515,000 over 1916
or 11.3 per cent.; traffic expenses consumed $68,122,000,




BrrL TeELEPHONE SysTeM 1IN UNITED STATES.

COMPARISON OF REVENUE AND EXPENSES, 1916 axp 1917.
(ALL DUPLICATIONS INCLUDING INTEREST, DIVIDENDS
AND OTHER PAYMENTS TO AMERICAN TELEPHONE AND
TELEGRAPH COMPANY BY ASSOCIATED COMPANIES

ARE EXCLUDED.)

. 1916. 1917. Increase.
Exchange Revenues. ....... $188,888,149 - $207,471,937 $18,583,788
Toll Revenues. ............ 72,971,668 84,559,861 11,588,193
Miscellaneous Revenues. . . .. 2,715,463 2,863,152 147,689

Total Operating Revenues $264,575,280 $294,894,950  $30,319,670
Depreciation............... $ 49,631,966 $ 52,919,458 § 3,287,492
Current Maintenance. ...... 34,923,549 41,151,041 0,227,492
Traffic Expenses. .......... 53,748,707 68,121,646 14,372,939
Commercial Expenses....... 25,698,913 28,364,039 2,665,126
Generaland Miscellaneous Ex- g

POOSES. o v vvverannnnnnnn 11,902,470 13,849,960 1,947,490

Total Operating Expenses $175,905,605 $204,406,144 $28,500,559

Net Operating Revenues. $ 88,669,675 $ 90,488,806 $ 1,819,131
Uncollectible Revenues.. . ... $ 1,480,502 % 1,220,253 § 251,249% ‘
TAXES. o v v enrnennnnnnnns 14,916,448 20,710,933 5,794,485

QOperating Income. ... .. $ 72,272,725 $ 68,548,620 § 3,724,105
Net Non-Operating Revenues 7,080,384 7,975,869 895,485

Total Gross Income..... $ 79,353,109 $ 76,524,489 $ 2,828,620*
Rent and Miscellaneous De- ' ‘

ductions. . .............. $ 3735470 $ 3,990,047 § 254,577
Interest Deductions. ....... 18,378,931 21,820,231 3,441,300

Total Deduetions.. .. ... $ 22,114401 $ 25,810,278 $ 3,695,877

Balance Net Income. ... $ 57,238,708 §$ 50,714,211 § 6,524,407*
Deduct Dividends.......... 35,160,119 36,862,582 1,702,463
Surplus Earnings. ......... $ 22,078,589 § 13,851,629 § §,226,960*

*PDecrease.
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an increase of $14,373,000 or 26.7 per cent.; commercial
- expenses, $28,364,000, an inerease of $2,665,000 or 10.4
per cent. ; general and miscellaneous expenses, $13,850,000,
an increase of $1,947,000 or 16.4 per cent.; taxes assignable
to operations, in which provision is made for the estimated
amount of federal income and excess profits taxes payable
in 1918, $20,711,000, an increase of $5,795,000 or 38.9
per cent.

Including $475,000 taxes not assignable to operations
the total taxes were $21,186,000, which is 2.31 per cent.
on the outstanding capital obligations. There were net
non-operating revenues of $7,976,000, made up chiefly
of interest, dividends and rents received less taxes and
minor expenses connected therewith. The ‘“total gross
income,”” using the term officially provided by the Inter-
state Commerce Commission, was $76,a24 000, a de-
crease of $2,829,000 or 3.6 per cent. under 1916. Out of
this $25,810,000 was paid for interest, rents, etc., leaving
$36,862,000 for dividends and $13,852,000 to be carried
into surplus.

The total capitalization, mcludmg inter-company items
and duplications but excluding reacquired securities of
the companies of the Bell System, is $1,612,552,575. Of
this, $695,176,153 is owned and in the treasury of the com- -
panies of the Bell System, and is represented to the public
by the outstanding securities of the American Telephone
and Telegraph Company and associated companies.

The capital stock, bonds and notes payable of the
Bell System outstanding in the hands of the public at the
close of the year were $917,376,422, of which the out-
standing securities of the Americah Telephone and
Telegraph Company represent $626,412,025, and out-
standing securities of the associated companies in the
hands of the public represent $290,964,397.

If we consider the current accounts payable, $46,382,-
252, against which there were liquid assets, cash and
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Berr TereraoNe SysteM IN UNITED STATES.

COMBINED BALANCE SHEETS, 1916 anp 1917.
(DUPLICATIONS EXCLUDED.)

ASSETS: Dec. 31, 1916. Dec. 31, 1917. _ Increase.
Telephone Plant... .... $ 946,203,248 $1,064,892,710 $118,599,462
Supplies, Tools, ete.. . . 24,032,099 31,543,745 7,511,646
Receivables........... 66,029,580 42,472,942  23,556,638*
Cashi.......coovennnn 80,692,829 35,086,840  44,705,989*
Stocks and Bonds. .. .. 81,815,476 101,607,231 19,791,755

Total.............. $1,108,863,232 $1,276,503,468 $ 77,640,236

LIABILITIES:

Capital Stock......... $ 463,101,560 $ 505,403,777 $42,302,208

Funded Debts. ....... 422,586,617 407,434,080  15,152,5637*

Bills Payable......... 3,738,451 4,538,565 800,114

Accounts Payable. . . .. 38,280,436 46,382,252 8,101,816
Total  Outstanding -

Obligations. .. . . . T $ 927,707,073 $ 963,758,674 $36,051,601
Employees’BenefitFund 9,151,000 9,219,143 68,143
Surplus and Reserves. . . 262,005,159 303,525,651 41,520,492

Total...ooooeoon... $1,198,863,232 $1,276,503,468 $77,640,236

¥Decrease. -

current accounts receivable, of $78,459,782, or an ex-
cess of $32,077,530 to the credit of the system, it leaves
as the net permanent capital obligations of the whole system
outstanding in the hands of the public $885,298,892.

A number of appraisals of our properties in the various
cities and states have been made by public authorities
practically all of which have appraised the value of the
properties for rate-making purposes greater than the
amounts carried on our books.

The telephone plants stand on the books of the com-
panies at $1,064,892,710, as of December 31, 1917, a net
increase during the year of $118,599,462, after deducting.
all plant withdrawn from service, sold or abandoned.
Stocks and bonds owned increased during the  year
$19,791,755. Supplies, tools, etc., increased $7,511,646.
Receivables decreased $23,556,638. Cash balances de-
creased $44,705,989.
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The increase in total assets of $77,640,236 is repre-
sented by $36,051,601 increase in outstanding obligations
of the whole system and an increase in surplus and re-
serves of $41,588,635. :

In accordance with our previous practice in making up
the combined figures for the Bell System, all inter-com-
pany . items have been eliminated, and all intangible
assets have been excluded, so that the combined surplus
and reserves as shown above are considerably less than
the sum of surplus and reserves shown on the books of
the separate companies. ,

The surplus and reserve, aggregating $303,500,000, is
invested in productive property, the revenue from which,
being free from capital charges, is subject only to operating
charges, and in this way reduces the cost of the service.
It is also a provision’ against abnormal depreciation or
obsolescence. '

AVERAGE OPERATING UNITS.
(See table on page 13.)

The table on page 18 shows average operating revenue
and expenses per station, operating ratios, unit plant
cost, ete., of the Bell Telephone System for the years
1895, 1905, 1915, 1916 and 1917.

It will be observed that both average earnings and
average expenses per station which now vary slightly
from year to year are very much less than in earlier
years. The average expenses per station have been
reduced, in spite of improved wages and increased
taxes, by improved methods and greater efficiency in
every branch of the service.

The decrease—from $71.91 in 1895 to $30.62 in 1917—
in the average rate of exchange earnings per station, is largely
the result of “measured service,” which places the system
within the reach of the many who can afford to pay for
actual service, but would not, possibly could not pay, and
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AveErage OPERATING UNITS
OF :
BrrL TerErHONE SvsteEM IN UNITED STATES
~ (INCLUDES AMERICAN TELEPHONE AND TELEGRAPH CO.)

Average per Exchange Station. :
EARNINGS: 1895. 1905. 1915, 1916. 1917.

Exchange Service. .. ....... $71.91 $ 33.86 $ 29.73 § 30.49 § 30.62
Toll Service. .. ..ocovvvvnn. 16,43 13.21- 11.04 11.75 12.45
Totale oo vvveiiiiiinvans $ 88.34.% 47.07 $ 40.77 § 42.24 § 43.07
EXPENSES:
Operation. . oo vvvinvennnes $28.84 8 16 77 $14.83 8 15.26 § 16.74
Taxes. . cooveiirnvnnnnnnns 2.87 2.30 2.44 - 3.12
Total. . v vivennevvnennnn $31.71 § 18 47 $ 17.13 $ 17.70 $ 19.86
Balance, .o covouueiinn... $ 56.63 $ 28.60 $ 23.64 $ 24.54 $ 23.21
Maintenance and Deprecia- ) . :
0+ $27.73 $14.66 $ 13.34 $ 13.67 $ 13.91
Net Earningg. ... ........ $28.90 $ 13.94 $ 10.30 $ 10.87 § 9.30
Per Cent. Operation Expense to
Telephone Earnings. .. .. 32.6 35.6 36.4 36.1 38.9
Per Cent. Telephone Expense to o
Telephone Earnings......... 67.3 70.4 74.7 74.3 78.4

Per Cent. Maintenance and De-
preciation to Average Plant,

Supplies, ete. o . oovuvnnnnnn 9.1 ~ 8.5 8.8 9.2 9.3
Per Cent. Increase Exchange :
. Stations*. . ...l 15.7 24.5 6.9 9.7 7.4
Per Cent. Increase Miles Ex- ) -

change Wire*.. ............ 15.9 27.2 6.7 - 6.9 13.7
Per Cent. Increase Miles Toll

Wire*. .. .oiiiiieiin. 19:5 12.8 .6t 9.4 15.1

Average Plant Cost Per Esx-

change Station (Exchange and :

Toll Construction).......... $300.00 $164.00 $149.00 $146.00 $153.00
Average Cost Per Mile of Toll :

Wire (including Poles and .

Conduits). . ceveeinennn.. $ 85.00 $ 69.00 $ 74.00 $ 72.00 $ 71.00

Per Cent. Gross Telephone
Earnings to Average Plant. . 28.4 27.5 27.2 29.2 29.9

Per Cent. Total Net Earnings to

Average Capital Obligations.  13.12 8.87 8.24 9.12 * 8.03
Per Cent. Total Net Earnings to

Average Plantt and Other

Asgets. .... [ N 770 7.23 6.37 6.70 5.86
Per Cent. Paid Out on Average

Capital Obligations. . ........ 8.62 6.14 6.35 6.46 6.50
Per Cent. Paid Out on Average

Plant and Other Assets. .. ... 506 5.00  4.91 474 4.74

* Increase during year shown, over previous year.
1 Small increase mainly due to increase in radius covered by exchange rates.
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in any case should not be called on to pay for more than
their own service, or to pay any rate based on average use.
Average use is very greatly increased because of the very -
large use made by some. The best and most complete
answer to the demands for flat rates is that 75 per cent. of
the total subscribers of the Bell System pay less than the
average rate for their telephone service. - Any method of
charge which does not call upon the large users for their
proportion of the cost caused by their use is unjust to the
great mass of subscribers.

Particular attention is again directed to the percentage
~ of net earnings and of dividend and interest disbursements
of the Bell Telephone System to total plant and other
assets; also of taxes paid to the public: ’

Percentage of net earnings to plant and

otherassets...........cocoivvninn.. 5.86
Percentage of charges paid on capital to

plant and otherassets............... . 4.74
Percentage of taxes paid to public to

plant and other assets.............. . 1.71

These percentages of earnings and charges compare with
6.70 per cent. and 4.74 per cent. in 1916.

READJUSTMENTS.

During the year there has been a very general readjust-
ment of salaries and increase in the number of operators
to meet the necessary demands. The increase in oper-
ating expenses reflects the increase in both the number
of operators and the readjustment of compensation to
meet present conditions of living and work. It takes time
to provide skilled employees. They have to be educated.
It takes time to create facilities. The increase in work
came so rapidly in 1916 that surplus facilities were fully
employed, and our regular employees overworked. Dur-
ing the same year our increased earnings were larger
than increased expenses. This was reflected in the com-




panies’ surplus for the year, and a liberal distribution was
made to the employees. The expenses during the past year
more than overcame increased earnings and the increase
in the expenses was due in a large part to increases in regu-
lar wages. ‘ . -

It is the intention of the Bell System to distribute in regu-
lar wages to its employess, their full proportion of the
revenue it is allowed to collect, the maximum that is
being paid by others for similar services and such an
amount as will secure the very best class of employees.

There is no utility so dependent upon the service ren-
dered by the employees as is this. There is no service
rendered by any corporation which is so exacting. It is
largely a personal service rendered by each employee to
each individual. Much depends upon the employee.
When a connection is asked for, it is important, at least in
the mind of the individual asking. Delay irritates, and
anything which seems to be indifference or inattention on
the part of the employees more than ifritates. This is
intensified by the fact that although the relation is per-
sonal, it is carried on at a distance out of sight, and also
that no one person engaged in the co-operative process
required for the telephone connection can always know
or fully understand the difficulties or obstructions occur-
ring at other points. ,

It is necessary that the service required of the employee
shall not overtax physically or mentally, and that the
working conditions and opportunities for relaxation shall
be of the best. Every effort has been made to create such
conditions and make the work as attractive and pleasant
as any continuous work can be. It is also necessary that
the control of the operating organization shall be abso-
lutely under the authority of the company which is
responsible for the service, and it is obligatory on the part
of the company to see that such authority shall not be
abused and that every employee has immediate and free
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access to higher authority in case of any real or fancied
grievance.

This policy has worked very satisfactorily and there
has been relatively little trouble with our employees, and
what there has been has been the outgrowth of local
conditions rather than a result of any grievance or dis-
satisfaction on the part of the employees with their work.

VALUE OF PROPERTY OF THE BELL COMPANIES,

In view of the many derogatory statements which have
been circulated through carelessness or intention, we
think it is our duty to reassure our shareholders; we wish
to impress upon them the value and security of their
holdings. No one can forecast the future, but based on
an intimate knowledge of the past, it is within limits
to say that there is as much reason for confidence now as
there has been. Our business is growing, the public is
friendly, the decisions of the boards of control and regu-
lation without exception have been intended to be fair, and
have been acceptable if not always entirely to our satis-
faction. Our plant has been mamtamed at the h1ghest'
state of efficiency.

‘Our obsolescence has in great part been taken care of in
our maintenance, all of it in our maintenance and recon-
struction, and there is a large and increasing reserve
against any emergency. We have allotted to these items
as liberally as in the past years, and yet in this year of
unusual expense our surplus, while not quite equal to
previous years, shows a safe margin over all.

Our shareholders have paid to the Company in premi-
ums about $35 000,000 in excess of par for their capital
stock.

The minimum replacement value of our property,
exclusive of intangibles, is far in excess of the book value,
and intangibles represent expenditure and have value.
* Actual appraisals are continually being made by boards of
control, municipal and other rate-making bodies for rate-
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fixing purposes. They are made by 1ndependent ap-
praisers who certainly have no interest in over-valuation.
In every case the appraisals have demonstrated the con-
servatism of the book value.

The book value of the plant and other assets of the
Bell System as a whole, exclusive of intangibles, is over
three hundred millions in excess of the outstanding
obligations; or a surplus amounting to much over one-
half of the share capital obligations outstanding, inclusive
of American Telephone and Telegraph Company’s and
other Bell companies’ share capital in the hands of the
public.

WESTERN ELECTRIC COMPANY, INCORPORATED,

The business of the Western Electric Company, Inc.,
has, of course, reflected the policy of its principal cus-
tomers. At the beginning of the year the Bell Telephone
System was, without sparing cost, extending its plant to
meet the phenomenal demands of general business, and
the consequent demand for Western Electric products
exceeded all previous records.

When it became probable that this country would be-
come involved in the great war, the Bell System, in prepa-
ration for extraordinary service demands which would
come in such a contingency, directly and indirectly, from
the various departments of the Government, commenced
a systematic restraint of station growth. That naturally
affected adversely a certain portion of the Western
Electric business. Later (in July) it appeared to us
that we should do our part to conserve the resources
of the country which would be required for war purposes
and we decided to limit construction and reconstruction
which would use lead, copper and other materials and like-
wise man power, to such work as would further military
preparations. This cut down materially another part of
the Western Electric product.
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With [this came the setting aside of its program on
central office work and a substitution in its place of emer-
gency requirements for camps, cantonments, etc., sc
that during the year the company has been meeting a
variety of changes in requirements which will probably
affect its earnings. It has, however, been successful in
adjusting itself rapidly to changing conditions and in
giving us what the changing conditions have required.
It has, of course, put its great facilities in the way of

" development and experimentation as well as of manufaec-
turing at the command of the Government.

EMPLOYEES' BENEFIT FUNDS.

The Plan for Employees’ Pensions, Disability Benefits
and Death Benefits has now been in operation throughout
the Bell System for five years. Under this plan, which
has been described in previous reports, the companies
bear the entire cost of pensions on account of old age, of
" benefit payments in cases of sickness or death and of “
compensation in cases of accident. The period of heavy
traffic under difficult conditions which has been experi-
enced during the past year has furnished a further demon-
stration of the value to the telephone service of these and
other provisions which have been made by the Bell System
for the welfare of employees, while the trend of public
opinion continues to support our belief that these pro-
visions are no more than justice to the men and women
who are devoting their working lives to the telephone
service of the country. ‘

In the five years, 1913-1917, inclusive, the expenditures
from the Benefit Funds of the Bell companies have
aggregated $7,617,375. At December 31, 1917, the
reserves for these Benefit Funds aggregated $9,219,143.
Some figures for the year 1917 follow:

Pensions. Three hundred and fourteen former em-
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ployees were on the pension rolls at the end of the year
1917, a net increase of thirty during the year. The
average pension paid was $40 per month. ,

Sickness. The number of cases of sickness which
occurred during 1917 among employees eligible to bene-
fits under the Plan was 19,430, an increase of 670 cases
over the previous year. This increase is small when the
growth of the system is taken into account. The average
period of disability for cases completed in 1917 was
39 days and the aggregate sickness benefits paid were
$1,100,368. :

Acczdents 10,732 work aceidents occurred during the
year, over one-third of which involved no disability be-
yond the day of the accident and three-fourths of which
did not involve disability of more than 7 days. The
frequency of serious accidents was less in 1917 than in
1916. The total benefit payments on account of acci-
dental injuries were $600,737, including $155,329 for
medical attention, hospital care, ete. )

Death Benefits. $144,019 was paid in death benefits
during the year (excluding accident cases included above)
to the dependent relatives of 170 employees who at their
death had been in service five years or more. Burial
expenses for 33 who left no dependents amounted to
$5,917, a total of $149,936.

Summary. The total amount of the payments from
the Benefit Funds during the year 1917 was $1,997,359,
of which $333,891 was provided by interest on the funds,
the balance being appropriated by the companies. The
companies also bore the expenses of administration of
the Plan.

As in previous years, financial assistance has been given
in many cases of disability which did not come wholly
within the provisions of the Employees’ Benefit Plan.
The cost of this assistance was $182,049.
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EMPLOYEES' MILITARY AND NAVAL SERVICE.

In last year’s report it was stated that employees of the
Bell System who, on June 18, 1916 were members of the
National Guard or Naval Militia and were called into
service and employees who enlisted subsequently, were
allowed full pay during the first three months of their
absence, and thereafter full pay less the amounts they
received from the Government. Payment was continued
up to July 1 to these employees and also made to the
_ employees who, on March 27, 1917, were enlisted in the
National Guard or Naval Militia, or were otherwise
under oath to present themselves for active military
service. Since that date allowances have been made to
dependents of these and other employees of the Bell
System called into military service who, upon investiga-
tion, were found to be in need of assistance; these allow-
ances will be discontinued as soon as regular monthly -
payment of family allowances authonzedl by Congress
can begin.

The total allowances made during the year by the Bell
System, as above stated, aggregated $612,554. At the
end of the year the number of employees on leave of
absence for military, naval and otl1er Government war
service, was 7,002; this represents about 9 per cent.
of the male force, and 25 per cent. of the male force regis-
tered under the Selective Service Law

SUMMARY . OF THE ACTIVITIES OF THE BELL SYSTEM IN
CONNECTION WITH GOVERNMENT MATTERS.

The officials of the Bell System, recognizing the neces-
sity of telephone service in the mobilization of the re- -
sources of the nation, for over a year prior to the declara-
tion of war, made studies of prelunmary plans to meet war

~conditions.

What could be done to meet the problem of national
defense, was demonstrated in 1916 dumng a mobilization
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of our communication facilities conducted by a staff of the
system at the request of the Secretary of the Navy and
in co-operation with naval officers under the.command of
Admiral W. S. Benson, Chief of Naval Operations.

For three days, during which war conditions were sim-
ulated as far as possible, the Navy abandoned all other
forms of communication between the Navy Department
at Washington and the navy yards and naval stations in
the continental United States, and utilized the Bell
System for telephone and telegraph communication by
wire with all of the naval forces in that territory. During
the period of mobilization, naval officers and the telephone
officials assigned to the work were on duty day and night,
and at all times could obtain instantaneous telegraph or
telephone communication with any point involved in the
mobilization. The Secretary of the Navy himself con-
versed with a number of the principal naval stations, and
the Admiral in command personally talked to the com-
manding officer at all of the naval stations on the Pacific
Coast froni Bremerton, Washington, to San Diego, Cali-
fornia, and to the navy yards and naval stations on the

© Gulf and Atlantic Coasts and on the Great Lakes.

While the mobilization was intended primarily to test
the efficiency of the wire system in time of war, an inter-
esting test of wireless telephony was made, i.e., transmis-
sion by wire to wireless stations, automatically transferred
to wireless, or vice versa.

The Secretary of the Navy, from his desk in the
Department at Washington, talked with Captain Chand-
ler on the battleship New Hampshire at Hampton Roads.

Under orders, the New Hampshire proceeded to sea, as
far as the Southern Drill Grounds and returned, reporting
its position by telephone every hour to the Department at
Washington. ;

Captain Bennett, in command at the Mare Island Navy
Yard on the Pacific, conversed with Captain Chandler on
.the New Hampshire, which was at that time in a storm on
the Atlantic. This conversation was transmitted over
the transcontinental telephone wire circuit from Mare
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Island, California, to the radio station at Arlington, Vir-
ginia, and there transferred automatically to the wireless
from Arlington to the ship at sea, the return conversation
taking the opposite course.

Immediately upon the declaration of war Washington
became the center of great activity. Under authority of
and co-operating with the Council of National Defense
and military and naval officers, effective and harmonious
methods were worked out by the Bell System, by which it
has been able to meet the unusual requirements.

The following is a short summary of the resulting activ-
ities of the Bell System.

Precedence was established throughout the system for all
Government service, and at Washington and over the en-
tire country for the maintenance of existing Government
facilities and the construction of the numerous additional
ones required. >

Special attention is being glven to, and special investi-
gation is being made of, this service, that it may be always
available and as far as possible provided in advance of
theneed. For this, elaborate plans had to be worked out,
special operating methods devised and some twelve
thousand toll operators specially trained. Work has been
done in a few weeks that ordinarily would have taken
several months.

In times of peace telephone traffic flows along the
channels of commerce. War has made new centers and
new routes. Washington has become the center of a vast
new traffic. The growth during the last few months in
the toll telephone service centering at Washington has
been greater than during the eight previous years.

To meet this increased toll business new facilities cen-
tering at Washington have been provided; the number of
lines radiating from Washington has been increased many
times and further increases are still being made. There
is also nearly completed between New York and Washing-
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ton a new underground cable of the latest design, contain-

ing 80,000 miles of wire. This will be an important addi-
tion to the underground facilities connecting the sea-
board cities from Washington to Boston.

Tive times already have the toll switchboards at Wash-
ington been increased and the plans are made and material

~ordered for additional increases. Notwithstanding the

rapid growth of this service, and the scarcity of labor,
material and transportation, a satisfactory service has
been provided and maintained.

Local traffic of the Washington telephone exchange
increased many times, making necessary one entirely
new central office and substantial additions to all the
existing ones. Large additions to the underground wire
system have been and are still being made.

To meet the necessity for trained operators for both
local and toll traffic, hundreds of operators have been
brought from other cities. Large additions to the train-
ing schools have been established, where operators are
being trained as fast as they can be secured.

To supply departmental and inter-departmental service
in Washington, a large amount of underground cable has
been laid directly connecting different governmental and
departmental buildings widely separated. Existing pri-
vate switchboard and other equipment has been thor-
oughly gone over and large additions made. Still larger
additions are now under way. Several of the departmental
multiple switchboards are large enough for a city of one
hundred thousand population. The new and temporary
puildings which have been and are being erected are being
equipped with complete telephone systems and connected
with other department buildings and the local system.
For use in the National service 15,000 miles of toll wire and
27,000 miles of cireuit for telegraph use have been taken
from commercial service and devoted exclusively to the
use of the Government.
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To this work at Washington the expert and technical
telephone men of the Washington system, as well as many
others from all parts of the country, have devoted their
entire time.

In other sections it has been necessary to provide tele-
phone facilities and toll connections for the National Army
Cantonments, National Guard Camps, Division Head-
quarters of the Army and Navy, Army Posts, Navy Yards,
Aviation Fields, Supply, Quartermasters’ and Training
Camps, munition manufactures, ship-building yards, and
various Federal and State camps and headquarters located |
* in different parts of the country.

A full description of this work would require long lists
and detailed statements of large undertakings at many
hundreds of places in all parts of the country.

Many of them are located far from existing facil-
ities and in sections heretofore not requiring extensive
telephone facilities, and some of them are the equivalent
telephonically of cities of thirty to forty thousand in-
habitants. v

This new traffic has necessitated trunk lines from all such -
points to adjacent cities, many new toll lines or addi-
tional wires on existing lines of the Bell System (including
additional circuits on the transcontinental line), and
in many local exchanges additions to the local switchboard
facilities, wire system and operating force. .

At the request of the United States Coast Guard com-
plete plans for the enlargement of the Coast Guard tele-
phone system were made, and the work of reconstructing
and extending these lines done. This work includes con-
necting about 100 lighthouses and 200 coast guard stations,
the laying of some 300 miles of submarine cable, the con-
struction of over 650 miles of pole line and the stringing
of over 1,200 miles of wire. The Coast Guard system
is now connected with the Bell System.
~ The Bell System has been called upon to manufacture
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and furnish a very large amount of telephone equipment
and supplies of every kind, including many special devices
for the Army and Navy, both for use in this country and
by the American Expeditionary Force in France.

.The Signal Corps of the Army required a large force
of men specially trained in telephone and telegraph work.
From the Bell System some fourteen battalions of picked
officers and men have joined this branch of the service.
Many of these are already over the water, and those not
needed for service in this country will soon join them.
The training they have received in the Bell System to-
gether with the intensive training under officers of the
regular army in camps has made these men especially
efficient, and we are gratified to know that they receive
many commendations.

We have assisted in the oxgamzafmon of a Division of’
Research and Inspection for the American Expedltlonary‘
Force 'in France, recruited largely from the scientific staff
and laboratory forces of the Bell System.

Technically trained men have been detached from our
service for special service in the Army and Navy. Over
150 men have been admitted to Officers’ Training Camps,
and 2,000 employees are members of the National Guard
or Naval Militia and are in active service. :

The Bell System has a total of approximately 7,500
employees now engaged in serving the country abroad
and at home in various activities incident to the war.

These large deductions from the limited supply of
trained men available for telephone work have come at a
time when the system has had to meet the most extraor-
dinary demands ever put upon its service.
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REPORT OF THE AMERICAN TELEPHONE
AND TELEGRAPH COMPANY.

The statement of earnings of the American Telephone

and Telegraph Company represents, in addition to the
- net receipts of the long-distance lines, only that part of
the earnings of the Bell System which is received by the
American Telephone and Texegraph Company, out of
the divisible surplus of the associated companies from
operation, as interest or dividends on money advanced
by the Company to finance the associated companies,
or as payments by the associated companies to maintain
the central administration.

The disbursements of dividends and interest represent
the charges on the securities issued by the Company to
finance the associated ecompanies and the long-dlstance ‘
lines.

The actual ﬁnancml and statistical statements of the
telephone service of the Bell System, that is, revenue and
expense, are shown in the report of the Bell Telephone
sttem preceding. See page 4 and subsequent pages.

EARNINGS.

The net earnings of the American Telephone and Tele-
graph Company for the year were $48,940,466.63, which
is $4,197,090.18 more than for the previous year. These
results are after making provision for the federal income
and excess profits taxes payable in 1918. The interest
charges were $10,469,360.47 and the dividends at the
regular rate of 8 per cent. per annum were $32,481,613.76.
Of the resulting balance there were carried to Reserves
$2,500,000 and to Surplus $3,489,492.40.
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BALANCE SHEET.

The balance sheet of the American Telephone and
Telegraph Company is given as usual at the end of this
report. By comparison with the previous year’s balance
sheet it will be seen that the investment in stocks, bonds

_and notes of associated companies increased $88,455,220.69;
and permanent plant increased $12,975,353.09, current
assets decreased $19,023,302.40 and cash - decreased
$42,173,259.19. '

Of the increase in stocks, bonds and notes, $14,639,700
represents the amount subscribed for preferred stock of
the Western Electric Company, Incorporated.

The account “Trustees—Employees’ Stock—Purchase
Plan,” $4,611,478.63, represents the balance on advances
made to the Trustees to acquire stock which they sold to

~ employees on the plan of easy payments explained in

previous reports, less payments on that account received

~ from employees. .

On the other side, under liabilities, the increase in
capital stock outstanding of $40,037,600 represents new
stock offered shareholders of record December 11, 1916,
and stock issued in exchange for convertible bonds. Cap-
ital Stock Instalments of $17,524.50 represent payments
on account of subseriptions not then paid in full. The
total indebtedness decreased $8,422,208.30 during the
year.

There was a total increase in assets of $40,234,012.19,
against which was a net increase in capitalization and
indebtedness of $31,600,897.20, showing a net improve-
ment in the Company’s financial position of $8,633,114.99,
which is represented by the increase of that amount in
surplus and reserves.

CAPITAL STOCK AND BONDS.

" During the year Capital Stock increased $40,037,600.
Of this $39,106,000 was issued under date of November 1,
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1917, for cash at par, in accordance with the terms of the
offer to stockholders of record at December 11, 1916.
The balance of $931,600 of stock issued was in exchange
for convertible bonds.

$729,300 of 414 per cent. convertible bonds were con-
verted into stock during the year at the ratio of $120 of
bonds, or $100 of bonds and $20 of cash, for one share of
stock. There remained outstanding at the end of the
year $13,160,800 of these bonds out of a total of
$67,000,000 issued in 1913. '

During the year $284,000 of the 4 per cent. convertible
bonds were exchanged for stock at a slightly changing
ratio, averaging about $125 of bonds for one share of
stock. At the end of the year $2,843,000 of this issue
- remained outstanding. The right to convert these bonds
into stock expired at the end of February, 1918.

Of the $50,000,000 414 per cent. coupon notes of this
Company, or of the associated companies bearing its
endorsement, maturing February 1, 1918, $31,612,000
had been acquired by this Company at the end of 1917.
The Company had also acquired the additional $1,610,000
of associated companies’ notes endorsed by it maturing
February 1, 1918, and mentioned in last year’s report.
" In order to reimburse its treasury in part for the sub-
scription for $14,639,700 Western Electric preferred stock
and the purchases of coupon notes; and to provide funds
for the payment of the balance of $18,388,000 coupon
notes on February 1, 1918, the Company, in January of
- this year, sold with its endorsement $40,000,000 6 per
cent. notes of the associated companies dated February
1, 1918, and maturing February 1, 1919. ,

There are also outstanding, endorsed by this Company,
$11,100,000 notes of the 195 Broadway Corporation, due -
July 1, 1920, which corporation owns the real estate where
the Company’s offices are now located.

The total outstanding capital stock and bonds of the
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American Telephone and Telegraph Company at Decem-
ber 31, 1917, were as follows:

Capital Stock.................. $435,641,200
4%, Collateral Trust Bonds, 1929.. 78,000,000
5% Collateral Trust Bonds, 1946.. 79,195,500

49, Convertible Bonds, 1936. . ... 2,843,000
4159 Convertible Bonds, 1933... 13,160,800

59, Western Telephone and Tele-
graph Company Bonds, 1932,
guaranteed. ................. 9,985,000

Total. .................... $618,825,500

For the $435,641,200 capital stock $470,613,540.94 has
been paid into the treasury of the Company; the $34,972,-
340.94 in excess of par value represents premiums on stock
which are included as part of the Company’s surplus.

All discounts on bond and note issues are deducted in
determining the net surplus as shown in the balance
sheet. :
The number of shareholders, not including employees
purchasing stock under the plan of easy payments, was
86,599 on December 31, 1917, and shows an increase of
16,044 during the year. That the distribution continues .
to be more general appears from the following:

77, 258 held less than 100 shares each;
8,917 held from 100 to 1,000 shares each;
389 held from 1,000 to 5,000 shares each; :
18 held 5,000 shares or more each (omitting
brokers, holders in investment trusts, ete.).

Of the holders of less than 100 shares each,
+ 21,683 held 5 shares or less each;
59,280 held 25 shares or less each.

The average number of shares held was 50, or deducting
the stock held by Trustees under the Employees’ Stock
Purchase Plan the average was 49 shares.
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A majority of the Company’s shareholders are women.
Less than 4 per cent. of the stock was at December 31st
in the names of brokers and less than 2 per cent. of all
the stock is held in Europe.

To the 86,599 stockholders of record “shown above
there should be added some 33,000 employees of the Bell
System in all parts of the country who are paying for
stock out of their wages at the rate of $2 per share per
month. (Several thousand employees have already paid
in full for their stock, and are now stockholders of record. )
Counting these and also those persons whose stock is
held for them in investment trusts and the like, there are
probably at least 130,000 actual owners of stock in this
Company.

ENGINEERING,

The Engineering Department of the American Tele-
phone and Telegraph Company is responsible for the
technical methods and developments of the Bell System,
including development and standardization in trans-
mission and in apparatus, in engineering methods and in
the materials and methods of construction. In addition,
the Department performs specific engineering work for
the associated companies at their request, and also fur-
nishes them with expert consulting advice on all englneer—
‘ing subjects pertaining to their work.

From the beginning of the business the associated com-
- panies, operating in the field, have needed engineering
information, help and technical advice. This Depart-
ment has furnished it and consequently the associated
companies themselves have not been required to undertake
this broad technical development and standardization.

At the beginning of the last decade the limits of tele-
phone transmission were from 1,000 to 1,200 miles when
open wires could be employed. The range of open wire
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transmission has been so greatly extended that to-day it
is practicable to give telephone service between the ex-
treme limits of the continental United States over dis-
tances of 4,000 miles and upward, and to give this service
without employing over-head wires any larger than were
the wires employed to give the more restricted service of
ten years ago. These methods have also greatly improved
the service over shorter distances. Some of the most
important of these developments were first tried out on
the transcontinental telephone ecircuits, which extend
between the Atlantic and Pacific Coasts and were opened
to commercial service in 1915. '

Equally important results have been obtained by the
application of these developments to underground and
aerial toll cables. While ten years ago the practicable
limit of cable transmission was about 100 miles, as ex-
emplified in the telephone cable which had been placed
- between New York and Philadelphia, to-day a successful
telephone cable is working between Boston and Washing-
ton, a distance of about 450 miles. This cable is giving.
between those points service better than was given over
the 100-mile cable ten years ago. By our most recent
improvements telephene cables of 1,000 miles. are now
practicable. '

We have successfully transmitted speech by means of
radio communication across the Atlantic Ocean from
Washington to Paris, and from Washington across the
North American Continent and over the Pacific Ocean as
far as Hawail. We have also established telephone com-
munication with a battleship at sea, in which the land
lines of the Bell System were used in combination with
our radio telephone system, which bridged the gap be-
tween the seaboard and the ship. Our studies, based upon
these and many other tests, have indicated that the true
field of wireless telephony is to extend the wire system to
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points where telephone wires cannot be constructed and
maintained, rather than for uses where wire systems can
be employed. :

During the past ten years there has been a great increase
in the number, extent, voltage and current of power and
lighting circuits in all parts of the country. Therefore,
telephone engineers have been confronted by the difficult
and constantly growing problems of disturbances in
neighboring telephone circuits producing noise, inter-
ference to signaling and, in extreme cases, hazard. The
electrification of trunk line railroads, which has been
largely a development of the last ten years, has brought
up peculiarly difficuit problems of this kind. Plans have
been worked out, as far as practicable, for minimizing such
disturbances by rearrangements of our wires and modifi-
cations in the apparatus associated with them. But in
many cases the disturbances have been such that a
solution was not to be found by treating only the telephone
system. It has been necessary, therefore, to work with
many electric light, power and railway interests, and man-
ufacturers of electrical power apparatus, and to arrange
with them to design and operate their systems so as to
reduce the disturbances at the source. In cases where
State Commissions have undertaken to prepare rules -
dealing with such interferences, our engineers have as-
sisted in every practicable manner.

In 1908 the largest number of telephone wires that it
- was feasible to place in a cable sheath was 1,200. By
improvements, resulting from long-continued experi-
ments, we succeeded, in 1912, in making available for the
use of the associated companies, cable containing 1,800
wires. Still further improvements enabled us, in 1914, to
produce cable containing 2,400 wires.

The application of new preservative methods and mate-
rials for the purpose of increasing the life of poles has
been a matter of constant experimentation by us, More
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than a million poles treated with preservative have been
placed in the Bell plant.

During the past ten years the department has issued
cher 21,000 circular letters, specifications, hand books

and standa,rd drawings describing improved methods and
I‘hatenals Inspection methods have been carefully
upervised for all construction materials entering into
’qhe plant.

There is no more unportant part of the telephone
sbfstem than the transmitter and the receiver and their
Arssociated apparatus located at the subscriber’s station.

uring the past ten years over 1,000 changes have been

ade in the design and materials of the substation
quipment, each of which has made for improved trans-
ission or better and more dependable service, and as far

s is consistent with these, for reduced costs.

During the last decade we have made many advances
_in all phases of telephone switehboard development.
n switchboards we have devised during the past ten

ears over 30,000 new arrangements, each of which has
esulted in improved service, lower operating costs, or
both. This number does not include large numbers of

inor manufacturing changes. '

The Engineering Department has given advice to the
ssociated companies on all major projects involving new
uilding construction and new switchboards to be located
herein, the total first cost of which is over $100,000,000.
Thousands of other matters pertaining. to buildings and
switechboards have been studied and suitable advice
iven in each case.

We have co-operated with our Insurance Department
o that at all times the Bell Telephone System employs
whe best and most up-to-date methods and arrangements
wookmg to the reduction of the fire hazard to our em-
ployees and to our service. During the past ten years
over 2,200 complete surveys of telephone buildings and
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central office equipment have been made. In addition
to these 2,200 surveys, inspection reports to a total of
over 31,000 have been acted upon. ~ While fires are not
always avoidable, up to the present time our system has
not lost the life of a single employee due to fire or panic,
and interference to service due to fires has been reduced
to a very small amount. The rate of premium now paid
is less than one-half of what it was eight years ago.

In giving good telephone service it is fundamental
that proper traffic methods be developed and standard-
ized. During the last ten years, all practices hitherto
employed have been carefully studied, improved methods
have been developed, unnecessary work has been elimi-
nated and standard practices representing the best methods
- obtainable have been determined and recommended
to the associated companies. This work has improved
and enlarged the telephone service and has effected large
economies. 1In all this traffic work, furthermore, the
well-being of the operators themselves has been given
first consideration.

In addition to the operating methods themselves, -
there are also many traffic engineering problems under-
lying the design of switchboards, arrangement of toll
lines, ete., which have been studied continuously, and
among other results, standard traffic engineering prac-
tices, both local and toll, have been prepared for the
-agsociated companies.

The toll line plants of the Bell System represent an
investment exceeding $200,000,000. In the operation
. of this vast network of wires it has been possible through
improved traffic engineering practices not only to effect
marked improvements in the service, but also to increase
the message-carrying capacity of the wires. In many
instances it has been possible, without depreciating the
service, to meet the increasing toll business by improved
. methods of working rather than by new construction.
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An important feature of these improved traffic engi-
neering methods that have been worked out by the En-
gineering Department is the development of methods for
making fundamental plans for the toll line plants, which
~ show the complete layout of the toll plant for a period
of years in advance of the immediate requirements.

In addition to a large number of fundamental plans
for small places, which have been prepared by the various
associated companies, following the methods and advice
- of the Engineering Department, this Department has co-
operated actively in making new complete fundamental
plans for all large communities during the last ten years.
These plans combined involve an increased development,
fifteen years hence, of about 6,000,000 stations. ‘The total
‘additional plant investment represented by these plans,
furthermore, will be more than $600,000,000.

‘ 'LEGAL.

The most important change in the administration of
the Legal Department during the year 1917 has been the
transfer of the headquarters of the patent division of this
Department from the Boston to the New York office.
This was deemed desirable on account of the increasing
demand for close co-ordination and co-operation between
the patent division of the Legal Department and the
.engineers engaged in research and experimental work.
A number of developments of exceedingly great practical
~importance to the telephone art emphasized the desira~
bility of this readjustment at this time.

The change has been amply vindicated by the results.
The patent division has been able to keep thoroughly
abreast of the increased activities of the Engineering
Department in the work of preserving and protecting
new inventions as they have been made, and in the
preparation for putting these inventions into commercial
use. It has done substantial work in clearing the way
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for the unrestricted development of the art in the Bell
System.

The satisfactory condltlons with relation to commission
regulation which were referred to in the report for the
year ending December 31, 1916, have continued. The
Company has consistently adhered to its policy of co-
operation with the various commissions. The develop-
ment of a sound system of regulation cannot come all
at once. It must be built up gradually through the
recognition -and application of the fundamental legal
‘and economic propositions which underlie it, as these
propositions are presented in concrete cases coming before
the commissions for their determination. In each Bell
System proceeding the effort has been to present all
of the facts fairly and frankly and to deduce from these
facts the conclusions that are fundamentally sound. The
tendency of this frankness and sincerity has necessarily
been to confirm the confidence of the commissions in
our representatives.

In general, the valuations which have been completed
during the year have resulted in determinations which
have been fair and reasonable, both from the standpoint
of the Company and of the public. In every proceeding
involving the relations between this Company and its
associated ecompanies under the license contract, which
has reached a conclusion since the last report was made,
the value of this relationship from the standpoint of its
benefit to the associated companies and to the service
has been recogmzed and the relationship has been ap-
proved.

So far as the necessary read,;ustments on account of the
state of war now existing have come within their juris-
diction and so have involved action upon their part,
the commissions have generally been disposed to recognize
the abnormal requirements of the situation, and to
promptly take the action needed to meet them.
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During the year the Legal Department has added to
its service the publication of a Bulletin of Current De-
cisions which is issued and sent out daily throughout
the system to members of the legal departments of the
associated companies, and to others. Its purpose is to
furnish brief references to all current decisions of courts
and commissions which may in any way affect the tele-
phone industry. This information is given to the asso-
ciated companies more promptly and in more convenient
form than it can otherwise be obtained.

As a matter of courtesy, copies of this bulletin are sent
to each of the commissions throughout the country.
Many of them have manifested their appreciation of it by
sending to the Legal Department prompt information as
to their decisions so that they may be noted in the bulletin
without delay. - :

The general relation of the Legal Department to the
associated companies has been maintained unchanged.

Fach of the associated companies through its own legal

department performs for itself the services which ordin-
arily pertain to such a department. The function of the
Legal Department of the American Company as a part
of the central organization is to act as counsel for the
various legal departments of the associated companies
and in this connection to afford them such aid as they
may desire in the transaction of the legal affairs of the
associated companies. '

To this end the Legal Department publishes the com-
mission leaflets covering the decisions by commissions
and the daily bulletin to which reference has already been
made, and renders service whenever counsel for the
associated companies call upon it in important or unusual
transactions. ‘

The suit of William A. Read and Company was com-
menced five years ago and has been referred to in the last
four preceding reports. An appeal is now pending from
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the decision of Judge Dever in the superior court of Cook
County. Under the Illinois law this appeal must go first
to an intermediate court and cannot be taken directly to
the court of last resort in Illinois. It will be some time
before an authoritative and final determination of this
controversy can be had. »

The arrangement with the Attorney-General of the
United States which is set out in detail in the correspond-
ence printed in the report for the year ending December
31, 1913, is still in effect. A careful adherence to it,

" coupled with entire frankness as to all of the matters in
which the Company has been concerned, has resulted in
a continued avoidance of misunderstandings and disagree-
ments with the federal authorities. '

GENERAL.

Shortly after the declaration of war, at the request of
the Council of National Defense, a committee on com-
munication was formed. Upon this committee are rep-
resentatives of the various telegraph and ‘celephope in-
terests. By and with the consent of the respective in-
terests a preferential service was proffered to the Govern-
ment, which has worked exceedingly well. There has
been entire harmony and co-operation between the various -
interests and it can be said that the service has been per-
formed to the satisfaction of the Government, without any
particular or serious disturbance to the general business
of the country.

It was through no chance that the Bell System was pre-
pared to meet our national emergency, not that any such
emergency was anticipated. It was the result of the policy
upon which the system is founded ; that policy under which
the Bell System has grown to what it is, the only policy -
which eould have developed the telephone service as it has
been developed. “Advance,” in every meaning of the




39

word, has been the slogan. The essential feature of the
Bell service is preparedness, the essential characteristic is
dependency. ,

No business or service analogous to the telephone
service, as we know it, existed previous to Bell’s invention.
" Not only the business, but the system, the instrumentali-
ties, the methods of operation and the “services” had to be
created and developed. ’

Step by step the business was built up by the construc-
tion of facilities before the “services” could be developed
and their advantages demonstrated; the facilities over
which “services” had first to be given, their defects pointed
out and their remedies suggested.

Each step in advance was followed by improvement in
quality of service and by additions to kinds of service.

To make “services” acceptable and of their greatest
value the facilities for them and the availability of them
had to be abundant and dependable.

To avoid piecemeal construction and frequent recon-
struction, and also to anticipate and encourage growth, the
future was studied, the probabilities determined, the
development planned, and the construction to take care
of the future was completed or partially completed in ad-
vance of the requirements. '

This advance construction has justified itself many
times in the past two years. -

Step by step as the telephone art has been unfolded has
the telephone service been developed from the limited serv-
ice of an isolated local exchange to a system practically
without boundaries; from an interconnecting toll service of
limited extent and uncertain performance, to wire com-
munication which is bounded only by continents, and wire-
Jess communication which is serving a great purpose in our
national emergeney,and which will, when normal conditions
make it possible, be made world-wide in its availability.

. To the engineering, manufacturing and construction
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organizations of the Bell System large credit is due for the
progress and development which have taken place.
Around these organizations are centralized and co-ordi-
nated all the research and experimental, scientific and
mechanical studies and work, all the development and
. - practical application of new ideas, and all manufacturing
and construction. From a start of modest proportions
these organizations have grown apace with the growth of
the system until today they are foremost in the world of
their kind in size, in importance and standing of their
personnel, and certainly foremost in the world in accom-
plished results.

The telephone service has become such a vital factor in
the daily activities of the public, such a dependence of all -
- social and business movement that nothing possible to be
done to ensure good service should be left undone. Edu-
cation, organization, co-operation and the co-ordination
of every factor that enters into the giving of service are
mdlspensable requlrements

To give good service, there must be three partles, the
caller, the called, and the telephone system. There must
be a perfect system, perfect co-operation and a co-ordina-
tion of action in which the caller and the called have their
parts.

Telephone service in its relation to the public is entirely
different from any other utility. In all other utilities the
users are passive, accepting such service as is at their
disposal. In transportation at certain hours at certain
places service is at the acceptance of the public. In
light, heat and water, the service is as it were on tap,
the user accepts what is placed at his disposal. In the mail
service the letter is deposited and sooner or later delivered
at its destination. In neither case does the user actlvely
participate in rendering the service. -
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The telephone system furnishes the transmission of the
speaking voice. It puts the caller in connection with the
distant party; the connection can be made only after
both parties are present at their telephones. If the party
called fails to respond, if the party calling fails in any part,
keeps the connection waiting after being made, if the
parties have not good telephone voices, the utmost per-
fection on the part of the telephone system will not over-
come their shorteomings; nor will absolute perfection.on
the part of the users give good telephone service if there is
imperfection in the transmission facilities.

This necessity of co-operation, of the co-ordination of the
parties speaking and the system, is no creation of the
system, it is the inherent characteristic of the service
which constitutes its greatest value. There is no form of
communication so complete, so satisfactory, as personal
conversation. All that the telephone system does is to
extend the range at which personal conversation can be
carried on by making a path for the voice over the wires,
by supplying in effect a direct circuit from any one of the
hundreds or thousands, or hundreds of thousands of sub-
seribers in any exchange territory to any other in the same
exchange territory, or to any of the millions within range
of speaking transmission.

In any exchange the circuits radiate from a particular
position of some particular operator at a switchboard in a
central office. That immediate service may be given,
every other circuit in that exchange and every telephone
cireuit on the whole system must be within reach of every
operator. This necessitates an involved,. intricate, be-
wildering arrangement of trunk and connecting lines,
signals, switches, - connecting cords, magnets, relays,
secondary switches, selective devices, repeaters, ampli-
fiers, and operators, automatically, as it were, set in motion
by each call. , ' ‘
" "Such are the conditions under which all telephone serv-,




“ice is given; the larger the exchange, the greater the
distance, the greater are the complications.

Every word or act of every individual, instrument, .
current or device concerned in the operation must be
regulated and controlled. Employees and apparatus
must act automatically, instinctively, and be free from all
other obligations or duties. For these reasons all con-
versation or inquiry from subscribers not required by or
pertaining %o a particular connection, is referred to special
employees whose sole duty it is to take up all such ques-
tions. To attend to such matters would burden and di-
vert the line operators’ attention and delay other sub-
scribers. With these conditions in mind it is easy to
understand the absolute necessity for a striet observation
of the rules of standardization, the subordination of the
individual to rule and regulation, and the absolute im-
possibility of having any outside or independent control
of the operating force. Loyalty to the service and to the
public must come first.

Some may think that this destroys individuality and
initiative; quite the contrary. Every act being thoroughly
standardized becomes instinctive, does not exhaust and
leaves the mind active and observant. 'This is the reason
why there are so many instances of telephone operators
rendering incalculable service by calling attention of the
proper authorities to departures from the standard, to
irregularities that indicate something unusual. It is a
well established fact that there are no other employees in
the world who so quickly and efficiently respond in emer-
gency and do the right thing and do it from no other im-
pelling cause than a conception of duty.

Service such as our public demands could not be given
by or through a number of separate systems without close
and dependent relations. Imagine the chaos of the em-
ployees of each separate company neither owing nor own-
ing any allegiance, except to their own system and their
own subsecribers, fighting for precedence and for circuits.
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The problem of wire communication is quite different
from that of any other utility. To be understood, its
inter-relations, its relations to the Government and to the
public must be made clear.’

There are for telegraph and telephone operation entirely
separate and distinet systems, each covering the entire -
country with close working arrangements beyond the
~ borders. Each of these systems is an aggregation of sep-
arate sectional systems which by contractual relations,
common ownership or connecting contracts has been
brought into one operating system under common control.
Each of these systems forms a universal, interdependent,
intercommunicating system; over the telegraph system
any telegram can be transmitted, and over the telephone
system personal conversation can be had between practi-
cally any two points in the United States and Canada.

Besides these there are other telephone and telegraph
systems of greater or less extent, which in the territory
they serve are of equal importance and efficiency.

The great advantage of any comprehensive system is the
ability to give continuous service from origin to destina-
tion and to route traffic so as to avoid any local congestion
or the more serious delays caused by storm or flood.

The economic advaniage to come from the merging of the
telephone and telegraph systems, as we have advocated,
could come only through the gradual concentration of
plant upon common routes and ultimate utilization of the .
lines for both purposes. To use the telegraph systems for
telephone purposes, the lines would have to be substan-
tially reconstructed. This could be done under normal con-
ditions, as maintenance, depreciation and obsolescence called
for reconstruction, without additional cost and would save
" in capital investment to the extent of the plant utilized.
To do this in any way which would give immediate service
or service in the near future would far exceed in cost, time
and labor, any advantage to be gained ; therefore would be
unwise, and under present conditions prohibitive because




of interference with operation. The ecoriomies would be
plant economies and the advantage to the public would be

ouly such as would arise in the development during slack ' .-

periods of new deferred services at lower rates.

No matter how eclosely the systems might be merged,
the telephone and telegraph would require separate and
distinet service-operating organizations. There is nothing
in common in the two systems except the wire plan.

The situation of the telegraph and telephone services is
in this respect entirely different from that of the transpor-
tation companies. The transportation facilities of the
country are operated by a large number of independent
companies each controlling a system independent of all
others. A number of them cover large sections of the
country, and in many instances serve more or less the same
sections of the country, but none of them gives continuous
service from origin to destination to more than a part of its
traffic. L

These transportation systems, due to increase in wages
and costs of material, have been laboring under the dis-
advantage of increasing cost of operating, which has
. reduced the net operating revenue in spite of the tremen-
“dous growth of business. In consequence, the traditional
and customary high credit which our railroad securities
enjoyed has been so impaired in recent years that few
of the systems have been able to procure the capital with
which to make additions and extensions to plant and
equipment needed to meet the growing demands of a
growing country. . _

Insufficient or ineffective utilities are directly and
indirectly costly to the public. The experience the
country is now passing through only emphasizes this
oftentime overlooked and frequently ignored economic
law.

Although the railroad systems were quick to respond
~when the national emergency arose, it is common knowl-

-_r s T . . V(,],,*,f I
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edge that transportation has been seriously handicapped.
There is little doubt that had the railroad systems been
able to provide fully in the years immediately past for."
adequate maintenance, depreciation, and for normal
growth and expansion, as they had been able to do before
the great increases in operating expense had impaired
their eredit, they would have been able to take care of the

" emergency traffic so efficiently that the damage and loss

would have been almost negligible.

Our national emergency together with the vast increase
in general business has made almost overwhelming de-
mands upon the facilities of intercommunication, <. e.,
transportation and communication, of our country.

The demands upon our service the past two years have
been unprecedented. Surplus facilities had been prac-
tically exhausted by the end of 1916, but the preparation
in plant and equipment and the training and education

of additional operating forces in anticipation of the de-

mand for the year 1917 enabled the system to respond
readily to the demands of the Government, and with very
little retardation or delay to the demands of the public.

To appreciate the difficulties of quick response to sudden
emergencies, the inelasticity of telephone service must be
understood. To meet emergencies, over any railroad
system additional trains can be passed, additional cars
can be put on trains, and all know that the capacity of
an ordinary car is very elastic; there are few street cars
which pass your doors which would not hold an additional
passenger. The quantity of electricity or gas which can
be pasced through the mains and the number of lighted
lamps can be largely increased, though the light may
sometimes be dimmed. In the telegraph the messages
are handed in and are transmitted in due course by the
employees. :

In the telephone service each circuit is exclusive in its
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use. Only one conversation can be had over any circuit
at a time; it occupies that circuit of two wires exclusively
from end to end.

The only elasticity in the telephone service is in an
* abundance of facilities to take care of the greatest possible
business with the least possible delay.

While elasticity in other services is of great advantage
in emergency, overburden is neither economical to the
public nor to the companies as a permanent condition,
For economic operation, plant and traffic must, under the
same conditions, bear a nearly constant relation.

CONCLUSION.

Only under stress of emergency is the absolute, inherent
strength of individuals, policies or laws shown or de-
veloped.

Business will adjust itself to any condition, or to varia-
tions of condition which come gradually.

In this time of great national emergency we find our
country waking up from the delusions, and breaking loose
from and disregarding many of the economic fallacies,
which have been unposed upon the community by misled

and mistaken public opinion.

"~ How much of a revision of the laws or of their interpre-
tation pertaining to all industrial, commercial and utility
enterprises under which we are now working will be made,
time only can determine. There is no question, however,
but that public opinion, the final resort and arbiter, is
changing very rapidly upon these questions.” There is
nothing so convincing as “example’” or “exhibit” backed
by complete, clear and full information; argument is then
unnecessary.

There is, however, a large and serious public, which
genuinely fears the evils of that combination or monopoly
essential to the highest efficiency and most economical
operation. The traditional fear of exacting corporations
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arrogantly disregarding public feelings or opinions is still
controlling in their minds. No service, however bene-
ficial, rendered to the public will balance an arrogant,
high-handed manner of administering it.

~ This is our reason, not excuse, for again repeating much
that we have many times said about the fundamental
policies which underlie the development of the Bell
System, and which are in our opinion indispensable to
that efficient and sufficient public service necessary to
future progress and the continuity of public prosperity.

"The underlying principles of public service which should
guide in its regulation and control are:

Any particular utility ‘“Service,” which to be complete
depends for its performance upon the facilities of several
independent or distinet systems, over or by which part
of the particular “Service” is performed, can be more
efficiently and economically performed if all the systems
participating in such “Service” are combined into one
co-operative, co-ordinated system, operating under one
policy. Such a system should be co-extensive with the
territory over which the service extends.

When any system is giving or can be made to give a
complete, sufficient and efficient “Service,” it is uneconom-
ical and both directly and indirectly detrimental to the
best interests of the public to allow any duplication or '
partial duplication of that system.

We have repeatedly and constantly contended that
competition, so far as the public utilities are concerned, is
costly, unsatisfactory, undependable. That as an incen-
tive to development or improvement it has passed its
period of usefulness, if indeed it ever had any.

We have also contended with equal constancy, that with
combination of like utilities under proper control and regu-
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lation the service to the public would be better, more
progresswe, efficient and economical than competltwe
service given by the separate systems.

Without entirely abandoning ‘‘competition,
and regulation’ have been established. .

These two are absolutely inconsistent. If the public is
getting the fullest advantage of control and regulation, no
competition except destructive competition can exist.
No properly regulated charge for utility service could be

_high enough to cover the cost of duplication and the in-
creased cost incident to competition. Competition in-
volves duplication of plant, equipment, administration
and investment, with the consequent duplication of
overhead charges, operating costs, and the greatly in-
creased commercial expenses peculiar to competition and
necessary to maintain the existence and continuity of the
enterprise, to self-preservation.

Under proper control and regulation, complete, co-
extensive competition could not exist. The charges
allowed for service would not be high enough to support
complete, co-extensive duplication, let alone attract it.
Rates are necessarily based on average costs. Partial
competition selecting always the choice parts of the terri-
tory without assuming obligations as to the whole, shares
all that is beneficial without assuming any of the burden.

Regulatlon and control should not permlt partial dupli-
cation.

That all may be able to benefit by, as well as contnbute
~toward, the prosperity and well-being of the whole, each
individual must have all the material comforts and en-
joyments of life so far as possible. As a considerable part
of any public service must be rendered either directly or
indirectly without profit, such service must be main-
tained by the system as a whole, not alone for the advan-
tage of the utility, but upon the well-founded principle
that public service must be maintained, not by the public

” ¢ eontrol




as a Whole, but by the beneﬁclarles as a whole; the cost
of such service to be distributed as equitably as possible
according to use and benefit.

If any other principle than this were to. govern fully
half of the area of this country would be without trans-
portation, telegraph or telephone, and many sections of
every city without street cars, gas or electric light.

Control and regulation should provide the best service
at the lowest possible cost. It should eliminate duplica-
tion of plant, encourage combination so far as combina-
tion produces efficiency and economy, and encourage
development, even that extension of service toward which
the more remunerative part of business must be con-
tributory.

Control and regulation should be
tion”” and not operation. It shouldn

““control and regula-
ot handicap initiative

and enterprise by too great limita

reward which alone makes risk atty
sufficiently liberal to encourage .de
resources, and not so restrictive as t

extension and expansion needed to

growing country. It should allow a

provide fully for operation and main
development and obsolescence, for
head and capital charges, and leav
to establish such credit as will make
capital for expansion and extensio
and at all times.

Only through the a,pphcatlon of
the public get the best service. Be

tion of that possible
active. It should be
zvelopment of latent
) impede or retard the
meet the wants of a
sufficient revenue to
tenance, depreciation,
all reasonable over-
e a surplus sufficient
it possible to provide
n at reasonable cost,

these principles can
st service can be ren-

dered only by prosperous enterpris
corporate existence consumes the

es. Any contest for
capital and human

energy which could be better devoted to quality and

economy of service.
Any public control and regulation

that does not do this

is in the end destructive, not constructive. It is not even
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protective, for the public will some day realize that in-
adequate, inefficient public service is tremendously costly
—directly, in the lack of value; indirectly, in discomfort
and inconvenience to the public and in the insidious
deterioration of prosperity and progress, of the individual
and of the community. -

To those who look upon government operation as the
only remedy for existing or fancied evils of private opera-
tion the following assumptions, based on experience, are
respectfully submitted.

If from the net revenues of private operation are de-
ducted all paid in taxes, directly by the corporation and
indirectly on the securities by the holders, the balance
would be no more than sufficient, if sufficient, to pay
government rates of interest on the actual investment.

The financial credit, that is the balance sheet, and the
service credit, that is the dependence of the employee on
his employment and the sufficiency and efficiency of serv-
ice, are the controlling factors in private enterprise.

The financial affluence and credit of the Government
and its immunity from direct control, and the lack of
dependence of the Government employee upon his em-

ployment, are inseparable, inherent and preponderant
factors in government operation. Therefore the desirable
factors of economic and efficient operation are wanting.

Whatever can be done by the Government through
direct operation can be done more certainly through con-
trol and regulation of private operation, thus combining
the potency of the sovereign with the initiative and in-
terest of the subject.

The attention of the public interested in a proper
telephone service is respectfully called to these general
statements, which should be fully considered, appre-
ciated and understood.

For the Directors,

THEODORE N. VAIL,
‘ President.
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American Telephone and Telegraph Company
Balance Sheet, December 31, 1917

ASSETS

Stocks of Associated Companies. .. ... $489,148,443.05
Bonds and Notes of Associated Com-

panies.............. P 119,786,058.91 $608,934,501.96
Telephones. . ..... e, $18,088,289, 24
RealEstate. ...................... 509,147 .42
Office Furniture and Fixtures........ 255,231.46 .
Long Lines Telephone Plant......... 65,084,543.39 83,937,211.51
Trustees—Employees’ Stock Purchase . '
lan. . ..o e 4,611,478.63
Special Demand Notes. . ............ 20,394,800.52 ‘
Current Accounts Receivable. ... .... 19,876,721.82  40,271,522.34
Temporary Cash Investments........ $2,176,340.00
Cash and Deposits. ................ 23,064,401 .51 25,240,741.51
~ $762,995,455.95
LIABILITIES -
Capital Stoek. . ....oivvieenein..... $435,641,200.00
Capital Stock Installments........... 17,524.50 $435,658,724.50
49 Collateral Trust Bonds, 1929..... . 78,000,000.00
5% Collateral Trust Bonds, 1946..... 79,195,500.00
59, Western T. & T. Co. Bonds, 1932.". 9,885,000.00
49, Convertible Bonds, 1936......... 2,843,000.00
4149, Convertible Bonds, 1933...... 13,166,300.00
41459 Coupon Notes, 1918........... 7,560,000.00 190,753,300.00

Dividend Payable January 15, 1918. .. $8,712,824.00
Interest and Taxes Accrued, but not

QUE. .ottt e 4,084,664, 54
Current Accounts Payable........... - 3,057,981.92 15,855,470.46
Employees’ Benefit Fund............ 2,000,000.00
Reserves for Depreciation and Contin-

CONCIES. ottt 36,354,400.53

Surplus (including Capital Stock Pre-
miums and excluding Debt Diseount
and Kxpense)...........o0veunn,. 82,373,560.46

$762,995,455.95

Norm: $21,919,000.00 Coupon Notes of Associated Companies,
endorsed but not owned by this Company, are not included above in either
Agsets or Liabilities.

H. BLAIR-SMITH, Acting Comptroller.
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Rmerican. Teleyhone an(i T&lmph (}Gmpany
-~ Comparative “Statéient of Earmng“and Hipenses

For the years 1916 and 1917

1917.
$28,894,254 .50
17,805,005 88

7,887,547 .98
1,650,254 .84

i §56,237,063.20

7,296,596 57

$48,940,466 .63
10,469,360 47

r$38,471,106.16
32,481,613.76

$5,089,492 .40

EARNINGS: 1916.
Dividends. . v vovviererieneeeiianenn £$26,710,690.58
Interest and other Revenue from Asso-
ciated Companies. . ............... 14,529,978.74
Telephone Traffic (net). ............. 8,136,314.23
Other SOUTCES. « v v v ev e aereeeeeeenns 1,555,067.89
Total. . . oot $50,032,051.44
EXPENSES. . v oeeeiiinneneniaaanans 6,188,674.99
NeT EARNINGS. .. .v0vvnnn. e $44.743,376 .45
Deduct Interest. .........cooviiinn 6,730,098.86
Balance. . .......c..ooiiin. $38,013,277 .59
Deducet Dividends. . ............ ... 31,122,187.46
Balance. . .....coovvivnenninn. $6,891,090.13
Carried to Reserves................. $2,500,000.00
Carried to Surplus. . ................. 4,391,090.13

$2,500,000.00
3,489,492.40

$5,989,492.40

Total...ooviviinnaeannaone $6,891,000.13

H. BLAIR-SMITH, Acting Comptroller.

Annual Farnings and Dividends

Net Dividends  Added to Added to

.Revenue. Paid. Reserves. Surplus,
$5,486,058 $4,078,601  $937,258  $470,199

7,398,286 5, 050 024 1,377,651 970,611

7835272 6,584,404 522,247 728,621
10,564,665 8,610,151 728,140 1,217,374
11275702 9,799,118 586,149 890,435
13,034,033 9,866,355 1,743,205 1,424,388
12,970,937 10,195,233 1,773,737 1,001,967
16,260,388 10,043,644 3,500,000 1,825,744
18121707 12,459,156 3,000,000 2,662,551
23,095,389 17,036,276 3,000,000 3,059,113
26,855,893 20,776,822 3,000,000 3,079,071
27,733,265 22,169,450 2,800,000 2, 763 815
32,062,045 26,015,588 2,800,000 3, 247 357
32,920,000 27,454,037 2,500,000 2 966 053
32,334,814 27,572,675 2,500,000 2, 262 139
34,618,638 29 100 591 2,500,000 3 018 047
38,013,277 - 31, 122 187 2,500,000 4 391 080
38,471,106 32 481 614 2,500,600 3 489, 492

H. BLAIR-SMITH, Acting Compiroller.
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HAMILTON S. CORWIN, C.P.A-
HAUILTON 9. CORWIN, . Pitterson, Tecté ahd Dennis
P 3. O STRELE. C.A Accountants and Auditors

JAMES WILLING, C.A,
'

New York and Boston

120 Broapway, NEw YoRk, February 20, 1918.
Mgz. WiLLiam J. Lapp,
Mgz. Georer B. Harris,
Mz. Louws Curris,
StockHOLDERS® COMMITTEE,

AvEricaN TELEPHONE & TrELEGRAPHE COMPANY.
Sirs: :

We have audited the accounts of the American Telephone & .
Telegraph Company, and of the thirty-two Subsidiary State
Companies owning Long Distance Toll Lines of the Bell
System, for the year 1917. These accounts are consolidated
in the Balance Sheet herein referred to and published herewith.

We have not audited the books of the Associated Companies
whose capital stock is carried in the accompanying Balance
Sheet at $489,148,443.05. We have, however, examined the
reports of these Associated Companies for the year or obtained
information equivalent thereto for our purposes and have
carefully considered the value at which the securities are

carried on the books of the American Telephone & Telegraph
Company. ‘

‘We certify that the accompanying Balance Sheet and State-
ment of Earnings and Expenses are in accordance with the
books and fairly set forth the financial condition at December
31, 1917, and the net income for the year, of the American
Telephone & Telegraph Company.

ParrersoN,,; TeeLe & DENNIS,
Accountants and Auditors.
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