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

New York, March 1, 1920.

To THE STOCKHOLDERS!:

Herein is respectfully submitted a statement of the

_ operations and the relations to each other of the proper-

ties in which your Company has direct or indirect financial

interest and which taken together make up the Bell Tele-
phone System.

This is followed by the usual report containing the
balance sheet and statement of your Company’s direct
earnings, with full explanations, and other information
of special interest at this time.

THE BELL TELEPHONE SYSTEM.

GENERAL.

In the mind of the public, the Bell Telephone System
means the great national network of toll lines, local
_exchange lines, switchboards, buildings and other tele-
phone property which together afford facilities for
connection between any two telephone stations out of
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over eleven millions in the cities, towns and rural districts
of the United States. In this System your interest is
large and controlling. ‘

Your Company owns directly the long trunk toll
lines joining together the territories operated by its
associated companies and though their local plant and
service bringing all telephone stations into direct connec-
tion with other parts of the System. . It owns directly and

~ indirectly 89 per cent. of the stock of these associated com-

panies. The companies of which it owns practically all
of the profit-sharing stock produce 75 per cent. of the
revenue. Of the others, it owns a majority in three and
a substantial minority in two. These companies are the
successors of the original licensees under the Bell patents
and they are now in contract relations with this Company.
Under these contracts this Company furnishes to the
associated companies the telephone instruments used by
them, and also licenses the associated companies under
the many important patents now owned or controlled by
it, and agrees to license them under all patents hereafter
acquired. The contract also provides that this Company
shall continue its research and development work for the
benefit of the associated companies, and shall render to
each of them services in connection with its executive,
financial, legal, engineering, accounting and other oper-
ating functions.

Your Company also owns other obligations of the
associated companies.

The direct obligations of the associated companies in
stock, bonds and notes owned by your Company are
shown in its balance sheet. In some localities our asso-
ciated companies have no exchanges, but connect with
local companies, which we call connecting companies,
occupying these fields. This Company has no permanent
direct financial interest in these connecting companies
but, through its stock ownership in the associated com-
panies, is indirectly interested where the associated com- ;
panies hold their securities.

This Company also owns over 97 per cent. of the profit-




sharing stock of Western Electric Company, Incorporated,
which is the manufacturing and supply organization of
the Bell System, and it also holds a minority interest in
The Bell Telephone Company of Canada, with which its
toll lines connect.

The System, although made up of many separate cor-
porate entities, operates as one organization and enjoys
the benefits of one organization: Unity of purpose,
standardization of material and methods, a single manu-
facturing, purchasing and supply department, and a uni-
form policy. ‘

The approach to a single ownership in these corpora-
tions has been of advantage both to stockholders and the
public, independently of operating advantages. No local
public utility has unvarying good fortune. In times of
bad fortune, its stockholders participate and the utility
is likely to be hampered in giving service. With a utility
of national scope, occasional local variations in condi-
tions, if only temporary, have hardly an appreciable
offect either on service or revenue as a whole.

The General Organization of this Company is the head-
quarters organization of the System. Later in this re-
port, the activities of its various departments will be
described. Without such a central organization, the

" accumulated experience of all of the associated companies
could not be made available for the service of any one.
By co-operation, all experience is not only made available
but is so applied as to make a comprehensive and co-
ordinated system, capable of giving universal service.
The personnel is stronger and more specialized than any
individual company could maintain; and the records and
data are invariably more extensive. Questions which
can be dealt with once for all by a central organization
are so handled as to avoid the duplication and multipli-
cation of effort which would follow if each associated
company undertook to perform these functions for itself.

The organizations of the associated companies and of
the Long Lines Department of this Company are the
operating organizations for their territories.

See
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Initiative is encouraged in all parts of the System, but
it is the special function of the headquarters organization
to select, by study and trial, the bestin methods, materials
and plans for the benefit of all.

With a view to showing the operations of the Bell
System with inter-company accounting eliminated, com-
bined earnings statements and balance sheets have been
given in previous reports and are continued this year.

For only the last five months have the telephone earn-
ings of the System been the earnings of the stockholders,
the previous seven months having been under Federal
Control at a fixed compensation; for that reason a state-
ment of this five months’ period is given, as more signifi-
cant as to present earnings than the complete earnings

statements for the year.

In normal times we should consider the margin of undi-
vided profits at the rate shown in the five months’ state- ‘
ment ample. It compares favorably with any other
similar period in the System’s history; but the times
are not normal and we are asking the Commissions to
protect this necessary service to the public by allowing
such a margin as will provide for any contingency above
whatever returns to the investor may prove necessary -
to attract capital. We fully expect some increased rates
and we are prepared for some increased expenses.

During the first seven months of the year, the proper-
ties being under Federal Control, the principal source
of earnings was the just compensation fixed by the con- °
tract with the Government. This compensation for the
period of Federal Control was fixed at an equitable rate,
“based on the then existing conditions and prospects,”’
but was not earned by the Government because doubt,
and finally litigation, as to the Government’s powers to
fix rates delayed the increases in the revenue in process
before the State Commissions and necessary to meet
unavoidably increasing expenses. In order to obviate
the delay and expense of a long accounting, a basis of
settlement with the United States was proposed and has
been accepted. :
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Rates of pay to employees have been most carefully
considered and have been increased to meet the present
standards and, except possibly in a few cases which are
still under consideration, we believe are fair and sufficient
to attract the high class of personnel which is necessary
to and has been characteristic of our service.

We can say now, as has been said in previous reports,
that the actions of the rate-controlling bodies have, in
general, been such that we could accept them. As has
always been the case, there are exceptions, but the ten-
dency is toward more equitable and more sound treat-
ment. It is becoming more clearly understood that, in a
utility like ours which in order to give service must extend
with the growth of the community, the test of rates—
assuming economy and efficiency—is the return which
will attract capital. ’

In our effort to maintain our service at highest effici-
ency our policy has been to provide margins of surplus in
plant, and reserves of men and women in training, ample
to enable us promptly to respond to any unforseen de-
mands for facilities. No man and no corporation had a
right to expect to come through the great war untouched.
Our greatest loss was the loss of these margins for plant
growth and reserves of men and women in training. Dur-
ing the war the restriction on the use of capital and mate-
rial, coupled with the unprecedented demand for service,
compelled us in some places to exhaust our plant margins
and left us at the beginning of 1919 with an actual shortage
of plant to meet the then demands. By the end of the
year, except in a few localities, the usual facilities were
restored.

We lost heavily during the war in men and womei
trained for our work and in young men in the minor super-
visory positions. Handicapped by this lack of plant and
of employees, especially supervisory officials, we entered
upon the year of the greatest demands upon us. Una-
voidably, therefore, the service, particularly in congested
centers, has been impaired. It is now improving but it
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cannot be brought to the pre-war standard until condi-
tions approaching those before the war again obtain.
To do as well as has been done, no body of men and women
ever labored more loyally in the public service than have
the thousands in this service during the past year.

Important contributions have been made during the
year by our Department of Development and Research
in the direction both of economy of plant and of increase
in the scope of service. :

The war has emphasized the value to the country both
of purely scientific and of industrial research. This Com-
pany has long recognized the importance of both. The
discoveries of Faraday and Henry made the inventions of
Bell and Morse possible. The Company has in the past
and again in this year made contributions to scientific
institutions for the purposes of research, under arrange-
ments which insure benefits to the System and to the
public. '

Reference has been made in previous reports to the
suit of W. A. Read and Company. As an incident of
that litigation, telephone properties in Ohio, Indiana and
Illinois representing an investment of ‘about $60,000,000
were sequestrated and placed under the control and
operation of Receivers. It was decided that it was for
the benefit of the stockholders that the suit be settled
in order that the properties might be restored to our
management, and action was taken accordingly. This
settlement is being amply justified by results.

At present there is no liﬁgation of major importance.

The following sections preceding the report of the
operations of the American Telephone and Telegraph
Company, take up in more detail the matters touched
upon above.
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ORGANIZATION.

During the year the Headquarters Organization has
been rearranged, broadened and strengthened.

Since the end of the year (January 24, 1920) the Com-
pany has suffered a great loss through the sudden death
of First Vice President Nathan Corning Kingsbury.

The Department of Operations, besides having direct
charge of the Long Lines Department of this Company,
now combines all the functions of the headquarters organ-
ization pertaining to the operation of the Bell Telephone
System, its relations with the public, with other operating
companies and with Governmental and civic bodies.

In this Department are:

Vice President Edward K. Hall, formerly Vice President
of one of the associated companies, who has charge of
matters pertaining to general conditions of the personnel
in the operating departments and who is Chairman of the
Benefit Fund Committee.

Vice President Eugene S. Wilson, formerly General
Counsel of a group of associated companies, who has
charge of matters connected with revenue and the general
policy of presentation of rate cases before rate-controlling
bodies.

Chief Engineer Bancroft Gherardi, formerly Engineer
of Plant of this Company, in charge of the Engineering
Department, is responsible for the preparation of the con-
struction program, the technique of construction, main-
tenance and operation, and the calculation, classification
and application of rates.

The Engineering Department advises the associated
‘companies with reference to the most effective methods
of applying to the Telephone System, the results of the
work of the Department of Development and Research.
It studies and advises on the plant, traffic and commereial



problems constantly arising in the construction, operation
and development of the System; and assists, by consulting
engineering advice, on large and difficult or unusual
engineering questions as they arise.

In plant work, the types of construction most economi-
cal under varying conditions, and giving the best balance
between investment and maintenance costs, are developed.
Maintenance requirements for each type of plant are
carefully studied. The most effective maintenance meth-
ods are determined for the associated companies, their
results compared, and new methods from time to time
introduced making for improved service, greater econo-
mies, or better arrangements of the working organiza-
tions to meet all conditions in the field. Accident pre-
vention, which since the early days of the business has
received careful attention, is continuously followed up,
both as to the type of plant and the methods of working.

In traffic work, studies are made of the best methods
of handling all classes of calls, of the most effective and
economical use of forces, and of the best ways of giving
efficient and economical service to meet the needs of the
public. Standard operating and traffic engineering bulle-
tins are issued to each associated company and its
service and traffic work are carefully studied. Advice is
given of any possible improvements, and as to the best
method of meeting specific operating or other traffic diffi-
culties, whether by the use of new or modified methods,
or by the improved application of existing methods. :

In commercial work, telephone rates are being con-
stantly studied not only to insure the necessary revenues,
but also to do this by devising rate systems that, through
the equitable apportionment of charges, will encourage
the widest practicable use of telephone service by the
public. This requires great care, under the complex
operating conditions now encountered, if the rate plans
are to permit the simplest operating methods and economy
of plant, and prevent misuse and congestion of facilities.
The associated companies are assisted in making surveys
of the commercial, industrial and social conditions that




13

determine the present and future market for telephone
service in the various cities. These surveys are made to
determine the extent and direction of the use and growth
of telephone service, in order that plans may be made for
the economical and adequate extension of the plant.

Concrete illustrations of some of the engineering prob-
lems are given later, under Plant and Service.

Through its various activities outlined above, and
through their co-ordination, the Engineering Department
is working constantly to give the public the most satis-
factory and extensive service with economically designed,
constructed and maintained plant, handled by traffic
arrangements which are effective and economical and
with commercial rates and practices which will make
the charges for the services as sma'l as are consistent with
paying proper wages to all employees and adequate re-
turns to the investors. Without such returns satisfac-
tory service cannot be rendered and the new money needed
for extensions of the plant cannot be obtained.

The Legal Department under Vice President N. T.
Guernsey. The functions of the Legal Department re-
main unchanged. The character and variety of the work
of this Department can best be understood by reference
to an account of its activities during the past year which
appears later in this report. The Department has been
strengthened, particularly as to that part of the work
having to do with patents. This has been made necessary
by the number and great importance of the contributions

to telephony and kindred arts by our engineers and
scientists.

The Department of Development and Research,
under Vice President J. J. Carty, has for the same reason
been segregated from Engineering and made a separate
Department. The work of this Department and its great
value are well understood. Some of its more interesting
activities during the past year are alluded to in the sec-
tion on Development and Research.

\
See i
Developm
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The Department of Accounts and Finance, under
Vice President W. S. Gifford, brings together the work of
the Comptroller and Treasurer. Mr. Gifford has been
with the Bell System since 1904, but on leave for the
period of the war, during which he was Director of the
Council of National Defence.

In common with other businesses conducted on a large
scale and over wide areas, standard accounting and sta-
tistical practices play a large part in the successful ad-
ministration of the Bell System. Good accounting is
vital to furnishing complex, constantly-developing and
nation-wide telephone service. The Department of
Accounts and Finance as a part of the central organization
and hence acting for the associated companies collectively
(as well as individually in special matters), develops the
accounting and statistical methods in use throughout the
Bell System. This function of the central organization
ensures uniformly correct accounting results under the
basic system of accounts prescribed by -the Interstate
Commerce Commission; likewise it develops the most
efficient and economical procedures for the handling and
measuring of the millions of large and small transactions,
many of an intricate character, which the associated
companies encounter each month. These accounting
and statistical services embrace the issuance of printed
routines and other forms of advice which treat of all
phases of telephone accounting principles and practices
and of telephone statistics; origination of printed forms,
reports, and methods; dealings with the Interstate Com-
merce Commission (in all accounting and statistical mat-
ters); complete audits of the associated companies’ gen-
eral books of account and certification as to the honesty
and accuracy of the companies’ records and financial con-
dition; cost investigations relative to telephone supplies;
together with a wide range of related activities having to
do with the new problems which continually present them-
selves,

The normal, steady increase in the need for exact
knowledge of internal and external conditions affecting

Sallegiieli s iy L L
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the operations of the Bell System, combined with the
special need for careful analyses of the economic changes
brought about by the war, have required a strengthening
of the statistical organization. Special attention has
been given in the year 1919 to the development of a sta-
tistical force equipped for financial and economic research.

Acting as it does for the Bell System collectively, the
Department of Accounts and Finance is enabled to employ
a highly developed corps of specialists whose breadth of
view and grasp of sound telephone accounting, statistical
principles and practices, and business economics, give
assurance of the integrity of the accounts as stated and
of the statistics as developed, as well as of the efficiency
of the processes by which the accounts and related data are
built up. These accounting results and statistical pres-
entations, from the initial summaries to the final form,
are of 1nest1mable value in the administration of the busi-
ness.

In the operating organizations of the System, that is,
in the Long Lines Department and the associated com-
panies, there have been several changes during the year
in the chief administrative positions made necessary by
death or retirement. The positions thus made vacant
have been filled by promotions. We have the benefit of
the counsels of those who retired oun account of advancing
years, and of the energy, combined with long experience
in the business, of the younger men who have succeeded
them. As a whole the operating organizations have never
been as strong in the higher administrative positions as
they are now.

PLx%&NT.

Maintenance. At all times, both during the period
of Federal Control and sn‘me, the maintenance of the
property has been adequate and in accordance with the
standards of the Bell System, so that it has not been per-
mitted to deteriorate, and today the physical property is
in normal condition. During the war period and for a
number of months thereafter, in the matter of apparatus
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adjustments and other minor troubles occurring from time

to time on individual subscribers’ lines or trunk lines and -

temporarily interfering with the service, it was not possi-
ble to remove these troubles as promptly as under pre-
war conditions. These troubles, however, were always
taken care of as promptly as possible and never permitted
to accumulate, and the delay in removing them did not
represent any deterioration of the plant but merely indi-
cated that the service was interrupted for a little longer
period than under normal conditions. This delay in
immediately removing difficulties of the character re-
ferred to above has been one of the minor causes con-
tributing to the difficulty of giving our usual high grade
service through the war period.

During the past year the damage to plant from sleet
storms and other severe weather conditions has been
somewhat less than the average. The necessary repairs
have in each case been thoroughly made.

Additional Plant. While at all times the maintenance
of the plant has been adequate, the war embargoes on all
forms of telephone equipment and materials resulted in
the using up of the normal margins of spare plant and
equipment at many points, and the close of the war there-
fore found substantial shortages in many localities. With
the lifting of the embargoes and the restoration of more
normal conditions, steps were immediately taken to make
up these shortages. Over and above these, the intense
commercial activity of the country during the past year
and the consequent abnormal demand for additicnal
telephone service made necessary a large amount of new
construction. Under the direction of the Engineering
Department plans already prepared were put into execu-
tion, and additional plans were prepared and arrange-
ments made for manufacture and installation, in order to
provide the additional plant needed in the minimum time
and to obtain the maximum efficiency from the plant
already available. The results of this work are already
reflected in the restoration of normal plant conditions in




many sections of the country, and the general problem of
relief will be solved as rapidly as possible.

Automatic Switchboards. During the past year the
Engineering Department has been engaged in planning
and directing the introduction of machine switching or
automatic switchboards into the Bell System. It is our
plan to study each improvement in apparatus to determine
how it can most economically be made a part of the plant.
Such studies show that in the large cities machine switch-
ing equipment should be employed for extensions neces-
sary to provide for growth and for reconstruction to re-
place worn out equipment. Our experience has shown
that by this procedure we are enabled constantly to change
to new types of apparatus as they are developed, with the
least amount of disturbance to the service, in the mini-
mum time and without disturbing effects upon the em-
ployees or on the financial situation. Thus loss and waste
incident to sudden change are avoided, apparatus not
sufficiently proven in is not incorporated into the plant,
and the entire physical property of the System is by easy
evolution keeping abreast of the development of the art

-of telephony.

By the use of these automatic switchboards as we have
planned to introduce them, increased capacity will be
provided with proportionately small increases in the num-
ber of operators required and with a simplification of the
service conditions in the large cities. While these auto-
matic switchboards are more expensive in first cost than
the manual switchboards, it is expected that the decreased
operating expense of the automatic will do much to offset
the increasing cost of giving telephone service.

Toll Cables. During 1919 the extension of the toll
cable system from Philadelphia to Harrisburg was com-
pleted. Taken in combination with the cables already
working between Boston and Washington, this gives a
through toll cable route from the important points on the
eastern seaboard to as far west as Harrisburg. Plans are
completed and work is under way for the extension of
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this cable west from Harrisburg, and by the end of 1920
the toll cable system will reach as far west as Pittsburgh.
The general plans have been completed for extending the
cable from Pittsburgh to Chicago. If the demands for
additional toll circuits continue, as seems likely at the
present time, it is expected that this cable will be com-
pleted to Chicago by 1923. The installation of these toll
cables results in economies over a period of years, due not
only to the reduced annual charges on additional circuits
as required and less expense for routine maintenance, but

" also to the fact that the losses resulting from storm damage

to open wire are avoided, as are also losses in revenue and
reaction on the service during storm periods. These
new toll cables are therefore doing much to stabilize the

_ toll plant and reduce expenditures, as well as further to

improve the service.

Key West-Havana Telephone Cables. In co-opera-
tion with the Cuban-American Telephone and Telegraph
Company, plans have been made for the extension of the
telephone service of the United States across the Florida
Straits by means of one or more telephone cables to be laid
from Key West to Havana. The manufacturing arrange-
ments for these cables and the new apparatus required in
connection therewith are now in process. These cables

will bring all of the principal places in the United States

into telephonic communication with Havana and other
important places in Cuba, and constitute an important
extension of the telephone service of the Bell System.

Labor Saving Construction Machinery. Of special
interest at this time because of the shortage of unskilled
labor is the application of labor saving devices to telephone
plant construction.  Pole hole digging and pole setting
machinery mounted on and using power from auto trucks
has been tried out and is available for use. Many other
mechanical labor saving devices are being constantly
studied and adapted to the needs of our business.
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SERVICE.

The war and its after effects have produced marked
reactions on the telephone service rendered by the Bell
System. In every branch of business, including public
service corporations, and in all home and domestic ar-
rangements involving the employment of labor, these reac-
tions have been serious, and from the nature of the case
the telephone companies could not escape the country-
wide tendencies at work. Good telephone service de-
pends upon many factors, among which the principal
are:

Adequate Telephone Plant. Unless there are suffi-
cient switchboards and subscribers’, trunk and toll lines to
take care of the calls as they originate, the service is
necessarily impaired both by the delay and by the effect
on the operators upon whom this delayed traffic piles
up. During the war adequate telephone plant could not
be provided for growth. The Government had to com-
mandeer both materials and labor needed to build tele-
phone p'ant, and divert them to the military establish-
ments both here and abroad and to other purposes essen-
tial to the winning of the war. Since the armistice, much
has been done in restoring the plant to normal conditions,
but there has not been sufficient time to complete the
work. = It requires from eighteen to twenty-two months to
engineer, build, install and cut into service a modern tele-
phone central office, and if ‘substantial building opera-
tions are involved, under present conditions, the time may
extend to two or two and one-half years.

Adequate Traffic Supervisory Forces. Large traffic
supervisory forces are necessary for the management of
central offices, for the general supervision and direction
of the work done in them, for the traffic engineering work
and for other related traffic activities. This supervisory
force was heavily drawn on during the war to furnish
trained men to the Signal Corps of the Army, to the Navy,
and to other war activities. In addition, much of the
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time and effort of the remaining supervisory forces were
diverted to the special needs of telephone service for the
Government and war industries. While the work which
these men did contributed in an important manner to the
winning of the war, there was necessarily a reaction upon
the general telephone service. These supervisory forces
are now restored to their usual activities, and their efforts
are showing results,

The Operators.. It was impossible during the war to
obtain an adequate supply of operators, and many experi-
enced people left the telephone companies to enter the
service of the Government or the many industries which
had to be created or greatly enlarged for the prosecution
of the war. The difficulty in this matter became increas-
ingly great toward the end of the war, and the situation
was further complicated by the influenza epidemic and
by the commercial activity which has resulted in a large
growth of telephone traffic during the past year.

Among telephone operators there was a labor turnover
of about 25,000 in the best pre-war year, 1915, and this
rate was low in comparison with other large employers
of labor. Under war conditions the labor turnover in-
creased greatly in all industries, and among our operators
it reached a rate of 80,000 a year. The adding of so many
inexperienced people to the operating forces has reacted
seriously on the service, particularly in the larger cities
where it takes a long time for new employees to become
expert. The turning point has been passed, and during
1919 we added more people to the operating forces than
we lost during that period.

“The building up of the operating forces has been facili-
tated by the long established and well recognized policy of
the companies of fair dealing with their employees and
of providing for their comfort. The Bell System was a
pioneer in providing the best buildings with not only
every necessity, but every comfort for the operators, in-
cluding ample quarters comfortably furnished, in which
the operators can spend their time when not on duty, and
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dining rooms where the best quality of food is provided at
less than cost; in introducing a liberal plan for pensions,
sickness and disability benefit payments; and in general
in making every practicable provision for the safety,
health and comfort of the employees. Wages have been
increased to the greatest amount which the revenues would
permit. While the cost of living and other factors vary
in different places, telephone operators’ wages generally
are today higher in proportion to the cost of living than
they were in 1915.

Every resource of the Bell System is being brought to
bear upon the service problem. In all cases the falling
off in the quality of telephone service has been stopped, in
more than half the cities of the country the service has
already been restored to normal, and with few exceptions
an improvement has already been effected at the remain-
ing places. It is clear from what has already been accom-
plished and from the increasing experience of the new
operating forces that we may look forward during the
year 1920 to a return to substantially normal service con-
ditions throughout the Bell System.

EARNINGS. ,
Under the conditions which obtained before the war,
we should have considered the rate of earnings since Fed-
eral Control as entirely satisfactory. You have, therefore,
a right as stockholdersto congratulate yourselves on the
properties having come through the war unimpaired as
to earnings. - :
Whether the present rate of earnings is sufficient for
present times and conditions is debatable. In the Bell
Telephone System taken as a whole, more than in any
other utility, profits are conserved within the System for
the benefit of the public and the stockholders. There
are inter-company profits on use of patents, on expert
engineering advice, etc., and on manufactures, but either
through the 414 per cent. payment or the dividends of
the manufacturing company, these profits come into the
treasury of the American Telephone and Telegraph Com-
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pany, the financing company of the System. Except for
the dividends on the small amount of stock of the associ-
ated companies in the hands of the publie, all profits of
the Bell Telephone System ultimately come to the
treasury of the American Telephone and Telegraph Com-
pany, and all surplus over and above dividends is turned
back into the System through investment in plant, par-
ticularly the long lines plant furnishing the intercom-
munication essential to universal service. Whether the
total of the dividends paid is too much or too little is
to be determined only by the market value of the shares
and other securities of the American Telephone and
Telegraph Company. The earnings must be enough to
establish such market values as will make new shares
or securities readily saleable.

There is a class of utilities which can give service by
maintaining and operating without extending their plants.
They can put such limits as they may elect upon the clien-
tele they will serve. If a selfish public refuses remunera-
tive rates, the reaction is only upon the utility as long as
the plant is maintained and operated.

An essential part of telephone service is readiness to
serve new patrons as well as old. Readiness to serve
involves ability to extend and inability to extend means
an insufficient service; and consequently, a reaction upon
the public as well as upon the company.

Therefore, with telephone service more than any other
utility, the necessity of earnings which will attract capital
is a necessity of the public as well as of the utility. This
principle is generally recognized. As a rule, we have
found the public willing to pay fair rates and the rate-
eontrolling bodies ready to authorize them.

DEVELOPMENT AND RESEARCH.

The Department of Development and Research, during
the past year, has actively prosecuted work upon more
than five hundred improvements in the telephone art.
All of these promise substantial advances in the character
of the service it is possible to render, or large economies in
construction and operation. Many of them have now
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reached the point where success is assured, as proved by
practical tests or by commercial demonstrations on a
large scale.

While for a number of years it has been practicable to
talk by long-distance telephone between all of the prin-
cipal centers of the United States, it has been desirable to
improve the grade of speech transmission so that many
small points tributary to those centers might be more
satisfactorily included in the system of universal service.

A method of accomplishing this improvement has now
been perfected, and is being applied to some of our most
important long-distance lines. When it is generally in-
stalled, the long-distance transmission of speech through-
out all parts of the United States will be very substan-
tially improved, as may be illustrated by the case of the
New York-San Francisco line. When this line is equipped
according to the new method, it will be possible to carry
on a conversation between New York and San Francisco
as clearly and distinetly and with as much ease as it may
be done at present between New York and Boston.
Without the new method, this great improvement in the
service would be impossible because of the prohibitive
cost of the heavy construction which would otherwise be
necessary.

For many years the mass of wires required in city and
suburban telephone systems has necessitated the use of
cables, both underground and overhead. The great ex-
pense of underground ducts and the cost of the cable
itself, make it exceedingly desirable that as many con-
ductors as possible be included in each cable. The im-
provement of telephone cables, therefore, is at all times
the subject of study and experiment by cur experts.

In previous reports, the development of cable contain-
ing as many as 1,800 and even 2,400 wires, was announced.
The methods used in constructing these cableshave already
been adapted to cables of other types, and are being still
further extended so that they will be applied to prae-
tically all telephone cables used in local service.

The savings in construction made possible in this way




have already proved to be substantial, amounting to
several millions of dollars. As time goes on, these savings
are sure to increase.

With the improvements which we have made in long-

-distance telephony has come a great increase in the num-

ber of long-distance 11nes, and in the cities and suburban
districts, long—dlstance wires, as well as local eres, must
be placed in cables.

Cables in long-distance lines have always greatly
limited the distance through which speech may be trans-
mitted, but as the increase in the number of long-distance
wires has made necessary the employment of increased
lengths of long-distance cable, the technical difficulties
presented in the transmission of speech through such cir-
cuits have seemed at times to be almost insurmountable.

Intensive development work has been applied, par-
ticularly during the last five years, to this eable problem.
Each new long-distance cable that is constructed repre-
sents important improvements over what has gone be-
fore. Cables placed as late as 1916 contained circuits
for long-distance transmission having 320 pounds of
coppe: per mile of circuit.. By means of cables which we
have now developed, it is possible to give even better
transmission over circuits having only 80 pounds of copper
per mile of circuit.

This type of ecable is now available for distances as
great as a thousand miles. In cities it is p]aced in ducts
underground, and in the country districts it is in general
run on poles overhead.

At the time that the long-distance cable having a
range of a thousand miles is being practically installed in
the plant, the results of our further research work assure
us of still greater advances in the transmission of speech
through cables. Experimental trials of this newest
method have already demonstrated that a cable can be
made two thousand miles long which will transmit speech

- satisfactorily over copper wires no heavier than those

previously required in a cable only one thousand miles
long.
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Speech can be transmitted through two thousand miles
of this new type of cable with its circuits weighing only
80 pounds a mile, as distinetly and as loudly as it is now
transmitted through the heaviest gauge open wires
strung on poles, which weigh 870 pounds to a mile of
circuit. This type of cable, like all other types of long-
distance cable, is applicable only where a large number
of wires are required along heavy trunk line routes. In
such situations, in due course, the new growth will be
provided for in these cables, thus utilizing at greatly
reduced cost a form of construction which practically
guarantees continuity of service and high grade trans-
mission regardless of weather conditions.

As time goes on, the savings which will result from the
use of these cables will be enormous, amounting ten years
hence, according to a very conservative estimate, to as
much as $5,000,000 a year, not making any allowance for
improvement of service, or lost business due to interrup-

tions.

" A most valuable part of these cable researches has con-
sisted in adapting the new inventions to the existing
plant of the company in such a way as to avoid the aban-
donment of cables already in service and in good physical .
condition. These cables, costing originally many mil-
lions of dollars, are to be continued in service. Instead of
being rendered obsolete, their value is increased and their
usefulness extended. In some cases cables already laid
are so much improved that they will give excellent tele-
phone transmission in circuits four times as long as when
they were first put into use.

With the constant growth of the telephone plant, and
with the spread of electric railway and electric light and
power circuits throughout the country, have come prob-
lems of increasing complexity growing out of the tendency
of electric railway and electric light and power ecircuits to
produce disturbances in telephone lines. This requires
on the part of cur engineers even closer co-operation than
in the past with the engineers of the electric companies.
Frequently the interferences produced in the telephone
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are not caused by the currents actually needed for the
operation of the power and electric light circuits, but are
caused by currents which are incidentally produced by the
power generators and are not essential to their operation.
By co-operation with manufacturers and users of power
apparatus, it is expected that improvements in the design
of such machinery will be brought about which will
greatly reduce this tendency to interrupt telephone service.

During the year important studies have been conducted
throughout the United States in the territory of various
of the associated companies, and recommendations have
been made to those companies setting forth methods of
overcoming numerous electrical disturbances from high
power lines. Extensive investigations and tests have
been made upon important electric railroad installations .
and valuable results have been obtained therefrom. Co-
operation has been continued with the National Board of
Fire Underwriters, with the United States Bureau of
Standards, and in the preparation of the National Elec-
trical Safety Code.

Great progress has also been made in subscribers’ sta-
tion and central office apparatus. Improvements, mak-
ing both for economy and efficiency, have been perfected
and standardized for use. Among these the most import-
ant is the machine switching system which has been the
subject of constant study and experimentation by this
Department over a period of more than ten years.

It has been necessary not only to produce apparatus
which would operate efficiently and economically, but also °
to perfect all of the details necessary to make this entirely
new apparatus function properly in relation to the existing
apparatus, the present buildings, the practice of the public,
etc. That is, after its completion as an efficient mechan-
ism it was necessary to make all of the adaptations so
that its introduction would be economical and without
disturbances to the public. This has been accomplished,

LEGAL.
- The functions of the Legal Department are dusl, in-
cluding the rendition to the American Company of such




legal services as it may require in connection with the
transaction of its affairs, and the rendition to the associ-
ated companies of the legal services to which they are
entitled as a part of the services due to them under the
license contracts.

Federal Control, with the adjustments incident to its
termination, presented unusual and important questions
in connection with the affairs of the American Company,

Under the contract for just compensation, the services
theretofore rendered to the associated companies under
the license contracts were continued for the benefit of
federal operation. In addition to the normal services of
this character, a member of the Legal Department was
detached and sent to Washington to act as the assistant
of Judge William H. Lamar, the legal representative of
the Postmaster General. This assistant rendered
especially efficient service in connection with the litiga-
tion, mentioned in the report for last year, which arose
out of the controversy as to the power of the President,
acting through the Postmaster General, to fix intrastate
rates and charges for telephone service. This litigation
finally went to the Supreme Court of the United States
and was determined in favor of the power asserted.

The Legal Department has continued without inter-
ruption its publications, including the Commission Leaf-
lets and the Daily Bulletin of Current Decisions, which
are distributed throughout the Bell System.

During the year of Federal Control, the amount of
valuation work before commissions was relatively small
because the power of commissions over rates, and there-
fore much of the occasion for this work, was suspended.
Upon the return of our properties on August 1st, last,
with the consequent necessity for rate readjustments,
this work was taken up again and it is probable that the
amount of it in the near future will be relatively large.

The work involved in re-writing the license agreements
and securing their execution by the various associated
companies, to which reference was made in last year’s
report, has been substantially completed.
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Pursuant to a ruling of the Treasury Department and
under the supervision of the tax division, there has been
worked out a single consolidated report under the fed-
eral income tax law, including in this one report the trans-
actions of this Company and of all the associated com-
panies, with their subsidiaries, in all about two hundred

and forty corporations. This is the largest consolidated.
report that has ever been filed and was an undertaking of

much magnitude, intricacy and importance.

The constantly productive activity of the Department
of Development and Research of the Bell System during
the year just ended has had, as one of its reactions, a
corresponding activity on the part of the patent division
of the Legal Department in its work of obtaining patent
protection for the many newly developed inventions of
- the Bell System, some of which are of an essentially
pioneer character. During the year there has also been
a marked increase in the equally important work of clear-
ing the way from the patent standpoint for the commereial
use of the methods and instrumentalities approved by
the Department of Development and Research for im-
proving the telephone service, or for lessening its cost.

The patent holdings of the Bell System have increased
fully 1214 per cent. during the last year. It now owns
or controls or is licensed under more than five thousand
United States letters patent and applications therefor.

The inventions covered by these patent rights embrace
substantially all of the various phases of the telephone
art and related arts in communication, both by wire and
wireless. The strong patent situation of the Bell System
enables this Company and its associated companies to
utilize whatever is best and most practicable of what has
been invented, and affords to the Bell System a free field
for the future development of its system of communica-~
tion in any direction which may be found desirable or
which may give promise of improvement. And in the
allied field of radio or wireless communication, the patent
rights of the Bell System are second to none and place it
where it may proceed with confidence to such applica-
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tions of the instrumentalities found in the radio art as
may be advantageously made in conjunction with its
telephone system. ,

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 mattersin
which the Company has been concerned, has resulted in
a continued avoidance of misunderstandings and disagree-
ments with the federal authorities.

RELATIONS WITH EMPLOYEES.

Except for a few isolated and perhaps inevitable in-
stances the relations between the companies of the Bell
System and their employees have, since the beginning of
the business, been unusually cordial and intimate. Up
to the beginning of the war this relationship had for years
been a matter of favorable comment on the part of the
public and a source of general pride and satisfaction to
the managing officials and other employees generally.

This relationship was undoubtedly in part based upon
the general policy of all the companies of establishing
wages and working conditions as good as, and where
possible, even better than those obtaining in comparable
lines of employment. The policy of the various com-
panies of paying the highest wages commensurate with the
revenue obtained from the public was supplemented by
surrounding the employees with the best possible working
conditions and by providing through pensions, sickness
and other benefits, a certain feeling of permanent tenure
of employment and a consequent feeling of security.
The entrance of this country into the war, the decimation
of the ranks of the force by the contribution of many of

our best people to military service, the abrupt increase in

the cost of living, the impossibility of quickly increasing
the companies’ revenues through the prescribed channels
of necessarily slow-moving governmental authority, all
contributed to make it extremely difficult for the compan-
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ies to carry out, during the past few years, the established
policies of the pre-war period. In spite of the difficulties
the companies have been able through successive wage
increases generally to meet the increased costs of living
on the part of the employees, and the public authorities
have in nearly all instances been entirely fair in assisting
the companies to carry out this program. As far as
fundamental working conditions are concerned, the com-
panics have been able to preserve the pre-war standards
at all times even during the trying conditions of the war.
During this period the officers of the companies have
been impressed, however, with the desirability of the
adoption of some practical plan which would assure a
closer and more informal contact between the managing
officials and the other employees than is readily afforded
by the regular channels of administrative organization.
In these abnormal times when new problems are continu- -
ally being presented not only to every department of the
company but to every individual employee, as well as
to every managing official, it has seemed more than ever
essential to formulate some plan which would give to the
management of the companies a more intimate knowledge
and appreciation of the personal problems of the indi-
vidual employee, his relation to the company’s organiza-
tion and his contribution to its success, and which would
give to the employees generally a clearer and more general
understanding of the policies and principles governing
the administration of the business. It has been deemed
wise to go further than this and give to those employees
who desired it, an opportunity to discuss collectively as
well as individually, their relation to the business.
Accordingly, shortly before the properties were turned
back by the Government a suggestion was made to the
agsoclated companies that they invite their employees to
form Committees or Associations through the medium of
which the managing officials and employees might deal
directly in connection with matters affecting their common
interests and the performance of the public service. This
suggestion has been widely accepted and Committees or
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Associations of employces have been quite generally
formed in companies where they did not already exist.
That the suggestion has been accepted in the same spirit
in which it was made is well illustrated by the following
preamble and statement of purposes appearing in the
constitution of one of these Associations:

“The employees of .................... Company, recognizing the -
important and unusual obligation of themselves and of the Company to
the public which they serve, and realizing that their interests and those
of the management are mutual in the conduct of the operation of the
Company, hereby form an Association which shall be governed by this
Constitution. '

The purpose of this Association shall be:

{a) To maintain a spirit of mutual cooperation and confidence by pro-
viding regular facilities for the exchange of views and suggestions between
the employees and the management.

#(b) To supplement the right of each employee to deal directly with his
superior officers by affording the employees collectively a voice in matters

" pertaining to working conditions, compensation, hours of labor, safety,
efficiency, education and other matters of mutual interest.”

‘While it is yet too early to make any comment upon the
new relationship which is being established through these
Associations or Committees, it is believed that they cannot
fail to strengthen the confidence and mutual understand-
ing between the officers and employees of the various
companies.

It is believed that the new relationship between em-
ployees and management will bring to both a keener feel-
ing of mutual responsibility and a more intimate sense of
the absolute necessity for mutual participation in the
carrying out of the duties of the organization and in the
rendering of the great civie service which is involved in
the telephone business. : :

WAR SERVICE.

For the Bell System, not including Western Electric
Company, Inc., the latest statistics of war service are of
interest: ‘ '

Entered into war service of the United
States .. ... i 15,010
Ondutyoverseas.................... 7,500




- Wounded in action. ................ 550
Diedinservice .................... - 235
Given decorations, medals or citations. . 361
*Re-employed..................... 9,798

EMPLOYEES' BENEFIT FUND.

The Plan for Employees’ Pensions, Disability Benefits
and Death Benefits described in previous reports, has
been in effect throughout the Bell System during the year,
thus completing the seventh year of its operation.

During the period of Federal Control the cost of the
Plan, except in respect to certain corporate employees,
was paid by the Postmaster General. Since August 1,
1919, when Federal Control was terminated, the entire
cost has been paid by the companies.

In the seven years, 1913 to 1919 inclusive, the total
expenditures from the Benefit Funds of the Bell com-
panies, including the payments made by the Postmaster
General during the twelve months of Federal Control,
have amounted to $13,389,602. The reserves for these
Benefit Funds are malntamed by the companies in accord-
ance with the provisions of the Benefit Plan, and on
December 31, 1919, aggregated $9,244,081.

Pensions. Thele were 420 employees on the pension
rolls at December 31, 1919, a net increase of 53 during
the year. The average pension paid was $43 per month.

Sickness. The number of cases of sickness which oc-
curred during 1919 among employees eligible to benefits
under the Plan was 23,371, a decrease of 9,785 cases
under 1918, the year of the influenza ep1de1mc The
aggregate smkness benefits paid during 1919 were $1,754,-
189 and the average period of dxsablhty for cases com-
pleted was 37 days.

Accidents. There were 8,919 work accidents which
occurred during the year, an increase of 745 as compared
with 1918. Systematic efforts to reduce accidents are,
however, continuing with success, and the increase in the
number of accidents recorded is due in large part to greater
care in reporting minor cases which involve little or no
disability. The total payments on account of accidental

*Practically all who have applied for reinstatement to date have
been re-employed.
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injuries were $635,359, including $151,335 for medical
attention, hospital care, ete.

Death Benefits. $241,230 was paid in death benefits
during 1919 (excluding accident cases included above)
to the dependent relatives of 233 employees who at their
death had been in service for five years or more. Burial
expenses for 104 employees who left no dependents
amounted to $21,631, making total payments on account
of deaths of employees $262,861.

Summary. The total amount of payments under the
Employees’ Benefit Plan during 1919 was $2,855,008
exclusive of 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 amount expended for this assistance during the year
was $246,054.

PERIOD OF FEDERAL CONTROL.

In the Act of Congress giving the President authority
to take over and operate the telephone and telegraph
properties of the wire companies, the period of control
was to be terminated by the ratification of peace. The
armistice, therefore, foreshadowed the return of the prop-
erties to their owners.

At the beginning of the year, the properties were under
the control of an Operating Board appointed by the Post-
master General and made up of men of experience and
ability selected from different companies and systems.
They operated through the existing organizations. So
far at least as the Bell Telephone System is concerned,
they made no change in the organization, the methods or
the personnel. They were confronted by increased costs
and a necessity of making frequent adjustments of wage
scales to meet increased cost of living and increased wage
standards, in the face of doubt as to where lay the power
to authorize changes in rates for service.

The resulting failure to earn the compensation was
inevitable. The power of the Postmaster General to fix
rates for service was finally established by a decision of
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the United States Supreme Court in June, 1919, less than
two months before the return of the properties. ‘

By Act of Congress approved July 11, 1919, it was
ordered that the propérties should be turned back to
private control on July 31, 1819, and that rates estab-
lished by the Postmaster General, unless previously
changed by proper regulating bodies, should endure until
December 1,1919. The return made no change in opera-
tions. The compensation stopped and the earnings be-
came the stockholders’ earnings instead of the Govern-
ment’s.

The additional and supplementary accounting which
was a necessary corollary of federal possession and con-
trol of the telephone properties comprising the Bell
System was met by the Department of Accounts and Fi-
nance without resorting to separate federal and cor-
porate books of account and separate federal and cor-
porate accounting organizations, thereby avoiding the
duplication and measurable disorganization which would
otherwise have ensued. This structure and the plan of
its detailed application during the year of governmental
possession of the properties were evolved by the Depart-
ment of Accounts and Finance for the associated com-
panies collectively, in co-operation with the accounting
division organized by the Postmaster General; likewise
all of the many matters of subsequent accounting treat-
ment, reporting and interpretation, were handled for the
associated companies and recommendations or rulings
laid down; those cases requiring such action being taken
up with the proper Government officials. The added
burden of the Federal Control period, it should be stated,
fell to a very large extent on the Accounting Depart-
ments of this Company and its associated companies,
and the splendid functioning of these organizations under
the conditions imposed by Federal Control attests to the
high calibre of both Bell System accounting personnel
and organization.

Immediately after the return, negotiations were opened
for a settlement of accounts. It was realized that unless
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a settlement could be made for a fixed amount, the opera-
tions of the Company would be hampered by a process of
accounting, auditing and checking likely to continue for
years. It was found that certain items were debatable.
After mature consideration, it was decided that a prompt
settlement would justify the concession of all debatable
points. A proposition was made and accepted in the
terms of the following letters:

HoNoraBLE ALBERT S. BURLESON, “OcToBER 4, 1919,

Postrmaster General,

Washington, D. C.

Dear Sir: Under the contract for just compensation to the American
Telephone and Telegraph Company and the constituent companies con-
stituting with it the Bell System, evidenced by the proposal of the American
Telephone and Telegraph Company dated October 4, 1918, and the accept-
ance thereof, evidenced by Order 2085 gigned by the Postmaster General,
by direction of the President, October 5, 1918, the amount due and unpaid,
as of August 1, 1919, to this Company in behalf of itself and the other
constituent companies which indicated their purpose to join in said pro-
posal, as provided therein, as shown by the books kept during the period
of federal control and as set forth in the enclosed statement, is the sum of
$13,363,938.85.

In arriving at this amount the assessment of interest on delayed pay-
ments from one party to the other for taxes, receivables and payables
(other than compensation due and unpaid) has been treated as waived and
it has been assumed

(a) That the accounts receivable and accounts payable and other
current assets and liabilities on the books of the said Companies as
of midnight July 31, 1918 and such accounts on the books of the
Postmaster General as of midnight July 31, 1919 shall be passed from

" one to the other at their face value. j

(b) That the Balance Sheet of Accounts representing the cost of
material and supplies on hand shall be settleld on the basis of the inven-
tory figures of August 1,1918 (based on average cost prices of materials
and supplies then on hand) and the actual cost of material and sup-
plies on hand as shown in the Accounts o:f the Postmaster General
as of July 31, 1019, 1

(c) That the so-cailed over lap items of revenue, expense and income
encountered during the period of federal control, but applying to the
period prior thereto, will be ofiset by similar items of federal revenue,
expense and income encountered by the Companies subsequent to
federal control.

These assumptions have been adopted because it is manifest that any
differences which might be disclosed by a final accounting of these matters
would be insignificant and much less than the expense to each party that
such an accounting would entail. The delay that would be involved is
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also a serious consideration. Several years would necessarily elapse before
such an accounting could be completed, and during this period both your
organization and our organization would be disturbed, and neither could
devote its whole energy to the service which it furnishes.
Our negotiations have developed two items in question involving the
construction of the contract, which are:—
(a) Claimed duplication in the payment on account of our
investment in instruments ........ ... . ...t $1,556,175.
(b) Claimed deduction on sccount of expenses of the con-
stituent companies assignable to strictly corporate
matters not properly chargeable to federal operation $991,203.
In making this contract and in carrying it out, the controlling purpose
of the Bell System has been to render to the Government during the
emergency created by the war, the most efficient service within its power.
For this reason, and because it is desirable that the questions arising
under this contract be adjusted without the delay and expense, and other
consequences which might result from controversy and possible litigation,
the American Telephone and Telegraph Company proposes, in behalf of
itself and each of the constituent companies under the said contract, to
settle and compromise all claims of the American Telephone and Tele-

graph Company and its constituent companies under said contract, and

to accept in full, complete and absolute satisfaction and discharge of said
claims $9,290,170.31, with interest thereon at 5% from August 1, 1919,
until paid. This proposal is upon the express condition that said amount

be actually paid within not less than one year from October 1, 1919,
This proposal involves our concession of each of said questioned items,
with an additional item of $276,390.54 on account of interest during the
period of federal control on deferred compensation payments, and of a
further lump sum of $1,250,000.00, which we propose to yield as a fair esti-
” mate of the expense which would be avoided by this method of settlement.

’ Yours very truly,

Taeo. N. Vair, Chairman.”

““W asmiveron, October 81, 1919,
The proposition contained in the foregoing letter is hereby accepted;
this acceptance, however, to be upon the express condition that if the
Division of Accounting of the Wire Control Board shall, after such an

examination of the accounts as it deems necessary for that purpose, within

60 days hereafter, certify that the settlement proposed by the above

proposition is less favorable to the Government than a settlement in

accordance with the striet terms of the contract, then this acceptance may
be withdrawn, By direction of the President,

. A. 8. BugrEson, Postmaster General.”

Since the date of the provisional acceptance by the

Government, the Postmaster General’s accountants have

been actively at work and no objection having been made,
the acceptance became final December 30th.




37

StamisTics AND FINANCIAL DATA.

There are in the United States approximately 11,000
separate telephone companies. Of them 36 are associ-
ated companies of the Bell System, 9,403 independent
companies whose telephone stations are connected with
the Bell System, and about 1,500 independent companies
whose telephone stations are not connected with the Bell
System. There are also a large number of rural lines and
associations operated mainly on a mutual or co-operative
basis and not rated as companies.” Of these lines and
associations there are 26,184 which connect with the Bell
System.

At the end of the year the number of telephone stations
which constituted the Bell System in the United States
was 11,795,747 of which 7,739,159 were owned by associ-
ated companies of the Bell System and 4,056,588 by local,
co-operative and rural independent companies or associa-
tions having sublicense or connection contracts, the so-
called connecting companies.

In addition to these there are about 873,000 stations
owned by independent companies not connected with the
Bell System.

_ The following tables set forth the. development of the
Bell Telephone System in the United States at the end
of the year and its growth during the year:

TELEPHONE STATIONS,

Number Increase
at End during

of Year Year
Bell owned..........0iiiiiiivooncsiarnnacnes 7,739,159 537,402
Bell connecting ......ccvveenvnvnernenrenecones 4,056,588 192,346
T 7Y 11,795,747 729,748

TELEPHONE CONNECTIONS—BELL OWNED EXCHANGES.

Average Number
daily since

Federal Control
Exchange connections...... ccoeveveie seienes 29,561,000
Toll connections ....oovvviennneiinrennevnnin 1,239,000

O U 30,800,000
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EMPLOYEES—ASSOCIATED BELL COMPANIES.

Number at December 31, 1910 ... .. .oiiieiii i, 209,860
MILES OF WIRE AT END OF YEAR,
Per Cent.
Inerease of Copper
Under- during  Wire to
Aerial ground Total Year Total Wire
Bery Ownep :
Exchange.. ... 7,206,497 13,436,993 20,643,400 696,260  95.2
Toll.......... 2,277,265 1,242,244 3,519,509 185,589  90.8

Total....... 9,483,762 14,679,237 24,162,999 881,849 94.6
BreiL ConnNEcTING .
Mol .. 427,570 7,875

60.5 per cent. of the Bell-owned wire mileage,—exclud-
ing submarine cable—is in underground cables, and this
percentage is steadily increasing. The underground con-
duits represent a cost of $119,600,000 and the cablesin the
conduits $166,700,000, a total in underground plant of
$286,300,000.

NET PLANT ADDITIONS—BELL OWNED.

Amount
Real Estate.................oooooiii. $ 8,553,802
Equipment............................. . 85,631,942
Exchange Lines . 18,168,106
TollLines.........cocovuvnnnan... .. 14,794,627
Construction Work in Progress * 3,702,535
017 $73,446,032

*Decrease

The above amount of net plant additions compares
with the additions of the previous 19 years as follows:

NET PLANT ADDITIONS DURING 20-YEAR PERIOD.

1900............ $ 31,619,100 1910............ $ 53,582,800
1901...... ... 31,005,400 1911..........." 55,660,700
1902............ 37,336,500 1012... .. . . 75,626,900
1903............ 35,368,700 1013... ... . .. 54,871,900
1904... ... ... 33,436,700 1014..... ... .. 50,045,300
1905.. ... ..., 50,780,900 1915....... ... . 32,863,700
1906 . ... . ... 79,366,900 1916............ 66,224,700
1907.......... .. 52,921,400 1917......... " 118,599,500
1908.. ..., .. 26,637,200 1918 ... ... ... 77,922,600
1909.... .. 10 28,700,100  1919... .. 1. 73,446,000

Total $1,066,017,000
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EARNINGS AND EXPENSES.

To understand or correctly determine the actual costs
and charges of the telephone service, and the ultimate
distribution of the revenue, a consolidation must be made
of the accounts of the Bell Telephone System which
includes the American Telephone and Telegraph Com-
pany and its associated holding and operating companies
in the United States, but does not include connecting
independent or sublicense companies, or the Western
Electric Company, Inc., except as interest and dividends
from these companies are included in non-operating
revenues.

A consolidated income statement follows with all inter-
company duplications eliminated so that the figures
represent the business of the System as a whole in its
relations to the public.

BELL TELEPHONE SYSTEM IN UNITED STATES.

INCOME STATEMENT, 1918 Anp 1919.
(DUPLICATIONS EXCLUDED)

1918 1919
Total Income, including Compensation...... $75,058,885  §79,650,186
Deduct Interest. ... .. cvienniiiiinnaa. 23,111,118 27,692,621
Balance Net 'Profits...........c........ '$51,047,767  $51,057,565
Deduct Dividends..........coovvieieiaen 39,734,719 39,839,927
Undivided Profits. .. vvennevneennenn e $12,213,048 812,117,638

For the last 5 months of 1918 and the first 7 months of
1919 when the properties were under Federal Control, the
Bell System revenues consisted mainly of compensation
from the United States Government,the operating revenues
and operating expenses being revenues and expenses of
the Government and not of the Bell System. This neces-
sarily makes a comparison between the detailed items of
revenues and expenses for the years 1918 and 1919
of no significance. For this reason the income state-
ment for the years 1918 and 1919 is shown above in a
condensed form only. There is also shown a statement of
earnings and expenses in detail from August 1, 1919—
when the properties were re‘urned to their owners—to
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December 31, 1919. This five months’ statement reflects
the operating results since Federal Control, and is signifi-
cant in a general way of the status of the Bell System asto
earnings and expenses after putting into effect the prinei-
pal rate and wage adjustments made necessary by war
changes in price levels. '

BELL TELEPHONE SYSTEM IN UNITED STATES.

STATEMENT OF REVENUES AND EXPENSES.
AUGUST 1, 1919, To pECEMBER 31, 1919.

(DUPLICATIONS EXCLUDED) Five Months
ending -
Dec. 31, 1919
Exchange Revenues............oovvuerienrnenrnnnnnnin.s $112,429,046
Toll ReVEenUes. ...vvut ittt e ceeee e 53,473,831
Miscellaneous Revenues............. D 2,067,035
Total Operating Revenues $167,969,912
Depreciation........ P 27,306,134
Current Maintenance 25,420,188
Traffic EXpenses. .......oouvuiee e 48,462,131
Commerical Expenses................cc.0ounnnnn 00 15,820,469
General and Miscellaneous Expenses..................... - 7,101,306
Total Operating Expenses.......................... $124,110,228
Net Operating Revenues........... ......... ...... 43,859,684
Uncollectible Revenues..........cocoeurernrnnnnnn, 518,044
5. 10,471,628
Operating T0COME. ... oo eess e $32,870,012
Non-operating Revenues—Net ......................... 4,978,488
Total Gross InCome. ...........ourureennnnnn . $37,848,500
Rent and Miscellaneous Deductions. ..................... 2,112,944
Interest Deductions..........cocoieeennr e - 12,182,817
Total Deduetions............00ceeee s, $14,295,761
Balance Net Ineome. .. .....oovuvnnreninn o 23,552,739
Deduct Dividends. ........oovvunrnennnnn 16,583,542
Surplus Barnings. .. ....ve civiieie e $6,969,197

During the period of Federal Control, the provision for
depreciation and obsolescence was at the annual rate of
5.72%, of the book value of the plant, excluding intangible
capital, right of way and land. This is the average
annual rate charged during the three years prior to
Federal Control. In the five months since Federal Con-
trol $27,306,134 has been accrued for depreciation or at
the rate of 5.78%, annually.
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BALANCE SHEETS.

The following are the combined balance sheets of the
Bell Telephone System in the United States for the years
ending December 31, 1918 and 1919:

BELL TELEPHONE SYSTEM IN UNITED STATES.

COMBINED BALANCE SHEETS 1918 anp 1919.
(DUPLICATIONS EXCLUDED)

Dec. 31, Dec. 81,
1918 1919
Agsmrs: .
Telephone Plant................... $1,142,498,152 §1,215,044,184
Supplies, Tools, ete................ 38,035,034
T T i 122,953,200 84,409,519
Cash........oiiiiiiiii i 72,879,842
Stocks and Bonds. ................ 115,054,876 118,806,351
Total.......cooviviiiiiiiin., $1,380,506,318 $1,530,074,930
LiABILITIES: .
Capital Stock.............iovvuul. 513,017,040 512,121,868
Funded Debts...................... 430,992,459 546,202,760
Bills Payable....................... 47,064,765 1,774,207
Accounts Payable.................. 38,196,095 72,158,014
Total Qutstanding Obligations. . ... $1,029,270,359 $1,132,256,849 '
Employees’ Benefit Fund............ 9,244,000 9,244 081
Surplus and Reserves. .............. 341,991,959 388,574,000
Total.....oovvve $1,380,506,318  $1,530,074,930

All intangible assets have been excluded in the above
balance sheets so that the combined Surplus and Reserves
are shown in an amount considerably less than the ag-
gregate of these items as they appear on the books of

“ the separate companies.

At December 31, 1918, the major part of the supplies,
cash and current receivables of the Bell System companies
were in the possession and control of the United States
Government, and were included in the accounts of the
companies as receivables from the Government. They
are, accordingly, shown in one amount with other corpo-
rate items without detail classification. No basis of
comparison of these items as between the years 1918
and 1919 exists. The item of Accounts Payable
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($38,196,095) for December 31, 1918, represents only
corporate payables, there being excluded all current
payables associated with federal operation of the Bell
System properties, and similarly no basis of comparison
exists with Accounts Payable at December 31, 1919.
The item Receivables ($84,409,519) for December 31,
1819, includes $9,483,715, comprising compensation with
interest accrued thereon due and unpaid by the United
States Government as of that date.

The true value of the telephone plant of the Bell System
is much greater than the book value of the plant as shown
in this balance sheet. Actual appraisals which have been
made from time to time by rate making bodies for rate
fixing purposes have clearly demonstrated the conservat-
ism of the book values. The minimum replacement value
of the property is far in excess of the book value.

Before the war the reproduction cost of the Bell Tele-
phone System plant was substantially in excess of the
book value and at present prices there is little doubt but
that the reproduction cost exceeds the book value by
several hundred millions.

The plant has been adequately maintained. Obso-
lescence moreover has in great part been taken care of
and there is a large and increasing reserve against any
emergency. Surplus and reserves have increased $46,-
582,041 during 1919 and are now 32 per cent. of the book
value of the telephone plant.

The capital stock, bonds and notes payable of the Bell
Telephone System outstanding in the hands of the publie
at the close of the year 1919 were $1,060,000,000, while
the net assets devoted to earning a return on these out-
standing securities amounted to over $1,448,500,000. This
is due to the fact that surplus and reserves of over $388,-
500,000 have been invested in productive property. On
this amount equal to approximately one-third' of the
investment in plant, it is not neecessary to pay capital
charges. As a result a relatively low return on the total
net assets is sufficient to earn fixed charges and dividends,
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STABILITY OF THE 'FELEPHON_E BUSINESS.

Not only does the telephone business grow steadily
even in times of business depression, as is shown by the
diagram on the back cover of this report, but that it does
not suffer any substantial retardation in its normal growth
during such periods, appears from the chart on the follow-
ing page.

The telephone business varies very slightly from its
normal growth as compared with the fluctuations of
general business. This is an element of security and en-
ables the business to be carried on with a lower margin
of surplus earnings than would be safe in general indus-
trial undertakings.

WesterN Errcrric Company, Inc.

The sales of the Western Electric Company, Incorpor-
ated, for the year 1919 aggregated $135,000,000, of which
$70,000,000 were to the associated Bell Companies and
$65,000,000 were to other customers. The decrease of
$10,000,000 as compared with 1918, is entirely attributa-
ble to the cessation of Government requirements. The
carnings were sufficient to provide the usual reserves and
pay the regular dividends with a fair margin. Starting .
the year with unfilled orders aggregating only $26,200,000
and a poor prospect of new business, the company gained
steadily from month to month, ending the year with the
largest month’s sales in its history and unfilled orders
aggregating $47,000,000.

The estimates for 1920 indicate a continuing increase in
business, to take care of which will tax the company’s
facilities to the utmost. Important additions to the
manufacturing plant at Hawthorne are under way, part
of which will be occupied during the year, and the balance
will be pushed to completion as rapidly as possible.
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REPORT OF AMERICAN TELEPHONE AND
TELEGRAPH COMPANY.

EARNINGS.

The earnings of the American Telephone and Telegraph
Company for 1919 include, for the five months since
Federal Control which ended July 31st, in addition to
the net receipts of the long-distance lines, interest and
dividends from investments in other than associated
companies, and interest on bonds and notes of and
advances to associated companies, only that part of
their earnings which is received by the American Tele-
phone and Telegraph Company out of their divisible
surplus earnings as dividends. For the seven months
of Federal Control the earnings include this Company’s
portion of the Bell System compensation under the con-
tract with the Government in the place of net receipts
from the long-distance lines and interest and dividends
from associated companies for that period. Payments
under the general service contracts with associated com-
panies were made during seven months by the Govern-
ment and during five months by the associated companies.

The disbursements of interest and dividends represent
the charges on the securities issued by this Company
mainly to finance the associated companies and the long-
distance lines.

A statement of the earnings and expenses for the years
19018 and 1919 is shown at the end of this report.

Due to the fact that in 1918 compensation accrued
during five months and in 1919 during seven months in
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the place of net receipts of the long-distance lines and
interest and dividends from associated companies, a
comparison of detailed items of earnings between the
two years is mnot significant, but the total earnings
for the year 1919 were $70,502,682.18, an increase of
$9,446,519.48 over those for the previous year. :

The net earnings for the year were $60,243,387.53.
This result is after making provision for the federal
Income tax payable in 1920. The interest charges were
$15,847,596.26, dividends $35,356,334.46, and the result-
ing balance $9,039,456.81, of which $5,000,000 was appro-
priated to reserve for contingencies and $4,039,456.81
was added to surplus.

For the fourth quarter of the year, which is the first
complete fiscal quarter since the telephone properties
comprising the Bell System were returned to the owners
by the United States Government, the earnings avail-
able for dividends were $12,085,481.77 or $2.73 per share
of stock. On an annual basis this rate of earnings is
equivalent to nearly $11 per share of stock.

The following table shows the earnings per share avail-
able for dividends on the stock for each year since 1900:

1901, ...l $10.99  1916................. $10.34
1962, ........ ... 8.92 191l................. 10.01
1903.. ...l 9.19 1912, ... ... ......... 9.86
1904.. ... 8.63 1913................. 9.59
1905................. 9.01 1914................. 9.38
1906................. 0.86 I915................. 9.52
19070 Ll 11,89 1916................. 9.77
1008.. . ... . ... L. 11,64 1917.................. 9.48
1969.. . ... L 10.85 .1918................. 9.97

1919, ..ol 10.05

The Company and its predecessor have paid dividends
to the public at the rate of at least $7.50 per share each
year for the past thirty-eight years;during the past thirteen
years the rate has been uniformly $8.00 per share.
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BALANCE SHEET.

A comparative balance sheet of this Company for
December 31, 1918 and December 31, 1919, is given at
the end of this report. During the year investments in
stocks of associated companies increased $5,134,446.24;
investments in bonds and notes of and advances to associ-
ated companies increased $57,880,433.88, of which
$40,000,000 was to enable associated companies to retire
their notes endorsed by this Company maturing February
1, 1919. The total of $63,014,880.12 represents the in-
creased permanent investment of this Company in the
associated companies of the Bell System.

Investments in stocks of other Bell System companies
consist of the stocks of the Western Electric Company,
Incorporated, The Bell Telephone Company of Canada,
the 195 Broadway Corporation, which owns the land and
building in which this Company’s offices in New York
City are located, the Atlantic and Pacific Telephone and
Telegraph Company, a holding company described else-
where in this report, and the Cuban-American Telephone
and Telegraph Company, which is to lay telephone cables
between Key West and Havana.

Special Demand Notes amounting to $12,000,000
are notes of the Atlantic and Pacific Telephone and Tele-
graph Company which are described elsewhere in this
report.

The investment in Telephones, representing telephone
receivers and transmitters which are furnished by this
Company for the use of the associated companies, in-
creased $2,298,920.35 during the year.

Real Estate consists of a building in Indianapolis
carried at $509,267.36 which it is expected shortly will be
sold to our associated company in that territory, and real
estate in New York City amounting to $2,628,351.65
which was acquired by this Company for the purpose
of providing, in due time, for a necessary extension to
our present offices.
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The Long Lines Plant increased $6,727,716.32, repre-
senting additions made during the year to the plant of
this Company to care for the growth of its long-distance
telephone business.

The item of $8,812,799. 03 Trustees-Employees’ Stock
Purchase Plans, represents the amount of capital stock
of this Company in the hands of Trustees less pay-
ments made by the employees, to be delivered to them
upon completion of their installment payments under the
Employees’ Stock Purchase Plans.

Accounts Receivable from the United States Govern-
ment amounting to $9,483,715.52 is the balance due
this Company for the Bell System as compensation during
Federal Control with interest at 5 per cent. to December
31,1919. Of this amount $7,858,620.83 is payable to the
associated companies when collected, the difference being
the amount belonging to this Company.

Accounts Receivable in Suspense amounting to $10,-
227,973.34 represents interest due this Company by the
Central Union Telephone Company, an associated com-
pany, the payment of which was withheld during the re-
ceivership which terminated during the year. This
interest has not been fully earned by the Central Union
Telephone Company. It has been possible since the
termination of the receivership to transfer out of suspense
part of the amount carried therein at the close of 1918
and it is expected that the amount remaining will be fur-
ther reduced during the year 1920.

Temporary Cash Investments of $36,574,185.40 repre-
sent this Company’s ownership of $31,500,000 four and
one-half per cent. United States Treasury Certlﬁcates of
Indebtedness and $5,119,550 of Liberty Loan Bonds and
Victory Notes.

During the year capital stock increased $34 100. Of
this $500 was issued for cash at par in accordance with
the terms of the offer to stockholders of record at Decem-
ber 11, 1916. The balance of $33,600 was issued in
the conversion of convertible bonds.




$46,000 of the convertible 414 per cent. gold bonds of
1933 were converted 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 $13,027,500 of these bonds out of a
total of $67,000,000 issued in 1913.

The seven-year 6 per cent. convertible gold bonds ma-
turing August 1, 1925, become convertible into stock after
August 1, 1920, on the basis of $100 of bonds and $6 of
.cash for one share of stock.

As stated in last year’s report, $40,000,000 five-year 6
per cent. gold notes dated February 1, 1919, were sold in
order to provide funds for the payment of an equal amount
of 6 per cent. notes of associated companies maturing on
that date bearing the endorsement of this Company.

The usual financing in anticipation of expected growth
of the Bell System was taken care of by the sale of $50,-
000,000 three-year 6 per cent. gold notes dated October
1, 1919. .

The increase in Other Current Accounts Payable is
accounted for mainly by the inclusion of the Accounts
Payable of the Long Lines Department which at December
31, 1918, under Federal Control were the obligation of
the United States Government, and by amounts left with
this Company by some of the associated companies until
required by them.

All discounts on bonds and note issues are deducted
in determining the net surplus as shown in the balance
sheet.

Notes of associated and other Bell System companies
endorsed by this Company reported at the foot of the
balance sheet at December 31, 1919, consist of $8,500,000
of notes of the 195 Broadway Corporation, due July 1,
1920, which corporation as elsewhere stated owns the
real estate in New York City where the Company’s offices
are now located; and $803,000 of demand notes of asso-
ciated companies. '



CAPITAL STOCK.

Tor the $441,081,200 capital stock $478,520,607.97
has been paid into the treasury of the Company; the
$36,539,407.97 in excess of par value represents premi-
ums on stock which are included as part of the Company’s
surplus.

The book cost of the assets underlying the capital stock
of the American Telephone and Telegraph Company,
including its interest in the assets of its associated com-
panies, amounts to more than $185 for each share of stock.
This amount would be much greater if present costs of
replacement were taken into account.

The number of shareholders, not including employees
purchasing stock under the plan of easy payments, was
120,460 on December 31, 1919, an increase of 8,040 during
the year. That the distribution continues to be more
general appears from the following:

' 111,271 held less than 100 shares each;
8,840 held from 100 to 1,000 shares each;
391 held from 1,000 to 5,000 shares each;
15 held 5,000 shares or more each (omitting brokers,
holders in investment trusts, ete.).

Of the holders of less than 100 shares each,
42,778 held 5 shares or less each;
91,329 held 25 shares or less each.

The average number of shares held was 37,
There are more women shareholders than men.

. About four and one-half per cent. of the stock was at
~ December 31st in the names of brokers and only one and
one-half per cent. of the stock is held in Europe.

To the 120,460 stockholders of record shown above
there should be added some 9,000 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. (19,506 employees have already paid in full for
their stock, and are now stockholders of record.) Count-
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ing these and also those persons whose stock is held for
them in investment trusts and the like, there were prob-
ably at least 140,000 actual owners of stock in this Com-
pany at December.31, 1919.

A second stock purchase plan effective in 1920, by which
employees of one year’s service or more in the Bell System
are aided to become stockholders of this Company to the
extent of a limited number of shares each, for which they
are to pay out of their wages at the rate of a few dollars
a month, was announced the latter part of the year.
Over 50,000 employees in all parts of the country have
applied for shares under this plan.

VALIDITY OF STOCK AND SPECIAL DEMAND NOTES.

A certain stockholder of this Company, Mr. C. H.
Venner, has circularized to some extent, shareholders,
dealers in investment securities, investors and members of
State Utility Commissions, alleging that the Company’s
share capital in excess of $50,000,000 is issued without
authority; that a promise to give him certain information
which he requested, made to him at the annual meeting
was not keptand intimating that the item on the balance
sheet ‘‘Special Demand Notes” covered transactions
either speculative, illegal or forbidden by the charter of
the Company or the statutes of New York.

Although less than one-twentieth of one per cent. of the
shareholders have been stimulated by these circulars to
making inquiries of the Company with reference to their
" subject matter, it has been and is the purpose of the
directors to give to all of the stockholders full information
on the matters involved through the medium of this
report. ,

Share Capitalization. This question, as to the validity
of the stock, has been decided favorably to the stock-
holders. It was in process of adjudication at the
time when Mr. Venner’s circular was written and issued.
He brought suit against the Company asking for an in-
junction against the issue of the convertible bonds author-
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ized by the stockholders at a meeting held on July 3,
1918, in which suit he alleged that any stock issue in
excess of $50,000,000 was invalid, that unreasonable com-
missions were paid to the underwriters of the bond issue
and that insufficient opportunity was given to the stock-
- holders to subscribe for the bonds in question. This suit
was brought in' the Supreme Court of the State of New
York on July 17, 1918. The suit came to trial at about
the time of the issue of his cireular.

A decision was handed down on J anuary 28, 1920, deny-
ing all of his contentions and fully sustaining the validity
~of the outstanding stock of the Company.

Alleged Failure to Give Information. Information was
given which, in the opinion of the Chairman, exactly
fulfilled the promise. This brought forth an inquiry for
more information which was also given. Then followed
twelve more questions. The officers believe that it was
demonstrated that the purpose of this stockholder was
not to acquire legitimate information for legitimate pur-
poses but was to conduct an inquisition to be prolonged
indefinitely for the sole purpose of harassing and annoy-
ing the Company. Therefore, no further information
was given,

Special Demand Notes.  This item has appeared in
the balance sheet in every annual report issued since
and including that of December 31, 1909. Its amount
has varied from $6,575,000 to $34,311,230. Last year it
was $21,583,412.10 and this year it is $12,000,000.

To make this item thoroughly understood, involves
going into considerable detail but as it is likely to appear
for ‘greater or less amounts in subsequent reports, it is
believed to be worth while to do so.

These notes represent advances made to the Atlantic
and Pacific Telephone and Telegraph Company (a com-
pany wholly owned by this Company, incorporated under
the laws of New Jersey), which have been expended by it
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pursuant to the specific directions of this Company in
transactions for this Company. Any profits or losses
arising out of these transactions belong to this Company.
The Atlantic and Pacific Telephone and Telegraph Com-
pany is, therefore, purely an agency of this Company,
this Company being the real principal in all of its trans-
actions. ‘

During the past ten or fifteen years, the Public Service
Commissions, City Councils and other bodies, having
either an interest in or the power of regulation over such
matters, have definitely concluded that duplicated tele-

- phone service is wasteful to the public. We have realized
as well that it was wasteful to those giving the service.

In the report for the year ending December 31, 1909,
Mr. Vail announced a policy and program with reference
to consolidations in the following words:

“INDEPENDENT AND OPPOSITION COMPANIES.

A large number of opposition and independent companies have been
absorbed into the Bell system during the year. Our position has been con-

sistent. Wherever any opposition company can be legally brought into

and made a part of the Bell system, it is done if it can be done to the ad-
vantage of the public, by and with the assent of all parties interested,
including not only the public served, but the public authorities.”

To the direct advantage of the public, in scope and
efficiency of service and reasonableness of rates, and in
the interest of this Company, often under the pressure
of public opinion and always with the approval, or in
conformity with the rulings, of Commissions, Courts and
the Department of Justice, such consolidations have been
made. In anticipation or in consequence of them, stocks,
securities and properties have been purchased. The
profits anticipated from such transactions have not always
been direct, but have come through the greater efficiency
of the exchange service and in tirre through the decreased
expenses or increased earnings of the associated companies.
In these transactions, because of overlapping territory

of the Bell companies and the opposition companies and-

of various diverse interests, it was difficult to allocate the

R SR R
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profits, or losses where there have been losses, and to ad-
just them as between the different associated companies
of the System. It was expected that ultimately securities
acquired would be exchanged for obligations of the asso-
clated companies. This buying, holding and final dis-
position of these stocks and securities and of other
securities which constituted temporary investments has
been conducted through the Atlantic and Pacific Tele-
phone and Telegraph Company.

It has been announced at various times in the annual
reports that this Company was in process of acquiring
larger interests in the associated companies. It has
seemed desirable, in order that the holders of minority
interests should retain an interest in the telephone business
and in order that interest in our Company should be
widely distributed, that payment for minority stock in
associated companies should be made in the stock of this
Company. ;

For the same reasons, it has sometimes seemed desira-
ble that payment for other operating properties should be
made in stock of this Company. Also, for the purpose of
a wider distribution and in order to give the employees
an opportunity to acquire a financial interest in our busi-
ness, stock has been bought for distribution to them.

This Company has generally conducted its transactions
of this character through the Atlantic and Paclﬁc Tele=~

-phone and Telegraph Company.

As between the Atlantic and Pacific Telephone and
Telegraph Company and an associated company in which
this Company holds substantially the same financial
interest, it is not worth while to attempt to assess ac-
curately profits and losses. - The prospective opemting
profits have gone to the operating companies. The im-
mediate book losses, where there have been any, have
through the Atlantlc and Pacific Telephone and Tele-
graph Company remained with this Company.

Taken as a whole, the advantage to the public and the
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value to the stockholders of this elimination of duplica-
tion and this establishment of the Bell System of service
have been beyond estimate. It has seemed to be in line
with conservative management and accounting not to
attempt to set up estimated and prospective profits
against the realized losses which represent an expense
of these consolidations, but, in order that your balance
sheet and your income statement might present con-
servative pictures of the Company’s net worth and
income, profits and losses of the Atlantic and Pacific
Telephone and Telegraph Company have been trans-
ferred to this Company when realized and reserves have
been transferred from this Company to the Atlantie
and Pacific Telephone and Telegraph Company, so that
the amount set against Special Demand Notes has repre-
sented a conservative valuation of the net worth of that
account.

During the past year in the ordinary course of business,
by the payment of a part of the notes of the 195 Broadway
Corporation, by the final disposition of some properties
and the securities connected with them, and by other
transactions, the reduction in amount of these notes has
come about. |

REPORT OF COMMITTEE
ON
SPECIAL DEMAND NOTES.

Your attention is particularly directed to the following
report: ‘

“Report to the Directors of| the American Telephone & Tele-
graph Company of the Committee created by their resolution .
adopted 17th December, 1919. ‘

“]. On 17th December 1919 the following resolution was
adopted by the Board of Directors of the American Telephone
& Telegraph Co. (hereinafter referred to as the American Co.)

“2, ‘RESOLVED: That|a committee be created to con-

sist of Mr. William A. Gaston as chairman, and two other

stockholders of the Company to be designated by him, who
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have neither of them been connected with the transactions
in question or with the direction of the Company’s affairs;
and that said committee be requested to thoroughly investi-
gate the matters referred to in the said letter of C. H. Venner,
and especially the so-called special demand notes of the
Atlantic and Pacific Telephone & Telegraph Company in
the amount of $21,583,412.10, and the transactions in con-
nection with which they were taken, and to report to this
Board as to said matters at the earliest practicable date.’

“Theletter of Mr. C. H.Venner referred to in this resolution

was as follows:— ‘

“3. ‘New Yorxk, Dec. 9th, 1919
‘To THE AMERICAN TELEPHONE & TELEGRAPH Co,
AND ITs BoARD oF DIRECTORS,
195 Broadway, City.
Gentlemen :—

‘Referring to the $21,583,412.10 so-called “Special Demand

Notes” of the Atlantic & Pacific Telephone & Telegraph Co.,
held by the American Telephone & Telegraph Co., and issued
at various times between September 13, 1912, and December
31, 1918, on account of advances to the first named Company,
I beg to advise you that I claim said loans were improperly
made and represent an illegal waste and diversionof the funds
of the American Telephone & Telegraph Co. and that the
Directors who authorized the same or did not record their
objection thereto, are personally liable to said Company for
the full amount thereof with interest.
‘Therefore, as a stockholder of the American Telephone
& Telegraph Co. I respectfully request that you forthwith
cause to be instituted in the name of said Company one or
more appropriate actions to recover from the persons who
have been directors of said Company from September 13,
1912, to the present time (including the estates of deceased
directors), all moneys advanced or paid out by said Com-
pany on account of, or in connection with, the notes and
transactions aforesaid during the respective terms of their
directorship and also on account of any similar notes or
advances during the year 1919.

5
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‘If you will, in good faith, institute and prosecute such
actions, I hereby offer to properly indemnify the said Com-
pany against all expense, loss or damage which it may sus- \
tain by reason thereof, should the same prove unsuccessful.

‘Inasmuch as a majority of the present Directors were
Directors during all the years aforesaid, I deem it proper
also to request that counsel of my selection shall be associ-
ated with the Company’s counsel in the prosecution of any
litigation which may be brought pursuant to this request.

‘Unless within thirty days from date you inform me that
you will promptly comply with the request herein I shall
assume that it has been denied and thereupon will proceed
accordingly.

‘The original of this letter is being mailed to the President
and a signed copy to each Director.

‘Respectiully )
‘(signed) C. H. VENNER.

“Mr. Gaston, who became director of the American Company
after the transactions criticised by Mr. Venner, designated Mr.
Frederic C. Dumaine of Concord, Massachusetts, and Mr.
Arthur Lyman of Waltham, Massachusetts, both of them stock-
holders in the American Co., and neither having been connected
with the transactions in question, or with the direction of the.
American Co.’s affairs. Both accepted, and this report is signed
by all three of the Committee so constituted.

“4. The committee appointed Mr. Arthur D. Hill of the
firh of Hill, Barlow & Homans, 53 State St., Boston, and now
corporation counsel for the City of Boston, as legal counsel,
and Mr. Amos D. Albee of Amos D. Albee Son & Co.,
53 State St., Boston, expert accountant, to thoroughly and crit-
ically investigate the facts and the law concerning the transac-
tions in question, and, after careful consideration, based upon
their examinations, report as follows: The Atlantic & Pacific
Telephone & Telegraph Co. (hereinafter called the Atlantic
Co.) is a corporation organized in 1903 under the laws of New
Jersey originally with a capital stock of $25,000 increased in
1909 to $250,000. The entire capital stock was, always has
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been, and is owned by the American Co., which gave it all its
original assets, nominated and elected its officers, and ab-
solutely controlled its operations. Its only business has been
and is to carry out transactions consisting of the purchase,
sale and exchange of securities for the benefit of the American
Co., and it did so when and as the management of the Am-
erican Co. directed. While in form an independent company,
it is and always had been merely a convenient piece of busi-
ness machinery controlled by the management of the Ameri-
can Co.

“5.  Asthe Atlantic Co. had substantially no resources except
such as it derived from the American, it from time to time
became necessary in order to carry out transactions through
its instrumentality, to provide it with either cash or secur-
ities required. This was done by advances of cash or se-
curities made by or for the account of the American Co.
When such an advance was made it was commonly evidenced
by a demand note from the Atlantic to the American Co.,
and this practice had continued up to 31st December, 1918.

“6. On that date there were outstanding $21,583,412.10
of notes given as evidence of such advances. In the annual
report of the American Co. for 1918 they were carried under
the heading ‘Special Demand Notes’ and are those referred
to by Mr. Venner in his letter. They were given on various
dates between 13th September 1912 and 31st December 1918
in connection with various transactions in which the Atlantic
Company engaged.

“7." Substantially all these transactions related either to the
acquisition of securities representing telephone properties or
to stock in the American Co. sold to its employees and those
of its associated companies or utilized in the acquisition of
other properties. All of them were legal and proper, were
undertaken for the benefit of the American Co. and in the exer-
cise of legitimate business judgment.

“8.  No advances were made or notes given during the year
1919. Between 31st December 1918 and 31st December 1919
the amount of these notes was reduced from $21,583,412.10
to $12,000,000. This reduction of $9,583,412.10 was made
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through the reduction or cancellation of notes in connection
with cash payments or in the adjustment of accounts between
the American Company and the Atlantic Co. in connection
with transfers of securities. The various credits given the
Atlantic Co. on which these cancellations were based, were all
properly made. ‘ 28@1610’?1

“g, In the course of the reduction above noted the American
Co. charged off a loss of $2,182,851.07 on the securities of the
Interstate Independent Telephone Co. of Aurora, Illinois.
These securities were acquired by the Atlantic Co. for the bene-
fit of the American Co. for certain of its subsidiaries, the
liquidation of the Interstate Company and consolidation of its
property with the American Company’s subsidiaries being now
in process with the approval of the Illinois State Public
Utilities Commission. '

“10. In the same reduction, the American Co. also charged
off $67,255.24 as loss on its own stock originally transferred to
the Atlantic Co. in connection with various plans to facilitate
the purchase of stock by employees and to acquire properties
later transferred to trustees under a new stock purchase
plan, the loss as above being taken by the American Co. -

“11. No other losses in connection with this reduction were
taken by the American Co. The other securities transferred
are held by the American Co. as part of its invested funds.
They consist of valuable securities of subsidiary companies
and their acquisition was reasonable and is believed by the Com-
mittee to have been beneficial to the American Co.

“12. During the period in which its notes were reduced as
above stated, the Atlantic Co. charged off a loss of approx-
imately one-half their book value, or $56,250 on $112,350
bonds of the Memphis Telephone Co. which it held. These
bonds are now carried on the Atlantic Co. books at $56,100 and
their interest is guaranteed by the Cumberland Tel. & Tel. Co.,
a successful subsidiary of the American Co. It also charged
off at the same time losses incurred in previous years of $26,-
304.50. This, as hereinafter stated, leaves the remaining notes
adequately secured. These were the only losses taken by the
Atlantic Co. during the period of the reduction of its notes.




60

“13. 'The remaining $12,000,000 notes of the Atlantic Co.
have against them, as appears by the balance sheet of the
Atlantic Co. of 31st December 1919, assets of a book value of
$13,570,050.64. Of the assets, $12,544,997.83 consist of cash
or deposits or income paying securities, and the remainder,
$1,025,052.81, of securities which while perhaps not worth
their book value, have a substantial value. There is a reserve
to take care of these remaining assets of $1,317,370.10. These
notes are, therefore, sufficiently secure.

“14. The expenses connected with the maintenance of the
Atlantic Co. have been moderate and not out of proportion to
its convenience in the business of the American Co. ‘

“15. Everything done by the American Co. and the Atlantic
Co. in the tranactions connected with the notes and their
reduction was legal, within the respective charter powers of the
two companies, and was done in good faith for purposes benefi-
cial to the American Co. and in the exercise of reasonable dis-
cretion. Such losses as were incurred were small in comparison
with the magnitude of the transactions involved and to the
benefits to be reasonably expected to the American Co.

“16.. There was no attempt made to conceal operations of
the Atlantic Co. or its relations to the American Co. from the
public authorities. These were disclosed in the reports for
the year 1916 and earlier years to the Interstate Commerce
Commission and the Massachusetts Public Service Commis-
sion. - Counsel for the Committee were informed by the Ameri-
can Co.’s officers that the Interstate Commerce Commission
in 1917 asked for the omission of all details from reports., TFor
this reason the Atlantic Co.’s statement was not thereafter
included. '

“17. 'The Committee finds nothing to criticise in the action
of the officials of either the American Co. or the Atlantic Co.,
and believes they acted throughout in the faithful discharge
of their duties to the stockholders and to the publiec.

Boston, Feb. 12-20.

“WiLLiam A. Gasron,”
“Freperic C. DuMAINE,”
“ARTHUR Lyman.”
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The foregoing report was considered at a meeting of the
Board of Directors on February 17, 1920, at which meet-
ing the following action upon it was taken:

“RESOLVED: that said report be adopted and that
the Company do not comply with the request that
actions be brought as stated in said letter and that the
President be directed to so inform Mr. Venner.

“REsoLvEp FURTHER: that the report of this Co-
mittee, with a statement of the action of the Direct-
ors thereon, be incorporated in the Annual Report of
the Directors now about to be issued.”

INCREASE OF CAPITAL STOCK.

The limit of the authorized share capital, with a reason-
able reserve against the conversion of the convertible
bonds issued, has been reached. The issue coming due
in 1925 becomes convertible August 1, 1920. In order
to provide against the remote contingency of complete
conversion and to provide for further issue of capital
stock, if and when it shall be found desirable, it is recom-
mended that the authorized share capital of this Company
be increased from $500,000,000 to $750,000,000.

For the Directors,
H. B. THAYER,

President,
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Mlantic and Pacific Telephone and Telegraph Sompany
Balance Sheet, December 31, 1919

. ASSETS.
STocks:
1,472 Shares Lima Tel. and Tel. Co.
Stock (Preferred)............ $ 147,200.00
1,344 Shares Lima Tel. and Tel. Co.
) Stock (Common)............ 134,400.00
5,881 Shares Texas Tel, Co. Stock (Pre-
forred) . ..nvennnnnen . 587,410.88 $ 869,010.88

Bownps AND NoTES:
$43,000 Par 5% Bonds Citizens Ind. Tel. )
Co., Terre «
Haute, Ind,
1936..... ....$ 43,000.00
3,000 ¢ 5% “ Lancaster (Ohio) .
Tel. Co., 1921  3,000.00
56,100 “ 5% Memphis(Tenn.)’
Tel. Co., 1936.  56,100.00
250,000 “ 5% “ Gulf States Tel.
Co., 1931..... 249,472.22
6,346,000 “ 5% “ HomeL.D. Tel.
Co. of San
Francisco,
1032......... 6,346,000.00

755,100 “ 5% “ THome T.and T.

, Co.ofSpokane,
1936......... 730,368.27

60,000 “ 5% “ Houston Home
Tel. Co., 1935. 60,000.00

783,000 “ 6% ‘ Texas Telephone

Company,
1934......... 783,000.00
20,000 “ 6% “ PugetSound Tel.
Co., 1936...... 20,000.00
3,950,000 “ 5% Notes 195 Broadway
Corporation,
920......... 3,950,000.00 $12,241,440.49

Biris RECEIVABLE!:
Postal Tel.-Cable Co. of Texas 5% Demand Notes..... $ 437,641.93

AccounTts RecErvasre—Miscellanecus................. 65.00
CASH AND DEPOBITS. .« evvvvirint et annsenans _21,892.34

$13,570,050.64

LIABILITIES. :

O APITAL STOCK . .ttt ene et innnsnnsraaesaannnns $  250,000.00
Brrs PaYABLE To AMERICAN TEL. AND TEL. Company... 12,000,000.00
RESERVE . - s veveeeassosesnnsenasneannasnersesastnes 1,317,370.10
SIURPLIUB. « o v v e s nesennreestoreoannnonncesanssnesnens 2,680.54

$13,570,050.64

H. BLATR-SMITH, Auditor.
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American Telephone and Telegraph (}ompany

Statement of Earnings and Expenses

FOR THE YEARS 1918 anp 1919,

1918 1919
EarNNGS (See Note) :
Dividends........ooieieiniiiiioi $19,527,451. 00 $16,461,674.20
Interest and other revenue............... 18, 022 '220.18 19,953,436.96
Telephone Traffic Net)................. 4,726,095.86 5,955,048.13
Compensation-—Account Gov’t Contract.. 18,780,395.66  28,132,522.89
Total......... i it $61,056,162.70 $70,502,682.18
EXPENBES.......... R S 6,763,145.98  10,259,204.65
NET EARNINGS. .. .ovvviiviinnenannens $54,293,016.72 - $60,243,387.53
Deduct Interest........covvreeeeeenennn 10,391,694.89  15,847,596.26
Balance............c...ooiinn $43,901,321.83  $44,395,791.27
Deduct Dividends. ............... RRERES 35,229,698.96  35,356,334.46
Balance...........ccoooiiin. $8,671,622.87  $9,039,456 81
Carried to Reserves.................... $5,000,000.00  $5,000,000.00
Carried to Surplus........... e 3,671,622.87 4,039,456.81
Total...ovreeeiiee i $8,671,622.87  $9,039,456.81

Note: Comparison of detailed items of earnings for 1918 and 1919 is

not signifieant, as explained on page 45 of this report.

W. 8. GIFFORD, Vice President and Comptroller.

Annual Earnings and Dividends
Net Dividends Addedto Added to

Revenue. Paid. Reserves. . Surplus.
$5,436,058  $4,078,601  $937,258  $470,199

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

7:835,272 6,534,404 522,247 728,621
10,564,665 8.619,151 728,140 1,217,374
11275702 9,799,118 586,149 890,435

................ 13,034,038 9,866,355 1,743,295 1,424,383

12,970,937 10,195,233 1,773,737 1,001,967
16,269,388 10,943,644 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
................ 26 856 893 20,776,822 - 3,000,000 3,079,071

27733265 22,169,450 2,800,000 2,763,815
32,062,945 26,015,588 2,800,000 3,247,357
32,020,000 27,454,037 2,500,000 2,966,053

................ 32, u34 814 27,572,675 2,500,000 2,262,139
................ 34 618 638 29,100,591 2,500,000 3,018,047

38,013,217 31 122 187 2,500,000 4,391,090
38,471, 106 32 481 614 2,500,000 3,480,492
43, 901 392 35 229 699 5,000,000 3,671,623
44 395 791 35, 356 334 5,000,000 4,039,457

W. 8. GIFFORD, Vice President and Compiroller.
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American Telephone and Telegraph Company
Balance Sheet, December 31, 1918 and 1919

ASSETS.
Dee. 31, 1918 Dec. 31, 1919

Stocks of Associated Companies........ $485,657,616.78  $490,792,063.02

Bonds and Notes of and Advances to
Associated Companies............... 104,256,700.00  162,137,133.88
Stocks of other Bell System Companies.. 52,104,228.83 53,562,188.73
Special Demand Notes....... P 21,583,412.10 12,000,000.00
Telephones........coovvnivienioon. 18,988,928.58 21,287,848.93
Real Estate........... e 509,267.36 3,138,119.01
Office Furniture and Fixtures.......... 288,162.33 336,521.50
Long Lines Plant..................... 75,450,890.26 82,178,606.58

Trustees—Employees’ Stock Purchase
Plans.....ooiiiiiiiiiinin. 1,226,000.25 8,812,799.03

Current Accounts Receivable:

Due from United States Government
account Compensation............ ... ..i.ieues ) 9,483,715.52
Other Current Accounts Receivable... 7,469,934.16 8,737,763.55
Accounts Receivable in Suspense....... 15,300,559.94 10,227,973.3¢4
Deferred Assets......oovevevnenne... *1,002,156.16 .............
Temporary Cash Investments....... ... 5,642,074.94 36,574,185.40
Cash and Deposits.................... 31,675,902.78 27,512,170.11
$821,156,734.47 $926,781,088.60

*Cagh turned over to Postmaster General as Workibg Capital.
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American Telephone and Telegraph Company
Balance Sheet, December 31, 1918 and 1919

(Continued)

LIABILITIES.

Deec. 31, 1918

Deec. 31, 1919

Capital St0CK. ... veeeeeeenennnnnnn $441,947,100.00 $441,981,200.00
238.00

Capital Stock Installments............
49, Collateral Trust Bonds, 1929.......
59, Collateral Trust Bonds, 1946.......

59 Western T. and T. Co. Bonds, 1932."

49, Convertible Bonds, 1936...........
4349 Convertiblé Bonds, 1933.........
6% Convertible Bonds, 1925...........
6% 3-Year Gold Notes, 1922..........
6% 5-Year Gold Notes, 1924...........
Notes Payable to Bankers.............
Dividend Payable January 15th........
Interest and Taxes Accrued not Due....
Current Accounts Payable:
Compensation Due Associated Com-
anies when Collected from United
tates Government...............
Other Current Accounts Payable.......
Employees’ Benefit Fund..............

Reserve for Depreciation and Contin-

BOIICIES . o vttt et e e e
Surplus (Including Capital Stock Premi-
ums and exeluding Debt Discount and
EXpense) vvivevarveneronviininnan.

78,000,000.00  78,000,000.00
78,333,900.00  77,434,900.00
9,985,000.00  9,985,000.00
2,589.000.00  2/589,000.00
13,073,500.00  13,027,500.00
48.353.624.00  48,367,200.00
............ 50,000,000.00
............ 40,000,000.00
4,000,00000 .............
$838942.00  8,839,612.00
477591415  6,408,390.08
............ 7,858,620.83
1,044,742.06  6,363,300.72
2,000,000.00  2,000,000.00
43,900,076.83  47,262,123.43
83,414,607.43  86,663,741.54

$821,156,734.47 $926,781,088.60

Note: Associated and other Bell System Companies’ notes endorsed\by
this Company (amounting to $53,900,000 on December 31, 1918, and to
$9,303,000 on December 31, 1919) are not included in either Assets or

Liabilities.

W. 8. GIFFORD, Vice President and Comptroller
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CABLE ADDRESS
“pigNuUS”
ARTHUR W. TEELE, C. P. A. .
JOHN WHITMORE ; .
HAMILTON 5. CORWIN, C. P. A, Patterson, Teele a/nd Dennas
HAROLD F, LEEMING, C. A. .
A AMNEGIE STEELE. ©. A. Accountants and Auditors
JAMES WILLING C. A.  New York and Boston

Ww. H, STUMPFEL -
&. G. H. FITCH, C, P.'A.

120 Broapway, New Yorx, February 14, 1920.

Mz, Wizniam J. LoD,
Mgz. GroreE B. HaRRis,
Mz. Louis Curmis, ,
SrockuOLDERS COMMITTEE,
AMERICAN TELEPHONE & TELEGRAPH COMPANY.

Sims:

We have audited for the year 1919 the corporate accounts
of the American Telephone & Telegraph Company, as contained
in the books and records of the General and Long Lines Depart-
ments. For the first seven months of 1919 the property of the
latter department was under the supervision, possession, con-
trol and operation of the United States Government, so that
our audit of the operating accounts of this department excludes
this seven months and has been confined to the five months
ending December 31, 1919; but we have verified the additions
to capital of the entire year.

We have verified the compensation allowed by the United
States Government for the use of all the properties of the Bell
System for the entire period of government control.

We have verified for the year 1919 the books of the thirty-
two State Leasing Companies owning the long-distance toll
lines of the Bell System. These accounts are consolidated in
the balance sheet herein referred to and published herewith.

We have also audited for the year 1919 the books and ac-
counts of the Atlantic & Pacific Telephone & Telegraph Com-
pany, 2 corporation owned and financed by the American
Telephone & Telegraph Company, carrying certain investment
securities acquired and held in the interest of the latter com-
pany—all its assets being represented on the balance sheet of
the American Telephone & Telegraph Company by stockhold-
ings in and advances %o the Atlantic & Pacific Telephone &
Telegraph Company, in the aggregate amount of $12,250,000.00.

®
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We have examined the reports of the Associated ahd other
Bell System Companies whose capital stock is carried in the
accompanying balance sheet at $544,354,251.75, or have ob-
tained information equivalent thereto for our purposes, and
have carefully considered the value at which these securities
are carried on the books of the American Telephone & Tele-
graph Company; but we have not audited the books of any of
these Associated and Subsidiary Companies, except those of
the Atlantic & Pacific Telephone & Telegraph Company, as
above stated.

We certify that the accompanying balance sheet is in accord-
ance with the books and fairly sets forth the financial condition
of the American Telephone & Telegraph Company at December
31, 1919; that the net earnings for 1919 were $60,243,387.53,
and that the disposition thereof is correctly shown in the accom-
panying statement of earnings and expenses.

ParrERsoN, TeELE & DENNIS,
Accountants and Auditors.
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