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Report of the Directors
of
American Telephone and Telegraph Company

New York, March 5, 1925.
To THE STOCKHOLDERS:

Treating this Company and its Associated Companies as a
whole, the percentage of net earnings (i.e., earnings available
for interest, dividends and surplus) to book cost of property
in 1924 was almost exactly the same as in 1914. Your atten-
tion is particularly called to this fact so that the rate adjust-
ments of our Associated Companies as a whole may be under-
stood in their proper light, namely, as adjustments of rates
to the present value of the dollar rather than increases in the
percentage of net earnings on property over what has been cus-
tomary in the past. The only exceptions are in those few
places where rates even before the war were not adequate.

The delay usually attendant upon the consideration of a
proceeding for an increase in telephone rates occasionally
creates a period in the history of an Associated Company
during which its earnings do not adequately meet its full
dividend requirements. During such periods, the companies
usually continue their dividends at their regular rates in the
expectation that their earnings will soon return to a normal
basis and that ultimately the sums taken from surplus to
make up these dividends will be restored. Such an expecta-
tion is reasonable. The capitalization of our Associated
Companies is so conservative that a fair return upon the
value of their property always affords earnings in excess of
dividend requirements. This fact also justifies our con-
fidence that the few cases where rate adjustments are now
pending will be satisfactorily concluded in due course.

During 1924 there were four of our Associated Companies
which paid dividends in part out of accumulated surplus.
Other Associated Companies did not distribute in dividends
their entire earnings, so that as a whole our Associated Com-
panies more than earned their dividends in 1924, and made
additions to surplus.
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The problem of readjustment to the changed condi-
tions accompanying and following the war has been
continuous. In this as in other kinds of business and in
domestic life, there was a rapid increase in wages and in
cost of materials used in operation and maintenance. Be-
tween 1916 and 1920 operation expense per station increased
about 76 per cent and the cost of maintenance about 55
per cent.

THE COST PER STATION OF TELEPHONE SERVICE
BELL SYSTEM
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Since the war there has been a very large increase in the
demand for telephone service and therefore in the construe-
tion of plant to meet that demand. All of that plant has
been built at a very much higher cost per station than before
the war, increasing the annual cost of telephone service by
higher capital charges. That part of the annual cost per
station which varies with cost of plant has increased about 23
per cent since 1920, notwithstanding the noteworthy faet that
the dividend and interest charges of the Bell System in 1914
amounted to 4.96 per cent upon the book value of its prop-
erty, and in 1924 amounted to only 4.87 per cent. Business
which has not grown to the extent of having to increase its
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permanent investment has not felt that class of increases in
annual cost. In the telephone service, because it has grown
faster than others since the war, it has been more apparent.
The public, in demanding more and more telephone service

should understand that it is being rendered by the Company
not only at the largely increased cost of day-by-day operation,
but with the use of plant costing roughly twice as much per
station as the cost before the war. These increased costs are
met only in part by increased charges for services. To a very
appreciable extent they have been met by improved appli-
ances and methods and by the hearty cooperation of the
whole organizatien in an effort to accomplish the greatest
economy and efficiency.

CHANGE IN BELL SYSTEM EXCHANGE RATES SINCE 1913
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Curve 1 shows the increase which has taken place in average living costs since 1913.

Curve 2 shows the inerease in Bell System average exchange rates since 1913 in terms
of money.

Curve 3 shows the decrease in Bell System average exchange rates since 1913 in terms
of cost of living.

The dollar does not go as far to-day in hiring labor or in
meeting the cost of living or in buying commodities in general
as it did ten years ago. Since then the dollar has varied
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widely and irregularly in purchasing power over various types
of commodities and services. These variations make diffi-
cult proper conclusions as to the significance of individual
price changes over the period.

The charges for telephone service have, on the average,
advanced less during the past ten years than wages or the
prices of materials or the cost of living. This is equivalent
to saying that, measured in terms of wages or material prices
or cost of living, the average charge for telephone service has
been reduced. The extent of this reduction is indicated in
the chart on the preceding page showing the change which
has taken place since 1913 in Bell System exchange telephone
rates in terms of cost of living, the latter being used as the
best index of the changes in the purchasing power of the con-
sumers’ dollar.

The relative reduction in telephone rates is, however,
perhaps made clearest by the statement, based on published
statistics covering a considerable number of trades and occupa-
tions, that in 1914 it took an average of 514 hours of labor
upon the part of a wage earner in these occupations to earn
the average cost of a month’s telephone service, while in
1924 it took only 314 hours.

The principles of rate regulation applicable to telephone
service have been greatly clarified in recent years and some of
them have been well established. It is reasonable to expect
that this should simplify the work of both the commissions
and the companies in such rate readjustments as changes in
conditions may make necessary or desirable.

That charges for service should be reasonable, yielding not

less than a fair return upon a fair valuation of the property,
is now the generally accepted principle in rate regulation.
The amount of issued capital and the rate of dividend paid
upon it are matters of judgment on the part of the manage-
ment, and obviously do not furnish a basis for a conclusion
as to reasonable charges for service.

The value of the contract relation of the Company with
the Associated Companies is better understood. In order that |
there may be a nation-wide telephone service extending into
all of the 48 states with their varying laws, there must be and
is, an association of regional corporations (the Bell System). |
In that association your Company performs the functions |

rE
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which bind the regional companies together. For that pur-
pose it holds stock in them. It inter-connects their properties
with lines of communication (the long-distance lines) and it
maintains a headquarters organization which directs or
carries on much work which can be more efficiently carried
on by one for all than by each individually.

It was for that purpose that your Company was instru-
mental in the organization of the Western Electric Company
and its development into the supply organization of the
Bell System. For that purpose departments are maintained
by your Company to promote the art of Telephony by re-
search and experiment, to study operating methods and
accounts, to advise concerning the law applying to telephone
operation. Patents have been acquired by purchase or
development in order that the progress in telephony by the
Associated Companies might be free and uninterrupted.
Recognizing that public opinion is the court of last resort,
your Company has maintained a department whose work is
to prepare and put forth information as to the purposes and
problems and achievements of the Bell System, in order that
they may be given proper weight by the public. In order to
provide a flow of funds for the extension of plant to meet
the demand of the public upon the Associated Companies,
we carry out a well balanced financial programme and have
systematically broadened the market for stock and other securi-
ties by informing and interesting investors. In short, we have
intended to neglect nothing which could contribute to the
giving of economical, adequate and efficient service by the
Associated Companies. For these services we are paid by the
Associated Companies a percentage of their revenue. Every
expenditure we make is directed toward and bound up in the
performance of these services.

It is the purpose of the companies in the Bell System that
the earnings of telephone service shall be fair—no more and
no less. It is for the interest of the public as well as investors,
that they shall be constant and that unnecessary expense
shall be eliminated.

Any effort to procure less than fair rates is misdirected,
increasing the burden of taxation and involving indirect
waste in that it increases the cost of giving telephone service.
If it were successful, it would not be to the permanent advan-
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tage of the people because a poorly paid servant must eventu-
ally be an inefficient one.

In several instances in the past two or three years, our
Associated Companies after decisions by the commissions
which called for rates yielding earnings below living levels,
have appealed to the courts: in some instances to the state
courts and in some to the federal courts. In every case
which has come to final adjudication, their main contentions
have been upheld by the courts.

In each such case, such litigation puts a burden of expense
upon the people and the companies, which ought to be avoided.
The record of the Bell System justifies the presumption that
when its Associated Companies present applications for
increased rates, it is done reluctantly and because changes in
conditions make such action necessary for the protection of
the service. Such applications should be considered thoroughly,
of course, but fairly and promptly, and with the full under-
standing that rates which are insufficient to properly support
the service are as much against the interest of the people as
rates which are exorbitant.

- The continuing great demand for telephone service is
evidence that its value is greatly in excess of its cost to the
people. It is plain that the demand can be supplied only as
long as investment in the business of giving telephone service
is safe and brings a return comparing satisfactorily with
returns from investments in other business enterprises.

Communities need the services of utilities in their home
and business life. Communities are most economically and
best served by those utilities which are able to attract the
capital needed to extend service. These facts have been
recognized by many commissions. Commissions serve the
communities best by being fair both to the utilities and the
users. More and more it is realized that the attitude of a
commission should correspond to that of a court and that
both users and utilities are to be protected if the communities
are to prosper.

Rate regulation by commission is the accepted method of
regulation but it must be impartial. If it is controlled by
personal or party politics it will not survive.

During the year the organization has been greatly
strengthened at headquarters and in the field. As much






