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Report of the Directors
of

American Telephone and Telegraph Company

New York, February 16, 1934.

To THE STOCKHOLDERS:

This country is entitled in good times and bad to the best
possible telephone service at the lowest possible cost. The suc-
cess of the American Telephone and Telegraph Company and
its Associated Companies must be measured by that standard
and depends on giving at all times, day and night, dependable,
accurate and speedy telephone service, constantly improved and
extended in scope by research and invention, at a cost to the
users as low as efficient operation can make it, consistent with
fair treatment of employees and such return to the stockhold-
ers as will insure the financial safety of the enterprise.

Telephone service was never better than in 1933, research
for the future was continued at an adequate level, operations
were carried on economically, wage rates were maintained and
in some instances increased and while due to the reduced vol-
ume of business the System’s earnings of 3.7 per cent on the
cost of plant and other assets were inadequate, the past financial
policy made it possible to continue the dividend to stockholders
at the usual rate.

Prior to 1932, the Company had never in any year paid out
all of its earnings in dividends. Thus, in its nearly fifty years
of existence, it accumulated a surplus, which together with its
proportion of the surplus of its Associated Companies and the
Western Electric Company amounted to $31 per share of its
stock outstanding. In the past two years $6.66 per share of this
surplus, $3.04 in 1932 and $3.62 in 1933, has been used in order
to maintain the dividend on the stock. The Company has no
“watered stock” but, on the contrary, has received an average
of $114 a share for the 18,662,275 shares of stock outstand-
ing. The dividend of $9.00 a share was therefore at the rate of
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6.4 per cent and the 1933 net income of $5.88 per share was 3.8
per cent on the stockholders’ investment, including the surplus.

As stated in the 1932 Annual Report, “during the boom
period, culminating in 1929, in spite of considerable pressure
growing out of the speculative fever, the Company paid no
extra or stock dividends and did not split up its stock.” This
was in accord with the policy followed for many years and
formally stated in 1927—“there is not only no incentive but it
would be contrary to sound policy for the management to earn
speculative or large profits for distribution as ‘melons’ or extra
dividends. On the other hand, payments to stockholders limited
to reasonable regular dividends with their right, as the business
requires new money from time to time, to make further invest-
ments on favorable terms, are to the interest both of the tele-
phone users and of the stockholders.”

This policy has enabled a stability of return to stockholders
during the depression that has in thousands of cases helped to
provide the bare necessities of life for those who have invested
their savings in the business. Of the 681,000 stockholders,
381,000 are women and about 115,000 are Bell System em-
ployees. No stockholder owns as much as one per cent of the
stock outstanding, the average holding per stockholder being
27 shares.

In 1938 there was an improvement in business generally in
which the Bell System shared. While in the first eight months
of the year the System lost 715,000 telephones, during each of
the last four months of the year there was a gain, totalling
85,000, leaving a loss for the year of 630,000 telephones as
compared with a loss of 1,650,000 during 1932. There were
18,163,000 telephones in service at the end of the year—16
per cent below the maximum development reached in 1930.

Toll and long distance conversations were 9 per cent less
than in the previous year, although during the last six months,
with 7 per cent less telephones in service, they were only 2.4 per
cent under the corresponding period of 1932. The total for
1933 was, however, 30 per cent below 1930, the year of maxi-
mum toll and long distance use.

During the year plant which cost $195,000,000 was retired
from service, and total plant added amounted to $164,000,000,
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resulting in a net decrease in plant investment of $31,000,000.
The property was fully maintained and adequate provision
was made for depreciation.

Total assets of the System amounted to $4,907,000,000 at
the end of the year. Cash assets—including funds temporarily
invested in Government obligations—were $218,000,000. In
addition some $3,000,000 was in closed banks against which
amount adequate reserves have been set up. The System has
no bank loans outstanding and no obligations of substantial
amount maturing until 1937, when approximately $42,000,000
of bonds become due.

The total operating revenues of the System were $872,-
400,000, which is 7.7 per cent less than in 1932.

The total expenses of the System were $701,500,000 or 8.7
per cent under the expenses of the previous year. These ex-
penses included taxes of $84,800,000, or an average of about
$6.42 a year per telephone in service.

The net earnings were $182,900,000, a decrease of $11,-
500,000 as compared with 1932. These net earnings were at
the rate of 3.7 per cent on the cost of plant and other assets,
but as less than one-third of the System’s capital obligations are
debt obligations, they were nearly three and one-half times the
System’s interest charges. The net income after interest charges
was short of dividends paid by $54,600,000. As the Western
Electric Company, which is not included in the above figures,
operated at a net loss of about $13,800,000, the net income of
the System, including the Western Electric Company, was
$68,400,000 less than dividends paid. This amount was charged
against surplus.

Treating the System as a whole and including the Western
Electric Company, the 1933 net income after interest charges
amounted to $5.38 per share of American Telephone and
Telegraph Company stock outstanding compared with $5.96
in 1932. Considering the American Telephone and Telegraph
Company by itself, its net income, which includes dividends
received from Associated Companies paid by them in part out
of their surpluses and which does not reflect the Western
Electric Company’s net loss for the year, was $7.87 per share.

Despite the cumulative effects of four years of depression
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with the continued need for every practicable economy in oper-
ation, the Bell System telephone service continued to improve.
In 1933 the best previous service records were well maintained
and in a number of respects further improvement was effected,
including the speedier handling of calls, better business office
service and greater uniformity of performance in all branches
of service.

That the service improvements are appreciated by the pub-
lic is evident from their general comments and from the fact
that there were fewer criticisms in 1933 than ever before.
Since 1929, mistakes by operators have been reduced one-third.
In 1933, more than 99 per cent of the calls were handled with-
out error. Local calls completed on the first attempt have in-
creased from 80.9 to 83.1 per cent. These two items alone mean
better service on about 600,000,000 calls a year. On long
distance and toll board calls the time taken to make the connec-
tion was the lowest and the percentage of calls completed
the highest of record. The average speed of making those
connections, which was 2.8 minutes in 1929, was reduced to 1.6
minutes in 1932 and 1.5 minutes in 1933.

During 1933, through the Bell System’s newest radio-tele-
phone station near Miami, Florida, commercial telephone ser-
vice was inaugurated with Panama and the Canal Zone, Costa
Rica, Guatemala and Nicaragua. A new short-wave channel
across the Pacific to Manila brought the Philippine Islands into
telephone contact with the United States early in the year.
Transatlantic service was broadened to include Jugoslavia and
the principal cities of India, as well as Jerusalem and other
points in Palestine. Ship-to-shore telephone service was ex-
tended to five additional transatlantic liners, making 19 ships
which can now be reached while at sea from any Bell System
telephone.

A coastal radio-telephone station established in the vicinity
of Boston has been in operation during the past year and has
provided experimental telephone service with fishing vessels and
other boats equipped for this class of service. As in the case
of the radio-telephone stations established for service with
transatlantic liners, this coastal station is established as an in-
tegral part of the Bell System and through it connections are
made with the general telephone network of land-lines.






