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OVERSEAS TELEPHONE SERVICE OF THE BELL SYSTEM
CONNECTING 93% OF THE WORLDS 33,100,000 TELEPHONES
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Figures indicate the number of telephones which may be connected with Bell System

telephones = Fifty - one per cent of the world's telephones are in the United States.




Report of the Directors
of

American Telephone and Telegraph Company

New York, March 1, 1935.

To THE STOCKHOLDERS

The business of the Bell System for 1984 showed improve-
ment over that of 1933. Although the average number of tele-
phones in service during the year was about the same as in 1933,
there were 2 per cent more Bell System telephones in service at
the end of 1934 than at the beginning. The net gain of 298,000
telephones for the year compares with a net loss of 630,000 in
1983. At the end of the year there were 13,458,000 Bell tele-
phones in service—14 per cent below the maximum develop-
ment reached in 1980. Including telephones of about 6,700
connecting telephone companies and 25,300 connecting rural
lines, there are about 16,800,000 telephones in the United
States practically any one of which can be connected promptly
with any other.

The total number of local telephone calls for the year was 2.6
per cent greater and the total number of toll and long distance
calls was 4.6 per cent greater than in 1933. This reflects a some-
what greater use on the average of each telephone in service.

During the year plant which cost $167,000,000 was retired
from service, and total plant added amounted to $174,500,000,
resulting in a net increase in plant of $7,500,000. The property
was fully maintained and adequate provision was made for
depreciation.

Total assets of the System amounted to $4,977,000,000 at
the end of the year. System cash assets—including funds
temporarily invested in Government obligations—were $255,-
000,000, of which amount the American Telephone and Tele-
graph Company held $199,000,000. The American Telephone
and Telegraph Company has no loans from its Associated or
subsidiary companies.
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Total operating revenues of the System were $884,500,000
and total expenses $705,500,000. These expenses included
taxes of $89,500,000, an average of $6.76 per telephone in
service. Operating earnings were $179,000,000 and other earn-
ings—net, after reflecting the loss for the year of the Western
Electric Company, Inc., were $3,900,000. The total net earn-
ings of $182,900,000 were $14,000,000 greater than in 1933.

The American Telephone and Telegraph Company’s pro-
portion of the net income of the System, that is, of the net
earnings after interest deductions, and after dividends on pre-
ferred stocks of Associated Companies, was $111,167,554 or
$5.96 per share of the Company’s stock outstanding compared
with $5.38 in 1933. This was short of dividends declared in
1934 by $56,792,921, which amount was taken from the surplus
of the System.

The Company has 18,662,275 shares of stock outstanding for
which it has received $268,749,078 in excess of par or an aver-
age of $14.40 a share in excess of the par value of $100.00. The
Company’s surplus, together with its proportion of the sur-
pluses of its associated telephone companies and other con-
trolled companies, including the Western Electric Company,
amounted on December 31, 1934, to $21.50 a share, of which
$4.30 has been appropriated for contingencies, including pos-
sible refunds incident to rate cases. The $9.00 per share divi-
dend was at the rate of 6.6 per cent and the 1934 System’s net
income of $5.96 per share was 4.4 per cent on the stockholders’
investment, including the surplus.

There were 675,000 stockholders of the American Telephone
and Telegraph Company on December 31, 1934. About 379,-
000 stockholders are women and more than 100,000 are Bell
System employees. No stockholder owns as much as one per
cent of the stock outstanding, the average holding per stock-
holder being 28 shares.

The quality of telephone service, local, toll and long distance,
was maintained throughout 1934 on a high level. Criticisms
per 1,000 telephones were the lowest on record. More than
nine out of every ten long distance calls were completed while
the customer remained at his telephone. In no important item
was there any falling off in quality of telephone service and in
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many items there was improvement. Telephone service today
is more uniformly good than ever before.

Continuous improvement in telephone service does not just
happen. Almost at the beginning of telephone history
Alexander Graham Bell and his associates realized that a par-
ticular kind of organization was needed for developing inter-
connecting universal telephone communication in all its possi-
bilities.

The fundamentals of such an organization are:

1. A central administrative co-ordination and the decen-

tralizing and localizing of operations in regional organi-
zations.

2. Long distance or through trunk lines connecting regional
operating units.

3. A manufacturing organization to manufacture the intri-
cate and sensitive apparatus.

4. A central bureau for scientific research and for develop-
ment of technique of operation.

The organization of the Bell System meets these essentials.
The American Telephone and Telegraph Company controls,
through stock ownership, most of the Bell Telephone Com-
panies—regional companies operating throughout the United
States; the Long Distance Lines, owned and operated by the
American Telephone and Telegraph Company, connect the
systems of these regional companies; the Western Electric
Company, Inc., controlled through stock ownership by the
American Telephone and Telegraph Company, furnishes eco-
nomical equipment of the latest and most improved design and
manufacture; the central organization of the American Tele-
phone and Telegraph Company, together with the Bell Tele-
phone Laboratories, provides scientific research and develop-
ment, technical knowledge and standardization of methods in
all departments of work. This structure coincides closely with
a theoretically sound set-up adapted to the peculiar needs
growing out of the character of the business.

It is this form of organization and the interrelation of its
parts, in effect in the Bell System for more than fifty years or
since the very beginning of its existence, which makes possible
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in the United States telephone service that is generally
acknowledged to be the best in the world.

Early in December transpacific radio telephone service to
Japan was inaugurated over a new direct circuit from the Bell
System’s Pacific Coast stations. Another transpacific radio
telephone ecircuit established during 1934 affords direct contact
with Java which previously was reached through London and
Amsterdam. In addition to Japan and Java, the Pacific Coast
stations connect with Honolulu and Manila.

Additional countries reached over existing radio circuits dur-
ing the year included Syria, Tunisia, Algeria, French Moroeco
and French Indo-China while service was extended to addi-
tional points in Brazil, Colombia, India, Palestine and Egypt.
These overseas extensions brought the total number of coun-
tries that can be reached from Bell System telephones to sixty.
Only three countries in the world with more than 100,000 tele-
phones each—Russia, China and New Zealand—cannot be
reached by telephone from the United States.

The research and development work of the Bell Telephone
Laboratories is fundamental to improvement in telephone
service and further economy in operation.

A new telephone instrument which includes in the base of
the telephone itself the bell and other equipment hitherto
mounted in a separate apparatus box, is undergoing service
trial. This new arrangement has been accomplished as a result
of research work which has made it possible to reduce the size
and increase the efficiency of the different pieces of apparatus.
The new design will not only simplify installation but will also
improve the appearance and arrangement at the subscriber’s
telephone.

An entirely new automatic central office switching system for
use in large cities has been developed, and engineering and
manufacturing are in progress for trial installations. This new
system promises to be cheaper both in first cost and main-
tenance than the present form of machine switching and will
operate satisfactorily with existing switchboards of all types.
The flexibility and rugged construction of the new apparatus
employed makes it useful also for other applications, for ex-
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ample, in small private branch exchanges and in central offices
in certain small communities where the giving of satisfactory
twenty-four hour a day service is difficult.

A radically new form of transmission cable adaptable for use
either overhead or underground on heavy traffic toll or long
distance routes has reached the stage where a large trial in-
stallation is to be made. In this new form the cable is a
small and simple structure. It is equipped with many inter-
mediate amplifiers and provides a large number of independent
circuits. In addition the new form of cable will provide ex-
treme flexibility of usage for all classes of telephone and tele-
graph circuits without necessity for modification of the outside
plant such as is now required where certain types of service
are to be provided for. Further, the new type of cable is
expected to be suitable for television transmission.

In June, 1934, Congress enacted and the President approved
an act entitled the “Communications Act of 1934” creating a
new commission to be known as the “Federal Communications
Commission.” Broadly speaking, although some changes have
been made in the regulatory provisions applicable to communi-
cation companies heretofore contained in the Act to Regulate
Commerce and the Radio Act, the effect of the new Act is to
transfer to the Federal Communications Commission the juris-
diction and powers with respect to telephone (and other wire
and radio) companies that in the past have been exercised by
the Interstate Commerce Commission and the Radio Commis-
sion. As provided in the Communications Act of 1934, the
Federal Communications Commission has entered upon an in-
vestigation of the business of telephone carriers subject to the
Act. The American Telephone and Telegraph Company and
all Bell System Companies are co-operating with the Com-
mission with a view to facilitating this investigation in every
way to the end that the Commission may be fully informed
concerning the business of the Bell System and the manner in
which it is conducted.

During 1934, there were reductions in telephone rates
amounting on an annual basis to about $3,800,000. In addi-
tion to these reductions, refunds to telephone subscribers of
charges collected in the past are being made by two of the






