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Report of the Directors
of

American Telephone and Telegraph Company

New York, March 2, 1936.

To THE STOCKHOLDERS:

The number of Bell System telephones in service increased
466,500 in 1935. The increase in 1934 was 298,000. With
13,844,000 Bell telephones in service at the end of the year, the
System still had to gain 1,746,000 telephones to attain its
maximum development which was reached in 1930.

Including the telephones of about 6,600 connecting com-
panies and 25,200 connecting rural lines, there were at the end
of the year approximately 17,350,000 telephones in the United
States practically any one of which can be connected promptly
with any other. Further extensions were made in overseas radio
telephone service and at the end of the year 67 countries could
be reached by telephone.

The average daily number of telephone calls during the year
was 61,000,000. There were 4.1 per cent more local calls and 4.6
per cent more toll and long distance calls in 1935 than in 1934.

Total operating revenues of the System were $934,400,000
and total operating expenses were $651,400,000. Taxes were
$95,900,000. Operating earnings after taxes were $187,000,000
and other earnings were $12,900,000. The total net earnings
before deducting interest and dividends were $199,900,000, an
increase of $17,000,000 over 1934.

The net income of the System applicable to stock of the
American Telephone and Telegraph Company was $132,794,-
782, or $7.11 per share, compared with $5.96 per share in 1934.
This was short of dividends paid in 1935 by $35,165,693, which
amount was taken from the surplus of the System.

On December 81, 1935, the Company’s surplus, including
$64,664,000 reserved for general contingencies, was $248,403,-
000. This surplus, together with the Company’s proportion of
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the surplus of its Associated Telephone Companies and other
controlled companies including the Western Electric Com-
pany, Inc., and its subsidiaries, amounted to $19.02 a share, of
which $4.61 a share is reserved for contingencies.

There were 657,000 stockholders of the American Telephone
and Telegraph Company at the end of the year. They owned
18,662,275 shares of stock for which the Company has received
$268,749,078 in excess of par, or an average of $114.40 per
share. Thus the stockholders’ investment, including the $19.02
per share equity in the surplus of the System, is $133.42 per
share. The $9 per share dividend was at the rate of 6.7 per cent
and the $7.11 per share earned was 5.8 per cent on this invest-
ment. The average number of shares held per stockholder was
28. More than half of the stockholders are women and no stock-
holder owns as much as one per cent of the total stock. More
than one-third of Bell System employees own stock in the
Company.

In 19385, the Illinois Bell Telephone Company sold $45,000,-
000 of 8% per cent mortgage bonds due in 1970 and retired
$48,726,200 of 5 per cent mortgage bonds due in 1956. The
Southwestern Bell Telephone Company sold $45,000,000 of
3% per cent mortgage bonds due in 1964 and on February 1,
1936 retired $48,836,600 of 5 per cent mortgage bonds due in
1954. Also during the year the Western Electric Company
paid off out of cash assets its $35,000,000 of 5 per cent bonds
which were not due until 1944. As a result of these transactions
and other changes in debt, the total reduction in the long term
debt of the System, including the Western Electric Company,
was about $44,000,000.

At the end of 1935, the total assets of the Bell System were
$5,059,000,000, of which $4,266,000,000 were invested in tele-
phone plant. During the year plant additions amounted to
$185,000,000, and plant retirements to $167,000,000, resulting
in a net increase in plant of $18,000,000.

Cash assets of the System at the end of the year, including
funds temporarily invested in Government obligations, but ex-
clusive of $44,000,000 deposited for retirement of Southwestern
Bell 5 per cent bonds on February 1, 1936, were $268,000,000,
of which amount the American Telephone and Telegraph Com-
pany held $213,000,000.
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Bell System taxes continued to increase and the 1935 total

of $95,900,000 was at the rate of $7.06 per year per telephone
in service. As a result of legislation passed in 1935, Federal
taxes alone will be increased in 1936, without considering the
effect of any change in payroll or earnings, by about $9,000,000
of which some $4,000,000 is the new tax for unemployment
compensation.

The high standards of telephone service were fully main-
tained in 1985, and further improvements were made. De-
spite the necessity for all practicable economies during the
depression, service which was good in 1929 was substantially
better in 1935.

During 1935, 83.1 per cent of all local calls were completed
on the first attempt as compared with 80.9 per cent in 1929
and the fact that the telephone was busy or was not answered
accounted for nearly all the calls not completed immediately.
In these six years operating errors on local calls decreased 40
per cent; dial service improved through a 12 per cent decrease
in irregular uses by the person dialing and a 40 per cent de-
crease in operating and equipment irregularities. The average
time required for long distance connections was reduced from
2.8 to 1.4 minutes and 92 per cent of these calls were handled
while the person calling remained at the telephone, as compared
with 71 per cent in 1929. As a result of these and other better-
ments, 750,000,000 calls, or about 8 per cent of the total calls in
1935, were handled with much more satisfaction to telephone
users than would have been the case in 1929. That this improve-
ment is appreciated is evidenced by the commendations received
from users and by the fact that eriticisms of local and toll ser-
vice in 1935 were less than one-third those in 1929,

Ninety-five out of every 100 telephones were installed in
1935 under the practice of arranging with the customer to
install his telephone at a definite time agreed on, as compared
with 57 out of every 100 in 1929. A subscriber’s line and
telephone were in trouble on the average only once in 23.6
months, as compared with 20 months, and the percentage of
troubles cleared on the day reported increased from 87 to 96.
The percentage of long distance calls affected by unsatisfactory
transmission was reduced nearly one-half,
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Service in telephone company business offices improved in
all respects. Accuracy of telephone directories was good in
1929, but there were 45 per cent fewer errors in 1935.

It is not enough that general averages should be satisfactory.
It is also very important to keep at a minimum the cases of
individual telephone users or groups who for one reason or an-
other may temporarily be receiving service that is below aver-
age and that is not satisfactory. There has been steady im-
provement in the uniformity of good service, with 1985 a record
year.

In 1935, two additional countries in the Caribbean area—
Dominican Republic and Honduras—were brought within
reach of telephones in the United States through direct connec-
tion with a radio telephone station of the Bell System located
near Miami, Florida. Also overseas telephone service was ex-
tended to include Paraguay and Iceland. At the end of the
year ship-to-shore telephone service was available to 20 trans-
atlantic liners.

To illustrate the progress in overseas radio telephone service
since its inauguration in 1927, a demonstration conversation
was held successfully in April over a wire and radio circuit
completely circling the world. The speakers were in adjoining
offices in New York City. With the co-operation of telephone
administrations abroad, existing wire and radio circuits were
joined so that the voice of one speaker traveled around the
world in a quarter of a second going by wire to San Francisco,
by radio through Java to Amsterdam, through cable and wire
to London and across the Atlantic to New York by radio. The
answering voice followed the same route but traveled in the
opposite direction.

The volume of overseas telephone messages in 1935 was 13
per cent greater than in 1934 and the number of calls on Christ-
mas Day, 1935, was the highest on record for any day since the
inauguration of the overseas service.

In the vicinity of Seattle, Washington, a coastal radio tele-
phone station was established during the year to provide com-
munication with ships equipped for radio telephone service in
Puget Sound. Through this station, connections are made
between the ships and the general telephone network of land
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lines. A similar station has been operating for some time in
the vicinity of Boston, serving fishing boats plying out of
that port.

Research and development work progressed satisfactorily on
broad band systems of transmission which will provide an in-
creased number of independent communication channels over
existing types of open-wire and cable circuits. Work on the
terminal and intermediate equipment for these systems and for
the radically new form of transmission cable, referred to in the
1934 Annual Report, was also vigorously pushed during the
yvear. While a considerable number of miles of this cable have
been satisfactorily manufactured and a mile or so has been suc-
cessfully installed, the large trial installation referred to last
year has been somewhat delayed.

During the year the original long wave radio circuit between
New York and London was equipped with an improved five-
band privacy system designed still further to enhance the
privacy of two-way radio telephony. In addition to increasing
the number of bands in the privacy system, the equipment now
under service trial is provided with synchronous switching at
each terminal for frequently changing the arrangement of the
bands and thus still further decreasing the liability of intelli-
gible overhearing.

The hurricane which devastated the Florida Keys in the
early fall destroyed about forty miles of railroad right of way
and the telephone lines located on it. Telephone service through
Miami to Key West and Cuba was restored within a few days
by bridging the gap in the wire lines temporarily with small
radio telephone transmitting and receiving sets, which had been
developed for airplane use. The fact that such sets were avail-
able and could be used in this fashion is an illustration of the
value to the ordinary services of communication of prosecuting
research and development work in the adjunct services.

In the field of materials there were important developments
during the past year in the production of a new molybdenum-
permalloy alloy which results in loading coils of smaller size
and lower cost; in the development of a lead calcium battery
alloy which provides the advantages of less obnoxious gas and
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less waste of power in storage batteries; and in the development
of a new form of rubber insulating material having very low
moisture absorption and great stability for underground use.

Intercommunication by telephone on a nation-wide scale can
be accomplished to the satisfaction of telephone users only
through an integrated system national in scope. The Bell
System is one organic whole—research, engineering, manufac-
ture, supply and operation. It is a highly developed relation-
ship in which all functions operate to make a universal nation-
wide interconnected service. The thousands of telephone com-
panies and rural telephone lines which are neither owned nor
controlled by the Bell System are co-ordinated for this nation-
wide service by connection with the System.

Except for some 7 per cent of the total common stocks of its
Associated Telephone Companies, the common stocks of these
companies and the earnings thereon belong to the American
Telephone and Telegraph Company. Likewise, except for
about one-half of 1 per cent of the stock of the Western Electric
Company, the stock of that Company and the earnings thereon
—the three years prior to 1935 each showed a loss—belong to
the American Telephone and Telegraph Company.

The Associated Telephone Companies have the benefit of
research and other services under license contracts for which
they pay one and one-half per cent of their gross revenues.
The expense of performing the research and other services
thereunder exceeds the payment and to that extent a loss is in-
curred by the American Telephone and Telegraph Company.

In addition, the Company owns and operates directly some
$485,000,000 of long lines telephone plant, the earnings on
which also belong to it.

The American Telephone and Telegraph Company in turn
belongs to 657,000 stockholders. In short, all profits, less any
losses, in the Bell System from telephone operations, manufac-
turing, license contracts and operation of long distance plant,
after the payment of interest on debt and dividends on preferred
stocks outstanding and with the minor exceptions noted above,
belong to these 657,000 stockholders. These profits, less losses,
that is, the net income applicable to American Telephone and
Telegraph Company stock from all sources, amounted in 1935
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