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“The ideal and aim of the American
Telephone and Telegraph Company and
its Associated Companies is a telephone

service for the nation, free, so far as hu-

manly possible, from imperfections, errors
or delays, and enabling anyone anywhere
to pick up a telephone and talk to anyone
else anywhere else, clearly, quickly and at
a reasonable cost.”
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Report of the Directors
of
American Telephone and Telegraph Company

New York, MARCH 1, 1939.

To THE STOCKHOLDERS:

During 1938, the Bell System* had a net gain of about
430,000 telephones compared with 876,000 in 1937. More than
60 per cent of the gain in 1938 was made in the last four
months of the year. At the end of the year there were 15,761,000
telephones in service.

The average daily number of telephone conversations during
the year was 69,900,000, an increase of about 1,100,000 over
1937. While there were about 1.7 per cent more local conversa-
tions, there were 1.4 per cent fewer toll and long distance con-
versations than in the previous year. At the end of the year,
however, the daily number of toll and long distance conver-
sations was somewhat higher than at the end of 1937.

Including the telephones of about 6,500 connecting telephone
companies and more than 25,000 connecting rural lines, there
were at the end of the year approximately 19,900,000 tele-
phones in the United States, practically any one of which can
be connected promptly with any other and with 93 per cent of
the telephones in the world.

——————

In 1938, the Bell System’s gross operating revenue was
$1,052,658,000, approximately the same as in 1937. Due prin-
cipally to increased wages and continued increase in taxes, net
operating income was less by $16,483,000, or 8 per cent. With
a decline in the earnings of Western Electric Company, Inc.,
which were adversely affected largely by a falling off in Bell
System construction activities for the year, other income was
less by $12,794,000. The total net income for the year appli-
cable to American Telephone and Telegraph Company stock
was $155,543,000, or $8.32 per share. This compares with

*“Bell System” statements and data in this report consolidate the accounts and statistics
of the American Telephone and Telegraph Company and its principal telephone subsidiaries,
a list of which appears as section I, page 31.



$9.76 per share in 1937. In 1938, the dividends paid were not
earned by $12,638,000, but in 1937 there was a balance after
dividends of $14,162,000. Thus, for the two years 1938 and
1937 combined, dividends were slightly more than fully earned.

Cash assets of the System at the end of the year, including
funds temporarily invested in Government obligations, were
$135,965,000, of which this Company held $96,911,000.

During the year, plant additions amounted to $296,800,000
and plant retirements to $197,300,000, resulting in a net in-
crease in plant of $99,500,000, or 2.3 per cent. This compares
with a net increase in plant of $130,300,000 in 1937.

Total assets of the Bell System at the end of 1938 amounted
to $5,119,100,000. Of these assets, $4,489,100,000 was tele-
phone plant and equipment against which there were depreci-
ation and amortization reserves of $1,253,100,000, or 27.9
per cent. The investment in telephone plant at the end of 1938
was equal to $285 per telephone.

—_————

Taxes continued to rise and the total, including taxes
charged to construction, amounted to $147,400,000, an in-
crease of $9,700,000 over 1937. Taxes in 1938 were $53,000,000
greater than in 1935. Thusin three years, there was an increase
of 56 per cent. Taxes in 1938 were equal to $7.54 per share of
common stock outstanding as against $4.83 per share in 1935,
an increase of $2.71 per share. Taxes in 1938 were equal to
about 80 cents per month per telephone, or 14 per cent of the
average telephone bill, or about one third of the total payroll.

During 1938, the Mountain States Telephone and Telegraph
Company sold $30,000,000 of 3149 Debentures due in 1968.
The Southwestern Bell Telephone Company sold $30,000,000
of 3% Mortgage Bonds duein 1968, and retired its $21,785,500,
7% Cumulative Preferred Stock. The New England Telephone
and Telegraph Company sold $20,000,000 of 3249% Mortgage
Bonds due in 1968. The Chesapeake and Potomac Telephone




M ey

Company of Virginia sold $4,000,000 of 114%—29% Serial
Notes and retired its $3,855,700 of 5% Mortgage Bonds due in
1943. The Diamond State Telephone Company sold $3,000,000
of 3% Debentures due in 1968 and retired its $500,000, 6259,
Cumulative Preferred Stock. The American Telephone and
Telegraph Company and its principal telephone subsidiaries
retired $17,963,000 of their 49, Notes held by the Trustee of
their respective Pension Funds. These and other miscellaneous
transactions during 1938 resulted for the System in a decrease
of $22,000,000 in preferred stocks outstanding and a net in-
crease of $65,000,000 in debt, or a net increase in total capital
obligations of $43,000,000.

At the end of 1938, there were 647,000 stockholders of record
of the American Telephone and Telegraph Company. The aver-
age number of shares held per stockholder was 29. Geographi-
cally, the stock was widely held. No stockholder held as much
as one per cent of the total stock. Approximately one fourth of
the Bell System employees owned stock in the Company.

The sales of the Western Electric Company, over g9 per cent
of the capital stock of which is owned by the American Tele-
phone and Telegraph Company and which manufactures and
supplies most of the telephone equipment used in the Bell Sys-
tem, were $175,163,000 in 1938, a decrease of $28,304,000, or
14 per cent, as compared with 1937. Its sales were 57 per cent
less than those of its 1929 peak of $411,000,000. The Western
Electric Company, including its subsidiaries, had net earn-
ings, after interest charges, of $5,734,000 in 1938, as compared
with $19,514,000 in 1937.

—_——

An important rate case disposed of in 1938 was that of The
Ohio Bell Telephone Company, started by the Public Utilities
Commission of Ohio in 1924. That company, the stock of which
is over gg per cent owned by the American Telephone and Tele-



graph Company, is now making refunds to customers of charges
collected prior to 1933, which with interest total about
$7,200,000. This amount is less than the reserve which that
company had set up against a possible refund.

Bell System rate changes in 1938, although they resulted in
a net reduction of some $4,500,000 annually, included upward
adjustments in some places where revenues were less than ade-
quate. Rising costs, notably wages and taxes, are not only
largely arresting the downward trend in telephone rates but
may require some increases in rates in other places in spite
of every effort to offset higher expenses through developments
in the art, improvements in operating methods and rigid
economies.

The prime purpose of the Bell System is to furnish telephone
service. As each year sees the service better than the year be-
fore, comparisons of today’s service with that of a relatively
short time ago show striking improvements. Until 1927, the
longest distance a telephone call could be made was about
3,000 miles; today there is no limit. One can talk around the
world. Improvements in the quality of transmission, that is,
the clearness and the ability to understand conversation, have
been especially marked. The improvement in transmission
on a call from New York to San Francisco as compared
with twenty years ago, which was shortly after transconti-
nental service was inaugurated, is roughly equivalent to the
difference between conversing in an open field at a distance
of several hundred feet and conversing within the same room.
Incidentally, the cost of a three minute New York to San
Francisco call then was $18.50. Now it is $6.50 and for nights
and Sundays, $4.25. Ten years ago it took on the average 3.2
days from the time an order for a new telephone was received
to have it installed. Today the average time is 1.4 days. Also
ten years ago a telephone subscriber had some trouble with his
telephone or his telephone line about once in a year and a half
on the average. Today he has trouble only once in over two
years. Ten years ago the average time required to make a toll




or long distance connection was 3.0 minutes, having been re-
duced during the preceding five years from 7.5 minutes. Today
the average time is 1.4 minutes and 93 per cent of long distance
calls are handled without the person who is calling hanging
up the telephone. These are a few high spot illustrations of

improvements that have already taken place.

It is necessary that the service be pleasing as well as efficient.
Much progress has been made to this end. Not only telephone
operators but telephone employees who install telephones,
construct plant, make repairs, take orders for new service,
receive collections and answer requests for miscellaneous in-
formation, are known generally for their courteous and con-
siderate treatment of those with whom they transact business
and meet in the course of their work.

During 1938, a direct radio telephone circuit to Australia
was established from San Francisco, replacing the original
route from New York via London. This new circuit is several
thousand miles shorter and made possible a substantial reduc-
tion in the charge for a call to or from Australia.

Also, during the year arrangements were made for direct cir-
cuits to Switzerland, Italy and Germany. When necessary
equipment with which it is planned to operate the new circuits
is installed in those three countries and tests are completed,
service will be established through Bell System facilities which
are already available. At present, calls from the United States
reach the above named countries over combined radio and wire
circuits through London.

Further progress was made with the single side band radio
telephone system, introduced during 1937, and it has been pos-
sible to obtain an additional telephone circuit from each of two
existing short wave radio channels to London, which previ-
ously provided but one circuit apiece.

The ocean liner Nieuw Amsterdam was added to those with
which the Bell System operates ship-to-shore radio telephone
service. More than five hundred additional yachts, tugboats
and fishing craft were equipped during the year to receive ser-






