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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 35, 1940.

To THE STOCKHOLDERS:

During 1939, the Bell System™® gained 775,000 telephones
compared with 430,000 in 1938 and 876,000 in 1937. At the
end of the year an all time high of 16,536,000 Bell System tele-
phones in service was reached.

Also a new high record was the number of Bell System tele-
phone conversations in 1939 with local conversations well
above, and toll and long distance conversations slightly below,
the previous high. The daily average number was 73,802,000,
an increase of 3,906,000 over 1938. There were 5.6 per cent
more local conversations and §.5 per cent more toll and long
distance conversations than in 1938.

About 6,500 independently owned telephone companies and
more than 40,000 rural lines in the United States have direct
or indirect connecting arrangements with the Bell System and
share with it the responsibility of furnishing nation-wide tele-
phone service. Including the approximately 4,200,000 tele-
phones of connecting telephone companies and rural lines,
there were at the end of 1939, about 20,750,000 telephones in
the United States, practically any one of which can be con-
nected promptly not only with any other but with 93 per cent
of the telephones in the world, except for those under re-
strictions in certain countries on account of war. While the
total number of telephones in the United States at the end of
1939 was the largest that it ever has been, the number of tele-
phones per 100 population was 15.9 which is slightly lower than
the previous high of 16.4 in 1930. Thus, the increase in the
number of telephones over 1930 was a little less, proportion-
ately, than the increase in population.

*‘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 a@l appears as section I, page 31.
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In 1939, the Bell System gross operating revenue was
$1,107,188,000, an increase of $54,530,000 over 1938, and the
most in the history of the System. The total net income of
the System applicable to American Telephone and Telegraph
Company stock was $190,281,000, an increase of $34,738,000
over 1938.

The American Telephone and Telegraph Company earned
$9.24 per share in 1939, as compared with $8.16 per share
in 1938. The total net income of the System applicable to
American Telephone and Telegraph Company stock was $10.18
per share, as compared with $8.32 in 1938.

Cash assets of the System at the end of the year, including
funds temporarily invested in Government obligations, were
$149,721,000, of which this Company held $118,066,000. In
addition, the Western Electric Company, Inc., over g9 per
cent of whose capital stock is owned by the American Tele-
phone and Telegraph Company, had cash assets at the end of
1939 of $27,065,000.
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During the year, gross additions to telephone plant amounted
to $314,925,000 and retirements to $213,493,000, resulting in a
net increase of $101,432,000 or 2.3 per cent. This compares
with a net increase of $99,529,000 in 1938.

The investment in telephone plant at the end of 1939
amounted to $4,590,510,000. The increase in plant investment
during the 1930’s, that is, during the ten years ending with
December 31, 1939, was $885,000,000, which is about one-
third of the increase of $2,469,000,000 during the ten years
ending with December 31, 1929. The depreciation and amorti-
zation reserves at the end of 1939 amounted to $1,304,376,000,
or 28 per cent of the investment in plant.

The total capital obligations of the System, including capital
stock premiums and surplus, at the end of the year were
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$3,697,122,000, of which funded debt and pension fund notes
amounted to $1,100,721,000, or only 30 per cent. The cor-
responding ratio of debt to total capital obligations at the end
of 1919 was 45 per cent and at the end of 1929 was 34 per
cent.

—————

Taxes continued to rise and the total for 1939, including
taxes charged to construction, amounted to $158,905,000, an
increase of $11,474,000 over 1938, which year in turn showed
an increase of $9,748,000 over 1937. Taxes in 1939 were equal
to about 82 cents per month per telephone.

During 1939, the Southern Bell Telephone and Telegraph
Company sold $25,000,000 of 3% Debentures due in 1979.
The New York Telephone Company sold $75,000,000 of 334%
Mortgage Bonds due in 1964, and paid at maturity $60,946,185
of 4749 Mortgage Bonds due November 1, 1939. The New
England Telephone and Telegraph Company paid a real estate
mortgage of $2,000,000 due March 29, 1939. The American
Telephone and Telegraph Company and its principal telephone
subsidiaries retired $12,539,000 of their 4% Notes held by
the Trustee of their respective Pension Funds. These and other
miscellaneous transactions during 1939 resulted for the System
in a net increase of $24,552,000 in outstanding debt obliga-
tions.

—_—————

At the end of 1939, there were 636,800 stockholders of
record of the American Telephone and Telegraph Company.
While this is 75,400 below the high number reached in 1932, it
is 167,000 more than ten years ago. The average number of
shares held per stockholder at the end of 1939 was 29. Geo-
graphically, the stock was widely held. Approximately one-
quarter of the Bell System employees own stock in the Company.




No stockholder holds as much as 1 per cent of the total stock.
Of the total stockholders, 215,000 held from one to five shares
each and 601,000 held less than 100 shares each. The 35,000
stockholders, including many large institutions, who own 100
shares or more were 5.6 per cent of the total number of stock-
holders and held 5o per cent of the total stock.

The sales of the Western Electric Company, which manufac-
tures and supplies most of the telephone equipment used in
the Bell System, were $186,860,000 in 1939, an increase of
$11,697,000, or 6.7 per cent over 1938. The Western Electric
Company, including its subsidiaries, had net earnings, after
interest charges, of $16,476,000 in 1939, as compared with
$5,734,000 in 1938 and $19,514,000 in 1937. These 1939 earn-
ings are after an initial appropriation of $1,045,000 to an
Employment Stabilization Reserve, which the company hopes
will become of real help in dealing with its employment con-
ditions which are fundamentally less stable than those of
telephone operating companies.

As bearing on the possible effect of the profits of the Western
Electric Company on telephone rates, it is of interest to note
that the Federal Communications Commission, in its Report
on its Special Telephone Investigation, shows the average
return to the Western Electric Company on its net invest-
ment for the years 1920 to 1936 inclusive, to have been
less than 7 per cent. These earnings of the Western Electric
Company on its investment are low as compared with those
made during the same period by comparable large,' suc-
cessful manufacturing companies, and, of course, neither
the Western Electric Company nor any other company
could remain in business year after year unless, in the long
run, it made a profit. The profits of the Western Electric
Company, which have been reasonable and proper, represent
a relatively small item in the cost of telephone service, some-
thing less than 2 per cent.



Bell System rate changes in 1939 resulted in a net reduction
of some $4,000,000 annually. These changes included increases
in some places where rates were inadequate.

Telephone service continues to improve in accuracy, speed,
dependability and quality of transmission.

The present organization of business and social life in this
country is such that the telephone is an integral and necessary
part of it. This is strikingly so in emergencies. Good tele-
phone service, therefore, involves plant facilities and organi-
zation adequate not only to take care of every day needs
of the nation, but also to meet sudden and perhaps unprece-
dented surges of demand for telephone connections.

At the time of the war crisis in Europe, early in September,
1939, a sudden great increase in telephone use took place
in the United States. Practically overnight, the number
of long distance calls increased 3o per cent and passed all
previous records. Because of advanced planning and close
co-operation between the various units of the Bell System
which made possible fast action under pressure, this emer-
gency was met with distinction. The ability and capacity
of the System to cope successfully with such sudden large
increases in the demand for telephone service is evidence
of the preparedness of the System to meet the needs of
national defense.

In aiming to give the best possible telephone service, con-
tinued emphasis has been placed on the importance of such
intangible but very real elements as courtesy, the spirit of
helpfulness, the consideration of the needs of the individual
subscriber and the use of initiative where regular practices are
not adequate because of special circumstances.

One method widely used in 1939 to help employees to
realize the importance of intangible factors in making service
more pleasing, was dramatic representations presented by em-
ployees themselves to other employees, showing the difference
between good and bad treatment of service situations of vari-
ous types.






