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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 humanly possible, from z‘mperfectiom;
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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Fifty-Sixth Annual Report
of
American Telephone and Telegraph Company

The management of the American Telephone and
Telegraph Company presents herewith an accounting
of its stewardship for the year 1940 for the information
of stockholders, employees, telephone users, and the
entire American people who have entrusted to private
enterprise the responsibility for carrying on this essen-
tial national service.

National defense considerations greatly influenced the course
of events in 1940 in the American Telephone and Telegraph
Company and its Associated Companies in the Bell System.
Much pending construction was advanced ahead of schedule.
Prudent measures were taken to safeguard telephone facilities.
Reserve power equipment was installed or ordered at all impor-
tant telephone central offices which did not already have it, so
as to assure continuity of power supply under all conditions.
The establishment of alternate toll routes between important
points, which has already done so much to improve the de-
pendability of toll and long distance service, was given further
impetus. The telephone companies of the System co-operated
with the military services in Army maneuvers and airplane
warning tests and provided promptly the facilities required at
camps, air fields, arsenals and munitions plants. Where the
need lay in the future, rather than in the present, steps were
taken to increase the available number of telephone circuits
along important routes and to make sure of adequate circuits,
equipment and personnel at points where there might be
unusual service demands. Concurrently, there was a general
expansion of activity throughout the System to meet the in-
creasing demand for service, and to be ready for whatever
additional demands the future may bring.

The Bell System’s manufacturing organization and its labo-
ratories—the Western Electric Company, Incorporated and the




Bell Telephone Laboratories, Incorporated—were busy sup-
plying special needs of the military services besides caring for
the increased needs of the telephone operating companies.
A number of officials, scientists and other specially qualified |
employees of Bell System telephone companies, the Western
Electric Company and the Bell Telephone Laboratories are
serving part or full time on national defense committees or
otherwise aiding directly in the defense program. Over 500
employees entered the military service during 1940. |
The nation-wide universal telephone service needed for de-
fense as well as for every-day business and social life is made
possible by the interconnection of 17,484,000 Bell System*
telephones with more than 4,375,000 telephones of some 6,400
connecting telephone companies and more than 60,000 rural or
farmer lines. The splendid co-operation between independently S
owned telephone companies and lines and the Bell System is an
essential factor in enabling anyone anywhere to pick up a tele-
phone and talk to anyone else, anywhere else, clearly and
quickly. Moreover, this co-operation is invaluable in marshall-
ing the resources of the entire telephone industry in the interest
of national defense.

Telephones and Conversations s

The number of Bell System telephones in service increased
950,000 in 1940 and reached a new high of 17,484,000 at the
end of the year. This is the largest gain ever recorded in a
single year. The gain in 1939 was 775,000. The average number
of telephone conversations per day in 1940 was 79,303,000, Or
over §,500,000 more per day than in 1939.

Telephone Plant

Telephone plant consists of land, buildings, rights of way,
switchboards, pole lines, wires, cables, underground conduits,
telephones and all the other equipment which is needed for the
communication services furnished by the Bell System. In 1940,
the System expenditures for new plant construction, not in-
cluding plant and material which were taken out of service and

*“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 20.




re-used, amounted to $290,000,000. Total gross additions to
telephone plant, which include re-used plant and material,
amounted to $381,393,000 and retirements to $224,229,000,
resulting in a net increase of $157,164,000, or 3.4 per cent. This
compares with a net increase of $101,432,000 in plant, or 2.3
per cent, in 1939. The investment in telephone plant at the end
of the year was $4,747,674,000, against which there were
depreciation and amortization reserves of $1,360,896,000, or
28.7 per cent.

Employees

The employees of the Bell System, including the Western
Electric Company and the Bell Telephone Laboratories, num-
bered 322,000 at the end of 1940, an increase of 24,900 over the
end of 1939. Of the total employees, 147,500 were men. About
57,000 of these were between the ages of 21 and 35, inclusive,
and were registered under the Selective Training and Service
Act of 1940. Total payroll for 1940, including operating, con-
struction, manufacturing and laboratory personnel, was

$607,593,000, an increase of $37,442,000 over 1939.

Revenues

In 1940, the Bell System gross operating revenue was
$1,174,322,000, an increase of 6 per cent or $67,134,000 over
1939. As a result of tax increases, net operating income failed
to increase correspondingly and was only 1.6 per cent, or
$3,531,000, more than in 1939. Other income increased
$16,079,000. The total net income of the System, after interest
deductions, applicable to American Telephone and Telegraph
Company stock was $210,497,000, an increase of $20,216,000
over 1939.

The American Telephone and Telegraph Company earned
$10.08 per share of stock in 1940, as compared with $9.24 per
share in 1939. The total net income of the System applicable
to American Telephone and Telegraph Company stock was
$11.26 per share, as compared with $10.18 in 1939.

Taxes
Although Bell System earnings were not sufficient to subject
the System to any excess profits tax, taxes continued to rise.
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For 1940, taxes, including those charged to construction,
amounted to $187,598,000, an increase of $28,693,000 over
1939, which year in turn showed an increase of $11,474,000
over 1938. Taxes in 1940 were equal to about $11 per telephone,
or nearly a dollar a month.

Financing

In November, 1940, the American Telephone and Telegraph
Company sold an issue of $140,000,000, 234% Debentures due
in 1970, to provide funds for plant expansion and other capital
expenditures. During the year, the Company and its principal
telephone subsidiaries paid off $5,166,000 of their 49, Notes
held by the Trustee of their respective Pension Funds. The
Chesapeake and Potomac Telephone Company of Virginia
paid at maturity a serial note of $1,000,000, and the Wisconsin
Telephone Company retired its $4,947,000, 7% Preferred
Stock. The New York Telephone Company negotiated with
the holders of its $75,000,000 Mortgage Bonds due in 1964 a
reduction from 336%, to 3% in the coupon interest rate.Out-
standing debt obligations of the Bell System increased
$133,372,000 during the year. Cash assets of the System at the
end of the year were $229,836,000, of which this Company held
$199,977,000.

Early in 1941, the Illinois Bell Telephone Company called
for redemption on April 1 its $45,000,000 First and Refunding
Mortgage 3%4% Bonds, Series B, due in 1970 and sold a new
issue of $50,000,000 First Mortgage 234% Bonds, Series A,
due in 1981; also, The Bell Telephone Company of Pennsyl-
vania sold as of April 1, 1941, $20,000,000 First and Refund-
ing Mortgage 234 % Bonds, Series D, due in 1976 and called its
$20,000,000, 6159, Preferred Stock for redemption on April 15.

Financial Structure

The total capital obligations of the System, including capi-
tal stock premiums and surplus, at the end of the year were
$3,861,038,000, of which debt obligations amounted to
$1,234,092,000, or less than 32 per cent. The soundness of this
financial structure means much in the ability of the System to
weather depressions and to meet the needs of national defense.
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This financial strength could not have been achieved nor can
it be maintained except as management is able to produce, and
regulatory authorities permit, earnings in times of business
activity that are enough to offset the inadequacy of earnings in
times of depression.

Stockholders

At the end of 1940, there were 630,900 stockholders of record
of the American Telephone and Telegraph Company. This is
5,900 less than at the end of 1939. The average number of
shares held per stockholder at the end of 1940 was 30. Geo-
graphically, the stock was widely held. Approximately one-
fifth of the Bell System employees owned stock in the Com-
pany. No stockholder held as much as 1 per cent of the total
stock. Of the total stockholders, 210,000 held from 1 to §
shares each and 595,400 held less than 100 shares each. The
35,500 stockholders—including insurance companies and many
other institutional holders—who owned 100 shares or more
each were 5.6 per cent of the total number of stockholders and
held 50 per cent of the total stock.

Service

Despite the addition and training of many thousands of new
employees, and the necessity of caring for a record volume of
traffic and a record growth in telephones, the quality of service
not only did not suffer, but was on the whole improved.

The personnel continued to make telephone service friendly
and helpful as well as technically efficient. This has, in fact,
become a way of life for telephone workers. Moreover, tele-
phone people have to give service very frequently under
onerous and unusual conditions, both in central offices and
outside. To appreciate this, it is only necessary to recall what
they confront in storms, disasters and other emergencies. No
material reward by itself can secure the services rendered by
telephone employees under these conditions. To mention only
one recent specific instance, in November a disastrous ex-
plosion occurred at Woodbridge, New Jersey. Such is the
traditional spirit of service that, within ten minutes of the
explosion, every off-duty operator of the Woodbridge exchange







