ANNUAL REPORT
of the
AMERICAN TELEPHONE
AND TELEGRAPH COMPANY
FOR 1944

The Board of Directors of the American Telephone and Telegraph Company pre-
sents herewith the management'’s accounting of its stewardship for the year 1944 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
essential national service. :

C OMMUNICATIONS requirements of the Nation continued in 1944 to match the

forward march of America’s war power and the amount of telephone service
provided by the Bell System in the third full year of war stood at new high levels
at each quarter of the year.

The responsibility of the American Telephone and Telegraph Company and its
Associated Companies of the”Bell System is to give nation-wide and overseas tele-
phone service to a country devoted to winning a war. In 1944 all war demands for
service were met fully and promptly. War needs first will continue to be the Sys-
tem’s policy until the war is won.

All telephones essential to the war were installed without delay, although short-
ages of telephone equipment for civilian use presented a severe problem in many
localities. The reason for this, of course, is that telephone manufacturing plants and
their manpower must be devoted almost exclusively to production of war equipment
for the Army and Navy.

For the same reason, long distance lines and switchboards are insufficient to permit
handling the increased long distance traffic with peace-time speed, but calls important
to the war have been put through promptly and the average speed of service has been
well maintained, considering the extreme difficulties. Telephone men and women
who have had more business to handle than facilities to handle it with have been
greatly helped at their task by the understanding co-operation of the public. Like-
wise, within the telephone industry, there has been the most helpful co-operation
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between the Bell System and the 6,100 independently owned connecting telephone
companies, which operate more than 5,000,000 telephones in all parts of the country.

The Bell System has already welcomed back approximately 3,300 employees who
have completed their military service. Fifty-eight thousand eight hundred employees
are now in the armed forces.

The Western Electric Company, Incorporated, manufacturing branch of the Sys-
tem, continued almost exclusively in the production of war communications and
electronic equipment. In 1944, the volume of production for the Government alone
was nearly twice as great as the Company’s total production in its record peace-time
year. War equipment produced by the Company in the last five years includes five
million military telephones, of which a million and a quarter were head sets for avia-
tors and tank crew men; more than a million airplane radio transmitters and receivers;
three and three-quarters million miles of telephone wire in cables; over fifty thousand
teletypewriters; and a vast quantity of switchboards, radars, gun directors and secret
combat equipment..

Bell Telephone Laboratories, Incorporated, as in preceding war years, again de-
voted substantially all its resources to war research and development activities. The
Laboratories is the System’s research organization and the largest industrial laboratory
in the world.

Earnings

Bell System operating revenues in 1944 were $1,769,705,000, an increase of
$121,628,000, or 7.4 per cent over 1943. Operating expenses before taxes increased
$87,925,000, or 8.4 per cent. After taxes, operating income and other income to-
taled $224,786,000, or $11,450,000 less than in 1943. Interest charges decreased
$3,552,000. The net income of the System applicable to American Telephone and
Telegraph Company stock for 1944 was $169,857,000, or $8.89 per share, com-
pared with $9.50 in 1943. The average number of shares outstanding in 1944 was
19,099,723, compared with 18,719,815 in 1943.

Net income of the Company for 1944 (which includes the Company’s interest in
earnings of subsidiaries only to the extent that such earnings have been received as
dividends) was $8.54 per share, compared with $9.00 per share in 1943.

The Bell System has not profited by the war. On the contrary, its war-time earn-
ings have been subnormal. Notwithstanding the record volume of business, earn-
ings of the System in 1944 were at the rate of only 5.5 per cent on the total capital
invested in the business. In the three war years, 1942, 1943 and 1944, earnings on
invested capital averaged only 5.5 per cent. These are the lowest earnings on invest-
ment in the history of the System, except in the worst years of the depression in the
early 1930’s. In spite of temporary economies resulting from the present overload-
ing of the telephone plant, the upward trend of expenses and taxes and the reduc-
tions made in long distance rates have more than offset the increased volume of
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business. In percentage of revenue, earnings today are lower than they have ever
been before.

- The Bell System will require large amounts of additional capital to finance the
post-war construction program needed to restore and improve the quality of tele-
phone service and to take care of growth. It will have to compete with other indus-
tries for the investor’s dollar and its earnings must be maintained at satisfactory levels
in order to attract the necessary funds at reasodable cost. The System’s earnings
on invested capital are at present lower than wilk be necessary in peace-time, if the
System’s credit is to be kept on a sound basis ani’he new money required for post-
war construction obtained.

Taxes

Taxes for the Bell System, including the Western Electric Company and the
Bell Telephone Laboratories, amounted to $514,393,000 in 1944, compared with
$449,314,000 in 1943. Federal taxes alone, included in these figures, were
$360,138,000 in 1944, compared to $302,876,000 in 1943, or an increase of 18.9
per cent. Total taxes, which were already equal to $15.09 a share of American
Telephone and Telegraph Company stock in 1941, amounted to $26.24 a share
in 1944.

In addition, the Bell System Companies collect and turn over to the Federal Gov-
ernment certain excise taxes on local and long distance telephone service borne di-
rectly by the telephone users. In 1944, these excise taxes amounted to $240,000,000.
In the three full war years to date, 1942, 1943 and 1944, the total taxes paid by the
Bell System to the Federal Government, plus the excise taxes collected on behalf of
the Federal Government, have amounted to almost one and a half billion dollars.

Research

Bell Telephone Laboratories has continued to devote its efforts almost wholly to
the needs of the fighting services. It now employs about 8,000 persons and has
nearly 500 active military projects. About 55 per cent of its war work has
been for the Army, about 35 per cent for the Navy, and about 10 per cent for the
Office of Scientific Research and Development. Not only has the Laboratories
developed war communication equipment, both wire and radio, but it has also made
notable contributions in radar, submarine warfare, rocket design, electrical com-
puters, electronic tube development and in other fields which cannot be divulged at
present.

Reports of the performance of the war products of the Laboratories and the
Western Electric Company continue to reflect credit on those organizations. In
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every area of action on land, on our warships and on our airplanes, their products
are to be found.

With the aid of electrical devices, our bombers attack their targets with precision
and guns are accurately aimed at fast moving enemy planes which may travel two
miles or more while a shell is on the way. The electrical anti-aircraft gun director
devised by the Laboratories and adopted as standard by both British and American
armies has recently played an important part in bringing down robot bombs sent
against England. This is one of many kinds of electrical computers which the
Laboratories has devised. Another kind is used in a new trainer for airplane crews
which reproduces in a stationary model of a plane all of the instrument readings and
the reactions on controls of an airplane in flight, subject to conditions which can
be controlled and varied by an instructor.

Bell Laboratories School for War Training, which gives instruction in the use
and maintenance of our new devices, has obtained special recognition in the
decision of the Navy to place at least one officer graduate of the school on every
major combat ship. To date, nearly 4,000 Army, Navy and Marine Corps personnel
have been trained in the school. The school has also continued its preparation of
instruction books and maintenance manuals for Laboratories-designed apparatus.
In the number of books prepared for publication during the year, the Laboratories
outranks the largest book publisher in the country.

Devotion to the war effort has not left much opportunity for the Laboratories to
work on post-war projects. However, it is possible now to do some forward looking
in the light of fundamental developments that have been accelerated by the war.
An outstanding instance is the progress made in utilizing very short radio waves.

The advance of radio moves continually toward shorter waves as new techniques
of generation and detection are devised. Bell System engineers in 1915 telephoned
across the Atlantic on 5,000-meter waves. Broadcasting since the 1920’s has used
200 to 600 meters. Short-wave overseas telephony operates on 15 to 60 meters.
Television and FM broadcasting employ 3 to 7 meters. A multiplex radio link
installed by the Bell System in 1941 carries twelve telephone circuits across Chesa-
peake Bay on 2-meter waves. Before the war, Bell Laboratories engineers were
experimenting extensively with waves only a few centimeters long.

These very short waves, called microwaves, can be formed into beams like search-
light beams, and can penetrate darkness, fog, dust and rain. To transmit along the
earth’s surface beyond the horizon, relay stations must be employed. There is no
static and the possible number of speech channels in this frequency range is very
great. While the communications possibilities of microwaves still await final proof
and economic evaluation, they appear very promising and their use is being ex-
plored as a supplement or alternative to wires and cables for telephone and tele-
vision transmission. For this purpose, the Bell System has obtained experimental
licenses to test a radio relay system between New York and Boston. The inter-
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mediate relay sites have been secured and, as soon as circumstances of war permit,
construction will be pushed forward.

Service

There were 21,580,300 Bell System telephones in service at the end of 1944, an
increase of 333,700 for the year. This compares with an increase of 1,233,700 in
1943. About 51,000 of the telephones added in 1944 were acquired through pur-
chase of the Keystone System properties in Pennsylvania and New Jersey referred
to in last year’s Report. Applications for telephone service which were being held
for lack of facilities increased from 650,000 to 1,500,000 during the year. The
severe shortage of central office equipment, outside lines and telephone instruments
likewise made it impossible te fill many requests for changes from party line to indi-
vidual line service and changes in type of telephones and of private branch exchange
equipment ‘and for residence extension telephones. Company representatives in
telephone business offices explain fully the reasons why new installations and re-
quests for other services must be delayed, the facts are widely advertised and care is
taken to keep in touch with customers to inform them of the status of their appli-
cations.

The number of toll and long distance telephone conversations continued to rise
to new peak levels and totaled 1,400,000,000 in 1944, or 8.3 per cent above 1943.
Long distance conversations handled by the Long Lines Department of the Com-
pany increased to 176,700,000 and were 18 per cent above 1943. This is almost
as many conversations as the Long Lines Department handled in the three years
1938, 1939 and 1940 put together. Because of inability to add sufficient long
distance facilities, the System has continued to ask the civilian public to refrain from
making unnecessary long distance calls to war-busy centers, to limit calls upon
request to five minutes and to keep the lines clear for service men and women from
7 to 10 P.M. .

Since December, 1941, when this country went to war, in spite of shortages of
equipment, Bell System telephones in service have increased by nearly 3,000,000,
and long distance conversations have more than doubled. These large increases in
load have been taken care of with relatively little use of critical materials. For ex-
ample, since the beginning of the war, only 50,000 tons of copper have been added,
while 30,000 tons have been salvaged, resulting in a net increase of only 20,000 tons,
as compared with 200,000 tons which would have been used if copper were readily
available. The increase in business has been handled to a large extent by overloading
the plant, by adding types of facilities which require small use of critical materials,
by reducing working stocks of equipment to a bare minimum and by furnishing
party line service to many customers who would prefer individual lines. The con-
tinued use of these measures increases progressively the magnitude of the post-war
problem of restoring the telephone plant to normal.




It is an outstanding accomplishment of Bell System employees that, notwithstand-
ing the severe shortage of facilities, they are furnishing more telephone service than
ever before with their traditional courtesy and efliciency.

Telephone plant was maintained in excellent condition during the year and the
rate of plant troubles reported by customers was lower than ever before.

Through greater experience in handling war-time traffic and greater skill in
using available facilities, the average time required to complete long distance calls
was reduced to 3.2 minutes from 3.7 minutes in 1943. This improvement reversed
the trend of the three previous years. The proportion of toll and long distance calls
completed while the calling party remained at the telephone was increased to 85 per
cent from 82 per cent in 1943.

Speed of completion of teletypewriter calls improved, averaging 1.9 minutes, com-

pared with 2.5 minutes in 1943.
 The system of priorities to insure prompt handling of war-urgent toll and long
distance telephone calls and teletypewriter calls when circuits are congested con-
tinued to work satisfactorily. The volume of priority calls remained well within
reasonable limits. :

Increased assistance was given to private branch exchange customers in the
operation of their switchboards, through visits and the placement and training of
attendants. '

The sale of the Bell System’s private line, morse and teletypewriter exchange
telegraph business to the Western Union Telegraph Company, referred to in last
year’s Report, is still under consideration. Any such sale of this Company’s tele-
graph properties will require the advance approval of the stockholders and must be
found to be in the public interest by the Federal Communications Commission.
The Bell System’s telegraph revenues amount to about two per cent of the System’s
gross revenues.

Co-operation with the Services

Attended public telephone service at and near military establishments throughout
the United States was further extended during the year. Such centers have been
provided in nearly all the larger camps. Special attention has been given to service
for men returning from overseas and particular emphasis was placed on meeting
the needs of wounded and convalescent patients in Army and Navy hospitals. At
many hospitals, portable bedside service is provided and attended public telephone
centers are equipped with special features, such as booths large enough to accom-
modate a wheel chair or bed, amplifying equipment for the hard of hearing, and
chest transmitters and head receivers for patients unable to hold the usual type of
telephone. _

The Telephone Pioneers of America, an association which is made up of em-







