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THE Board of Directors of the American Telephone

and Telegraph Company presents herewith the man-
agement’s accounting of its stewardship for the year
1947 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.
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REPORT FOR THE YEAR 1947

NINETEEN FORTY-SEVEN was a year of outstanding accomplishment in
the Bell System. Service was improved and facilities were expanded at a record-
breaking rate sharply exceeding the remarkable pace of 1946.

New demand for service continued at the extremely high level that has
been characteristic of the whole post-war period. Nearly 2,800,000 telephones
were added and the volume of calls climbed to more than 166 million a day,
which is 50 million a day more than at the end of the war.

Post-war telephone growth has far surpassed all previous experience and
indicates the increasing value of telephone service to more and more people.
It took about 40 years for the Bell System to gain its first six million tele-
phones. Since V-] Day, the number has increased by more than six and a
half million. At the end of 1947, 28,500,000 Bell telephones were in service
—30 per cent more than when the war ended and more than twice as many as
a dozen years ago.

To meet the continuing public demand, the Bell System last year pro-
duced, built and installed more telephone lines and central office apparatus
than ever before. Expenditures for new telephone construction set an all-
time high of $1,185,000,000. The amount of new capital obtained by the
System likewise exceeded a billion dollars and was the largest sum ever raised
in a single year. Western Electric Company, our manufacturing and supply
unit, broke all production records to reach a volume about twice its pre-
war peak.

To give an idea of what has been and is being done—the amount of
central office equipment added since V-J Day is enough to serve more tele-
phones than there were before the war in the entire area served by the Bell
System west of the Mississippi River. Currently, enough of this equipment
is being installed each week to serve an entire city the size of New Haven or
Grand Rapids, Syracuse, San-Antonio, Birmingham or San Diego.

At the end of 1947, there were 663,000 Bell System employees, the largest
number in its history.




Stockholders of American Telephone and Telegraph Company increased
to a record total of more than 723,000. About 50,000 employees are now
stockholders and approximately 260,000 are purchasing stock under the
Employees’ Stock Plan.

The 100th anniversary of the birth of Alexander Graham Bell, inventor
of the telephone, came on March 3, 1947. The organization which bears his
name joined with the rest of the world in paying tribute to his life of achieve-
ment.

Under the Theodore N. Vail Memorial Fund established in 1920, 29
bronze medals were awarded during the year. These awards were made in
recognition of acts of noteworthy public service which reflect the Bell Sys-
tem’s highest tradition of loyalty and devotion to duty. :

The Bell System was happy to salute the United States Independent
Telephone Association in October, on the occasion of the Association’s soth
Anniversary. Effective cooperation between the System and the some 6,000
independently owned telephone companies, which together with about 60,000
rural or farmer lines and systems serve over 6,300,000 telephones throughout
the United States, contributes essentially to the character and quality of the
nation’s telephone service.

Encouraging Progress

The quality of Bell System service in most places improved during the
year, though it is still below what we would like to have it and intend to make
it. The greatest improvement was in toll and long distance service. These calls
went through at an average speed of 2.4 minutes, appreciably faster than in
1946, and are now being handled almost twice as fast as was possible in the
midst of the war. Nearly nine-tenths of all toll and long distance calls were
completed while the calling person remained at the telephone. On such calls
and also on local calls, operators generally were able to answer with increasing
promptness. This is one of the most important features of good service from
the customer’s viewpoint. The improvement was due to the provision of
additional facilities and to increasing experience in the force, although nearly
three-quarters of the operating force still have less than two years of service.

As the expenditures for construction show, tve are exerting every effort to
reach the goal of giving everyone service when and as he wants it. Eighty-one
per cent of the two million applications on hand at the beginning of 1947
were taken care of. More than three-quarters of the more than four and a half
million new applications for telephone service received during the year were
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also filled. So great was the new demand, however, that about 1, 500,000
people, most of whom had requested service during 1947, were on the waiting
list when the year ended. Also, many people who now have party-line service
are waiting for individual lines.

The public has shown a patient understanding of telephone problems
and this helped greatly in our efforts to extend and improve service. Those
cfforts brought progress in 1947 in many directions, concurrently with the
major drive to meet all immediate demands as quickly as possible.

Service to automobiles, first introduced experimentally in 1946, is now
being provided in 71 cities and along a number of inter-city highways with
more than 4,000 vehicles equipped. There has also been a considerable in-
crease in the number of leased or private telephone systems for automobiles,
notably for state-wide police systems and for city and local police departments,
taxicab companies and power companies. Service was started experimentally -
for passengers on trains and on aircraft. Service to ships continues in increas-
ing demand. New rural lines are being built at a record rate. More than
300,000 rural telephones were added, bringing the total number of Bell tele-
phones in rural areas to more than two million, 45 per cent more than when
the war ended. Coaxial cables and new radio relay systems, both designed to
carry television programs as well as telephone conversations, have now been
installed over 6,000 miles of route and more are under construction. We are
moving ahead on our program further to speed up long distance service by
enabling operators to dial calls directly from coast to coast, straight through
to the called telephone and to make it possible for telephone users to dial
their own calls to increasingly distant points, automatic equipment making a
proper record of the charges.

Such developments, together with the continued demand for service and
for higher grades of service which can be supplied as more facilities are installed
and become available, indicate that the telephone is far from having reached
its ultimate usefulness. Its future promises much.

Earnings _

Bell System earnings in 1947 were adversely affected by strikes in the
second quarter of the year and by the fact that wages and other expenses in-
creased before increases in telephone rates were approved by regulatory
authorities. A large portion of the rate increases already approved did not
become effective until late in the year. Additional applications for increased
rates are pending.




Operating revenues in 1947 were $2,224,583,000, an increase of $130,-
918,000, or 6.3 per cent over 1946. Operating expenses, other than taxes,
increased $202,629,000, or 12.7 per cent, due mainly to increases in wages
and in the number of employees needed to keep pace with the increased vol-
ume of telephone service. Total income available for interest and dividends
was $228,296,000, as compared with $257,382,000 in 1946. This is a return of
only 4.5 per cent on the total capital invested in the business, the lowest in
the System’s history except in the depression years of 1932 and 1933. If the
value of the plant were adjusted to today’s costs, this return would be about
3 per cent.:

Interest charges were $62,660,000, an increase of $20,481,000 over 1946.
The larger interest charges in 1947 reflect the increase in debt obligations
_which has come about through the necessity for obtaining large amounts of
new capital to finance the very large construction program required to meet
demands for service. Consolidated net income applicable to American Tele-
phone and Telegraph Company stock, which was $208,552,000 in 1946 (in-
cluding refunds for carry-back of tax credits), declined to $161,189,000 in 1947
and was at the rate of $7.66 per share on the average number of shares out-
standing. At the close of 1947, the current rate of Bell System earnings was
better than for the year as a whole and was at an annual rate of over $9.00 a
share. Earnings for the year 1946 were $10.23 per share, of which 73 cents
was due to tax credits. Earnings of the American Company by itself were
$7.43 per share in 1947 and $9.42 in 1946.

Earnings should be substantially higher in times of increased business
activity like the present in order to offset the reduced earnings which are
inevitable in periods of lessened business activity. This is essential if the Sys-
tem is to give good telephone service at all times. Telephone revenues which
provide earnings adequate to maintain good credit are the basis for protect-
ing the savings of those who have invested in the business and for obtaining
the large additional sums necessary to build the additional plant needed to
give service to all who want it and to give them the kind of service they want.

Telephone Rates

Because of the higher costs of operation and sharply reduced earnings,
Bell System Companies have-found it necessary to ask regulatory bodies to
authorize increases in telephone rates. Thus far, increased rates amounting
to over $118,000,000 annually have been approved or made effective in thirty-
one states and the District of Columbia. Applications for further rate increases
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totaling $70,000,000 per year are pending in some of these states and in eleven
additional states. Other applications will be made in the near future,

The overall increases in telephone rates have been very much less than
the rise in prices generally. These telephone rate increases are the first im-
portant ones since the adjustment period following World War I. Further-
more, they amount to less than half the current savings to telephone users
resulting from the reductions in long distance telephone rates which have
been made since that period.

The Bell System cannot, like many other businesses, finance out of earn-
ings the expansion required to meet public demand for service. Money for
expansion must come chiefly from investors, and to obtain this money the
business must earn enough to attract and safeguard their savings.

The outstanding development of the telephone in this country has been
due, in no small measure, to the fact that over the years regulatory authorities
generally have had the vision to approve levels of rates which have permitted
good service to customers, fair wages to employees and a reasonable return
to stockholders.

Plant Expansion and Improvement

The telephone plant at the beginning of 1947 had already been over-
loaded in the effort to keep up with the unprecedented demands for service.
Although new construction in 1947 was much greater than at any time in the
past, it was necessary to continue to stretch all facilities in order to serve as
many people as possible. The improvements in service already mentioned are
encouraging in themselves, but their greatest significance is that they reverse
the trend brought about by shortages during the war and in the first post-war
year.

During this period of high construction costs, many businesses are able
to limit and defer plant additions and other major construction projects. Tele-
phone companies, however, must, so far as within their power, carry forward
the construction of facilities essential to furnish service to all who want it,
when they want it. There are heavy demands for service to be met and these
demands require that additional plant be built in spite of the increased cost
of construction.

Total expenditures for new construction were $1,185,000,000 in 1947,
compared with $69o,000,000 in 1946 and $255,000,000 in 1945. Over two-
thirds of the amount put into new construction in 1947 went into local ex-
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