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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
1948 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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HIGHLIGHTS OF 1948 BELL SYSTEM OPERATIONS

Telephones Added

Telephones in Service
Average Time to Complete

Out of Town Calls

Consolidated Earnings
per Share

Expenditures for New
Construction

New Capital Obtained

Number of Employees

Number of Stockholders

A.T. & T. Co. Shares

Total Capital

Telephone Plant Investment

2,860,000
Four out of every five new orders for service were
cared for. Demand continues strong and about
1,150,000 people are waiting for service.

31,365,000
This represents an increase of about 9,500,000
telephones since the end of the war.

1.8 minutes
This is 20 per cent faster than a year ago.

$9.86

The average investment per share is now $134.56.

$1,460,000,000
The largest sum ever expended in a single year
for new construction to improve service and meet
customer demands.

$1,027,000,000
New capital obtained since the war now totals
$2,750,000,000.

656,500
Pay rolls were $227,332,000 above 1947 and
$1,290,159,000 above 1941. Expenseﬁay rolls of
the Telephone Companies represent almost two-
thirds of total operating expenses other than taxes.

765,800
One out of about every 6o families in the United
States shares in the ownership of the Bell System.

23,350,963
Shares outstanding increased by 1,862,081 in
1948, principally as the result of conversions of
the Company’s convertible debentures.

$6,831,000,000
This is the amount of money invested in the Bell
System by people in all walks of life.

$8,619,000,000
This is what the physical facilities needed to
provide Bell System telephone service have cost.




REPORT FOR THE YEAR 1948

THE BeLL System set new records of achievement during 1948. The
quality of telephone service was raised to the best level since prewar years,
and new facilities required to further improve the service and to meet demand
were installed at the highest rate in history.

New demand for service maintained its record-breaking postwar pace.
Approximately 2,860,000 telephones were added and the volume of calls
reached a new high of 177,000,000 a day. Recent rapid growth reflects the
success achieved by the System in providing fast, convenient service at attrac-
tive prices well within the reach of millions. The gain in telephones since the
war now totals 9,500,000, which is more than the total gain in the 20 years
before the war. At the end of 1948 there were nearly 31,400,000 Bell System
telephones in service — twice as many as ten years ago.

The System’s construction program in 1948 was almost certainly the
largest program ever carried out in a single year by any business organization
in the interest of its customers. Expenditures for new construction totaled
nearly one and a half billion dollars, and the amount of new capital secured
exceeded a billion. Since the end of the war, in order to meet the public’s
needs for good telephone service, the System has had to obtain from investors
some $2,750,000,000 of new capital — about two-fifths of its total capital
now outstanding.

Western Electric Company, our manufacturing and supply unit, sur-
passed in 1948 the peak production records established in the previous year.
Compared with prewar production, Western’s postwar output to serve Bell
telephone users has increased substantially more than production in most
other industries.

There are now approximately 38,200,000 telephones in the United
States, of which about 6,800,000 are served by some 6,000 independently
owned telephone companies and 60,000 rural or farmer lines and systems.
Interconnection between Bell and independently owned telephones makes
possible a truly nationwide telephone service. During 1948, as for many
years past, there was continued cordial and effective cooperation between
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the various companies in meeting the telephone needs of the public in all
parts of the country.

Higher Earnings Are Needed

Operating revenues of the Bell System in 1948 were $2,624,827,000.
Operating expenses were $2,078,651,000. While revenues in 1948 were 102
per cent greater than in 1941, the last prewar year, operating expenses have
gone up 148 per cent in the same period. Net operating income in 1948 was
less than 3.5 per cent on telephone plant, compared with 4.75 per cent in
1941. The current return would be even lower if the value of the plant were
adjusted to today’s costs.

Total income available for interest and dividends in 1948 was
$319,500,000. Interest charges were $9o,336,000, or $27,676,000 more than
in 1947, reflecting a further increase in debt obligations to finance the heavy
construction program required to meet demands for service. The proportion
of debt in total capital is now over 5o per cent. Consolidated net income ap-
plicable to American Telephone and Telegraph Company stock in 1948 was
$222,416,000, or $9.86 per share on the average per share investment of over
$134. Net income of the American Company by itself (which includes the
Company’s interest in subsidiaries only to the extent that such earnings have
been received as dividends) amounted to $g.20 per share.

The average rate of earnings of the Bell System since the war on the
total capital invested in the business has been even lower than the subnormal
earnings during the war, which were the lowest in the System’s history up to
that time except for the worst years of the depression in the early 1930’s.

Taxes paid by the Telephone Companies in 1948 amounted to
$292,477,000, and Federal excise taxes paid by customers and remitted by the
Companies to the United States Treasury came to $406,000,000 —a total of
about $700,000,000, or nearly $2 a month for every telephone in service.
Telephone excise taxes paid by customers are more than double the increase
in telephone rates since the war. Taxes paid by the Telephone Companies
and Western Electric exceeded the total amount which remained available
for interest and dividends.

Over a period of 27 years, the dividend of $g9 paid by American Tele-
phone and Telegraph Company has provided an average return of 6.6 per cent
on the average investment represented by each share of stock. The average
market price of the stock has been only slightly above the investment per
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CHANGES SINCE THE PREWAR PERIOD

BELL SYSTEM - 1948 COMPARED WITH 1941

EXPENSES
UP 148%

REVENUES
UP 102%

RATE OF RETURN
ON CAPITAL DOWN 19%

share, indicating that the long-term earnings of the System — including the
higher earnings in past years of prosperity—have been necessary to attract and
safeguard the money which stockholders have put into the business. Earnings
in the present period, when the volume of telephone business is so great and
the plant is so heavily loaded, should be substantially higher than average in
order to provide the margin of safety that is essential if the System is to give
good telephone service at all times.

Of the $2,750,000,000 of new capital obtained since the war, more than
$2,250,000,000 is in the form of debt. This financing has increased the pro-
portion of debt in total capital from about one-third to slightly more than
one-half. The heavy construction program will continue to require large
additional amounts of new capital, and sound financing for the long run
requires that the greater part of this new money come from the issue of
stock through bond conversions or otherwise.

These facts emphasize the need for earnings that will attract and safe-
guard additional equity capital. Nearly two-thirds of the Company’s con-
vertible debentures are still outstanding and with telephone rates adequate to
produce the necessary earnings most of these would be converted into stock.

Applications Are Pending for Increased Telephone Rates

Wage and other costs have continued to rise and it is important that
proper adjustments in prices for telephone service be made effective as
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promptly as possible. To obtain the'additional earnings needed, the Bell
Companies since late 1946 have applied for increases in telephone rates in
practically all states. Regulatory authorities generally have recognized the
need and increases amounting to $178,000,000 annually have already been
authorized or made effective. Applications for increases amounting to more
than $260,000,000 annually are now pending and further requests will be made.

Rates for telephone service are till low. The continuing high demand
for service is outstanding evidence of its increasing value in the new post-
war economy. The increases pending, plus those already granted, average
only about 18 per cent of revenues. Telephone rates have increased far less
than the cost of living, and far less than the rise in telephone wages and
other costs of providing telephone service. Also, the total amount of in-
creases granted and pending is less than the current savings to telephone
users resulting from telephone rate reductions in the last 20 years.

Along with the increase in day-to-day operating expenses, additions to
plant to meet the public’s telephone needs must be made at today’s higher
costs, resulting in a higher investment per telephone. The Telephone Com-
panies are responsible for furnishing service; they must, so far as is within
their power, proceed with required construction in spite of higher costs. To
do this they must be able to increase their earnings in order to obtain a rea-
sonable return.

Quality of Service Has Been Markedly Improved

Our sights are set on restoring and bettering the prewar quality of service
and we are making real progress in the job. Service quality in most respects is
back to, or approaching, the high levels which prevailed before the war. Both
local and long distance calls are being handled more promptly and more ac-
curately. The average time for making out-of-town connections has been cut
to 1.8 minutes, and 92 per cent of these calls are put through while the calling
person remains at the telephone. Service is fast, convenient and courteous.

The rate of equipment troubles reported by customers has decreased
15 per cent from a year ago and g5 per cent of “out-of-service” conditions
reported during the business day are cleared the same day.

More than 8o per cent of all new applications for service during the
year were taken care of, but so great was the demand that 1,150,000 people
were still waiting for telephones at the year's end. In addition, some
2,500,000 party line customers have requested -individual lines or other
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