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BELL SYSTEM HIGHLIGHTS FOR 1949

33,388,000 Telephones in Service
2,028,000 telephones were added, including 295,000 in rural areas. Three out of four
orders for service were cared for without delay and the waiting list was further reduced.
Total gain since the war exceeds 11,500,000.

Overall Service Quality at Peak
Average time to complete toll and long distance calls was down to 1%2 minutes; g5
per cent of these calls were handled on a “no hangup” basis—a new high record.
Local calls likewise went through faster and more accurately.

$9.70 Consolidated Earnings Per Share
The average investment per share at the end of the year was $134.93. The annual divi-
dend of $g per share has been paid for 29 consecutive years.

4.9 Per Cent Earned on Total Capital
This is substantially less than the average rate of earnings over the years.

Taxes More Than $2 per Telephone per Month
Operating taxes together with Federal excise taxes paid by customers totaled nearly
$800,000,000.

940,000 Stockholders
There were 829,500 A. T. & T. stockholders at year-end and the number increased to
about 940,000 in February 1950. More than 175,000 Bell System employees are now
stockholders. One out of about every 5o families in the United States shares in the
ownership of the System.

$2,020,000,000 Total Payroll
On the average, wage rates for Bell System employees are now about double what they
were ten years ago.

$1,080,000,000 Expended for New Construction
$622,000,000 of new capital was obtained. Expenditures for new construction since
the war total $4,525,000,000 and new capital obtained since the war amounts to
$3,373,000,000.




REPORT FOR THE YEAR 1949

The Board of Directors of the American Telephone and Telegraph Company
presents herewith the management’s accounting of its stewardship for the
year 1949. This report is for the information of stockholders, employees, tele-
phone users and the entire American people who have entrusted to private
enterprise the responsibility for carrying on this essential nationwide service.

N INETEEN FORTY-NINE was a year of outstanding progress and improve-
ment in the Bell Telephone System. The men and women of the System
turned in a splendid performance and the overall quality of telephone service
was raised to new high levels. At the same time, the scope and value of
service were further increased and broad foundations laid to make it continu-
ously better and more valuable in the future.

Progress in 1949 was carried forward on many fronts. The System han-
dled a record volume of local, toll and long distance conversations. New
equipment and methods contributed to faster and more accurate handling of
calls. The proportion of dial telephones increased to 73 per cent. Service
to farmers was further improved and some 295,000 more rural telephones
were installed, bringing to about 1,300,000 the number added by the Bell
System in rural areas since the war. Inter-city telephone facilities which are
also suitable for transmitting television programs were greatly extended and
more are under way. Stockholders increased to a record number and now
total g40,000. For the third successive year, the System expended more than
a billion dollars for construction of the best plant that telephone scientists
and engineers can devise. Total expenditures for new construction since the
war amount to $4,525,000,ooo.

Well over 40 million telephones — better than one for every four peo-
ple — are now interconnected throughout all parts of the United States.
Some 33,400,000 are Bell System telephones and about 7,200,000 are served
by several thousand independently owned telephone companies and by addi-
tional thousands of rural or farmer lines and systems. For many years the
Bell and Independent organizations have worked effectively together in pro-
viding nationwide telephone service; their continuing cooperation was, as
usual, essential to the progress and achievements of 1949.
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MORE THAN 2,000,000 NEW TELEPHONES were added to the Bell System in 1949. The gain since
the war now exceeds 11,500,000 —a 50 per cent increase. All of these additional telephones
increase the value of all telephones in service. You can call more people — and more can call you.

1949 Earnings Were Below Average

Bell System operating revenues in 1949 were $2,893,273,000, or ten per
cent more than in 1948, and operating expenses were $2,248,833,000, an
increase of eight per cent over the previous year.

However, with a further substantial increase in capital investment, due
to the need for continuing heavy construction expenditures to meet service
demands, the rate of earnings on capital declined from 5.1 per cent in 1948
to 4.9 per cent in 1949. This compares with 6.3 per cent in 1941, the last pre-
war year, and is substantially less than the average rate of earnings over the
years. Net operating income in 1949 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 plant were valued at present costs. Also, while revenues
increased by a slightly higher percentage than expenses during 1949, it is
noteworthy that in the war and postwar periods as a whole expenses have
gone up proportionately far more than revenues.

The total income available for interest and dividends in 1949 was
$352,799,000. More than 50 per cent of the total capital consisted of debt



at the end of the year and interest charges amounted to $112,043,000. Con-
solidated net income applicable to American Telephone and Telegraph
Company stock was $232,855,000, or $9.70 per share on the average invest-
ment per share of over $134. This compares with $9.86 per share in 1948. Net
income of the American Company by itself (which includes the Company’s
interest in subsidiaries only to the extent that their earnings have been received
as dividends) was $9.49 per share in 1949, compared with $g.20 in 1948.

The Proportion of Debt Should Be Reduced

In times like the present, when the level of business activity is extremely
high, earnings should be substantially above the average, rather than below it;
a margin of safety is essential to assure the rendering of good telephone serv-
ice at all times.

Furthermore, over half the System’s total capital, as already stated, is
still in the form of debt, compared with less than a third before the war.
Some 3,100,000 shares of American Company stock have been issued since
the end of 1948. About 1,100,000 of these were issued under the Employees’
Stock Plan (including 880,000 shares issued in February 1950) and the bal-
ance in conversion of debentures. However, the largest portion of the
$622,000,000 of new capital obtained in 1949 came from sale of $394,372,900
of the Company’s 3%8% Convertible Debentures, of which about $175,-
000,000 have subsequently been converted into stock. Also, in February 1950
the Company sold $200,000,000 of 21-year non-convertible debentures.

About $650,000,000 of the Company’s three issues of convertible deben-
tures are still outstanding.* Complete conversion of these debentures into
stock, together with sale of the balance of the shares authorized under the
Employees’ Stock Plan, would reduce the debt ratio in the Bell System’s
capital structure to about 40 per cent. It is clear that as additional new
capital becomes needed to meet service demands, the greater part should
come from the issue of stock, either through bond conversions or otherwise.

* Of the Company’s $394,372,900 3¥8% Convertible Debentures of 1959, by February 1,
1950 approximately $175,000,000 have been converted into stock at $130 per share, payable by
surrender of one $100 debenture and $30 in cash for each share issued on conversion. These
debentures are convertible at $130 per share until June 20, 1951, and on and after that date will
be convertible at $140 per share. About $195,000,000 of the Company’s $357,532,600 2% %
Convertible Debentures of 1957 have been converted into stock at $140 per share, and about
$72,000,000 of the $343,087,700 234 % Convertible Debentures of 1961 have been converted
at $150 per share ($148 since October 1949). Some $166,000,000 has been received as stock
premiums from conversions. The effect of conversions is to reduce debt by the amount of bonds
converted and to increase equity capital by a larger amount due to the cash premiums paid in.
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AVERAGE TELEPHONE CHARGES UP MUCH LESS
THAN MOST OTHER PRICES

CHANGES SINCE 1939

INCREASE IN AVERAGE
INDUSTRIAL WAGES
AND SALARIES

up

INCREASE IN COST OF LIVING 69%

INCREASE IN BELL SYSTEM

REVENUES FROM RATE UP ONLY
INCREASES AUTHORIZED 20%
AND REQUESTED

TELEPHONE SERVICE IS A BARGAIN — Rate increases so far, plus those now requested, average
only a penny or so per call. Related to incomes, the real cost of telephone service has gone down.

The System’s major financial task is to obtain capital in this way, and to
reduce the proportion of debt below the present high level. Additional earn-
ings are needed to accomplish this task and thereby assure a sound financial
basis for rendering the best possible telephone service in the years ahead.

Further Telephone Rate Increases Are Necessary

To obtain earnings that are adequate for the long pull, the Bell Com-
panies have applied for additional rate increases in many states and will make
other applications in the near future.

Telephone rate increases are necessary for a very simple reason: the
increased cost of doing business has made it impossible to earn a reasonable
return without them. The Telephone Companies have not asked nor do they
intend to ask for more than is needed to enable them to meet their responsi-
bilities properly and well.

While increases in telephone rates have varied for different classes of
service in different places, the increases already authorized, plus the full
amount now being sought, average only about 20 per cent of Bell System
revenues. The rate increases that have been granted are only about half the




current annual cost — $728,000,000 — of telephone wage increases made effec-
tive during the war and postwar periods. In addition to wages, of course, the
costs of materials and almost everything else used in furnishing telephone
service have risen substantially.

These higher costs not only increase current operating expenses. They also
increase the cost of construction, and hence the amount of capital per tele-
phone on which a return must be earned. New facilities required to serve new
telephones and to replace used plant cost more than the plant previously in
service. Technological developments and improved operating methods help
to meet the problem, but in a period of rapidly lifted costs such as we are
experiencing they cannot meet it entirely. It is essential that these higher
construction costs be adequately recognized in the present repricing of tele-
phone service.

The Tax Bill Is Very Heavy

Taxes on Bell System telephone service in 1949 amounted to nearly
$800,000,000. This is about $100,000,000 more than the 1948 tax bill and is
equal to more than $2 a month for every telephone in service.

Federal excise taxes paid by customers in 1949, and remitted by the Bell
Companies to the United States Treasury, came to about $445,000,000. Taxes
imposed on the Companies (but also paid by customers in the final analysis)
were $340,144,000. In connection with increases in telephone rates it may be
noted that for each $1.0c0 in additional net revenues, the Companies must
charge telephone customers $1.61 to offset the additional Federal net income
tax, which is at the rate of 38 per cent. In addition the customer pays a
minimum of 15 per cent for excise taxes, or 24 cents more for a total of $1.85.
Of this, the Government receives 85 cents and the Company $1.00.

The present high excise tax rates are a carry-over of wartime restrictions
and have no place in the peacetime economy. They discriminate against users
of telephone service, as they saddle on them too great a portion of the total tax
load. We therefore believe they should be abolished as soon as possible. If
they cannot be abolished completely, the first step should be to eliminate the
taxes on local telephone service and on toll messages of less than 5o cents, and
to reduce greatly the tax rate on other toll messages.

Good Service Grows Steadily Better
Not only was overall service by the end of 1949 as good or better than the
best before the war — the trend of performance was steadily upward and we
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are looking forward to further improvement. Both local and out-of-town calls
are going through faster and more accurately. The average time for putting
through toll and long distance calls is now down to 1.5 minutes and g5 out
of every 100 — more than ever before — are being completed while the calling
party holds the line. Equipment troubles were again reduced in 1949 and the
quality of plant maintenance has never been better. Service was marked, as
usual, by the courtesy, friendliness and consideration which are at once a
pleasure and a tradition with telephone people.

Telephone conversations during 1949 averaged 132,000,000 a day, com-
pared with 125,300,000 a day in 1948 and 73,800,000 ten years ago. Toll and
long distance messages averaged 5,900,000 a day — more than 4,000 a minute
around the clock; this was about three per cent above the 1948 average and
two and a half times the volume of ten years ago.

New demand continues far higher than in prewar years and despite the
heavy construction program telephone plant is still heavily loaded. Never-
theless three out of every four people who applied for service in 1949 received
their telephones without delay. Steady progress was made in reducing the

HALF OF ALL AMERICAN FARMS HAVE TELEPHONES — a far higher proportion than in any other
country. Some 295,000 more rural telephones were added by the Bell System in 1949. About
1,300,000 have been added since the war — a remarkable record of progress. Telephone service
to farmers is being improved, too, with fewer parties on the line and fewer rings heard by users.
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