ANNUAL REPORT 19050

BOARDS




AMERICAN TELEPHONE AND TELEGRAPH COMPANY

DIRECTORS

Cuarres F. Apams
Wintaror W. ALDRICH
James F. BELL

Lewis H. BrownN
VANNEVAR BusH

Creo F. Crac

Davip A. CRAWFORD
Joun W. Davis

W. CameErON FORBES

OFFICERS

President

G. PeaBopy GARDNER
ArTHUR W. PAcE
Tuomas [. PARKINSON
Evmu Roor, Jr.
Tom K. SmrtH
Myron C. TavLor
Samuer A. WELLDON
A. Lee M. Wiccins
Leroy A. WiLson

Leroy A. WILSON

Vice Presidents

Creo F. Crac
CarrorL O. BICKELHAUPT
Joun H. Ray

Bartrert T. MILLER

Wiriam C. BorLENIUS
CrirroN W. PHALEN
Freperick R. KappeL

Henry T. KILLINGSWORTH

Georce L. Best

Secretary

CarroLL Q. BICKELHAUPT

Treasurer

Donarp R. BELCHER

Comptroller

WILLIAM SHELMERDINE

195 Broapway, New York 7, N. Y.




BELL SYSTEM HIGHLIGHTS FOR 1950

The Telephone Serves The Nation’s Defense

The Bell System is working at top speed to meet every defense communication
need. Demands are very heavy, for the telephone is vital to production and to
the Armed Services and Civilian Defense authorities. The System is on the alert
and will continue to do its full part — always.

Over 35,300,000 Telephones in Service

The gain in 1950 was more than 1,900,000 and since the war totals 13,500,000.
A thousand rural telephones were added each working day.

High-Quality Service Was Well Maintained
Accuracy in handling calls improved. Despite heavy increases in toll and long
distance calling 94 per cent went through on a “no hang-up” basis and the
average speed was 1.6 minutes.

Bell System Earnings

Net operating income was less than 4.5 per cent on telephone plant. Earnings
on capital were 6.1 per cent, compared with 4.9 per cent in 1949 and 7 per cent
ten years ago. Consolidated earnings on A. T. & T. stock were $12.58 per share
in 1950. The Company needs more equity capital and adequate earnings are
required to bring about conversion of convertible debentures into stock.

Taxes Totaled A Billion Dollars

Operating taxes together with Federal excise taxes paid by customers currently
equal $2.65 per telephone per month.

990,000 Stockholders

Nearly a million people living in 19,000 communities—better than one out of
every 45 families in the United States—now own A. T. & T. stock.

$2 Billion Total Payroll

Wage rates of Bell System employees on the average are about double the wage
rates of 1939.

Nearly $900 Million Expended for New Construction

In the last five years the System has expended almost five and a half billion
dollars to expand and improve telephone service.




PRODUCTION FOR DEFENSE is speeded by fast, dependable telephone service, The telephone helps
to make steel and everything else the country 1 nsion and improvement of America’s
telephone system is of utmost value to all industry in getting more things done more quickly.




REPORIL: PORFHE CYERR 1950

The Board ot Directors of the American Telephone and ‘T'elegraph Company

presents herewith the management’s accounting of its stewardship for the
vear 1950. This report is for the intormation 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.

IN THE 75TH YEAR of the telephone the Bell System served more people
and handled two and a half billion more conversations than in any previous
year. The national emergency brought a new tide of telephone demand.
Service high in quality was well maintained. The men and women of the
System did a superb job.

Today more than ever, our country has the most and the best telephone
service in the world. This is a bulwark of defense. The telephone speeds
production. It is vital to the Armed Services. It spreads warning against
attack. As the nation gathers its strength, the urgent calls of the hour are
on the telephone lines.

The Bell System is alert to its essential task and is preparing further.
The System will do its full part in helping to keep America secure. That is
our Number One job today.

In the last five years the System has spent almost five and a half billion
dollars to expand and improve telephone facilities. An important part of this
progress was made in 1950. Nearly $9oo,000,000 was expended for new
plant. All requests of military and defense authorities were fully met. More
than 1,900,000 telephones were added. The proportion of dial telephones
increased to 76 per cent. Service to farmers was further extended and
modernized. Thousands of miles of radio relay and coaxial cable systems
were placed in operation. Many more cities and towns were equipped for
toll dialing and operators now dial more than a third of all toll and long
distance calls straight through to the distant telephone. Direct dialing by cus-
tomers was further extended so that some 3,500,000 telephone users can now
dial many of their calls to nearby communities.

In 1950 also, Bell System earnings showed improvement over recent vears.
The proportion of debt in total capital, while still too high, was slightly



reduced. 'These are essential steps
TELEPHONES N miwoNs | forward in enabling the Bell Com-
| | panies to discharge their great re-
sponsibilities in the period ahead.
Only a financially strong telephone
system can contribute the most to
the strength of the nation.
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Over forty-three million tele-
phones now serve the people of the
: United States—double the number
before World War II and 15 mil-
lion more than five years ago. This

lo enormous gain plainly shows the

increasing part the telephone plays

: sliniel o in our national life. It also demon-
IR0 TR A8 Wl S strates the conspicuous success of

AT END OF YEAR ‘ 5 e
the telephone industry in furnishing

good service at reasonable prices.
In the performance of the industry as a whole, thousands of independently
owned companies and systems operate nearly eight million telephones and
make possible nationwide service through interconnection with Bell System
lines. The continuing cooperation between the Independent organizations
and the Bell Companies has been essential to the record of rapid growth and
steady improvement.

Financing to Meet Demands for Service

While the System’s service has doubled in the last ten years, new demand
continues high. The plant is very heavily loaded and there are many urgent
needs that require substantial construction.

In November 1950 the Company’s stockholders voted to increase the
number of shares of stock that can be issued from 35 to 45 million. They
also authorized the Board of Directors at its discretion to issue up to $435,-
000,000 in convertible debentures and to offer a maximum of 3,000,000
shares to Bell System employees under a new Employees” Stock Plan.

Pursuant to the above authorization, the Company has offered to stock-
holders $415,414,000 of Twelve Year 335% Convertible Debentures, for sub-
scription in the ratio of $100 of debentures for each seven shares of stock held
on January 29, 1951. These debentures will be dated March 19, 1951. They
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EVERY WORKING DAY in 1950, 1,000 rural telephones were added. More than 1,500,000 have
been added in five years. The cost of construction has been more than $100,000,000 a year.

will be convertible into stock beginning June 1, 1951, at $138 per share,
payable by surrender of $100 of debentures and payment of $38 in cash.

In February of 1950 the American Company sold $200,000,000 of non-
convertible debentures. About 2,370,000 shares of stock were issued during
the year as the result of conversions of the Company’s three outstanding con-
vertible debenture issues; this reduced debt by $237,000,000 and increased
stock capital by $313,500,000, the latter amount being larger on account of
the cash premiums paid in. Nearly a million shares were issued under the
Employees’ Stock Plan, and employees made installment payments toward
purchase of additional shares.

A year ago the proportion of debt in the System’s capital was about
52 per cent. Today it is about 48 per cent, and with full subscription of the
new issue of convertible debentures the proportion would be about 50 per
cent. This general level of debt is much too high. Most of the new money
needed to meet service demands should come from the issue of stock, either




through bond conversions or otherwise. That is the foundation of our whole
financing program. About $400,000,000 of the previous three convertible
debenture issues are now outstanding. Their complete conversion, together
with conversion of the full amount of the new issue, and sale of the balance
of shares which may be issued under the Employees” Stock Plan authorized
in 1946, would reduce the debt in the System’s capital structure to about
37 per cent.

As a longrange objective, the proportion of debt should be further
reduced. Experience makes clear the wisdom of this. When the System
entered the postwar period less than a third of its capital was debt. That
made it possible for the Bell Companies to obtain, in a very short time, the
enormous amounts of new money needed to meet unprecedented service
demands. It is hard to see how otherwise we could have discharged our
responsibilities to the public we serve. We should be no less well prepared
for the future.

Rates and Earnings Must Be Adequate

Today we face new responsibilities, and great ones. The Bell System
must be ready to meet them all and meet them well. Especially in these
critical times, it is essential to keep the System in the best possible position
to meet the nation’s every neced for fast, efficient, dependable telephone
service. The foundation of our strength to serve is our financial strength.

Operating revenues of the System in 1950 were $3,261,528,000, an
increase of $368,255,000 or about 13 per cent over 1949. Operating expenses
of $2,334,362,000 compared with $2,248,833,000 in 1949. Net operating
income in 1950 was less than 4.5 per cent on telephone plant and the return
would be even lower if the plant were valued at present costs. The rate of
earnings on capital was 6.1 per cent, compared with 4.9 per cent in 1949 and
7 per cent in 1940, ten years ago.

Total income available for interest and dividends in 1950 was $472,-
114,000. Interest charges amounted to $113,247,000. Consolidated net
income applicable to American Telephone and Telegraph Company stock
was $346,962,000, or $12.58 per share, compared with $9.70 per share in
1949. Investment per share at the end of 1950 was $138, compared with
about $135 at the end of 1949. Net income of the American Company by
itself (which includes earnings of subsidiaries only to the extent that they
have been received by the Company as dividends) was $10.40 per share in
1950, compared with $9.49 in 1949.




LINEMEN'S SAFETY BELTS arc inspected by a buyer who is purchasing them for the telephone
companics. ‘The Bell System spends millions every month in purchases from many thousand local
firms all over the country. This helps local business. So does the spending of wages by 600,000
Bell employees. And dividends to nearly a million A. T. & 'T. owners are banked and spent in
19,000 communities. A financially healthy Bell System contributes to prosperity everywhere.

Wage, tax and material costs have continued to mount. Telephone
rates and earnings must be sufficient to meet these increases, to attract and
protect equity capital, and to assure a sound financial structure. With
rates adequate to maintain the necessary carnings, most of the Company’s
convertible debentures would be converted into stock and the debt would
be reduced.

Telephone Charges Are Up Much Less Than Most Prices

The telephone industry has long been under continuous public regula-
tion. Regulatory authorities through the years have generally had the wisdom
to approve levels of rates that have permitted good service, fair wages and
reasonable earnings. The outstanding development of the telephone in this
country is due in no small measure to this fact.

Since the middle of 1950 alone, increases in costs have offset a substantial
vart of the progress made in the entire postwar period in adjusting rates up-
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