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Research in chemistry includes studies of how oxygen and!
. o

temperature aflect polyethylene and various other plastics.

Testing the “Twistor,” experimental memory device using
new knowledge discovered at Bell Telephone Lahoratories.

BASIC RESEARCH |

paces telephone progress

If you will turn to the back of this report, vou will find there a brief explanation of the diagram on the cover.

Basic research in solid materials (a model of silicon is Investigators study the behavior of a mnew ferrite,

shown) produced the transistor and many other new devices. magnetic oxide device, being developed for telephone use
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BELL System earnings were $13 per share
of A. T. & T. stock. These earnings were
based on the average of 63,811,000 shares
outstanding—=6,386,000 more than in 1956
and 13,105,000 more than in 1955. After
dividends of $9, earnings per share relained
in the business at year-end were $24.49,
compared with $20.94 at the end of 1950.

Telephones in service increased 2,815,000
to a total of 52,250,000. Long distance con-
versations rose more than 7 per cent. These
gains were somewhat less than the increases
of the previous year, but they still represent
a tremendous volume of new business.

To enlarge and modernize telephone plant,
the System spent more than $2.5 billion for
construction. Of this, about $1 billion was
available from internal sources, mainly de-
preciation charges and retained earnings,
and $1.5 billion was supplied from new
capital obtained toward the end of 1956 and
from additional funds raised during 1957.

The funds raised last vear totaled about
$1.160.000,000 and were obtained almost
entirely through the sale of bonds. At year-
end the proportion of debt in total capital
was 36 per cent. In January 1958 A. T. & T.
share owners authorized a new issue of de-

2

bentures convertible into stock, and a new
employees” stock plan. Issuance of new
shares under the terms of this financing will
increase the proportion of stock capital.

Taxes were $1,784.000,000, or an average
of $2.92 a month per telephone. Of the
total, $1.269,000,000 (equalling $19.28 per
share of A. T. & T. stock) was in taxes on
operations. The remaining $515,000,000
was in the Federal excise tax paid directly
by customers. This tax began as a war-
emergency levy; it is discriminatory and
should be ended as soon as possible. There
is no excise tax on such other necessities as
eleclricity, gas, water, or local transporta-
tion. Yet the telephone carries the same 10%
“supercharge” as various luxury goods.

The cost of providing service continues to

rise. Wage increases in 1957 will increase
both operating and construction costs in

Telephones in the
United States
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BELL SYSTEM FINANCIAL SUMMARY

Earnrngs on Capltal
Uperatmg Revenues and Other income
Operatmg Expenses and Taxes
Interes_t Deductro_ns_ i,

_ Net Income

A T & T. Shares — Average for Year

Net Income per Average Share

1958. Interest rates on new debt capital
are higher than they were a few years ago.
These facts emphasize why the Bell compa-
nies in many states are pressing for in-
creases in telephone rates. In the long run,
as the nation grows it is bound to need much
more telephone service, To make sure we
meet all needs well, we are bending every
effort to raise the level of earnings. Thle is
vital to our success in raising larﬂe amounts
of new capital year after year, in competi-
tion with all other industry.

The very growth of telephone service
makes it more useful and convenient. Also,
we are introducing and spreading many
specific betterments. Fewer families are on
party lines. More businesses, and more
families too, have communication arrange-
ments tailored to their special needs. Some
five million customers today can use “DDD”
—direct distance dialing—to as many as 30
million other telephones from coast to coast,
and another 10 million customers can dial
nearby cities and towns,

In October the new telephone cable be-
tween the U. S. mainland and Hawaii was
opened for service. Since then conversations

1957 1956
L 6.8%
$5,956,807,000
$5,034,412,000
$144,604,000
$777,791,000
57,423,000 "
2800000
e

have increased about 30 per cent. The first
telephone cable across the Atlantic, opened
in 1956, is now so heavily used that work has
already begun on a second cable which is

expected to be ready in 1959,

Underlying all our progress are research
at Bell Telephone Laboratories and manufac-
ture of top-quality equipment by Western
Electric. In addition, both organizations
conlinue to work on guided missile systems
and other vital defense projects.

World events in 1957 strongly emphasize
the country’s need for science. Basic research
at Bell Laboratories has led the way to
America’s pre-eminence in telephone com-
munications and this we are determined to
maintain. In recent years the Laboratories
has pioneered new programs to train voung
scientists and engineers, and has made spe-
cial arrangements with universities to the
same end. Western Electric also has organ-
ized training centers for its engineers, and
is going ahead with plans for an engineering
research center which will concentrate on
fundamental problems of production. We
believe these efforts will bring new advan-
tage to the Bell System and to the nation.

3







A NNUAWL REPORT

THE S HARE

LAST year was a good year for your Company. The sum-
mary on the preceding pages gives the main facts in a few
words. We made excellent gains in service, carned $13 per
share of A. T. & T. stock though we had many more shares
outstanding, and increased the earnings retained in the
business after payment of dividends. Our financial structure
is sound. Our markets continue to grow. The number of
share owners increased more than 110,000, as the chart in
the margin shows.

The story of a year is partly the story of capital invested,
service rendered, income received, expenses paid, and profits
earned. But it is also a story of things begun with an eye to
the future. These go all the way from basic research to test-
ing experimental services, training employees for new respon-
sibilities, and obtaining telephone rates that will make for
good service and strengthen earnings in years to come.

You will probably get the best picture of the business,
therefore, if you will visualize a great many things going on
in it all at once, but at different stages of development. With
this in mind, besides recording work completed last year, we
should also like to tell you about some of the beginnings we
have been working on.
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95 percent areindividuals.



Service
improved
further
in 1957

Use of
radio is
increasingly
important

PROGRESS IN SERVICE is of course the foundation for every-
thing else in this report. We made good progress in 1957.
For example, we changed a million more telephones to dial
service. Today 92 per cent of our telephones are dial-
operated. In a few more years, just about all of them will be.

Last year also we provided individual lines to 1,600,000
more families; and the number of additional instruments in
homes which have more than one telephone increased nearly
1,050,000.

Long distance service was the fastest ever. The average
speed of connection was only 72 seconds. Long distance calls
dialed directly by telephone users go through almost as fast
as local calls.

Overseas telephone service is now provided to 119 coun-
tries and territories and the number of conversations went
up nearly 20 per cent last year. Between points served by
the new ocean cables, the increase was far greater.

Here we might note a typical example of what we men-
tioned earlier—work proceeding at different stages. First are
the cables in actual service, handling thousands of calls to
and from Furope, Alaska and Hawaii. Next is the second
transatlantic cable, with contracts signed and manufacture
started. Third is an important beginning—a new engineering
development now under way at Bell Telephone Laboratories.

This is called TASI.* Today twin ocean cables (one for
each direction of talking) can carry 36 conversations at once.
What we look forward to is that TAST may as much as double
this capacity. This it will do by taking advantage of the
times when people are listening or pausing. The voice chan-
nels they leave temporarily unused will be automatically
assigned to other talkers; and when a listener starts to talk,
he will instantly have the use of a channel which another
person has left idle.

THE GROWING USE OF MICROWAVE RADIO offers another illus-
tration of progress at different stages. A dozen years ago we
built our first radio relay system between New York and
Boston. Today radio relay routes all over the country pro-
vide 12 million miles of telephone circuits, or nearly one-
quarter of our entire long distance network. They also furnish

* Short for “Time Assignment Speech Interpolation.”
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In September Mr. Kappel signed the contract for a second transatlantic telephone cable system
which will directly connect the United States and Europe in 1959. Vice president George L. Best, at
left, and assistant vice president William G. Thompson, seated, negotiated agreements with
communication agencies of France and West Germany. Vice president Henry T. Killingsworth, at
right, heads our Long Lines Department which is handling the project for the Bell System.

ﬁ

80 per cent of the channels in our television network, which
reaches 513 TV stations in 348 cities.

Now we are beginning to build new microwave systems
which can provide additional thousands of voice channels on
heavily used long distance lines, or efficiently serve “light”
routes, as the case may be. We expect also that in the next
several years, we shall be able to make microwave radio
extremely useful even over very short distances.

In fact, use of radio is sure to be more and more impor-
tant in enabling us to provide the best and most economical
service in years to come. We have therefore asked the
Federal Communications Commission to increase the number
of microwave frequencies allocated to communication com-
panies. The number of frequencies is limited, and a policy
assuring their orderly assignment to companies serving the
general public will allow far more efficient use of the radio
spectrum than could result from indiscriminate licensing for
private operation. Moreover, such a policy is essential to
permit expansion of the communication network in ways
that will best serve the nation’s defense.

We have also asked the Commission for additional fre-
i



>ocket radio signalling service is under experiment in  Service for air travelers is being tried out experimentally
wo cities. A buzz in this receiver means, “Please phone  on a number of planes flying the route between Detroit
n.” The radio signal is sent out from the telephone  and Chicago, Passengeérs on these planes may be con-
fice when someone asks to have the customer “paged.” nected with any telephone in the nationwide network.

quencies to provide general public service between vehicles
and telephones in the nationwide system. Only if more fre-
quencies are available can such service grow and improve.

Services
starting

o on trial QUITE A FEW NEW DEVELOPMENTS are making a start in use
today. The “message-waiting” light pictured on page 9 is
one, and others are pictured on later pages. Still others
include: a new transistorized system for increasing the talking
paths on rural lines; new equipment for reporting fires or
other emergencies from telephones on city streets; telephone

instruments in new colors and shades.

Today also we are installing new telephone cables which
contain wires insulated by a thin film of polyethylene plastic
instead of paper pulp. This is important for several reasons.
Moisture can’t get through this new protection, so service
is more trouble-free. The cable sheathing does not have to
be hermetically sealed wherever a wire comes out of the
cable to be connected to someone’s house. Moreover each
pair of wires can have a distinctive color—something not
possible before. These advantages mean faster construction

8
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l
A bedroom telephone is one of several new instruments The “message-waiting” light is lighted on this telephon:
we are offering in two cities on a trial basis. It is in a hotel room. Seeing it, the returning guest know
compact and convenient, comes in four new colors, and a message is waiting for him, and that he can ge
has a diallight to make it easy to use in the dark. it by telephoning the operator at the hotel switchhoard

of new lines, easier identification of the wires, and simpler
maintenance.

Still other new developments were in the stage of testing
and experiment in 1957. Some are shown in our photo-
graphs. Another is a “drive-up” coin telephone which one
can use without getting out of an automobile. Another inter-
esting possibility is to have a centralized ringer for all the
telephones in a house, instead of a separate ringer in each
instrument. We conduet trials of these and other new ideas
to get the reactions of customers, and to help us design the
equipment and services people want at prices which they are
willing to pay and which will earn a profit.

Last year’s report mentioned that we were intensively
studying the telephone needs of different industries. These
studies are proving very useful. To give one example, the
group studying the airlines has made many recommenda-
tions to improve communication service in all phases of air
transport. In the coming jet age, the nation’s airlines expect
to carry 72 million passengers annually by 1960. Specially
trained telephone people will work closely with the airlines to
develop and provide the services needed.



Dataphone zervice is new and we believe has a big future. It permits sending many kinds of data
over ordinary telephone lines through the regular exchange and long distance network.

The user may prepare his data in various ways. Then a telephone call is placed in the usual
manner, Pushing a button turns on the Dataphone; this converts the data into tones and sends
them over the line. The distant Dataphone converts them back. The “call” is ended by simply
hanging up the telephone.

The Dataphone equipment above accepts and stores data on magnetic tape, then transmits it at
high speed. For instance, it can send the entire inventory position of a supermarket in about 15
minutes. Another type of Dataphone takes data directly from business machines znd sends it
immediately over the telephone line. These services will be introduced first in a few states, and
gradually extended in the future.

Wester
'y OUR MANUFACTURING AND RESEARCH ORGANIZATIONS also
Electric’s L . . :
work on projects at various stages. Western Electric last
higgest year year produced and purchased more equipment for the Bell
System than ever before. It designed new machines to manu-
facture new systems developed at Bell Laboratories. It went
ahead with construction of new plants which will enhance
the efficiency of operations in future years.
Western Electric sales in 1957 were $2,480,614,000

10




compared with $2,372,726,000 in 1956. Sales to the Bell
companies were $1,821,198,000 compared with $1,648,875,-
000. Most of the balance was in sales to the government for
national defense. Earnings in 1957 were $84,608,000, equal
to 3.4 cents per dollar of sales. In the spring of 1957 Western
Electric sold 1,568,518 shares of stock. This provided $70,-
583,310 additional capital to the company and increased its
outstanding shares to 15,685,184.

These reports have often referred to the public advantage
which comes from the unification of telephone operations,
manufacture and research. This allows a teamwork which
could not be achieved in any other way, and in which the
single purpose of all concerned is to provide the best and
most efficient service.

A typical example of this teamwork in 1957 has to do
with the plastic-insulated wire already mentioned. To pro-
duce this at a price that will enable the telephone companies
to take full advantage of the benefits, Western Electric engi-
neers designed a production line which combines in one con-
tinuous operation all the processes for drawing, annealing
and insulating the wire. In a new plant in Omaha, Western
will soon install 55 of these production lines. Moreover, while
this is being done, Bell Laboratories engineers are seeking a
way to foam the polyethylene insulation so delicately that il
will keep all its good properties, but the amount of material
used, and the cost, will be further reduced.

Such collaboration makes for increased efficiency in all
phases of Bell System operations. Most products made by
Western for the System today have been developed since
World War II, and their prices last year actually averaged
less than in 1950. This compares with a price rise of about 25
per cent for manufactured non-food products generally.

Even this outstanding performance could not make up
for all the increases in wages and other costs that we
have experienced. Furthermore Bell System earnings have
been low all through the postwar period, and increases
in telephone rates have been imperative for that reason
too. Nevertheless it is clear that our three-way tie between
research, manufacture and operations is vital to keeping
the price of service as low as possible. Thiz is one
of the main reasons why, as the general level of prices has
risen, and personal incomes have increased, the cost of tele-

11



4 NEW TELEPHONE
SYSTEM FOR SMALL
BUSINESSES

This attractive and space-saving console is the “switchboard” of a new dial
telephone system designed for firms needing from 20 to 60 telephones. Here |
the attendant is dialing an extension in the office to connect a caller from
outside. Attendants can spend up to half their time in other office duties.

phone service has become a smaller part of the average

The search family budget than it was before the war.

for new

knowledge BELL TELEPHONE LABORATORIES is ome of the largest re-
continues search organizations in industry. One reason is simply that

there is so much work to be done. Also, big size in itself is
a distinct asset. To make significant scientific discovery
we need the best scientific minds. Those minds usually want
the stimulus of association with others of like caliber, in a
well-rounded scientific community that has pre-eminent
standing. This we have in Bell Laboratories.

There for many years the attack on communication prob-
lems has begun with basic research—the search for new

understanding and knowledge of nature. This has made pos-
sible long distance service; the multiplication of talking
paths over the same physical conductors; the development

of radio relay systems; the creation of modern dial switch-
ing systems; and many other developments. In fact, the
entire telephone network of today is built on the knowledge
which basic research has supplied.
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The transistor, invented at Bell Laboratories about ten
years ago, is now finding many communication uses: to route
long distance calls automatically; to provide rural telephone
circuits; to send data at high speeds; to produce the “ringing
signal” in telephones of the kind the little girl is using in the
picture on page 9; to amplify sound in other telephones for
people who have difficulty in hearing; to implement the sys-
tem illustrated on our cover. These are examples. Also, devel-
opment work continues on the new electronic switching
system in which transistors play a vital part. This is a major
undertaking. We are confident it will make possible many
new conveniences and improvements in telephone service.

Meanwhile basic research goes on. Bell System scientists
today are studying the effects of nuclear radiation on crystals
and plastics. They have found new ways to join materials
together—to bond them so that they may be used in ways
previously impossible. They are studying how to send huge
quantities of information over long distances through hollow
“waveguides.” They have demonstrated an entirely new
microwave amplifier—a small crystal in which, at a tempera-
ture near absolute zero, the spin of electrons in the atoms
provides the amplifying action. Such a device promises to
detect far weaker signals than could ever be detected before
—even reflections from small objects in outer space.

A CONVENIENT HOME
TELEPHONE SYSTEM

We are exploring the market
for a handy new telephone
arrangement which gives hoth
convenience and protection.
From each telephone in the
house one can transfer incom-
ing calls to other parts of the
house—tallc between different
rooms—or, as the lady is doing
here, talk with a visitor who
has just rung the doorbell.
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Good earnings
are essential
to attract
and protect
investment

Telephone Plant
investment

IN BILLIONS

Investment in Bell

System plant at the
end of 1957 totaled
more than $19 billion.

INVESTMENT AS WELL AS RESEARCH is essential to telephone
service, as the chart on this page shows.

In January 1958 the share owners anthorized an issue of
$718,300,000 of 414 % convertible debentures, and an em-
ployees’ stock plan under which the Company can make
offerings of up to 7,000,000 shares of its stock to Bell System
employees. To share owners who held stock on January 24,
we have mailed Warrants evidencing their Rights to sub-
scribe for the new debentures. One $100 debenture may be
purchased for each nine shares held. The Rights should be
exercised or sold by March 12, 1958. Beginning May 12,
1958, holders of the debentures may convert them into stock
by turning in $100 of debentures, with payment of $42 in
cash, for each share.

Before the new employees’ stock plan was authorized,
the Company had sold to employees nearly all of the
3,000,000 shares authorized by the share owners in 1950.
Some 1,340,000 of these were issued in 1957.

As pointed out in the summary on page 2, the Bell Sys-
tem obtained most of its new capital last year through the
sale of bonds. These totaled $1,100 million, consisting of two
A.T. & T. issues of $250 million each, and 12 issues of sub-
sidiary telephone companies totaling $600 million. The
average interest cost was nearly 4% J—the highest in many
years.

The higher cost of money is only one of the reasons why
the Bell companies have been requesting increases in tele-
phone rates. As already mentioned, wages have increased
and the costs of providing service continue to rise. Our capi-
tal needs are very large, and to attract and protect investors’
savings we must compete with other industries which have

been earning much more on investment than we have.

Also, under the law the amounts we can charge as de-
preciation expense—to provide for the wearing out and ob-
solescence of telephone plant—are based on its original
cost. But in these times of rising costs, the full worth of
much of the plant is more than the allowed depreciation
will ever add up to. As a practical matter, this means that
when we put in, say, a new telephone pole to replace an old
one, the reserve that has been accumulated to retire the old
will not equal the cost of the new. The difference must come
from somewhere.

14
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Creative engineering translates invested capital into improved telephone plant that produces hoth
service and earnings. To help our engineers keep up with new technology, the Bell companies conduct
widespread training, Here, men taking part in Western Electric’s program discuss a point in class.

Under inflation all business has had to face this problem.
Successful unregulated industries have generally been able to
meet it out of increased earnings. As they have pointed out,
this is one reason why they need a good profit margin. The
same holds true for us. In fact it holds even more strongly,
for we have a larger capital investment in relation to our
volume of business than most other companies.

Another reason why increases in. telephone rates are
needed is one we have discussed before. We are convinced
that in the long run a public policy of allowing the telephone
companies to earn well will produce better service at lower
cost. There is in fact evidence that public utilities which have
earned relatively well provide as good or better service at
lower rates on the average than those which have had less

chance to thrive.

The fundamental is simply this: A business that is finan-
cially strong and healthy can afford to do the things that
make for progress and economy. A business hampered by
low earnings must resort to day-to-day expedients which in
the long run are costly to all.

15



PREVENTING TROUBLES
BEFORE THEY START

A lineman measures the
pressure of dry compressed
air in a telephone cahle.
Drops in pressure give warn-
ing of leaks in the cable
covering; these might lead to
rainy-day treubles if not spot-
ted and repaired. This is a
good example of the {fore-
thought and care required
to give dependable service.

A combination air compressor and
dehumidifier in the telephone office
maintains air pressure in the cables.
Tubes at the right take the air into the
cables and gauges show the rate of flow.




Aiding
the nation’s
defense

Big size
helps us
to serve the
public well

In 1957 the Bell System companies obtained rate in-
creases amounting to $104 million annually. Applications
totaling about $125 million are now pending in 20 states,
and further applications will be made.

THE BELL SYSTEM DOES A WIDE VARIETY OF DEFENSE WORK
at the Government’s request, and this too proceeded at many
stages during 1957. In July Western Electric turned over to
the United States Air Force the 3,000-mile Distant Early
Warning (DEW) Line in the Arctic—completed on schedule
in 32 months. The “White Alice” communication system
linking population centers and military installations in
Alaska will soon be in full operation. Western Electric is
coordinating the work of many contractors on the SAGE air
defense system and the telephone companies are furnishing
circuits which interconnect radars and computers. In pro-
viding for the growth of long distance service, we are con-
tinuing to build “express” routes which by-pass sreas that
might be primary targets for attack; the purpose is to make
increasingly sure that in event of disaster, emergency com-
munications will be maintained.

Bell Laboratories’ research and development work for the
Government includes large-scale effort in developing an inter-
continental ballistic missile guidance system. Western Elec-
tric has increased production of longer-range Nike missile
systems which can carry nuclear warheads, and with the
Laboratories is working on further improvements of the
Nike missile family. The Sandia Corporation, a subsidiary of
Western Electric, continues to manage the Atomic Energy
Commission’s Sandia Laboratory, which develops, designs

and tests atomic weapons,

WE ARE A BIG BUSINESS and a growing one. We believe this
is greatly to the country’s advantage, for what our growth
really means is that we are making the telephone more useful
to more people. It is no more than looking facts in the face to
say that an abundance of good telephone service, low in cost
and constantly improving—the fast, seemingly “easy” inter-
connection of millions of telephones—gains much from
having a big, unified, nationwide organization.

Only such an organization can coordinate the growth and
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This is not a hospital laboratory; it is manufacture for defense, in Western Electric’s plant at
Laureldale, Pennsylvania. Here in these super-scrubbed rooms, under conditions of unusual
cleanliness and the most precise control of temperature and humidity, the people you see are
making transistors for military use, Transistors from here are also in the first U. 5. satellite.

improvement of a tremendously complex, ever-changing phy-
sical system, so that, for example, a telephone user in
Phoenix or Hartford, with a few turns of the dial, in twenty
seconds or less can be talking to someone in Boston—or St.

Louis—or San Francisco.

In manufacture, volume production of top-quality, stand-
ardized equipment by Western Electric helps keep down the
cost of service to the user.

In research, Bell Telephone Laboratories has the size and
standing to attract top-notch scientists and engineers who
can tackle hig problems and provide pioneering technical
leadership.

In the construction of telephone facilities, big investment
is a necessity.

In defense, the tremendous size of the telephone network

18



Policies that
promote good
human
performance

gives the best assurance of maintaining emergency service
under disaster conditions; and if big organization did not
exist to work on defense communication problems, it would
have to be created.

Small businesses are vital to the country too. And we
work with them constantly—with thousands of suppliers, for
example, and with thousands of non-Bell telephone companies

both large and small in every state.

But our business must be big. Not for the sake of size,
but for the sake of service. What this demands is perfectly
clear. It demands the utmost in responsibility—and how well
the responsibility is met depends entirely on the competence
plus the devotion of telephone men and women. To help build
these human qualities is the goal of what are usually called,
for brevity, “personnel policies.”

GOOD WAGES AND WORKING CONDITIONS attract and keep able
people in our business. Last year, with other wages increas-
ing in the communities where our employees work, telephone
wages again rose. Contracts negotiated with the unions were

generally for 15 months instead of 12 months.

The sense of opportunity is also essential to good and
responsible performance. Since 1950, on the average. there
have been 13 promotions each year for every 100 Bell Sys-
tem employees. The growth of the business has had much
to do with this, but three broad policies are intimately re-

lated also.

The first is to make promotions from the ranks in ac-
cordance with individual ability.

Second, the pension plans of the Bell companies provide
for the orderly retirement of older people. Last year the
companies expended a total of $340,000,000, or 8.9 per cent
of the payrolls, for pensions, benefits, and group life in-
surance, and for Federal taxes for Social Security old-age
and disability insurance benefits. Service pensions are paid
from trust funds which are accrued actuarially and can be
used only for this purpose. At the end of 1957, 22,783 men
and 22,224 women were receiving such pensions. The com-
panies pay the entire cost of their pension and benefit
programs save for group life insurance, which is financed
by both employee and company contributions.
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Telephone Plant
Investment
per Employee

IN THOUSANDS

Increasing investment

builds the foundation
of all opportunity for
Bell System employees.

We appreciate
the cooperation
that others
give us

A third factor in providing opportunity is training. We
train operators, clerical employees and craftsmen in voca-
tions. We train engineers to help them keep abreast of fast-
changing technologies. We give supervisors and managers a
wide range of training experience to help them develop the
skills of organizing and planning—of coaching and leading
—of building an atmosphere which will stimulate men and
women to grow. Through frank discussion of the facts about
the business, and through organized study and conference,
we are working to help managers at all levels broaden their
understanding of the Bell System’s whole responsibility and
the direct relation between their personal performance and
the total result. Qur duty to the nation is only discharged
through the rendering of countless services in home towns all
over the country, and every service in each community needs
the ability and good citizenship and thoughtful decision of
local telephone people.

These personnel policies we believe are basic to the ac-
complishment of 793,000 Bell System employees. Of that
number almost 130,000, or nearly all who have been in the
business 21 years or more, are members of the Telephone
Pioneers of America, as are more than 40,000 retired em-
ployees also. Their fellowship grows out of shared experience
and shared devotion in providing service. But the progress
of the System is the work of all, and it was the whole organi-
zation that made possible the good results of 1957.

For exceptional action in emergencies, 63 men and
women last year received Theodore N. Vail Medals. They
earned the awards by courage and skill.

WE SHOULD LIKE TO MAKE PARTICULAR MENTION of the wide-
ranging cooperation between the people of the Bell System
and those in many other companies and countries. Teamwork
in communication service goes beyond corporate boundaries;
we do not work by ourselves.

Approximately 4,100 other telephone companies and
cooperatives in the United States connect with our lines to
provide fully nationwide service. As we sald earlier, we work
closely with all of them. The growth of direct distance dial-
ing, the needs of defense, and the interconnection of nation-
wide services for large customers—these emphasize further
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Some 6,000 Bell System employees are qualified First Aid instructors and more than 170,000
hold First Aid training certificates. This telephone man (in foreground) is conducting 2 class in
his home town, which he is glad to do as a good citizen. First Aid training in the Bell System
is closely allied with our continuous effort to promote safety hoth on and off the jobh. The
communications industry is ranked as the safest in the country by the National Safety Council,
and last year the System for the fifth time received the Council’s highest Award of Honor.

the importance of good working relationships between all
branches of our industry.

Western Llectric depends on services provided by some
33,000 suppliers and subcontractors. Ninety per cent of these
are small businesses. Bell Laboratories also, particularly in
its work for the Government, relies on many other organiza-
tions to take subcontracts.

In building the DEW Line, Western Llectric cooperated
not only with men of the Laboratories and the Bell telephone
companies, but with hundreds of contracters, with task
groups of the United States armed forces, and with the
Canadian Government.

We own and operate the new telephone cable system to
Hawali jointly with the Hawaiian Telephone Company; this
was built with the help of both American and British cable
manufacturers, and British ships laid the cables under our

charter and supervision.
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The second transatlantic cable is made possible through
agreement and joint participation with the communication
agencies of France and West Germany, and similar agencies
in Great Britain and Canada have agreed to our using land
facilities in Nova Scotia and Newfoundland.

For these and other instances of cooperation we are sin-
cerely grateful. We believe that in these critical times
they lend encouragement and strengthen hope. Teamwork
can and does produce results,

CLEO F. CRAIG, PRESIDENT OF YOUR COMPANY from 1951 to
1956, and more recently Chairman of the Board, resigned as
chairman and retired last May after more than 43 years of
Bell System service. We are glad to report that he is con-
tinuing as a director, and we should like to repeat here the
following words from a resolution passed by the Board:

“Under Mr. Craig’s leadership the Bell System has
achieved unprecedented growth and the quality of service
has reached new high levels. The earnings and financial
position of the business have been strengthened. Thoughtful
and farreaching programs have been instituted to help
assure the best possible leadership in years to come. The

foundations for continuing progress are sound and strong.”

Finally, we should like to say again to each one of our
more than 1,600,000 share owners: Thank you for the sup-
port you give us. Your faith and investment are essential
to everything we are trying to do, and we greatly value
also the views and comments you give us. We are sure the
future holds great opportunities for the further success of
your business. To meet these opportunities fully, and earn
your continuing confidence, we shall always do our utmost.

For the Board of Directors,

VeI

PRESIDENT

February 13, 1958
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TuE BELL SYSTEM CONSOLIDATED FINANCIAL STATEMENTS appear on pages 24
to 28, inclusive. These statements consolidate the accounts of the American
Telephone and Telegraph Company, its principal telephone subsidiaries which are
directly owned (listed on page 34), and the Bell Telephone Company of Nevada,
a wholly-owned subsidiary of the Pacific Telephone and Telegraph Company.

The companies consolidated have for many years maintained their accounts
in accordance with the Uniform System of Accounts prescribed for telephone
companies by the Federal Communications Commission,

Telephone Plant is shown in the Consolidated Balance Sheets in the aggregate
of the amounts at which it is carried in the accounts of the individual companies
consolidated. For the companies in the consolidated group, all intercompany
security holdings, intercompany receivables and payables, and intercompany
items of income and expense, except minor items which cannot readily be iden
tified, are excluded.

Investments in subsidiaries not consolidated as stated in the Consolidated
Balance Sheets include amounts equivalent to the proportionate interest in the net
assets of such subsidiaries as shown by their accounts, and the proportionate
interest in their earnings is included in “Other Income” in the Consolidated
Income Statements. The principal subsidiary not consolidated is Western Electric
Company, which manufactures most of the telephone apparatus, cable, switch-
boards, etc., used by the Company and its telephone subsidiaries and procures
and sells to them materials and supplies not of its own manufacture. Contracts
between Western Electric Company and such telephone companies provide that
its prices to them shall be as low as to its most favored customers for like
materials and services under comparable conditions. Items purchased by the
telephone companies from Western Electric Company are entered in their
accounts at cost to them, which includes the return realized by Western Electric
Company on its investment devoted to such business.

Financial Statements of the American Telephone and Telegraph Company
alone are shown on pages 30 to 34,

A. L. StotT
Comptroller.
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consolidated

ASSETS
December 31, December 31,
PLanT Anp OTHER [NVESTMENTS 1957 1936
Telephone Plant (a)

Telephone Plant in Service. .o.vee it innivenineernnns $18,438,267,507 $16,470,144,997
Telephone Plant under Constriuction. ........oceveun.. 660,596,014 584,919,561 .
Property Held for Future Telephone Use.............. 16,336,571 16,915,456 5

Telephone Plant Acquisition Adjustment.............. 1,776,939 2,225,600

$19,116,977,031 $17,074,205,614

Less: Depreciation Reserve........oveveevirnreneronens 4,363,439,158  4,113,774,382

Portion of cost of telephone plant which has been charged
against operations.

$14,753,537.873 $12,960,431,232

Miscellaneous Physical Property............... Ceerereas 7,760,551 8,317,586
Investment in Subsidiaries not consolidated (b).......... 861,475,921 745,245,326 |
Other Investments—at coSt..v.vvurver e cirrnnnnsennnes 115,179,359 102,593,852
Principally investments in associated telephone com-
panies.
Total ........ e e e i e $15,737,953,704 $13.,816,587,996

CURRENT ASSETS

Cash and Demand Deposits...............ccoiiinnn.. $ 122,199,102 § 106,559,970

Temporary Cash Investments.........cooiiiinnennnnnn. 794,820,674 1,207,773,504
Principally U. 5. short-term obligations.

Special Cash Deposits. oo iiviieii ittt i iieevnnns 9,047,704 7,868,690

Receivables ... i i e e 716,180,256 679,347,561

Amounts due for service {less reserves for uncollectibles),
working advances, interest and dividends receivable, etc.

Material and Supplies {€) v vt vr i ir ittt e canan 115,114,098 211,233,284
Principally for construction and maintenance purposes.
Total Current Assets ..........covveuunnn... $ 1,757.361,834 § 2,212,783,009

Dererrep CHARGES
Prepayments of Directory Expenses, Rents, Taxes, etc...... $ 106,345,194 $ 96,628,015

Other Deferred Charges. .. oo vt i it vr e ieceaeannnns 76,214,940 80,572,213
Total Deferred Charges .................... $ 182,560,134 $ 177,200,228
Total Assels .........coiiiii i, $17,677,875,672 $16,206,571,233

For notes, see page 28.
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Telegraph Company and |t.s Prlnmpal Telephone Sub51d|ar|es]

balance sheets

LIABILITIES

December 31,  December 31,
CapitaL Stock EoquIry 1957 1956
American Telephone and Telegraph Company
Common Stock—Par Value ($100 per share).......... $ 6,464,817,800 $ 6,289,388,900
At December 31, 1957, authorized 100,000,000 shares:
outstanding, 64,648,178 shares. See note (c) on page 33.

Common Stock Subseribed. . e e 11,964,600
Common Stock Instal[ments—see note (d) on page 33 C i ieereais 156,909,315
Premium on Common Stock ..........c.vevevurn.... 1,860,757,911 1,780,815,328

Amount received in excess of par value.
Retained Earnings

Reserved (d) ..o, 11,880,559 8,122,052
Unappropriated .. oot i e e e, 1,571,323.677 1,308,856.,443
Total Retained Earnings (see page 27)...... § 1,583,204,236 § 1,316,978,495

Total Applicable to A. T. & T. Co. Stock .. § 9,908,779,947 $ 9,556.056,638

Subsidiaries Consolidated—stocks held by public

Common Stock ......iviviiiinr i, $ 277,507,000 § 250,928,200

Preferred Stock ............... Se e ve i e e e 17,904,300 17,904,300

Retained Earnings .. .....vuieiiiieennninnnnanrons 22,009,294 18,982,210
Total Applicable to Stocks of Subsidiaries

Held by Public ........................ $ 317420594 § 287,814,710

Total Capital Stock Equity.. ... .. .. .. .. $10,226,200,541 $ 9,843,871,348

FunpEp DEBT
American Telephone and Telegraph Company

Convertible Debentures—see note {c) on page 33...... % .......... § 29,986,400
Other Debentures—see note (e) on page 33 ..........  2440,000,000  1,940,000,000
Subsidiaries Consolidated (€)...veevereroreininnnn. 3,248,000,000  2,648,000,000
Total Funded Debt..................... § 5688,000,000 § 4,617,986,400
CURRENT AND ACCRUED LI1ABILITIES

Notes Payable ... i e B 76,000,000 $ 106,000,000
Accounts Payable ......... R, 517,265,906 516,902,583
Advance Billing for Service and CusLomers Deposns .. 152,865,501 138,581,811
Dividends Payable ... ....ooiiiviiiiie it iiniieennns 146,493,557 142,410,891
Taxes Acerued ...oovrtvruriinenienienrennnsasanens 755,550,823 740,948,000
Interest Accrued ... ...ttt it e, 54,856,137 42,487,717
Other Current Liabilities. . ...voevinineiiiiinnnnnnenn, 26,652,888 27,997,455

Total Current and Aecrued Liabilities $ 1,729,684,812 § 1,715,328,457

DEerFERRED CREDITS

Unextinguished Premium on Funded Debt—net......... $ 31,009,649 § 25,420,032
Other Deferred Credits......oovvvivi it iisinrennennn. 2,920,670 3,964,996
Total Deferred Credits.................. $ 33,990,319 § 29,385,028

Total Liabilities ...................... $17,677,875,672 $16,206,571,233
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[American Telephone a nd

consolidate d|

OPERATING REVENUES Year 1957 Year 1956
Local Service REVENMUES. .o vv e v e ieierecennnrannnens. $3,647596,447 $3,368,607,868
Toll Service REVENUES +vvvvrrcreceneiianiisnssie nn- 2,357.650,210  2,176,240,700
Miscellaneous Revenues .........eeiivaunrinianns nans 331,374,988 297,243,219

Principally directory advertising.
Less: Uncollectible Operating Revenues ........... .. ... 22,788,445 16,794,102
Total Operating Revenues .. ................ $6,313,833,200  $5,825,297,685

OprrATING [XPENSES
Current Maintenance (C)......vvveviaeeeinasannanens $1,205,314,592  $1,242,253,787
Cost of inspection, repairs and rearrangements required
to keep the plant and equipment in good operating con-
dition.
Depreciation Expense (€)..oveovnn i s 763,002,316 535,226,642

Portion of cost of depreciable property charged against
current operations. These charges are based on rates
designed to spread this cost uniformly over the service
life of the property and represented approximately 4.5%
in 1957 and 3.89% in 1956 of average investment in
depreciable plant.
Traffic EXpenses .. ..o it iie o iiie e 947,350,959 937,163,017

Costs incurred in the handling of messages, principally
operators’ wages.
Commercial Expenses .. ... oot 571,606,448 529.811,847

Costs incurred in business relations with customers;
public telephone commissions; cost of directories, adver-
tising, etc.

Operating Rents ....... . ot iinacanreananns 59,844,499 52,693,698
General Administration ..........c.eiiriieniniiiia.. 38,800,007 36,089,160
Accounting and Treasury Expenses..................... 257,349,874 238,596,577
Development and Research (f)........................ 34,504,458 32,503,410
Provision for Employees’ Service Pensions. .............. 160,233,396 162,902,978
Employees’ Sickness, Accident, Death and Other Benefits. .. 65,216,827 48,684,195
Other General Expenses. ... ... oo ittt iinnns 125,478,175 111,890,775
Less: Expenses Charged Construction................... 63,105,708 51,154,404

Total Operating Expenses ........ ...... $4,165,595,843  $3,876,661,682

Net Operating Revenues .. ... . ... ...... $2,148,237,357  $1,948.636,003

OpPErRATING TAXES

Federal Taxes on Income.......... e iitassieaneareaeas $ 753,767,013 § 695,226,893
Other Taxes—principally State, local and Social Security 514,825,268 462,523,280
Total Operating Taxes .................. $1,268,592,281  $1,157,750,173
Net Operating Income (carried forward) ...... $ 879,645,076  § 790,885,830

For notes, see page 28.
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income statements

bsidiaries

]

Year 1957 Year 1956
Net Operating Income (brought forward). .. .. $ 879,645,076 $790.885,830
OTuER INCOME
Dividends from subsidiaries not consolidated (g)......... § 56,848,897 $ 50,937.816
Proportionate interest in earnings (after dividends) of
subsidiaries not consolidated (h)..................... 29.095,392 31.170.275
Dividends from other companies........................ 7,037,393 6,927,505
Miscellaneous income (i)..........oveeveeeeeennn n.. 60,745,730 49.905,694
Less: Mizcellaneous deductions from income.............. 7,795,546 7,431,828
Income Available for Fixed Charges ....... $1.025,576,942 $022,395,292
Fixep CHARGES
Interest on Funded Debt.. ... uurunris e, $ 166,013,613 $136,593,286
Other Interest oottt ittt i e et e 7,450,117 8,577,780
Less: Release of Premiom on Funded Debt—net. .. ...... 791,067 566,857
Net Imecome ... ... ... i, $ 852,904,279 777,791,083
NET INcoME APPLICABLE TO MINORITY INTERESTS
Pielerred: Stocle vt liddia i il v sl i o e $ 1.074,258 8 1.074.258
Common=Stotls oo bimasy s, i A 22,050,725 20,782,971
Net Income Applicable to A. T, & T. Co. Stock $ 829,779,296 $755,933,854
Consolidated Earmnings per share of A. T, & T. Co. Stock (j).. $13.00 $13.16

Statements of Consolidated Retained Earnings Applicable to American

Telephone and Telegraph Company Stock

Year 1957 Year 1956

BALANCE AT BEGINNING OF PERIOD. vuuveencnveenernrennnas $1.316,978,495 $1,081,641,629
Net Income applicable to A. T, & T. Co. Stock.............. $ 829,779,206 § 755,933,854
Profit on sales of securities...................... R 13,986,889 1,126,817
Miscellaneous additions ...........oiiiiiiiiinnenaninnnn. 1,114,041 1,567,950

TOTAL ADDITIONS .....eovaun.. e $ 844,880,226 § 758,628,621
Dividendsion A: T, & T. Co.Stock.ovin . iiviis oo iaids $ 574,302,856 § 516,803,616
Organization and Capital Stock Expense charged off......... 1,776,185 4,374,873
Amortization of Telephone Plant Acquisition Adjustment..... 644,609 1,021,681
Miscellaneous deductions . ....... .. coiiiereeennnnnnn... 1,930,835 1,091,585

TOTAL DEDUCTIONS .\ evvvinrrnnennnnrsnnnns $ 578,654,485 § 523,291,755
BALANCE AT CLOSE OF PERTOD. v vveves e eeeeennsnenannnn, $1.583.204.236  $1,316,978,495
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(a) Telephone Plant, with minor exceptions, is stated at cost to the companies. Tele-
phone Plant Acquisition Adjustment represents certain costs attributable to property
purchased from predecessor cwners.

(by Comprises $639,714,529 at December 31, 1957 and $566,048,624 at December 31,
1956, representing cost of investments, and $221,761.392 at December 31, 1957 and
£179.196,702 at December 31, 1956, representing proporticnate interest in the net assels
of subsidiaries not consolidated in excess of such cost.

(c) Effective January 1, 1957, a revised practice of accounting for station equipment was
adopted. In connection therewith, there was transferred to Telephone Plant $91,634,175
representing the cost of certain items of equipment previously included in Material and
Supplies pending installation. Such items are now charged to Telephone Plant as purchased.
This change in accounting practice also had the effect of increasing Depreciation Expense
and reducing Current Maintenance with no material effect on net income.

(d) Reservations against contingency of refunds in connection with certain rate pro-
ceedings,

{e) Of the funded debt of subsidiaries consolidated, $168,000,000 matures from 1960
to 1970, $550,000,000 from 1971 to 1980, and $2,520,000,000 thereafter.

(f) Cost of work carried on for the American Telephone and Telegraph Company by
Bell Telephone Laboratories,

(¢) Includes dividends of $54.954,662 in 1957 and $49.458,558 in 1956 from Western
Electric Company,

(h) Includes the American Telephone and Telegraph Company’s preportionale interest
(over 99%) in the earnings (after dividends) of Western Eleciric Company and its sub-

sidiaries amounting to $29,500,154 in 1957 and $31,427,384 in 1956,

(i) Includes $31,749,925 in 1957 and $22,625977 in 1956 for inlerest charged con-
struction.

(j) Based on average shares outstanding—63,811,428 in 1957 and 57,422,624 in 1956.

The Company and its subsidiaries have established funds with Bankers Trust Company,
New York, N. Y. as Trustee, which are irrevocably devoted to service pension purposes.
Regular payments are made to such funds pursuant to acerual programs. At December 31,
1957 the pension funds amounted to $2.600,214,126. IFuture service pension payments to
those now on the pension rolls and those now entitled to retire on pensions at their own
request are fully provided for by the amounts in the funds. The funds are not a part of
the assels of the companies and are therefore not reflected in the balance sheets.
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These antennas in Florida send and receive conversations and TV programs 185 miles “over the horizon”
between the U. S. and Cuba. The tall radio relay tower comnects the station with the nationwide network.




ASSETS

December 31, December 31,

Prant Anp OTHER INVESTMENTS 1957 1956
Telephone Plant (a)
Telephone Plant in Service.............covaunn .o0e $1,568,321,883 § 1,390,490,149
Telephone Plant under Construction.............. - 119,051,189 96,022,969
Property Held for Future Telephone Use........ ceane 544,667 625,190

$ 1,687,917,739 § 1,487,138,308.

Less: Depreciation Reserve....covevsvecccenanss i 560,541,371 523,237,088
Portion of cost of telephone plant which has been charged
against operalions.

$ 1,127,376,368 $§ 963,901,220

Investments in Subsidiaries—at cost (see page 34)}....... 9,692,545,928 8,764,632,993
SOCKS 2t ireriieiiaeeeeeeeeeeee . $9,340,064,083
AdVANICES o eer e ot it i 352,481,845
Other Investments—at cost (see page 34)............. 100,105,189 89,252,298
SH0CKS v e $ 77,072,282
AdVances .. vt 22,480,000
Miscellaneots . «.vverviaeeranurvennn 552,907
B 72 1 $10.920,027.485 § 9.817,786,511
|
1 CURRENT ASSETS
- Cash and Demand Deposits.. ..o vinein e innnns-- 3 16,004,162 $ 16,110,331
Temporary Cash Investments...............coiviiniannn 791,541,392 1,207,773,504
Principally U, S, short-term obligations,
Special Cash Deposits, .o vvvevervnneraiiniiniieiaasa. 2,109,061 1,954,786
RECEITADIES + v v vee e aee tee e e e e e e 57,593,039 63,145,526
Amounts due for service (less reserve for uncollectibles),
working advances, interest and dividends receivable, etc.
Material and Supplies (b). ... 15,383,268 18,975,253
Principally for construction and maintenance purposes
Total Current Assels .....cceveeeeennnnes ... $882,630922 $ 1,307,959,400
DEFERRED CHARGES «vv v vnmn e vone e oananns veea.. % 13,677,393 % 10,911,397
Total Assets ............... esauidiana .. $11,816,335,800 $11,136,657,308
For notes, see page 33.
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LIABILITIES

CaprrTal Stock EgquiTy

Common Stock—Par Value ($100 per share)
At December 31, 1957, authorized 100,000,000 shares;
outstanding, 64,648,178 shares. (c)

Common Stock Subsecribed............ccivii ...

.............

Common Stock Installments (d)

Premium on Common Stock............ . ccviun....
Amount received in excess of par value.

Retained Earnings (see page 33)
Total Capital Stock Equity..................

FunpeEp DEBT
Convertible Debentures (c)...........................
Other Debentures (e)

Total Funded Debt

CURRENT AND ACCRUED LIABILITIES

Accounts Payable ...... ... o
Dividend Payable . ... .. ccuutiiniii e
| Taxes Accrtued . ..o e e e

Interest Accrued
Total Current and Accrued Liabilities......

DErERRED CREDITS
Unextinguished Premium on Funded Debt—net..........
Other Deferred Credits. ....... ...coivtiinrinnnnn.nn.

Total Deferred Credits .....................
Total Liabilities .

December 31,
1957

$ 6,464,817,800

1,860,757.911

771,357,363

December 31,
-1956

$ 6,289,388.900

11,964,600
156,909,315
1,780,815,328

659,201,434

$ 9.096.933,074

$ 8,898,279,577

2,440,000,000

$ 29,986,400
1,940,000,000

. § 2,440,000,000

§ 1,969,986,400

$ 44,822,014
145,458,401
53,180,968
22,283,962

$ 47,383,408
141,503,155
50,427,113
17,742,188

$ 265,745,345

$ 257,055,864

$ 13,268,950

$ 11,062,029

388,431 273,438
$ 13,657,381 § 11,335,467
$11,816,335,800 $11,136,657,308
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income

OPERATING REVENUES

Toll Service Revenues (f)......vviiviniiiiinninnnnnnn.
License Conlract Revenmes. .........cvevvevvnenvnnnnns
Received for services furnished telephone compenies.
Miscellaneous Revenues ......ovvvriinvnnvinvineinnnn,
Less: Uncollectible Operating Revenues.................

Total Operating Bevenues .................

OperaTING EXxpENSES (g)

Current Maintenance
Depreciation Expense . ... ... . iiieiiiarnernrninneann
Represented approximately 3.9% in 1957 and 3.8% in
1956 of average investment in depreciable plant.
Traffic EXpenses ..o.vevrn e niiiieiiaerrnineerannas
Commercial Expenses
Operating Rents .. .....iiiiiieerneieirennnnnnnennens
General Administration .. .......v.vveviiiiinnennnsanas
Accounting and Treasury Expenses.........c.coeiveunnn
Development and Research (h)........................
Provision for Employees® Service Pensions. .. ............
Employees’ Sickness, Accident, Death and Other Benefits. .
Other General Expenses......oovivueiiiiinnennnann ..
Less: Expenses Charged Construction...................

Total Operating Expenses

Net Operating Revenues ...................

OrERATING TAXES
Federal Taxes on JHCOME. . vvvvvee e inieinerennnnnnn
Other Taxes—principally State, local and Social Security. .
Total Operating Taxes .....................
Net Operating Income .....................

OTtHER INCOME

Dividend Tncome—principally from subsidiaries..........
Interest Income . ... ... . .o
Miscellaneous Income . ... oiivin i
Less: Miscellaneous Deductions from Income............

Income Available for Fixed Charges .......

F1xep CHARGES

Interest on Funded Debt.. ... ..o i,
Other Interest ..o ovvtint i it e e ettt s e ienan
Less: Release of Premium on Funded Debt—net..........
Net Income ..........cciiiiiiininrrannecons

Earnings per share (1) . ..o ovii it in i innnnanns
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statements

Year 1957 Year 1956
$385278.512  $354.000,865
59,720,464 54,972,525
21,870,278 20,567,877
1,041,955 1,403,439
$464,927,299 $428.137.828

$ 94,907,448

§ 86,649,114

56,095,924 49,335,208
36,540,685 35,952,670
18,440,995 17,148,795
7,451,936 5,636,177
19,746,607 18,301,747
18,211,077 18,841,220
34,504,458 32,503,410
9,717,536 9,642,463
4,454,169 3,045,985
15,004,834 14,275,322
2,575,188 2,172,324
$312,500,481  $289,159,787
$152,426,818  $138,978,041

$ 55,778,000
27,077,643

§ 49,033,000
24,030,000

$ 80,855,643

$ 73,063,000

$ 71,571,175

$ 65,915,041

$637,730,122  $574,199,411
48,038,027 38,068,726
669,963 1,410,880
645,976 1,753,358
$757.363,311  $677,840,700

§ 69,153,779

# 59,108,671

2,525,052 2,496,917
373,476 255,095
$686,057,056  $616,490,207
$10.75 $10.74




Telegraph Company

Statements of Retained FEarnings

Year 1957 Year 1956

BALANCE AT BEGINNING OF PERIOD. .. .0 v'onunonns e, $659,201,434 $5601,729,110
Net Income .......covovvuvinnn.., $686,057,956 $616,490,207
Profit on sales of securities............ooo'enevnnn. .. 884,095 836,140
Miscellaneous additions . .......... 8.088 558

TOTAL ADDITIONS . ....ovoivneennnn... $686,950,139 $617.326,011
Dividends declared ........... . ... oo, $574,302,856 $516,803,616
Organization and Capital Stock Expense charged off. ... 344.181 2,854,361
Miscellaneous deductions . ..........oooe i, 147,173 196,610

TorAL DEDUCTIONS ©oovivrer e . $574,794,210 $519,854,587
BALANCE AT CLOSE OF PERIOD. .. .©oeorusrnsnn.. .. $771,357,363 $659,201,4.34

Notes to Financial Statements
(a) Telephone Plant, with minor exceptions, is stated at cost to the Company.

(b) Effective January 1, 1957 in connection with a revised practice of accounting for
slation equipment an amount of $4,975,455 was transferred from Material and Supplies
to Telephone Plant.

(¢) On January 15, 1958 the Board of Directors reserved 7,183,130 shares of capital
stock for issuance upon conversion of $718,313.000 principal amount of Fifteen Year 4149
Convertible Debentures, due March 12, 1973 which were offered to stockholders of record
on January 24, 1958, These debentures will be convertible into stock of the Company begin-
ning May 12, 1958 at $142 per share. On January 15, 1958 the stockholders authorized the
Company to place in effect an Employees’ Stock Plan under which not to exceed 7,000,000
shares may be issued and sold on an installment hasis to employees of the Company and
of its subsidiaries.

(d) At December 31, 1956 represents installment payments and interest thereon applicable
to shares of Capital Stock under elections to purchase pursuant to the Employees’ Stock
Plan approved by the stockholders in 1950. Such elections to purchase provided for com-
pletion of installment payments by July 1957,

(e) Of these debentures, $140,000,000 mature in 1970, $775,000,000 from 1971 to 1980,
and $1,525,000,000 thereafter.

(f) Represents the Company’s share of toll revenues of $1,334,598,000 in 1957 and
$1,205,497,000 in 1956 from toll business handled jointly with subsidiary and other telephone
companies,

{g) Operating expenses are incurred principally in providing the Company’s long distance
communication services and in performing License Contract services furnished telephone
companies.

(h)  Cost of work carried on for the Company by Bell Telephone Laboratories.

(i) Based on average shares outstanding—63.811,428 in 1957 and 57,422,624 in 1956,

The Company has established a fund with Bankers Trust Company, New York, N. Y., as
Trustee, which is irrevocably devoted to service pension purposes. Regular payments are
made to the fund pursuant to an accrual program. At December 31, 1957 the pension fund
amounted to $136,809,597. Future service pension payments to those now on the pension
rolls and those now entitled to retire on pensions at their own request are fully provided
for by the amount in the fund. The fund is not a part of the assets of the Company and
is therefore not reflected in the halance sheets.
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Investments in Subsidiaries and in Other Companies
December 31, 1957

CariTaL STOCKS (a) ADVANCES
Par Value % of Total Book Value
Principal. TELEPHONE SuBsipIARIES of Holdings  Outstanding (Cost)

New England Tel. & Tel. Co.... § 254.741,100 69.29 $ 259,692,650 § 78.000,000
New York Tel. Co............. 1.151,300.000 100.00 1,174,280,335 SN
New Jersey Bell Tel, Co....... 435,000,000 100.00 448,667,184 200,000
Bell Tel. Co. of Pennsylvania. . 545.000,000 100.00 551,316,050 29,500,000
Diamond State Tel. Co....... 36,000,000 100.00 36,700,000 4,225,000
Chesapeake & Potomac Tel. Co. 100,000,000 100.00 101,000.000 3,325,000
Chesapeake & Poatomac Tel. Co.

of Maryland ..... 205,000,000 100.00 206,467,362
Chesapeake & Potomac Tel Co

of Virginia . ... 220,000,000 100.00 220,000,000 3,900,000
Chesapeake & Polomac Tel Co

of West Virginia .......... 97,000,000 100.00 97,000,000 3,625,000
Southern Bell Tel. & Tel. Co... 1,100,000.000 100.00  1,101,817,298 15.500,000
Ohio Bell Tel. Co..ovvvvvvnnns 450,500,000 100.00 450,542,298 9.500.000
Michigan Bell Tel. Co......... 378.987.000 99.99 379,399,232 12,800,000
Indiana Bell Tel. Co., Inc...... 162.998.800 99,99 163.585,286 3,800.000
Wisconsin Tel. Co..vvvevn vt 195.000.000 100.00 168,223,802 3,300,000
Hlinocis Bell Tel. Co........... 518.915.100 99.32 524,396,012 58,600,000
Northwestern Bell Tel. Co...... 325.000.000 100.00 326.039,490 10,700,000
Southwestern Bell Tel. Co...... 1,054.998,400 99.99 1,058,251,478 7.200.000
Mountain States Tel. & Tel. Co. 304.020.800 86.74 305,425,778 21.000.000
Pacific Tel. & Tel. Co......... 1.079.,094,300 90.40 1,074,752,545 82,000,000
Paciic Tel. & Tel, Co.—Pre-

ferred . .oviiii e 64,095,700 78.17 55,999,180

OTHER SUBSIDIARIES
Bell Telephone Laboralories,

Ine. v it i 25.000,000 (b)50.00 25,000,000
Weslern Electric Co., Inc.. .. ... (c) 99.82 553,440,179 e
195 Broadway Corporation. .... 23,000,000 100.00 23,015,000 4.400.000
Eastern Tel. & Tel. Co......... (d)4,999.100 99.98 5,052,424 606,845

Total « .ot ir e e iee e in e $9,340,064,085  $352,481,845
Oraer COMPANIES
Southern New England Tel. Co. $  36.678,000 2146 $ 36989831 § 21.000,000
Cincinnati & Suburban Bell Tel.

Co. ..., e 20,501.700 29.83 21,065,168 1.480,000
Bell Tel. Co. of Canada. . . (d)18,749.800 417 18.854,783 e
Cuban American Tel. & Tel Co 865.000 50.00 162500  ........

Total .o e e e ... § 77,072,282 § 22,480,000

(a) Common stocks unless otherwise indicated.

(b) Remaining shares owned by Western Electric Co., Inc.
{¢) 15,656,656 shares—no par value,

(d) Canadian dollars.
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New York, N. Y.
February 13, 1958

To THE SHARE OWNERS OF
AMERICAN TELEPHONE AND TELEGRAPH COMPANY:

We have examined the balance sheets of American Telephone and Telegraph
Company as of December 31, 1957 and 1956, the consolidated balance sheets of
the Company and its principal telephone subsidiaries as of December 31, 1957
and 1956, and the related statements of income and retained earnings for the
years then ended. Our examination with respect to such companies was made
in accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

Examinations of similar scope have been made by us of the balance sheets
as of December 31, 1957 and 1956 and of the statements of income and re-
tained earnings for the years then ended of the principal nonconsolidated sub-
sidiaries of American Telephone and Telegraph Company, except Western
Electric Company, Incorporated and its subsidiaries, and we have reviewed
accounting reports for the years 1957 and 1956 rendered to American Tele-
phone and Telegraph Company by all other nonconsolidated subsidiaries. The
consolidated balance sheets of Western Electric Company, Incorporated and con-
solidated subsidiaries as of December 31, 1957 and 1956 and the related state-
ments of consolidated income of these companies for the years then ended,
with certificate of examination thereof by other independent accountants, have
been furnished to us.

In our opinion, the financial statements (pages 30 to 34) and the con-
solidated financial statements (pages 23 to 28) present fairly the position at
December 31, 1957 and 1956 and the results of operations for the years then
ended of American Telephone and Telegraph Company and the consolidated
position at December 31, 1957 and 1956 and the consolidated results of opera-
tions for the years theh ended of the Company and its principal telephone
subsidiaries, in conformity with generally accepted accounting principles, which
have been applied on a consistent basis except for the change in accounting for
station equipment referred to in note (¢) on page 28 and note (b) on page 33,
which change we approve.

Lyeranp, Ross Bros. & MONTGOMERY
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Facts About The Bell Sysiem

- Dee.dl

Number of Telephones (a) 22,445,519 35,343,440 46,218,233 52,252,494
Dial Operated ...... 14,504,851 26,700,319 40,041,368 47,987,684
Per cent Dial Operated 64.6 75.5 86.6 91.8

Number of Ceniral Offices. 7,374 8,470 9,751 10,339

Average Daily Telephone
Conversations® (b} .... 90,548,000 140,782,000 168,936,000 188,276,000

Total Plant
(000" omitted} ...... $5.702,057 $10,101,522 $15,340,495 $19,116,977

Operating Revenues
(000" omitted) ¥ ...... $1.930.889 $3,261,528 $5,297,043 $6,313,833

Number of Employees (c) 474,527 602,466 745,629 792,634

Number of A, T. & T.
Company Share Owners. 683,897 085,583 1,408,851 1,605,046

Number of A, T. & T.
Company Shares Out-
standing . ............. 20,166,251 28,615,956 54,115,960 64,648,178

# Tor year ended December 31.

(a) Excludes private line telephones numbering 202,211 on December 31, 1957. Including
telephones of some 4,100 independently owned connecting telephone companies and addi-
tional thousands of connecting rural or farmer lines and systems, the total number of
telephones in the United States which can be interconnected is approximately 63,600,000.

(b) For the year 1957 there were approximately 180,084,000 average daily local conver-
sations and 8,192,000 average daily toll and long distance conversations, During 1957
many calls were reclassified from “toll” to “local” due to enlargement of numerous local
calling areas. When the data are adjusted for such reclassifications, there was an increase
of 5.3 per cent in local conversations, and 7.5 per cent in toll and long distance conversa-
tions over the year 1956.

(¢) Includes employees of Western Electric Company and Bell Telephone Lahoratories.
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Looking east from the Hawaiian terminal of the new ocean telephone cable linking the Hawaiian
Islands with the United States mainland. The cable was opened for service on October 8, 1957.

Out of the surf on the coast of
California men hauled the line that
brought the mainland end of the new
cable ashore—2.400 miles from Hawaii.
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