A3 ) American Telephone &Telegraph Company

nnual
eport




ON THE COVER

Pictures show five of the many telephone instru-
ments and services that help make maodern com-
munications increasingly useful and convenient.

TOP LEFT: Through her Data-Phone™ data set, the
lady sets up connection sa business machine behind
her can send data over the line. The data set then
converts the business machine’s output into a form
suitable for transmission over the telephone network.

TOP RIGHT: The Call Director® telephone offers re-
rmarkable convenience . . . many features can be in-
corporated to suit individual needs. . . perfect also for
the secretary who answers calls for several people.

CENTER: The dial-in-handset Trimline® telephone, in-
troduced last year in several states, is proving very
popular, It is offered optionally at small extra cost
and will soon be widely available.

LOWER LEFT: In foreground is one of the various
kinds of automatic dialers that quickly and guietly
diat numbers near and far.

LOWER RIGHT: Touch-Tone® calling, using push-

buttons instead of dials, is available to more than five
million customers, will spread rapidly in years ahead.

ANNUAL MEETING The eighty-first Annual

Meeting of the share owners will be held at 2 p.m.,
April 20, 1966, at Cobo Hall Arena, Detroit, Mich,
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1965 IN BRIEF

The gain in telephones of 3,827,910 was the
largest in history. Long distance messages in-
creased 12 per cent over 1964,

Higher Earnings per Share and
Increased Dividends

Earnings per share of AT.&T. stock were
$3.41, or 17 cents more than in 1964, Begin-
ning with the dividend paid in January 1966,
the quarterly payment was increased from 50
to 55 cents a share. Earnings on total Bell Sys-
tem capital were again around 7% per cent.
This is at the lower end of the range of earnings
that we believe is required for fair treatment of
share owners and sound, economical financing
to meet the public’s ever-growing need for serv-
ice. Earnings in this range are necessary also
to stimulate and sustain innovating effort that
will hold down cost and increase the quality and
value of service.

Taxes

Operating taxes of $2,440,033,000 were
equal to $33.06 per telephone and $4.48 per
share of A.T.&T. stock. In addition, customers
paid $867,984,000 in Federal excise taxes.
These amounts, taken together, represent a
three per cent increase over 1964 in the total
taxes on Bell System service, even though the
Federal corporate income tax rate was reduced
in 1965 from 50 to 48 per cent.

Bell System

Financial

Summary

Federal Excise Tax
On Telephone Users

Congress last year reduced this from ten to
three per cent beginning in January 1966, and
provided for its complete elimination by 1969,
The Administration has now recommended that
the ten per cent rate be reimposed until Jan-
uary 1968. While we fully recognize the coun-
try's need for additional revenues during the
Vietnam emergency, we cannot help but regret
any step foward restoring this discriminatory
tax on an essential service, which the public
generally finds unfair. We have earnestly re-
quested the Congress, if it takes action, to
make clear the temporary and emergency na-
ture of the increase, and to provide that the
schedule to end the tax completely will be
resumed not later than January 1968.

Construction and Financing

Construction expenditures in 1965 were
$3,917,644,000—a new high record. New cap-
ital of $1 billion was obtained, principally fram
the sale of debt issues by six subsidiary com-
panies and from employee purchase of shares
under the employee stock plan.

Good, Dependable,
Improving Service

This is the absolute requirement in our
business.

More customers had individual lines in 1965.



Operating Revenues and Other Income .

Operating Expenses .

Taxes Nt

Interest Deductions .

Net Income oy, s
Applicable to Minority Interests .
Applicable to A.T.&T. Co. Shares .

Earnings per A.T.&T. Co. Share .

1965
$11,323,000,000
$6,670,547,000
$2,440,033,000
$362,235,000
$1,850,185,000
$54,091,000
$1,796,094,000
$3.41%

1664
$10,566,948,000
$6,125,738,000
$2,382,809,000
$347,778,000
$1,710,623,000
$52,017,000
$1,658,606,000
$3.24*

* Based on 526,635,000 average shares outstanding in 1965 and 512,047,000 in 1964,

Many more could talk over extended calling
areas without toll charges. Thousands of tele-
phone operators worked at new push-button
consales that help them render better service.
We organized additional nighttime ‘‘Repair
Service” centers manned by experienced
craftsmen. These centers are now available to
three-quarters of all our customers and more
are being established.

in 1965 we experienced the shocks of hurri-
canes and tornadoes to an unusual degree. The
cost of meeting all disaster emergencies ap-
proximated $25 million. Prompt, coordinated
effort kept essentia! services working and
speeded full service restoration. In power black-
outs and floods, service was well maintained be-
cause plans, peopie, and equipment were ready.

Interstate Earnings Investigation

The Federal Communications Commission,
which regulates the interstate portion of our
business, has ordered an investigation of inter-
state and international rates and earnings. The
Bell System has long been regulated by both
Federal and state commissions. We are accus-
tomed to providing full information about our
business, our record is good, and we expect to
show that we have served the public well and
at reasonable cost.

For a good many years interstate earnings
have been maintained in a range up to 8 per
cent on investment. We believe the results have

been greatly in the public interest. Service has
been expanded and improved and rates brought
well below what they were before World War |1,
Since 1959 there have been three major rate
reductions, including a $100 million reduction
in 1965. Telephone users can now make inter-
state calls anywhere in the United States (ex-
cept to Alaska or Hawaii) and talk three min-
utes for no more than $1 after 8 p.m. week-
days, and at any time on Sundays.

The Way of Progress

We are proud that our technical advances
and increasing efficiency through the years have
enabled us to hold down costs and increase the
quality of service. We also believe the nation’s
ahility to communicate at low cost makes a
significant contribution to economic growth
and a rising standard of living.

But we must again stress the importance of
our being allowed to maintain good earnings
that are achieved through efficient and imagi-
native operation of the business. Economic and
social progress flows from innovation that re-
duces costs and creates useful new products
or services. Good earnings are indispensable
to this. They are a principal cause, as well as a
result, of better, more valuable service to the
public. In the past several years most regula-
tory commissions, including the F.C.C., have
recognized the importance of good telephone
earnings, and we sincerely trust that this judg-
ment will continue to prevail.
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1965 Report to the Share Owners

Nineteen sixty-five marked twenty years
of postwar progress in communications.
All through this period the service and
business of the Bell System have grown
without interruption, and this growth has
been considerably more rapid than that of
the economy as a whole. In 1965 the gain
in telephones (reported on page 2) was
the largest ever, and the per cent increase
in long distance calls was one of the
largest.

Many other events and developments
of 196% also evidenced the dynamic na-
ture of our business.

The first efectronic central office went
into service in May, the second in January
1966. Twelve more are now in various
stages of installation. We have also devel-
oped electronic switching systems for pri-
vate branch exchanges (PBXs) and a num-
ber of these are now serving business
customers.

Data communications expanded further.
Overseas telephone conversations in-
creased 22 per cent. For the hugely suc-
cessful Gemini space missions, abundant
and reliable communications, flowing over

Bell System lines, were indispensable to
command and control.

Touch-Tone® service, introduced in a few
places in 1963, is now available through
800 telephone central offices that serve
about ten per cent of our customers. More
than 375,000 people have enthusiastically
chosen this optional “push-button calling”
service at moderate exira cost. It will be
offered to the great majority of all our cus-
tomers during the next five years.

The first Touch-Tone data communica-
tion systems are already in operation.
After a call is made, the same tones that
set up the connection can then be used
to send coded information or queries to a
business machine at the other end of the
line. For example, tellers in some banks
can now interrogate a computer (in code)
about depositors’ accounts and receive
immediate recorded voice answers. Air-
lines, stores, manufacturers, hospitals,
schools, libraries, and other organizations
are also investigating Touch-Tone data
communications. About 80 systems are in
service and many more are in various
stages of study.



WHEN THE LIGHTS WENT QUT : This emergency
generator in New York, and many more there and in
hundreds of other places. went to work promptly to keep
telephone service going when regular power faifed in
several northeastern states fast November 9. People,
plans. and equipment were ready. The telephone
operators at left, working at new “Traffic Service
Positions.” in Boston, were among the thousands who
worked cheerfully through the night to help handle

the flood of calls.

Last year we expanded local calling
areas in about 500 exchanges. This has
been a continuing transition over the
years. It has done much to increase the
convenience and value of service for mil-
lions of people. Twenty years ago less than
half of our customers could reach one or

Most residence customers
now have individual lines

13%
7120 Party Line
O 279
Individual Line
1945 1965

more nearby exchanges by making a ‘‘lo-
cal’” call. Today nine out of ten can do s¢.
It is interesting to note also that more than
a third of the calls handled 20 years ago
as long distance calls now go through as
local.

Progress also continues in providing
better grades of service. In the first few
years after the war, only one residence
customer in four to five had an individual
line. All others were on party lines. Now
nearly three out of four have individual
lines, and of those who do not, most share
their lines with only one other party. Much
of this improvement has been in outlying
areas, where growth in the number of cus-
tomers and better technology have also
enabled us, in many places, to reduce or
eliminate extra charges based on distance
from the central exchange.

Better Long Distance Service
Notwithstanding enlargement of local
calling areas, long distance conversations
have continued to increase at a remark-
ahle pace. The total of 414 billion in 1965
was nearly 40 per cent more than the num-
ber of five years ago. Nearly nine out of
ten Bel!l telephones are now equipped for



nation-wide direct dialing and more than
half of all long distance calls are dialed
straight through in a few seconds’ time.
In the majority of cases, also, the calling
number is automatically recorded so that
it is unnecessary for an operator to re-
quest it for billing purposes.

Further progress is in the mill. From
nearly 4 million telephones today, custom-
ers can dial person-to-person as well as
station-to-station calls directly, and also
credit card and coin calls. An operator
comes on the line to give assistance as
appropriate. The operators work at new
push-button consocles associated with
equipment that automatically records time
and other details and thus makes possible
speedier, more accurate service. These
consoles, developed at Bell Laboratories,
are a major improvement in telephany. By
year-end we had installed more than 1,800

of them in 13 cities. By 1970 we expect to
have more than 15,000 in service.

Computers Aid Operators
Imaginative use of computers is also
helping Belt System people improve serv-
ice and at the same time hold down costs.
In certain areas, when customers ask for
the rates to towns not often called, opera-
tors can obtain the answers almost in-
stantly by dialing a computer over another
line. We are also testing computer pro-
grams to aid information operators in their
work. To assist people who call numbers
that have been changed, a system now
under devetlopment at Bell Laboratories
will be able to announce the new number
immediately. In another experimental
computer program, telephone lines and
numbers are assigned instantly when
customers order service installed, and in



some cases the service can be ready for
use within minutes.

Overseas calls increased even more
rapidly than usual tast year. The fourth
transatlantic cable, linking the United
States directly with continental Europe,
has been in operation since mid-Septem-
ber. And since June, we have been using
a substantial number of Early Bird satel-
lite circuits, leased from the Communica-
tiens Satellite Corporation, to augment
other transatlantic facilities.

Helping to Create
Attractive Neighborhoods

To help build a more beautiful America
we are putting many new telephone lines
underground. Nearly half of the new dwell-
ing units for which we provided service in
1965 were reached by underground neigh-
borhood cables. We expect that by 1970
essentially all new residential distribution
lines will be underground. This is a tre-
mendous undertaking, made possible by
years of work in developing new materials
and cable-laying techniques.

Many of our customers rely on tele-
phone answering services for assistance
of various kinds. There are a great many
such answering services, varying in size,

A LECTURE BY WIRE: Tele-fecture service over
telephone lines can be used for many purposes.

During this fecture in anthropology to a university extension
class in annother city, the speaker, at left, is using a
handwriting machine to note points of emphasis that

the class sees reproduced on the screen. The signals
between the machines that transmit and reproduce

the handwriting are sent over the line and received

through our Data-Phone data sets.

but all of them important “small busi-
nesses’’ that work closely with us to help
provide complete communications. With
the help of new equipment developed at
Bell Laboratories, more and more answer-
ing bureaus can now offer more efficient
service and also new services. For instance,
they can serve clients economically on an
occasional basis, for a few days or even
a few hours.

A word here also about community an-
tenna television, or CATV as it is usually
called: This is a service by which Tv broad-
cast signals are received at a favorable
antenna site, and distributed from there
by cable to the Tv sets of peopie who sub-
scribe to the service. The Bell companies
do not furnish CATV service and do not
expect to. However, we are providing to
numerous CATV concerns the cable connec-
tions to their customers’ homes—just as
we provide other “closed circuit'’ networks
to school systems for educational Tv and
to business cancerns for industrial Tv.

With a blast-resistant transcontinental
underground coaxial cable system now in
service, we are currently building a similar
system between Massachusetts and llii-
nois. This will be ready in late 1966. 5till
another underground communications su-



perhighway is under construction between
Boston and Miami. This will use the new-
est coaxial system designed by Bell Labo-
ratories, which provides 32,400 conversa-
fion channels in ane cable.

Facilities like these are essential to the
nation's economy, to the public welfare, to
national defense. We build into them, in
the public interest, all the quality and
strength we know how to achieve,

In Two Decades . . ..

We have already noted the passage of
20 postwar years. Following are a few
more aspects of overall accomplishment
during the period.

In these years Bell System telephones
have increased nearly 31% times and long
distance conversations more than 415
times, while population has grown about
40 per cent. We are now serving about

85 per cent of all households in the areas
where we operate, compared with 50 per
cent in 1945,

New and improved instruments and
optional service features have offered our
customers more choices, more opportunity
to obtain the particular services that best
suit individual needs and tastes. We have
developed and built increasingly efficient,
high-capacity systems that can transmit
information in every form—uvoice, pic-
tures, data—alternatively or simultane-
ously. The speed of lang distance service
has been cut to seconds and ‘‘hearability"’
much improved.

New kinds of cables are more rugged,
better insulated, more proof against haz-
ards, simpler to work with. And our crafts-
men have better 1ools to work with too—
trucks, diggers, lifts; splicing tools that
make better splices and do it faster.
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GEMINI SPACE FLIGHT COMMUNICATIONS : While the eyes of the
world followed Gemini Missions §, 6, and 7, these telephone men were two

of many who kept their eyes on communication services between

Cape Kennedy and Gemini Mission Control in Houston.

The communications network for the Gemini flights was designed

and engineered for the National Aeronautics and Space Administration

by the Bell System. It provided data, television, telephone, and

teletypewriter services. Flight functions handled over the

network included direction of the launching and controf of

We have devised Centrex service, en-
abling many businesses, government
departments, and other institutions to
organize their communications more effi-
ciently. Wide area telephone service, Tel-
pak service, and switched networks also
meet many important industrial and gov-
ernmental needs. The television network
has grown so that more than 100,000
miles of channels now interconnect Tv
broadcasting stations. Communication by
teletypewriter has been made faster and
more flexible. And we have developed a
large family of Data-Phone data sets for
handling communications between com-
puters and other business machines.

In Communications,
Defense Comes First

Special efforts have been made to pro-
vide the greatest possible assurance of
the survivability and continuity of essential
communications. We have built alternate
routes around critical target areas, and
cross-country express routes that bypass
them entirely. On the underground coaxial
systems already referred to, even the
buildings are underground,

Bell System people in the 1950s engi-
neered and managed construction of the

the entire mission from Ilift-off to splash-down.

Distant Early Warning Line across the
Arctic North. They built the White Alice
network that links the remotest areas of
Alaska and the Aleutians with our defense
communication systems. They designed,
and have helped to build, maintain, and
operate communications for the Ballistic
Missite Early Warning System and the
SAGE system of air defense. They are now
taking a major part in the development
and construction of a new military com-
munication system, called Autovon for
short, that will have capabilities of a new
order,

In these 20 years, Bell System research
and technology have produced the Nike
systems for air defense. Most recently,
research and development in this area
have centered on Nike anti-missile sys-
tems. Only Government can decide whether
it is wise to undertake production and de-
ployment of these. We simply point out
that the skills of our organization have
made possible defensive systems of
phenomenal capability.

In these same years telephone cables
have reached across the oceans, making
talk between continents as easy as tele-
phoning across the street. Our Telstar®
experiments have opened the way to inter-
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continental communications via satellites.
Other activities in space also owe much to
telephone progress. Bell System lines link
control centers with launch pads, astro-
nauts, and computers. Eguipment made
possible by telephone research guides
space capsules and satellites into orbit.

Fundamental to the accomplishment of
20 years has been the teamwork of operat-
ing telephone companies, Western Elec-
tric, our manufacturing and supply unit,
and Bell Telephone Laboratories.

Leadership in Technology
Research and technical development
have brought results of outstanding im-
partance and woridwide influence. Inven-
tion of the transistor at our Laboratories in
1947 signaled a revolution in electronics.
The new switching systems of today and
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tomorrow—high-capacity coaxial cables
and microwave radio systems—communi-
cations satellites—high-speed data com-
munications and data processing—all
these have resulted from pioneering work
in solid-state materials, techniques, and
devicas.

[n addition to the ariginal invention of
the transistor, work at Bell Laboratories
has produced new transistor structures to
improve performance; indispensable proc-
esses and materials for the fabrication
of semi conductor devices; econcmical
high-speed electronic memories; precise
and stable circuits made of ultra-thin films
of tantalum; masers and other amplifiers
that are almost noise-free; and microwave
devices that use magnetic materials un-
known a few years ago.

Solid-state technology is still evolving.
It has now shrunk transistors and other

11



A NEW ERA IN MANUFACTURE: At Western Electric’s Allentawn
Works, millions of transistors are being manufactured for new

electronic switching systems. Even as these come off production lines

in quantity, Bell Laboratories and Western Electric engineers work

together to perfect designs and test techniques for producing

integrated circuits that contain many transistors and other

elements. The name of the game is teamwork and this

circuit elements to dimensions almost in-
visible to the naked eye. This miniaturiza-
tion makes possible faster, better, more
reliable performance at less cost. Com-
plete ‘“integrated’” circuits containing
numerous transistors and other circuit
elements can be built into a piece of
material a tenth of an inch or less on a
side. This requires processes that control
the composition of crystals on an atomic
scale, and detailed understanding of their
properties. Bell Laboratories pioneered in
this field and expects to stay out in front.

investigation of many other materials
has brought great improvements in Bell
System plant and holds great promise for
the future.

for example, almost every kind of
plastic is now used to advantage in our
business, in cables and telephones, an-
tennas and batteries, insulators and ad-
hesives. In hundreds of applications, our
facilities have been made stronger, safer,
more versatile, more reliable, capable and
efficient,

Another example is found in laser re-
search. "Coherent’” laser light has the
potential of carrying a tremendous volume
of communications. Bell Laboratories re-
searchers have aiready found many

without question has been indispensable to
America’s feadership in communications.

sources of such light, at different fre-
quencies, in both solid and gaseous lasers.
Development of communication systems
that use lasers will depend, of course, not
only on technical feasibitity, but also on
future public needs, alternative methods,
and relative costs. The point noted here
is that knowledge of materials gained
through the years has contributed to our
leadership in laser technology, and gives
assurance that efficient optical techniques
for communications will be provided when
needed.

Quality Manufacture with
Continuous Cost Reduction
Progress in manufacture has proceeded
hand in hand with the development of new
communications arts. Western Electric has
worked in intimate association with Bell
Laboratories and the telephone companies
to bring new developments into practical
use quickly and at low cost. Western Elec-
tric people contribute to new designs to
assure economical manufacture, and prod-
uct engineering control centers facilitate
the handling of problems of joint concern,
Each year cost reduction programs achieve
millions of dollars of operating economies.
Since 1955, these cost reduction efforts in
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manufacturing alone have accomplished
economies that now come to $200 million
a year.

Reflecting such efforts, in March of
1965 Western Electric prices on products
of its own manufacture sold to the Bell
telephone companies were reduced $33
million annually. A similar reduction in
1964 came to $44 million annually. These
two reductions brought Western Electric
prices on such products at year-end to a
point 16 per cent below the price level at
the start of 1950, This has been accom-
plished in the face of numerous and sub-
stantial increases in wage rates and a 38
per cent rise in material costs during the
same period.

We believe this performance is un-
matched in all industry. It is dramatic
evidence of Western Electric’s full com-
mitment to the Beil System goal of pro-
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viding the best in service at reascnable
cost. And there were numerous other evi-
dences of this commitment in 1965.
Western Electric completed its organiza-
tion of regional centers strategically
placed to provide warehousing, engineer-
ing, installation, and repair services for
the telephone companies. In Shreveport,
Louisiana, work started on a new plant to
manufacture telephones. When hurricane
Betsy struck the South, Western Electric
people in many parts of the country
worked night and day to rush supplies to
restore telephone service.

Western Electric sales in 1965 totaled
$3,363 million, 8 per cent over 1964,
Earnings in both years were about 5 per
cent of sales. Sales to the Bell companies
in 1965 were $2,802 million. Most of the
balance was in sales to the Government,
of which about two-thirds covered research

13
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UNDERGROUND DETECTIVE: One of many seismometers located

over an 8,400-square-mile area in Montana is here heing buried in the
earth. From it, cable will run to the microwave tower /n distance, which
relays dats to @ computer center operated for the Atomic Energy
Commission by M.L.T. The purpose is to detect underground

nuclear explosions with greater sensitivity and over

longer distances than had been possible before. In this system

718,200 “bits’ of data per second are transmitted over

and development handled by Bell Tele-
phone Laboratories. In conducting its busi-
ness in 1965 Western Electric obtained
about $1.4 billion of goods and services
from 40 thousand suppliers and subcon-
tractors,

Additional Services Performed
For The Government

Reference has already been made to
several defense activities. Other wark for
the Government in 1965 included the pro-
vision of communications equipment and
systems to help meet military needs in
the Far East; continued work for the
Atomic Energy Commission, through West-
ern Electric's subsidiary, Sandia Corpora-
tion; assistance to the National Aero-
nautics and Space Administration (through

thousands of miles of communication channels

provided by Bell and Independent telephone

companies. This is one example of the many uses

of high-speed data communications.

our subsidiary, Bellcomm, Inc.,) in pro-
grams for manned space flight; and, at the
request of the Agency for International
Development of the State Department,
assistance to the telecommunications
agencies of Turkey and lran, and to the
Ministry of Communications in Nigeria.

In their work on defense projects, West-
ern Electric and Bell Laboratories conduct
careful "“Value Engineering’’ programs {o
make sure that the Government gets a
maximum return for every dollar spent.
By reascn of this effort, we were able to
report to the Government, in 1965, present
and expected savings of $49 million on
current defense contracts. In a letter of
commendation, President Johnson ex-
pressed his thanks for our continuing
effort to achieve all possible economies.

Better Service, Better Earnings Have Gone Hand in Hand

We have iried in the foregoing pages to
indicate some long-range results of our
work, as well as current highlights, At
this point a few comments may be ap-
propriate.

First, it seems to us the overall record
is one af progress and leadership. No per-
formance is perfect and we are well aware

of that. We are far from satisfied. Never-
theless, we believe the service accom-
plishments of 20 years have made a con-
siderable contribution to the welfare and
security of the nation.

Second, this progress has been possible
only by reason of our success in bringing
Bell System earnings up from the de-



pressed levels that prevailed during and
after World War ll. We operate under close
public regulation, and the improvement
accomplished in earnings has depended
on the understanding shown by regulatory
commissions. It is simply a fact that better
service and better earnings have gone
hand in hand. This business could never
in the world have met enormous public
demands—opushed research and develop-
ment—raised billions of dollars of new
capital on a sound basis—put into its
undertakings the “extra something'' that
spells quality and dependability—if it had
not been able to raise the level of profit.*

* However, we are still concerned that regula-
tory and taxing authorities do not permit de-
preciation charges that recognize the effect of
the decline in the purchasing power of the dol-
lar. Depreciation allowances limited to the
number of dollars originally invested cannot re-
cover the real cost of the investment consumed.

Third, this has been accomplished
largely through advances in technology,
the creation of more efficient physical
facilities, and improvements in operating
metheds. In the steep postwar inflation,
it was indeed necessary 1o increase many
telephone rates, (although the increases
in total came to much less than the
rise in the cost of living generally and
many rates have actually been reduced).
Mcre recently, however, except in a few
states where earnings have been low, the
Bell companies have not asked for gen-
eral rate increases. They ask only for the
opportunity to maintain, by imaginative
operation of the business, a range of
profit that will compare favorably with the
profits of other businesses of comparable
risk. In our judgment this is essential to
assure our ability to raise additional capi-
tal on reasonable terms, and to stimulate

15
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Millions of Share Owners
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1945 1965
continuous innovations in service and

further increases in efficiency.

Contributing to Economic Growth

This view, it may be noted, is directly
relevant to the concept of economic
growth. There is wide agreement that con-
tinuous innovation is necessary to keep the
economy moving so that job opportunities
can be expanded, education encouraged,
poverty alleviated, and standards of liv-
ing raised. The key to innovation in busi-
ness (and hence to economic growth) is
unquestionably the opportunity to make a
reasonable profit if the innovation works.
And this is just as true in a regulated
business as it is in any other.

Moreover, the communications business
by its very nature is in the main stream
of economic growth. Progress in communi-
cations contributes much to progress in
other industry. To the degree that we are
dynamic and innovative, the whole indus-
trial community, and the nation, will bene-
fit. This is not to suggest that we are
entitled to any favors in the way of profit
—profits must be earned! However, earn-
ings that stimulate communications prog-
ress will have a buoyant, energizing influ-
ence on other industry as well,

VISIT WITH A SHARE OWNER: Bell System
managers appreciate the opportunity each
yvear to call on many A. T. & T. share owners.
The number of share owners is now 2,840,500,
more than 2,100,000 have bought their stock
since Warld War [l. Most share owners are
individuals who hold their stock directly. Only
one per cent are institutions. Two-thirds

own 100 shares or fess.

If we consider the large number of accounts
in the names of two people, and also

the many individuals whose shares are held
for them by brokers and trustees,

we estimate that all told, some

4 miflion people have invested

savingsin A. T. & T. stock.

An Adequate Range of
Earnings Is Necessary

To sum up, we believe the improvement
in telephone earnings has been greatly in
the public interest, and in the investigation
ordered by the Federal Communications
Commission (see page 3) we shall
present strong, and we earnestly hope
decisive evidence, that to promote the best
progress in the future, interstate earn-
ings should continue in a range that is
certainly no lower than it has been during
recent years.

In this connection, Chairman E. William
Henry of the Commission publicly stated
last December, ‘| would emphasize that
the Commission’s designation of a formal
hearing for consideration of these regula-
fory problems is not a prejudgment of the
issues so designated. Nor does the order
imply a determination to require changes
in AT.&T.'s earnings, or in its plans for
the financing of expanded investment in
new services and new plant. It simply re-
flects a concern that certain matters must
be considered, at this time, on a public
record. It is supported by a confidence
that A.T.&T.’s health is sound. It fully rec-
ognizes that strong communications com-
mon carriers have a vital role to play in



the continuing welfare and security of this
nation.”

At one point in its order the F.C.C. has
suggested that some of our interstate
services may be underpriced and that the
competitive effect on other communica-
tions companies needs to be examined.
This suggestion evidently flows from a
study of our costs that was ordered by the
Commission in connection with its investi-
gation of the domestic telegraph industry.
In our judgment this study cannot prop-
erly be used as a basis for rate-making,
or for determining whether a particular
service is compensatory. We have no in-
tent to compete unfairly against Western
Union or any other organization, and any
assertion that the Bell System seeks {0
subsidize competitive services out of earn-
ings on regular telephone service is un-
founded.

Teletypewriter Exchange Service

For some time we have been exploring
with Western Union the possibility of that
company's acquiring our teletypewriter ex-
change (TWX) service. Revenues from this
service are about one-half of one per cent
of total Bell System revenues. In any con-
sideration of its possible sale, we shalil
have firmly in mind the interests of in-
vestors in our business, and of all cus-
tomers and employees inveolved.

We are not seeking to dispose of Twx
service, but it has been suggested that
combining it with Western Union's mes-
sage telegram business may serve the
broad public interest. We have therefore
been willing to enter into negotiations.
Further, the F.C.C. has assured us it will
not canstrue this as a step toward the
separation of voice from non-voice serv-
ices. We are sure such a separation would

{continued on page 20)
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Citizens at Work
In Community and Nation

Telephane repairmar Leonard Miss Eileen Henderson of the

Tgl_ephone people live and work in Reed is chief of the Lawrence Road  diana Bell Company is a volur
cities and towns throughout the Fire Company in Lawrence Town-  speaker at hospitals. The hosp
‘country. Many thousands take active ship, New Jersey. He is alsoa mem- regard her talks as both |

; . . ber of the First Aid Squad. therapy and good entertainme
parts in community service and

public affairs. The Telephone Pioneers,
our organization of long-service men
and women, seek out community
problems where their experience and
skills can be used constructively.

The Bell companies, at the request of
various branches of government,
likewise render, in the way of

goad citizenship, services for which
their skills have qualified them.

Shown here are a number of telephone
men and women, active and retired,
whose interests and activities are, we
believe, representative.

Mrs. Bertha Pertile estabiished the When Abraham Davis retired fr
first Scout Troop for boys with service with the telephone
cerebral palsy. An assistant chief  pany he was a cable splicing fc
telephone operator on Long Island,  man. At present he is chairman
she does much volurteer work with ~ the County Commissioners ¢
cerebral palsy patients. Harford County, Maryland.

After 38 years of telephone Telephone man Herbert Nicholls Miss Eileen Boone, a secretary in James A. Skidmore has temporari
service, Fergus With retired does ocuistanding work with youth the Southern Bell Company, is taken feave from his work wil
from the Bell System in 1963 in Braoklyn and Queens. He is president of the Women's Chamber New Jersey Bell to serve as pres
to be ordained as a minister. He youth advisor, coordinator for  of Commerce in Atlanta, A recent deat of the United States lunic
is now rector of two parishes neighborheod improvement groups, project was the planting of trees Chamber of Commerce.

in southeastern Wisconsin, and adult education leader. in downtown Atlanta.
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ser Frank Drake is one ef a
of Western Electric men
g under a U.S. State Depart-
A.1.D, program fo help the
mment of Nigeria establish a
n communications system.

n S. Scruggs, a telephane
for 27 years, is senior vice
jent of the National Urban
e, a trustee of Hampton In-
e, and a director of United
ity Funds and Councils.

d Welling of Southwestern
organized a chapter of the
\ir Patrol, in cooperation with
awrence, Kansas, Optimist
Seventeen flyers are enlisted.

Dr. William 0. Baker, head of
the research department at Bell
Telephone Laboratories, serves
on the National Science Board and
on numerous other Government
advisory hoards.

Miss Carmen Olguin recently re-
turned to her work with Pacific
Telephone and Telegraph Gompany
in Los Angeles, after a two-year
leave of absence when she served
in the Peace Corps in Colombia,

William Q. Mills, on leave of ab-
sence from his work as a tele-
phane manager, is administrative
assistant to United States Copn-
gressman Rogers C. 8. Morton.

Daniet Rekoske, telephone install-
er-repairman, heads the Columbus
Wis., Community Chest, is chair-
man of the City Recreation Com-
mitiee, an alderman, and past
president of Rotary and the P.TA.

Accounting manager Joseph B.
Davis was named Man of the Year
by the Savannah, Georgia, Junior
Chamber of Commerce. He was
cited especially for his work in the
Red Cross tilood drive,

.
.
.
)
N
Ll
s
g

Walter Zimmermaa of Western
Electric, as member of a Telephone
Pioneer project team, designed
this electrical apparatus to help
children with speech defects com-
municate with their teachers,

Larry Evert, recently retired
from Ohio Bell, is director of
the Cleveland Businessmen’s
Interracial Committee for Com-
munity Action and a leader in
other welfare organizations.

in Wichita Falis, Texas, district
telephane manager Bill Bass
Jast year headed drives for the
Saivation Army, Boy Scouts, the
Community fund, and the Cen-
ter for Crippled Children.

During business hours, Timothy
J. (Ted) Connors serves tele-
phone customers in Ports-
mouth, New Hampshire. The
rest of the time he serves the
whole community as mayor.
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THE MEANING OF COMPUTERS : Seminars for Bell System executives
are aimed at conveying a direct, first-hand sense of how electronic
information systems operate. In the next decade, so-called “real time,”’
while-you-hold-the-line computer systems will play an increasing

role in telephone operations. We regard it as essential that managers
in alf departments have a grasp of the capabilities and also the
limitations of computers, so that these machines may be

used to greatest practical advantage in helping to

realize the goals of the business.

be technically unsound and economically
wrong, and the F.C.C. staff has recently

To Help Prevent Improper

in the last year or so public attention
has been drawn to three other matters on
which we would like to make clear our
palicy and point of view.

A considerable number of people have
been troubled by receiving harassing, abu-
sive, obscene, or threatening telephone
calls. We want it known that in every
instance we are anxious to help and will
do so to the limit of our ability. Such calls
viclate state laws and we are strongly in fa-
var of prosecution of violators. Sometimes
the problem is difficult. But difficult or not,
we invite customers to ask our help. We
shall take every appropriate action, and
stay with the problem until it is worked out.

Residential sales canvassing by tele-
phone is also a frequent source of irrita-
tion. So much of economic life depends on
selling that few people would make abso-
lute rules against it. However, the most
exasperated recipient of an obnoxious
sales pitch is no more opposed to intru-
sive, inconsiderate telephone selling than
we are, If people will tell us who it is that

stated that a policy of this kind in domestic
communications is not now justified.

Use of The Telephone . . .

is bothering them (and when sales calls
are received this is not hard to ascertain)
we will do our best to help.

In our own sales work we are guided by
these principles: First, only if the cus-
tomer obtains added vafue should he buy.
Second, only if the value continues will
the sale last. Third, onty if the sale lasts
will it benefit both buyer and seller.

We think these are sound principles but
in addition, real consideration for the
other fellow is always the first essential.
So we say again—if you are distressed by
calls that are failing in courtesy and good
taste, please let us know. We will iry to
improve the situation.

A third topic of public concern has been
use of the telephone for anonymous re-
corded messages. We do not think it is
within our province 1o censor, but we de-
plore the use of our facilities to dissemi-
nate disparaging remarks, We also believe
much of the public concern stems from
the anonymity of the messages. To help
meet the situation, in most states it is now



 LNTER IL_- ~
AR . el
b u— e

anns
uumml za’u oo

required that the sponsor of any recorded
message that conveys an opinion include
his name and address. We hope such
measures will be effective and we have

People Are Always The

The number of Bell System employees
again increased in 1965 and wage rates
again rose, as they did in industry gen-
erally. Also, in accordance with agreements
reached with the unions in previous years,
the Bell companies increased their con-
tributions to help pay the costs of em-
ployees’ hospital and medical insurance,

Qur business without question depends
most of all on people. Naturaliy they need
tools to work with, and in an emergency
like the power blackout in the Northeast
last November it was clearly the combina-
tion of people and emergency equipment

suggested to the appropriate committee of
the Senate, in Washington, that it may be
wise to wait and see, before any conclusion
is reached on the need for legislation.

Life of The Business

that kept the telephones working. Never-
theless, pecople are always the life of the
business. The emergencies of 1965 dram-
atized this several times. In the floods,
the hurricanes, the Watts riots in Los
Angeles, the sleet storms, the problems
caused by loss of power, and the transit
strike in New York in January 1966,
thousands of telephone men and women
showed their mettle. They were resource-
ful, patient, cheerful under pressure. Many
acted in the face of danger, or put aside
personal distress, or both. They did their
jobs, they did them well, and from it all

21



DOWN BUT NOT OQUT: Tornadoes last April

in the Mid-west left a trail of wreckage,

including the telephone central office in Russiaville,
Indiana. At left, remnants are hoisted onto a truck.
Yet within hours, temporary emergency service

was restored. Soon a mobile exchange rolled

into town to handle calls while a new building

was built and Western Electric installers

worked around the clock to install new equipment.

22

great benefits flowed to the public.

Such performance reflects the kind of
spirit that is vital to good service at any
time. But there is another point to empha-
size as well: Precisely because so many
people in our business work with ma-
chines, the quality of this man-machine
relationship is extremely important.

A Harmony of
People and Machines

For example, the new push-button con-
soles, or “Traffic Service Positions,”” for
telephone operators, are marvelous ma-
chines in themselves. One of the bhest
things about them, however, is that the
girls like to use them. And this is impor-
tant to our customers as well, for the com-
bination of good human spirit and superb
equipment lifts the quality of service.

Similarly, we believe we should plan
electronic business information systems so
that they will support and extend human
effort. An effective system will not be
achieved by centering all attention on com-
puters, but by creating a harmony of
people and machines.

To give an analogy in manufacturing,
Western Electric has made basic studies in
biomechanics, which is concerned with all

A few weeks later, the new central office
was alive and working. Once again,

Bell System teamwork—the close,
whole-hearted cooperation between
telephone companies and Western Electric,
our manufacturing and supplfy unit—

had proved its worth.

aspects of the individual's environment.
The studies have led to many changes in
the design of tools and other equipment,
and these changes have reduced fatigue
and improved the quality of work. Compa-
rably, computer systems must be planned
so that people and machines can work to-
gether to best advantage. For if human
needs are overloocked, or human organiza-
tion slighted, human abilities will not be
well exercised and neither people nor ma-
chines will do the work of which they are
capable.

Human and Helpful
Service to Customers

This is all the more important because
technology will continue to advance, but
the need to be human and helpful to our
customers will never diminish. The petr-
sonal interest of telephone people in serv-
ing telephone customers is vitally impor-
tant. We are concerned with each customer
as an individual, and we want every em-
ployee to use the tools, the systems—all
the aids to good service we can develop—
to bring about fully satisfactory solutions
to every customer’s problem.

We are also aware that if telephone
people are to work in this spirit, they need



to see this business, and all the work it
offers, as truly challenging their interest
and abilities. Evidence is mounting that
the challenge of the work itself, as dis-
tinguished from all other factors of good
pay, good working conditions, and the like,
is vital to good performance. This is the
only kind of performance we want and we

shall continue to use every available re-
source to achieve it.

To every A T.&T. share owner we again
express warmest thanks for your contin-
uing support. We shall do all that we can,
now and in the future, to safeguard and
advance your interests.

For the Directors,

VeI

FEBRUARY 16, 1966 CHAIRMAN OF THE BOARD
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TESTING PICTUREPHONE SERVICE: Last year Union Carbide Corporation
cooperated with us over a period of several months to test the value of
Picturephone service in carrying on day-to-day business. In this
photograph, men in Union Carbide offices in New York and Chicago

can see each other and also the product they are discussing.

Indications are that such service may have wide future usefulness.

Bell Laboratories is continuing to work on technical improvements,
and regular public service is available between three attended
centers in New York, Chicago, and Washington.
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The Bell telephone companies serve generally the areas shown. In nearly all areas other telephone com-
panies operate and connect with Bell System lines. Some significant Bell System figures are as follows:

Telephones
Per Cent Equipped for
Direct Distance Dialing . ..

Average Daily Conversations#
T T Sy b T P
Long Distance ., ........

Overseas Conversations
(Total for Year) .........

Net Telephone Plant® .......
Operating Revenues*®
Construction Expenditures* ...
Operating Taxes® ...........

Employees
Telephcne Companies . ...
Western Electric . ........
Bell Telephone Laboratories
Total Employment Costs* . ...

A. T. & T. Share Owners ... ..

1965
75,866,254

87%

266,165,000
13,349,000

7,940,000

$27,764,112
$11,061,783
$ 3,917,644
$ 2,440,033

611,931
168,846
14,517

$ 6,188,070

2,840,500

1964
72,043,823

84%

250,163,000
11,918,000

6,382,000

$25,594,735
$10,305,993
$ 3,518,896
$ 2,382,809

589,667
157,626
14,318

$ 5,715,504

2,674,141

3t On basis of present classification between local and long distance,

* Thousands of dollars.

1960
60,735,073

489%,

210,237,000
8,856,000

3,713,000

$18,825,273
$ 7,920,454
$ 2,658,381
$ 1,847,702

580,405
143,352
12,009

$ 4,624,178

1,911,484

1950
35,343,440

None

136,330,000
4,452,000

1,000,000

$ 7,275,277
$ 3,261,528
$ 891,000
$ 499,451

523,251
73,458
5,757

$ 2,211,059
985,583
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FINANCIAL STATEMENTS

THE BELL SYSTEM CONSOLIDATED FINANCIAL STATEMENTS on the following pages consolidate the
accounts of American Telephone and Telegraph Company and its principal telephone subsidi-
aries (listed on page 27). These companies maintain their accounts in accordance with the
Uniform System of Accounts prescribed for telephone companies by the Federal Communi-
cations Commission.

For the companies consolidated, all significant intercompany items are excluded from
these statements. Investment in subsidiaries not consolidated as stated in the Balance Sheets
includes the proportionate interest in the net assets of such subsidiaries, and the propor-
tionate interest in their earnings is included in the Income Statements.

Most of the telephone equipment, apparatus and materials used by the companies
consolidated has been manufactured or procured for them by Western Electric Company,
Incorporated, the principal subsidiary not consolidated. Contracts with the telephone
companies provide that Western's prices to them shall be as low as to its most favored
customers for like materials and services under comparable conditions. ltems purchased
from Western by the telephone companies are entered in their accounts at cost to them,
which includes the return realized by Western on its investment devoted to this business.

A. L. STOTT
Vice President and Comptroller

REPORT OF INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS

TO THE SHARE OWNERS OF AMERICAN TELEPHONE AND TELEGRAPH COMPANY:

We have examined the consolidated balance sheet of American Telephone and Tele-
graph Company and its principal telephone subsidiaries as of December 31, 1965 and the
related income statement and statement of retained earnings for the year then ended. Our
examination was made in accordance with generally accepted auditing standards, and
included such tests of the accounting records of each of the companies consolidated and
such other auditing procedures as we considered necessary in the circumstances. We pre-
viously examined and reported upon the consolidated statements of the Company and its
principal telephone subsidiaries for the year 1964. We did not examine the consolidated
financial statements of the Company’s principal nonconsolidated subsidiary, Western Electric
Company, Incorporated and Subsidiaries, which statements were examined by other inde-
pendent accountants whose report thereon has been furnished to us. Qur opinion expressed
herein is based upon our examinations and upon the aforementioned report of other
accountants.

In our opinion, the consolidated financial statements (pages 26 to 32) present fairly
the consclidated position at December 31, 1965 and 1964 and the consolidated results of
operations for the years then ended of American Telephone and Telegraph Company and its
principal telephone subsidiaries, in conformity with generally accepted accounting principles
applied on a consistent basis.

New York, N. Y., February 16, 1966 LYBRAND, ROSS BROS. & MONTGOMERY



BELL SYSTEM COMPANIES

COMPANIES INCLUDED IN CONSOLIDATED STATEMENTS
AMERICAN TELEPHONE AND TELEGRAPH COMPANY

PRINCIPAL TELEPHONE SUBSIDIARIES

New England Tel. & Tel. Co. . .............
L A L L I Lo e S e e U P PO S
New Jersey Bell Tel. Co. . .................
Bell Tel. Co. of Pennsylvania ..............
Diamaond State Tel. Co. . . ... . . . o vnnan
Chesapeake & Potomac Tel. Co. ............
Chesapeake & Potomac Tel. Co. of Maryland. ..
Chesapeake & Potomac Tel. Co. of Virginia. ...
Chesapeake & Potomac Tei. Co. of West Virginia
Southern Bell Tel. & Tel. Co. ..............
o LTI 2 (3 ] e e R S U U
Michigan Bell Tel. Co. ... .................
Indiana Bell Tel. Co., Inc. . ................
WiEeansim T8l ol . o v e s e e
Hiingis- BellmleltCor .« o i e e age na s
Northwestern Bell Tel. Co. .................
Southwestern Bell Tel. Co. ... .............
Mountain States Tel. & Tel. Co. ............
Pacific Northwest Bell Tel. Co. ............
Paciie TRl 8 TPel B, . o - n ol o b Bah 6 5

Bell Tel.Co. of Nevada . ...............

A F T e e | R e e e

SUBSIDIARIES NOT CONSOLIDATED
Bell Telephone Laboratories, Inc. ...........

Western Electric Co., Inc. . ... iniinnas
195 Broadway Corporation ................
i P s S R e v TG e Ot

OTHER COMPANIES

Southern New England Tel. Co. ............
Cincinnati & Suburban Bell Tel, Co. ........
Bell Tl "Col-af Banada: - ..., it e

1 ] o B e R e Y e

December 31, 1965

(a) Thousands of dollars.

Capital Stocks Advances
Owned by A.T.&T. Co. from

% Owned Equity(a) A.T.&T. Co.(a)
69.3 $ 553,795 $ 105,000
100.0 2087546 i,
100.0 801,547 78,100
100.0 864,366 65,000
100.0 63,370 3,775
100.0 179,944 24,300
100.0 398,590 41,200
100.0 404,356 67,300
100.0 144,668 15,800
100.0 2,166,592 135,900
100.0 695,771 104,000
100.0 643,128 34,700
100.0 297,828 8,600
100.0 315,040 22,700
99.3 1,160,935 46,600
100.0 724,048 50,900
100.0 2,140,624 88,000
86.7 768,771 23,000
89.1 433,359 21,900
89.6 1,956,993 115,000
L T i R PR e e S
........ $16,751,271 $1,051,775
{(c) 50.0 $ 40000 ., .....
99.8 A28 G
100.0 29,051 % 2,675
54,649 2,423
........ $ 1614918 § 5008

Cost (a)

183 $ 41,587 $ 17,600
28.4 24,346 2,100
25 13858 el
........ $ 84,788 $ 19,700

(b) Wholly-owned subsidiary of Pacific Tel. & Tel. Co. (Equity—3$76,801,000; Advances—$1,100,000).

(c) Remainder owned by Western Electric Company.

(d) Includes investments of principal tetephone subsidiaries.
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Bell System Balance Sheet

ASSETS

TELEPHONE PLANT AND OTHER INVESTMENTS

Telephone Plant {land, buildings and equipment)—at cost
ISR, e Sy b e oo T E S el e T e o S v 2
BRdEr CONSIICHIOMN  « « . a v« i s bimam s A ) Bt e
Other (principally held for future use) .............

Less: Depreciation reserve ... .. ..... ... . .c.coiiiiin..

Other Investments

Investment in subsidiaries not consolidated (a) ......
R e o B e e s a3 5 L0 S e e e o LR

CURRENT ASSETS

Cash and temporary cash investments
Receivables—Iless reserve for uncollectibles
Material and supplies

PREPAYMENTS AND DEFERRED CHARGES

Prepayments (principally directory expenses and taxes). .

Deferred charges

Total Assets

For notes, see page 32.

(Thousands of Dollars)

December 31,

December 31,

1965 1964
$34,313,951 $31,741,900
990,196 776,773
29,924 25,160
35,334,071 32,543,833
7,569,959 6,949,098
27,764,112 25,594,735
1,620,016 1,533,540
184,184 168,190
29,568,312 27,296,465
1,495,716 1,971,918
1,334,489 1,244,378
136,405 123,420
2,966,610 3,339,716
176,961 162,428
106,806 107,686
283,767 270,114
$32,818,689 $30,906,295




merican Telephone and Telegraph Company

nd its Principal Telephone Subsidiaries Consolidated

LIABILITIES

EQUITY

American Telephone and Telegraph Company
Shares (common)—opar value ($1624 per share) . ...

Authorized 600,000,000 shares; ouvtstanding al December 31,
1965, 529,844,190 shares.
Share installments () ... ... ..o ierreennanse
Pramildrm o Shares: . . .. .. .o oo cur vamusconnsrea
Retained earnings—see page 31 ... ...............

Minority Interests in Subsidiaries Consolidated ........

TR ) BB s e s, B B e b waa s e A e s

CURRENT LIABILITIES

D E R o e T o e 3t o =1 /oo (b AT 8 e i ' e
Accounfs payable . ............. ... ... .....

Advance billing and customers’ deposits . .............
TSP S PRERIRE s 5 ool bia e ket irm s e a s Al
S O P I 1 I Sris s o § e " g S oL ) - S bt
Interest Aecied . ... cvvne s m ey e e e

DEFERRED CREDITS

Unamortized investment credit ... ..................
Other

(Thousands of Dollars)

December 31,

December 31,

1965 1964
$8,830,737 $8,706,545
363,000 348,924
4,733,031 4,448,882
5,811,235 5,107,881
19,738,003 18,612,232
646,925 597,196
20,384,928 19,209,428
9,082,000 8,725,000
293,000 102,000
940,111 850,029
280,678 262,020
293,463 262,861
1,120,780 1,149,801
104,807 97,749
3,032,839 2,724,460
260,173 202,179
58,749 45,228
318,922 247,407
$32,818,689 $30,906,295
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Bell System Income Statement:

(Thousands of Dollars)

Year 1965 Year 1964
OPERATING REVENUES
T R e e o e e R ) e M B et $5,961,279 $5,633,732
T e e e e e L e e | 4,613,708 4,205,484
L T R S e e e R A e DR {4 537,923 511,441
Principally from directory adverlising.
Less: Provision for uncollectibles . . .. ... ............. 51,127 44 664
Total Operating Revenues . ... ... ....... 11,061,783 10,305,993
OPERATING EXPENSES
IR Lo M O e e SR TR N O O e 1,956,943 1,785,158
0 da el L o] R I e o o e T e Pl o g e B g f 1,624,485 1,469,423
Representing approximately 5.1% of averoge investment in ;
deprecigble plant in 1965 and 5.0°% in 1964,
T I e e WA S e e 1,007,556 935,776
Casts, principaily operators’ wages, incurred in the handling of
messages,
COATIETICTENRET a5y e ol i e TR ) b b Sl M B el s 361,409 334,012
Primarily costs of local business office operations.
] £ AT i o It G S S ein St T R S e R 527,628 504,126
e T g T LAt B bl o A e L P 370,822 347,024
Research and fundamental development () ... ....... 72,535 69,070
Provision for pensions and other employee benefits . ... 490,727 440,046
Other operating expenses ......................... 404,417 371,227
Less: Expenses charged construction . ............... 145,975 130,124
Total Operating Expenses . . ... .. ........ 6,670,547 6,125,738
Net Operating Revenues . .. .. ........... 4,391,236 4,180,255
OPERATING TAXES
e T g e e R e e P o L et | e 1,435,761 1,447,704
State, local and social security ........ ... .......... 1,004,272 935,105
Total Operating Taxes ................. 2,440,033 2,382,809
Operating Income (carried forward) , ., . .. ... $1,951,203 $1,797.446

For notes, see page 32,



merican Telephone and Telegraph Company
nd its Principal Telephone Subsidiaries Consolidated

(Theusands of Dollars)

Year 1965 Year 1964
Operating Income (brought forward). . . .. .. .. ..... $1,951,203 $1,797,446
o = e o ] = St e N I ~ = U 261,217 260,955
e L T R S S B S 2,212,420 2,058,401
I R T B R OG0 i o v w0 T T A S e 362,235 347,778
Principally on funded debt.
T e 3 T e R N A I e e e 1,850,185 1,710,623
NET INCOME APPLICABLE TO MINORITY INTERESTS . .......... 54,091 52,017
Net Income Applicable to A. T. & T. Co, Shares ......... .. $1,796,094 $1,658,606
T T el o S RS g T S e e R R it AT $3.41 $3.24

Based on average A. T. & T. Co. shores oulstanding, 526,635,000
in 1965 and 512,047,000 in 1964.

Statements of Consolidated Retained Earnings Applicable to

American Telephone and Telegraph Company Shares

(Thousands of Dollars)

Year 1965 Year 1964

BALANCE AT BEGINNING OF YEAR . . . ..ot iiiiee e $5,107,881 $4,469,694
ADDITIONS:

Net income applicable to A. T. & T. Co. shares ........ 1,796,094 1,658,606

Miscellaneous—metl .. ... . o e e s —— 3,676
DEDUCTIONS:

Dividends on A. T. & T. Co. shares .. .......... A 1,079,758 1,024,095

Miscellaneous—net . ........................ e 12,982 —_—
BALAMGE AT ENDOF YEAR .o v -« - ¢ cvmu c v g asmrgemse aiedna $5,811,235 $5,107,881

31
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Notes to Bell System
Financial Statements

(a) Comprises at December 31, 1965, and December 31, 1964, respectively, $866,743,000
and $866,714,000 representing cost of investments in subsidiaries not consolidated, and
$753,273,000 and $666,826,000 representing proportionate interest in the net assets of
these subsidiaries in excess of such costs (see page 27).

{(b) At December 31, 1965, comprises investments at cost in associated telephone com-
panies, $104,488,000 (see page 27, Other Companies), Communications Satellite Corporation,
$57,915,000, and other, $21,781,000.

(c) Installment payments and interest applicable to shares under elections to purchase
by employees of the Company and its subsidiaries under the Employees’ Stock Plan approved
by shareholders in 1958. The Plan provides that an employee may cancel his election to
purchase in whole or in part at any time and receive a refund which may be taken in cash
or applied to the purchase of shares. A total of 72,000,000 shares may be issued under
the Plan. At December 31, 1965, 52,044,000 shares had been purchased and installment
payments were being made on 15,620,000 shares.

(d) At December 31, 1965, comprises $143,000,000 maturing from 1968 to 1970,
$1,335,000,000 from 1971 to 1980 and $7,604,000,000 thereafter.

(e) Principally cost of work carried on for American Telephone and Telegraph Company
by Bell Telephone Laboratories. In addition, Western Electric Company incurs costs for
development work.

(f) Includes American Telephone and Telegraph Company's proportionate interest (over
999,) in earnings of Western Electric Company and its subsidiaries amounting to
$168,032,000 in 1965 and $152,507,000 in 1964 of which $81,398,000 in 1965 and
$81,381,000 in 1964 was received by the Company in dividends. Also includes $41,102,000
in 1965 and $36,573,000 in 1964 for interest charged construction.

The investment credit authorized by the Revenue Act of 1962 is being amortized by credits
to operating income over the service life of the plant giving rise thereto.

The Company and its subsidiaries make regular actuarially determined payments to trust
funds which are irrevocably devoted to service pension and death benefit purposes. The
funds are not a part of the assets of the companies and therefore are not reflected in the
halance sheets.



INVISIBLE TELEPHONE [INES: Almost invisible that is. The

dark green pedestal in the foreground contains a terminal where

buried telephone cable is connected with wires from homes. In more and more new
residential areas, underground lines help to make pleasing, attractive

neighborhoods. For more on this subject, see page 8.
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