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881 Five years after its inven-
ion, there were some 7 1,000
hones in the U.S., most wall-
nounted magnetosets. They
ire collectar’s items taday.

1882 To assure a reliable source
of quality equipment, Ameri-
can Bell acquired rmajority
mterest in Western Electric, a
Bell System unit since then.

1883 The first telephone opera-
tors were boys but they proved
rowdy and were shortly sup-

planted by women to the appro-

bation of most custormers.

1884 Hailed as a spur to com-
merce was the establishment of
a“longdistance” telephone
line. It covered 292 miles from
Baston to New York.

1885 AT&T was incorporated
to provide connections among
the local telephone companies
and from them to “the rest of
the known world.”

891 Some early pay stations
vere ericlosed in orpate booths
vith fancy draperies. Before
oin telephones, custormers
aid attendants for service.

1892 With technical improve-
ments, the telephone extended
its reach westward, Long dis-
tance calls could go from New
York to Chicago.

1893 Astelephony grew, poles
and wires dominated city
streets but soon gave way to
underground cables, whichpro-
tected service against storms.

1894 The expiration of Bell’s
patents opened the door toall-
out competition in the tele-
phone business. In some towns,
customers needed two phones.

1895 By this time telephone
operators were women and
“Number, Please?!” was stan-
dard. Ermma Nutt, hired in
Boston, led the way.

901 A reduction from five to
hree minutes in the initial
harging period for toll calls
vas accompanied by a propor-
ionate reduction inrates.

1902 The opening of the first
training school for telephone
operators in New York City has
been described as “‘a pioneer
stepin vocational training.”

1903 In farm areas, where
neighbors were miles apart and
saw each other infrequently,
telephone service took the
loneliness out of rural life.

1904 Western Electric opened
its Hawthorne Works near Chi-
cago. It became the world’s
largest telephone factory, the
power behind the phone.”

1905 Urged to “hang the book
next to the telephone,” people
were letting classified direc-
tories— Yellow Pages—do the
walking for them.

911 With its extension to
Jenver, long distance reached
ts westward limit until a new
vay of amplifying signals could

1912 Dr. Lee De Forest demon-
strated his vacuum tube,
which—with refinements by
Bell—would amplify voice sig-

1913 With "Kingsbury Com-
mitment,” AT&T sold its
Westernt Union stock, pledged
to acquire other phone compa-

1914 The last pole was placed
for the first transcontinental
telephone line. Coast-to-coast
service was inaugurated the fol-

1915 Research inradio-
telephony culminated in the
first voice transmission across
the Atlantic, from Atlington,

e found. Before long, it was. nals over long distances. nies only with ICCapproval.  lowing year. Va., tothe Fiffel Tower in Paris.
921 AT&T trucked to the Post 1922 Telephone service 1923 AT&T's radio station 1924 “Weavers of Speech’ for 1925 Bell Telephone Labora-
Dtfice the first of the $9 divi- throughoutthe U.S. and Can-  WEAF, one of the first commer- Americans were the thousands  tories was established, bringing

lends that it paid continuously
or 37 years, even in the depths
f the Depression.

ada ceased for a “morment of
silence” tomark the passing of
Alexander Graham Bell.

cial stations, pioneered sports,
news and network broadcast-
ing. The station was later sold.

of aperators who set up connec-
tions among the nation’s 16
million phones.

together the scientific and engi-
neering skills necessary for
communications technology.

931 Hard times were in store
or the Bell System as the
Depression grew worse. To

pur business, telephone people
old service door to door.

1932 Telephones in use
declined 10 per centand, for
the second year, Bell System
revenues fell. AT&T con-
tinued to pay dividends.

1933 The Bell System provided
network radio hookups for
President Roosevelt's first fire-
side chat with millions of
Depression-strucl Americans.

1934 The Communications
Actestablished the FCC to rake
over federal regulation of tele-
phone, telegraph and broad-
casting industries.

1935 News and sports photos
were transmitted coast to coast
by the Associated Press overa
telephoto network composed
of telephone lines.

941 News of the Japanese
ttack on Pearl Harbor triggered
normous telephone calling
hroughout the U.S. The Bell

1942 About half of che radar
units used in the war were the
product of development and
manufacturing by Bell Labora-

1943 More than 1,200 major
defense projects—including the
M-9 gun director to control
anti-aircraft fire—~were com-

1944 Bell System radar guided
.S, planes to their targets in all
theatres of the war. Western
Electric served as “communi-

1945 As victory neared, the Bell
System eyed a backlog of two
million unfilled orders for ser-
vice, began planning for peace-

systern went on war footing. tories and Western Electric. pleted during the warby Bell.  cations arsenal.” 1mMe reconversion.

951 The Brady Dentons 1952 After successfultestsof 1953 Norman Rockwell’s 1954 Color telephones went 1955 At the government’s
f Saginaw, Ml(.;hi, became direct distance dialing in Engle- rugged telephone lineman sym- into mass production, bringing  tequest, Western Electric

A\ T&T’s one millionth share wood, N.J.,, the Bell System bolized the skills thactbuilta  toanend the days when cus- undertook construction of 2

ywners. Employees held many
f the company’s shares.

started introducing “area
codes” nationwide.

nationwide netwark serving
50 million telephones.

tumers could have any phone
as long as it was black.

Distant Early Warning line
along continent’s northern rin.

1961 AT&T, the most widely
ywned corporation, got its two
aillionth share owners, Mx.
ind Mrs. Hugh T. Polson of
Nichita, Kan.

1962 The first Telstar com-
munications satellite was
launched. Built by Bell Labs,
itopenedanew erain
overseas communications.

1963 Touch-Tone® service,
with push-buttons inplace of
rotary dials, cameinabout the
time trials were completed for
the Trimline® telephone.

1964 Picturephone® service,
whose full potential as a
medium for two-way visnal
communications has yet tobe
realized, was inaugurated.

1965 Ushering in an age of elec-
tronic telecommunications,
the first commercial electronic
central office was cut into sex-
vice in Succasunna, N.J.

1971 Telephone vehicles and
he Bell seal were given a new,
nore modem look to match
‘hanges taking place in the
elecommunications business.

1972 The Bell System’s
response to Hwicane Agnes:
all resources necessary to
restore service fast were made
available to the stricken areas.

1973 The first PhoneCenrer
was opened in 1970 but others
soon followed, giving custom-
ersanew way to shop for —and
install-their telephones.

1974 A trial began of milli-
meter waveguide, a system
capable of sending hundreds of
thousands of communications
messages simultaneously.

1975 Bell System people looked
toward a second century of ser-
vice to the American public.
Among the prospects: sending
calls by lightwaves.
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100 YEARS OF SERVICE

1876 March 10; “Mr. Watscn,
come here. [ want to see you.”
Alexander Craham Bell’s “call”
was the first transmission of
intelligible speech by wire,

1877 Share owners of the origi-
nal Bell Telephone Company
numbered seven, including Bell
and his bride, daughter of the
inventor’s initial sponsor.

1878 Theadore Newrton Vail,
later tobecome the organizing
genius of the Bell System,
joined the Bell Telephone
Conmpany in Boston.

1879 The first step toward a
nationwide switched network
came with switchboards. The
fivst one in New Haven, Conn.,
connected 21 customers.

1880 Amierican Bell Telephon
Cormpany made first of regula
dividend payments that have

continued uninterruptedly an
without reduction ever since.

1886 In bigcities, telephone
installers hicycled from job o
job. Ten years after its inven-
tion, there were 167,000
phonesin the U.S.

1887 Poles with multiple cross-
arms were becoming common-
place when Theodore Vail left
ATA&T over policy disputes
with the company’s awners.

1888 Linemen’s efforts to
maintain service during the
Blizzard of ‘88 inspired a paint-
ing, "The Spirit of Service,” and
seta standard for employees.

1889 Originally designed to
advertise long distance tele-
phone service, the blue bell
became the Bell System’s cor-
porate symbol.

1890 An upright telephone, pi
tured in a Howard Chandler
Christy illustration, offered
improved clarity for customel
making long distance calls.

1896 From single sheets listing
a handful of subscribers, some-
tumes by profession or business,
telephone directories grew into
thick volumes.

1897 As the U.S. beganits
transformation from a predom-
inantly rural narion toa more
urban one, desk sets made of
cast brass came into use.

1898 With the start of the
Spanish- American waz, long
distance service was extended
1o Kansas City, Mo., and south-
ward to Atanta, Ga.

1899 Telephone installers were
getting busier as the century
neared its end, with over five
million calls aday issuing from
a half million Bell phones.

1900 AT&T, until now asub-
sidiary of American Bell,
became the parent company o
the Bell System, headq\.'.amtere|
irt lower Manthattan.

1906 Service to nearly all the
city’s telephones was disrupted
during the San Francisco earth-
quake and fire. In two months,
9,000 phones were working,

1907 After 20 years’ absence,
Theodore N. Vail returned to
AT&T to build public support
for the company by givingnew
meaning to the word service.

1908 In national advertising,
Vail sought public understand-
ing of Bell System aims with
the slogan “One Policy, One
System, Universal Service.”

1909 To make areas served by
the telephone companies con-
torm to commercial and geo-
graphical areas, Vail began a
“rearrangement of territory.”

1910 Mann-Elkins Act placed
interstate telephone business

under federal regulation by the
ICC. Service already was regu-
lated in some states.

1916 The “Genius of Electrici-
ty,” sculpted by Evelyn Beatrice
Longman, was placed atop
AT&T’'s headquarters and dis-
played on directory covers.

1917 During World Warl, com-
munications from the ground
toairplanes in flight—-and from
plane to plane— was achieved
by Bell System engineers.

1918 Telephone employees
formed 12 Signal Corps battal-
iomns. As a wartimme measure,
the government briefly nation-
alized the telephone system.

1919 The Bell System began
massive conversion todial tele-
phones with the completion of
its first major installation of
automatic machine switching,

1920 With the basic network
complete, coast to coast and
border to border, almost every
U.S. telephone could at last
reach any other.

1926 “Don Juan,” the first full-
length motion picture with
synchronized sound, used
Westemn Electric equipment. [t
starred John Barrymare.

1927 Ahead of its time, Bell
Labs demonstrated the use of
TV, sending images of Herbert
Hoover, then Secretary of
Commerce, from Washington.

1928 Telephones began to take
onan entirely different appear-
ance, and with them people
could now reach an increasing
number of countries overseas.

1929 On “Black Tuesday,”
ATAT sharesdropped 34
points, later fell ta a low of
$70.25 from a boom high of
$310.25 reached earlier in 1929,

1930 Bell Labs announced the
negative feedback amplifier, a
major development enabling
amplification of signals with
great reduction of distortion.

1936 The first coaxial cable was
installed between Philadelphia
and New York, making large
numbers of channels available
for telephone and TV.

1937 Rell Laboratories devised
the world's first electrical digi-
tal computer, forerunner of a
great industry that spawned
new communications needs.

1938 A hurricane caught the
upper Atlantic states by sur-
prise, disabling over a half-
million phones. Bell employees
rushed torestore service.

1939 More than 20 million peo-
ple visited the Bell System
pavillions and exhibits at the
New York World's Fair and the
San Francisco Exposition.

1940 Progress in converting
manually operated telephomes
continued as the last of
Manhattan’s exchanges—
MUrray Hill-2— went dial.

1946 Western Electric returned
to telephone production and by
year’s end the telephone com-
panies had cleared 80 per cent
of their held orders.

1947 Bell Laboratories scien-
tists Brattain, Bardeen and
Shockley invented the transis-
tor. They were later awarded
Naobel Prize.

1948 Microwave radio system,
installed between New York
and Boston, began carrying TV
signals, telephone calls ona
commercial basis.

1949 The Justice Department
filed an antitrust suit against
the Bell System. Final Judg-
ment seven years later left Sys-
tem’s basic structure intace,

1950 During the "50s, the 500
setbecame the standard tele-
phone instrument throughow
the U.S. It featured improved
tranamission characteristics.

1956 The first transatlantic
undersea cable was laid by the
cableship Monarch for AT&T’s
Long Lines Department. Over-

1957 [n the Pacific, an undersea
cable system that stretched
2,400 miles and linked the U.5.
mainland with Hawaii was

1958 Dataphone® service, for
sending data over telephone
lines, was initiated. Data coms-
munications has been growing

1959 New instruments—the
Princess® and Call Director®
phones—were introduced, giv-
ingresidence and business

1960 The Nike Zeus anti-

ballistic missile, its design an
development directed by Bell
Labs under a Western Electris

seas calling soared. opened for public service. rapidly ever since, customers a wider choice. contract, was tested.
1966 Locking to the future, 1967 The 100millionth phone 1968 Some 290 million carrier 1969 Astronaut Neil 1970 This year saw new inst.
AT&T proposed a domestic inthe U.S. wasagold Trimlipe circuitmiles of wire, cableand ~ Armstrong landed on the lations of electronic keyboar

satellite system that would be
mtegrated with regular terres-
rrial telephone facilities.

presented to President Lyndon
Johnson, who took part in a cer-
emonial call to state governors.

radic were in service as the tele-
phone network met increasing
demands placed on it.

moon. Bell provided mucl: of
the communications essential
to the mission’s suCCess.

cansales for operators and th
beginning of international
direct distance dialing.




The 91st Annual Meeting of Share Owners will be held at 2 p.1n. on Wednesday,
April21, 1976, in the Civic Center— Convention Hall, Philadelphia, Pa.

The financial results reported herein are for American Telephone and Telegraph
Company andits principal telephone subsidiaries, consolidated.

If you need further information:

—An Annual Statistical Report, with additional data on our operations, is avail-
ableonrequest.

— AT&T's annual report to the Securities and Exchange Commission, Form 10-K,
is available on request.

—Annual reports of the Bell Telephone operating companies and of the Western
Electric Company, manufacturing and supply unit of the Bell System, are also
available.

—Thisreport is available in braille and on talking records.

Address requests to the Secretary, American Telephone and Telegraph Company,
195 Broadway, New York, New York 10007, The telephone number of the company
i5(212)393-9800.

The company maintains stock transfer oftices at 180 Fulton St., New York, N.Y.
10007 and also at: 185 Franklin St., Boston, Mass. 02107; 225 West Randolph St.,
Chicago, il. 60606; and 140 New Montgomery St., San Francisco, Calif. 94105.

Inquiries on securities, dividends or interest payments should be addressed to
AT&T Co., P.O. Box 2018, New Brunswick, New Jersey 08903.
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Report of the Chairman of the Board

“I believe, in the future, wires will umte the head offices of the Telephone Company in different
cities, and a man in one part of the Country may communicate by word of mouth with another in a
distant place. ...I would impress upon you all the advisability of keeping this end in view, that all
present arrangements of the Telephone may eventually be realized in this grand system?’

AT&T Chairman fohn D. deButis

Dear Share Qwner:

As vou read this, the telephone
industry is observing its one hundredth
birchday. This annual report celebrates that
occasion only incidentally. It is the record
of a year, not a century.

Centennials come only once, how-
gver, and it may not be amiss, therefore—
before addressing the particulars of the
year—to acknowledge, if only briefly, our
debt to history. Particularly does it seem
appropriate here to recognize our obligation
to the generations of telephone people who
built this business and left us not only the
heritage of their skills but thetr spirit, too.

What the Bell System has accom-
plished thus far, including what it accom-
plished in the year just past, it owes
principally to three basic principles that
with a rare consistency have governed the
development of the telephone industry
down through the years. They are:

—the principle of enterprise
—the principle of accountability
—and the principle of universality,

The United States is almost unique in
the world in having entrusted the develop-
ment and operation of its communications
services to private industry, Thus profit is
no less a spur to our performance than it is
in any other business. Indeed, it is largely 1o
the basic compulsion to improve profit-
ability-through productivity improve-
ments, technological advances and
aggressive marketing of its services—that
the industry owes the efficiency of its
operations and its innovative drive.

Endowed with unigue responsibilities,

Alexander Graham Bell {1878)

our business is at the same time held
uniquely accountable for meeting them.
Long ago our business accepted—indeed it
endorsed—the principle of public regulation
of so vital a service as that we provide. That
the United States today enjoys the most
highly developed communications service
in the world is attributable to the incen-
tives that derive from the now-proven con-
cept of private enterprise operating under
public surveillance, of undivided responsi-
bility for service combined with strict
accountability forits performance.

But more than to any other single fac-
tor, the United States owes the growth and
development of its communications ser-
vices to a concept that from its beginning
our industry—and for the most part its
regulators—have taken as its basic purpose.

Alexander Graham Bell established
that purpose and—in his “grand system’ ~
envisioned the means of accomplishing it.

Later we came to call that purpose
“universal service.” Toward that end, gen-
erations of telephone people have ad-
dressed themselves continuwously not only
to the advancement of communications
technology —the means by which one man
may reach another in a distant place—but
to the development of the operating stan-
dards and the shaping of organizational
resources that would make that faculty
available to as many people as possible at as
low a cost aspossible.

Now, at the end of a hundred vears,
universal service—at least as our forerun-
ners in the business conceived it—has toall
intents and purposes been achieved. Nearly |
every American household, neatly every



American business is served by telephone.
The aims of the industry’s founders, it
might be assumed, have been accom-
plished.

Qr have they?

Looking ahead, T am convinced that
we are a long way from achieving the uni-
versality of communications in our society
that our technology can accomplish. In-
deed, I believe what I hope these pages will
evidence—that technology now being read-
ied will bring in an era of evermore abun-
dant communications and thereby vastly
extend man's reach, expand his ability to
manage complex undertakings and—not
least of all —enlarge his freedoms.

In short, 1 see this centennial not as an
end but a beginning, the beginning of an era
of communications progress matching any
we have experienced before.

Some questions of policy

But whether that promise will in fact be ful-
filled depends—more than it does on tech-
nology—on policy. And today—to put the
matter bluntly~national policy with
respect to telecommunications is in a state
of contention and uncertainty.

Thus, we are confronted with a very
real question as to whether in its second
century our business can realistically look
for guidance to the same principles that
governed its first.

Enterprise, surely. For since World War
I, when the Bell System was briefly nation-
alized-an experience that provided no
basis for urging its repetition—the notion
that the telecommunications industry
might be administered by any but private
hands has not been seriously contempla-
ted. And, if our own performance is the test,
it never will be.

Accountability! There is no current
prospect that our business will be any less
rigorously regulated than it has been up till
now. At the heart of the principle of
accountability, however, is the concept of
undivided responsibility for service. Over
recent years, this concept has been

breached by a series of regulatory decisions
that have opened more and more of the
field of telecommunications to entry by
“competitors”” who are free to serve
selected segments of the market but who
do not at the same time share the regutated
common carriers’ obligation to serve the
entire public. To this competition we are
altogether ready, willing and ahle to
respond, although in a number of instances
our ability to do so has been impeded by
protracted regulatory proceedings or deci-
sions that deny our customers the econ-
omy our technology affords.

We have opposed this trend toward
market allocation in the guise of compet-
tion—and continue to oppose it—for one
reason only: it will hurt the public. The
experience of telecommunications au-
thorities around the world confirms that
fragmenting service responsibility impairs
service quality. This, we believe, will be the
consequence, for example, of the Federal
Communications Commission’s proposal
that telephone companies be required to
permit direct connection to their lines of
terrminal equiprnent over which they have
nocontrol.

- Thissame trend compromises—indeed
it contradicts—the principle of universal-
ity. To compensate for the loss to competi-
tors of revenues that help to pay the
common costs of all their services, tele-
phone companies will have no alternative
except to raise their rates for basic exchange
service, thereby reversing their historic aim
of bringing telephone service within
the economic reach of more and more
people.

These and like issues are at stake in a
scare ar more regulatory proceedings at the
federal level and in the states. They are ar
stake in the Justice Department’s antitrust
suit against AT&T. Broadly characterized,
those issues turn on the degree to which
competitive standards should supplant the
public interest standards that have been
the test of the industry’s performance
throughout most of 1ts history.

We believe that neirher the public
interest nor our awn is served by a continu-
ation of current uncertainties. It is for this
reason that we have undertaken to call the
public’s attention to its stake in the
matter—the quality of its service and the
price it pays for it. And it is for this reason
that the telephone industry has undertaken
to alert the public’s elected representatives
that they have a decision to make. A great
industry awaits a determination as to what
isexpected of it.

But if national telecommunications
policy remains uncertain, our own docs
not. We see our basic aim as assuring the
widest availability of high quality com-
munications service at the lowest cost to
the entire public. Unless instructed other-
wise, we shall address our efforts to no
lesser standard.

Now, 1975.

Ayear of continued growth

In what clearly were the most difficult eco-
nomic circumstances since the 1930s, the
Bell System continmued to grow. We grew,
however, at a rate little more than half that
we experienced as recently as twao years
ago.

Combined with still rising costs, this
slackened growth interrupted the earnings
improvement trend we had maintained
over the three prior years, While revenues
increased 10.6 per cent, net income applica-
ble to AT&T common shares declined by
one per cent. Earnings per share—on
approximately 10 million more shares—
were $5.13 compared to $5.28 in 1974,

At year's end, however, zll signs
poirted toward a resumption of earnings
growth. At this writing, they still do. We
are gaining new telephones at arate approx-
imately twice that of a year ago and we are
handling 6.8 per cent more long distance
messages.

But it is principally on the basis of
what the Bell companies accomplished in
1975 that [ feel confident in telling share
owners that not in a long time has our busi-
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RESULTS IN BRIEF

Eamings per Common Share

Based on average shares outstanding {000). .

Dividends declared per share

Revenues
Localservice. ... ........ ... ......
Tollservice. .. ... ... .. ... ... ... .

Other (including other income) . .. .. . ..

Expenses
Operating. .. ... ... . ............
Incometaxes. . ...... ... ... ... ... ..
Othertaxes............... .. .......

Interest. . .. ... . ... ... ... ... .. ... ..

Income before extraordinary item. . . .. ..
Extraordinaryitem*. ... ... ... . ... . ...
Netincome................... ... ...

Preferred dividend requirements. . ... . ...

Income applicable to commmon shares. . .. . .

#Restated —see note (C) to Financial Statements.
*Net gain on sale of Communications Sateilite Corporation comimon stock.

1975

$ 5.13

567,915

$ 3.40

Millions
$14,028
13,925

1,319

29072

18,757
2,390
2,681

2,296

26,124

3,148

1974# 1973#

$ 5.28 $ 4.99
— .08

$ 528 $ 507
557,815 554,258
$ 3.4 $ 2.87
Milifons Millions
$12,813 $11,419
12,461 11,278
_ 1439 1,339
26713 | 24,036
16,716 15,000
2,313 2,138

2,454 2,212

_ 2,056 1,734
23539 | 21,084
3,174 2,952

= 46
3,174 2,998

a3 186
$ 2,942 $ 2,812

1972 1971%
$ 4.34 $ 392
5 4.34 $ 3.92
549,501 549,304
$ 2.70 § 2.60
Millions Milhons
$10,363 $ 2,135
9,771 8,633
1,21§ I,lﬂ
21,352 18,878
13,518 12,075
1,824 1,562
1,983 1,752
l,49§ 1,288
18,820 16,677
2,532 2,201
2,532 2,201
o 146 _42
$ 2,386 $ 2,152




MANAGEMENT ANALYSIS OF
RESULTS IN BRIEF

Eamings per share for 1975 decreased 15
cents from 1974 and net income decreased
$26 million. These decreases were prin-
cipally the resulr of a $208 million reduc-
t1on in Western Electric’s net income.
Additionally, average commaon shares out-
standing rosc by 10 million. Total revenues
lincluding other income! were up 9.6%
while total expenses (including taxes and
interest) rose 11% . Eamings per share from
operations for 1974 increased 29 cents over
1973 as income (before extraordinary item)
rose 7.5%, principally because the growth
in revenues was greater than the growth in
EXpenses.

Revenues from local and toll services and
other income increased $2.6 billion in 1975
and $2.7 billion in 1974 for several reasons:
more telephones in sexvice, growth in Jocal
and long distance calling volumes, higher
rates authorized by regulatory commis-
sions and increased sales of telephone
directory advertising. Western Electric
income in 1975 declined by $208 mullion,
largely because of reductions in the tele-
phone companies’ construction programs
and a drop in military sales to the federal
government; 1t had declined slightly in
1974, mainly due to a four-week work
stoppage.

Operating expenses ovey the 1973-75
period rose by $3.8 billion, principally
because of wage increases [including cost-
of-living allowances and pension and bene-
fit improvements), increased costs of mate-
rials, supphes and services, and increased
depreciation rates authorized by the FCC
as applicable to a larger plant investment.

Income taxes relating to telephonc opera-
tions rose $77 million m 1975 and $175
million in 1974, reflecting greater taxable
inceme. The rise slackened in 1975, mainly
as a result of a larger increase in expenses.

Other taxes increased $227 million in 1975
and $242 million in 1974, largely as a result
of hagher state and local property taxes on
an expanding base of taxable plant. Gross
receipts taxes also rose as our taxable reve-
nues grew, and Social Security taxes have
gone up because of statutory increases in
the taxable wage base.

Interest expense increased $240 million

in 1975 and $322 million in 1574, pri-
marily because of additional long and
intermediate-term debt capital obtained by
the Bell companies to help finance their
construction programs. The average cost of
debt issued in 1975 was 8.88% compared
to 9.15% in 1974

ness been more effectively positioned than
it is now to take advantage of the opportu-
nities immediately ahead.

In 1975, we spent $9.3 billien for con-
struction, most of it to increase the capac-
ity and enhance the capabilities of Bell
System plant. As a consequence of these
expenditures and those of prior years, we
can say with assurance that Bell System
service was never better than it is today.

In 1975, we brought new technology to
the threshold of introduction that, begin-
ning in 1976, will not only mcrease the ver-
satility of the nationwide switched net-
work but improve the efficiency of its
operations as well.

In 1975, we strengthened our market-
ing capabilities-by further profession-
alizing our sales organization, by
sharpening our own perceptions of the rev-
enue opportunities our technelogy affords
and by continuing to augment a growing
line of new preducts and services matched
to the more and more diversified com-
munications needs of American business.

In 1975, too, we stepped up to the
never pleasant but altogether necessary
task of repricing our services in light of
today’s economic realities, the higher costs
we conifront and the higher eartnings levels
that are necessary to assure our continued
access to new capital on sound terms. Rate
increases approved by regulatory authori-
ties in 1975 will add $1.8 billion to annual
Bell System revenues.

But what augurs best for 1976 is the
firm control of their operations that the
managements of the Bell companies dem-
onstrated in adjusting to the difficult eco-
nemic circumstances of 1975. Despite re-
cession conditions extending through
much of the year, the Bell System’s operat-
ingunitsachievedarate of retumon theirin-
vested capital very nearly matching the 8.3
per cent they achievedin 1974, Unrelenting
application of the disciplined management
so largely responsible for this accom-

- plishment should stand us in good stead in
1976’5 improving economic climate.

Of all the units of the Bell System, the
most severely affected by the recession was
the Western Electric Company. As the tele-
phone companies reduced their require-
ments to match the slower growth rates
they were experiencing, Western Electric
sales dropped sharply. Consequently the
company, which contributed 56 cents a
share to AT&T eamings in 1974, in 1975
was able to contribute but 19 cents. The
company has, however, effectively
trimmed its work force and facilities to
match a lower level of demand and should
as a consequence move toward more nor-
mal levels of profitability as 1976 unfolds.

Building for the future

Three aspects of the Bell System’s 1975 per-
formance reflect long-term trends that con-
firm the intrinsic strength of our business
and provide a firm basis for confidence in
its future. They are:

—the stability of our construction out-
lays

—the increasing significance of inter-
nally generated funds to the fulfillment of
our capital requirements

—and the steadily improving productiv-
ity of Bell System people and plant.

In 1975, our construction expenditures
came to less in constant dollars than in any
year since 1969. This reduced construction
level reflects rigorous management of our
capital budgets. But it also reflects the
wicommon creativity of Bell System tech-
nology and its contribution to our ability to
accomplish more with less. For example,
over Tecent years we have been able to dou-
ble and double again the call-carrying
capacity of our existing long-haul intercity .
routes by improverments in transmission
techniques that reduce the incremental
cost of adding new circuits to but a fraction
of the cost of circuits in the original coaxial
cable or microwave radio system when
they were initially placed in service.

But technology’s contribution to the
stability of our construction program is not
limited to the development of new and
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AT&T has paid dividends continuously for 96 vears. OQver the past two decades, as reinvested earnings have added
to the book value of share owners’ equity, the dividend has been increased nine times as earnings permitted.

improved communications facilities. Per-
haps equally important is technology’s
contribution to the efficiency with which
we employ those facilities. Rapidly coming
on line today are a variety of new comput-
erized systems that—Dby providing us more
effective control of equipment inventoties,
by optimizing the utilization of existing
plant and by improving maintenance pro-
cedures—will over the years ahead enable
us to achieve a new level of effectivenessin
the conservation of the capital invested
this business.

Nonetheless, the Bell Systern’s annual
capital requirements remain consid-
erable—in 1975, $9.4 billion. All but $2.8
billion of this amount we are ahle to meet
from internal sources. This is a welcome
change from our experience of but a half-
dozen years ago when we were required to
go to the money markets for well over 50
per cent of our capital needs.

This change is a welcome one on two
counts. It eases pressure on the money
markets in a period of considerable anxiety
over the prospect that a shortage of capital
may stifle economic growth. And it
reduces our own reliance on debt financing
in a period of continuing high interest rates.

As it was, the average cost of the $2.5
billion in long and intermediate-term debt
issued by AT&T and its subsidiaries in
1975 was 8.88 per cent, bringing the
embedded cost of Bell System debt to 6.82
per cent.

A stronger financial structure

What made our 1975 financing program
notable, however, was that for the first
time in 11 years we accomplished a turn-
around in the ratio of debt to equity in our
capital structure. This turnaround was
accomplished by the sale in October of 12
million shares of new common equity at
$46 a share, the proceeds of which were
$552 million. Qur debt ratio before the
sale stood at 50.4 per cent. At year’s end it
was 49.6 per cent. Qur target is 45 per cent.

Opening the way for this sale-the first
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Calendar Dividend
Quarter Figh Low Paund
1974
Ist 53 4GY; § 77
2nd 49% 45% 77
3rd 46% 39%: 77
4th 48 40 .85
1975
lst 51% 44% $ .85
2nd 52 4714 85
3rd 51% 443 85
dth 51% 45 85
QUARTERLY FINANCIAL RESULTS
In millions of dellars:
Larmings pes
Calendar Uperating  Operating Net Common
Quarter Revenues Income Tncoeme Share®
1974
Ist $ 6309 51,135 § 798 50.33
2nd 6,537 1,204 84) 1.41
3rd 6,625 1,193 772 1.28
4th 6703 L1600 _ 763 126
26 174 $4,692  $3.174 $5.28
1975
Isc 56,795 51,148 % 716 $1.17
2nd 7,201 1,250 816 1.34
3ed 7,368 1,306 795 1.30
| 4th 7,583 1,385 821 1.31
$28,957 & 29 §$3,148 5513

public offering of comumen equity in AT&T
history —was endorsement by our share
owners at the company’s annual meeting
in April of 1975 of an amendment to the
company’s charter terminating their man-
datory preemptive rights. Without this
endorsement, it would not have been prac-
rical to issue commeon equity in 1975. Todo
s0 would have called for a much larger issue
and it would have required that the stock be
issued at a considezable discount.

As it was, market conditions required
that the new shares be sold below the book
value of the then outstanding shares,
thereby reducing their value by approxi-
mately 3/10s of 1 per cent. For the vear as a

MARKET AND DIVIDEND INFORMATION

The principal market for trading in AT&T commeon
stock is the New York Stock Exchange. Market and
dividend data for the last rwo fiscal years are listed
below.

*Because of increasing numbers of common shares
outstanding each quarcer, the sum of quarterly
carnings pet share may not equal eamings per share
for the year. Data reflect retroactive depreciation
represcriptions approved by the FCC.

whole, however, book value rosc from
$51.40 to $52.86. Not the least of our
incentives to improve earnings is the hope
that they might produce a market price for
our shares sufficient to permit turther
equity issues—and further reductions in
our debt ratio—without even so minimal a

reduction of our share owners’investment.

Earlier in the year, exercise of a por-
tion—about 10 per cent—of the warrants
we issued with debentures in 1970 pro-
duced approximately $165 million in new
equity. Our hopes had been higher but
under 1975's depressed market conditions
even so modest an infusion of new equity
was a welcome one.

A meore significant source of new
equity capital-more significant because it
is a continuing one—was our Dividend
Reinvestment and Stock Purchase Plan. In
1975 we derived $327 million in equity
from the Plan, compared to $185 million
in 1974. The number of share owners par-
ticipating in the Plan rose from 455,362 in
Janary to 601,086 at year’'s end.

So far as 1976 is concerned, while we
are mounting a somewhat larger construc-
tion program this year than we did in 1975,
we expect that the trend of recent vears will
continue and that we will be able to meet a
still larger percentage of our capital require-
ments from mternally generated funds.
Consequently we are less dependent on the
debt market than we have been in recent
vears. At the same time, we look to our
Dividend Reinvesiment and Stock Pur-
chase Plan to provide us a growing share of
the new common equity that further
reduction of the company’s debt ratio will
Tequire.

Our obligation toinvestors

That anticipation—and the hope that mar-
ket conditions will encourage further
issues of new common equity as the need
arises—depends on the prospect of a re-
sumption of significant year-to-year earn-
ings improvements. The resumption of
economic growth supports that prospect.

But, as I have observed in prior reports, we
do not wait upon the economy to produce
our earnings for us. Mainly we look to our
own efforts to improve productivity
through creative management of our opera-
tions and the continuous introduction of
cost-saving technology.

As appropriate as it appeared in this
centennial year to acknowledge at the out-
set of this letter our business’ debt to the
generations of telephone people who built
it, it appears equally appropriate to con-
clude it by acknuwledging an equal obliga-
tion to its proprietors—the millions of
people who, in good times and bad, by
entrusting their savings to our care, pro-
vided us the means to grow. In return we
pledge to do our best to merit the continued
confidence of all who invest in this enter-
prise.

é&;@@

1. D. deButts

February 10, 1976
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The Network

‘.. .the lines of this association. ...will connect one or more points in each and every city, town or
place in the State of New York with one or more points in each and every other city, town or place in
said State, and in each and every other of the United States, and in Canada and Mexico. ...and also
by cable and other appropriate means with the rest of the known world...”

Charter, AT&T Company {1885)

From a patchwork of overhead lines strung pole to
pole and town to town, a telephone system uniting
the eatire country by wire was built. Today's
telecornmunications network ~composed of billions
of parts and engineered as a unified system—carries
telephone calls, data messages. televiston ond
virtually all other forms of information from any
one part of the nation to any other and to nearly all
parts of the world. About 60 per cent of the long
distance communications traffic transmitred over
the network travels by microwave radin, bearned
between fiorn antennas such as chose in the
foreground ot left.

The culmination of what was set afoot a
hundred years ago—the ‘‘grand system”
conceived by Alexander Graham Bell and
the pioneers of the telephone industry—is
the nationwide telecommmunications net-
work; more than 700 million carrier circuit
miles of microwave radio, cable and wire
serving 148 million telephones through
19,000 local switching offices.

Implicit in their century-old vision
was the development of a service that
would be available to all in all pares of the
country. Taday, with telephones in some
95 per cent of the households and just about
every business in the United States, that
vision has proven to be prophetic,

Yet the telecommunications network,
in response to the public’s increasing use of
telephone and other communications ser-
vices, continues to grow ever more useful,
more advanced in its technology and more
adaptable to new applications.

Telephones and calling increased

At the end of 1975, there were 118.5 mil-
lion Bell System telephones in service, 4.1
million of them added during the year. The
test of the nation’s phones—about 20 per
cent of the total-are served by Independent
telephone companies. All are linked
together in a nationwide systemn managed
by AT&T's Long Lines Department.

As the number of customers served by
the network increased in 1975, so too did
the communications traffic it carried.

The volume of long distance messages
rose 5.2 per cent, while overseas calls were
up 19 per cent. Overall, the Bell telephone
companies handled about 470 million mes-

sages on an average business day, 13 mil-
lion more than the year before.

The slower rate of growth in demand
tor service experienced by the operating
telephone companies was reflected inan 11
per cent decline in sales by the Western
Electric Company. Western Electric’s earn-
ings, on sales of $6.6 billion, amounted to
$107 million, 66 per cent below 1974.

Building an electronic network

With 839 electronic switching systems
serving 15 per cent of our telephones at the
end of 1975, an electronic telecommunica-
tions network is steadily taking form.
Aside from its efficiencies and economies,
this improved telecommunications net-
work will provide customers with novel
communications services—some already
available~not economically possible with
electromechanical equipment.

The biggest and most advanced elec-
tronic switching system ever built, called
the No. 4 ESS, went into service in Chicago
in January, 1976. Developed primarily for
long distance service, it can switch over
four times as many calls and yet costs only
a thitrd as much to maintain as the most
advanced electromechanical toll switching
machine.

In the coming months of 1976, three
more of these systems will be put into
operatian in other parts of the country, and
20 or more will be installed and working by
theend of 1978.

Using the new stored program control
processor, or “brain,” of the No. 4 ESS, we
anticipate doubling the capacity of our No.
1 ESS, which is widely used in local central
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offices in metropolitan areas. At the same
time, new eclectronic systems have been
developed for suburban and rural use.

Electronic technology is not being
applied to switching systems alone. It also
is being used by telephone operators to
process customer-dialed toll calls that
require operator assistance. Our one hun-
dredth Traffic Service Position System-—a
grouping of modern keyboard consoles-
was installed in 1975 in Northbrook, I,
and about 58 per cent of our customers are
now served by these systems.

Another advance in “traffic”’ opera-
tions in 1975 was the development of an
expanded intercept system for automati-
cally responding to calls placed to tele-
phorie numberzs no longer in service. This
system automatically selects prerecorded
words to announce to a caller the number
reached, the reason it is out of service and,
if appropriate, the new number.

A new signaling technique, by which
calls are set up on data links separate from
the taliking paths, will allow us—and our
customers—to get maximum use of an elec-
tronic network. We began applying this
concept, known as Common Channel
Interoffice Signaling, at the start of 1976,
Planned for implementation over the next
decade or more, it will significantly
increase the flexibility of the switched net-
work to provide new custorner services,

Transmission: new systems coming

Our domestic satellite system was nearly
ready at year’s end, with construction of
four AT&T ground stations completed and
the first of three Comstar I satellites pre-
pared for launching. Satellites, along with
undersea cables, have been used to provide
overseas telephone service for the last 11
years, but this will be our first use of satel-
lite channels for domestic telephone calls.
We will operate the system jointly with the
(GTE Satellite Corp.

Three major terrestrial transmission
systems—millimeter waveguide and a
newly-designed single-sideband radio sys-
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tem for long distance service, and a system
for metropolitan areas that would transmit
messages on lightwaves—currently are in
various stages of testing. Each has the capa-
bility of vastly increasing the capacity of
the nationwide network. They will be
introduced, asneeded, in the years ahead.

For more than a decade, a growing
proportion of the calls and data transmitted
in big cities has been carried on digital facil-
ities, which convey messages in the form of
encoded pulses. Since the introduction of
Dataphone® Digital Service in late 1974, an
increasing share of intercity private line
traffic also is being handled over digital
facilities. Two new short haul digital sys-
tems were placed in service in 1975, one
(TIC} that doubles the volume of calls that
can be sent between central offices and
another (T4M] that can transmit 274 mil-
lion “bits’ of information per second over a
single coaxial tube.

A sixth transatlantic undersea cable,
constructed in 1975 and early this year for
service this summer, will carry 4,000 calls
simultanecusly. It has four times the
capacity of the fifth transatlantic cable, laid
it 1970, and was built at an investment
cost per circuit mile of only one-third as
much. Like other Bell System undersea
cable systems, it is designed to operate
trouble-free forat least 25 years.

What accounts for the steady flow of
new, innovative systems that make the
Bell Systermn network the most versatile and
efficient in the world? In the main, two fac-
tors explain it.

One is the extensive planning and
coordination that our integrated structure
fosters. New systems and equipment are
planned years in advance of their inroduc-
ticn, with the interacting units of the Bell
System—AT&T, Bell Laboratories, Western
Electric and the operating telephone com-
panies—working closely together on each
project to ensure ¢oordination through the
muany phases of design, production and
operation.

Each addition to the network must be

technically compatible with the billions of
other components already in service. No
less critical is the necessity that terminal
equipment connected to the network be
designed and maintained in such a way as
to cause no damage to the efficiency, accu-
racy and satety of the network’s operation.

So precise is the network’s composi-
tion that its standard for synchronization is
an electronic signal—derived from cesium
atomic clocks—that beats exactly 2,048,000
times a second and is accurate to one sec-
ond in 3,000 vears. Such precision in the
transmission of signals helps assure that
voice and data messages are conveyed with
utmost fidelityand accuracy.

Meeting present and future needs

The second factor that has fostered the
network’s development is the large capital
investment made yvear after year to meet
the present and future needs of our custom-
ers. Some $45 billion has been spent in this
endeavor in the last five years.

Enormous as this investment in tele-
phone plant is, cur aim has been—and still
is—to spend only what is absolutely neces-
sary to meet the needs of growth, service
improvement and expansion.

Moreover, 10 years ago the average
investment per mile of our long-haul cir-
cuits was $25; now it is about $§16—and we
expect to be adding new circuits in the near
future at a cost of less than $2 per mile. This
trend is by no means exhausted. We expect
unit costs to go lower still as successive
generations of innovation produce trans-
mission and switching systems of still
higher capacity.

The nationwide communications net-
work began with the completion in 1884 of
a long distance line between Boston and
New York by way of Rhode Island and Con-
necticut. Since then the network has
become a valuable resource for the nation, a
vast, technically sophisticated system that
exists for only one purpose: to provide the
United States public with the best com-
munications service possible.
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Attheend of 1975 there were 118.5 million Bell
System telephones in service-4.1 million of them
added during the year. Just gs the appearance of
telephone sets has changed aver the vears, so too has
the technology of the central office equipment
through which calls are connected. After World War
Iawith the installation of the Bell System’s first
major electromechanical switching centers—-the
massive conversion 1o dial telephones began. Since
1965 an equally massive conversion to electronic
switching systems has been underway. In 1975, 15
per cent of Bell telephones were served by these
systems, which can provide new customer services
and are more flexible and economical than
electromechanical systems.

The volume of Iong distance messages handled by
the Bell System was 5.2 per cent higher in 1975 than
the year before. With the introduction of direct
distance dialing in the 1950s, customers began
dialing their long distance calls directly thereby
reducing operating costs for the telephone
companies and, on virtually all long distance calls,
attaining savings through lower rates. Of 1975’
10.7 billion long distance messages, 88 per cent were
customer-dialed.
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Customer Service

“The Bell System has grown to be one of the largest corporations in the country, in response to the
telephone needs of the public, and must keep up with increasing demands. However large it may
become, this corporation will always be responsive to the needs of the people, because it is animated

by the spirit of service”

AT&T Policy Statement {1914}

Once there was the telephone; now there are
many-and a wide essortment of services tailored to
the increasingly diversified needs of American
society. As it has from the beginning, the telephone
Iinks families and friends. But, more and more,
business and government rely on the telephone to
coordinate and control undertakings on a
continental-sometimes a global-scale. Today it is
not unreelistic to think of the terminals to the
telephone network as "information processors”
that translate not only the spoken word bur data
and pictures as well into electrical signals for
transmission to whatever “distant place’ they may
be needed. The Bell System takes it as its mission to
match its technology to these new needs and to meet
them with gquality services, fairly priced.

Through most of the telephone industry’s
first century, standardization of the ser-
vices and equipment arrangements offered
to the public was essential—essential
because the economies derived from stan-
dardization would serve to assure the
widest availability of telephone service at
the lowest overall cost to the entire public.

But with the public’s expectations of
communications changing and broadening,
owr next hundred years will be character-
ized much more than in the past by diver-
sity and versatility. To give our customers
the kinds of services they want and, at the
same time, increase revenues by taking full
advantage of this business’ prospects for
continued growth, we are determined to
achieve a reputation for excellence in mar-
keting and merchandising to match our
reputation for technological and manage-
rial innovation.

New, diverse services were offered

Telephone company facilities, once de-
voted almost entirely to voice calls, are
now accommodating information in vir-
tually every form—including in an increas-
ing volume of data communications,
messages in computer language. Bell Sys-
tem revenues from this source have been
growing at an average annual rate of nearly
20 per cent over the last five years, making
data communications one of the fastest
growing segments of our business.

Our data communications offerings
encompass transmission and switching,
media conversion and communications
processing.

At the end of 1975, Dataphone Digital

Service, provided through an interstate net-
work especially engineered to meet the
unique needs of data customers, was avail-
able between 24 cities. Upon FCC approval,
some 40 more cities will be added to this
all-digital network in 1974,

New developments in the data termi-
nal market include our Transaction I Tele-
phone, with which banks and merchants
can access computers to verify checks and
credit cards. It went into production in
1975, This year, another version—the
Transaction II Telephone—will become
available with additional features, suchasa
nwmeric display and hands-free operation.

Still another terminal, the Vu Set* data
display system, was offered late in 1975.
This compact 64-character display unit,
using Touch-Tone® signaling, provides
easy access to computers for a wide range of
business applications.

Also growing fast is Wide Area Tele-
communications Service (WATS), which is
designed for business customers who make
or receive large volumes of telephone calls.
Revenues from WATS in 1975 amounted to
$1.4 billion, a 21 per cent increase over
1974 that can be attributed in part to a Sys-
temwide sales campaign conducted by the
Bell telephone companies to stimulate
greater use of this service,

Revenues from private line services
furnished to business and government
increased nine per centin 1975.

The requirements of large users of
telecommunications grow more special-
ized and technically sophisticated every
vear, and to meet their needs we are devel-
oping, producing and marketing new, cus-

*Trademark of Plantronics, Inc.
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tomized systems and equipment.

For example, we introduced in 1975 an
all-electronic system called the Dimen-
sion* private branch exchange (PBX). A
solid-state system that offers customers a
large choice of special communications
features, the Dimension PBX represents a
major advance in the art of applying stored
program control concepts to the design of
PBX systems. By the end of 1976, we will
have a family of Dimension PBXs able to
serve most business customers’ needs,
regardless of size.

The Com Key* 718 and Com Key 1434
key telephone systems, introduced in 1973
to bring together popular key system fea-
tures in packages wired and tested in the
factory to reduce installation costs, con-
tinue to meet with outstanding customer
acceptance. To extend the advantages of
these systems to other segments of the
market, the Com Key 416 system was
developed and introduced on a selective
basis in 1975. We plan to further expand
this family of key telephone products.

In addition, a smaller version of our
Touch-a-matic® telephone set, this one for
recording up to 16 telephone numbers for
touch-of-a-button dialing, has been devel-
oped for residence and single-line business
customers,

Telephones get new styles, shapes

Our efforts to bring more diversity to the
services we offer and the products we make
are not limited to any one segment of the
business, but rather span the full spectrum
of our customers—residence customers no
less than any others.

The decisions to produce Princess®
telephones in 1959 and Trimline® sets in
1965, for instance, were made in recogni-
tion that residence customers want variety
in their telephones. Then, in 1974, we
introduced Design Line* telephones and
sold 270,000 of them through 1975. These
sets, some designed and manufactured by
Western Electric and some by non-
affiliated suppliers, are now available in 74
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combinations of style, shape, color and
material. Three new styles were added to
thelinein late 1975.

Making telephone shopping more con-
venient for our customers, 69 Phone-
Centers—or “‘telephone stores''—were in
operation at the end of 1975, nine of them
opened during the year. An additional 110
PhoneCenters are planned for 1976. The
sets on display at these stores are modular
indesign, as are most of the telephones now
being manufactured.

Modular telephones have handset
cords and phone-to-wall lines designed as
plug-in units rather than wired connec-
tions. Using plug-in components not cnly
for telephones but for other telecom-
munications equipment reduces costs and
simplifies installation and maintenance.

Other steps we have taken in recent
years to make telephone calling easier
include the development of Touch-Tone
service and the introduction of direct dial-
ing for international calls. At the end of
1975, 31 per cent of our customers were
using Touch-Tone service where it was
available, while customers in 265 cities and
towns were able to call 32 countries with-
Out requiring an operator’s assistance.

Despite the many dramatic changes
taking place in communications, what has
not changed since the earliest days of this
enterprise~nor will it—is our determina-
tion: to keep improving the quality of our
service and to price that service fairly.

Today, telephone service is better than
itever has been before.

Out of an estimated 24 million instal-
lation visits in 1975, about 97 per cent were
made on time. On the average, more than
nine out of 10 of our residence and small
business customers receive their service
within five days of requesting it—more than
six of 10 within two days.

We also gauge the quality of our ser-
vice by tracking the number of trouble
reports we receive in a month for each 100
customet stations. Such customer service
trouble reports declined to 4.6 in 1975, a

four pex cent improvement over 1974,

Still another indication that our ser-
vice keeps getting better is the number of
“weakspots” that we report to the Federal
Communications Commission. These
weakspots—elements of our service that do
not meet objective standards—were re-
duced from 395 in 1970 to 140 in 1973 and
to 37 {or 1975,

QOur goal is “zero weakspots”

Indeed, so confident are we of our ability to
improve on this record that we have set for
ourselves the stiff goal of achieving “zero
weakspots”’ by Day One of our second cen-
tury: March 10, 1976, a hundred years from
the day intelligible speech was first trans-
mitted by Mr. Bell.

Another reflection of improving ser-
vice is the decline in the number of com-
plaints about service matters that
customers are making to state regulatory
commissions and our own executives. Cus-
tomers made fewer than half as many such
complaints in 1975 asin 1970.

On the other hand, we know from our
own surveys of customer attitudes that
there is increased customer concern of late
over higher telephonerates.

As the result of inflationary pressures,
local telephone rates have gone up 40 per
cent since 1965. During that same period,
however, the Consumer Price Index rose 74
per cent and after-tax income per capita 107
pet cent. Interstate long distance rates went
up but four per cent in that time.

In fact, had the cost of telephone ser-
vice risen as fast as the CPlin the last 10
years, the average Bell System customer
would be paying about $16 more a month.

That our rates have risen more slowly
than the price of so many other goods and
services—while the guality of our service
continues to improve—is directly related to
the cost benefits inherent in an integrated
organization with end-to-end responsi-
bility for service. In the most fundamental
sense, the Bell System is an enterprise

organized to serve.
*Trademark of AT&T Co.
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Improvements in operating methods end large capital
investments m cost-saving technology have
continuously reduced the number of operating
telephone company employees required to serve
10,000 telephones. That trend continued in the year
just past. In 1975, it took 65 employees to serve 10,000
telephones compared to 80 in 1970.

The sarne efficiency that has reduced the number of
employees it takes to serve 10,000 telephones has
brought the telephone within the reach of mare and
more people. In short, by creating value we have
created jobs. Despite recession cutbacks in 1975, the
Bell System at year’s end employed about twice

as many people as it did 30 years ago.

Since 1915 the Consumer Price Index hasrisen 430 per
cent, telephone rates but 90 per cent. {Insufficient data
are available pnor to 1915 to extend the comparison.)
Qver the past five years, telephone rates wentup at a
rate only two-thirds as much as consumer prices
generally.
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Organized to Serve

“The Bell System was founded on the broad lines of ‘One System, One Policy, Universal Service'
on the idea that no aggregation of isolated independent systems, not under common control,
however well built or equipped, could give the public the service that the interdependent, inter-
connecting, universal system could give!

AT&T Annual Report (1909)

Why there must be one Bell Systern was never more
convincingly illustrated than by the completion in
1975 of the final installation of the world’s first
electronic toll switching machine. {A portion of the
machine is shown under test on the opposite page.)
That 5o large and technically demanding a project
and one requiring sc substantial an advarnce
commitment of capital and human resources could
have been brought to the point of service so readily
and so economically by companies of diverse and
competing interests is unlikely indeed. The Bell
System's vertically integrated structure was
developed to assure the telephone system a spurce
of continuing innovation and a reliable source of
high quolity, compatible equipment. What was
essential in 1881, when the “pyramid” switchboard
{above) was introduced, is doubly so in today’s
technologically demanding era.

Within six yvears after Mr, Bell's excited call
to Thomas Watson, “Come here, [ want to
see you,” the structure of the enterprise
later to become known as the Bell Systern
was beginning totake shape.

By 1882 the American Bell Telephone
Company, a forerunner of AT&T, had
acquired the Western Electric Company to
assure a reliable source of quality equip-
ment, and a small group of people—for a
while including Mr. Watsen—was em-
ployed to develop ways to make telephone
service better. And as the years went by,
what had been a loose association of focal
telephone companies was formed into a
nationwide system pursuing a common
goal: good service at reasonable prices.

Then, as now, a coordinated systems
approach, integrating the major functions
required to provide service—research and
development, manufacturing and opera-
tions—offered the most efficient method of
achieving that goal.

Today, the Bell System—~AT&T and
its Long Lines Department, Bell Labora-
tories, Western Electric and the Bell operat-
ing telephone companies—continues to
look to the strengths of its integrated orga-
nization to fulfill its obligations to the
public and toits share owners.

No.4 ESS—a product of planning

With the volume of long distance messages
increasing—10.7 billion in 1975 and a fore-
casted growth to nearly 70 billion in the
year 2000~—1t became clear some years ago
that it would be neither economically nor
operationally feasible to continue to rely
solely on electromechanical equipment for

switching long distance calls.

Thus, Beil Laboratories, building on its
own earlier innovations in applying mod-
ern electronics to telephone switching,
began designing a totally solid-state and
digital toll switching system, a tech-
nological leap forward from the smaller
electronic switching systems that were
introduced for local service in 1965.

The introduction in 1976 of this No. 4
ESS, a long distance electronic switching
system able to process up to 550,000 calls
an hour, is one of the best contemporary
illustrations of the benefits that flow froma
comprehensive, systemic approach to
planning and applying new technology in
telecommunications. The development of
the No. 4 ESS, one of the largest invest-
ments in capital and engineering man-
hours ever made by private enterprise,
required a long-term commitment of finan-
cial and human resources that less tech-
nically integrated organizations would find
difficult, if not impossible, to make.

The initial expenditure for the devel-
opment of the No. 4 ESS was made by West-
ern Electric five years before the first unit
was ever installed, and some $400 million
subsequently was spent to bring it into
operation. But because the new system
costs less to maintain—and because fewer
of them will be needed than the electrome-
chanical machines that would be required
to achieve equivalent toll-handling capac-
ity—savings in capital and operating
expenses are expected to reach $1.5 billion
avyear by 1985.

Every step of the process, from the
design of the system to its first implemen-
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The Bell System. AT&T’s 21 principal operating
telephone subsidiaries serve approximately 80

per cent of the nation’s telephones. All but four

are wholly-owned by AT&T: Pacific Telephone
(89.8%), Pacific Northwest Bell (89.3%), Mountain
Bell (88.6%) and New England Telephone (86.0%).
Also part of the Bell Systern are two telephone
companies in which AT&T has a minority owner-
ship: Southern New England Telephone [16.8%)
and Cinginnati Bell (25.7%). AT&T owns the West-
emn Electric Company, the Bell System’s manu-
facturing and supply unit, and—with Western
Electric—Bell Laboratories, for research and de-
velopment. Interstate and intemational services
are provided by AT&T's Long Lines Department
in cooperation with the operating telephone com-
panies. On June 30, 1975 AT&T and Bell Canada
terminated by mutuzl agreement the associated
relationship that had existed since 1880.

tation, was marked by close coordination
and a free flow of technical and operating
information among Bell System units.

Restoring service in New York City

The effectiveness of the Bell System’s inte-
grated organization is most dramatically
visible to the public in times of emergency
—as, for example, when a devastating fire
struck a New York Telephone Company
switching center in February, 1975, leaving
100,000 customers in a 300-block area of
Manhattan without telephone service.

Even before the fire was out, prepara-
tions were underway to airlift hundreds of
tons of switching and cable equipment to
the city, network managers were rerouting
calls around the stricken area and mobile
phone units were being trucked in from out
of state for use by residents of the area dur-
ing the ermergency.

Nearly 4,000 Bell System people, some
from other parts of the country, went to
work in a round-the-clock operation that
restored service in 23 days—a job that under
normal circumstances would take 18
months or longer. It was the worst service
disaster in our history, but its effects were
mitigated by the ability of the various units
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of the System to work as one.

Because of our unique organizational
and technical capabilities, we frequently
have been called upon by the federal gov-
ernment to work on national defense proj-
ects and to design and furnish equipment
for government communications systems.
Qur efforts in behalf of national defense
have ranged from the development of Army
field telephones in World War 1, to the
design and production of radar systems in
World War I and the postwar development
of critical missile defense systems.

In 1975, continuing our close involve-
ment with the space program, we provided
an array of communications and guidance
services and facilities for the Apollo-Soyuz
space mission. We also completed stream-
lining the Federal Telecommunications
System, which provides switched com-
munications service for more than a mil-
lion telephones in government offices
throughout the country.

Also in 1975, we negotiated a contract
with the Department of Defense to plan
and engineer a new, modern com-
munications network for the government
of Iran and to provide assistance to that
country in operating its existing com-

munications system. A subsidiary, Ameri-
can Bell International Inc., was established
to carry out the contract.

Antitrust arguments are heard

The most serious challenge of recent years
to the integrated structure of the Bell Sys-
tem is an antitrust action, filed by the Jus-
tice Department in November, 1974, that
seeks divestiture of Western Electric and
other parts of the System, including some
or all of the Long Lines Department and
perhaps Bell Laboratories.

Oral arguments on the threshold
issues of whether the suit is barred by the
1956 Final Judgment concluding the anti-
trust case the Justice Department brought
against the Bell System in 1949 or by the
pervasive regulation to which our business
is subject were heard last July in U.S. Dis-
trict Court in Washington, D.C.

Qur position is that, because the Bell
Systemn already is subject to pervasive regu-
lation on the federal and state levels, the
issues raised by the Justice Department
should be settled by regulatory agencies
and the Congress, not the courts. In addi-
tion, we pointed out that the structure of
the Bell System was recognized as valid by



the Congress when it passed the Com-
munications Act of 1934 and again by the
court in the 1956 Consent Decree.

At this writing, we are awaiting the
Judge’s ruling on these questions.

The impact of competition is studied

In April, 1975, comments were filed in the
FCC’'sinquiry—long sought by the Bell Sys-
tem—into the economic implications of
introducing competition into the terminal
equipment and intercity private line seg-
ments of the business. In recent years, an
increasing number of customers have been
providing their own terminal equipment
and, in the private line field, several inter-
city facilities operated by specialized com-
mon carriers are in service and others are
planned.

Stressing, as we have previously, that
competition will result in higher overall
costs and in increased basic telephone rates
for the great majority of residence custom-
ers, we stated at the start of the inquiry that
there are no substantial economic facts to
support changing the regulated natural
monopoly structure of telecommunica-
tions. In short, we said, the ultimate ques-
tion to be decided is whether and to what

extent competition will benefit the public.
It currently appears that this study of
competition’s effect on the average user
will not be completed for some time.
Nonetheless, the Commission ruled in
October that, effective April 1, 1976, it
will allow customer-provided ancillary
equipment—answering sets and data
modems, for example—and extension
phones to be connected directly to tele-
phone lines, provided the equipment or
protective circuitry has been registered
with the FCC. The Commission’s order
also requires registration of terminal equip-
ment provided by the cormmon carriers.
Because we have serious reservations
about the ultimate impact of this decision
on the guality and cost of telephone ser-
vice, we have asked that this matter be
reconsidered. At present, connection of
customer-fumished equipment is permis-
sible only when telephone company-
provided protective connecting arrange-
ments or, as with automatic answering
devices, built-in protective modules are
used to guard against potential damage to
service from malfunctioning equipment.
As it has for nearly a hundred years,
the Western Electric Company continues

" to be the primary supplier of telecom-

munications equiprnent to the Bell System
telephone companies. Among the reasons
for this are the quality of its products and
its prices, which on the average are about
80 per cent of the lowest general trade
prices.

The operating telephone companies
also purchase substantial quantities of
telecommunications equipment manufac-
tured by companies other than Western
Electric. In 1975 they bought, through
Western, more than $800 million of such
equipment, and over $300 million more
was purchased directly, in some cases with
the assistance of AT&T's Purchased Prod-
ucts Division.

Qur consuming interest is in obtaining
the highest quality equipment at the best
price—from whatever source.

If the equipment and systems devel-
oped by Bell Telephone Laboratories and
manufactured by Western Electric so often
meet the System’s criteria in quality and
price, it is largely because of the common
goal that links the Bell System’s research,
manufacturing and operating units. And it
is, we believe, to the public’s advantage
that this association be maintained.
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Innovation

“Don't keep forever on the public road, going only where others have gone and following one after
the other like a flock of sheep. Leave the beaten track occasionally and dive into the woods. Every
time you do so you will be certain to find something that you have never seen before!

Alexander Graham Bell (1914)

Innovation in telephony is traced to Alexander
Graham Bell’s experiments at a small attic
workshap table fabove) and to early research and
development efforts to transform Mi. Beil’s
invention into a dependable commezcial service. It
continues today as AT&T, Bell Laboratories,

Western Electric and the operating telephone
companies work as one to develop and bring into
operaticn new technologies and management
systemns to improve service, reduce costs and
increase efficiency. Toward the end of 1975, a
lightwave cormmuications system-by which
messages are communicated by light pulses
through cables of gluss fibers (left) —was made 1eady
for testing this year.

Innovation may begin with a new theory
or, as Mr. Bell suggested, with an unex-
pected observation, but that is only the
beginning. Innovation is more a systematic
process than an occurrence.

Important discoveries must travel a
long and difficult path from conception
through development, manufacture, mar-
keting and implementation; and the out-
come of the journey depends on the
availability of resources and the effec-
tiveness of the interaction required along
the way.

In the Bell System, the elements
needed to carry out the complex process of
innovation exist within one planned struc-
ture. At any given moment, on any given
project, the interrelated activities of inven-
tion, systems engineering, development,
trial and modification are under way in
dozens of places—with AT&T, Bell Labora-
tories, Westermn Electric and the operating
units of the Bell System working together
in common endeavor, That endeavor, sim-
ply stated, is to increase the usefulness of
telecommunications and to reduce costs.

Lightwave technology advances

Exciting progress continues to be made in
lightwave communications technology,
the transmission of messages by light
pulses through closely bundled, hair-thin
glass fibers.

In 1975, important advances were
made at Bell Laboratories toward the devel-
opment of miniature lightwave circuits
similar to the integrated circuits of elec-
tronic systems. In addition, engineers suc-
cessfully fabricated a better, longer-lived

laser that is compatible with these new
lightwave circuits.

All the components of 2 lightwave
transmission system have now been built
and tested in the laboratory. The next step,
currently being taken, is to test an inte-
grated system in an environment approach-
ing field conditions.

By the end of January, 1976, such a
system was set up in Atlanta, with optical
transmitters and receivers and other com-
ponents installed, and 2,000 feet of cable
containing more than a hundred glass fibers
placed in underground ducts for experi-
mental use this year.

The origins of the system now being
tested can be traced to Bell Laboratories’
efforts over the years to develop highly
transparent glass fibers, light emitting di-
odes, and semiconducter lasers no bigger
than a grain of sand.

Assuming that lightwave com-
munications proves to be economically as
well as technically feasible, the first appli-
cation—perhaps in the early 1980s-is
expected to be in large cities, where the dis-
tance between central offices is short, the
volume of traffic high and duct space under
the streetsis at a premium.

In 1975, Bell Laboratories prepared for
a fleld study in Newark, N. |, of its new
High Capacity Mobile Telecommunica-
tions System. A year-long fleld tral, with
more than 2,000 customers participating, is
planned for 1978 in Chicago.

By the vear 2000, this systemn could be
serving millions of users nationwide.

With today’s low-capacity mobile sys-
tems, a centrally located, high-powered
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radio station serves an entire metropolitan
area. By contrast, a fully developed cellular
high-capacity plan uses a series of low-
power directional antennas to cover small
areas, referred to as cells. As the customer
drives along, the call is “handed over” from
one cell to another. Because the radio chan-
nel used within one cell can be simulta-
neously reused in others nearby, the
system is notable for its efficient use of the
radio frequency spectrum.

This system will provide mobile ser-
vice comparable in quality to regular tele-
phone service. Its introduction, however, is
being opposed or questioned by radic com-
mon carriets as well as by some manufac-
turers of mobile station equipment, even
though we have agreed that we will not
undertake to manufacture radio equipment
ourselves but purchase it from outside sup-
pliers.

Computer systems bring new efficiency

More and more innovations in the Bell Sys-
tem are emerging in the development of
computerized systems for planning, man-
aging, operating and maintaining the
nationwide network and for performing the
various functions associated with tele-
phone service.

The increased efficiency—and result-
ing cost savings—that such systems offer
contributed significantly in 1975 to our
efforts to improve earnings despite the
slackening in demand for service.

To give telephone traffic engineers
improved data to administer the flow of
long distance communications, we intro-
duced a new “real time” computerized
network management system in 1975. The
system permits immediate action to be
taken, including the rerouting of calls,
when equipment malfunctions or extra
heavy calling threaten to cause congestion
on the network.

First placed in service in Wisconsin’s
Milwaukee network management center
and, late in the year, in a larger regional
center in Wayne, Pa,, this system will be
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put in operation in 30 or mare locations
over the next several years.

Besides helping to keep telephone calls
moving smoothly over the nationwide net-
work, computers and computer systems
are being used with increasing frequency in
the Bell System to improve maintenance
procedures and to handle large, complex
record-keeping functions.

Following are some of the systems
introduced or expanded during 1975:

e Switching Control Centers, using
mini-computers to provide centralized
remote maintenance of electronic switch-
ing offices, were placed in operation in a
number of cities,

¢ A remote control system that tests
trunk lines—the telephone circuits that run
from one switching center to another—was
operating in 23 locations at year’s end. This
system offers the advantage of quicker
detection of transmission and operating
problems than is possible with manual
testing procedures.

* A system of Automated Repair Service
Bureaus, which uses computers instead of
card files to maintain all pertinent informa-
tion for the repair of individual telephone
lines, was introduced in Houston.

* More Bell Systern companies began
using a cost-saving computerized system
for controlling inventories of plug-in parts
and equipment. With the improved admin-
istration and control that the system
affords, inventories of spare equipment can
be reduced without affecting service.

* Aspart of the Bell System’s continuing
effort to streamline record-keeping proce-
dures, Bell Laboratories and the Southwest-
ern Bell Telephone Company began a field
trial of a computerized system to process
service and work orders in the Dallas area.
The trial involves more than 600 computer
prograrns and about three million machine
instructions to maintain an inventory of
central office and outside plant facilities.

By the use of computer systems to
mechanize facility and equipment inven-
tory records, we should increase the effi-

ciency of this work by more than five per
cent by 1980.

Computers can and do relieve tele-
phone people of some of the more tedious,
time-consurmning work, but in the long run
tmproved efficiency continues to depend
importantly on the efforts of our managers
and employees to find better ways of doing
the many tasks that go into providing tele-
phone service.

At Western Electric in 1975, such
efforts ranged from improving supply
methods to the development of a tiny pro-
tective device to reduce sparking between
the metal contacts used in switching sys-
tems. Called a laser generated network,
this device can be made as small as one-
thirtieth the size—and at half the cost—of
the capacitor and the resistor it replaces.

Each year Western Electric makes
equipment using over 500 million pairs of
electrical contacts made of palladium, a
rare, costly metal. To reduce costs, engi-
neers at Bell Laboratories developed a new
palladium-silver alloy to replace pure palla-
dium for contacts on most Bell System
relaysand switches,

Six of seven planned Western Electric
Material Management Centers were open
and operating at the end of 1975. These
regional supply centers quickly replenish
the materials stocked in the local service
centers from which the operating compa-
nies draw equipment made or purchased by
Western Electric.

Productivity—a profit of innovation

One measure of the value of innovation is
the extent to which it promotes increased
productivity.,

Over the years since World War II, the
Bell System’s total factor productivity—
which includes both capital and labor
inputs—has improved at a rate twice that of
the private sector of the national economy.
And 15 years ago, to take a traditional
measure of productivity in our business, it
took 96 employees to serve 10,000 tele-
phones. In 1975 it took 65.
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Installation productivity, which is
measured on the basis of the time it takes to
install station equipment, improved 45 per
centin 1975 over 1970.

We have no greater potential opportu-
nity for productivity improvement than in
increasing the utilization of the nationwide
network. With the Independent telephone
companies, we are engaged in a program to
reduce the number of toll calls that now go
uncompleted as a result of equipment
blockages or routing problems.

Promoting innovation for public benefit

To promote innovation and assure continu-
ing improvement in service and the effi-
ciency with which it is provided, the Bell
System spent $684 million for research and
development in 1975, Beyond that, a mini-
mum of $500 million is spent annually to
train management and nonmanagemert
employees in the technical and managerial
skills required in today’s complex com-
munications environment.

Western Electric and operating tele-
phone company people, for example, are
training side by side at Western’s new train-
ing center in Dublin, Chio, where they
learn through hands-on training with
switching equipment that duplicates con-
ditions in central offices. The Bell System
Center for Technical Education near Chi-
cago, which provides more than 80 special-
ized technical training courses, has been in
operation for eight years, while in 1975 our
Carporate Policy Seminar for higher level
management pecple went into its second
yearin Princeton, N.J.

The nationwide telecommunications
network has grown to be a vital naticnal
asset because the resources and the orgam-
zational stimulus necessary to carry inno-
vation from the laboratory to public use
have in the main been provided over the
years by an integrated enterprise—the Bell
System.

After 2 hundred vears of service, our
comumitmernt to innovation is no less than
it has ever been.

SOME MILESTONES IN THE HISTORY OF TELECOMMUNICATIONS TECHNOLOGY

Vacuum Tube Amplifier. Based on Dr. Lee De
Forest’s invention and on research ac Western
Electric and the General Electric Company, vac-
uum tube amplifiers were placed at intervals

Vacuurmn Tube Amplifier

along the first ranscontinental telephone line,
boosting voice signals before they weakened and
faded away.

Network Theory and Filters. Theoretical inves-
tigations of electrical networks led in 1917 to the
invention of the electric wave filter, which made
it passible to carry many conversations on a line
at the same time. A shortage of high-grade nat-
ural quartz, fromwhichfilters incommunications
equipment are made, prompted development
of man-made quartz crystals by Bell Labora-
tories and Western Electric.

Quality Assurance, Scientific methods of statis-
tical quality control, now used by industry
throughout the world, were developed half a
century aga in the Bell System.

Negative Feedback. Signal-boosting amplifiers
werte causing noise and distortion until, in the lat-
ter part of the 1920s, a technique was discovered
at Bell Laboratories for “feeding back’ part of
the signal coming from the amplifier for com-
parison with the signal coming into it. It made
possible multichannel cable systems.

Improvements in Cable Transmission. Since the
invention of the coaxial cable system at Bell
Laboratories in 1929, improvements in this cost-

Two-Tube Coaxial Cable

saving method of transmission have continued.
Today, a single pair of coaxial conductors can
accommodate over 10,000 simultaneous calls,
about 20 times as many as when a coaxial system
went into commercial service in 1941.

Logic Control Systems. The early use of digital
logic to store and interpret dialed information for
telephone switching led to the design and
operation at Bell Laboratories of the first elec-
trical digital compurer in 1937~and to a variety
of electronic switching systems.

Encoding of Signals. The formulation of an infor-
mation theory at Bell Laboratories in the mid-
1940s provided a complete mathematical theory
of communications—and led to better under-
standing of the design of digital transmission
systems. Such systems carry calls as encoded
pulses rather than continuous signals and are
now used almost exclusively in additions to the
natnonwide telecommunications network.

Transistor and Solid-State Electronics. Modem
solid-state electronics—commonplace today in
the design of telecommunications equipment,
computers, television sets, pocket calculators,
pacemakers and so on—was realized with the

Original Point-Contact Transistor

inventian of the transistor by three Nobel Prize-
winning scientists at Bell Laboratories in 1947,
and matured with dozens of other innovations
since then.

Microwave Radio Transmission. After years of
research, the Bell System began using micro-
wave radio commercially in 1948 to transmit
telephone and television signals. In 1962, with the
launching of Telstar, the principle of microwave
transmission was applied to satellite com-
munications.

Direct Distance Dialing. Bell Systemn customers
began dialing long distance calls without oper-
ator assistance in 1951, a change requiring the
development of a nationwide uniform number-
ing plan and an automatic accounting system
in addition to new signaling techniques and
switching equipment,







Bell System People

“This Company and its associated companies have been foremost to establish, and propose to
continue their efforts to maintain good wages, good working conditions and relations of the most
cordial kind for and with their employees—a fact which has been of the utmost importance to the
efficiency of their service to the public”

AT&T Annual Report (1915)
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It’s a long way from the horsedrawn construction
wagon that provided the backdrop for the 1910
telephone company construction crew above to the
cable truck beside which their modermn counterparts
pose on the opposite page. The technology has
changed. Personal styles have changed. But what
hasn't changed is the personal sense of
responsibility for providing a vital public service
that makes it something special to be a

tefephone. ... person. At left, Pacific Telephone and
Telegraph Company employees: (top row)} Haskell
Dunn, Don Huntley, Dale Deem; (middle) Armie
Fernandez, Ken Williams, Don Bollschweller,

Fritz Worland, John Siebert; (bottom) Katl Barsch and
Elisa Toureau.

Telephone company people, from the rural
“*Central” operator who knew by heart
everybody’s telephone number (and most
people’s whereabouts) to the modem day
installer with his—or her—tool belt tied
snugly around faded jeans, are part of
Ametricana, part of every community’s
daily life,

Often, like the service they provide,
they are taken for granted by the customers
they serve. But come a crisis—a customer
who needs emergency assistance or a town
whose communications lifeline has been
cut by floodwaters—their dedication and
spirit of service once again comes sharply
into focus.

At the end of 1975, there were 939,100
Bell System employees. Some worked in
telephone operating centers, others in
laboratories and factories. Some came into
frequent contact with customers, most
worked behind the scenes.

They shared a common heritage

All were engaged in a vital, growing busi-
ness. And all shared in a comunon heritage
that each succeeding generation of tele-
phone people has enhanced-a heritage of
service to the public, a heritage of crafts-
manship in the delivery of that service, a
heritage of personal concern for the individ-
ual needs of the millions we serve.

As the Bell System has grown in size
over the vears, we have sought to avoid the
remoteness that can accompany bigness by
opening new lines of personal com-
munjcations with our custorners and share
OWners.

The most important contacts with

customers, of course, are those made daily
by telephone employees in the normal
course of providing service. But more struc-
tured efforts that allow for personal give-
and-take between customers and the com-
pany are also useful. An example is the [li-
nois Bell Telephone Company's “customer
dialogue’” program-meetings between
small groups of customers and company
executives at which customer problems are
discussed and company practices
explained.

To give our share owners an opportu-
nity to hear firsthand how the business and
their investruent are being managed, we
instituted a Share Owner Visit program in
1956. Since then, more than a million
owners of AT&T common shares—some
53,000 in 1975-have been visited by Bell
System managers, often after business
hours. These visits offer ample opportunity
for free-wheeling discussions between
owners and managers.

It was to our share owners, as well as to
the publie, that in 1975 we reported the
results of audits undertaken in response to
charges concerning misuse of corporate
funds by some employees in Texas and
North Carolina. Investigations by govemn-
mental authorities are continuing in those
two states. The audits for the rest of the Bell
System for the years 1971-74 disclosed that
employees had improperly used some
$9,520 in corporate funds for political activ-
ities. Complete restitution to the compa-
nies concerned has since been made.

Maintaining the efficiency of our
operations in the face of 1975’s slower
growth required that we reduce our work
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force through a combination of layoffs and
attrition. At year’'s end, we employed
60,700 fewer people—including some
37,000 Westerm Electric employees—than
we did at the beginning of the year.
Reducing our work force, while neces-
sary, has not been a happy experience, and
we have done what could be done without
sacrificing efficiency to shield our employ-
ees from the worst effects of the recession.

Equal employment gains achieved

In the meantime, some 750,000 non-
management employees received cost-of-
living and other scheduled wage adjust-
ments. The increases, as provided for in the
labor contracts negotiated in 1974, will add
about $1 billion to our annual payroll.

Effective at the start of 1976, our bene-
fit and pension plans were amended to
incorporate changes in vesting and other
provistons required by the Employee
Retirement Income Security Actof 1974,

In the area of equal employment
opportunity, we achieved 97 per cent of the
intermediate objectives agreed to by the
company and the government to facilitate
the movement of minorities and women
into better jobs during the year,

Minorities increased 21.8 per cent and
women 9.2 per cent in the higher manage-
ment_positiens overTie previous year.
Minority and women employees in these
jobs rose to 9,652 by year-end. Minorities
also continued their movement into higher
paying nonmanagement jobs as evidenced
by a 16.1 per cent increase in sales positions
and a 9.7 per cent increase in skilled office
and clerical assignments.

Both men and women also achieved
turther progress in their placement into
nontraditional types of jobs. Women in the
skilled crafts and men in semiskilled office/
clerical jobs increased seven per cent and
21.1 per cent, respectively.

Reaffirming a long-standing policy, we
announced an affirmative action program
for hiring the handicapped.

As they have for so many years, the
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Bell System companies and their employ-
ees continued in 1975 to take an active role
in local community and educational pro-
grams. For the companies, this participa-
tion took a variety of forms, including the
sponsorship of programs developed in coop-
eration with educators to promote career
awareness among students and to increase
their understanding of the economic and
social factors involved in business deci-
sion-making.

Increasing numbers of telephone pea-
ple are taking part in organized community
activities through the Telephone Pioneers
of America, whose members are longer-ser-
vice and retired employees. Telephone Pio-
neer groups ate sponsoring some 1,400
service projects, many of them volunteer
programs to help the handicapped, includ-
ing—in the spirit of Alexander Graham
Bell, a teacher of deaf children—persons
who suffer from impaired hearing.

Founded in 1911, the Telephone Pio-
neers of America has grown in membership
to about 430,000 people.

In 1975, Bell System contributions to
charitable and educational causes
amounted to approximately $20 million,
over §5 million of it in support of colleges,
universities and related educational asso-
ciations.

Energy saved and materials recycled

Continuing our efforts to make more effi-
cient use of scarce natural resources and, at
the same time, reduce costs, our energy
consumption in 1975 was just about the
same as the year before. This is a consider-
able achievement in view of the year’s
growth in business and after having
reduced our consumption of energy by 10
percentin 1974.

Had no further energy savings been
accomplished, our 1975 energy costs would
have been about $80 million higher.

The Bell System routinely recycles
telephone sets and other station apparatus,
returning them to service after refur-
bishing. In 1975, the amount of such equip-

ment recycled reduced capital expenditure
requirements by $1 billion.

We also are salvaging from obsolete
equipment substantial amounts of lead,
copper and precious metals—about
112,000 tons in 1975-for use in the manu-
facture of new plant. In fact, about a third of
Western Electric’s need for copper is met by
recycling old cable and apparatus. In addi-
tion, pilot programs are under way at West-
ern Electric plants in Atlanta and New
York to develop an economical system for
recycling plastic material.

Continuity: policy, purpose, structure

As noted at the outset, this report was
prepared with the accomplishments of the
year just past uppermost in mind. But, pub-
lished as it is in the centennial vear of the
telephone’s invention, it also has sought to
convey the continuity of policy, purpose
and structure that has characterized the
history of the Bell System—and that made
possible the accomplishments of 1975.

Intrinsic to the success of this con-
tinuity has been the public’s acceptance of
the telephone industry’s place in the econ-
omy as a natural monopoly—and the
resolve of those who manage this business
that this franchise never be abused.

What we might hesitate to say about
ourselves after a hundred years of service
was said by the editors of Fortune magazine
in their January, 1975 issue.

"AT&T, though it is a near monopoly,
doesn’t behave like one,” said Fortune.
“Monopolies, for instance, are supposed
to make disproportionately high profits.
AT&T doesn’t and never did. Monopaolies
are supposed to neglect or suppress innova-
tion. AT&T, to a conspicuous degree, has
improved its technological competence
decade by decade. Monopolies are supposed
to be characterized by a callous disregard of
their customers and their employees.
ATA&T, while it fails a long way short of per-
fection, is probably the most considerate
large economic organization, socialist or
capitalist, in the world.”



Consolidated Financial Statements

The Financial Statements on the following
pages, which consolidate the accounts of
American Telephone and Telegraph Com-
pany and its telephone subsidiaries, have
been prepared in conformity with generally
accepted accounting principles. Such prin-
ciples are consistent in all material respects
with the accounting prescribed by the Fed-
eral Communications Commission for
telephone companies, except as to revenue
refunds and investments, as discussed in
Notes to Financial Statements.

The integrity and objectivity of data in
these financial statements are the responsi-
bility of management. To this end, manage-
ment maintains a highly developed system
of internal controls and supports an exten-
sive program of internal audits. More fun-
damentally, the Company seeks to assure
the objectivity and integrity of its accounts
by careful selection of its managers, by
organizational arrangements that provide
an appropriate division of responsibility,

and by communications programs aimed at
assuring that its policies and standards are
understood throughout the organization.
These financial statements have been
examined by Coopers & Lybrand, Certified
Public Accountants, and their report is
shown below. The other auditors referred
to in their report are Arthur Young & Com-
pany as auditors of Western Electric Com-
pany and Southwestern Bell Telephone
Company, and Arthur Andersen & Co. as
auditors of Illinois Bell Telephone Com-
pany. The auditors’ report expresses an
informed judgment as to whether manage-
ment’s financial statements, considered in
their entirety, present fairly in conformity
with generally accepted accounting princi-
ples the Company’s financial condition and
operating results. It is based on procedures
described in the first paragraph of the
report, which include obtaining an under-
standing of the Company’s systems and
procedures and performing tests and other

procedures sufficient to provide reasonable
assurance that the financial statements
neither are materially misleading nor con-
tain material errors. While the auditors
make extensive tests of Company proce-
dures, it is neither practicable nor neces-
sary for them to scrutinize a large portion of
the Company’s transactions.

The Board of Directors pursues its
responsibility for these financial state-
ments through its Audit Committee,
which meets periodically with both man-
agement and the independent auditors to
assure that each is carrying out its responsi-
bilities. The independent auditors have full
and free access to the Audit Committee,
and meet with it, with and without man-
agement being present, to discuss auditing
and financial reporting matters.

R.N. Flint,

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 bal-
ance sheet of American Telephone and
Telegraph Company and its subsidiaries as
of December 31, 1975 and the related con-
solidated statements of income and rein-
vested earnings and changes in financial
position for the year then ended. Qur exam-
ination was made in accordance with gen-
erally accepted auditing standards and,
accordingly, included such tests of the
accounting records and such other auditing
procedures as we considered necessary in
the circumstances. We previously exam-
ined and reported upon the consclidated
financial statements of the Company and
its subsidiaries for the year 1974. The finan-
cial statements of two telephone sub-

sidiaries included in the consolidated
financial statements (constituting
total assets of $11,612,936,000 and
$10,763,455,000 and total operating reve-
nues of $4,531,176,000 and $4,120,782,000
included in the consolidated totals for 1975
and 1974, respectively) were examined by
other auditors. The consolidated financial
statements of Western Electric Company,
Incorporated, the Company’s principal
unconsolidated subsidiary (the investment
in and net income of which are disclosed in
the accompanying financial statements)
were also examined by other auditors. The
reports of other auditors have been fur-
nished to us and our opinion expressed
herein, insofar as it relates to the amounts
included in the consolidated financial
statements for subsidiaries examined by
them, is based solely upon such reports.

As described in note (E) to Financial
Statements, net income for 1975 includes

amounts resulting from intrastate rate
increases in several states which are subject
toinvestigation and possible refund.

In our opinion, based upon our exami-
nation and the reports of other auditors and
subject to the final outcome of the rate mat-
ters discussed in the preceding paragraph,
the consolidated financial statements on
pages 28 to 36 present fairly the consoli-
dated financial position at December 31,
1975 and 1974, the consolidated results of
operations and the consolidated changes in
financial position for the years then ended
of American Telephone and Telegraph
Company and its subsidiaries, in confor-
mity with generally accepted accounting
principles applied on a consistent basis.

Coopers & Lybrand

1251 Avenue of the Americas,
New York, N.Y.
February 10, 1976
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Statements of Income and Reinvested Earnings

OPERATING REVENUES

A BRI RE e Tt i T [ e T s T T T T b e TR
e e T RN R R e T e
IDireetory advertisingandother - - = o e e e T e s
Less: Provision-for-uneollectibles . . . v iqmvro i vmrr e s e e L

Fotal Operating Tevenmess . .- . .« s T bt i e T

OPERATING EXPENSES

Maintenance
Depreciation
Traffic—primarily costs of handling messages .

Commercial —primarily costs of local business office operauons

Marketing
Accounting , .

Provision for pensions and other employee benehts {Blrem e e e T e

Research and fundamental development
Other operating expenses. . .

Total operating expenses

Net operating revenues

OPERATING TAXES

Federal income (A):
Current
Deferred
Investment tax credits—net

State and local income:

T U 3 1 7 i e A e e e b e 4 e e
e e e e e e e e ey
Property, gross receipts, payroll-related and othertaxes... ... .. ...... ... .. ... ..

HE AT ) AT 7 7 e b o e s et gt A e

Operating income {carried forward)

For notes, see pages 33 through 36.

Thousands of Dollars
Year 1975 Year 1974
$14,027,831 $12,812,812
13,925,190 12,460,875
1,218,822 1,091,983
214,602 191,258
28,957,241 26,174,412
5,919,100 5,373,970
4,088,089 3,690,390
2,132,119 1,996,264
1,017,701 917,195
1,266,550 1,106,746
786,802 728,207
2,363,730 1,852,654
206,279 189,883
976,906 860,500
18,757,276 16,715,809
10,199,965 9,458,603
129,102 678,407
1,303,340 1,186,734
741,646 258,263
108,330 98,766
107,825 90,968
2,680,819 2,453,537
5,071,062 4,766,675

$ 5,128,903

$ 4,691,928
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY AND ITS SUBSIDIARIES

Operating income (broughtforward). ......... ... .. .. .. ... .. .. ... ..

OTHER INCOME

Western Electric Companynetincome (C). . . . .. .. ... ... . . o
Interasteharged-Construction:: i s e L T
Miscellaneous income and deductions—net (D). .. .. ... .. ... ..............

TRa L OTRET IMEOIE o e e e e e e e
Income before interest deductions. . . .. .. .. .. ...
B S e I Pl e N e e e e o e s

NN B o ST T T
Preferred dividend requiTemnents . .. .. o e e

INCOME APPLICABLE TOCOMMON SHARES . . . ... ... .. i

EARNINGS PER COMMON SHARE (after preferred dividend requirements)
based on average shares outstanding, 567,915,000 in 1975 and 557,815,000

B A Y o e

REINVESTED EARNINGS

o o T L R R e e o e e e
B o e T a1 e s e

Deduct—Dividends declared:

(b L0 (D (e et s e e po——
Common— 1975, $3.40 per share; 1974, $3.24 pershare . . .. .. ... ... ..
P T BT oY o ¥ o [ e e e e e

REINVESTED EARNINGS AT ENDOFYBRAR . . o o v o crrs s

Thousands of Dollars

Year 1975
$ 5,128,903

107,308
239,957
T

315,045
5,443,948
2,296,226
.; 147,722
231,943

$ 2915779

$5.13

$13,816,548
3,147,722

16,964,270

231,934
1,934,426
10,633

2,176,993
$14,787,277

Year 1974

315,151
240,902

e T
539,105
5,231,033
2,056,569

3,174,464
231,889

$ 2,942,575

$5.28

$12,673,651
3,174,464

115,848,115

232,006
1,807,794
(8,233)
2,031,567

$13,816,548
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Balance Sheets

ASSETS

TELEPHONE PLANT—at cost

Y R O s o S o L e o ey e it e e B =i et

Under construction

T T A it RN gL LS 1) 8 < CAT 18l B § L T T o TP v e P PP e S e e e ot e

INVESTMENTS
At equity (F):
Western Electric Company, Inc. (C)

CURRENT ASSETS
Cash and temporary cash investments — less drafts outstanding:

e T o A TSAL o e 713 L o 7 e e e

Receivables —less allowance for uncollectibles: 1975, $76,386,000;
1974, $34,944,000
Material and supplies

el 500 Rl o i B 2 Y W e e e e e

TOTAL ASSETS

For notes, see pages 33 through 36.
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Held: fordutarenses - —— e et e T

g e 3 e ety AR g T e

Thousands of Dollars

December 31, 1975

December 31, 1974

$84,618,757 $77,689,387
2,881,158 3,335,451
120,865 IR
87,620,780 81,146,063
17,178,862 16,210,674
sl als 030,089
3,209,232 3,241,924
271,285 246,893
74,636 87,946
3,555,153 3,576,763
1,123,543 1,121,621
3,537,664 3,131,733
450,440 449,828
R S
5,325,749 _ 4,858,467
833,412 687,607
$80,156,232 $74,058,226




AMERICAN TELEPHONE AND TELEGRAPH COMPANY AND ITS SUBSIDIARIES

Thousands of Dollars

LIABILITIES AND CAPITAL December 31, 1975

EQUITY
American Telephone and Telegraph Company
Prahprtpelra A ro g/ et el e e———— e —————— $ 3,001,583
{(Includes excess of proceeds over stated value)
T T G T T 15,979,281
(Includes excess of proceeds over par value)
Reinvested earnings—see page 29 (C) . . . . .. . 14,787,277
33,768,141
Minority ownership interest in consolidated subsidiaries. . . .. ........ . ... . ... 863,784
34,631,925
LONG AND INTERMEDIATE TERM DEBT {J} ... ..« oo oottt e e 31,793,326
CURRENT LIABILITIES
S P A R C e e e e e 1,914,082
R T e o e e s e P e e e e e 847,646
Advance billing and customers’' deposits. ... .. ... ... 702,912
O YT e T AT i et ey e e e e e 565,266
D e T TP ottt e o S A e e i sttt 596,802
4,626,708
Debt maturing withinone year (K). . ..., . . ... .. . ... . ... ... 2,228,782
6,855,490
DEFERRED CREDITS
Accumulated deferred INCOME tAXES .+ & i o o it s T b e s et e 4,721,166
Unamortized investment tax creditS. . .. . . . .. o0t 2,025,228
T e R T e e e T T e T T e e e e 129,097
6,875,491
LEASE COMMITMENTS (L}
TOPAL LIABILITIBS ANLY CAPTEAL o o o T s $80,156,232

December 31, 1974

$ 3,002,941

14,955,272

13,816,548

31,774,761
827,824

32,602,585

29,358,326

1,891,308
834,029
630,187
545,905
531,381

4,432,810
2,950,124

7,382,934

3,317,325
1,357,906
39,150

4,714,381

§74,058,226
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Statements of Changes
in Financial Position

SOURCE OF FUNDS:

Operations

NFE3 8 701 ¢t et A s e st et A

Add—Expenses not requiring funds:

AMERICAN TELEPHONE AND TELEGRAPH COMPANY
AND ITS SUBSIDIARIES

Thousands of Dollars

Year 1975

$ 3,147,722

N G T 5 4,088,089
BT Ty B R a7 0T 1 (VR 7 e raisierechsom g ey e ot 1,403,841
TV EBt TICTI E AR GTOAES o TR s oo o s oo e b ot o s e e i 667,322
Deduct— Income not providing funds:
IteTESt CRATEEH oM FVCRIONE i e o oy o i o et o ot 239,957
Share of equity-basis companies’ income in excessof dividends . .. .... ... ... .. .. e
Total Fands T O QPO OIS i e et et e 9,067,017
Financing
IS AR CE OF SN AT S T e T e e i e e e e e 1,022,651
Issuance of long and intermediatetermdebt . . .. .. ... . ..o 2,545,000
Total funds from e D e e e 3,567,651
Changes in minority ownership interest in consolidated subsidiaries .. ... ... ... .. ... 35,960
T o e T R T T e T S P Y S P s o e i BV e T 92,624
$12,763,252
APPLICATION OF FUNDS:
[ 1 U B o DT e e B T e e i e e o et M e e $ 9,354,661
P ends s e e e e e 2,166,360
hereasein-delerted charpes s e e e e 145,805
Reduction of long and intermediate term debt . . = 110,000
Change in investments in companies accounted for on an equlty basm (8,300)
N iyt oy 13t 00 S o 1 e e e e ey 1 i 5 P o 994,726
$12,763,252
The change in working capital is accounted for by:
Increase in current assets:
Cash and temporary cash investments, netofdrafts. . ...... ... ... ... ... ... .. $ 1,922
T T Y s e e e N e i o oot RO 405,931
F L 1T B ) o L e A A e e B i e e 612
T e DATE BN POIIBEE im T i g1 e T g et S £ e s 58,817
T
Less—Increase (decrease} in current liabilities:
715181 1 L 1 3 e e A et s et 22,774
L ) B 1 et A 5 e T s e T 13,617
Advance billing and customers' deposits. . ... ... L L i 72,725
BT o P 1 s 1 TR e b et oo e o S e o st oo o 19,361
31 L 1) JY e ) R e e e TRV s o 65,421
Dbt At g W B S e e o e L T {721,342)
(527,444)
Change in working capital,asabove. . ... ... ... . oo $ 994,726

For notes, see pages 33 through 36.
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Year 1974

§ 3,174,464

3,690,390
1,263,239
758,263

240,902

8,046,423

223,637
2,956,000

3,179,637

12,756
e
$11,186,081

$ 9,816,812
2,039,800
72,933
180,000
146,145
~(1,069,609]

$11,186,081

$ - 61,608
143,889
80,711
10,780

296,988

157,648
(121,603)
49,062
52,795
66,860
1,161,835

1,366,597

$ (1,069,609)



Notes to
Financial
Statements

(A} Accounting Policies—The finan-
cial statements reflect the application
ofcertain accounting policies described
in this note. Other policies and practices
are covered in notes (B) and (G).

Consolidation—The consolidated fi-
nancial statements include the
accounts of the American Telephone
and Telegraph Company (the “Com-
pany”) and its telephone subsidiaries.
All significant intercompany trans-
actionsareexcluded except as discussed
below under “Purchases from Western
Electric’ The investment in Western

Electric Company, Incorporated
(“Western Electric”}, an unconsolidated
subsidiary, and certain other invest-
ments (where it is deemed that the
Company's ownership gives it the
ability toexercise significant influence
over operating and finanecial policies)
are carried at equity—see note (F). All
other investments are carried at cost.
Purchasesfrom Western Electric —Most
of the telephone equipment, apparatus
and materials used by the consolidated
companies have been manufactured or
procured for them by Western Electric.
Contracts with the telephone com-
panies provide that Western Electric’s
prices to them shall be as low as to its
most favored customers for like mate-
rials and services under comparable
conditions. The consolidated financial
statements reflect items purchased
from Western Electric at cost to the
companies, which cost includes the
return realized by Western Electric on
itsinvestment devoted to this business.
Interest Charged Construction —Regu-
latory authorities allow the Company
and its telephone subsidiaries to pro-
vide for a return on capital invested in
new telephone plant under construc-
tion by including interest charged con-
struction as an item of income during
the construction period and also as an
addition to the cost of the plant con-
structed. Such income is not realized in
cash currently but, under the regula-
tory process, will be realized over the
service life of the plant as the resulting
higher depreciation expense is re-
covered in the form of increased revenues,
Depreciation—Provision in the ac-
counts for depreciation (5.2% in 1975
and 1974 of the cost of depreciable plant
in service} is based on straight-line
composite rates. Depreciation for in-
come tax purposes is provided on
different bases and methods as ex-
plained under “Tncome Taxes” below.
Income Taxes:

{1) Under various accelerated deprecia-
tion provisions of the tax law, deprecia-

tion for income tax purposes on plant
placed in service after 1969 is greater
than the straight-line depreciation
provided in the accounts. In addition,
the companies have adopted for in-
come tax purposes shorter depreciation
lives than those used for book purposes
for certain plant, as allowed in income
tax regulations of the Treasury Depart-
ment. Provision is included in income
tax expense for the deferred income
taxes resulting from the use of accel-
erated depreciation and shorter tax lives.
(2) The decrease in Current Operating
Federal income taxes in 1975 results
principally from a substantial increase
in investment tax credits provided by the
Tax Reduction Act of 1975.

(3) The effective consolidated Federal
income taxrates were 40.3%in 1975 and
39.6% in 1974. These rates are deter-
mined from the Statements of Income
bydividing Federal income taxes by the
sum of Federal income taxes, Net In-
come and minority ownership interest
in net income—see note (D}. The dif-
ferences of 7.7% and 8.4% in 1975 and
1974, respectively, between these effec-
tive rates and the 48% Federal income
tax statutory rate are attributable to
the following factors:

_ 1975 1974
a. Earnings applicable to
investments in companies
accounted for on an equity
basis which are re-
flected netof incometax. . 1.0% 2.9%

b. Certain taxes and pay-
roll-related construction

costs capitalized for finan-

cial statement purposes,

but deducted for income

tax purposes, net of related
depreciation adjustments

for current and prior years 3.1%
¢. Interest charged con-
struction which is ex-

cluded from taxable

income, net of related de-
preciation adjustments for
current and prior years. .. 1.6%

2.7%

1.7%
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New York Stock Exchange of the
shares owned by the Company at
December 31, 1975, was $58,944,000.
Cincinnati Bell Inc.—25.7% owned
and carried on the Company’s books
at a cost of $24,345,000 plus $500,000
of advances. The Company's equity
is $47,243,000. Closing value on the
New York Stock Exchange of the
shares owned by the Company at
December 31, 1975, was $34,504,000.
Miscellaneous —Carried on the Com-
pany’s books at a cost of $3,370,000
plus $2,306,000 of advances. The
Company's equity is $8,243,000.

(G) Cash and Temporary Cash Invest-
ments—Cash and temporary cash in-
vestments have been reduced by the
amount of drafts outstanding with a
corresponding reduction in accounts
payable. It is the practice of the
Company and some telephone subsidi-
aries to make certain payments by
draft and to record such drafts as
accounts payable until such time as the
banks honoring the drafts have pre-
sented them for payment. The Com-
pany maintains cash and temporary
cash investments not only to meet its
own obligations but to maintain funds
upon which the subsidiary companies
maydraw on a day-to~-day basis to meet
their obligations, including coverage
for outstanding drafts.

(H) Preferred Shares— At December 31,
1975, 100,000,000 preferred shares at
$1 par were authorized. Qutstanding,
at a $1,000 stated value, were 625,000
shares of $77.50 cumulative preferred,
and at a $50 stated value, 27,416,000
shares of $4 cumulative convertible
preferred and 10,000,000 shares each of
$3.64 and $3.74 cumulative preferred.
Proceeds in excess of stated value
amounted to $5,799,000 and $5,805,000
at December 31, 1975 and 1974, respec-
tively.

The $77.50 preferred shares may be
redeemed by the Company at a pre-
mium of $68.60 per $1,000 share on or
before January 31, 1977, and at dimin-
ishing amounts thereafter. These shares
are subject to redemption without
premium through an annual sinking
fund commencing February 1, 1978.

The $4 preferred shares may be re-
deemed by the Company at a premium
of $.50 per $50 share through July 31,
1976, and thereafter at stated value.
Each share is convertible into approx-
imately 1.05 common shares of the
Company. During 1975, a total of 26,622
shares were converted. See note (I},

The $3.64 preferred shares may be
redeemed by the Company at a pre-
miumof $3.43 per $50 share on or before
April 30, 1976, and at diminishing
amounts thereafter. These shares are
subject to redemption without pre-
mium through an annual sinking fund
commencing May 1, 1984,

The $3.74 preferred shares may be
redeemed by the Company at a pre-
mium of $3.53 per $50 share on or
before January 31, 1977, and at dimin-
ishingamountsthereafter. These shares
are subject to redemption without
premium through an annual sinking
fund commencing February 1, 1985.

(I) Common Shares— At December 31,
1975, 750,000,000 common shares at
$16%4 par value were authorized. Out-

258% to
Maturities 574%
T e e $ 20
T e e e 220
T o et S o B 60
e e T BN T T N P 265
R e 3,168
199T-2000 o s 3,989
200L-0010 - e s 2,077
L B O e e e et —

$ 9,79

standing were 582,024,000 shares and
559,757,000 shares as of December 31,
1975 and 1974, respectively. Proceeds
in excess of par value of common
shares amounted to $6,278,884,000 and
$5,625,993,000 at December 31, 1975
and 1974, respectively. Book value per
common share amounted to $52.86 and
$51.40 at December 31, 1975 and 1974,
respectively.

At December 31, 1975, there were
28,858,606 authorized and unissued
shares reserved for the conversion of
the Company’s outstanding $4 conver-
tible preferred shares.

The Company issued common shares
in 1975 as follows:

28,024 upon conversion of 26,622
shares of the Company's $4 convert-
ible preferred shares. See note (H).
7,062,660 at market (at 95% of market
for dividend reinvestments begin-
ning April 1, 1975) under the Share
Owner Dividend Reinvestment and
Stock Purchase Plan.

3,177,265 at a price of $52 per share
upon exercise of the Company's war-
rants, which expired May 15, 1975.
12,000,000 at $46 per share in an
issue sold in October 1975.

() Long and Intermediate Term Debt—
Interest rates and maturities on long
and intermediate term debt outstand-
ing at December 31, 1975, in millions
of dollars, were as follows:

6% to 8% to

$ 300 $ E— $ 320
350 = 570

Ty - 785

150 = 415

413 795 4,376
722 1,719 6,430
4,745 5,580 12,402
3,150 3,345 6,495
$10,555 $11,439 $31,793
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d. Profits on telephone

plant items purchased

from Western Electric,

which are capitalized for
financial statement pur-

poses but not for tax

purposes, and which

reduce depreciation ex-

pense for tax purposes . . . (.7%)
e. Amortization of invest-
ment tax credits over the
lifeofthe plant which gave
rise to the credits. Such
amortization reduced
income tax expense for
the years 1975 and 1974
by about $112,543,000
and $83,389,000,
respectively. . ... ... ...
f. Other miscellaneous
differences between the
calculations of taxable
income and book income
beforetaxes. .. ........ 6% .2%

(.7%)

2.1% 1.6%

8.4%

Research and Development—In addi-
tion to basic research and fundamental
development costs, which are expensed
currently, the cost of specific develop-
ment and design work incurred by
Western Electric is related to products
manufactured and is included in the
cost of such products (see “Purchases
from Western Electric” above).

(B} Provision for Pensions and Death
Benefits—The Company and its con-
solidated subsidiaries have noncon-
tributory plans covering all employees
and providing for service pensions and
certain death benefits. These com-
panies have accrual programs under
which actuarially determined regular
payments are made to trust funds that
are irrevocably devoted to service pen-
sion and death benefit purposes. The
total provision for these service pen-
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sions and death benefits, including
amounts charged to construction, was
$1,613,132,000in 1975 and $1,216,055,000
in 1974. Amendments to the plans,
adopted pursuant to 1974 union con-
tracts, provide for improved benefits
for all employees and have increased
pension accruals in 1975 by about
$247,000,000. Based on the latest
actuarial valuation, adjusted to reflect
those benefits which became effective
January 1, 1976, {including changes
madein compliance with the Employee
Retirement Income Security Act of
1974}, the companies estimate that the
actuarially computed value of vested
benefits exceeded the cost of trust fund
assets by about $590,000,000. The ac-
crual programs contemplate that there
will be available in the funds amounts
sufficient to provide benefits as stated
intheplans.

(C) Western Electric Company Net
Income — Western Electric's net income
for 1974 has been restated and rein-
vested earnings and the Company's
investment have been adjusted to
reflect elimination of prior years' pro-
visions for certain contingencies. This
restatement increased 1974 consolidated
Net Income by $4,518,000 and Reinvested
Earnings and the Company's invest-
ment by $10,938,000.

(D) Miscellaneous Income and De-
ductions—Reflects deductions of
minority ownership interest in the net
income of certain consolidated sub-
sidiaries in the amounts of $77,027,000
in 1975 and $70,481,000 in 1974.

(E} Earnings Subject to Refund —Re-
sults for 1975 include approximately
$84,500,000 of Net Income {8$.15 per
common share] resulting from intra-
state rate increases authorized by the
California Public Utilities Commis-
sion for The Pacific Telephone and

Telegraph Company. Upon petition,
the California Supreme Court reviewed
that decision and on December 12, 1975,
referred it back to the Commission for
further consideration of the treatment
of tax expenses. Records are being
maintained so that refunds may be
made if ordered. Additionally, the re-
sults for 1975 include approximately
$66,360,000 of Net Income ($.12 per
common share) resulting from other
intrastate rate increases in several
stateswhich aresubject toinvestigation
and possible refund.

(F) Investments at Equity—The Uni-
form System of Accounts of the Federal
Communications Commission re-
quires that investments be carried on
the books of the companies at cost. In
accordance with generally accepted
accounting principles, certain invest-
ments are included at equity (cost plus
proportionate share of reinvested earn-
ings) in the accompanying balance
sheets. See note (A), “Consolidation?

The following information is provided
as of December 31, 1975, for those com-
panies carried at equity:

Western Electric Company, Inc. and
its subsidiaries —Wholly owned and
carried on the Company's books at a
cost of $1,451,010,000. The consoli-
dated assets and liabilities at Decem-
ber 31, 1975, were $4,999,944,000 and
$1,790,712,000, respectively.

Other —Includes:

Bell Telephone Laboratories, Inc.—
50% owned and carried on the Com-
pany's books at a cost of $129,000,000
which alsoisits investment at equity.
Western Electric owns the other 50%.
The Southern New England Tele-
phone Company— 16.8% owned and
carried on the Company’s books at a
cost of $50,013,000 plus $10,200,000
ofadvances. The Company'sequity is
$86,799,000. Closing value on the



In addition, as of February 10, 1976,
three subsidiaries have announced their
intention to sell up to $850,000,000 of
long and intermediate term debt, The
proceeds of such sales will be applied
toward repayment of debt, including
bank loans and commercial paper, and
for general corporate purposes, includ-
ing extensions, additions and improve-
ments to plant.

(K} Debt Maturing Within One Year—
It has been the practice of the Com-
pany’'stelephone subsidiaries tofinance
the construction of telephone plant
partially through interim debt (bank
loans and commercial paper payable
within 12 monthsorless after issuance),
pending long term financing. See note
() above. In the Company’s computa-
tion of ratios of debt to total capitaliza-
tion (usuallyreferred toas “debt ratios”)
for regulatory and other purposes,
interimdebtand long and intermediate
term debt maturing within one year are
included with Long and Intermediate
Term Debt.

Qutstanding, at December 31, in mil-
lions of dollars (including amounts
subsequently refinanced):

oy 7

Bankloans......... 81,177 §1,269

Commercial paper. . . 942 1,501
Long and interme-

diate term debt

maturing within

Iy T ———— 110 180

Bt ———— $2,229  $2,950

The weighted average annual interest
rates for bank loans and commercial
paper outstanding at December 31, 1975,
were 6.9% and 5.5%, respectively. The
maximum amount of interim debt at
any month-end during the year 1975
was $2,722,983,000 and the average
amount outstanding during the year
was approximately $2,644,425,000 at
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an average interest rate of 7.0%, com-
puted by averaging the face amount of
the interim debt payable each day of
the year and dividing such average into
the aggregate related interest expense.
Long and intermediate term debt matur-
ing within one year outstanding at
December 31, 1975, carried a weighted
average interest rate of 2.7%.

(L} Lease Commitments—Total rental
expense for the years 1975 and 1974 was
about $672,326,000 and $582,159,000,
respectively. At December 31, 1975, the
aggregate minimum rental commit-
ments under noncancelable leases for
the periods shown were as follows:

Years Thousands of Dollars
L S e S i e AT o $342,620
L oo iAo 336,789
3 U e e oot e e 306,976
vt ey P 3T 279,803
AL e T 239,082
FE] el ) o e e 803,375
RO i 406,748
TS, £ e —— 272,388
e e p—— 959,064

{M) Department of Justice Antitrust
Action— In November 1974 the Depart-
ment of Justice brought a civil antitrust
action naming the Company, Western
Electric and Bell Telephone Laboratories
as defendants, and the 23 Bell System
telephone companies as co-conspirators
but not defendants. This matter might
not be resolved for several years. The
Company believes that the relief sought,
which includes dismemberment of the
Bell System, is adverse to the public
interest and is confident that it has not
been in violation of the antitrust laws
and that the structure of the Bell Sys-
tem will remain basically unchanged.
In the opinion of the Company, dis-
memberment of the Bell System would
have adverse effects on its business,
could affect its ability to raise capital,
its credit standing and the market value

of its securities, and could require an
immediate payment of Federal income
taxes previously deferred on intercom-
pany profits. A lump sum payment of
such deferred taxes, which are being
credited to the plant accounts, would
have no effect on net income but would
materially increase the Company's cash
requirements.

THIS REPORT IS PRINTED
ON RECYCLED PAPER.
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