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The Telephone Serves The Nation’s Defense

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

Over 35,300,000 Telephones in Service

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

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

Bell System Earnings

Net operating income was less than 4.5 per cent on telephone plant. Earnings
on capital were 6.1 per cent, compared with 4.9 per cent in 1949 and 7 per cent
ten years ago. Consolidated earnings on A. T. & T'. stock were $12.58 per share
in 1950. The Company needs more equity capital and adequate earnings are
required to bring about conversion of convertible debentures into stock.

Taxes Totaled A Billion Dollars

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

990,000 Stockholders

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

$2 Billion Total Payroll

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

Nearly $9200 Million Expended for New Construction

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



PRODUCTION FOR DEFENSE is speeded by fast, dependable telephone service. The telephone helps
to make steel and everything else the country needs. Expansion and improvement of America’s
telephone system is of utmost value to all industry in getting more things done more quickly.
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The Board of Directors of the American Telephone and Telegraph Company
presents herewith the management’s accounting of its stewardship for the
year 1950. This report is for the information of stockholders, employees, tele-
phone users and the entire American people who have entrusted to private

enterprise the responsibility for carrying on this essential nationwide service.

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

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

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

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

In 1950 also, Bell System earnings showed improvement over recent years.
The proportion of debt in total capital, while still too high, was slightly
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reduced. These are essential steps
forward in enabling the Bell Com-
panies to discharge their great re-
sponsibilities in the period ahead.
Only a financially strong telephone
system can contribute the most to
the strength of the nation.

TELEPHONES —IN MILLIONS
| ‘ 50

TOTAL BELL SYSTEM
— AND CONNECTING
TELEPHONES IN U.S.

Opver forty-three million tele-
phones now serve the people of the
20 United States—double the number
before World War II and 15 mil-
lion more than five years ago. This
enormous gain plainly shows the
increasing part the telephone plays
10 in our national life. It also demon-
150 strates the conspicuous success of
the telephone industry in furnishing
good service at reasonable prices.
In the performance of the industry as a whole, thousands of independently
owned companies and systems operate nearly eight million telephones and
make possible nationwide service through interconnection with Bell System
lines. The continuing cooperation between the Independent organizations
and the Bell Companies has been essential to the record of rapid growth and
steady improvement.

CONNECTING
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Financing to Meet Demands for Service

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

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

Pursuant to the above authorization, the Company has offered to stock-
holders $415,414,000 of Twelve Year 3%8% Convertible Debentures, for sub-
scription in the ratio of $100 of debentures for each seven shares of stock held
on January 29, 1951. These debentures will be dated March 19, 1951. They
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EVERY WORKING DAY in 1950, 1,000. rural telephones were added. More than 1,500,000 have
been added in five years. The cost of construction has been more than $100,000,000 a year.

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

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

A year ago the proportion of debt in the System’s capital was about
52 per cent. Today it 1s about 48 per cent, and with full subscription of the
new issue of convertible debentures the proportion would be about 50 per
cent. This general level of debt is much too high. Most of the new money
needed to meet service demands should come from the issue of stock, either



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

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

Rates and Earnings Must Be Adequate

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

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

Total income available for interest and dividends in 1950 was $472,-
114,000. Interest charges amounted to $113,247,000. Consolidated net
income applicable to American Telephone and Telegraph Company stock
was $340,962,000, or $12.58 per share, compared with $9.70 per share in
1949. Investment per share at the end of 1950 was $138, compared with
about $135 at the end of 1949. Net income of the American Company by
itself (which includes earnings of subsidiaries only to the extent that they
have been received by the Company as dividends) was $10.40 per share in
1950, compared with $9.49 in 1949.



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

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

Telephone Charges Are Up Much Less Than Most Prices

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

Since the middle of 1950 alone, increases in costs have offset a substantial
part of the progress made in the entire postwar period in adjusting rates up-
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ward. Over the war and postwar years labor and raw material costs have
doubled. Yet the rise in telephone charges continues to be much less than the
increase in cost of most other things, and amounts to only a few cents per
day per telephone. Telephone rate increases so far, together with those
requested, average less than 25 per cent of Bell System revenues; and the rate
increases that have been authorized amount to only a little more than half the
current annual cost of telephone wage increases alone.

Construction of new plant must go forward to meet the nation’s new
needs and to replace equipment that can no longer be used. Each telephone
added today requires a much larger investment than the average investment
five years ago. Thus increases in rates are needed not only to meet rises in
the costs of doing business but also to provide a reasonable return on the
higher investment per telephone. Applications for increased rates are pending
in most states and other applications will be made as necessity requires.

In relation to family incomes—as the very growth of the service makes
clear—the telephone is a better buy today than ever before. Also, the increase
in the scope of service has further increased its value. Telephone users in
the average community can now reach twice as many telephones without toll
charges as ten years ago. In many places the increase has been much greater
because of enlargement of the local service area to include neighboring towns
or cities. A further result of these enlargements is that several hundred million
calls a year which previously would have been handled as toll calls are now
being handled as a part of the local service.

In January 1951 the Federal Communications Commission ordered hear-
ings beginning April 16 to determine if the Bell Companies’ interstate toll
and long distance rates should not be reduced. Subsequently the Commission
postponed the date for hearings until August 20. The Companies have in-
formed the Commission that they consider the order unjustified.

Taxes Are $2.65 Per Telephone Per Month

Taxes on Bell System telephone service in 1950 were about a billion
dollars—some $200 million more than in 1949. The effect of the new Fed-
eral tax laws recently enacted will be to increase taxes somewhat further in
1951, due mainly to the higher corporation surtax rate. Currently, taxes are
running at a rate of well over a billion dollars annually, and are equal to about
$2.605 per telephone per month.

Federal excise taxes paid by customers in 1950, and remitted by the
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NEW AUTOMATIC ACCOUNTING SYSTEMS developed by Bell Telephone Laboratories are making
it possible for customers in more areas to dial many of their own out-of-town calls. As each
call is made, the equipment simultanecusly punches a record of it into a special paper tape. The

»”

tapes are then automatically “translated” into billing information at telephone accounting centers.

Bell Companies to the United States Treasury, came to about $500,000,000.
Taxes levied on the Companies (and also borne by telephone users in the
last analysis) were $499,451,000. While it is recognized that the nation’s
overall tax needs should be shared by all sections of the economy, it is
apparent that the users of telephone service are carrying at least their full
share of the existing tax load. No service of like necessity carries a like burden.

Demand for Service Continued to Increase

Though the gain in telephones in 1950 was a little less than in 1949,
the gain in the second half of the year was higher. Toll and long distance
messages increased throughout the year and most sharply in the second half.
Demand went up as the nation acted to meet the defense emergency. The
importance of good telephone service was never more clear.

Six million telephones were installed to meet new requests for service.
The net increase of 1,955,000 brought the total number in service to over
35,300,000. Toll and long distance calls were put through at an average
speed of 1.6 minutes and g4 per cent of them were handled while the calling
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party held the line. This performance was close to the best in the past.
Accuracy in handling both toll and local calls was further improved. Reports
from customers of trouble on their lines were at the lowest level in history.

Twenty billion more telephone conversations were handled than in the
last years before the war. In the same period toll and long distance messages
have tripled. Especially over the longer distances, volume surged upward in
1950. Long-haul messages in the last six months were 17 per cent ahead
of the same period in 1949; from the beginning to the end of the year, the
increase was substantially greater than in the previous four years combined.
Overseas calls, too, reached a new record high, with 715,000 messages handled
—15 per cent more than in 1949.

Such increases illustrate the imperative need for continuing to build
additional telephone lines and equipment in large amounts. Despite postwar
expenditures for new construction averaging more than a billion dollars a
year, the tremendous demand for service has made it necessary to load all
facilities heavily. With demands continuing to rise, and with no margins
in the existing plant, provision of additional service requires building addi-
tional plant in proportion.

The number of unfilled orders in 1950 was held to about two per cent of
all telephones in service. Most of these are recent orders for residence service
in areas where growth has been greatest. More than goo,o00 requests were
cared for from party-line customers desiring higher classes of service. Defense
construction requirements and related problems, including shortages of
copper, nickel and other essential materials, make it more difficult to meet all
civilian needs, but substantial construction is programmed and every effort
will be continued.

The Telephone Works for Defense

The Bell System is meeting all the communication needs of military and
civilian defense authorities. Telephone facilities are linking the country’s air
defense system into a nationwide network, from radars and observation posts
to control centers, airfields and local defense organizations. Thousands of
miles of private lines are being provided to the Armed Forces. More and
more lines and switchboards serve military camps and bases. Attended public
telephone centers and other convenient arrangements are provided to handle
calls for men in uniform.

The Bell Companies have moved to guard vital telephone equipment
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FRIENDLY SERVICE is provided at attended telephone centers in military bases and training camps.

against‘ sabotage. Standby engine-driven power plants are ready to operate
in case of emergency. Work is going ahead to assure that if production centers
or other key locations are attacked, alternate communication routes will be
ready.

Over and above specific developments of this kind, the whole expansion
and improvement of the telephone system since World War II have made
it more sturdy, more useful, more convenient, and a greater asset to the
nation. The long distance network has grown from 16 to 26 million miles.
Dial service has been greatly expanded for both toll and local calling. Rural
areas served by the Bell Companies have more than twice as many telephones
as in 1945. Service to automobiles, trucks, boats, trains and other vehicles is
available in nearly 150 areas and more than 9,000 vehicles are being served—
a 20 per cent increase last year.

Radio relay systems were extended more than 2,000 miles in 1950 and
construction to provide transcontinental telephone service by radio relay is
now under way. These systems, like coaxial cables, provide wide communica-
tions highways that can carry hundreds of telephone conversations, or tele-
vision programs. Facilities for carrying television programs more than
doubled during the year and networks now serve 82 television stations in 44
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AIRCRAFT MOVEMENTS ARE MAPPED in a civilian defense “filter center” as reports from

observation posts are received by telephone. The Bell System is now providing very large
defense communication facilities at the request of military and civilian defense authorities.

cities, or 19 more cities than at the end of 1949. These stations broadcast over
areas containing half the country’s population.

Employees Demonstrated the Spirit of Service

The work of telephone men and women was never better performed
than in 1950. Bell System employees are able and courteous and the day-
by-day spirit of the telephone job is the spirit of friendly and personal public
service. Last year also, the resources and abilities of Bell people and their
Companies were challenged by some of the most severe emergencies in tele-
phone history. These included ice storms in the far west and midwest—
hurricanes in the south—and the devastating November windstorm in the east.

The latter put more than 600,000 telephones temporarily out of service
—a larger number than in any previous storm. At the same time snowbound
conditions a little farther west sent the volume of calls up 5o per cent. The
emergency was magnificently handled. Operators and others stayed long
hours at their posts to get calls through. Plant crews worked around the clock.
More than half the silenced telephones were back in service within 48 hours
and most of the rest within the next two or three days. Hundreds of skilled
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Bell System plant craftsmen moved into the hardest hit sections from
neighboring states. Western Electric, the System’s service of supply, kept a
steady flow of materials moving and in the week following the storm shipped
17 million feet of rubber-covered wire into storm-struck areas—more than five
times the normal need. The spirit of service and teamwork of Bell System
people overcame the most difficult conditions in record time.

Research Is Increasingly Productive

Bell System research has resulted in a greater output of new things in
the last five years than in any similar period before. It has produced a new
telephone set for the customer’s use; new kinds of wires and cables to carry
his messages; new ways of using the wires and cables more efhiciently; new
devices and systems for carrying intelligence by microwave, without wires;
new dial systems to connect telephones together; and new ways of auto-
matically recording information for the customer’s bill.

These things will contribute greatly to the nation’s defense, both in
providing essential communication services and in reducing the need for

THIS IS A “WAVE GUIDE” — used in guiding electric waves through a radio relay station. Wave
guides are one of many Bell Laboratories developments that make microwave radio relay systems
possible. These rectangular pipe-like structures must be designed and built with the greatest
accuracy. Here a laboratory test is being made of the electrical effect of a particular surface finish.
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scarce materials. For example, a new system is now being manufactured that
permits twelve conversations to be carried over each four wires in short
telephone cables, from 20 to 200 miles in length. This can be applied to
cables already in place and hence will be of particular value in saving copper.
Carrier systems, of which this is one, have been employed for years and Bell
Laboratories has led the world in their development. Previous systems, how-
ever, have been economical only over longer distances. The new “N Carrier,”
combining new ideas and miniature apparatus in a remarkably effective way,
opens up a whole new field to the carrier art.

Bell Laboratories scientists are diligently seeking substitutes for various
scarce materials used in telephone equipment. Research on materials has long
been a major Laboratories activity, and the experience gained will help
greatly in obtaining utmost economy in critical materials, with a minimum of
compromise in the quality of equipment.

Bell System research facilities are also an invaluable national resource
in the development of military equipment. Bell Laboratories contributions
in World War II, especially in radar, submarine detection, and gunfire and
bombing control systems, as well as in military communications by wire and
radio, played a major role on land and sea and in the air. Since the war a
substantial amount of research has been continued for the Armed Services
on projects requiring the Laboratories’ unique skills and facilities. These
activities are now being sharply expanded at the Services’ request.

Nearly One Million A. T. & T. Owners

More than ggo,000 owners now hold the stock of American Telephone
and Telegraph Company. The Company has twice as many stockholders
as any other business enterprise. The increase of 156,000 in 1950 was the
largest in any year.

Better than one in every 45 families in the United States shares directly
in Bell System ownership. These families live in 19,000 cities, towns and
rural areas throughout the country. They are a cross-section of the American
people.*

More than 200,000 Bell System employees own A. T. & T. stock. Over
150,000 received shares in 1950 as they completed installment payments under

* An interesting article about A. T. & T. stockholders, entitled “Here Are the People Who
Own This Business,” may be obtained on request to the Secretary of the Company, 195 Broad-
way, New York 7, N. Y.
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the Employees’ Stock Plan. Of the
2,800,000 shares authorized by the
stockholders in 1946 for sale to em-
ployees, nearly 1,200,000 shares
800 have been purchased and 230,000
employees are buying the rest.

STOCKHOLDERS —IN THOUSANDS
. 1000

JOINT ACCOUNTS, ETC.

600 Nearly 40,000 stockholders are
trustees, schools, churches and
others who hold their stock for the
benefit of a great many other
people. Some 220,000 other hold-
ings are in joint accounts shared

400

200

usually by two people, sometimes

by more. Three-quarters of all
e stockholders at the end of the year
i? EN:gF Y;g T held 25 shares or less. About 270,-
ooo have owned stock for 15 years
or longer. The average holding was
29 shares and no stockholder held as much as one-half of one per cent of the
total stock.

Western Electric Sales Were $758,000,000

Western Electric Company, the manufacturing and supply unit of the
System, had another busy year meeting the heavy needs of the Bell Tele-
phone Companies. Production was again far above the level of pre-war
years although not as large as in 1949. Sales amounted to $758,064,000.
Eighty-seven per cent of the sales were to Bell Telephone Companies and
most of the remainder to the United States Government. Earnings for the
year were $38,647,000 or 5.1 per cent of sales.

Regular production of the new “N” carrier system already described was
begun in 1950 and output was being built up by the end of the year. The new
improved telephone set was also brought into regular production in a new
factory in Indianapolis specially designed and built for the purpose.

The Company’s ability to produce telephone equipment and cable for
the Bell Telephone Companies has already been affected by shortages of
strategic materials such as copper, zinc, nickel, rubber and aluminum. Con-
tinuing difficulties in obtaining materials and parts may curtail deliveries to
the Bell System in 1951. Western Electric and Bell Laboratories are taking

15



advantage of all practical substitutions and adaptations but these can meet
the problem only in part.

Since the end of World War II the Company has continued to produce
much special equipment for the Government defense departments. De-
liveries to the Government in 1950 exceeded $53,000,000. In recent months
work has started on large additional orders for military equipment, chiefly
electronic in character. Telephone equipment and cable for Government
defense projects are also being supplied.

Through its subsidiary, the Sandia Corporation, Western Electric with
the cooperation and assistance of Bell Telephone Laboratories continues
to operate the Sandia Laboratory at Albuquerque, New Mexico, for the
Atomic Energy Commission. This establishment is concerned with military
applications of atomic energy.

Bell System Employees Increased in 1950

Good telephone service requires capable, well-trained and well-paid em-
ployees. Two hundred and five thousand employees have worked in the Bell
System 10 years or more and 143,000 have served 20 years or more. The
rate of turnover in the force is well below the rate in industry generally and
in 1950 it continued to decline.

All told there were 602,500 employees at the end of the year, an increase
of about 8,600 over 1949. Of these, 73,500 were employed by Western
Electric Company and 5,800 by Bell Telephone Laboratories. More than
6o per cent of all employees are women. The 1950 total payroll, including

*Western Electric and the Laboratories, exceeded two billion dollars for the
third successive year. The expense payroll of the telephone companies
represented 63 per cent of operating expenses other than taxes. On the
average, wage rates for Bell System employees are now about double what
they were in 1939.

Most of the Bell Companies concluded new wage agreements with the
unions at different times during the year. Three divisions of the Communica-
tions Workers of America (CIO), representing certain Western Electric
employees, and one division representing employees of the Michigan Bell
Telephone Company were on strike for ten days in November. Howeve:,
service was approximately normal except in scattered localities.

More than 8,000 employees were on active duty with the Armed
Forces at the end of the year. This number includes officers and enlisted
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specialists who had volunteered for service in four reserve units formed in
cooperation with the Signal Corps of the Army. Five other similar units are
still on reserve status.

Employees of the Bell Companies entering military service generally
receive the difference between Company pay and military pay for a specified
period. The period is ordinarily longer in the case of those who have de-
pendents. Employees on military leave are also generally assured full credit
for Company service while they are away, and protection of their benefit and
pension rights. For employees represented by unions, such plans have been
worked out through collective bargaining.

The Bell Companies maintain thrift plans under which employees may
authorize regular allotments from pay. Under these plans, employees in 1950
laid aside $234,000,000, or 12 per cent of the payroll, for purchase of U. S.
Savings Bonds and A. T'. & T'. stock, and for life insurance premiums, hospital
and surgical care plans, and deposits in savings institutions.

Under the Theodore N. Vail Memorial Fund established in 1920, four
silver medals and 37 bronze medals were awarded in 1950. These awards
were made in recognition of acts of noteworthy public service which reflect
the Bell System’s high traditions of loyalty and devotion to duty.

Employee Benefit and Pension Payments

About $199,000,000, equal to 9.9 per cent of the payroll, was expended for
benefit and pension purposes in 1950 by the Bell System Companies, includ-
ing Western Electric Company and Bell Telephone Laboratories. Payments
to about 118,000 employees and their dependents, to Pension Trust Funds,
and to the Federal Government for Social Security old age benefits, were
as follows:

ko jBensionsErusicBunds e v ipes ey $137,656,000
Employer’s Tax—Social Security Old Age Benefits 23,747,000
Sickness:DisdbilisyiBenchite oo T s 28,641,000
Accident Disability Benefits .. 1,622,000
DeathBenctitsBem s T : 4,996,000
Disability Pensions 2,474,000

1ol St 2 AT Gy ~ $199,136,000

The Plans of the Companies for Employees’” Pensions, Disability Bene-
fits and Death Benefits, as amended from time to time to meet changed
conditions, have been in effect since 1913. They have been maintained on
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PENSIONS ARE AN IMPORTANT ASSISTANCE to retired Bell System men and women. The Pension
Plans of the Bell Companies have been among the best in all industry for nearly 40 years.

a sound basis and without any cost to employees. The Plans are an important
assistance to employees and over the 38 years of their existence they have con-
tinuously helped to maintain the efficiency of the business.

Service pensions are paid from Pension Trust Funds accrued in advance
on an actuarial basis. These Funds are devoted wholly and irrevocably to
service pension purposes. Other payments under the Plans are made directly
by the Companies as they become payable.

The Pension Trust Funds of the Bell System Companies, including
Western Electric Company and Bell Telephone Laboratories, amounted to
$1,231,332,000 at the end of 1950. There were 14,962 men and 10,250
women, or a total of 25,212 on the service pension rolls at the end of the
year. Some 17,400 more employees had been credited with enough service
and had attained the age which entitled them to retire on pension at their
own request.

Freedom to Serve in Freedom’s Defense

For three quarters of a century the Bell System has rendered service of
more and more value to the American people. The telephone began in this
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country. Here it has been most widely developed and used. Our service has
always been the best in the world, and its greatest increase in usefulness has
- come in the last five years. This is a great asset in helping to defend the
freedom of the United States.

Our telephone service is also a product of freedom. In the building of
the Bell System, countless discoveries and inventions have had to be achieved
by the inquiring spirit of free men. Opportunity has been open to all.
Competition has flourished throughout the organization. Worthwhile incen-
tives and reasonable rewards have fostered the will and capacity for leadership.
In the rendering of service day by day, the responsibility to get the message
through is accepted as a public trust: that too is the exercise of freedom.

All that has been achieved flows from the nation we serve. Under
public regulation, the Bell System has generally been allowed the freedom
it needs to perform its service well. It is essential that this freedom to serve
be undiminished; that research and invention go vigorously forward; that
new leaders be encouraged and prepared to lead; and that earnings be fully
adequate to continue to pay good wages to employees, and a return to in-
vestors sufficient to attract and protect the billions of dollars of savings that
make the service possible.

Through the years private enterprise and public policy in telephone
communication have returned to the nation a value beyond price. We are
confident they will do no less in the years to come. We are determined to
meet the responsibilities entrusted to us, and we pledge our utmost efforts,
always, in devotion to the public service and to the lasting security and
advantage of the people of the United States.

v

For the Board of Directors,

f_w__‘a_.w

President
FEBRUARY 21, 1951
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CERTIFICATE OF AUDIT

To THE STOCKHOLDERS OF AMERICAN TELEPHONE
AND TELEGRAPH COMPANY:

We have examined the balance sheet of American Telephone and Telegraph
Company as of December 31, 1950, the consolidated balance sheet of the com-
pany and its principal telephone subsidiaries as of December 31, 1950, and the
related statements of income and surplus for the year 1950. Our examination with
respect to such companies was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.

Examinations of similar scope have been made by us of the balance sheets as
of December 31, 1950 and of the statements of income and surplus for the year
1950 of the principal nonconsolidated subsidiaries of American Telephone and
Telegraph Company, except Western Electric Company, Incorporated, and its sub-
sidiaries, and we have reviewed accounting reports for the year 1950 rendered to
American Telephone and Telegraph Company by all other nonconsolidated sub-
sidiaries. The consolidated balance sheet of Western Electric Company, Incor-
porated, and consolidated subsidiaries as of December 31, 1950 and the related
statement of consolidated income of these companies for the year 1950, with
certificate of examination thereof by other independent accountants, have been
furnished to us.

In our opinion, the financial statements (pages 28 to 31) and the consolidated
financial statements (pages 21 to 26) present fairly the position at December 31,
1950 and the results of operations for the year 1950 of American Telephone and
Telegraph Company and the consolidated position at December 31, 1950 and the
consolidated results of operations for the year 1950 of the company and its prin-
cipal telephone subsidiaries, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

Lysranp, Ross Bros. & MONTGOMERY

New York, N. Y.
February 20, 1951
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FINANCIAL STATEMENTS

T Berr System ConsoLmaTED FINANGIAL STATEMENTS appear on pages 22 to
26, inclusive. These statements consolidate the accounts of the American Tele-
phone and Telegraph Company, its directly-owned telephone subsidiaries (listed
on page 32), and the Bell Telephone Comparny of Nevada, a wholly-owned sub-
sidiary of the Pacific Telephone and Telegraph Company.

The companies consolidated have for many years maintained their accounts in
accordance with Uniform Systems of Accounts prescribed for telephone companies
by Federal authorities. The System of Accounts now in use was prescribed by the
Federal Communications Commission, eftective January 1, 1937.

Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate
of the amounts at which it is carried in the accounts of the individual companies
consolidated. For the companies in the consolidated group, all intercompany
security holdings, intercompany receivables and payables, and intercompany items
of income and expense, except minor items which cannot readily be identified, are
excluded. In the elimination of intercompany security holdings the difference
between the total cost of such securities to the companies owning them and the
total par value of such securities has been applied to reduce the combined surplus
accounts of the companies consolidated.

The proportionate interest of the companies consolidated in subsidiaries not
consolidated is included in the Consolidated Balance Sheet in the aggregate of the
equities applicable thereto as computed from the accounts of these subsidiaries,
and the proportionate interest in their earnings is included in “Other Income” in
the Consolidated Income Statement. The principal subsidiary not consolidated is
Western Electric Company, which manufactures most of the telephone apparatus,
cable, switchboards, etc., used by the companies consolidated and procures and
sells to them material and supplies not of its own manufacture. Contracts between
Western Electric Company and its affiliated telephone companies provide that its
prices to them shall be as low as to its most favored customers for like materials
and services under comparable conditions. Items purchased by the telephone com-
panies from Western Electric Company are entered in their accounts at cost to
them, which includes the return realized by Western Electric Company on its
investment devoted to such business.

Financial Statements of the American Telephone and Telegraph Company
alone are shown on pages 28 to 31.

W. SHELMERDINE
Comptroller.
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BELL SYSTEM FINANCIAL STATEMENTS

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries)

CONSOLIDATED BALANCE SHEET

ASSETS
December 31, December 31,
PrANT AND OTHER INVESTMENTS 1950 1049
ilclephoneElantas(al) BRalsieta. ool h s il Lo $10,101,521,562 $ 9,432,749,584
* Classified in the accounts of the companies at December
31, 1950 as follows:
Telephone Plant in Service............. $9,930,837,984
Telephone Plant under Construction. ... 145,692,571
Property Held for Future Telephone Use 14,850,111
Telephone Plant Acquisition Adjustment 10,140,896
Miscellaneous#Physical- Property. .i:li a0 0 3,666,219 5,747,913
Investments in Subsidiaries not consolidated (b) .......... 395,190,274 396,852,101
Equities in Subsidiaries not consolidated in excess of in-
vestmentsAthereime s annn e So s S i 58,604,389 52,543,023
@thedlllnvestmenis (bl Hl e 67,728,176 59,645,114,
Principally in associated telephone companies.
Total Plant and Other Investments ........... $10,626,710,620 $ 9,947,537,735
CURRENT ASSETS
Gashéand DemnandEDENOSIES| i < oo v i me Sttt $ 87,583,878 $ 5,34
& Temporatyl@ashiglnyestmentsh. & oo ol fod ot SR 289,271,507 246,983,715
Comprises at December 31, 1950 U. S. short-term obli-
gations having a market value of $289,043,000.
SpecialfCashiPepositsia i atitisr . Sl o o N o 7,638,229 11,991,062
GurrentdReceivablesit. colo o s L 383,391,516 325,875,951
Amounts due for service (less reserves amounting io :
$4,114,309 at December 31, 1950), working advances,
interest and dividends receivable, etc.
Materialuands Supplies ok si s i ot i e S e 100,220,082 98,983,926
Principally for construction and maintenance purposes.
‘Total' Current Assetssio i o 0 EEE . $ 877,106,112 $ 761,585,095
DEFERRED CHARGES
Prepayments of Directory Expenses, Rents, Taxes, etc.. .. .. $ 46,070455 $ 41,979,803
@ieriDeferred S @haroese S M I b 26,079,420 24,130,490
Total Deferred ‘Charges. ... . -.c oot u vt $ 72,149,875 $ " 66,110,383
MotalAssets ol L us SRl el e $11,575,066,607 $10,775,234,113

For notes, see page 26.
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BELL SYSTEM FINANCIAL STATEMENTS
(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries)

CONSOLIDATED BALANCE SHEET—Continued

LIABILITIES
CAPITAL STOCK Dece;;;)g e
American Telephone and Telegraph Company: :
Cemmon Stocke=RariValued, \L 0 5L e i $ 2,861,595,600
Rreminmsfons@apitaliStaele i ERvrE I S 626,252,091
Amount received in excess of par value.
@apitalSStockilnstallmentssiic) i o S s s 123,821,900
Subsidiaries Consolidated—stocks held by public:
EommenStoc kIS S Rt e T 109,829,200
ErcfereditStockes $USEal Skt S doiiettl on 8wt 2 17,004,300

December 31,
1949

$ 2,526,118,300
522,888,638

169,778,347

100,705,700
17,904,300

$ 3,739,403,091

$ 3,337,395,285

Funpep DEBT (see page 27)
American Telephone and Telegraph Company:
Convertible Debentures (d)

$ 444,954,000
Other Debentures

1,440,000,000
1,748,000,000

$ 681,975,900
1,240,000,000
1,733,000,000

$ 3,032,954,000

$ 3,654,975,900

CURRENT AND ACCRUED L.IABILITIES

INotest Pavables ol oot ol it e o SRS L $ 54,000,000 $ 112,900,000
NeeountsyBayablefs st LD s LS e 299,800,331 250,911,813
Advance Billing for Service and Customers’ Deposits .. .. 77,742,465 69,768,367
IDividenisMPavablelmmt e, A e e e A L, 64,793,471 57,191,179
@ tle @ mre I e e S e 17,506,459 14,677,106
I terestMA eI RIS s S e 27,058,414 25,431,099
e AN e A e s s s e A 336,162,173 207,458,280

Total Current and Accrued Liabilities ........ $ 877,063,313 $ 738,337,844

Drrerrep CREDITS
Unextimonished Rremium Yons Funded SIDehif s i 10 5o 23 SN £ 63,0 50
(After deduction of unamortized discount and expense.)

@therSDeterted RETedils s P I P S N 14,529,335 14,736,414

Total Deferred Credits ......oocvviiiinin.n.., SN =0 o33 8N ST R e 6.

DEPRECIATION AND AMORTIZATION RESERVES $ 2,826,244,999

Provision to meet loss of investment in Telephone Plant
upon its ultimate retirement from service.

SURPLUS APPLICABLE TO OSTOCKS OF SUBSIDIARIES

$ 2,649,266,064

GONSOLIDATED HELD BY PUBLIG - t.vsuion.zuuihaini, $ 9,367,971 $ 5,517,457
SurpLus appLIcABLE TO STOCk oF A. T. & T. Co.

EarneddShnplitst Resenyed e S i $ 18,749,309 $ 19,282,084

Unappropriated Farned Suiplus (see page 25) .......... 443,150,466 340,087,015

$ 461,899,775 $ 359,369,999

AT b ] L T T o L i 0 b o s B Chey £ i v $11,575,966,607 $10,775,234,113




BELL SYSTEM FINANCIAL STATEMENTS
(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries)

CONSOLIDATED INCOME STATEMENT

OPERATING REVENUES

Local Service Revenues

Toll Service Revenues

Miscellaneous Revenues
Derived from directory advertising, rents and miscel-
laneous sources.

Less: Uncollectible Operating Revenues
()

Total Operating Revenues

OPERATING EXPENSES

Curent Mamtenaneesis -t oo
Cost of inspection, repairs and rearrangements required to
keep the plant and equipment in good operating condition.

Depreciation and Amortization Expense .................
Provision to meet loss of investment when depreciable
property is retired from service, based on rates designed to
spread this loss umiformly over the service life of the
property. Such provision for 1950 represented approxi-
mately 3.8% of average investment in depreciable plant
in service.

‘Lraffic Expenses’ s ettt on Sra iR
Costs incurred in the handling of messages, principally
operators’ wages.

@GommerehNExRpensesErRsE S et B e
Costs incurred in business relations with customers; pay
station commissions; cost of directories, advertising, etc.

@peratingR Rents Ea S NI

General and Miscellaneous Expenses:

General FadniimiStation- Tt s L T e
Accounting and Treasury Departments
Wevelopmentiand®Research (g)itene o0 . 0
Provision for Employees” Service Pensions (h) ........
Employees” Sickness, Accident, Death and Other Benefits
@thergEencralSixpensesita St F 0o i Tt L
Less: Expenses Charged Construction

Total Operating Expenses

Net Operating Revenues

OperATING TAXES
Federal Taxes on Income

Other Taxes—principally State, local and Social Security. .
Total Operating Taxes

Net Operating Income (carried forward)..........

For notes, see page 26.
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Year 1949

Year 1950
$1,041,369,137  $1,697,291,339
1,184,655,271  1,071,840,752
145,004,457 134,376,823
9,500,833 10,235,558
$3,261,528,032  $2,893,273,356

$ 681,834,666

$ 644,654,882

333,759,881 320,976,914
662,818,178 659,122,348
285,301,631 274,007,541
27,327,292 25,579,037
29,852,220 28,600,097
135,808,469 133,015,959
16,264,380 16,497,204
109,023,777 99,386,112
34,818,812 29,388,563
44,868,313 44,570,194
28,215,403 26,056,546
$2,334,362,216  $2,248,833,305

$ 927,165,816

$ 044,440,051

$ 240,758,813
258,692,549

S 2 Tlon7 203

225,126,539

$ 499,451,302

$ 346,143,742

S 427,714,454

$ 298,296,309




BELL SYSTEM FINANCIAL STATEMENTS

(American Telephone and Telegraph Company and its Principal Telephone Subsidiaries)

ConsoLIDATED INCOME STATEMENT—Continued

Year 1950 Year 1949
Net Operating Income (brought forward)........ $ 427,714,454 $ 298,296,309
OrHER INCOME
Dividends from subsidiaries not consolidated (i) ........ $ 33,662,144 $ 39,292,447
Proportionate interest in earnings (after dividends) of sub-
sididricstnesconsolidated 8 iy aes Tt R e e 5,857,176 4,671,110
Dividendsifrom other compamies' . ...t it 4,799,911 4,199,121
IVEseellacons i coiiie B(c) BN S e S R 13,190,714 18,133,067
Less: Miscellaneous deductions from income (h) ........ 13,110,899 11,793,013
Income Available for Fixed Charges ........... $ 472,113,560 $ 352,799,041
Fixep CHARGES
Interestt onyEindedi D eDE e e e e el Rkt cisre $ 108,892,158 $ 105,951,671
@ ther Interestieit s o R e e 4,633,386 6,360,265
@Fherd Fixed @ Rarc el N e e el e 31,014 28,180
Less: Release of Premium on Funded Debt—net ......... 309,982 297,080
IN et ncOmen o S0 s e S e s $ 358,866,924 $ 240,756,005
NeT INCOME APPLICABLE TO MINORITY INTERESTS
ErefermedMStatla i e e o $1 "1 ogaincB R SRR o7 1258
@ OIIMEIIESTOCKSE S n I L b U s e e 0 10,830,615 6,826,282

Net Income Applicable to A.T.&T. Co. Stock . $ 346,062,051 $ 232,855,465

Consolidated Earnings per share of A. T. & T. Co. Stock (1) $12.58 $9.70

Statement of Consolidated Unappropriated Earned Surplus Applicable to American
Telephone and Telegraph Company Stock—Year 1950

BALANCE—DEGEMBER 31, 1040 . exoeeuoisensesnsteoenneetnssansensconsens $ 340,087,915
Net Income applicable to A. T. & T. Co. Stock ..., $ 346,962,051
Transferred from Earned Surplus Reserved—Net.......coooiviiiiiiinn. 532,775
IO @ Gl R (01 SEOIBAER whnns s o & BBHR 58 6 5 O B0 B 6 0.0 & SO B B 055 A0 3,377,972
Adjustment of tax accruals for prior years ... 2,702,570
IVIiscellan cons Eaddifons v i s e e e e s RS R 791,681

HiOTAT ADDIRIONSHe ot o e b e s e $ 354,457,055
Dividends lontATISR R N Co. STOeki s oty (L R L . $ 248,270,460
Amortization of Telephone Plant Acquisition Adjustment.................... 707,812
Organization and Capital Stock Expense charged off ..............coooiienn. 1,603,095
Net loss on sales of property and abandoned projects ............cocveniinnns 707,408
Miseellancous ¥dediiciionsERss i Bt Lin L Sl 105,729

TloraTSDEpueONS IS L ol R S e R $ 251,394,504
BALANCE—DECEMBER 31, 1050 +tveteetentansanssncenccncsssansssssasonss $ 443,150,466



NOTES TO BELL SYSTEM FINANCIAL STATEMENTS

(a) “Telephone Plant” comprises land and buildings, rights of way, poles, wire, cable, under-
ground conduit, switchboards, telephones, vehicles, furniture, etc. As required by the Uniform
System of Accounts for Telephone Companies, “Telephone Plant in Service”, “Telephone Plant
under Construction” and “Property Held for Future Telephone Use” are stated at cost to the
companies except that property included therein which was acquired from a predecessor owner
is stated at its original cost when first dedicated to the public use. The amount classified as
“Telephone Plant Acquisition Adjustment” represents certain costs attributable to property pur-
chased from predecessor owners. Expenditures for patents have been charged off as incurred
and thus are not included in the asset accounts.

(b) These investments are, with minor exceptions, stated at cost. At December 31, 1950,
securities carried in Investments in Subsidiaries not consolidated at $26,678,000 have been
deposited as part of the security for funded debt of a subsidiary consolidated.

(c) Installment payments and interest credited thereon applicable to shares (1,474,874 at
December 31, 1950) which employees of the American Telephone and Telegraph Company and
its subsidiaries elected to purchase under the Employees’ Stock Plan authorized by stockholders
in 1946. The Plan provides that an employee may cancel his election to purchase in whole or
in part at any time and receive a refund which may be taken in cash or applied to the purchase
of shares. In November 1950 stockholders authorized the Board of Directors at its discretion
to offer a maximum of 3,000,000 shares of stock to employees of the American Telephone and
Telegraph Company and its subsidiaries under a new Employees” Stock Plan.

(d) The American Telephone and Telegraph Company has given stockholders of record
on January 29, 1951 rights to subscribe to $415,414,000 principal amount of Twelve Year 335 %
Convertible Debentures, due March 19, 1963, which will be convertible beginning June 1, 1951
into 4,154,140 shares of the Company’s capital stock at $138 per share.

(e) Reservations against contingency of refunds to subscribers in connection with certain
pending rate proceedings.

(f) “Total Operating Revenues” include approximately $17,600,000 in 1950 and $11,300,000
in 1949 with respect to which reservations of surplus have been made against contingency of
refunds to subscribers in connection with certain pending rate proceedings.

(g) Cost of development and research work carried on in behalf of the American Telephone
and Telegraph Company by Bell Telephone Laboratories.

(h) The total provision for employees’ service pensions amounted to $118,105,483 for 1950 and
$107,567,818 for 1949, of which $8,181,706 for each year was charged to Miscellaneous Deduc-
tions from Income in order to comply with accounting requirements of the Federal Communica-
tions Commission. The companies and their independent public accountants consider that this
latter amount was, in fact, a current operating expense.

(i) Includes dividends received from Western Electric Company in the amounts of $31,439,361
in 1950 and $37,424,155 in 1949.

(j) Includes the American Telephone and Telegraph Company’s proportionate interest (over
99%) in the earnings (after dividends) of Western Electric Company and its subsidiaries
amounting to $7,133,372 in 1950 and $5,055,380 in 1949.

(k) Includes interest charged construction in the amounts of $7,275,809 in 1950 and
$12,700,328 in 1949.

(I) Based on average number of shares outstanding—27,585,607 in 1950 and 24,014,147 in
HEE R
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BELL SYSTEM FUNDED DEBT

December 31, 1950

Increase
During Year
—3 45.424,700
—186,845,800
St 75400

—60,000,000
60,000,000

American Telephone and Telegraph Company: Amount
Ten Year Convertible Debenture 2%4s, 1957, .ui. o oouut $ 119,535,600
Ten Year Convertible Debenture 3%s, 1959............. © 59,170,000
Fifteen Year Convertible Debenture 234s, 1961.......... 200,248,400
(EhistyMicaiDebenturelzzdsSngg ol samili st Ly 140,000,000
Tiwenty-Gne Year Debenture 274s, g7t cn . oLisn =l 200,000,000
Twenty-Five Year Debenture 378 rgza il S i i L U8 150,000,000
il ity Yearalbebenture 2945 81 gm i R E e 160,000,000
DihirtyEiveYcaDebentlre 224 Siga6 ol TR RIS B 00.000.000
Thirty=Five Year Debenture 2745, 1080, i v iyisoieisainie 175,000.000
fihisteEivesYeamilDebentire 2 745, S1g8e. L S rUi. 200,000,000
FortyrcareDebenture=a2as, L1986 S et ol L S o 125,000,000
ot ieariDeben et Ze ST o8 Sty 0.t 200,000,000

New England Telephone and Telegraph Company:

EirstaNlortzaset 0 s S1g60 S eries i Bai diouio i o oo e 40,000,000
Eirst: Mortgape =24 siigpbiiSeriest D 0 i o, 20,000,000
T'wenty-Five Year [Debentiire 35000740 0 0 0. ca o 35,000,000
‘EhirtysFive SYcardDehen urero s ilo 6 aiieisnl S St 40,000,000
New York Telephone Company:
Refunding Mortgage 35, 1964, Series C................. 75,000,000
Refunding Moztgage 224! 1952 ISeriesilD SOSsiEpstuius 125,000,000
Refunding Mortgage 3%8s, 1978, Senes E.............. 60,000.000
Refunding Mortsage 35,810 81, Scricsib RRE i iy 00,000,000

New Jersey Bell Telephone Company:

HortytYear Debentiire 3 %85, 1088 (i sttt g e 55,000,000
HortyeariBebenturesasas ggo.his. b et ie e i 15,000,000
Bell Telephone Company of Pennsylvania:
First and Refunding Mortgage s5s, 1960, Series C........ 50,000,000
[First and Refunding Mortgage 2%4s, 1976, Series D...... 20,000,000
First and Refunding Mortgage 2%s, 1973, Scries E...... 35,000,000
iiwenty=HiveieariDobenFre 83581 g7l Sl iaNa it 25,000,000

Diamond State Telephone Company:
filuntysYearn§lDebenturefas g 68U INE LR R I 3,000,000

Southern Bell Telephone and Telegraph Company:
iihntyANearfiiDebentirclaads Sragae o i i il oo 35,000,000
EortyaYeaiiDebenturelgsBigmaatsiidi s oo tnch o n it s 25,000,000
Horty Year Debenture 2745, 19850 -0 oo i o il 45,000,000
Horty Year Debenturct2?s5, 187 o0 oRuiiaes s n - 75,000,000

Michigan Bell Telephone Company:

Fortyiear Debentureiab6s W88 i iee st o s 75,000,000

Ilinois Bell Telephone Company:

HirstiMorteazero a5 88 1S crics R A el B et 50,000,000
Enst Mortgage 25, 1078,8Series i BLa i e e i - 60,000,000

Northwestern Bell Telephone Company:

{lHirty-One YeariDebenturefa 145 Moo B 8L T EEERE I Ee i
‘Ihirty-Bour Year Debenture 2245, 1984 S5 it se it 60,000,000

Southwestern Bell Telephone Company:

Thirty-Five Year Debenture 3¥8s,-1983... 0. o 100,000,000
Horty Wear Debenture 2945, 1685, oo oot 75,000,000

Mountain States Telephone and Telegraph Company:
iy YeadiDebeninne 216, g z8Rai il e e EURl RS 25,000,000
HoubviicarMPehentie 2785, 1086/ A AR URE 35,000,000

Pacific Telephone and Telegraph Company:

ThirtysYearsDebenture 314s, 1g78uie o i Lo 75,000,000
Thirty-Five Year Debenture 385, 1083......0ocicaenn.. 75,000,000
Forty Year Debenture 2%s, 1985......0...ccoovvniinnn.n, 75,000,000
Forty Year Debenture 278s, 1986...........coovuuiinn.e. 75,000,000
Forty Year Debenture 3%s, 1987..........oo0ivennnnn, 100,000,000

Total Bunded Pebreis: ool it o $3,632,954,000

—$ 22,021,900




AMERICAN TELEPHONE AND TELEGRAPH COMPANY

BALANCE SHEET

ASSETS
December 31,  December 31,
PrANT AND OTHER INVESTMENTS 1950 1949
fliclcphonelRlan R (e R e o $ 905,535,520 $ 873,374,066
Classified in the accounts at December 31, 1950 @S
follows:
Telephone Plant in Service .......... $ 885,216,095
Telephone Plant under Construction .. 19,790,989
Property Held for Future Telephone Use 528,436
Investments in Subsidiaries—at cost (see page 32) ...... 4,925,944,468  4,560,262,065
SO KSR e IR e e o L iR $4,621,097,468
BERETIEEY sl Ao b O S nold o hitann o 304,847,000
Other Investments—at cost (see page 32) ....eevuevnenns 56,506,291 49,870,560
el e S o o PR sl PR PR o 2 $ 55,210,851
Ndvan e RN R L 1,000,000
Niseellancous SR s i i 295,440
Total Plant and Other Investments ........... $5,887,9086,279  $5,483,506,691
CURRENT ASSETS
@ashiand DemandFBeposits i oo, oio. oo oL L. $i 10022035 “ 1S N161308,203
Temporasya@asheinyestmentse N oe L0 R wo e 284,270,285 239,983,008

Comprises at December 31, 1950 U. S. short-term obli-
gations having a market value of $284,047,000.

SpecialB@ashillDeposTEsipRes Sl it Sis e 2,630,711 2,003,367
@irent PR ecelvables B e et 33,915,431 37,744,354

Amounts due for service (less reserve amounting to
$50,000 at December 31, 1950), working advances,
interest and dividends receivable, etc.

MatenalfandeSuppliessbidns. S e, | i L RER 7,298,695 8,448,115

Principally for construction and maintenance purposes.
Total Current ASSets ...............ooeeueunn. $ 343,138,157 $ 305,472,047
IDERERREDEGHARGES) S - = st cieio it o1t - S sloiotobalsealatarataisietore ofs $ieaE 1T cg b i 158
otal TASSets ol s v s s e e s e $6,246,441,895  $5,803,725,896

~ For notes, see page 31.
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY

Bavranct Sueer--Continued

LIABILITIES
December 31, December 31,
CaprTAL STOCK 1950 1049
Common Stock—par value ($100 per share)............. $2,861,595,600  $2,526,118,300
At December 31, 1950—authorized, 45,000,000 shares;
outstanding, 28,615,056 shares (b).
Biemivmsgeni@apitalSStock N Fpram e e Rt o 626,252,091 522,888,638
Amount received in excess of par value.
EapitdlfStockilnstallments (c) s vh it il R 123,821,900 169,778,347
TotalfC@apitaliStock .\ o iar sl SR $3,611,669,591  $3,218,785,285

Funbep DesT (see page 27)

@onyertibleMPebenturesiid e SRR e $ 444,954,000 $ 681,975,900
Other Debentiites it vt ulen s st Torel ot SO o 1,440,000,000 1,240,000,000
Totalt Eunded®IDe bt et o e $1,884,954,000  $1,921,975,900

CURRENT AND ACCRUED LIABILITIES

BhividendPayahlele e L R RN $ 64,258,288 $ 56,669,227
Accounts@Pavableiiies B ol e R e e e 18,686,056 14,662,095
BieEtt ANemn el i e o b DI G 60 5 B0 GO (ot 7 10,746,958 8,674,975
Paxes  ACCIIEd: . i amnes. SR r e N s 33,776,558 21,376,490

Total Current and Accrued Liabilities ....... $ 127,468,160 $ 101,383,690

DrrerrRED CREDITS

Unextinguished Premium on Funded Debt .............. S 21K 20 SR 020,720
(After deduction of unamortized discount and expense.)

OthertefermedBEreditsi. v v v iciih oot s s aiie b i 12,614,163 12,450,828

TotaltDeferred "Credits ... .. ot a s $ 15,829,686 $ 15,380,554

D EPREGIATION IR ESERVIE eialelesis o metsls s 4aiess sisieisshisale < sisins SR 245 621 920885 83201383 e

Provision to meet loss of investment in Telephone Plant
upon its ultimate retirement from service.

$ 222,817,060

UNAPPROPRIATED EARNED SURPLUS -................. $ 260,898,737
Analysis of change during 1950:
NetalncomeHseclpage Sa o IR $286,802,293
MiscellaneoussaddifionsMetussetnic. . 493,959
: Total AAdIEONS +orenanssissss- $28-,296,252
Dividends Sdeclared SRR R $248,270,460
Miscellaneous deductions ............. 044,115
Motalidednection i eSS pi e $249,214,575
INet inerease ol R $ 38,081,677
‘FotalRTiiabilitiesy e e e $6,246,441,895

$5,803,725,806




AMERICAN TELEPHONE AND TELEGRAPH COMPANY

INcOME STATEMENT

OPERATING REVENUES

ollBServiceiReyeniiesslc )i oo it o s e
Thicenseg@ontract Revemiicstng e R o Vol T o i in
Received for services furnished telephone companies.
MiseellaneofisfRevenuiess s Sunt S, & F RS S
Less: Uncollectible Operating Revenues ................

Total Operating Revenues

OperATING ExPENSES (f)

Current Maintenance ... .. S ol e e e
IDepreciitionBExpense S Te il eI SR SR ST
dicificiExpensest i i e e Dt e
Commercial@Fxpensesielinn, i ST S R
@ peratinoseRenfs s i R R R e
General BAdmimstrabion® 8T EE D L L
Aecaunting and litcasuryiixpensess o000 S
DevelopmentiandfResearch™(g)s 0. o h o0 L0
Provision for Employeest Service Pensionsi(h) -0, -2 o
Employees’” Sickness, Accident, Death and Other Benefits. .

Other@enenalSlixpensesioi il Lo o e
ILess: ™ Expenses” Charged” Construction ......-........ ...
Total ‘@Operating"Expenses ..., ... ... .
Net Operating Revenues .....................

OpPERATING TAXES

Eederdlfiliaxesion@incomedoncii e o s e 0 e e L
Other Taxes—principally State, local and Social Security. .

iTotal#@peratinpiaxes e vr: S NE S 80 C s e
Net Operating ‘Income’ o000 .0 L

OrtHER INCOME

Dividend Incomes (@) a0
Tnterest SineomE s S LU O 0 e e
Miceellancpus fincomen TR it B L e
Less: Miscellaneous Deductions from Income (h) .....

Income Available for Fixed Charges

Fixep CHARGES

IntereslontbundedsDebt 0 i st e
@ihenthierestatmmd, oo oo 5 IR Mk o e e S
Less: Release of Premium on Funded Debt—net ...... ...

NetHincome Br Yo b ousn il L s o o

Earnmgsipershared(j)el o oo oo ai i o T

Year 1950 Year 1949
$200,594,692 $181,889,088
30,445,197 26,979,133
13,287,604 13,481,209
822,025 997:899
$243,505,468 $2nulaen ki

$ 43,715,594

$ 41,716,600

33,307,239 36,008,721
27,515,347 26,651,649
6,723,327 6,873,168
3,874,690 4996,044
11,676,442 11,419,970
8,280,946 8,584,642
16,264,380 16,497,204
6,840,072 6,502,882
2,102,870 1,818,862
4:928,974 4,981,780
979,950 1,281,326
$164,249,987  $164,770,196

$ 79,255,481

$ 56,582,235

$ 26,996,000
14,558,270

$ 15,285,000
131571

$ 41,554,270

$ 28,442,113

G el 211

$ 28,140,122

$204,339,638  $239,891,294
12,381,761 14,992,132
1,182,090 1,226,450
1,315,482 1,049,125
$344,289,218 $283,200,873

$ 55,542,678

$ 52,691,040

2,026,058 2,583,876
81,811 77,442
$286,802,293 $228,003,399
$10.40 $9.49



AMERICAN TELEPHONE AND TELEGRAPH COMPANY

Nortes 1o BALANCE SHEET AND INCOME STATEMENT

(a) “Telephone Plant” comprises land and buildings, rights of way. poles, wire, cable, under-
ground conduit, switchboards, vehicles, furniture, etc. As required by the Uniform System of
Accounts for Telephone Companies, “Telephone Plant in Service,” “Telephone Plant under
Construction” and “Property Held for Future Telephone Use” are stated at cost to the Com-
pany except that property included therein which was acqnired from a predecessor owner is stated
at its original cost when first dedicated to the public use. Expenditures for patents have been
charged off as incurred and thus are not included in the asset accounts.

(b) A total of 4,449,540 authorized and unissued shares was reserved at December 31, 1950 for
conversion of Debentures, as follows: 1,195,356 shares for the Ten Year 2349 Convertible
Debentures, due December 15, 1957, which are convertible at $140 per share; 591,700 shares
for the Ten Year 3% % Convertible Debentures, due June 20, 1959, which are convertible at
$130 per share through June 19, 1951 and at $140 per share thereafter; and 2,662,484 shares
for the Fifteen Year 2% % Convertible Debentures, due December 15, 1961, which are con-
vertible at $146 per share. (These conversion prices are subject to adjustment as provided in the
respective Indentures.) Sece also notes (c) and (d) below.

(c) Installment payments and interest credited thereon applicable to shares (1,474,874 at
December 31, 1950) which employees ot the Company and its subsidiaries elected to purchase
under the Employees’ Stock Plan authorized by stockholders in 1946. The Plan provides that
an employee may cancel his election to purchase in whole or in part at any time and receive a
refund which may be taken in cash or applied to the purchase of shares. In November 1950
stockholders authorized the Board of Directors at its discretion to offer a maximum of 3,000,000
shares of stock to employees of the Company and its subsidiaries under a new Employees’
Stock Plan.

(d) The Company has given stockholders of record on January 29, 1951 rights to subscribe
to $415,414,000 principal amount of Twelve Year 338 % Convertible Debentures, due March
19, 1963. 4,154,140 authorized and unissued shares have been reserved for conversion of such
debentures, which will be convertible beginning June 1, 1951 into stock at $138 per share.

(e) Represents the Company’s share of total revenues from toll business handled jointly with
subsidiaries and other telephone companies amounting to $566,840,000 in 1950 and $494,429,000

in 1949.

(f) Operating expenses are incurred principally in connection with the Company’s long distance
communication services and in the performance of License Contract services furnished telephone
companies.

(g) Cost of development and research work carried on in behalf of the Company by Bell Tele-
phone Laboratories.

(h) The total provision for employees’ service pensions amounted to $7,339,476 for 1950 and
$7,002,286 for 1949, of which $499,404 for each year was charged to Miscellaneous Deductions
from Income in order to comply with accounting requirements of the Federal Communications
Commission. The Company and its independent public accountants consider that this latter
amount was, in fact, a current operating expense.

(1) Includes dividends from subsidiaries amounting to» $290,299,073 in 1950 and $236,394,254
in 1949.

(j) Based on average number of shares outstanding—27,585,607 in 1950 and 24,014,147
in 1949.
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY

INVESTMENTS IN STOCKS AND ADVANCES—DECEMBER 31, 1950

CaprTAL STOCKS (a) ADVANCES
Par Value Y% of Total  Book Value
TELEPHONE SUBSIDIARIES of Holdings  Outstanding  (Cost)
New England Tel. & Tel. Co.... $107,214,200 68.92 $ 112,165,721 $ 88,700,000
INewSYorcITCINE@oTER e S 606,300,000 100.00 6202 805 BiciE e T S e
New: JerseyiBell ‘Tel®Col o0 210,000,000 100.00 2:23,66p 18 S
Bell Tel. Co. of Pennsylvania.... 245,000,000 100.00 251,316,050 20,100,000
Diamond#State” els Co.s 52 13,000,000 100.00 13,700,000 1,020,000
Chesapeake & Potomac Tel. Co. 80,000,000 100.00 81,000,000 900,000
Chesapeake & Potomac Tel. Co.
of Baltimore City............ 115,000,000 100.00 116,467,862 4,800,000
Chesapeake & Potomac Tel. Co.
ofVirginjass St Fn ne 100,000,000 100.00 100,000,000 4,475,000
Chesapeake & Potomac Tel. Co.
of "West"Viginia 0 lon 50,000,000 100.00 50,000,000 375,000
Southern Bell Tel. & Tel. Co.... 470,000,000 100.00 471,817,298 24,100,000
@hioRBClISTe] SE o RN 269,999,900 99.99 270,042,198 6,000,000
Michigan Bell Tel. Co.......... 219,986,000 99.99 220,398,232 11,700,000
Indiana Bell Tel. Co............ 89,998,800 99.99 90,585,286 7,025,000
WVisconsingilic I Cosy o it ot 122,000,000 100.00 1255003780 Sl L e o
Hlineis¥BellMliel ¥ @o i o . 271,106,500 99.31 276,587,308 69,600,000
Northwestern Bell Tel. Co...... 168,000,000 100.00 169,039,490 11,200,000
Southwestern Bell Tel. Co....... 464,998,400 99.99 468,251,478 41,900,000
Mountain States Tel. & Tel. Co.. 90,080,100 83.52 91,485,063 11,700,000
Pacificiiliel S& el S G0l e s 446,140,200 91.43 A o8 g BRI
Pacific Tel. & Tel. Co.—Preferred 64,095,700 78.17 557000100 M S
OTHER SUBSIDIARIES
Bell Telephone Laboratories, Inc. 19,000,000  (b)s50.00 10;000000 MENEIET TV IS 10
Western " Electric Co., "Inc.... ..., (c) 99.81 225,082 5 O0MMSIEITES I
195 Broadway Corporation...... 17,500,000 100.00 17,515,000 1,250,000
Eastern Tel. & Tel. Co. (Inactive) 75,000 100.00 75,000 2,000
oAl L s ey b B $4,621,097,468  $304,847,000
OtrER COMPANIES
Southern New England Tel. Co. $ 21,339,900 2667 $ 21,651,721 $ 1,000,000
Cincinnati & Suburban Bell Tel. Co. 13,978,400 29.79 A 408 7R
Bell Telephone Companyof Canada 18,749,800 9.66 oS Loy S S S
Cuban American Tel. & Tel. Co. 865,000 50.00 102 Foose aElL TS e e
fRotal Ehi oL ahe Sl i e S L e $ 55,210,8; $ 1,000,000

(a) Common stocks unless otherwise indicated.
(b) Remaining shares owned by Western Electric Company.
(¢) 10,479,922 shares—no par value. ?
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TRUSTEE’S REPORT OF PENSION TRUST FUND
established by
AMERICAN TELEPHONE AND TELEGRAPH COMPANY

Balance in Fund—=December 31, 1940 5. i s vt s bhvi gt $ 63,727,974
AppitioNs To Funp DuriNG 1950—
Raymentsintof EundibyS@ompanys i St iar o L $ 7,339,476
Interest Revenue, including gain or loss on investments
disposedFof i oL TR SR 1,865,221
L OTAT S ADD LI ONS S et AL R NN i $ 9,204,697
DiSBURSEMENTS FOR PENSIONS DURING 1950 ......ui.n.s 1,828,920
INETSINCGREASERINS I UNDI SR T S e SR 753755777
Balanee mFund-—=Pecember 31, 1950 .. 11 ii bihnenis s sesinmins S o3 750
COMPRISED OF—
BondstefEBeliSliciephonctGompaniessiii . S iE it s e L5 A el
USE Covernment Obligations ... .. of s lsive s 21,230,079
BublichUtilityRailroadiandndustrial Bondst. . R Liie Sl i il o 36,804,557
@lhesMnyestmeisRMEIEE ST T L e s e et B 747,220
@ash¥andiaccrucdiimteresmotidue - il o ol S i SR e e 715,383
IHGHING: 4o b aas b s e e die s R L SR s S T $ 1103751

NortE: Securities are shown on amortized basis.
Bankers Trust ComPANY, Trustee

New York, N. Y.—]January 29, 1951. By W. B. DunckeL, Vice President.

CONSOLIDATED STATEMENT OF PENSION TRUST FUNDS
established by

AMERICAN TELEPHONE AND TELEGRAPH COMPANY AND ITS PRINCIPAL

TeLEPHONE SUBSIDIARIES, WESTERN ErrcTtrRic COMPANY, [NCORPORATED,

AND ITS SUBSIDIARIES, AND BELL TELEPHONE LLABORATORIES, INCORPORATED

Balance in Funds—December 21,0640 .. oo oo iliinavan s ooonii $1,089,677,205
Apprtions To Funps DuriNg 1950—
Paymentstinto  Bundsiby Gompanies i Suiuiiiiu S $137,656,149
Interest Revenue, including gain or loss on investments
disposedfofleis 2 im0 S Y S A e 31,995,196
@fherNdditions s o T e e 545,431
FOMALYADDITTONS] o St e o it s ol $170,196,776
DisBURSEMENTS FOR PENSIONS DURING 1950 ............. 28,541,877
INETEINGREASE TN CHIUNDS S 5 et S SR e v o 141,654,899
Balanceimtunds—Docember 31, 1050 |, 0.0 in il il $1,231,332,104
COMPRISED OF—
Bonds¥ot@BellSliclephone :Companies ", Lt i Sl S se L6 $ 200,935,152
UNSSEovenmenBODlications . .- i un i s fen o 361,971,818
PublicfUtility,"Railroad and Industrial Bonds ... .. ooiiaio i aiive. 646,583,338
@ I TIV e ERICH LS el L v e e s e W 10,097,556
©ashfandiaceruedSinterest BOEANe . ... . . (il i o daisiiles deh westons 11,744,240
53 @ AT NI SN © e Sl T i e i e e $1,231,332,104

NortkE: Securities are shown on amortized  basis.
Bankers Trust Company, Trustee for the respective Funds
New York, N. Y.—January 29, 1951. By W. B. DunckeL, Vice President.

33



DAILY CONVERSATIONS —IN MILLIONS

150

AVERAGE DAILY LOCAL
TOLL AND LONG DISTANCE
TELEPHONE CONVERSATIONS— _ |
BELL SYSTEM

100

50

1920 1925 1930 1935 1940 1945 1950

141,000,000 CONVERSATIONS A DAY were handled by the Bell System in 1g50—some 8,800,000
a day more than in 1949. Toll and long distance messages in 1950 totaled 5,900,000 a day.

PLANT INVESTMENT—IN BILLIONS

$10

[ ‘ |
TOTAL BELL SYSTEM INVESTMENT
IN PLANT AND EQUIPMENT

EQUIPMENT ON
SUBSCRIBERS’ PREMISES

TOLL AND
EXCHANGE LINES

e 2

LAND, BUILDINGS AND
CENTRAL OFFICE EQUIPMENT

0

1920 1925 1930 1935 1940 1945 1950
AT END OF YEAR

$10,100,000,000 is invested in the physical facilities of the Bell System. The greater part is in
central office facilities and outside lines, a much lesser part in equipment on‘customers’ premises.
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BOOK EQUITY —PerR SHARE OF A.T.&T. CO. STOCK

$150

125

PAID-IN
CAPITAL

100

75

50

25

1920 1925 1930 1935 1940 1945 1950
AT END OF YEAR

$138.03 WAS INVESTED PER SHARE of A. T. & T. stock at the end of 1950. Over a period of
30 years, the dividend of $9.00 has provided an average return of 6.6 per cent on investment.

PLANT ADDITIONS —IN BILLIONS

$1.5

GROSS ADDITIONS TO

BELL SYSTEM PLANT
1.0

MATERIALS REUSED
0.5
NEW CONSTRUCTION
. 0

1920 1925 1930 1935 1940 1945 1950

ALMOST $5,500,000,000 has been expended by the Bell System in the last five years to meet
the demands for telephone service during the postwar period and to improve the quality of service.
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