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T~

O THE STOCKHOLDERS :

The year ending Dec. 31, 1885, has not been marked by
the increase in business of previous years; but although
there has heen a loss of subscribers in exchanges at cer-
tain points, on the whole, the licensed companies have more
than held their own, the tofal number of subseribers showing
an increase of 2,969, and of telephones in use of 4,466, during
the year.

The comparative statistics which follew are substantially
accurate 3 but as usnal, we arve prevented from giving figures
with the precision which would be possgible, if the entire tele-
phone system were managed by us divectly : —
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UNDERGROUND WIRES.
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EXCHANGE CONNECTIONS.

The estimated average number of exchange
connections daily in the United States is .
Or a total per year of . ’ . | :
The number of calls per subseriber varvies in
different exchanges from 2 to 10 daily,
the average throughout the United States

being . . : : : : :
as compared with . 3 : : :

the number reported last year, an increase
of about 5 per cent.

The avernge cost to the subscriber varies ac-
cording to the size of the exchange and
the character of the service, from 2 to 7

cents per connection.

EXTRA-TERRITORIAL BUSINESS.

The average daily number of extra-terrvitorial
connections is A : : ; .
or o total number per year of . :

The extra-territorial earnings, as reported,

746,617
272,478,705

K4
b

B3y

6,663 .

2,431,995

amounted to . . . . ’ . $538,740 43

of which this Company’s share is .
an inerease over 1884 of . : . .

$72,677 28
$5,411 63

Last year's statement included the connections between

exchanges of the New York and New Jersey, an

d the Pacifie

Bell and Sunset Companies, on the receipts from which we

receive no percentage, These do not appear this year,

which will account for the apparent decrease in
of connections.
The removal of open wires from honse-tops

the number

to overhead

zables and to underground conduits has continued, the prog-
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ress in the latter respect heing especially encouraging, The
gystem must always be a mixed one, as the final distribution
of wires to the customers, and the method of reaching places
where underground work would be too costly, must still be
overhead ; but we think that, within a few years, in all large
cities the open wires will be placed in eables above or under
ground to such an extent, at least so far as telephone com-
panieg are concerned, that the overhead wire nuigsance will no
longer be serions.

In New York an amendment to the law which ordered all
wires in New York City and Brooklyn under ground before
lnst November, was adopted, establishing a Commission for
ench of these cities with power to supervise the execution of
the law, and to arrange for placing the wires under ground
to such an extent as might be found practicable.

In Brooklyn the Commission has permitted the wire com-
panies to begin their work, and one hundred and thirty-four
miles of underground wire have been placed there by the
Telephone Company. In New York the Metropolitan Com-
pany in August, 1885, filed with the Commission [the neces-
sary plans and statements for an underground system, and
applied for permission to prosecute the work, but so far
without success, and this work in that eity is at present at a
standstill.

The Treasurer’s statement to December 31,

1885, shows gross earnings for the year,

from all gources, of " A . $2,765,884 93
Kxpenses . ' . . : : 072,688 45
Net earnings . 5 . ! : : $1,793,196 48
Miscellaneous credits . : ; ; 16,800 00

Eotals: f : : : ; . $1,809,996 48



Regular dividends paid . $1,170,192 00
Lixtra dividends paid . ; 392,044 00

—

Total . : ; : . $1,562,236 00

Reserve written off for depre-

ciation of instruments . 100,752 90
—_—— 1,662,988 90
Balance to surplus account . ’ ‘ . B147,007 58

Total surplus to date . ’ . i, $1,204,120 01

We have received during the year in stock of licensed
companies, $516,316.67, of which $207,200 was for li-
cenges, and the rvest for cash, and have sold $29,651. We
have received during the year in dividends from licensed
companies, $597,469.99, an increase of about $122,000 over
the previous year.

With longer experience the telephone companies have
lenrned that the cost of maintaining and reconstructing their
plant has been generally underestimated, and many of them
have in consequence been forced to recognize that the profits
upon telephone buginess are less than they had expected and
believed. Tor this reason they have appealed to us to make
certain concessions in their contract relations, and we have
given this subject careful consideration.

We think that our licensed companies should be led to fecl
that it is for our interest as much as their own that they
ghould be successful,  The agreements, speaking broadly, he-
tween our licensees and ourselves, ave that they shall furnish
capital for establishing and developing the business, and that
we shall supply the patents, which for a time are expected to
give exclusive rights, and returns large enough to invite
wpital to an industry involving unusual risks.

We have met our licensees ; first, by agreeing when desired,

that our share of net earnings, jointly with theirs, may be



uged for construction purposes, so that we in these cages ave
sharing the cost of developing the business ; second, we have
made a reduetion in the royalties on telephones used in small
places where the rates are low. This reduction involves a
loss of royalty amounting to about $200,000 per annum on
our present business, oflset, as wo believe, by keeping more
telephones in use than would be out under the old rates, and
it gives relief where it is most needed.

In the ease of the New England Company, we have made
substantial concessions to the licensees, and have agreed to
amend their contract so as to provide for future construction,
and at the same time to enable dividends to be paid from the
net earnings, which have necessarily heen used for some time
past for the purposes of construction ; and we are now care-
fully maturing plans by which those companies which are
not receiving a fair return upon the cash actually invested in
the business may no longer be deprived of an income upon
their property.

Daring the year a pole line has been built bhetween New
York and Philadelphia, with a capacity of seventy wires,
and twenty-four copper wires placed upon them, various sizes
being taken for purposes of experiment. Some difliculty
has been found in securing rights of way for this line.
Suflicient facilities are not yet secured in Philadelphia for
reaching customers there, but it is expected that this will
soon be accomplished, so that the question of commercial
demand between two large cities a hundred miles apart will
presently have a fair test.  The Metropolitan Company, of
New York, pays for and owng over one half of this line, and
will divide the expenses and receipts with us. The line
is practically completed, and, with twenty-five wires, will
cost about 215,000,

In our report last year it was mentioned that additional
capital would be needed for this business; and that we had
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applied to the Massachusetts Legislature to anthorize an in-
crease in our stoek.  As this was refused, and the volume of
the business, if successful, will need capital far beyond the
amount of our unsold stock, we have been obliged to make
other provision for developing this important branch, and
have organized o company under the laws of New York for
this purpose, called the American Telephone and Telegraph
Company. Mr. Vail has been made President of the com-
pany, and hag general supervision of its work., Mr. K. J.
Hall, oJr., is the general manager, with immediate charge.
Asg soon as suflicient encouragement iz received to continue
building these long lines, the above company is prepared to
build between Boston and New York, and other important
points.

The Canada Company has had a year of prosperity, in
spite of the adverse action of the government in annulling
the Bell patents. Their subscribers have inereased from
7,418 to 9,614, in fact more than in any previoug year.
The company gives good service, is not discouraged by
threatening legislation from extending facilities as fast as
needed, and has increaged its net earnings from $119,000, in
1884, to $158,000, in 1885,

To meet its necessary construction, this company increased
its capital stock, in 1885, $250,000, of which $200,000 has
been issued, and which wag sold at par. Of this increase
we took our pro rata sharve, namely, $117,500. Its stock
of $1,200,000 is worth par, and its Montreal directors, who
are also considerable stockholders, feel much encouraged
about the future of the company. In December, 1885, a
decision was rendered by the Department of Agriculture, to
the effect that the Edison patents owned by the Canadian
Company had not been forfeited under the provigions of
their Patent Act.

During the yenr a number of our eases have heen argued
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and decisions reached or injunctions granted. A short state-
ment of the most important is as follows : —

The ease against the Molecular Telephone Company,
which has been pending since July, 1883, was argued hefore
Judee Wallace on the 30th of Mareh, and on the 24th of
June a final decree was given for the complainants, and an
injunction issued.

The Rogers Telegraph and Telephone Company, a licensee
of the Pan Electric Compuany in Pennsylvania, suffered de-
fault, and an injunction issued on the 26th of June; and in
the same State a preliminary injunction was grantoed, after
full hearing before Judges MelCennan and Atcheson, on the
8th of July, in the case of the Western Pennsylvania Tele-
phone and Telegraph Company, a licensee of the National
Improved Company, and final decree was made and injunc-
tion issued in December following.

On July 16, a bill was filed in Baltimore against the Pan
Eleetrie Company and its licensees in that city and in Wash-
ton, and on Sept. 15 the Court refused to grant delay, and
issued a vestraining order until the ease could be heard.

The case against the Peoples’ Telephone and Telegraph

Jompuny, using the Hoplking instruments, was finally argued
before Judge Wallace in December, and an injunction was
granted the same day. At the same time he heard argu-
ments in the parent Overland case, and at once granted the
injunction.

Depending on this last case were suits agninst various of
the Overland sub-companies, and injunetions issned against
all of these. This includes the following eompanies : —

Overland Company, of New Jersey; Penn Overland
Company ; Baxter Overland Company, of Philadelphia ;
Maryland Overland Company i  Indiana  Overland Comi-
pany ; Baxter Overland Company, of Central New York;
and Michigan Overland Company.



In the suit against the Overland Telephone Company of
Lexington, Ky., begun Aug. 31, 1885, arguments were
heard on Oct. 6, and a preliminary injunction was granted
Oct. 8.

The Drawbaugh ease was reopened in October by con-
sent, to allow the defendants to put in what they claimed to
be newly discovered evidence, and arguments on this were
heard by Judge Wallace, at Syracuse in December, but the
Judge decided that there was nothing in the now matter to
alter the views ulready expressed by him, and he reaflirmed
his former decree,

Other injunctions granted during the year were against
the McDonough Company on February 14, 1885 ; New Jer-
sey Telephone Company, using the MeDonough claims, on
July 10 ; and the Citizens' Telephone and Telegraph Company
(Cleveland, Ohio), on August 15,

The Dolbear, Drawbaugh, Molecular, Overland, and West.
P'ennsylvania cases ave either in, or on their way to, the
Supreme Court, and the Dolbear case is expected to be
reached at the October term.

Regarding the proceedings of the Pan Electric Company
and the proposed government suit, the stockholders will
naturally feel much interest and the fucts will be stated
somewhat in detail :

The Pan Eleetric Telephone Company was organized in
1883, with a capital of $5,000,000, the ostensible basis of
vilue for which was n group of patents, some of which re-
lated to telephones, of one Rogers. Its headquarters arve in
Memphis, Tennessee, which is also the home of Senator
Havris, and others of its promoters.

These patents are perhaps the most palpable infringements
upon the Bell patents that any one has yet attempted to rely
upon 3 there is not even the pretence of any invention prior
to Bell, and the inventions ave of no importance whatever.
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The company had apparently so little to offer, that it was for
a time difficult to see what they expected to accomplish,
either in the establishment of o telephone business, or in
gtarting a legal contest.

The principal stockholders were lending politicians in the
Southern States, and their operations, so far as the telephone
business goes, have been mostly confined to that part of the
country.

General Joseph I8, Johnston, of Virginia, was made presi-
dent of the company, Senator A. H. Garland, of Arkansas,
its attorney, and Senator Harris, of Tennessee, General
Johnston, Senator Garland, Casey Young, J. D, C. Atkins,
of Tennessee, J, H., Rogers, formerly of Tennessee, now of
Washington, D. C., and Robert F. Looney, of Tennessee,
its directors.

These gentlemen received large blocks of the eapital
stock, paying nominal sums in money for the same,  Sub-
companics were formed, from whom bonuses in eash were
taken for the right to practise the Rogers inventions in differ-
ent places, and additional blocks of the stock of these sub-
companies appear to have come to the promoters.  On Jan.
4, 1884, Mr. Garland was asked for an opinion on the
Rogers patents.  One D. K. Myers, who said that his atten-
tion had been drawn to the stock of the PPan Electrie Com-
pany, wrote as if for information upon a matter of investment,
but it appears that Myers was himself in the service of the
Pan Illectric Company, and was therefore not interested in
buying its stock, but in selling it.

Mr. Garland replied upon the following day, giving what
from its tone purports to be a professionnl opinion, to the
effect that he had carvefully examined the Rogers patents,
and that he was clear that they in no way infringed the
Bell patent. Nothing contained in his letter indicated that

he was interested deeply, as a stockholder, in the market
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value of the Pan Electric stock. Upon this opinion largely,
it appears, the bonuses were obtained from sub-companies
and efforts were made to sell Pan Electrie stock.

Yot it is clear that the right to practise the Rogers inven-
tions could have no substantial value under any circum-
stances, I the patents now controlling the telephone busi-
ness could be deelared void, the Pan LEleetrie would only
share the telephone field with all comers, and the vights for
which the bonuses and stock were taken arve of wholly imagi-
nary value, while Mr. Garland’s opinion about the Rogers
patents was not shared even by hig ngsocintes, since it was
renounced by them at the hearving before Seerctary Lamar,
when they squarely stated that if Bell’s patents were valid,
the Rogers patents infringed them, and they did not propose
to contest that point.

The first way in which the influential names were to be
used was, therefore, in getting money for supposed rights
which had no value.  The second was perhaps equally ingen-
ious, but so far not as successful, It was a plan to get the
suits of the Bell Company against the Pan Electric Company
and associates stopped.  The programme for accomplishing
this was as follows: In 1884 an attempt was made to get a
statute through Congress, authorizing the government to
bring suit to have patents vacated under certain circum-
stances.  This measure was got through the House almost
unnoficed, but it did not pass the Senate Committee on
Patents.

This move failed, but after Mr. Garland became Attor-
ney General, and the other Pan Electrie leaders received im-
portant positions under the government, it was decided
without the aid of any statute to ask Attorney General Gar-
land to order a suit brought to annul Bell’s patents, on the
ground that he obtained them by fraud, and that he was not
the first inventor.
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Mr. Garland declined to aet, but left Washington for
Arkansas, and his next in office, Mr. Goode of Virginia,
within a day or two of his departure, received a similar
request from an associate company of the Pan Electric,
called the National Improved Telephone Company of New
Orleans, and upon one day’s exnmination decided that there
wag reason and authority for consenting, and he ordered the
suit brought, not in Massachusetts where our company exists,
but in Memphis, Tennessee,  He further placed in charge of
this suit, with authority to proceed in the name of the gov-
ernment, the very man who is the most active manager in the
Pan Eleetric enterprise, namely, Casey Young, its secre-
tary and treasurer, and Geo. B. Gantt, also a stockholder,
and Luke E. Wright, of Memphis, and J. R. Beckwith, of
New Orleans.  For some reason these men were so confident
that the suit would he ordered, that they had a bill all ready
(printed beforehand in New Orleans), which was immedi-
ately filed in Memphis.

As soon as Mr. Goode ordered this government suit, coun-
gel for the Pan Eleetric appeared in Baltimore before Judge
Bond, who was about to hear our application for injunction
against that company, and asked for a postponement of pro-
ceedings, for the reagon that the government suit was a valid
objection to a preliminary injunction, thus exposing the
motive of the whole movement. This request was not granted,
a restraining order against the Pan Electric Company was
igsned, and the Court will hear the case in due course,

The President, finding that Mr. Goode's ncetion had been
taken without reference for information to the Department of
the Interior, suggested to the Department of Justice that it
would be better to conform to usage in such matters ; and
the suit was withdrawn. A new request was then preferred
and sent to the Department of the Interior for information.
The Sceretary of the Interior, Mr. Lamar, of Mississippi,
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gave a hearing, lasting a weck, on the question of the gov-
ernment suit, at which Messrs. Dickerson, Smith, and Stor-
row appeared for ug.  Without considering the mervits of
the questions involved, he advised that the government had
a right to bring such a suit, and also that it should do
g0, apparently because there was an allegation of fraud in-
volving officers of one of the departments, which, for some
reason not explained, he thought could alone effectually be
investigated in a suit by the government itself s but he advised
that the government should conduct its own case and at its
OWn expense.

On the Ist of February our suit for injunction against the
National Improved Company in New Orleans, the associate
of the Pan Electric Company, was reached.  Once more the
counsel for our opponents appeared, with the request that
the cnse be postponed because the Secretary of the Interior
had advised the government to bring suit against us, and
that other cases ought not to be heard until that was decided.

[t is casy to understand the injury to the Bell interests
that would follow if the United States courts should refuse
us all protection against infringement until the government
could try over again and determine all the questions relating
to the priorvity of the telephone invention, which it hag taken
us eight years of arduous litigation to bring to their present
condition of readiness for the Supreme Court.

The Court at New Orleans refused to stay proceedings,
the arguments haye just been heard and we hope for an early
injunction in this case.

Here then the whole programme lies exposed : a plan to
sell rights that had no value on the strength of prominent
names ; — o plan to wreck our property by stopping our suits,
pending years of wholly unnecessary litigation ; — a plan to
deceive the publie into the beliof that the defeat of the Bell
patent would confer value upon Pan Eleetric stock ; — a plan
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to inveigle Mr, Cleveland’s administration into support of
this scheme.

[f such a plan can succeed, what interest in this wide
country is safe from an infamous attack?  If any doubts have
existed as to the expediency of a statute permitting such
action on the part of the goyernment, the proceedings of the
Pan Eleetrie associates, and the fact that they could secure
the aid of such men as Mr. Garland, Mr. Harris, and General
Johnston, ought to put an end to them. If there is any
reason to believe that such power is already within the reach
of the government, without a statute, can any one doubt
that it should be removed by immediate prohibition from
Congress ?

If the government, upon a simple allegation of fraud in
the obtaining of patents or other government grants, made
by interested parties, can be called upon to bring suits either
at its own expense, or under the management of the inter-
ested party, to annul its own agreements, any poor inventor
may have his fortune wrecked by powerful competitors ; any
owner of property based upon government agreements or
land or other grants may find the government, on whose
faith he has expended his money, appearing before its own
courts, in favor of some irresponsible or dishonest elaimant.

[t has been urged that nothing but the annulling of our
patent in suit, by the government itself, would suflice to en-
able others to enter the telephone field. There is no weight
in this, for with every decision in our favor, we have bavely
heen able o keep the field free from serious infringement,
and it is certain that one decision by the United States Court,
invalidating our patent would be enough to flood the country
with competing companies.

It seemed inconceivable, that upon this state of facts, the
esgential parts of which were already publie, the govern-
ment should lend any countenance to such an enterprise.
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We felt entive confidence that Mr. Lamar wounld advise that,
at least under such ecirenmstances, the two parties interested
ghould be left to fight theiv batfles bhefore the courts in the
usual way, and his decision took ug wholly by surprise.

When he made it public, it seemed proper to place the facts
in the case before the President; and the president of your
company went to Washington, and had an interview with Mr.
Cleveland.  The latter was told that the present owners of
the Bell patents had bought them in good faith, in the be-
lief, which they still entertained, that they were properly
obtained, and were valid; that on the Ht.l,'t!ilgt.ll of United
States patents, and rvepented decisions of the Unifed States
courts in their favor, the parent company and its licengees
had invested vast sums of money in putting this invention
into use throughout the country; that the sum of fifty or
gixty millions of dollars was now at stake in the business ;
that every issue which the government was asked to raise,
Wis :lll'u:u]y in the records of several cases that had been
argued and passed upon by the United States eourts, which
were already far on their way to the Supreme Court, on ap-
peil, and that the first of these cases was (~x|umiw] to come
up i October: that we had expended eight years of liti-
gation, involving over fifty days of argument by the ablest
counsel we could procure, the taking of over five thousgand
pages of testimony, and the expenditure of half a million of
dollarg ; that our licensees could not but view with alarm
the progpect of going once more over this expensive and
tedious road, in the face of a suit brought by the governmerny,
at the instance of a company which they believed to be
wholly speeulative and irvesponsible,

It was shown that the programme of the Pan Electrie
Company was to get our suits stopped, and not tried, and to
avail of official influence to get this accomplished, and it was
explained how thoroughly our property could he destroyed
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without trial, could the existing suits be suspended while
the government suit was slowly making its way to a
decigion, /

But the government adheres to the adviee of Mr. Lamar,
and on the twenty-third day of Marvch, filed a bill against
this company and our licensees in Ohio, at Columbus, Ohio,
before Judge Baxter, who would also have heard the case
had it been brought at Memphis. Messrs. Thurman, of Co-
lumbus, and Lowery, of New York, with several others,
have been selected as counsel, and it is not our belief that
the management of the suit is to be left within the control of
the Pan Eleetric Company, or that the government intends
to allow any unnecessary delay to be interposed in its prose-
cution, It ig to be noted, however, that it has taken this
distinguished group of counsel over two months to decide
the questions which Mr. Goode disposed of in a single day.

While there has undoubtedly been a widespread feeling of
anxiety among our stockholders and licensees, at finding the
power of the government thrown into the seale hefore its own
courts, under the circumstances just deseribed, our counsel
and the directors feel no uneasiness as to the vesult of such a
suit, as all the matters involved have been the subject of
repeated decisions.

Regarding the question of locality of a government suit,
we are advised by counsel that jurvisdietion can only be had
over us in Massachusetts.

[t is said that government secks to find a place where no
telephone cages have yet been heard, but if this be true its
attitude ig not easy to understand.

If the subject has already been passed upon, it cannot
under established usage be again considered by the Cirenit
Courts, and if it is new, a court which has already made
itself familiar with matters relating to telephone inventions
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would seem to be the one most likely to give quick and
intellicent despateh to the business.

To assume that there is any prejudice in our favor in the
various courts before whom our suits have been heard,
would be an indictment of a large part of the judiciary by
the Executive, for which there can be no justification.

Regarding the newspaper agitation that has attended this
Pan Electric exposure, it is proper to say that we have
tuken no part in it, divectly or indirvectly.  While it would
have been wholly within our right to place all the informa-
tion within our veach in the possession of the press, we felt
that having adopted the course of going dirvectly to the gov-
ernment with the faets as we understood them, it was the
proper course, al least under the then existing ecircum-
tances, to take no part in any discussion in the newspapers,

Yet it has been impossible to avoid a sense of outrage af
the whole transaction, and the support it has veceived in offi-
cinl cireles, which made it difficult to maintain silenceo, and
we feel that this full statement of the matter is due to the
stoekholders,

Last summer, Mr. Vail, feeling that a due regard for his
health required relief from the arduous duties of General
Manager, vesigned that position, which he had held with
great benefit to the company since its formation. Being
desirous of availing ourselves of hig energy and wide knowl-
edge of the telephone busginess, we made arrangement with
him by which he undertook the general supervision of the
American Telephone and Telegraph Company, as president,
and the more immediate supervision of the affairs of the
New York Company. He will also give guch attention to
any other of our interests as we may, from time to time,
desire.

Mr. John E. Hudson, who has been with us as counsel for
years, nceepted the position of General Manager and Soli-
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citor, and his familiavity with our affaivs has enabled us to
make o change in management with the least possible incon-
venience,

Mr. C. J. French, who formerly represented our interests
in various of the important Western companies, has been
elected Assistant Gencral Manager in place of Mr. Madden,
who also resigned during the year.

Mr. Hudson has, since last September, performed the
duties both of General Manager and Attorney, but this in-
volved altogether too much labor, and Mr, Geo. V. Leverott
has lately been retained as Attorney, and will relieve Mr.
Iudson of a large part of the legal work of the office,

The Western Electric Company has been brought into a
much better condition than it was in a year ago, the company
being free from debt, and possessed of a substantial surplus
after paying regular dividends of one and a half per cent per
quarter during the year, This condition is due in a great
degree to the careful management of Mr. W, S. Smoot, who
assumed the presidency of the company in January, 1885,
and whose vecent death has deprived us of a most fuithful,
upright, and efficient officer.

The laboratory has conducted a large number of experi-
ments in conneetion with patent litigation. In addition to
thig, further examination has been made into the matter of
underground work, and cable systems, and a series of experi-
ments is in progress.  Further experiments are also in
progress in reference to underground work, in connection
with overhead systems.

The Patent Division has progecded with its work of
digesting and indexing, for easy reference, patents of the
United States and Great Britain rvelating to electricity, and
in bringing forward the history of the development of the
telephone system, and in examining and reporting upon the
novelty and value of various inventions submitted to the
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Company. This division has also, during the year, prepared
specifientions and applieations for patents for inventions
made by employees of the Company and others, which have
heen thought of sufficient value to patent.

My, Gilliland resigned his charge of the Mechanical Di-
vision about Nov. 1, 1885, and Mr. II. V. Hayes has ng-
sumed the pogition. i

The Mechanical Department and Testing Department,
heretofore in separate buildings, have been combined and
have recently been moved to new quarters, with great gain in
the matter of convenience, but without additional expense.

In April, 1885, the State of Indiann passed a law restrict-
ing the price of vental of a telephone to $3.00 per month and
$2.50 ench, where two are used. This was done against the
almost unanimous veport of the committee which had exam-
ined the subjeet, and before whom eaveful testimony had
been placed as to the cost of telephone service.

This raised at once two questions of the highest impor-
tance to our licensees :

First. The question of the right of the Legislature to
make such restrictions.

Second.  The question of public policy in respect to such
logislation.

A case testing the validity of the law was brought, and ear-
vied up to the Supreme Court of Indiana, and the Central
Union Company, doing the telephone business of Indiana,
gave testimony beyond dispute that telephone service in In-
dianapolis and other cities actually cost that company more
than $3.00 per month per subscriber. That Court has re-
cently decided that the law is valid, but has accompanied
this decision by language which implies a doubt whether the
law is cither wise or just. The Court based its opinion
largely upon the so-called police power of the State, which is
said to confer the right to control matters affecting the safety
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and convenience of the public, and quoted the case of n re-
striction enforced against the patent owners of a dangerous
oil in behalf of its position.

But there i8 no question as to public safety involved in
the telephone law ; and as the telephone is certainly a con-
venience to the public, of less consequence than the supply
of food and clothing, it does not seem probable that the rvight
to regulate the telephone business, even without considering
the question of patent vight, exists, unless the State has the
power to regulate prices of all other commodities, If this
general power does exist, surely the patent right must give
some protection to a business which wholly depends for its
peculiar value upon patented inventions.

The Court made the distinetion that the price for the right
to practise the invention could not be interfered with, but
that as soon as the invention was embodied in a tangible
article like the telephone, the State possessed the vight to
limit the price for the use of it. This is to assert that the
State has only to tuke one step round, in order to practically
accomplish that which the Court itself says it must not do, and
this whole ground is so opposed to the generally accepted
theory upon which patented articles have been hought and
put into use, and to the whole theory of the patent law,
which purports to insure full protection for the exclusive use
of the invention during the life of the patent, that it seems
incomprehensible that the view of the Indinna court can be
correet, :

In consequence of this decision the Central Union Com-
pany i obliged to close its exchanges in the principal cities
and large towns ; there seems to be no other course, unless
the company is willing to do business at a heavy loss, until
the rate law can be repealed. The public will necessarily he
put to serious inconvenience, and the Telephone Company is

helpless to give relief. In Ohio and New Jersey, similar



21
bills which were before the Legislatures of fhose States
have been rejected or postponed, and we have every con-
fidence that the smme result will be reached in several other
States, including Massachusetts, where the same legislation
has been attempted,

The Indiana cnse is to be appealed to (he United States
Supreme Court, and the vesult will be awaited with anxiety
by many others than those interested in telephone property.
If the States possess such right as is claimed by the Indiana
Court, the motive of public policy should still operate against
its exercise,  Why should the telephone business be regu-
lated as to price more than other industries? The reasons
offered ave that telephone companies arve monopolies, and
that they have been granted certain privileges of location ;
but as they ave monopolies only by virtue of the patent sys-
tem, which is everywhere accepted as a part of our public
policy to which all the States are committed, no State in
fairness ought to destroy that which this patent system has
created, and the privileges of location which have heen
granted them are so precavious, that suflicient obstacles are
alrendy placed in the way of conducting their business,
by their being obliged to put their money into plant of such
uncertain tenure,  Sound publie policy is surely ngainst the
regulation of the price of any class of commodities by law.
If it is admitted with telephones, it may presently be pro-
posed for anything else which the public wants,

In the discussion of this matter, the civeumstances that
these patents are property bought and paid for, seem often
to be wholly overlooked by those who are proposing to dis-
tribute the benefits of the telephone to the public. It is the
buyer using his majority vote to fix prices, without reference
to the vights of the seller. It is often asserted that tele-
phone rates are too high, but the assertions are unaccompanied

by uny proofs, and those who make them do o without that
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knowledge of the business which is necessary to a fair judg-
ment.

As the stockholders generally have not been able to ac-
quaint themselves with these matters, it may not be out of
place to say a few words about this question,

Had an offer been made in the first place to put a wire, a
switch apparatus and operators, day and night, at the service
of each subseriber, and to charge not over five cents pen con-
nection within usual exchange limits, can it be doubted that
such a charge would everywhere have been accepted as mod-
erate? In fact the cost to the subseriber for exchange ser-
vice varies from two to seven cents per connection, according
to amount of use and quality of service required, and the
average is not far from four cents.  The price of connections
from one exchange to another ig from ten cents upwards,
according to distance, which compares most favorably
with telegraph messages, since immediate responge is gecured
and a conversation of three minutes or even more, allowing
the exchange of several hundred words, instead of the ten-
word message of common use in telegraphy, with consider-
able delay in getting replies. A telephone subscriber’s wire,
too, is used on an average but about five times a day. and
must be maintained in idleness the rest of the time, while a
telegraph company only maintaing as many wires as it expeets
to keep busy. In Boston and its branch offices alone, for
example, the Telephone Company maintains 4,565 miles of
wire, which are mostly in idlencss nine tenths of the time.

Different qualities of telephone service arve just as neces-
sary as different qualities of clothing, food, or railroad service,
and prices of telephone exchange service must vary as surely
ag prices of other commodities, unless cities are willing to con-
tent themselves with the kind of equipment and service
which answers in a village, which they are not. In a small
town one can only reach perhaps one to two hundred persons,

|
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in a city ag many thousand ; this is worth the difference,
especially since the apparatus must be much more costly
throughout,

It is naturval that the fact that the price of telephone ser-
vico increases with the number of subscribers, instead of
decreasing, should not he understood by those outside of the
business ; and perhaps if the practice of charging in propor-
tion to the number of persons reached, in other words, in
proportion to the facilities placed at the disposal of a sub-
geriber, had been adopted, the reason for the increase in
price would have been easier to comprehend.

The calls increase very rapidly with the increase of sub-
geribers, and this means more operators in proportion, and
the operators arve a large part of the expense.

If those who are interested in this problem would study
it out with the assistance of practical telephone men, instead
of nssuming that all telephone managers are trying to de-
ceive, the matter would become much bettor understood.

Regarding this whole attempt to restrict or harass tele-
phone companies by attacks, such ag have been common in
State legislatures of late, it may be said that there is prob-
ably in the public mind a general misunderstanding of the
questions involved,

The facts that control telephone expense are ns yet imper-
feetly understood by even the best telephone men, and they
are constantly perverted by persons who have adverse inter-
ests, or who for improper purposes have instigated legisla-
tive attacks upon telephone companies,

The telephone gituation is worthy of more careful attention
than it has received at the hands of the publie. Tts features
are peculiar, and the development of telephone facilities is
certainly of high importance to our people.  Although in
the ten years that have passed since the invention became
public, 156,000 miles of telephone wire have been buill,
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over which 275,000,000 communications now pass annually,
we are in reality only at the threshold of the business. It is
posgible already to tallk with ease between Boston and Phil-
adelphin oyer omr experimental wire, yet the connection of
our principal cities and large towns by thoroughly practica-
ble telophone systems hag, in fact, only been begun.

With the improvements which ave rapidly coming into use,
the aim must be nothing less than to provide a complete
working system throughout the United States, which will give
facilifies for instant conversation between all points within
many hundred miles of each other, such as is now possible
within the limits of a single exchange. This cannot be ne-
complished by competing companies, each reanching only part
of the persons wishing to become subseribers to such a sys-
tem. The service is divested of half its value the moment
half the people retire to a second sygtem, and of much more
should there be still further subdivision., In other words,
the value of the thing consists in placing each person in the
same system with each other one, and this can only be done
under one general plan.

The contracts which we have made with onr licensees are
all shaped with thiz complete general telephone service in
view, For purposes of intercommunication between exist-
ing smaller systems, it is arranged that all shall work to-
gether, and the fact that the telephone companies through-
out the land have been held under such a general plan by
the force of a government patent, has been and is of the
highest importance to the public, for in no other way could
even the present condition of telephone development have
been reached g0 soon, or without great confusion among com-
peting companies and the multiplication of the wire nuisance,
which would have been intolerable,

To any one who will think what it would mean if instant
verbal communication could be had by any person here with
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every ciy and town in New IEngland, and as far as Phila-
delphia, perhaps even Waghington and Chicago, with simi-
lar facilities in all parts of the country, it must be clear that
this is something well worth the risk of money, thought, and
labor by the companies; well worth encouragement from
the people, The work that has been done is at least some
guaranty of what will follow, if the protection promised by
our patents is not interfered with. The public is ripe for
the nse of such a convenience, the inventive talent of the
country is providing new methods for making it available ;
will the legislatures interpose to prevent all progress,
through misconception of the problem, or because misled by
interested parties?

What has already been accomplished has been under
every discouragement that can be thrown upon a property
resting on patent rights. But a small percentage of patented
inventions prove valuable, and all such are usually compelled
to run the gauntlet of lawsuits from pretenders, so long as
their patents live. Capital, therefore, is timid about such
investments, and nothing but the expectation of large tem-
porary returns will bring it out for the development of a
business like this.

While it is true considerable returng have been received
upon our property since 1883, it is equally true that for
years we were without dividends or other income from our
investment ; our patents have but seven years more fo run,
and we are still working, as always before, under a heavy
fire and an expenditure for defence which nothing but a
prospect of liberal returns would, for a moment, justify.

To undertake such a work as has just been outlined, large
sums are required for construetion. It ig within the power
of State legislatures to so alarm capital that might be
attracted to such a business, that it would be wholly useless
for a time to attempt any important work of the kind sug-
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gested.  The afttack upon rates is one of the most direct
methods of removing all inducement to extend telephone
facilities ; but, even if the right to absolutely regulate this
matter were conceded, the question whether the few thou-
sand persons, who now are connected with telephone
exchanges, shall have telephone service a little cheaper than
at present, is of trifling importance to the country, com-
pared to the completion of a telephone system adequate
to the needs of the whole people.

The directors feel that the outlook ahead is promising, that
there is good prospect of an early favorable termination of
our most important snits, and strong reason to hope that
further unjust legislation will not be seriously attempted, so
that we may look forward to an opportunity to devote our-
selves to the extension and completion of our telephone
work.

For the Directors,
W. H. FORBES,
President.
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LEDGER BALANCES, DEC. 31, 1885.

DEBTORS.

Telephones . : - . $5690,722 20

Stocks . y / . 22,611,859 08
Merchandige and Machinery . 18,962 56
Bills and Accounts Receivable . 450,181 90

Cash and Deposits | ‘ : 997,728 52

CREDITORS,
Capital Stock . ) 3 3 $9,802,100 00
Bills and Accounts Payable®* . 522,985 65
Patent Account (Profitand Loss) 9,093,755 18
Profit and Loss : - . 3,887,805 b6
Reserves . ' ; : : 208,547 81
Surplus . : . ' : 1,204,120 01

$24,669,404 21 $24,669,404 21

* Of this nmount, $504,008 is the dividend payable Jan, 15, 1888, to stockholders of record
Daoe. 81, 1885,

WM. R. DRIVER, e
Treasurer.
Bosron, March 80, 1886,



Comparative Statement of Earnings and Expenses.

EARNINGS,

1884,
(12 MONTHS,)

Rental of Telephones . A . $1,9566,418 28
Sales of Instruments and Supplies 7,282 91
Dividends . . ' : . 475,401 95
Clommission from Extra-territorial

and Branch Lines . § A 69,186 90

Com’s'n from Telegraph Business . 18,236 82
Interest . . q - - 48,608 46

Miscellaneous . A X ¢ 8656 97

82,670,281 29

EXPENSES,

Exptnges of Operation . . $226,210 79
Legal Expenses 3 : ’ 158,795 18
Interest and Taxes : : y 40,922 63
Depreciation . s 5 A 4,098 24
Commission . : ; - ; 401,204 83
Royalty : . : : 3 15,000 00
Rental Concessions (6 mos,) ;

§841,281 67

Net earnings i : 3 . $1,729,049 62
Mise. Items to Surplus Account . 58,660 82

$1,787,609 84

Surplus Account, Dec. 31, 1884 . §1,057,112 43
Net Earnings of 1885 . : . 1,798,196 48
Miscellancous Items . . . 16,800 00

Regular Dividends in 1885 . . $1,170,192 00
Extra Dividends in 1885 . y 392,044 00
Reserved for Depreciation of In-

struments 3 . : 100,752 90

Surplus Acconnt, Dee, 81, 1885 e

1885,
(12 MoNTNS,)
$2,026,598 58
2,676 18
597,469 99

75,878 96
15,388 05
39,812 79

8,260 63

2,765,884 98

$220,726 25
210,614 82
88,877 42

896,650 72
12,628 74
98,796 00

$972,688 45

$1,708,196 48
16,800 00

$1,800,996 48

$2,867,108 91

1,662,988 90
$1,204,120 01



REPORT OF AUDITING COMMITTEE.

Bosron, July 24,785,
W. H. Foreus, Kaq.

President, ete.
Dear Sir,—1 herewith encloge the report of the Accountant
employed to examine the books & acs. of the American Bell jTel.
Co., to July 1st,

Rosp'ly yours,
W, G. SALTONSTALL,
Com'tee on Aes. 7]

Bosron, July 23, 1885,

I hereby certify that I have examined the books and accounts of
the American Bell Tolephone Company for the six months ending
June 80, 1885, and have to rveport that I have verified the cash
bools, ita debits and credits, the rentals, pay rolls, journalizings,
stock ledger, stock investments, bills receivable, bank accounts and
eash on hand.

Have found everything in connection with the above eorrect ; the
disbursements ag entered in cash book sustained by approved
vouchers, the certificates of stock investments and bills receivable
which the ledger calls for are on hand or properly accounted for,
and the books are accurately kept.

CHARLES T. PLIMPTON,
Accowntant.
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Bosrox, Jan. 18th, /86.
Wwum. H. Forbrs, Isq.

Pres't Am., Bell, Tel. Co.;

Dear Sir,— Hevewith pleage find the report of the Auditor
employed by me to examine the books and accounts of the Am.
Bell Tel. Company, for the six months ending Dec. 31st., 1885,

Respectfully yours,
W. G. SALTONSTALL,
Com’tte on a/es.

Bosrox, Jan. 13, 1886

1 hereby certify that I have examined the books and accounts of
the Treasurer of the American Bell Telephone Co. for the six
months ending December 81st, 1885, and have to report that I
have verified the ecash book, its debits and credits, the, rentals,
commission, concession accounts, pay rolls, journalizings, stock
ledger, stock investments, bills receivable, trial balanees, bank
accounts and eagh on hand,

Have found cverything in connection with the above correct ;
all dishurgements of cagh gustained by approved vouchers, and the
cerlificates of stocl investments, and the bills receivable which the
ledger calls for are on hand, or properly accounted for and the
books accurately kept.

CHARLES T. PLIMPTON,
Accountant.
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