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MEMORANDUM

The Federal government is concerned with development of the

Nation's communications capabilities in many ways: as custodian of

the public interest; as regulator of radio spectrum usage; and as a

major user of communications services for national security, public

safety, and other governmental functions. To be consistent with

these responsibilities, national communications policies should assure

that new communications services and lower-cost facilities are

authorized in a timely way as they are developed and become

economically viable.

Federal policy on domestic satellite communications has not

met these tests. The Administration is concerned that the delay

not be prolonged and that the policies adopted reflect all important

dimensions of the public interest, including the international aspects

of geostationary geostationary orbicresources. Based on our review of relevant

technical and economic factors and public interest considerations/

the Administration offers the following comments and recommendations

to the Commission.
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Public Policy Objectives

In telecommunications, the government's responsibility to

safeguard and promote the totitil public interest involves primarily

the encouragement of reliable communications services for public,
A

business, and government use at reasonable ratesian.d the assurance

of a healthy environment for continuing innovations in services and

technology. This general goal must, of course, be made more

specific for particular policy issues.

In our review of the domestic satellite issue, we have

concentrated on the following p4114.14epoitipay objectives:

-- assure full benefit to the public of the economic and service

potential of satellite technology.

-- insure maximum learning about the problems and possibilities

of satellite services.

-- minimize unnecessary regulatory or administrative impediments

to technological and market development by theiprivate sector.

-- encourage more vigorous innovation and flexibility within the

communications industry to meet a constantly changing spectrum

of public and private communications requirements at reasonable

rates.
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-- discourage anti-competitive practices — such as discriminatory

pricing or interconnection practices and cross-subsidization

between public monopoly and private service offerings -- that

inhibit the growth of a healthy structure in communications and

related industries.

- -
The Technical Framework

The establishment and operation of domestic satellite

communications facilities is technically feasible within the present

state of the art, and readily foreseeable technological advances will

further enhance this capability. Technical considerations, such as

maximum utilization of the radio spectrum and compatibility and

/1.44.4
interconnectribility among systems, iacckpert-e–rntrrimeci constraints

on policies governing the ownership or mode of operation (single

or multi-purpose) of domestic satellite communications facilities.

‘though of great importance in the detailed engineering, operations,

and economics of specific systems, these technical consideratinns

can be dealt with effectively under any foreseeable ownership

arrangements.

The issue of radio resource scarcity for satellite communications

has been overstated to a significant degree. While the communications

capacity of this resource is undoubtedly finite, the ability to

441.
accommodate additional radio services 6.144.-13e greatly expande.14e
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through administrative, technological, and operational innovation.

For example, the Commission may wish to establish a minimum

acceptable earth station antenna diameter in order to ensure
.1

immediate capacity for a particular number of satellites.

Since some of the orbital opaee and associated spectrum

usage of interest for tf. -dterriiestic satellites might also be of eflid 

tt to other western hemisphere nations, a question of US

monopolization could conceivably arise. However, simple even

10 to 12 (US. domestic satellites (a high estimate of likely early

system development) would represent only a small fraction of the

number which could be accommodated for western hemisphere use,-
44,.006th

thirs is not expected to/a problem at this time. As demand for

satellite communication expands, it may become necessary to

evolve additional international coordinating mechanisms; even this

would likely involve the establishment of appropriate technical

standards rather than the rationing of orbital positions.

Zlit / 9 / 1Ne i(J 41
444+ Co-,41'-'4 •

The Economic Framework

The most immediate potential for domestic satellite

communications seems to lie in long-distance specialized transmission
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services — such as one-way distribution of radio and television

programs, two-way exchange of high speed data or other wide-

b.nc.1 signals' among thinly dispersed users, etc. Common

.carriers have informed us that thC routine transmission of public

message traffic does not appear economic for satellites at

pres ent.

In the absence of clear economies of scale and overriding

public • terest considerations to the contrary, ekw• econom

on competitive private enterprise rather than regulated monopoly to

-assure technical and market innovation, long-run optimum use of

resources, and industry flexibility. These are all conditions ifoitieit

4rypiee411Tirre higher-quality, lower-cost services."-clo-r-

At this Stage Of dornestic satellite planning, it is not possible

• to identify major 'economies of scale. Rather, it appears that

a diversity multiple satellite system' as well as multiple earth
•

. stations will be required to provide a full range of domestic

. services.
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Further, we find no public interest grounds for establishing

a monopoly in domestic satellite communications. The provision of

specialized transmission services and the carriage of bulk message

traffic is quite different in character from the provision of switched

public message service upon which much of our monopoly theory

of telecommunicitions regulation is based. Competition in the offering

of satellite services appears to hold forth greater benefit to the

public than would a single chosen instrument.

Detailed regulation of service rates and commercial rates

of return are similarly predicated on natural monopoly conditions.
44 ,4444•1^"444:j •
luch conditions should not exist with domestic satellite communica-

tions in the immediate future. Not only is competitive entry possible

but terrestrial communications pricing would act as an upper limit

on prices chargeable for satellite services. In these circumstances,

competitive pressure, rather than regulatory constraints, should be

permitted to limit rates for specialized services via domestic

satellites.

The historical development of telecommunications policy,

regulation, and industry structure has resulted in a blurred

distinction between public and private interests. A confusing patch=

work of cross-subsidization between public message and specialized

service offerings has become the norm rather than the exception.

It is therefore possible that satellite services could, through cost-

A
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reducing innovation and competion, cause some existing services

now surviving on a cross-subsidized basis to become uneconomt)

',Even if the benefits of such cross-subsidization accrue to

the public users 4ather than to private service offerings,kiere
seems to be no merit in protecting suppliers of such services from

fair competition. Should such competition result in curtailment of

some public services that are necessary as a matter of public policy,

a direct public subsidy to continue such services would in most cases

be less costly to the public than forced cross-subsidization ear (01-4

restraint of aoncipetizax competition.

Recommendation

Government policy should encourage and facilitate the

development of commercial domestic satellite communications systems

to the extent that private enterprise finds them economically and

operationally feasible. We find no reason to call for the immediate

establishment of a domestic satellite system as a matter of public

policy. Government should not seek to promote uneconomic systems,

to dictate ownership arrangements, nor to force coordinated planning

or operation of such facilities except as essential for the avoidance

or harmful radio interference. In particular, it should not require

as a condition of authorization the creation of or participation in

joint planning forums among prospective operators, users, or

suppliers of such facilities.
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Basic policies governing the establishment and operation of

domestic satellite communications facilities should be essentially

the same as those for terrestrial facilities. Subject to appropriate

conditions to preclude harmful interference and anticompetitive

practices, any financially qualified entity should be permitted to

establish and operate domestic satellite facilities for its own needs;

join with related entities in common-user, cooperative facilities;

establish facilities for lease to prospective users; or establish

facilities to be used in providing specialized-carrier services on

a competitive basis. Subject to the constraints outlined below,

common-carriers should be free to establish facilities for either

switched public message or specialized services, or both.
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The number or classes of potential offerors of satellite services

should not be limited arbitrarily. Nor should there by any a  priori 

ranking of potential types of systems (common-carrier vs. specialized

carrier vs. private; or satellite vs. terrestrial). Only in the event

that specific applications pose immediate and irreconcilable conflict in

the use of radio and orbital resources mould an a priori public interest

exclusion of proposals be warranted. In particular, the potential

economic impact of private or common-userAsystems on terrestrial

common carriers or specialized carriers should not be afactor in

the authorization of such systems.

During this period, the Commission could use its existing authority

under the Communications Act of 1934 to prevent unjustified rate

discrimination. Subsequently, the Commission should review the

industry structure and service offerings to determine whether any

monopoly conditions exist that warrant rate regulation for specialized

satellite services. To avoid restraints on competition, the opportunity

to participate in common-user satellite systems should be open without

discrimination to all.pRte,ntial users of similar services.

All prospective entrants should be ensured equal opportunity to

establish and operate domestic satellite communications facilities by

adoption of the following guidelines:

(1) Facilities to be established by independent entities for theirde,
own use shouldAdamiiii showing of economic viability or optimization,A
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nor should the potential economic impact of such operations on common

or specialized carriers be weighed in the authorization of such facilities.

(2) Facilities to be established as part of a common user cooperative

system Eould be authorized in accord with the same principles as for

.
fully independent facilities. However, to L.,..i.

s ro, Art ..0.4",..govi
restraint ecompetition, the

A 
044410.erf all potential users oftiliite services

to paagicipate without discrimination in such cooperatives should be made

a condition of their authorization.

(3) Facilities to be used by specialized carriers (i. e., carriers
fi

having no monopoly over switched public message services) should be

authorized under essentially the same terms and conditions as private

or common user facilities. Furthermore, such specialized carriers

should not be constrained to serve as a "carrier's carrier" nor to

share ownership of either space or earth station facilities with other

carriers, common:xcialized. Specialized carriers should, however,

be required to serve 4410be us er sAtilike equal rates and on a nondiscriminatory

basis.

(4) Facilities to be used by common carriers solely for the

transmission of switched public message services should be authorized

unde r the same terms and conditions that apply for terrestrial radio

facilities. However, facilities to be used by such carriers in the

4
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transmission of specialized message services should be authorizedLit
only after a determination

/4
on each application, based on public

evidentiary hearings. that no cross-subsidization would take place in

either the development, manufacture, installation, or operation of

such facilities. This should not be interpreted, however, to preclude

the legitim&te economies of joint-use facilities.

(5) The use of leased facilities (satellites and/or earth stations)

should be considered under the same terms and conditions as owned

facilities, with the responsibility for adherence to these conditions

resting with the lessee.

(.6) Local communications common carriers should be required

to provide leased interconnection services for user access to earth

stations, with re,4Agkle rates and without discrimin)tion.
9

tro..0,44 vi('r) -
It is mostilmpoTtanrthit the establishment and operation of domestic

satellite communications facilities be con s istent with our obligations

and commitments to INTELSAT and to the International Telecommunications

Union, with other foreign policy considerations, and with national

security communications planning and requirements. With respect

to INTELSAT, it is particularly important that domestic systems not

threaten the operational integrity or economic viability of the global

services provided through this system. We are satisfied that domestic

satellite communications facilities authorized in accordance with the
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preceding recommendations will meet all these conditions. We further

see no reason why the Communications Satellite Corporation,

established by Congress as the chosen instrument for U. S. participation

in INTELSAT, should not be permitted to compete for domestic satellite

service on an equal basis with other U. S. corporations.



MEMORANDUM

THE WHITE HOUSE

WASHINGTON

6S11%.

-4/-6141, A.A)let4- ‘A-1/L41-6120 -16 aA)-e Ov‘, rrt-A3L1

0-4 (12-ewvv2.40 •e•-tt"J21-4a, MA-ale tea,e 64vt4A-k-thHO,

PVta et'L,L fLt,

i4LA)4 t)J2-Qt. 
'1!:(1A"i

JL,.,_,, ,,,,,_,,, ,A,z,_, e-Th,.>L"..--flijii:H -7
,

LW„ubL,...1.-
A.,-.4.1.4 i

, •c.,....4)) ,tr.r2- ° •

saz4 vlitziv,u-gLe i 2 , (b.„ ,b1-cr-g,  
AA---J-cL:- 4t)2k-12-" t'll' /Yr " l'a ''''''4 aLt /uAi4
p ,, A, bAtteh efA.4 —(64r---- 4-, 7-,,:,- 4, 4„.,..„,..4,E,„,,-rp .„„cy.,,,,,,,„.t.L..,_, .4..., -A.,

4A-1-1

0-6(141, )ic,a2,44,

raft-rift) aikik
--ite 4-64A-4

A,04.0
)344-u-k 4„04

ai, ,tii.A.,,,-1, 4_14, 41-4f2bL ,c,)14t.

a. Axii,a-4,4

f 4-6Z r-,:a 42s-c.:=.6 '.k Arz_42A1y Y44.4- v44--‘4, -r-A,
,. , A-ti wvtAA:J2,1, .,;ei.,,,,,6-.1 -b A.Li,Soso-t ov-At oci-6-J-d-1;-A L-4c

11-11-d'---4 t'‘'ddt-i° 24.A 6

0 44-041 0-41,, e t4rem-
A,,,Li ii-ets-tp i (



THE WHITE HOUSE

WAS

• December 18, 1969

MEMORANDUM FOR

Mr. Peter Flanigan
Dr. Lee A. DuBridge
Mr. Paul McCracken
General George A. Lincoln

_
As you know, we have been reviewing the issue of what the
government's policy should be with regard to the use of satellites
for domestic communications services. A working group was
established in August to review the economic and technical con-
siderations; a summary of those reports is attached. Also
attached is a proposed memorandum for the FCC stating the
Administration's policy recommendations. I would appreciate
your comments as soon as possible since we would like to plan
for release as soon as possible. The working group made no
recommendations because of factors other than economic and
technical considerations needed to be considered in formulating
policy. These are discussed below:

Social, economic, and national security objectives

Our economy and our society are becomingly increasingly dependent
on telecommunications. The telephone, television and radio, and
now data communication, are an integral part of our commercial
and social way of life. However, apart from the content of public
broadcasting, the government's prime concern is that the telecom-
munications industries operate efficiently, do not engage in
discriminatory or other anticompetitive practices, do not realize
excessive monopoly profits, and vigorously pursue innovations in
lower-cost technology or new services. Apart from government-

----owned telecommunications facilities, the national security interest
implies the same objectives.

There are, of course, specific objectives the government may
declare as with any industry. For example, it has always been
government policy to encourage widespread access to telephone
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service and to broadcast stations; .hrid the military services may
require particularly reliable, redundant, or survivable communica-
tions capabilities. No such special objectives appear at this time
to suggest negating or compromising the basic objective of a
healthy and vigorous industry structure for domestic satellite
services.

INTELSAT and other international considerations

The prim'ary consideration with respect to INTELSAT is that the
'economiC viability of the global system not be jeopardized and that
the announcement of a U.S. policy at this time not upset our
negotiations on permanent arrangements for the INTELSAT con-
sortium. While it is true that a domestic U.S. system would take
away some traffic between the Mainland and Hawaii, Puerto Rico,
and later Alaska, this is not sufficiently large to impair the
economic strength of INTELSA T especially in view of the growing
demand for international communications. Further, Governor Scranton,
who heads the U.S. Delegation to the INTELSAT Conference, does not
feel the proposed domestic satellite policy will cause any problems
in our negotiations; to the contrary, it may be of some assistance.

National interest in an early system

There is some concern in Congress that we should be the first
nation, or at least among the first, to use satellites in domestic
communications. While national pride and prestige arc important
considerations, there are important reasons why they should not
dominate in this case. (1) We should not impose such objectives
on the domestic economy unless a significant national interest is
to be served; this does not appear to be the case here. (2) The
United States enjoys particularly sophisticated, reliable, extensive,
and low-cost terrestrial communication facilities; satellites may
well be economically useful in less well developed or more sparsely
settled nations before they are in the United States. (3) The United
States and other nations already use INTELSAT satellite services
for domestic traffic, and the United States already benefits from the
prestige of having developed satellite communications technology
and the INTELSAT system.
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The desirability of competitive forces 

The telecommunications industry is in transition from a relatively
small and self-contained industry dominated by the provision of
switched public message (telephone) service on a monopoly basis to
a large, rapidly changing industry providing a wide range of economically
and socially important services. Regulatory policies and the industry
structure are heavily oriented toward centrally planned, often
monopolistic, operations. There can be no argument that the past
performance has on the whole been superb. However, the rapid
technological, social,and economic change surrounding the industry
is causing problems. There are increasing numbers of specialized
service demands and of potential suppliers eager to meet those demands.
It is very difficult, however, for the FCC in spite of its fine staff to
keep track of and be responsive to such rapid change within the past
framework.

There can be no abdication by the FCC of their regulatory responsi-
bilities and no untrammeled competition that would be detrimental
to the public interest. But the public interest is also damaged by the
inability of the Commission to deal decisvely with these problems
in the traditional manner of highly centralized planning and negotiated
compromise. We must move incrementally toward more competition
in the communications industry; a good place to start is with a wholly
new technology that is largely separable from the provision of public
message service.

Effect on existing services 

There is no immediate threat to any cross-subsidized services from
satellite systems per se. It is possible, however, that a new data
communications network could compete vigorously with Western Union
in the provision of teletype service. Should Western Union lose much
or all of this business, the viability of the public telegraph service
would be in question. Such a situation should be dealt with on its
merits only after it proves to be a problem; it should not be an
a priori consideration in precluding competition.

Clay T. Whitehead
Staff Assistant
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SUMMARY OF ECONOMIC AND
TECHNICAL COMMITTEE REPORTS

DOMESTIC SATELLITE WORKING GROUP

The Working Group has limited its deliberations to technical and
economic issues bearing on domestic communications satellite
policy. Before formulating such policy, other matters must also
be considered. Among these other considerations are:

- the impact on social, economic, and national
security objectives;

- the impact on INTELSAT and other international
considerations with regard to orbital and spectrum
usage;

- the importance to the national interest of early
establishment of a domestic satellite system;

the desirability of introducing competitive forces
into the domestic communication industry and the
effect of such forces on rate making practices now
pursued in landline services;

- the effect on services now being furnished by
terrestrial means, but which may not be economically
viable under conditions of competitive alternatives
since they are currently subsidized by more profitable
services.

The report is considered to be a sound basis for policy decisions
insofar as technical and economic matters are concerned.*
However, since no examination of the problems beyond these areas
was undertaken, no recommendations with respect to policy are
offered.

* However, not all members of the technical committee agreefully with the economic committee's analysis, so that thiscomposite summary does not necessarily represent a unanimouspoint of view of all members of the working group.

OFFICIAL USE ONLY
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The Technical Framework 

The establishment of U. S. domestic communications satellite

facilities is technically feasible within the present state of the

art, and there are spectrum and orbital resources available to

accommodate several Western hemisphere satellite systems

within the presently allocated 4 and 6 GHz bands. At least one

transmit/receive earth station can be located in or near most

urban areas, although the most suitable locations may be a

number of miles from dense communications centers. A larger

number of receive-only stations can be located in proximity to

urban areas, particularly if some degradation of signal quality

is not important. The exact number and location of earth stations

is a subject for detailed engineering on a case-by-case basis.

Radio relay networks and satellite earth stations can share the

4 and 6 GHz frequency bands without harmful interference, pro-

vided reasonable precautions are taken in the design, location,

and operation of the systems. To permit a large number of

satellites, it is desirable that earth station antenna be as large as

economically feasible. It, therefore, may be necessary to set

minimum antenna standards based on geographic location in

conjunction with satellite orbital location.

Technical considerations place no serious constraints on the

formulation of policies for the ownership or mode of operation

(single- or multi-purpose) of domestic communication facilities.

Though of great importance in the engineering, operations, and

economics of specific systems, these considerations can be dealt

with effectively under any reasonable ownership structure.

The Economic Framework 

The most immediately apparent potential for domestic communica-

tion satellites is to provide transmission and routing functions for

long-haul television distribution. A second possibility is to provide

highly specialized broad band services for thinly dispersed and

highly specialized broad band users.

Several institutional arrangements for satellite service were considered.

The two primary alternatives were: 1) a single system in which all

satellites are established and managed by a chosen instrument, for

which relatively detailed system characteristics and operating rules

would be specified by the FCC and to which conventional regulatory

OFFICIAL USE 'ONLY
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constraints would be applied; and 2) a more flexible industry
structure permitting relatively open entry and where government
involvement in technical design, operations, and management would
be minimized.

These two basic options were evaluated from the standpoint of
maximum contribution to the public interest in reliable, 'low-cost
telecommunications services. Five criteria were used for this
purpose: reasonableness of rates; service flexibility; technical
and service innovation; efficient use of satellite facilities and radio
resources; and new opportunities for learning.

1) The U. S. experience is that with multiple suppliers, com-
petitive market forces tend to keep rates at reasonable levels. Even
in regulated industries, competition has been a useful complement to
regulation. The lack of evidence for economies of scale in satellite
service and the competitive availability of large capacity, low-cost
terrestrial networks suggests that excessive rates would be both
unlikely and untenable under conditions of open entry. On the other
hand, a chosen instrument would receive close scrutiny by the
regulatory authorities, and it could be expected that rates allowed
would restrict earnings to a reasonable level.

2) A large organization has greater resources and capability
for service flexibility than a small organization. Yet, several
smaller organizations may be more responsive to customer needs
than a single large organization; this is especially true in areas of
rapid technological and economic change. It is also true that the
mere opportunity for competitive entry will provide incentives for
initial entrants to explore new services that they otherwise might
ignore. Unless the only entrant is a dedicated television distribution
system, therefore, the competitive entry option can be expected to
offer the greatest flexibility in meeting customer demands.

3) Technical innovation is more likely to occur where there
are several competing manufacturers, and this is in turn more
likely to occur with multiple operating entities than with a single
chosen instrument. A chosen instrument may well be very innovative
in offering new services, yet there is somewhat more opportunity
for new services to be offered when entry is not sharply restricted.

OFFICIAL USE ONLY
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4) Efficient satellite use requires both economic efficiency
and efficient use of orbital and spectrum resources. Since there
does not appear to be evidence of strong economies of scale or of
specialization, either of the two options appear comparable in
terms of economic efficiency. The type of regulatory control
associated with a chosen instrument might avoid wasteful use of
orbital capacity; and the current state of the art is such that
reasonable standards for earth station and satellite design could be
specified by the FCC to assure that the same result is achieved under
conditions of open entry. The development of an open entry structure
would be well suited to the transfer of systems and spectrum resources
to more productive uses in the future without detailed Federal inter-
vention in corporate operations that would be required with a single
chosen entity.

5) A final objective of a domestic satellite policy is to
increase learning about possible uses, costs, and services. A
chosen instrument could be assigned certain public interest responsi-
bilities to explore and offer potentially unecomic services and to carry
on technical research. However, the primary uncertainties relate
to cost and to market and service innovations. The incentives pro-
vided by competition among a number of entities are expected to result
in a more vigorous examination of these uncertainties than would be
expected from a chosen instrument.

Under either of the two basic options considered here, the FCC will
exercise its licensing authority over spectrum usage. Interference
with existing terrestrial microwave installations represents a potential
problem area for any prospective domestic satellite operator, and
future satellite systems may cause interference with one another.
Procedures for resolving differences over interference questions
between satellite services and terrestrial carriers should receive
careful attention. Satellite operating entities should have equal
status with respect to access to radio spectrum as the terrestrial
users.

Under either policy option, a potential exists for cross-subsidization
of services and for limiting entry through interconnection and
access restrictions. Such practices could result in inequitable
rate structures or anticompetitive practices and should be minimized.

OFFICIAL USE ONLY
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As previously noted, technical considerations appear to pose
no serious constraints to the adoption of either of the two basic
policies examined in the economic study. The economic con-
siderations appear to favor the competitive entry option although
the chosen instrument option is also viable should public policy
considerations suggest that course is preferable. Although
there are substantial uncertainties as to the economics and
technical operation of dome stic communication satellite services,
these are not so great as to justify any delay in proceeding with
licensing of such services. For this reason, it may be desirable
to adopt a policy on an interim basis with subsequent review in the
light of actual experience.

OFFICIAL USE ONLY



THE WHITE HOUSE

WAS H I N GTON

December 18, 1969

MEMORANDUM FOR

Honorable Dean Burch
Chairman
Federal Communications Commission

The Federal government is concerned with development of the
Nation's communications capabilities in many ways: as custodian
of the public interest; as regulator of radio spectrum usage; and
as a major user of communications services for national security,
public safety, and other governmental functions. To be consistent
with these responsibilities, national communications policies should
assure that new communications services and lower-cost facilities
are authorized in a timely way as they are developed and become
economically viable.

Federal policy on domestic satellite communications has not met
these tests., The Administration is concerned that the delay not
be prolonged and that the policies adopted reflect all important
dimensions of the public interest, including the international aspects
of geostationary orbital and radio resources. Based on our review
of relevant technical and economic factors and public. interest con-
siderations, the Administration offers the following comments and
recommendations to the Commission.

Public Policy Objectives

In telecommunications, the government's responsibility to safeguard
and promote the public interest involves primarily the encouragement
of reliable communications services for public, business, and
government use at reasonable rates, and the assurance of a healthy
environment for continuing innovations in services and technology.
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This general goal must, of course,' be made more specific for
particular policy issues. In our review of the domestic satellite
issue, we have concentrated on the following objectives:

-- assure full benefit to the public of the economic and service
potential of satellite technology.

ins.ure maximum learning about the problems and possi-
bilities of satellite services.

-- minimize unnecessary regulatory or administrative
impediments to technological and market development by
the private sector.

-- encourage more vigorous innovation and flexibility within
the communications industry to meet a constantly changing
spectrum of public and private communications requirements
at reasonable rates.

-- discourage anti-competitive practices -- such as discrimi-
natory pricing or interconnection practices and cross-

subsidization between public monopoly and private service
offerings -- that inhibit the growth of a healthy structure in
communications and related industries.

The Technical Framework

The establishment and operation of dometic satellite communications

facilities is technically feasible within the present state of the art,

and readily foreseeable technological advances will further enhance

this capability. Technical considerations, such as maximum utiliza-

tion of the radio spectrum and compatibility and interconnectability

among systems, place no serious constraints on policies governing
the ownership or mode of operation (single- or multi-purpose) of
domestic satellite communications facilities. These technical con-
_siderations, though of great importance in the detailed engineering,
operations, and economics of specific systems, can be dealt with

effectively under any foreseeable ownership arrangements.
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The issue of radio resource scarcity for satellite communications
has been overstated to a significant degree. While the communica-
tions capacity of this resource is undoubtedly finite, the ability to
accommodate additional radio services is greatly expandable
through administrative, technological, and operational innovation.
For example, the Commission may wish to establish a minimum
acceptable earth station antenna diameter in order to ensure
immediate capacity for a particular number of satellites.

Since some of the orbital locations and associated spectrum usage
of-interest for United States domestic satellites might also be
potentially useful to other western hemisphere nations, a question
of United States monopolization could conceivably arise. However,
even 10 to 12 United States domestic satellites (a high estimate of
likely early system development) would represent only a small
fraction of the number which could be accommodated for western
hemisphere use with the current state of the art. Therefore,
orbital capacity is not expected to be a problem at this time. As
demand for satellite communication expands, it may become
necessary to evolve additional international coordinating mechanisms;
even this would likely involve the establishment of appropriate tech-
nical standards rather than the rationing of orbital positions. This
is expected to be a subject for discussion at the 1971 World
Administrative Radio Conference.

The Economic Framework
4

The most immediate potential for domestic satellite communications
seems to lie in long-distance specialized transmission services —
such as one-way distribution of radio and television programs, two-
way exchange of high speed data or other wideband signals among
thinly dispersed users, etc. Common carriers have informed us
that the routine transmission of public message traffic does not
appear economic for satellites at present. For the foreseeable
future, satellite communications systems will require large initial
investments, careful technical and economic planning, and complex
technical management capabilities. The extensive., reliable, and
low-cost terrestrial communications network in the United States
make domestic satellite systems competitive only where their unique
capabilities offer significant advantages over terrestrial transmission.
For all these reasons, we expect the initial number of potential
offerors of domestic satellite services to be small.



In the absence of clear economies of scale and overriding public
interest considerations to the contrary, the American economy has
relied on competitive private enterprise rather than regulated
monopoly to assure technical and market innovation, long-run
optimum use of resources, and industry flexibility. These are all
conditions this Nation has found to encourage higher-quality,
lower-cost services responsive to consumer demand.

At this stage of domestic satellite planning, it is not possible to
identify major economies of scale. Rather, it appears that a
diversity multiple satellite system as well as multiple earth sta-
tions will be required to provide a full range of domestic services.

Further, we find no public interest grounds for establishing a
monopoly in domestic satellite communications. The provision of
specialized transmission services and the carriage of bulk message
traffic is quite different in character from the provision of switched
public message service upon which much of our monopoly theory of
telecommunications regulation is based. Competition in the offering
of satellite services appears to hold forth greater benefit to the
public than would a single chosen instrument.

Detailed regulation of service rates and commercial rates of return
are similarly predicated on natural monopoly conditions. As just
noted, such conditions should fiot exist with domestic satellite
communications in the immediate future. Not only is competitive
entry possible but terrestrial communications pricing would act as
an Upper limit on prices-chargeable for satellite services. In these
circumstances, competitive pressure, rather than regulatory
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The historical development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distinction between
public and private interests. A confusing patchwork of cross-
subsidization between public message and specialized service offer-
ings has become the norm rather than the exceptiori. It, therefore,
is possible that satellite services could, through cost-reducing
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innovation and competition, cause some existing services now sur-
viving on a cross-subsidized basis to become uneconomic. Even if
the benefits of such cross-subsidization accrue to the public users
rather than to private service offerings, however, there seems to
be no merit in protecting suppliers of such services from fair
competition. Should such competition result in curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy to continue such services would in most cases
be less cdstly to the public than forced cross-subsidization and
'restraint' of competition.

Recommendation

Government policy should encourage and facilitate the development
of commercial domestic satellite communications systems to the
extent that private enterprise finds 'them economically and opera•-
tionally feasible. We find no reason to call for the immediate
establishment of a domestic satellite system as a matter of public
policy. Government should not seek to promote uneconomic
systems, to dictate ownership arrangements, nor to force coordinated
planning or operation of such facilities except as essential for the
avoidance or harmful radio interference. In particular, it should not
require as a condition of authorization the creation of or participation
in joint planning forums among,prospective operators, users, or
suppliers of such facilities.

Basic policies governing the establishment and operation of domestic
satellite communications facilities should be essentially the same as
those for terrestrial facilities. Subject to appropriate conditions to
preclude harmful interference and anticompetitive practices, any
financially qualified entity should be permitted to establish and
operate domestic satellite facilities for its own needs; join with
related entities in common-user, cooperative facilities; establish
facilities for lease to prospective users; or establish facilities to
be used in providing specialized carrier services on a competitive
basis. Subject to the constraints outlined below, common-carriers
should be free to establish facilities for either switched public
message or specialized services, or both.
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The number or classes of potential offerors of satellite services

should not be limited arbitrarily. Nor should there by any a priori

ranking of potential types of systems (common-carrier vs.

specialized carrier vs. private; or satellite vs. terrestrial). Only

in the event that specific applications pose immediate and irrecon-

cilable conflict in the use of radio and orbital resources would an

a priori  public interest exclusion of proposals be warranted. In

particular, the potential economic impact of private or common-user

satellite systems on terrestrial common-carriers or specialized

• carriers should not be a factor in the authorization of such systems.

During this period, the Commission could use its existing authority

under the Communications Act of 1934 to prevent unjustified rate

discrimination. Subsequently, the Commission should review the

industry structure and service offerings to determine whether any

monopoly conditions exist that warrant rate regulation for specialized

satellite services. To avoid restraints on competition, the opportunity

to participate in common-user satellite systems should be open with-

out discrimination to all potential users of similar services.

All prospective entrants should be ensured equal opportunity to

establish and operate domestic satellite communications facilities

by adoption of the following guidelines.

(1) Facilities to be esiablished by independent entities for

their own private use should be required to demonstrate only the

financial qualifications to implement therr system proposals.

There is no valid public interest requirement in such cases to

require a showing of economic viability or optimization, nor should

the potential economic impact of such operations on common or

specialized carriers be weighed in the authorization of such facilities.

(2) Facilities to be established as part of a common user

cooperative system should be authorized in accord with the same

principles as for fully independent facilities. However, to avoid

restraints on competition, the opportunity for all potential users

of similar services to participate without discrimination in such

cooperatives should be made a condition of their authorization.
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(3) Facilities to be used by specialized carriers (i.e.,
carriers having no monopoly over switched public message services)
should be authorized under essentially the same terms and conditipns
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrier's carrier"
nor to share ownership of either space or earth station facilities
with other carriers, common or specialized. Specialized carriers
should, however, be required to serve similar users at equal rates
and on a nondiscriminatory basis.

(4) Facilities to be used by common carriers solely for
the transmission of switched public message services should be
authorized under the same terms and conditions that apply for ter-
restrial radio facilities. However, facilities to be used by such
carriers in the transmission of specialized message services should
be authorized only after a determination by the Commission on each
application, based on public evidentiary hearings, that no cross-
subsidization would take place in either the development, manufacture,
_installation, or operation of such facilities. This should not be inter-
preted, however, .to preclude the legitimate economies of joint-use
facilities..

(5) The use of leased facilities (satellite and/or earth sta-
tions) should be considered under the same terms and conditions as
owned facilities, with the responsibility for adherence to these
conditions resting with the lessee.

(6) Local communications common—carriers should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful interference between satellite systems
and terrestrial installations should be resolved by the Commission
according to established procedures. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in access to the radio spectrum. Where appropriate,
the Commission should affirm its authority to modify or rescind
the operating rights of established spectrum users (satellite or
terrestrial) where this would not significantly impair the quality
of service or impose undue economic burdens; we believe the
Commission should require compensation of the established users
to be paid by the new entrant in such situations.
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(8) The Commission may wish to establish a minimum
acceptable earth station diameter, such as 30 feet, in order to
accommodate a given number of initial United States domestic
satellites using the 4 and 6GHz spectrum allocations. Although
it is very unlikely that the initial filing period will approach the
limit such a standard would impose, the standard should be raised.
Conversely, if applications were well below this number, and a
reasonable case were made on economic and operational grounds,
the standard could be released in specific cases. To the extent
possible within the state of the art, the satellite antenna radiation
pattern should encompass only the specific land areas to be served.

In a time of rapid technological, economic, and social change, we
would be ill-advised to adopt a definitive policy without the flexibility
for future review or to adopt an overly restrictive policy simply
because of our inability to predict future developments. We,
therefore, recommend that the above policies be adopted on an
interim basis, such as three to five years, to permit vigorous
exploration and development of satellite service possibilities.
During this period, the Commission should monitor the industry
structure and service offerings to determine if the natural monopoly
or other conditions develop that require more restrictive entry
conditions or warrant direct rate regulation for specialized satellite
services. At the end of the interim period, a full review of the
policy and industry structure 'should be made.

It is most important that the establishme4nt and operation of domestic
satellite communications facilities be consistent with our obligations
and commitments to INTELSAT and to the International Telecommunica-
tions Union, with other foreign policy considerations, and with national
security communications planning and requirements. With respect to
INTELSAT, it is particularly important that domestic systems not
threaten the operational integrity or economic viability of the global
services provided through this system. We are satisfied that
domestic satellite communications facilities authorized in accordance
with the preceding recommendations will meet all these conditions.
We further see no reason why the Communications" Satellite Corpora-
tion, established by Congress as the chosen instrument for United
States participation in INTELSAT, should not be permitted to compete
for domestic satellite service on an equal basis with other United
States corporations.
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Federal policy on domestic satellite communications has been
long delayed. The Administration is concerned that the delay
not be prolonged and that the policies adopted reflect all important
dimensions of the public interest, including the international
aspects of geostationary orbital and radio resources. Based on
our review of relevant technical, economic, and public interest
considerations, the Administration offers the following comments
and recommendations to the Commission.

Public Policy Obiectives 

In telecommunications, the government's responsibility to safe-
guard and promote the public interest involves primarily the
encouragement of reliable communications services for public,
business, and government use at reasonable rates, and the
assurance of a healthy environment for continuing innovations in
services and technology. This general goal must, of course, be
made more specific for particular policy issues. In our review
of the domestic satellite issue, we have concentrated on the
following objectives:

-- assuring full and timely benefit to the public of the
econorni c and service potential of satellite technology.

-- insuring maximum learning about the possibilities
for satellite services.

— minimizing unnecessary regulatory and administrative
impediments to technological and market development
by the private sector.
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encouraging more vigorous innovation and flexibility within
the communications industry to meet a constantly changing
spectrum of public and private communications requirements
at reasonable rates.

-- discouraging anti-competitive practices -- such as discrimi-
natory pricing or interconnection practices and cross-
subsidization between public monopoly and private service
offerings -- that inhibit the growth of a healthy structure in
communications and related industries.

The Technical Framework

The establishment and operation of domestic satellite communications

facilities is technically feasible within the present state of the art,

and. readily for_esceable. technological advances will further enhance

this capability. Technical considerations place no serious constraints

on policies governing the ownership or mode of operation ( specialized

or multi-purpose) of domestic satellite communications. facilities.

These technical considerations, though of great importance in the

detailed engineering, operations, and economics of specific systems,

can be dealt with effectively under any foreseeable ownership

arrangements.

The issue of radio resource scarcity for satellite communications

has been overstated to a significant degree. While the communica-

tions capacity of this resource is finite, the ability to

accommodate additional radio services is greatly expandable

thr,ough administrative, technological, and operational innovation.

Both earth station and satellite design standards can be varied to
assure adequate orbital capacity for both immediate requirements
and likely near-term growth. Long-term growth can be accommodated
through further refinement or additional frequency allocations, which-
ever is most economic.

Since some of the orbital locations and associated spectrum usage
of interest for United States domestic satellites might also be
potentially useful to other western hemisphere nations, a question
of United States monopolization could conceivably arise. However,
even 10 to 12 United States domestic satellites (a high estimate of

likely early system development) would represent only a small
fraction of the number which could be accommodated for western

hemisphere use with the current state of the art. Therefore,
orbital capacity is not expected to be a problem at this time. As
demand for satellite communication expands, it may become
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necessary to evolve additional international coordinating
mechanisms; but this would likely involve the establishment of
appropriate technical standards rather than the rationing of
orbital positions. This is expected to be a subject for discussion
at the 1971 World Administrative Radio Conference.

The Economic Framework

The most immediate potential for domestic satellite communications
seems to lie in long-distance specialized transmission services
such

-
such as one-way distribution of radio and television programs /two-

way exchange of high speed data or other wideband signals among

thinly dispersed users. Common carriers have informed us that
satellites do not appear economic at present for the routine trans-
mission of public message traffic.

For the foreseeable future, sallite communications systems will
require large initial investments, careful technical and economic
planning, and complex technical management capabilities. The
extensive, reliable, and low-cost terrestrial communications
network already established in the United States makes domestic
satellite systems competitive only where their unique capabilities
offer significant advantages over terrestrial transmission. .

• We, therefore, expect the initial number of potential offerors
of domestic satellite services to be small.

In the absence of clear economies of scale and overriding public
interest considerations to the contrary, the American economy has
relied on competitive private enterprise rather than regulated
monopoly to assure technical and market innovation, long-run
optimum use of resources, and industry flexibility. These are all
conditions this Nation has found to encourage higher-quality,
lower-cost services responsive to consumer demand.

At this stage of domestic satellite planning, it is not possible to
identify major economies of scale. Rather, it appcars that a diversity
of multiple satellite systems as well as multiple earth stations will
be required to provide a full range of domestic services.

Further, we find no public interest grounds for establishing a
monopoly in domestic satellite communications . The provision of
specialized transmission services and the carriage of bulk message
traffic is quite different in character from the provision of switched

-ea?.T-F-1-14-F-A4=1:41.14.
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 message service upon which much of our monopoly theory of
telecommunications regulation is ba s ed. Competition in the offering
of satellite services appears to hold forth greater benefit to the
public than would a single choSen instrument.

Detailed regulation of service rates and commercial rates of return
are similarly predicated on natural monopoly conditions.

that should not exist with domestic satellite
communications in the immediate future. Not only is competitive
entry possible, but terrestrial communicW8as pricing would act as
an upper limit on prices chargeable for/satellite services. In these
circumstances, competitive pressure, rather than regulatory
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The historical development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distinction between
public and private interests. A confusing patchwork of cross-
subsidization between public message and specialized service offer-
ings has become the norm rather than the exception. 'Therefore, it
is possible that satellite services could, through cost- reducing
innovation and competition, cause some existing services now sur-
viving on a cross-subsidized basis to become uneconomic. Even if
the benefits of such cross-subsidization accrue to the public users
rather than to private service offerings, however, there seems to
be no merit in protecting suppliers of such services from fair
competition. Should such competition result in curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy would in most cases
be less costly to the public than forced cross-subsidization and
restraint of competition.

Recommendation

Government policy should encourage and facilitate the development
of commercial domestic satellite communications systems to the
extent that private enterprise finds them economically and opera-
tionally feasible. We find no reason to call for the immediate
establishment of a domestic satellite system as a matter of public
policy. Government should not seek to promote uneconomic
systems or to dictate ownership arrangements; nor should coordinated
planning or operation of such facilities be required except as essential
to avoid harmful radio interference.

-60 NF IDENThL'rL
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Subject to appropriate conditions to preclude harmful interferenceand anticompetitive practices, any financially qualified entity,public or private, should be permitted to establish and
operate domestic satellite facilities for its own needs; join withrelated entities in common-user, cooperative facilities; establishfacilities for lease to prospective users; or establish facilities tobe used i,.n providing specialized carrier services on a competitivebasis. Subject to the constraints outlined below, common-carriersshould be free to establish facilities for either switched publicmessage or specialized services, or both.

The number or classes of potential offerors of satellite services
should not he limited arbitrarily. Nor should there by any a priori
ranking of potential types of systems (common-carrier vs.
specialized carrier vs. private; or satellite vs. terrestrial). Only
in the event that specific applications pose immediate and irrecon-
cilable conflict in the use of radii) and orbital resources would an
a priori public interest exclusion of proposals be warranted. In
particular, the potential economic impact of private or common-user
satellite systems on terrestrial common-carriers or specialized
carriers should not be a factor in the authorization of such systems.

All prospective entrants should be aVOrcied equal opportunity to
establish and operate domestic satellite communications facilities
by adoption of the following guidelines.

(1) Facilities to be established by independent entities for
their own private use should be required to demonstrate only the
financial and technical qualifications to implement their system
proposals. There is no valid public interest requirement in such
cases to require a showing of economic viability or optimization,
nor should the potential economic impact of such operations on common
or specialized carriers be a factor in the authorization of such
facilities.

(2) Facilities to be established as part of a common user
cooperative system should be authorized in accord with the same
restraints on competition, the opportunity should be made available
for -all potential users of similar services to participate without
discrimination in such cooperatives as a condition of their authorization.
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(3) Facilities to be used by specialized carriers (1. c.,
carriers having no monopoly over switched public message services)
should be authorized under essentially the same terms and conditions
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrier's carrier"
nor to share ownership of space or earth station facilities
with other carriers, . We also urge the
Commission to allow competition to limit the rates charged for
specialized services via satellite. Specialized carriers should,
however, be required to serve similar users at equal rates and on a
nondiscriminatory basis.

(4) Facilities to he used by common carriers solely for
the transmission of switched public message services should be
authorized under the same terms and conditions that apply for ter-
restrial radio facilities. However, facilities to be used by such
carriers in the transmission of specialized message services should
be authorized only after a determination by the Commission on each
application, based on public evidentiary hearings, that no cross-
subsidization between public message and specialized services
would take place in either the development, manufacture, installation
or operation of such facilities. This should not be interpreted,
however, to preclude the legitimate economies of joint-use facilities.

(5) The use of leased facilities (satellite and/or earth sta-tions) should be authorized under the same terms and conditions asowned facilities, with the responsibility for adherence to these con-ditions resting with the lessee. Rate-regulated carriers should bepermitted to include the lease costs of such facilities in their rate base.

(6) Local communications common carriers should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful interference between satellite systems
and terrestrial installations should be resolved by the Commission
according to established procedures. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in a-ccess to the radio spectrum. To accommodate
new systems or services, the Commission should affirm its
authority to modify or rescind, where appropriate, the operating
rights of established spectrum users (satellite or terrestrial)
where this would not significantly impair the quality of service or
impose undue economic burdens; we believe the Commission should
require compensation of the established users to be paid by the new
entrant in such situations.

-cON1D ENT IA
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(8) The Commission may wish to establish a minimum
acceptable earth station diameter, such as 30 feet, in order to
accommodate an adequate number of initial United States domestic
satellites in the 4 and 6 GHz spectrum allocations without excessive
use of orbital resources. Although it is very unlikely that the number
of satellites proposed during the initial filing period will approach the
limit such a standard would impose, the standard should in that event
be raised. Conversely, if applications were well below this number,
and a reasonable case were made on economic and operational grounds,
the standard could be relaxed in specific cases. To the extent possible
within the state of the art, the satellite antenna radiation pattern should
encompass only the specific land areas to be served.

In a time of rapid technological, economic, and social change, we
would be ill-advised to adopt a definitive policy without the flexibility
for future review or to adopt an overly restrictive policy simply
because of our inability to predict future developments. We,
therefore, recommend that the above policies be adopted on an
interim basis, such as three to five years, to permit vigorous
exploration and development of satellite service possibilities.
During this period, the Commission should monitor the industry
structure and service offerings to determine if natural monopoly
or other conditions are developing that suggest more restrictive entry
conditions or warrant direct rate regulation for specialized satellite
services. At the end of the interim period, a full review of the
policy and industry structure should be made.

It is most important that the establishment and operation of domestic
satellite communications facilities be consistent with our obligations
and commitments to INTELSAT and the International Telecommunica-
tions Union, with other foreign policy considerations, and with national
security communications planning and requirements. With respect to
INTELSAT, it is particularly important that domestic systems not
threaten the operational integrity or economic viability of the global
services provided through that system. We are satisfied that
domestic satellite communications facilities authorized in accordance
with the preceding recommendations will meet all these conditions.
We further see no reason why the Communications Satellite Corpora-
tion, established by Congress as the chosen instrument for United
States participation in INTELSAT, should not be permitted to compete
for domestic satellite service on an equal basis under the above guidelines.

CONFIDENTIAL



L13 DECLASSIFIED /

Authority NC' S voliver

9:3  NARA, Date, 4119110

1-'11 V.' I-1 1 'IF: 1-1oust:

WASH!NGTON

December 20, 1969
DR.A.J.;.T

1V1 EMORANDU3v1 FOR

Tionorable Dean Burch
Chairman
Fedcl'al Comrnunications Commission

Federal policy. On dm-II es tic satellite communications has been
long delayed. The Administration is concerned that the delay
not be prolonged. and that the policies adopted reflect all important
d i3T1 en SiOn s of the public interest, J.nclud,ing the international
aspec.ts of gcostation a 37 y 0 r b j. J. and radio r esources. Based on
onr review_of relevant technical, economic, and public interest
C0318 id r a on s , the Administration offcrs the following comments
and recommendations to the Corn:mission,

Public ]?o].icj Objectives

In telecoam.aunications, the government's 3! esponsibility to safe-
g•uard and promote the public interest involves primarily the
encouragement of reliable communications services for public,
business, and government use at reasonable rates, and the
assurance. of a healthy environment for continuing innovations in
scrvic.es and technology. This general goal Irms t, of. course, be
made more specific for particular policy issues. In our review
of the domestic satellite issue, we have con c ontr a ted on the
following objectives:

--- assuring full and timely benefit to the public of the
economi c and service potential. of satellite technology.

---- insuring maximum learning about the possibil ities
for satellite services.

7 • min im unnecess a. r 'y regulatory and admi.nistra.tiv e
i.rn1)cdi rnents to te chnologi cal and market development
by tue pri sector.



-- encouraging more vigorous innovation and flexibility within

the communications industry to meet a constantly changing

spe ctrum of public and private commu.nications requirements

at reasonable rates.

discouraging anti-competitive practices -- such as discrimi-

natory pricing or interconnection practices and cross-

subsidizatiOn between public monopoly and private service

offerings -- that inhibit the growth of a healthy structure in

communications and related industries.

The Technical Framework

Thc establishment and operation of domestic satellite communica
tions

facilities is technically feasible within the present state. of the art,

and readily for.esceablo technolor.7;ical adv a nec S will furthe
 C3111 CC

this capability. Technical conside r a ti ou place no serious constr;.i.i.nts

on policies governing the ownership or mode of 
operation (specialized

or multi-purpose) of don-3estic satellite comm-o.n3 cations. facilities.

These technical considerations, though of great impor
tance in the

detailed engineering, operations, and economi C El of 
specific: systems,

can be dealt ,Nvith effectively under any foreseeable 
ownership

arrangements.

The issue of radio resource scarcity for satellite 
communication.s

has been overstated to a significant degree. While the communica-

Lions capacity of this resource is finite, the ability to

accommodate additional radio services is greatly e
xpandable

through administrative, technological, and operati
onal innovation.

Both earth station and sater.te design standards can be varied, to

assure adequate orbi.1.1 ca.pacity for both immediate requirements

and likely near-term growth.. Long-terra growth can be accommodated

through further refinem.ent or additional frequency allocations, which-

ever is most economic.

Since some of the orbital locations and associated spectrum usage

of interest for United States domestic satellites might also be

potentially useful, to other western hemisphere nation E..; , a question

of United States monopolization could. Conceivably arise. However,

even 10 to 1Z united States domestic. satellites (a high estimate of

ca i ly E.yS torn development) would represent only a small

fraction. of the 1-1.111Y11)0 r which could be accommodated. for western

hemisphere us e with the current state of the art. Therefor,..:,

orbital. ca.pJcity is not expected to be a problem at this time. As

clerw-illd for satellite comn-iun5 cation eN.pancis, it may become

-
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necessary to evolve additional international coordinating
mechanisms; but this would likely involve the establishment of
appropriate technical standards rather than the rationing of
orbital. position:-.;. This is expected to be a subject for discussion
at the 1.971 World Administrative Radio Conference.

Th C "EC 0110111.5.0 Frain OW o rk

The most immediate potential for domestic satellite communications

seems to lie in. ion distance specialized transmission services

such as as one-way distribution of radio and television programs / two.-

way exchangc of high speed data or other wideband signals among

thinly dispersed user F.; . Common. carriers have informed us, that
satellites clo not appear economic at present for the routine trans-
mission of public message traffic.

For the for future, sallite communications systems will
require large initial investments, careful technical and economic
planning, and complex technical management ca.pabill ties. The
extensive, reliable, and low-cost terrestrial communication.s
network already established in the United States makes domestic
satellite systems competitive only where their unique capabilities
offer significant advantages over terrestrial transmission, .

We, therefore, expect the initial number of potential offerors
of domestic satellite services to be small.

In. the absence of clear economies of scale and overriding public
interest considerations to the contrary, the American economy has
relied on competitive private enterprise rather than, regulated
monopoly to assure technical. and market innovation, long- run
optimum use of resources, and industry flexibility. These are all
condition.s this Nation has found to encourage higher-quality,
lower-cost services responsive to consumer demand.

At: this stage of domestic satellite planning, it is not possible to
identify major economies of scale. Rather, it appears that a diversity
of Multi pl e satellite systems as well as MUltiPle earth stations will
he required to provide a full range of domestic services.

Further, we find no public interest grounds for establishing a.
monopoly in. dome:,.;tic satellite communications The provision of
spec5.alized transmission services and the carriage of bulk messa.-.;c
traffic is quite different in character from the provision of switched

• 
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:public message service upon which much of our mon op ol. y th.ec»:y of
telecommunications regulation is based. Competition in the offering
of satellite services appears to hold forth. greater benefit to the
public than NV oulcl a f.:;ingic choSen. instrument.

Detailed regulation of service rates and commercial rates of return
are similar.l.y predicated on natural monopoly .conditions.

' that should not exist with domestic satellite
communications 3.1.1 the immediate future. Not Only is competitive
entry possible, but terrestrial communic;-,Itions pricing would act asmo S tan upper limit on prices chargeable forisa.tellite services. In these
circumstan C S competitil,Te pressure, rather than regulatory
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The historic:al development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distincti.031 between
public and private interests. A Confusing patchwork of cTOSS-
s 1th S ".;_Z a 1;3,0 n between public message and specialized service offer-
ings has. become the norm. rather than the exception. ..Therefore, it
is possible that satellite services could, through cost- reducing
innovation and competition, cauS e some exi S ting service S n OW 11 r
v iv ing on a cross- sub sid iz ed. basis to become uneconomic. Even if
the benefits of such cross- subs5.dization accrue to the public users
rather than to private. service offerings, however, there scorns to
be no merit in protecting suppliers of such service.s from. fair
competition. Should such conapetition result in. curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy would in most cases
be Jess costly to the public: than forced cross-subsidization and
restraint of competition.

Recomrnenda tion

GoVernment policy should encourage and facilitate the development
of commercial domestic satellite communications sys terns to the
extent that private enterprise finds them economically and opera-
tionally feasible. We find no reason to call, for the immediate
establishment of a domestic satellite system as a matter of public:
policy. Goverronent should not seek to promote_ u.neconomic
S ystems or to dictate ownership arrangements; nor should coord$.natedpl;,,Alning Or operation of such. facilities be required except as essentialto avoid harmful. radio in
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Subject: to appropriate conditions to preclude harmful interferenceand anticompetitive practices, any financially squalified entity,public or private, should be permitted to establish and
operate domestic satellite facilities for its own needs; join with
related entities in common-user, cooperative facilities; establishfacilities for lease to prospective uSers; or establish facilities to
be used 5.n providing specialized carrier services on a competitive
basis. Subject to the constraints outlined below, common-carriers
should he free to establish facilities for either switched public
message or specialized services, or both.

The number or classes of potential offerors of satellite services
should. not be limited arbitrarily. Nor should there by any a priori
ranking of potential types of systems (common-carrier vs.
specialize.d carrier vs. private; or satellite vs. terrestrial). Only
in the event that specific applications pose immediate and irrccon•-
cilable in the use of radio and orbital resources would an
a priori public interest exclusion of proposals be warranted. in
particular, the potential economic impact of private or common-user
satellite systten-is. on terrestrial common-carriers or specizqized
carriers should not be a factor in the authorization of such systems.

All prospective entrants should be afforded equal opportunity to
establish and operate domestic satellite communications facilities
by adoption of the following guidelines.

(1) Facilities to be established by independent entities for
their own private use should be required to demonstrate only the
financial, and technical. qualifications to implement their system
proposals. There is no valid public interest requirement in such
cases to require a showing of economic viability or optimization,
nor should the potential. economic impact of such operations on common
or specialized carriers be a factor in the authorization of such

(2) Facilities to be established as part of a common user
cooperative system should. be authorized in accord with the same
restra.ints On competilion, the opportunity should be made a.vailable
for all. potential users of similar services to participate without:
discrimina.tion in such cooperatives a.s a condition of their authorization.
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(3) Facilities to be used by specialized carriers (i.e.,.
carriers having no monopoly over switched public message services)
should be authorized under essentially the same terms and conditions
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrier's carrier"
nor. to. share ownership of space or earth station facilities
with. other carriers., We also urge the
Commission. to allow competition to limit the rates charged for
specialiZed services via satellite. Specialized carriers should,
however, be required to serve similar users at equal rates and on a
nondiscriminatory basis.

(4) Facilities to be used by common carriers solely for
the transmission of switched. public message services should be
authorized under the same terms and conditions that apply for ter-
restrial. radio facilities. However, facilities to be used by such
carriers in the transmission of E;pecializied message services should
be authorized only after .a determination by the Commission on each
application, based on public evidentiary hearings, that no cross.-
subsidization between public message and specialized services
would ta.h.e place in either the development, manufacture, installation,
or operation of such facilities. This, should not be interpreted,
however, to preclude the legitimate economies of joint-use facilities.

(5) The use of leased facilities (satellite and/or earth sta-.
tions) should be authorized under the same terms and conditions asowned facilities, with the responsibility for adherence to these con-ditions resting \vith the lessee. Rate-regulated carriers should bepermitted to include the lease costs of such facilities in their rate base.

(() Local communications common carriers: should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful interference between satellite systems
and terrestrial installation's should be resolved by the Commission
according to established procedures. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in access to the radio spec.-.trUm. To accommodate
new systems or services, the Commission should affirm its
authority to modify or rescind, where appropriate, the operating
rights of established spectrum users (satellite or terrestrial)
where this would not significantly impair the qu.ality of s aryl cc or
impose undue economic burdens; we believe the Commission should
require compensation of the established users to be paid by the new
entrant in. such situations.
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(8) The Commission may wish to establish a minimum
acceptable earth station diameter, such as 30 feet, in order to
accommodate an adequate number of initial United States domestic
satellites in the 4 and 6 GI.lz spectrum allocations without excessive
use of orbital resources. Although it is very unlikely that the number
of satellites proposed during the initial filing period will approach the
limit such a standard would impose, the standard should in that event
be raised. Conversely, if applications were well below this number,
and a rasonabie case were made on economic and operational grounds,
the standard could be relaxed in specific cases. To the extent possible
within the state of the art, the satellite antenna radiation pattern should
encompass only the specific land areas to be served.

In a time of rapid technological, economic, and social change, we
would be 3.i1-advised to adopt a definitive policy without the flexibility
for future review or to adopt an overly restrictive policy simply
because of our inability to predict future developments. We,
therefore, recommend that the above policies be adopted on an
interim basis, such as three to .five years, to perrrlit vigorous
exploration and development. of satellite service possibilities.
During this period, the Commission should monitor the industry
structure and service offerings to determine if natural mcmDpoly
or other corTditions are developing that suggest more restrictive entry
conditions or warrant direct rate regulation for specialized satellite
services. . At the end of the interim period, a full review of the
policy and in structure should be made.

It is most important that the establishment and operation of domestic
satellite communications facilities be consistent with our obligations
and Comnrnitn-icn.ts to INTELSAT and the International Telecommunic a
tions Union, with other foreign policy considerations, and with national
security communications planning and requirements. With respect to

INTELSA.T, it is particu›. r ly important: that domestic systems not
threaten the operational integrity or economic viability of the global
services provided through that system. We aro satisfied that
domestic satellite communication.s. facilities author5.zed in accordance
with the preceding recommendations will meet all, these conditions.
We further see no reason why the Communications Satellite Corpora-
tion, established by Congress as the chosen instrument for United

States participation in IN TELsAT, should not be permitted to cc»-npote
for domestic satellite service on an equal basis under the above guidelines.
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Federal policy on donaestic satellite communication.s has been
long delayed. The _Administration is concerned that the delay
not be prolonzed and that the policies adopted reflect all important
diniension.s of tile public interest, including the international
aspects of geostationary orbital. and radio resources. BR f.4 ed on
our review_of relevant technical., economic, and public interest
considerations, the Adrninistrz.t.tion offers the following cornmeiltCS
and recommendations to the Co3.nmissi.on.

Public Pol.ic Objectives

In telecommunications, the government's responsibility to safe-
guard and promote the public i 111:C1'C:it involves primarily the
encouragement: of reliable. communications services for public,
business, and government use at reasonable rates, and the
assurance of a healthy environment for continuing innovations in
services and technology. This general goal must, of. course, be
mr.cdc -..ciore specific for particular policy issues. In our review
of the domestic'satellite issue, we have concentrated on the
following obj octiVc

-- assuring full and timely benefit to the public of the
econon-il c and service potential. of satellite technology.

-- insuring maximum learning about the possibilities
for satellite services.

un liCCA2SSa.ry regulatory and administrative
impediments to technological. and market development
by the priv;--:te sector.
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-- encouraging more vigorous innovation and fieNibility within

the. cominunications industry to meet a constantly changing

spectrum. of public and private comm.unications re qui remoras

at reasonable rates.

— discouraging anti-competitive practices -- such as discrimi-

natory pricing or interconnection practices and cross-

subsidization between public monopoly and privatc service

offerings -- that inhibit the growth of a heal thy structure in.

communications and related industries.

The Technical. Framework

The establishment and operation of domestic satellite. co
mmunications

facilities is technically feasible within the. present state o
f the art,

and readily ,foresceable tec.hnological acivaDCCS will further cn
.hance

this capability. Technical. considerations place no serious 
constr;.).ints

on policies governing the ownership or mode
 of operation (specialized

or multi-purpose) of domestic satellite co
mn-nini cations facilities.

These technical. consideration.s, though of 
grOat importance in the

detailed engineering, operations, and econ
omics of spec.ific systems,

can be dealt *with effectively under any fo
resecable ownership

arrangements.

The issue of radio resource scarcity for satel
lite communications

has been overstated to a significant dog ree. 
While the. comm.unica.-

tions capacity of this resource is . • finite., the ability to

accommodate additional radio services is greatly 
expandable

thr,ou.gh a.dministra.tive, technological, and ope
rational. innovation.

Both earth station and satellite design standards can be varied
 to

assure adequate orbital capacity for both immediate requirements

and likely near-term growth.. Long-term growth can be accon-nnodated

through further refinement or additional frequency allocations, which-

ever is most economic..

Since some of the orbital locations and associated. spectrum usage

of interest for United States domestic satellites might also be

potentially useful to other western h en-risph.cre nations, a quetstion

of United States monopolization could con c.:e5.vabl y arise. However,

even 10 to 12 United States domestic satellites (a high estimate of

likely early F.ystem development) would represent 
only a small

Ira ction of the.number WhiCh could be accommodated for western

hemisphere use with the current state of the art. Therefore,

orbital. c.z.tpacity is not expected to be a. problem at this time. As

clemand for szt.tellite cimuT a t.ioii cr.:pands, it may become
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necessary to evolve additional international coo3..dinating
mechanisms; but this would I iL ely involve the establishment of
appropriate technical standards rather than the rationing of
orbital positions. This is expected to be a subject for discussion
at the 1971 World Administrative Radio Conference.

'I'he Ecoiioifl.i.0 Franiework

The most in-imediate potential for domestic, satellite communications
seen-is to lie in long-distance specialized transmission services 6-37
such as one-way distribution of radio and television programs /tWo-

way exchange of high speed data or other wideband signals among

thinly dispersed users. Con-in-ion carriers have informed 1.1.9 that
satellites do not. appear economic at present for the routine trans-
mission of public message traffic.

For the foreseeable future, sallite communications systems will
require large initial investments, careful. technical and economic
planning, and complex technical management capabilities. The
extensive, reliable, and low-cost terrestrial communications
network already CS S hed in the United States makes domestic
satellite sy'terns competitive only where their unique capabilities
offer significant advantages over terrestrial. tra.nsmission. .

• We, therefore, expect the initial number of potential offerors
of domestic satellite services to be small.

In the absence of clear economies of scale and overriding public
interest considerations to the contrary, the American economy has
relied on competitive private enterprise rather than, regulated
monopoly to assure technical. and market innovation, long-run
optimum use of resources, and industry flexibility. These are
conditions this Nation has found to encourage higher-quality.,
lower-cost services responsive to consumer demand.

At this stage of domestic satellite planning, it is not possible to
identify major economies of scale. Rather, it appears that a diversity
of•multiple satellite systems as well as multi-plc. earth stations will
be required to provide a full range of domestic services.

Fu rthe r, we find no public in grounds for establishing a.
monopoly in domestic satellite commuoica.tions . The provision of
spec3;-11ized transmission services and the carriage of bulk message
traffic is Trite 0.5.1;:.erent in character from the provi.F.-;i011 of swifthcci
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,public message service upon which much of (Mr monopoly theory of
telecommunications regulation is based. Competition in the offering
of satellite services appears to hold forth greatC,'1. benefit to the
public than would a single chosen instrument.

Detailed regulation of service rates and commercial rates of return
are sirnilarly prediczvted On natural monopoly' conditions.

• that should not exist with domestic satellite
communicp.tions in the immediate future. Not only is competitive
entry possible, but terrestrial communications pricing W ul.d. act asmost
an upper limit on prices chargeable for/satellite services. In these
circumstances, competitiVe pressure, rather than regulatory'
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The historic,,,t1 development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distinction between
public and private interests. A confusing patchwork of cross-
subsidization between public message and specialized service offer-
ings has. become the norm rather than the. exception. ..Therefore, it
is possible that satellite services could, through cost-reducing
innovation and competition, cause some existing services now sur-
viving on a cross-subsidized. basis td become uneconomic. Even 3.1..
the benefits of such cross-subsidization accrue to the public users
rather than to private service offerings, howeve.r, there seems to
be no merit in protecting suppliers of such services from fair
competition, Should such competition. result in curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy would in most: cases
be less costly to the public than forced cross-subsidization and
restraint of competition.

Re comm.endation

Government policy should encourage and facilitate the development
of commercial domestic satellite communications systems to the
extent that private enterprise finds them a economically and opera-
tionally feasible. We find no reason to call for the immediate
establishment of a domestic satellite system as a m7.i.tter of public
policy. Government should not seek to promote uneconomic
systems or to dictate ownership arrangements; nor should coordinated
planning or operation of such. facilities be required except as essential
to avoid harmful radio in
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Subject to appropriate conditions to preclude harmful. intoand anticompetitive practices, any financially .qualified entity,public or private, should be permitted to establish and
operate domestic satellite facilities for its own needs; join with
related entities in common-user, cooperative facilities; establish
facilities for lease to prospective users; or establish facilities to
be used n providing specialized carrier services on a competitivebasis. Subject to the constraints outlined below, common-carriers
should be free to establish facilities for either switched public
message or specialized services, or both.

The number or classes of potential offerors of satellite services
should not be limited arbitrarily. Nor should there by any a priori
ranking of potential types of systems (common-carrier vs.
specialized carrier vs. private; or satellite vs. terrestrial). Only
in the event that specific applications pose immediate and irreC011.-
cilable conflict in the use of radieo and orbital resources would an
a priori public interest exclusion of proposals be warranted. In
particular, the potential economic impact of private or common-user
satellite system -is on terrestrial. common- car ricrs or specialized
carriers should not be a factor in the authorization of such systems.

All prospective entrants should beAf...?Orded equal opportunity to
establish and operate domestic satellite communications facilities
by adoption of the following guidelines.

(1) Facilities to be established by independent entities for
their own private use should be required to demonstrate only the
financial and technical qualifications to implement their system

• proposals. There is no valid public interest: requirement in such
cases to require a showing of economic viability or optimization,
nor should the potential economic impact of such operations on common
or specialized carriers be a factor in the authorization of such

(Z) Facilities to be established as part of a common user
cooperative system should be authorized in accord with the same
restraints on competition, the opportunity should be made available
for all potential, users of similar services to participate without
discrimination in such cooperatives as a condition of their authorization.
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(3) Facilities to be used by specialized carriers (i.e.,.
carriers having no monopoly over switched public messago services)
should be authorized under essentially the same terms and conditions
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrier's carrier"
nor. to. share .ownership of space or earth,station facilities
with other carriers, • . We also urge the
Commission to allow competition to limit the rates charged for
specialiZed services via satellite. Specialized carriers should,
however, be required to serve similar users at equal rates and on a
nondiscriminatory basis.

(4) Facilities to be used by common carriers solely for
the transmission of switched public message services should be
authorized under the same terms and conditions that apply for ter-
restrial radio facilities. However, facilities to be used by such
carriers in the transmission of specialized message services should.
be .authorized only after a determination by the Com.mission on each
applicati.on, based on public evidentiary hearings,. that 3-10 cross
subsidization between public message and specialized services
would take place in either the developrnent, manufacture, installation,
or operation of such facilities. This. should not be interpreted,
however, to preclude the legitimate economies of joint-use facilities.

(5) The use of leased facilities (satellite and/or earth sta—tions) should be authorized under the same terms and conditions asowned facilities, with the responsibility for adherence to these con-ditions resting with the lessee. Rate-regulated carriers should bepermitted to include the lease costs of such facilities in their rate base.

(6) Local communications common carriers should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful. interference between satellite systems
and terrestrial installations should be resolved by the Commission
according to established procedures.. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in access to the radio spectrum. To accommodate
new systems or services, the Commission. should affirm its
authority to modify or rescind, where appropriate, the oPerating
rights of established spectrum users (satellite or terrestrial.)
where this would not significantly impair the quality of service or
in-tpose undue economic burdens; we believe the Commission should
require compensation of .the established us Cr E.; to be paid by the new
entrant in such situations.

CONFIDENTI,Ald
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(8) The Commission may wish to establish a minimum
acceptable earth. station diameter, such as 30 feet, in order to
accon-u-noclate an adequate number of initial United States domestic
satellites in the 4 and 6 Cinz spectrum allocations without excessive
use of orbital resources. Although it is very unlikely that the number
of satellites proposed during the initial filing period will approach the
limit such a standard would impose, the standard should in that event
be raised. Conversely, if applications were well below this number,
and a reasonable case were made on economic and operational grounds,
the standard could be relaxed in specific cases. To the extent possible
within the state of the art, the satellite antenna radiation pattern should
encompass only the specifie land areas to be served.

In a time of rapid technological, economic, and social change, we
would be 11.1-advised to adopt a definitive policy without the flexibility.
for future review or to adopt an. overly restrictive policy simply
because of our inabili.ty to predict future developments. We,
therefore, recommend that the above policies be adopted on an
interim basis, such as three to five years, to permit vigorous
exploration, and development of satellite service
During this period, the Commission should monitor the industry
structure and service offerings to determine if natural D.-“-,71op()1;:
or other conditions arc developing thztt suggest more restrictive entry
conditions or warrant direct rate regulation for specialized satellite
services. At the end of the interim period, a full review of the
Policy . and industry structure should be made.

It is most important that the establishment and operation of domestic
satellite communications facilities be consistent with our obligations
and commitments to INTELSAT and the International Telecommunica-
tions Union, with other foreign policy considerations, and with. national
security communications planning and requirements. With respect to
INTELSAT, it is part3.cul;?rly important that domestic: systems not
threaten the operational. integrity or economic viability of the global
services provided through that system. We are satisfied that
domestic satellite communications facilities authorized in accordance
with the preceding recommendations will meet all these conditions.
We further see no reason why the Communications Satellite Corpora-
tion, established by Congress as the chosen instrument for United
States participation. in INTELSAT, should not be permitted to compete
for domestic satellite service on an equal basis under the abOVO guidelines.

CONFIDENT 
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the government's responsibility to safe-
public interest involves primarily the

able communications services for public,
ment use at reasonable rates, and the
iy environment for continuing innovations in
logy. This general goal must, of course, be
c for particular policy issues. In our review
tellite issue, we have concentrated on the
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- assur ng full and timely benefit to the public of the
econ mi c and service potential of satellite technology.

- insuring maximum learning about the possibilities
for: satellite services.

..._ minimizing unnecessary regulatory and administrative
impediments to technological and market development
by the private sector.
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-- encouraging more vigorous innovation and flexibility within
the communications industry to meet a constantly changing
spectrum of public and private communications requirements
at reasonable rates.

-- discouraging anti-competitive practices -- such as discrimi-

natory pricing or interconnection practices and cross-

subsidization between public monopoly and private service
offerings -- that inhibit the growth of a healthy structure in

communications and related industries,

The Technical Framework

The establishment and operation of domestic satellite communications

facilities is technically feasible within the present state of the art,
and readily foreseeable technological advances will further enhance
this capability. Technical considerations place no serious constraints

on policies governing the ownership or mode of operation (specialized

or multi-purpose) of domestic satellite communications. facilities.

These technical considerations, though of great importance in the

detailed engineering, operations, and economics of specific systems,

can be dealt with effectively under any foreseeable ownership

arrangements.

The issue of radio resource scarcity for satellite communications

has been overstated to a significant degree. While the communica-

tions capacity of this resource is finite, the ability to

accommodate additional radio services is greatly expandable

through administrative, technological, and operational innovation.

Both earth station and satellite design standards can be varied to
assure adequate orbital capacity for both immediate requirements
and likely near-term growth. Long-term growth can be accommodated
through further refinement or additional frequency allocations, which-
ever is most economic.

Since some of the orbital locations and associated spectrum usage
of interest for United States domestic satellites might also be
potentially useful to other western hemisphere nation, a question
of United States monopolization could conceivably arise. However,
even 10 to 12 United States domestic satellites (a high estimate of
likely early system development) would represent only a small
fraction of the number which could be accommodated for western

hemisphere use with the current state of the art. Therefore,
orbital capacity is pot expected to be a problem at this time. As
demand for satellite communication expands, it may become

-GC-44117IDENTI-Ark,
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necessary to evolve additional international coordinating
mechanisms; but this would likely involve the establishment of
appropriate technical standards rather than the rationing of
orbital positions. This is expected to be a subject for discussion
at the 1971 World Administrative Radio Conference.

The Economic Framework

The most immediate potential for domestic satellite communications
seems to lie in long-distance specialized transmission servicesay
such as one-way distribution of radio and television programs,/ two-
way exchange of high speed data or other wideband signals among
thinly dispersed users. Common carriers have informed us that
satellites do not appear economic at present for the routine trans-
mission of public message traffic.

For the foreseeable future, sallite communications systems will
require large initial investments, careful technical and economic
planning, and complex technical management capabilities. The
extensive, reliable, and low-cost terrestrial communications
network already established in the United States makes domestic
satellite systems competitive only where their unique capabilities
offer significant advantages over terrestrial transmission,

We, therefore, expect the initial number of potential offerors
of domestic satellite services to be small.

In the absence of clear economies of scale and overriding public
interest considerations to the contrary, the American economy has
relied on competitive private enterprise rather than regulated
monopoly to assure technical and market innovation, long-run
optimum use of resources, and industry flexibility. These are all
conditions this Nation has found to encourage higher-quality,
lower-cost services responsive to consumer demand.

At this stage of domestic satellite planning, it is not possible to
identify major economies of scale. Rather, it appears that a diversity_of multiple satellite systems as well as multiple earth stations will
be required to provide a full range of domestic services.

Further, we find no public interest grounds for establishing a
monopoly in domestic satellite communications. The provision of
specialized transmission services and the carriage of bulk message
traffic is quite different in character from the provision of switched
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public message service upon which much of our monopoly theory of
telecommunications regulation is based. Competition in the offering
of satellite services appears to hold forth greater benefit to the
public than would a single chosen instrument.

Detailed regulation of service rates and commercial rates of return
are similarly predicated on natural monopoly conditions.

that should not exist with domestic satellite
.communications in the immediate future. Not only is competitive
entry possible, but terrestrial cornmunica4iins pricing would act as
an upper limit on prices chargeable for/satellite services. In these
circumstances, competitive pressure, rather than regulatory
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The his development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distinction between
public and private interests. A confusing patchwork of cross-
subsidization between public message and specialized service offer-
ings has become the norm rather than: the exception. 'Therefore, it
is possible that satellite services could, through cost-reducing
innovation and competition, cause some existing services now sur-
viving on a cross-subsidized basis to become uneconomic. Even if
the benefits of such cross-subsidization accrue to the public users
rather than to private service offerings, however, there seems to
be no merit in protecting suppliers of such services from fair
competition. Should such competition result in curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy would in most cases
be less costly to the public than forced cross-subsidization and
restraint of competition.

Recommendation.

Government policy should encourage and facilitate the development
of commercial domestic satellite communications systems to the
extent that private enterprise finds them economically and opera-
tionally feasible. We find no reason to call for the immediate
establishment of a domestic satellite system as a matter of public
policy. Government should not seek to promote uneconomic
systems or to dictate ownership arrangements; nor should coordinated
planning or operation of such facilities be required except as essential
to avoid harmful radio interference.
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Subject to appropriate conditions to preclude harmful interferenceand anticompetitive practices, any financially qualified entity,public or private, should be permitted to establish and
operate domestic satellite facilities for its own needs; join with
related entities in common-user, cooperative facilities; establish
facilities for lease to prospective users; or establish facilities to
be used in providing specialized carrier services on a competitive
basis. Subject to the constraints outlined below, common-carriers
should be free to establish facilities for either switched public
message or specialized services, or both.

The number or classes of potential offerors of satellite services
should not be limited arbitrarily. Nor should there by any a priori
ranking of potential types of systems (common-carrier vs.
specialized carrier vs. private; or satellite vs. terrestrial). Only
in the event that specific applications pose immediate and irrecon-
cilable conflict in the use of radio and orbital resources would an
a priori public interest exclusion of proposals be warranted. In
particular, the potential economic impact of private or common-user
satellite systems on terrestrial common-carriers or specialized
carriers should not be a factor in the authorization of such systems.

All prospective entrants should be afforded equal opportunity to
establish and operate domestic satellite communications facilities
by adoption of the following guidelines.

(I) Facilities to be established by independent entities for
their own private use should be required to demonstrate only the
financial and technical qualifications to implement their system
proposals. There is no valid public interest requirement in such
cases to require a showing of economic viability or optimization,
nor should the potential economic impact of such operations on common
or specialized carriers be a factor in the authorization of such
facilities.

(2) Facilities to be established as part of a common user
cooperative system should be authorized in accord with. the same
restraints on competition, the opportunity should be made available
for all potential users of similar services to participate without
discrimination in such cooperatives as a condition of their authorization.

CONFID4414-TIAL
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(3) Facilities to be used by specialized carriers (i.e.,
carriers having no monopoly over switched public message services)
should be authorized under essentially the same terms and conditions
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrier's carrier"
nor to share ownership of space or earth .station facilities
with other carriers, • We also urge the
Commission to allow competition to limit the rates charged for
specialized services via satellite. Specialized carriers should,
'however, be required to serve similar users at equal rates and on a
nondiscriminatory basis.

(4) Facilities to be used by common carriers solely for
the transmission of switched public message services should be
authorized under the same terms and conditions that apply for ter-
restrial radio facilities. However, facilities to be used by such
carriers in the transmission of specialized message services should
be authorized only after a determination by the Commission on each
application, based on public evidentiary hearings, that no cross-
subsidization between public meSsage and specialized services
would take place in either the development, manufacture, installation,
or operation of such facilities. This should not be interpreted,
however, to preclude the legitimate economies of joint-use facilities.

(5) The use of leased facilities (satellite and/or earth sta-tions) should be authorized under the same terms and conditions asowned facilities, with the responsibility for adherence to these con-ditions resting with the lessee. Rate-regulated carriers should bepermitted to include the lease costs of such facilities in their rate base.

(6) Local communications common carriers should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful interference between satellite systems
and terrestrial installations should be resolved by the Commission
according to established procedures. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in aecess to the radio spectrum. TO accommodate
new systems or services, the Commission should affirm its
authority to modify or rescind, where appropriate, the operating
rights of established spectrum users (satellite or terrestrial)
where this would not significantly impair the quality of service or
impose undue economic burdens; we believe the Commission should
require compensation of the established users to be paid by the new
entrant in such situations.

-6-€441TVI-DENTIA-1,.
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(8) The Commission may wish to establish a minimum

acceptable earth station diameter, such as 30 feet, in order to

accommodate an adequate number of initial United States domestic

satellites in the 4 and 6 GHz spectrum allocations without excessive
use of orbital resources. Although it is very unlikely that the number

of satellites proposed during the initial filing period will approach the

limit such a standard. would impose, the standard should in that event

be raised. Conversely, if applications were well below this number,

and a reasonable case were made on economic and operational grounds,

the standard could be relaxed in specific cases. To the extent possible

within the state of the art, the satellite antenna radiation pattern should

encompass only the specific land areas to be served.

In a time of rapid technological, economic, and social change, we
would be ill-advised to adopt a definitive policy without the flexibility
for future review or to adopt an overly restrictive policy simply
because of our inability to predict future developments. We,
therefore, recommend that the above policies be adopted on an

interim basis, such as three to five years, to permit vigorous

exploration and development of satellite service possibilities.
During this period, the Commission should monitor the industry
structure and service offerings to determine if natural mollopoly
or other conditions are developing that suggest more restrictive entry
conditions or warrant direct rate regulation for specialized satellite

services. At the end of the interim period, a full review of the
policy and industry structure should be made.

It is most important that the establishment and operation of domestic

satellite communications facilities be consistent with our obligations

and commitments to INTELSAT and the International Telecommunica-

tions Union, with other foreign policy considerations, and with national

security communications planning and requirements. With respect to

INTELSAT, it is particularly important that domestic systems not

threaten the operational integrity or economic viability of the global

services provided through that system. We are satisfied that

domestic satellite communications facilities authorized in accordance

with the preceding recommendations will meet all these conditions.

We further see no reason why the Communications Satellite Corpora-

tion, established by Congress as the chosen instrument for United

States participation in INTELSAT, should not be permitted to compete

for domestic satellite service on an equal basis under the above guidelines.

eeti-±-4-1÷3-1- .4-444=f76H71
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UNITED STATES DEPARTMENT OF JUSTICE

WASHINGTON, D.C. 20530

Mr. Clay T. Whitehead
Staff Assistant
Executive Office Bldg.
Room 110
17th & Pennsylvania Ave., N. W.
Washington, D. C. 20500

Re: Domestic Satellite Paper 

Dear Tom:

January 2, 1970

Welcome back! I am returning herewith the December 20
draft of your domestic satellite paper. I think it is very
good.

In the best tradition of the legal profession, I have
noted a few quibbling word changes. In addition, I do
have three more substantive points.

(1) Treatment of leased facilities (page 6). If we
mean (in recommendation (5)) that leased facilities can
be included in a carrier's rate base, should we not ex-
plicitly say so? This still seems a controversial point,
but personally I think it makes sense.

(2) Payments for interference (page 6). Should we
not leave ourselves a little more running room on the ques-
tion of payment for interference? In other words, I think
this is a good idea, but we would hate to have the whole
domestic satellite thing held up if the Commission should
decide it does not have power to require payment.

(3) The role of Comsat (page 7). Should we not add
a caveat at the end of the last page, to make clear that
different considerations might apply if Congress were to
provide that Comsat (or a successor) should become the
U. S. chosen instrument for all international communications,
as recommended by the Rostow Task Force?



I shall be away on vacation for two weeks (Janu-ary 4-18) beyond the reach of the Bell System. If youneed anything from us during that period, I suggest youcontact Kenneth Robinson (187-2432), a member of my staffwho is familiar with all this.

Best wishes.

Your s cerely,

DO D I. BAKER
Chief, valuation Section

titrust Division

Enclosure
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THE WHITE HOUSE

WASH I NGTON

December 20, 1969
DRAFT

MEMORANDUM FOR

Honorable Dean Burch
Chairman
Federal Communications Commission

Federal policy on domestic satellite communications has been
long delayed. The Administration is concerned that the delay
not be prolonged and that the policies adopted reflect all important
dimensions of the public interest, including the international
aspects of geostationary orbital and radio resources. Based on
our review of relevant technical, economic, and public interest
considerations, the Administration offers the following comments
and recommendations to the Commission.

Public Policy Objectives 

In telecommunications, the government's responsibility to safe-
guard and promote the public interest involves primarily the
encouragement of reliable communications services for public,
business, and government use at reasonable rates, and the
assurance of a healthy environment for continuing innovations in
services and technology. This general goal must, of course, be
made more specific for particular policy issues. In our review
of the domestic satellite issue, we have concentrated on the
following objectives:

-- assure full benefit to the public of the economic
and service potential of satellite technology.

-- insure maximum learning about the problems and possi-
bilities of satellite services.

-- minimize unnecessary regulatory or administrative
impediments to technological and market development by
the private sector.
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encourage more vigorous innovation and flexibility within
the communications industry to meet a constantly changing
spectrum of public and private communications requirements
at reasonable rates. 011,44.- 5 04r

-- dis coura ti-competitive practic s -- such as discrimi-
natory pricing or interconnection d cross-
subsidization between public monosly and private service
offerings -- that inhibit he growth of a healthy structure in
communications and re ted industries.

‘t el.,10Ve.4;0 0%

The Technical Framework

The establishment and operation of domestic satellite communications
facilities is technically feasible within the present state of the art,
and readily foreseeable technological advances will further enhance
this capability. Technical considerations -Place no serious constraints
on policies governing the ownership or mode of operation (single-
or multi-purpose) of domestic satellite communications facilities.
These technical considerations, though of great importance in the
detailed engineering, operations, and economics of specific systems,
can be dealt with effectively under any foreseeable ownership
arrangements.

The issue of radio resource scarcity for satellite communications
has been overstated to a significant degree. While the communica-
tions capacity of this resource is undoubtedly finite, the ability to
accommodate additional radio services is greatly expandable
through administrative, technological, and operational innovation.
For example, the Commission may wish to establish a minimum
acceptable earth station antenna diameter in order to ensure
immediate capacity for a particular number of satellites.

Since some of the orbital locations and associated spectrum usage
of interest for United States domestic satellites might also be
potentially useful to other western hemisphere nations, a question
of United States monopolization could conceivably arise. However,
even 10 to 12 United States domestic satellites (a high estimate of
likely early system development) would represent only a small
fraction of the number which could be accommodated for western
hemisphere use with the current state of the art. Therefore,
orbital capacity is not expected to be a problem at this time. As
demand for satellite communication expands, it may become
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necessary to evolve additional international coordinating

mechanisms; and this /would likely involve the establishment of

appropriate technical standards rather than the rationing of

orbital positions. This is expected to be a subject for discussion

at the 1971 World Administrative Radio Conference.

The Economic Framework

The most immediate potential for domestic satellite communications

seems to lie in long-distance specialized transmission services --

such as one-way distribution of radio and television programs, two-

way exchange of high speed data or other wideband signals among

thinly dispersed users, etc. Common carriers have informed us

that the routine transmission of public message traffic does not

appear economic for satellites at present.

For the foreseeable future,{sallite Communications systems will

require large initial investments, careful technical and economic

planning, and complex technical management capabilities. The

extensive, reliable, and low-cost terrestrial communications

network already established in the United States makes domestic

satellite systems competitive only where their unique capabilities

offer significant advantages over terrestrial transmission. For

all these reasons, we expect the initial number of potential offerors

of domestic satellite services to be small.

In the absence of clear economies of scale and overriding public

interest considerations to the contrary, the American economy has

relied on competitive private enterprise rather than regulated

monopoly to assure technical and market innovation, long-run

optimum use of resources, and industry flexibility. These are all

conditions this Nation has found to encourage higher-quality,

lower-cost services responsive to consumer demand.

At this stage of domestic satellite planning, it is not possible to

identify major economies of scale. Rather, it appears that a diversity

of multiple satellite systems as well as MUTE-Pie earth stations will

be required to provide a full range of domestic services.

Further, we find no public interest grounds for establishing a

monopoly in domestic satellite communications . The provision of

specialized transmission services and the carriage of bulk message

traffic is quite different in character from the provision of switched

CONFIDENTIAL
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public message service upon which much of our monopoly theory of
telecommunications regulation is based. Competition in the offering
of satellite services appears to hold forth greater benefit to the
public than would a single chosen instrument.

Detailed regulation of service rates and commercial rates of return
are similarly predicated on natural monopoly conditions. As just
noted, such conditions should not exist with domestic satellite
communications in the immediate future. Not only is competitive
entry possible but terrestrial communications pricing would act as
an upper limit on prices chargeable for satellite services. In these
circumstances, competitive pressure, rather than regulatory
constraints, should be permitted to limit rates for specialized
services via domestic satellites.

The historical development of telecommunications policy, regulation,
and industry structure has resulted in a blurred distinction between
public and private interests. A confusing patchwork of cross-
subsidization between public message and specialized service offer-
ings has become the norm rather than the exception. It, therefore,
is possible that satellite services could, through cost-reducing
innovation and competition, cause some existing services now sur-
viving on a cross-subsidized basis to become uneconomic. Even if
the benefits of such cross-subsidization accrue to the public users
rather than to private service offerings, however, there seems to
be no merit in protecting suppliers of such services from fair
competition. Should such competition result in curtailment of some
public services that are necessary as a matter of public policy, a
direct public subsidy to continue such services would in most cases
be less costly to the public than forced cross-subsidization and
restraint of competition.

Recommendation

Government policy should encourage and facilitate the development
of commercial domestic satellite communications systems to the
extent that private enterprise finds them economically and opera-
tionally feasible. We find no reason to call for the immediate
establishment of a domestic satellite system as a matter of public
policy, Government should not seek to promote uneconomic
systems, to dictate ownership arrangements, nor to force coordinated
planning or operation of such facilities except as essential for the
avoidance or harmful radio interference. In particular, it should not
require as a condition of authorization the creation of or participation
in joint planning forums among prospective operators, users, or
suppliers of such facilities.
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Basic policies governing the establishment and operation of domestic
satellite communications facilities should be essentially the same as
those for terrestrial facilities. Subject to appropriate conditions to
preclude harmful interference and anticompetitive practices, any
financially qualified entity should be permitted to establish and
operate domestic satellite facilities for its own needs; join with
related entities in common-user, cooperative facilities; establish
facilities for lease to prospective users; or establish facilities to
be used in providing specialized carrier services on a competitive
basis. Subject to the constraints outlined below, common-carriers
should be free to establish facilities for either switched public
message or specialized services, or both.

The number or classes of potential offerors of satellite services

should not be limited arbitrarily. Nor should there by any a priori

ranking of potential types of systems (common-carrier vs.
specialized carrier vs. private; or satellite vs. terrestrial). Only

in the event that specific applications pose immediate and irrecon-

cilable conflict in the use of radio and orbital resources would an

a priori  public interest exclusion of proposals be warranted. In

particular, the potential economic impact of private or common-user

satellite systems on terrestrial common-carriers or specialized

carriers should not be a factor in the authorization of such systems.

All prospective entrants should be aqorded equal opportunity to

establish and operate domestic satellite communications facilities

by adoption of the following guidelines.

(1) Facilities to be established by independent entities for
their own private use should be required to demonstrate only the
financial and technical qualifications to implement their system
proposals. There is no valid public interest requirement in such
cases to require a showing of economic viability or optimization,
nor should the potential economic impact of such operations on common
or specialized carriers be a factor in the authorization of such
facilities.

(2) Facilities to be established as part of a common user

cooperative system should be authorized in accord with the same

principles as for fully independent facilities. However, to avoid

restraints on competition, the opportunity for all potential users

of similar services to participate without discrimination in such

cooperatives should be made a condition of their authorization.

-GeNF-1-19-ErN-T-424-L
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(3) Facilities to be used by specialized carriers (i.e.,
carriers having no monopoly over switched public message services)
should be authorized under essentially the same terms and conditions
as private or common user facilities. Furthermore, such specialized
carriers should not be constrained to serve as a "carrierts carrier"
nor to share ownership of either space or earth station facilities
with other carriers, common or specialized. We also urge the
Commission to allow competition to limit the rates charged for
specialized services via satellite. Specialized carriers should,
however, be required to serve similar users at equal rates and on a
nondiscriminatory basis.

(4) Facilities to be used by common carriers solely for
the transmission of switched public message services should be
authorized under the same terms and conditions that apply for ter-
restrial radio facilities. However, facilities to be used by such
carriers in the transmission of specialized message services should
be authorized only after a determination by the Commission on each
application, based on public evidentiary hearings, that no cross-
subsidization between public message and specialized services
would take place in either the development, manufacture, installation,
or operation of such facilities. This should not be interpreted,
however, to preclude the legitimate economies of joint-use facilities.

(5) The use of leased facilities (satellite and/or earth sta-
tions) should be considered under the same terms and conditions as
owned facilities, with the responsibility for adherence to these
conditions resting with the lessee.

(6) Local communications common carriers should be
required to provide leased interconnection services for user access
to earth stations, with reasonable rates and without discrimination.

(7) Potential harmful interference between satellite systems
and terrestrial installations should be resolved by the Commission
according to established procedures. Satellite operating entities
should have equal status with terrestrial users in interference
problems and in access to the radio speotrum. To accommodate
new systems or services, the Commission should affirm its
authority to modify or rescind, where appropriate, the operating
rights of established spectrum users (satellite or terrestrial)
where this would not significantly impair the quality of service or
impose undue economic burdens; we believe the Commission should

e compensation of the established users to be paid by the new
entrant in such situations.

CONFIDENTIAL
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(8) The Commission may wish to establish a niminum
acceptable earth station diameter, such as 30 feet, in order to
accommodate a given number of initial United States domestic
satellites in the 4 and 6 GHz spectrum allocations without excessive
use of orbital resources. Although it is very unlikely that the
initial filing period will approach the limit such a standard would 
impose, the standard should in that event be raised Conversely,
if applications were all well below this number, and a reasonable
case were were made on economic and operational grounds, the
standard could be .ed in specific cases. To the extent possible"S"
within the state of th6 art, the satellite antenna radiation pattern
should encompass only the specific land areas to be served.

In a time of rapid technological, economic, and social change, we
would be ill-advised to adopt a definitive policy without the flexibility
for future review or to adopt an overly restrictive policy simply
because of our inability to predict future developments. We,
therefore recom end that the above policies be adopted on an
interim basis, such as three to five years, to permit vigorous
exploration and develo ment of satellite service possibilities.
During this period, the Commission should monitor the industry
structure and service offerings to determine if natural monopoly
or other conditions develop that require more restrictive entry
conditions or warrant direct rate regulation for specialized satellite
services. At the end of the interim period, a full review of the
policy and industry structure should be made.

It is most important that the establishment and operation of domestic
satellite communications facilities be consistent with our obligations
and commitments to INTELSAT and to the International Telecommunica-
tions Union, with other foreign policy considerations, and with national
security communications planning and requirements. With respect to
INTELSAT, it is particularly important that domestic systems not
threaten the operational integrity or economic viability of the global
services provided through this system. We are satisfied that
domestic satellite communications facilities authorized in accordance
with the preceding recommendations will meet all these conditions.
We further see no reason why the Communications Satellite Corpora-
tion, established by Congress as the chosen instrument for United
States participation in INTELSAT, should not be permitted to compete
for domestic satellite service on an equal basis with other United
States corporations; ().' f ) e-tA ..0 (1/1 ,/11
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF EMERGENCY PREPAREDNESS

WASHINGTON, D.C. 20504

OFFICE OF THE DIRECTOR

'AAN9

MEMORANDUM FOR DR. CLAY T. WHITEHEAD
STAFF ASSISTANT •

SUBJECT: Proposed Policy on Domestic Satellite
Communications

I found your memoranda on this matter very thought-
provoking. While I heartily concur in most of the
objectives set forth in your proposed memorandum to
the FCC and agree that there is a need for a re-
examination of existing policies in this area, I am
not convinced that the Administration's position should
be based on the proposition that competition should take
precedence over all other objectives.

I am in doubt about some of the economic and technical
aspects underlying your proposal. There may in fact
be economies of scale and other economic factors in
this area that inhibit effective competition. Techni-
cal considerations may also place serious constraints
on policies governing ownership or mode of operation
of domestic satellite communications facilities.

I also foresee serious domestic and international diffi-
culties if your proposal is adopted as it now stands.
For example, I believe that the Communications Act of
1934 and the Communications Satellite Act of 1962 rep-
resent legislative mandates to ensure that national
security and efficiency considerations have higher
priorities than the principle of competition in estab-
lishing public policy in the field of communications.
The Supreme Court upheld the intent of Congress on this
point in its decision on FCC versus RCAC, 346 U.S. 86.
I also fear that the problems of international coopera-
tion in the satellite communications field would be
seriously complicated by opening domestic satellite
communications to largely unregulated competitive enterprise.
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Finally, I am particularly concerned by the absence of
any reference to the requirements of national security
or the needs of Federal agencies during periods of emer-
gency. I am confident that the President would wish to
take into account the command and control requirements
of the Executive Branch in any new charge to the FCC or
requests#for new legislation.

I recognize that a great deal of technical work and staff
effort have gone into these memoranda. However, the
issues referred to above, particularly the omission of
consideration of requirements stemming from the dictates
of national security, suggest that the subject requires
further analysis and consideration within the Executive
Branch before the President is asked to approve new
policies in this field.

Since I have not had time to study the proposal in detail,
I am attaching the comments of those in my staff who are
most conversant with this problem. In order to give you
all the assistance#we can on this complicated matter I
asked my staff to draft an alternative memorandum to the
FCC, based on their detailed comments. That draft is also
enclosed with the thought that parts of it may be helpful.
Please feel free to consult directly with Bill Plummer,
Bob Kupperman or members of their staffs, on any of the
points raised.

A. Lincoln
Director

Attachments

ITIAI
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DETAILED COMMENTS ON PROPOSED POLICY MEMORANDUM
REGARDING DOMESTIC SATELLITE COMMUNICATIONS

Introduction

The basic questions facing the nation in the
domestic satellite communications matter are the following:

1. What should be the#role of satellite communica-
tions in the domestic scene?

2. What should be the nature and priority of specific
goals to be achieved in the development of domestic satellite
telecommunication services within the framework of the
Administration's national policy objectives (social, economic
and security)?

3. What essential regulatory controls are needed
to protect the national (public) interest?

Since the combined communication services and manu-
facturing industries contributed about 5.0% ($42.2 billionut
to the Gross National Product during 1968, these questions
assume significant dimensions. The basic goal must be
to assure continued health and#growth of the vital domestic
telecommunication services segment of the industry in order
to meet the essential needs of both private and Government
customers. In view of the absence of a compelling case to
treat satellite communications in a "special" manner, the
Administration's broad policy objectives should be based on
experience in this field.

There is general agreement that private enterprise
rather than Government should develop commercial communi-
cation satellite services. However, the institutional
approach outlined in the recommendations of the Draft
Memorandum could place the Administration in the position
of proposing a radical and fundamental departure from
existing regulatory practices which have given the people
of the United States the best telecommunication services
in the world at the lowest real costs. Such an Administra-tion recommendation, without a concomitant legislative man-date and in the face of the acknowledged uncertainty withrespect to technical and economic factors, could invite ahostile reaction from both Congress and a large segmentof the industry.
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The consequences of the proposed approach are mani-
fold and involve important domestic and international rami-
fications. A proposal to implement such a theoretical and
untested market approach could create intense conflict
within the Government, among contenders within the tele-
communications industry, and possibly in the international
scene among partners of the International Telecommunications
Satellite Consortium (INTELSAT) and among members of the
International Telecommunication Union. If the Commission
were to attempt to adopt the proposed concept, further
lengthy delays could be encountered in the application of
this new technology to domestic use because of the necessity
for FCC hearings involving a plethora of conflicting
claimants.

Economic Reservations 

The fundamental premise of the Draft Memorandum is
that more competition and less regulation will accelerate
technological innovation and thus achieve a better quality
of telecommunication services for our people at lower costs.
The validity of this premise remains unproven; in fact,
there is substantial evidence to the contrary.

A. The facts show that switched public telecommuni-
cations (telephone, telegraph, television and data) services
are provided by a large integrated industry composed not
only of the Bell System and Western Union but also of about
2,000 independent telephone companies. The growth, parti-
cularly in the independent sector of the industry, has been
spectacular and the switched system has provided the tech-
nical and economic base on which other modern telecommunica-
tionservices have been built. Further, this is the largest
integrated communications system in the world and it
generates about 2% of the Gross National Product of the
United States.

B. Contrary to the position of the Draft Memorandum,
there is considerable knowledge about the economies of scale
in satellite communications. While it might necessitate
a major study to identify all of these economies, reasonable
cost estimates for most foreseeable applications and alterna-
tive systems can already be put on a comparative basis.
The Nation's experience with the INTELSAT Consortium and
with military satellite operations shows a continuing trend
toward economies of scale with advanced satellites and no
substantial evidence of clear economies of specialization.
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C. In a field requiring large capital investments,
adequate reserves against possible major systems failure,
and extensive technological skill, it is quite possible
that an absolute minimum of regulation (as inferred in the
Draft Memorandum) could promote the rapid establishment of
a monopoly. This possibility is even more likely in the
current tight money market.

III. Technological Reservations 

While the conclusions of the technical committee
clearly point out the problems associated with orbital
space and frequency spectrum usage for a number of separate
domestic satellite systems, further study is required on
several issues:

A. The interference problems created by a large
number of satellite ground stations raise several unanswered
questions: Are we to have separate earth facilities for
domestic as well as international satellite systems? If
so, will the awarding of early domestic station sites drive
up the costs of later international systems? Are the CATV
systems likely candidates for satellite ground terminals?

B. While communication satellites may be operated
with as little as 0.5° separation, other systems now
envisioned would require spacings of as much as 6.0'.
Since orbital spacing is a very complex problem, it re-
quires much more research and understanding before defining
standards for orbital spacing and antenna diameter size.

IV. Domestic Ramifications 

The Draft Memorandum raises serious legal questions
and could create intense conflict within the government
and serious objections from the public and the industry.

A. Legal Aspects 

1. The Communications Act of 1934 and the Communi-
cations Satellite Act of 1962 are legislative mandates to
ensure that national security and efficiency considerations
have a higher priority than competition in establishing
public policy toward the field of communications. Congress

1 ri
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has also imposed specific obligations on the US Government
to the Communications Satellite Corporation and its public
stockholders and to the Corporation of Public Broadcasting
A major change from these legal obligations would require
new legislation.

B. Governmental Problems 

1. The recommendation that both financial and
technical resources be evaluated in approving private in-
dustry's proposals for domestic satellite systems brings
into question the ability of the FCC to accomplish this
under current budgetary and manpower limitations. The
FCC has never had the resources to assess adequately the
implications of technological advances on competing pro-
posals and regulatory policies. Like many regulatory
groups, they are largely dependent upon those they regulate
to supply such assessments. If the FCC is to regulate this
area effectively, its base of technological skill in this
area must be improved and expanded.

2. The national security and emergency pre-
paredness agencies can be expected to raise questions about
the compatability of separate domestic satellite systems
with their essential needs.

C. Public Interest Aspects 

1. If profitability is the main criterion for
providing domestic satellite communication services, many
potential public consumers might not be serviced adequately.
For example, Alaska is comparable to underdeveloped countries
of the world at least with respect to communications and is
not likely, therefore, to present enough profit potential
for the private sector to undertake a separate satellite
system serving its communications needs. The Draft Memo-
randum could be interpreted by the Alaskans as short-
changing their needs and requirements.

2. How does the policy presented in the Draft
Memorandum insure that certain applications in the public
interest (Alaskan communications, educational systems,
government communications) having low or nonexistent profit
margins get served by allowing almost unrestricted approval
of proposed systems? The first and strongest backed pro-
posals are likely to be for specialized systems which will
skim off the profit cream inherent in broadband commercial
requirements.

, I 1 rgi
v_oriir II!)



S

3. The Draft Memorandum overlooks this problem
by putting common carrier services on the same basis as
special services. Common carriers, however, by their very
nature, produce external economies -- public benefits for
which they are not able to collect in a market system --
and thus are in part public goods and eligible for public
support. The idea that individuals derive some benefit
from having a common carrier available, whether or not they
actually use it is called "option demand" in the public
finance literature. There is no way for the producers of
this service to collect except when the service is actually
used. In the public interest, therefore, there is clearly
a case for giving preference to common carriers, especially
if an interference problem causes more profitable special
service systems to preclude common carriers in a given
geographic area.

D. Industry's Possible Objections 

I. Satellite communications cannot be isolated
from other domestic communication media. The paper does
not consider what public policy should be regarding tolerable
situations of private control of both satellite and terrestrial
communications industries. Is public policy well served
if a firm that dominates one of the terrestrial industries
emerges as the dominant market force in satellite communica-
tions? Will this paper be interpreted by some as an attempt
to allow AT&T the opportunity to bypass COMSAT?

V. International Ramifications 

A "domestic satellite system" raises significant
questions of an international nature which must be explored
further. '

A. What would be the impact of a number of separate
domestic satellite systems on US commitments and obligations
to the INTELSAT Consortium, on the orderly evolution and
growth of the Global System, on the US position to be taken
at the 1971 Space World Administrative Radio Conference,
and on the negotiations of Definitive Arrangements? If
the US proceeds with a variety of uncoordinated domestic
systems, it is possible a good many other nations will jump
to the same posture, producing a situation where international
agreements become very difficult to obtain. Certainly,
it will be difficult for the US to discourage the prolifera-
tion of regional systems which may divert support from the
INTELSAT system.

juiia
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B. There is the problem of interference with existing
terrestrial microwave systems in the US and Canada.
Coordination and agreement with the Canadians, at least,
is paramount to establishing a rational domestic regulation
policy. Also, some form of capability between the Canadians
and the US may be desirable for the US in linking Alaska
to the rest of the US mainland.

VI. Conclusions and Alternatives 

For the above reasons, the Draft Memorandum requires
substantial revision. The Administration should focus its
position on broad policy objectives, leaving implementation
details to the regulatory agency. A suggested revision of
the memorandum to the FCC is provided in Attachment I.
While time has not permitted all interested parties within
OEP to review this attachment, it is consistent with the
detailed comments above.
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ATTACHMENT 1

DRAFT January 9, 1970

MEMORANDUM FOR: Honorable Dean Burch
Chairman
Federal Communications Commission

This memorandum presents the Administration's posi-

tion on the development of domestic communication-satellite

services. The position outlined herein reflects the pro-

duct of an extensive policy review made by the Executive

Branch. Hopefully, the national (public) policy objectives

and policy considerations presented by the Administration

will aid the Commission in the exercise of its statutory

responsibilities.

The early 1970's will provide enhanced opportunities

for our nation to utilize practical applications of

technological advances flowing from the national space

program. During the 1960's the technical feasibility

and economic viability of communications satellite tech-

nology for international telecommunications was demonstrated

with dramatic success by the International Telecommunications

Satellite Consortium (INTELSAT). This achievement means

the United States, in conjunction with its partners in

ki
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INTELSAT, has essentially met the basic goal established

by the Congress in the Communications Satellite Act of

1962. The challenge is to develop satellite communications

to provide domestic services wherever the result will be

improved services at lower cost.

The Commission is fully aware that the importance

of telecommunications to our society cannot be overstated.

The United States has the most comprehensive, flexible and

economic system of telecommunications in the world. This

highly developed and valuable resource provides a wide

diversity of telephone, telegraph, TELEX, television,

radio, facsimile and data exchange services for the Nation's

private, public and government users. These services are

provided through an intricate complex of facilities and

systems including: (a) radio and television broadcasting

stations and receiving sets; (b) an integrated public

telephone network including common carrier transmission

systems (wire, cable, and radio); (c) private fixed radio

networks; and (d) mobile radio networks (vehicular, aero-

nautical and maritime).

As the nerve system of our economy, Government and

private business operations, public welfare and national

security activities, telecommunication systems are

A'AW I 131
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indispensable to the pursuit of our national objectives.

Our nation's well-being depends in very large measure upon

the telecommunication technology; and it is in the interest

of all of us to assure that this dynamic technology --

which includes many diverse means of communicating --

continues to grow. It is important that the fruits of

telecommunication technology be used in the interest of all

of our people as rapidly and economically as possible.

NATIONAL (PUBLIC) POLICY OBJECTIVES 

The fundamental objective in telecommunications is to

assure the continued improvement and growth of the enormous

domestic and international telecommunications complex

available to American society. Attainment of this goal

will enhance the availability, quality, versatility,

dependability and economy of telecommunication services;

provide increased benefits to users (public, private and

Governmental); and contribute to the achievement of the

social, economic and security objectives of our nation.

The Government's role in pursuing this important

goal is protection and promotion of the national (public)

interest through enlightened Executive policy and leader-

ship and by effective Federal regulation and guidance. The

keystone of success is a healthyenvironment for dynamic
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action by both private and public sectors to bring the

full potential of new technologies into reality.

To achieve the overall policy objective, the Adminis-

tration has established the following specific policy

objectives related to domestic communication-satellite

services:

To realize the early and orderly introduction of

satellite communications technology into the

domestic telecommunications environment when and

where economically viable and improved services

will result;

To assure that when domestic communications are

established they are compatible with and fully

integrated, where appropriate, with the existing

domestic and international public telecommunica-

tions systems that support improved services,

national security and preparedness.

To encourage expansion of the range of available

telecommunications services offered to all users

through the application of technological advances

in satellite communications;
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- - To attain coordinated and efficient use of the

electromagnetic spectrum -- a limited inter-

national resource -- and assure technical compati-

bility of the domestic communications satellite

facilities with existing terrestrial facilities

both in the United States and abroad, and with

other communication satellite systems;

-- To assure that where economic benefits can be

attained by satellite communications facilities,

they will accrue to users of telecommunication

services;

-- To assure compatibility with and support of US

objectives and obligations concerning INTELSAT

and the Global Commercial Communications Satellite

System.

POLICY CONSIDERATIONS 

There are several fundamental factors and policy

considerations which this Administration believes to be

relevant to the introduction of domestic communication-

satellite services. Such considerations must be evaluated

carefully during the formulation of definitive policy guide-

lines for the establishment and use of domestic satellite

communications. The more important considerations include

the following:
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Program Approach for Domestic Satellite Communications 

The potential for early introduction of satellite

communications services in the United States includes

the simultaneous distribution of television programs to

locations throughout the fifty States; the rapid exchange

of computer and data information; and the provision of

alternate trunk routes in the basic nationwide public

leased circuit and switched networks. Longer range potential

applications include: The broad distribution of educa-

tional and instructional radio and television programs to

widely dispersed groups; and a range of other services

requiring broad-band facilities. These new, improved and

expanded telecommunication services should contribute

to the general enhancement of the capability, flexibility

and reliability of the total domestic telecommunication

environment.

There are uncertainties, however, as to the specific

role, the technical compatibility and economic viability

of domestic satellite communications which make it prudent

to proceed in an orderly manner when implementing such

facilities. Accordingly, the Administration believes

definitive policy guidelines should provide for:
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- Establishing flexible arrangements to ensure

maximum learning about the capabilities and

limitations of domestic satellite communica-

tions and problems associated with the

establishment and use of such facilities.

- Promoting incentives to foster the development

of competitive sources of satellite communications

technology.

- Recognizing the importance to the national interest

of the benefit that would accrue to the American

people and Government institutions by establishing

domestic satellite communications through a

multiple-purpose system, as a complementary medium,

compatible with and fully integrated, wherc appro-

priate, with the existing domestic and international

public telecommunication networks.

- Modernizing the regulatory process and setting to

emphasize improved performance of telecommunications

entities, and the timeliness and efficiency of the

regulatory activity.

Recognizing the dynamic nature of this new tech-

nology by establishing guidelines on an interim

basis subject to a full review after a few years.

411 Li i/1



8

Federal Government as User of Telecommunications Services 

The United States Government is dependent upon a very

wide range of modern telecommunication services in con-

ducting its functions. Every department and agency of the

Government have ready access to telecommunication services

in carrying out its missions assigned by the Congress and

the President. Government policy is to obtain communica-

tion services from common carriers to meet its traffic needs

whenever possible and to establish Government-owned facili-

ties only as necessary for special requirements. The Federal

Government is today by far the largest single customer of

leased, commercial telecommunications services. Accordingly,

the definitive policy guidelines should include:

Provision for Federal Government department and

agency utilization of new and improved telecom-

munication services furnished by domestic satellites

when such services are economically viable and/or

contribute to overall enhancement of telecommuni-

cations available to departments and agencies.

Government users should have direct access to

communication-satellite facilities, when required

for unique services.
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- Provision for use of domestic communication-

satellite services in support of national security

and emergency preparedness efforts, when appropri-

ate. Since the onerational existence of nationwide

systems of rapid voice, data and record communica-

tions is indispensable to national security and

emergency preparedness, the Department of Defense

and other agencies will utilize commercial domestic

satellite services to improve the total telecommuni-

cations capability available for these purposes.

-- Institutional Arrangements --

The United States has a unique opportunity ahead in

promoting the use of satellite communication technology by

broadening participation in the marketplace and encouraging

flexible institutional arrangements. The definitive policy

guidelines should include provisions for:

- Offering the opportunity for responsible entities

to apply to the Federal Communications Commission to

establish domestic satellite communication facilities

- Encouraging customer groups from a broad spectrum of

our society to utilize telecommunication services

provided by domestic satellite communication facilities.

- Recognizing the public interest in and the obligations

of the United States to the Communications Satellite

Corporation and its public shareholders, and to the

Corporation for Public Broadcasting, both created by

Congress.
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Establishing criteria for authorizing domestic

satellite communication facilities to perform

appropriate role(s) -- taking into account the

national (public) interest considerations of the

available orbital space and frequency spectrum

and other important definitive policy guidelines.

-- Foreign Policy --

The United States Government recognize i the inter-

national aspects of satellite communications, particularly

the use of orbital space and frequency spectrum. The

definitized policy guidelines for the establishment and

use of satellite communications domestically should include:

Respect for the obligations of the United States

under the Interim Arrangements of 1964 Establishing

the INTELSAT Consortium (and under Definitive

Arrangements when promulgated): and avoidance of

any action in the establishment of commercial

domestic satellite communication facilities which

would be incompatible with our support of the

Consortium andlith our support of the Global System.

Coordination of program plans and orbital space and

frequency spectrum requirements for new domestic

satellite communication facilities with the INTELSAT
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Consortium and the International Telecommunication

Union, as appropriate.

Recognition of the importance of the pending 1971

Space World Administrative Radio Conference and the

impact any domestic satellite communication policies

could have on the position to be taken by the United

States at the Conference.

-- Conclusion--

The American system has developed satellite communica-

tions technology and has promoted the sharing of this new

capability with people throughout the world. The genius

of our institutions for effective competition and the

generation of innovative advances should now be focused

on bringing the benefits of this technology to a broad

sector of our nation's people. The establishment of

domestic satellite communication facilities must be

accomplished in an orderly and organized manner subject,

of course, to essential regulatory control by the Federal

Communications Commission. The opportunity exists to effect

innovation in the regulatory process for the introduction

of this new technology in our domestic infrastructure.
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The Administration is confident that the efforts of

private enterprise supported, where required, by the

Government can bring about a realization of domestic

communication satellite services. The Administration

pledges its support in providing satellite launch services

for communication satellites which the Commission authorized

through the National Aeronautics and Space Administration,

and to advise the Commission, when requested.

Signature 



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF EMERGENCY PREPAREDNESS

WASHINGTON, D.C. 20504

OFFICE OF THE DIRECTOR

MEMORANDUM FOR DR. CLAY T. WHITEHEAD
STAFF ASSISTANT

SUBJECT: Proposed Policy on Domestic Satellite
Communications

I found your memoranda on this matter very thought-
provoking. While I heartily concur in most of the
objectives set forth in your proposed memorandum to
the FCC and agree that there is a need for a re-
examination of existing policies in this area, I am
not convinced that the Administration's position should
be based on the proposition that competition should take
precedence over all other objectives.

I am in doubt about some of the economic and technical
aspects underlying your proposal. There may in fact
be economies of scale and other economic factors in
this area that inhibit effective competition. Techni-
cal considerations may also place serious constraints
on policies governing ownership or mode of operation
of domestic satellite communications facilities.

1 also foresee serious domestic and international diffi
culties if your proposal is adopted as it now stands.
For example, I believe that the Communications Act of
1934 and the Communications Satellite Act of 1962 rep-
resent legislative mandates to ensure that national
security and efficiency considerations have higher
priorities than the principle of competition in estab-
lishing public policy in the field of communications.
The Supreme Court upheld the intent of Congress on this
point in its decision on FCC versus RCAC, 346 U.S. 86.
I also fear that the problems of international coopera-
tion in the satellite communications field would be
seriously complicated by opening domestic satellite
communications to largely unregulated competitive enterprise.

DECLASSIFIED
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Finally, I am particularly concerned by the absence of
any reference to the requirements of national security
or the needs of Federal agencies during periods of emer-
gency. I am confident that the President would wish to
take into account the command and control requirements
of the Executive Branch in any new charge to the FCC or
requests for new legislation.

I recognize that a great deal of technical work and staff
effort have gone into these memoranda. However, the
issues referred to above, particularly the omission of
consideration of requirements stemming from the dictates
of national security, suggest that the subject requires
further analysis and consideration within the Executive
Branch before the President is asked to approve new
policies in this field.

Since I have not had time to study the proposal in detail,
I am attaching the comments of those in my staff who are
most conversant with this problem. In order to give you
all the assistance we can on this complicated matter I
asked my staff to draft an alternative memorandum to the
FCC, based on their detailed comments. That draft is also
enclosed with the thought that parts of it may be helpful.
Please feel free to censult directly with Bill Plummer,
Bob Kupperman or members of their staffs, on any of the
points raised.

„
'si. A. Lincoln
Director

Attachments
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DETAILED COMMENTS ON PROPOSED POLICY MEMORANDUM
REGARDING DOMESTIC SATELLITE COMMUNICATIONS 

T. Introduction

The basic questions facing the nation in the
domestic satellite communications matter are the following:

1. What should be the role of satellite communica-
tions in the domestic scene?

2. What should be the nature and priority of specific
goals to be achieved in the development of domestic satellite
telecommunication services within the framework of the
Administration's national policy objectives (social, economic
and security)?

3. What essential regulatory controls are needed
to protect the national (public) interest?

Since the combined communication services and manu-
facturing industries contributed about 5.0% ($42.2 billion)
to the Gross National Product during 1968, these questions
assume significant dimensions. The basic goal must be
to assure continued health and growth of the vital domestic
telecommunication services segment of the industry in order
to meet the essential needs of both private and Government
customers. In view of the absence of a compelling case to
treat satellite communications in a "special" manner, the
Administration's broad policy objectives should be based on
experience in this field.

There is general agreement that private enterprise
rather than Government should develop commercial communi-
cation satellite services. However, the institutional
approach outlined in the recommendations of the Draft
Memorandum could place the Administration in the position
of proposing a radical and fundamental departure from
existing regulatory practices which have given the people
of the United States the best telecommunication services
in the world at the lowest real costs. Such an Administra-
tion recommendation, without a concomitant legislative man-
date and in the face of the acknowledged uncertainty with
respect to technical and economic factors, could invite a
hostile reaction from both Congress and a large segment
of the industry.

r-T\n'
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The consequences of the proposed approach are mani-
fold and involve important domestic and international rami-
fications. A proposal to implement such a theoretical and
untested market approach could create intense conflict
within the Government, among contenders within the tele-
communications industry, and possibly in the international
scene among partners of the International Telecommunications
Satellite Consortium (INTELSAT) and among members. of the
International Telecommunication Union. If the Commission
were to attempt to adopt the proposed concept, further
lengthy delays could be encountered in the application of
this new technology to domestic use because of the necessity
for FCC hearings involving a plethora of conflicting
claimants.

Economic Reservations 

The fundamental premise of the Draft Memorandum is
that more competition and less regulation will accelerate
technological innovation and thus achieve a better quality
of telecommunication services for our people at lower costs.
The validity of this premise remains unproven; in fact,
there is substantial evidence to the contrary.

A. The facts show that switched public telecommuni-
cations (telephone, telegraph, television and data) services
are provided by a large integrated industry composed not
only of the Bell System and Western Union but also of about
2,000 independent telephone companies. The growth, parti-
cularly in the independent sector of the industry, has been
spectacular and the switched system has provided the tech-
nical and economic base on which other modern telecommunica-
tienservices have been built. Further, this is the largest
integrated communications system in the world and it
generates about 2% of the Gross National Product, of the
United States.

B. Contrary to the position of the Draft Memorandum,
there is considerable knowledge about the economies of scale
in satellite communications. While it might necessitate
a major study to identify all of these economies, reasonable
cost estimates for most foreseeable applications and alterna-
tive systems can already be put on a comparative basis.
The Nation's experience with the. INTELSAT Consortium and
with military satellite operations shows a continuing trend
toward economies of scale with advanced satellites and no
substantial evidence of clear economies of specialization.



C. In a field requiring large capital investments,
adequate reserves against possible major systems failure,
and extensive technological skill, it is quite possible
that an absolute minimum of regulation (as inferred in the
Draft Memorandum) could promote the rapid etablishment of
a monopoly. This possibility is even more likely in the
current tight money market.

Technological Reservations 

While the conclusions of the technical committee
clearly point out the problems associated with orbital
space and frequency spectrum usage for a number of separate
domestic satellite systems, further study is required on
several issues:

A. The interference problems created by a large
number of satellite ground stations raise several unanswered
questions: Are we to have separate earth facilities for
domestic as well as international satellite systems? If
so, will the awarding of early domestic station sites drive
up the costs of later international systems? Are the CATV
systems likely candidates for satellite ground terminals?

B. While communication satellites may be operated
with as little as 0.50 separation, other systems now
envisioned would require spacings of as much as 6.0° .
Since orbital spacing is a very complex problem, it re-
quires much more research and understanding before defining
standards for orbital spacing and antenna diameter size.

IV. Domestic Ramifications

The Draft Memorandum raises serious legal questions
and could create intense conflict within the government
and serious objections from the public and the industry.

A. Legal Aspects

1. The Communications Act of 1934 and the Communi-
cations Satellite Act of 1962 are legislative mandates to
ensure that national security and efficiency considerations
have a higher priority than competition in establishing
public policy toward the field of communications. Congress
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has also imposed specific obligations on the US Government
to the Communications Satellite Corporation and its public
stockholders and to the Corporation of Public Broadcasting
A major change from these legal obligations would require
new legislation.

B. Governmental Problems 

1. The recommendation that both financial and
technical resources be evaluated in approving private in-
dustry's proposals for domestic satellite systems brings
into question the ability of the FCC to accomplish this
under current budgetary and manpower limitations. The
FCC has never had the resources to assess adequately the
implications of technological advances on competing pro-
posals and regulatory policies. Like many regulatory
groups, they are largely dependent upon those they regulate
to supply such assessments. If the FCC is to regulate this
area effectively, its base of technological skill in this
area must be improved and expanded.

2. The national security and emergency pre-
paredness agencies can be expected to raise questions about
the compatability of separate domestic satellite systems
with their essential needs.

C. Public Interest Aspects 

1. If profitability is the main criterion for
providing domestic satellite communication services, many
potential public consumers might not be serviced adequately.
For example, Alaska is comparable to underdeveloped countries
of the world at least with respect to communications and is
not likely, therefore, to present enough profit potential
for the private sector to undertake a separate satellite
system serving its communications needs. The Draft Memo-
randum could be interpreted by the Alaskans as short-
changing their needs and requirements.

2. How does the policy presented in the Draft
Memorandum insure that certain applications in the public
interest (Alaskan communications, educational systems,
government communications) having low or nonexistent profit
margins get served by allowing almost unrestricted approval
of proposed systems? The first and strongest backed pro-
posals are likely to be for specialized systems which will
skim off the profit cream inherent in broadband commercial
requirements.
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3. The Draft Memorandum overlooks this problem
by putting common carrier services on the same basis as
special services. Common carriers, however, by their very
nature, produce external economies -- public benefits for
which they are not able to collect in a market system --
and thus are in part public goods and eligible for public
support. The idea that individuals derive some benefit
from having a common carrier available, whether or not they
actually use it is called "option demand" in the public
finance literature. There is no way for the producers of
this service to collect except when the service is actually
used. In the public interest, therefore, there is clearly
a case for giving preference to common carriers, especially
if an interference problem causes more profitable special
service systems to preclude common carriers in a given
geographic area.

D. Industry's  Possible Objections 

1. Satellite communications cannot be isolated
from other domestic communication media. The paper does
not consider what public policy should be regarding tolerable
situations of private control of both satellite and terrestria
communications industries. Is public policy well served
if a firm that dominates one of the terrestrial industries
emerges as the dominant market force in satellite communica-
tions? Will this paper be interpreted by some as an attempt
to allow AT&T the opportunity to bypass COMSAT?

V. International  Ramifications 

A "domestic satellite system" raises significant
questions of an international nature which must be explored
further. '

A. What would be the impact of a number of separate
domestic satellite systems on US commitments and obligations
to the INTELSAT Consortium, on the orderly evolution and
growth of the Global System, on the US position to be taken
at the 1971 Space World Administrative Radio Conference,
and on the negotiations of Definitive Arrangements? If
the US proceeds with a variety of uncoordinated domestic
systems, it is possible a good many other nations will jump
to the same posture, producing a situation where int&rnational
agreements become very difficult to obtain. Certainly,
it will be difficult for the US to discourage the prolifera-
tion of regional systems which may divert support from the
INTELSAT system.
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B. There is the problem of interference with existing
terrestrial microwave systems in the US and Canada.
Coordination and agreement with the Canadians, at least,
is paramount to establishing a rational domestic regulation
poncy. Also, some form of capability between the Canadians
and the US may be desirable for the US in linking Alaska
to the rest of the US mainland.

VI. Conclusions and Alternatives

For the above reasons, the Draft Memorandum requires
substantial revision. The Administration should focus its
position on broad policy objectives, leaving implementation
details to the regulatory agency. A suggested revision of
the memorandum to the FCC is provided in Attachment I.
While time has not permitted all interested parties within
OEP to review this attachment, it is consistent with the
detailed comments above. '



1J L.,

ATTACHMENT 1

DRAFT January 9, 1970

MEMORANDUM FOR: Honorable Doan Burch
Chairman
Federal Communications Commission

This memorandum presents the Administration's posi-

tion on the development of domestic communication-satellite

services. The position outlined herein reflects the pro-

duct of an extensive policy review made by the Executive

Branch. Hopefully, the national (public) policy objectives

and policy considerations presented by the Administration

will aid the Commission in the exercise of its statutory

responsibilities.

The early 1970's will provide enhanced opportunities

for our nation to utilize practical applications of

technological advances flowing from the national space

program. During the 1960's the technical feasibility

and economic viability of communications satellite tech-

nology for international telecommunications was demonstrated

with dramatic success by the International Telecommunications

Satellite Consortium (INTELSAT). This achievement means

the United States, in conjunction with its partners in
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INTELSAT, has essentially met the basic goal established

by the Congress in the Communications Satellite Act of

1962. The challenge is to develop satellite communications

to provide domestic services wherever the result will be

improved services at lower cost.

The Commission is fully aware that the importance

of telecommunications to our society cannot be overstated.

The United States has the most comprehensive, flexible and

economic system of telecommunications in the world. This

highly developed and valuable resource provides a wide

diversity of telephone, telegraph, TELEX, television,

radio, facsimile and data exchange services for the Nation's

private, public and government users. These services are

provided through an intricate complex of facilities and

systems including: (a) radio and television broadcasting

stations and receiving sots; (b) an integrated public

telephone network including common carrier transmission

systems (wire, cable, and radio); (c) private fixed radio

networks; and (d) mobile radio networks (vehicular, aero-

nautical and maritime).

As the nerve system of our economy, Government and

private business operations, public welfare and national

security activities, telecommunication systems are

•,1
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indispensable to the pursuit of our national objectives.

Our nation's well-being depends in very large measure upon

the telecommunication technology; and it is in the interest

of all of us to assure that this dynamic technology --

which includes many diverse means of communicating --

continues to grow. It is important that the fruits of

telecommunication technology be used in the interest of all

of our people as rapidly and economically as possible.

NATIONAL (PUBLIC) POLICY OBJECTIVES

The fundamental objective in telecommunications is to

assure the continued improvement and growth of the enormous

domestic and international telecommunications complex

available to American society. Attainment of this goal

will enhance the availability, quality, versatility,

dependability and economy of telecommunication services;

provide increased benefits to users (public, private and

Governmental); and contribute to the achievement of the

social, economic and security objectives of our nation.

The Government's role in pursuing this important

goal is protection and promotion of the national (public)

interest through enlightened Executive policy and leader-

ship and by effective Federal regulation and guidance. The

keystone of success is a healthy environment for dynamic
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action by both private and public sectors to bring the

full potential of new technologies into reality.

To achieve the overall policy objective, the Adminis-

tration has established the following specific policy

objectives related to domestic communication-satellite

services:

To realize the early and orderly introduction of

satellite communications technology into the

domestic telecommunications environment when and

where economically viable and improved services

will result;

To assure that when domestic communications are

established they are compatible with and fully

integrated, where appropriate, with the existing

domestic and international public telecommunica-

tions systems that support improved services,

national security and preparedness.

To encourage expansion of the range of available

telecommunications services offered to all users

through the application of technological advances

in satellite communications;
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To attain coordinated and efficient use of the

electromagnetic spectrum -- a limited inter-

national resource -- and assure technical compati-

bility of the domestic communications satellite

facilities with existing terrestrial facilities

both in the United States and abroad, and with

other communication satellite systems;

- To assure that where economic benefits can be

attained by satellite communications facilities,

they will accrue to users of telecommunication

services;

-- To assure compatibility with and support of US

objectives and obligations concerning INTELSAT

and the Global Commercial Communications Satellite

System.

POLICY CONSIDERATIONS

There are several fundamental factors and policy

considerations which this Administration befleves to be

relevant to the introduction of domestic communication-

satellite services. Such considerations must be evaluated

carefully during the formulation of definitive policy. guidc-

lines for the establishment and use of domestic satellite

communications. The more important considerations include

the following: .1^3

L Li
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To attain coordinated and efficient use of the

electromagnetic spectrum -- a limited inter-

national resource -- and assure technical compati-

bility of the domestic communications satellite

facilities with existing terrestrial facilities

both in the United States and abroad, and with

other communication satellite systems;

To assure that where economic benefits can be

attained by satellite communications facilities,

they will accrue to users of telecommunication

services;

-- To assure compatibility with and support of US

objectives and obligations concerning INTELSAT

and the Global Commercial Communications Satellite

System.

POLICY CONSIDERATIONS

There are several fundamental factors and policy

considerations which this Administration believes to be

relevant to the introduction of domestic communication-

satellite services. Such considerations must be evaluated

carefully during the formulation of definitive policy guide-

lines for the establishment and use of domestic satellite

communications. The more important considerations include

the following:
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Program Approach for Domestic Satellite Communications

The potential for early introduction of satellite

communications services in the United States includes

the simultaneous distribution of television programs to

locations throughout the fifty States; the rapid exchange

of computer and data information; and the provision of

alternate trunk routes in the basic nationwide public

leased circuit and switched networks. Longer range potential

applications include: The broad distribution of educa-

tional and instructional radio and television programs to

widely dispersed groups; and a range of other services

requiring broad-band facilities. These new, improved and

expanded telecommunication services should contribute

to the general enhancement of the capability, flexibility

and reliability of the total domestic telecommunication

environment.

There are uncertainties, however, as to the specific

role, the technical compatibility and economic viability

of domestic satellite communications which make it prudent

to proceed in an orderly manner when implementing such

facilities. Accordingly, the Administration believes

definitive policy guidelines should provide for:
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Establishing flexible arrangements to ensure

maximum ]earning about the capabilities and

limitations of domestic satellite communica-

tions and problems associated with the

establishment and use of such facilities.

Promoting incentives to foster the development

of competitive sources of satellite communications

technology.

Recognizing the importance to the national interest

of the benefit that would accrue to the American

people and Government institutions by establishing

domestic satellite communications through a

multiple-purpose system, as a complementary medium,

compatible with and fully integrated, where appro-

priate, with the existing domestic and international

public telecommunication networks.

Modernizing the regulatory process and setting to

emphasize improved performance of telecommunications

entities, and the timeliness and efficiency of the

regulatory activity.

Recognizing the dynamic nature of this now tech-

nology by establishing guidelines on an interim

basis subject to a full review after a few years.

1C7I.JJCt



Federal Government as User of Telecommunications Services

The United States Government is dependent upon a very

wide range of modern telecommunication services in con-

ducting its functions. Every department and agency of the

Government have ready access to telecommunication services

in carrying out its missions assigned by the Congress and

the President. Government policy is to obtain communica-

tion services from common carriers to meet its traffic needs

whenever possible and to establish Government-owned facili-

ties only as necessary for special requirements. The Federal

Government is today by far the largest single customer of

leased, commercial telecommunications services. Accordingly,

the definitive policy guidelines should include:

Provision for Federal Government department and

agency utilization of new and improved telecom-

munication services furnished by domestic satellites,

when such services are economically viable and/or

contribute to overall enhancement of telecommuni-

cations available to departments and agencies.

Government users should have direct access to

communication-satellite facilities, when required

for unique services.
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Provision for use of domestic communication-

satellite services in support of national security

and emergency preparedness efforts, when appropri-

ate. Since the operational existence of nationwide

systems of rapid voice, data and record communica-

tions is indispensable to national security and

emergency preparedness, the Department of Defense

and other agencies will utilize commercial domestic

satellite services to improve the total telecommuni-

cations capability available for these purposes.

-- Institutional Arrangements -

The United States has a unique opportunity ahead in

promoting the use of satellite communication technology by

broadening participation in the marketplace and encouraging

flexible institutional arrangements. The definitive policy

guidelines should include provisions for:

Offering the opportunity for responsible entities

to apply to the Federal Communications Commission to

establish domestic satellite communication facilities.

Encouraging customer groups from a broad spectrum of

our society to utilize telecommunication services

provided by domestic satellite communication facilities

Recognizing the public interest in and the obligations

of the United States to the Communications Satellite

Corporation and its public shareholders, and to the

Corporation for Public Broadcasting, both created by

Congress.

•
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Consortium and the International Telecommunication

Union, as appropriate.

Recognition of the importance of the pending 1.971

Space World Administrative Radio Conference and the

impact any domestic satellite communication policies

could have on the position to be taken by the United

States at the Conference.

-- Conclusion--

The American system has developed satellite communica-

tions technology and has promoted the sharing of this now

capability with people throughout the world. The genius

of our institutions for effective competition and the

generation of innovative advances should now be focused

on bringing the benefits of this technology to a broad

sector of our nation's people. The establishment of

domestic satellite communication facilities must be

accomplished in an orderly and organized manner subject,

of course, to essential regulatory control by the Federal

Communications Commission. The opportunity exists to effect

innovation in the regulatory process for the introduction

of this new technology in our domestic infrastructure.
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The Administration is confident that the efforts of

private enterprise supported, where required, by the

Government can bring about a realization of domestic

communication satellite services. The Administration

pledges its support in providing satellite launch services

for communication satellites which the Commission authorized

through the National Aeronautics and Space Administration,

and to advise the Commission, when requested.

Signature
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UNITED STATES GOVERNMENT

Memorandum
Dr. Clay T. Whitehead DATE: December 18, 1969

FROM Chairman, Federal Communications Commission

SUBJECT: Comments on Summary of Economic and Technology Committee Reports,
Domestic Satellite Working Group

I very much appreciate your furnishing me with the Summary of the
Economic and Technology Committee Reports, Domestic Satellite
Working Group.

I am attaching for your consideration the comments on this report
which have been prepared by Messrs. Strassburg and Watkins.

Dean Iurch
Chairman

Attachment

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan
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MAY 1962 EDITION
GSA GEN. REG. NO. 27

UNITED STATES GOVERNMENT

Memorandum
TO : Dr. Clay T. Whitehead

FROM Bernard Strassburg, Chief, Common Carrier Bureau
William H. Watkins, Chief Engineer

DATE: December 18, 1969

SUBJECT: Comments on Summary of Economic and Technology Committee Reports,
Domestic Satellite Working Group

We have reviewed the draft Summary and believe that the following
comments are pertinent:

A. General. - In order to be most useful the summary should specify
the basic goals which should be achieved by the exploitation of
the satellite technology for the domestic telecommunications
services. The paper as now written merely lists a group of
relevant considerations which would, of course, be involved, but
it omits any indication of national priorities or general national
goals to be served as the framework within which such considerations
would be evaluated. Furthermore, the paper seems to stress "com-
petition" to the exclusion of other balancing considerations, such
as the extent of the market, different systems serving different
needs non-competitively, and the relatively high cost of entry.

There is also a bias in the conclusions against federal regulation
per se and not enough of a recognition of the existing statutory
framework which clearly indicates a Congressional requirement for
federal regulatory review and control in this field. Thus the
paper should treat the question as to how the contemplated modes
of entry and operation square with minimal statutory regulatory
obligations and requirements. If, in fact, a change in national
policy in this respect is the end goal, the issue should be faced
squarely and a logical premise should be set forth with adequate
supporting evidence and considerations as a basis for reconciling
this approach with existing legal constraints, or for seeking a
change in existing law. Regulatory intervention in matters such
as licensing, rate levels and structure, accounting procedures
and quality of service is required as the law now stands and will
necessarily be exercised under any of the options considered in
the paper. If anything, competitive entry with the accompanying
contentions regarding potential economic harm could very well
delay, rather than expedite the implementation and use of
satellite facilities in the domestic field.

B. Specifics

1. The allegation is made on the bottom of page 1 that certain
services now being furnished by terrestrial means are

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan
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currently subsidized by more profitable services. Although
this may, in fact, be true in some instances, it is not a
consequence of regulatoiy,policy and efforts are constantly
being made to remove subsidization.

2. In the penultimate sentence of the first full paragraph sub-
stitute "reduction in" for "degradation of".

3. Delete the first three words of the penultimate sentence of
page 2 and substitute 'To accommodate a relatively".

4. The last sentence of the first paragraph under Economic
Framework (page 3) should read "A second possibility is to
provide highly specialized broad band services for widely
dispersed and highly specialized broad band users over
relatively thin routes.

5. The word "characteristics" under (1) in the second sentence
of the second paragraph on page 3 should be deleted in the
interest of accuracy.

6. The third sentence of the first full paragraph of page 4
should read as follows: "Since it is not possible to reach
firm conclusions regarding the economy of scale in satellite
service and since large capacity, low cost terrestrial net.
works are available to compete with satellite facilities, it
would appear that excessive rates for satellite services
under conditions of open entry would be unlikely, if not
unsupportable."

7. In the fourth line of the last paragraph on page 4 substitute
the word "particularly" for the words "this is especially true."

8. The third sentence of the last paragraph on page 4 should be
changed to read "It is also believed that the opportunity for
competitive entry should, in itself, provide,incentives for
the initial entrant to explore new services which it might
otherwise ignore."

9. The second sentence on page 5
"Since there is no conclusive
strong economies of scale or,
from specialization, there is
of these options would result
than the other."

should read as follows:
evidence with respect to either
conversely, major advantages
little basis to believe either
in greater economic efficiency

10. The third sentence in the top paragraph on page 5 is unclear.
There seems to be no connection between the part following the
semi-colan and the first part of the sentence. Until the
meaning and purpose of this sentence is clarified, we cannot
intelligently comment on it.



11. There is no basis given in the paper for the conclusion
in the last sentence of the first paragraph on page 5.
If anything, this experience indicates that the existance
of several entities does, in fact, give rise to claimed
substantive rights and requires firm and detailed federal
intervention to bring about transfers of systems and
spectrum resources.

3

Bernard Strassburg
Chief, Common Carrier Bureau

William H. Watkins
Chief Engineer



EXECUTIVE OFFICE OF THE PRESIDENT

NATIONAL AERONAUTICS AND SPACE COUNCIL
WASHINGTON 20502

MEMORANDUM FOR: Dr. Clay T. Whitehead
Staff Assistant
The White House

EXECUTIVE SECRETARY

December 17, 1969

Subject: Comments on Summary of the Economic and Technical
Committee Reports - Domestic Satellite Working Group

I have looked over the attached comments which Win Berg of my staff
prepared for me on your summary of the two committees. Since I was
unable to participate with your Domestic Satellite Working Group as I
had originally hoped, but had to depend on Berg, I think it may serve
your purposes better having his comments direct.

In looking over his comments, I would like to emphasize two points:
Experience has demonstrated that increasing the size of a spacecraft
introduces a strong multiplying factor in its capability, and the use of
advancing technology increases both lifetime and capability. This
should bring the cost to the customer downward.

The second point concerns the large initial cost of establishing a high-
capacity satellite system. A satellite system which can provide the
lowest cost service to the customer is also invariably the one with the
highest initial cost. This, along with the risk in establishing a satellite
in orbit, limits satellite system ownership and operation to corporate
entities with a strong financial base. In establishing policy for the
domestic satellite service, I suggest that these two points be kept in
mind. If it is helpful to you, I will be happy to discuss these points
and/or Berg's paper, with you at your convenience.

Attachment
Dec. 16, 1969 Memo

to Mr. Anders

William A. Anders



EXECUTIVE OFFICE OF THE PRESIDENT

NATIONAL AERONAUTICS AND SPACE COUNCIL
WASHINGTON 20502

December 16, 1969

MEMORANDUM FOR MR. ANDERS

Subject: Comments on Summary of Economic and Technical Committee
Reports - Domestic Satellite Working Group

I agree that the factors listed on the first page of the summary are
important in establishing a domestic communications policy. Assuming
that technical feasibility has been established by existing communication
satellite systems, some of these factors are of preemptive significance
in determining the final policy.

The following comments address only the technical and economic
summary.

The Technical Framework

Page 2 - First paragraph -- The question of orbital resources is passed
over too lightly. While the number of orbital slots is adequate
to provide space for several systems, this does not mean that
private entities or, for that matter, the U.S. Government, can
arbitrarily step in and use them for their own interests. Other
countries would take a dim view of such a heavy-handed approach.
While there is no country, with the possible exception of the
USSR, that could compete for these slots, a unilateral approach
to grabbing these slots would seem to be contrary to the
President's cooperative view expressed in his U.N. speech.

Page 2 -Second paragraph -- The sentence "To permit a large number
of satellites, it is desirable that earth station antenna be as
large as economically feasible," implies a dilemma. If a large
number of satellites were allowed, the percentage of traffic for
each satellite would be some fraction of the total. The average
size of the economic unit or entity therefore decreases with
increasing number of satellites. The cost of an earth station
antenna increases at a rate greater than the square of the
diameter. In other words, as the number of satellites increases
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it would seem that the economics factors would call for
cheaper rather than more expensive antenna. It is hard to
conceive how "economic feasibility" can be used as a
standard.

Page 3 - First paragraph -- This paragraph does not represent the
conclusions of the Technical Report. The second paragraph
of the Overall Evaluation of 10/23/69 final draft on page 3
is a more accurate summary and is quoted:

"THERE ARE, HOWEVER, INHERENT TECHNICAL RISKS
IN ESTABLISHING SATELLITE SYSTEM(S) AND UNCER-
TAINTY EXISTS AS TO THE EXTENT OF THE SPECIFIC
BENEFITS. ACCORDINGLY, THE TECHNICAL COMMITTEE
BELIEVES IT IS TECHNICALLY IMPERATIVE THAT THE
UNITED STATES PURSUE A CAREFULLY PLANNED,
ORGANIZED AND ENGINEERED EVOLUTIONARY PROGRAM
FOR THE INTRODUCTION OF THE NEW TECHNOLOGY INTO

THE DOMESTIC TELECOMMUNICATIONS NETWORK."

Comments on the Economic Framework

Page 4 Paragraph (1) -- The experience with INTELSAT satellites is
providing strong evidence that "economies of scale" are

highly active. The rates for satellite circuits have dropped
drastically as the system progressed from INTELSAT I to II

and now to III. As INTELSAT IV is launched another dramatic

drop in rates can be anticipated. There is no technical reason
why INTELSAT IV should be the end of line insofar as economy

of scale is concerned. While the cost of these more advanced
spacecraft is higher, their increased capacity and longer

design lifetime will continue to bring the cost per circuit per
year downward.

If, however, the market is cut into many pieces by "relatively"
open entry, no single entity may have the financial strength to
develop and deploy the increasingly sophisticated satellite
systems. In this case economies of scale may level off, but
not because of technical reasons. This would also result in
less efficient use of the authorized frequency bands.
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Page 4 - Paragraph (2) -- The discussion in this paragraph fails to
recognize the "high cost of admission" to establish a satellite
system. Any operational satellite system has tied to it a large
pyramid of ground facilities such as tracking antenna, "state of
health" telemetry stations, operations control facility with
computers, etc. and an operational staff. Along with this must
be some sort of logistics setup which can procure, check out and
supervise launch of replacement spacecraft. A fragmented
market structure would be forced to duplicate all or most of these
facilities. This, in turn, would be an added cost factor that
inevitably is borne by the public.

If the policy adopted is "relatively open entry," regulatory policies
would have to conform to this policy. Regulation would be mini-
mized on the assumption that competition would protect the consumer.
If, however, the "high cost of admission" limits entry to one or two
entities, the regulatory policies for open entry would be inadequate
to protect the interests of the public.

Page 4a - Paragraph (3) — Technical innovation always involves an added
risk factor and is resorted to only when proven designs are not
capable of doing the job or when the hope of economic savings make
innovation an acceptable risk. A small entity, because of less
financial depth, would tend to buy "off the shelf" components or
even spacecraft while a large entity could gamble resources on a
research and development effort in the hope of future payoffs. Real
innovation in high cost satellite systems is rarely an in-house cost
for the manufacturer. The buyer normally bears this burden.

Page 5 - Paragraph (4) -- As stated above, there is strong evidence of
large economies of scale. Also reuse of frequencies and the use
of fewer orbital slots is associated with large high capacity multi-
purpose satellites, rather than smaller satellites which would be
expected under open entry conditions.
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Page 5 - Paragraph (5) -- A large single chosen instrument, properly
regulated, can produce lower cost services than an open
entry marketplace with small satellites burdened with dupli-
cating ground facilities. This possibility of lower cost will
bring more potential services above the economic threshold.
Furthermore, the burden of public interest responsibilities
in a single entity can provide a more meaningful service
capacity.

In summary, I do not consider that the open entry alternative in the
Economic Report is a viable approach. The economies of scale as
clearly indicated by the INTELSAT experience, and the high cost of
admission are two factors that would seem to point toward a "chosen
instrument" alternative. Rather than try to contrive competitive inter-
faces between small satellite systems, a far more meaningful competi-
tive interface could be established between terrestrial systems and
satellite systems. Both technologies have great potential for future
growth and cost reductions. By setting policy so that these two technolo-
gies would have competition in the marketplace would maximize the
service to the public.

tec--)Z-C
Winfred E. Berg
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OFFICE OF THE ADMINISTRATOR

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
WASHINGTON, D.C. 20546

December 17, 1969

MEMORANDUM FOR: Dr. Clay T. Whitehead
Staff Assistant
The White House

The following are comments on the summary of Economic and Technical
Committee reports, Domestic Satellite Working Group:

Page 1. - First Paragraph. Additional considerations should include
national security, U. S. policy toward INTELSAT, impact on
COMSAT, and policy toward COMSAT, and legal implications
stemming from the Communications Act of 1934 and the COMSAT
Act of 1962.

Second Paragraph. Amend first sentence to read "This report
provides background for policy..."

Page 2. - First Paragraph, under "Technical Framework". Amend fourth
line to read "...some satellites initially..."

Second Paragraph. Amend second sentence to read "...it is
desirable that some minimum earth station antenna size be
set."

Insert the following sentence - "The minimum antenna size
will be constrained both by economic considerations and the
trade-off among earth antenna size, satellite antenna size
and orbital spacing."

Amend the last sentence to read "Minimum antenna standards
should be based..."

Page 3. - Second Paragraph, under "Economic Framework". Next to last
line. Change "open entry" to "competitive entry". (This
change should be made throughout the paper where the term
"open entry" is used to be consistent with the report of
the Economic Committee.)
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Numbered Paragraph 1. Amend first sentence to read "The
general U. S. experience in most industries is that with
multiple suppliers, competitive market forces tend to keep
rates or prices at reasonable levels."

Strike out the first part of the third sentence which states
"The lack of evidence for economies of scale in satellite
service and..." (The connection between "lack of evidence
for economies of scale" and protection against excessive rates
is not clear. Furthermore, the question of economies of
scale in satellite service is quite inconclusive.)

Add at the end of this numbered paragraph 1 "Therefore,
reasonable rates could be assured under either option."

Numbered Paragraph 2. Amend last sentence to read "The
competitive entry option can be expected to offer the
greatest flexibility in meeting customer demands except in the
event only one specialized service entrant establishes a
system, such as a dedicated TV distribution system."

Page 5. - Numbered Paragraph 4. Seventh line, delete "...the current
state of the art is such that..."

Eleventh line, substitute "more suitable for" in place of
"well suited to".

Numbered Paragraph 5. First sentence states "A. final
objective". Objective should probably read "criteria" as
these five points were introduced as criteria.

Third from last line. Amend "entities are expected" to read
"entities could be expected".

Page 6. - Last Paragraph. Amend first sentence after "justify any delay"
io read if-by the FCC to proceed to act on applications for
such services."

Walter A. Radius
Office of DOD and
Interagency Affairs



Tuesday 12/16/69

5:30 Dr. Radius would like to come over tomorrow
at some point to discuss the Summary Report of the
Domestic Satellite Group.



POST OFFICE DEPARTMENT
OFFICE OF THE GENERAL COUNSEL

WASHINGTON, D. C. 20260

December 16, 1969

Dr. Clay T. Whitehead
Staff Assistant
The White House
Room 110
Executive Office Building
Washington, D. C. 20500

Dear Dr. Whitehead:

IN REPLY REFER TO

I have received your memorandum of December 5, 1969, inviting
comments on the summary of the reports of the Economic and
Technical Committees, Satellite Working Group.

You may wish to modify lines 15 and 16 on page 3 in that it is
the understanding that the FCC does not specify but rather
approves or disapproves detailed system characteristics and
operating rules as submitted to it.

Sincerely,

Robert A. Scherr
Deputy Assistant General Counsel,

Transportation
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF TELECOMMUNICATIONS MANAGEMENT
WASHINGTON, D.C. 20504

December 15, 1969

Memorandum for Dr. Clay T. Whitehead:

Subject: Comments on Summary of Economic and Technical
Committee Reports, Domestic Satellite Working Group

The subject Summary attached to your memorandum of December 5,

1969 has been reviewed with interest. A Summary of the Committee

Reports can serve a useful purpose in the formulation of national

policy by the Administration. As the Summary indicates, however,

there are other important factors and policy issues which also need

to be evaluated in the preparation of national policy. These other

considerations may be more important than purely economic or tech-

nical considerations.

The comments below are offered as suggesticns for making the

Summary a more useful input in establishing Administration views on

domestic satellite communications. The comments, in some cases,

repeat or supplement the Director, Telecommunications Management's

views in a memorandum to you of September 18, 1969 and in my memo-

randa to Dr. Moore on October 29, and November 5, 1969.

General Comments

Obviously, the most important element of your Summary is the intro-

duction on page 1 and 2. Your list of other considerations suggests a

preliminary formulation of national objectives looking toward answering

the questions: "What ought the United States do? and what are some

of the ramifications? " This appears to be a good approach in the de-

velopment of Administration policy. I have some suggestions in structuring

a more comprehensive List. These ideas are offered in the Specific

Comments section below.

There are three important conclusions reached in the Committee Reports

which are not captured in the Summary document. First, the Technical

Report stresses the need for exercising regulatory control over

FOR OFFICIAL USE ONLY
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establishment and operation of domestic communication satellite

facilities. Second, the Technical Report points up the inherent risks

and attendant high costs associated with the deployment and replenish-

ment of geostationary satellites. Finally, the Economic Report treats

the substantial costs for candidate systems and recognizes this situation

in the report under the heading, "The problem of few entries" in which

it is acknowledged that the marketplace in the country today is indeed

quite limited in potential system (ownership) entrants. In my view,

the omission of these important conclusions in the Summary causes the

Summary to distort the real situation existing today in telecommunications

and to implicitly assume the feasibility of the "open entry" alternative.

In my view, the Summary, in the section on Technical (Framework)

Report (page three), presents a conclusion which seems to be out of

context with the conclusion stated in the Technical Report. The Summary

conclusion reflects a value judgment that the quantitative and qualitative

feasibility of "these considerations can be dealt with effectively under

any foreseeable ownership structure. " The Technical Committee Report

rather concluded "basic policies" governing the ownership or mode of

operation (single or multi-purpose) of such systems" were important but

did not render value judgments leading to a conclusion of "any foreseeable

ownership structure. "

The Summary, in the section on Economic (Framework) Report, appears

to be aimed, conceptually, at achieving the objective of promoting com-

petition and innovation as the fundamental goals in the introduction of

this new technology in the domestic scene. In contrast to this goal,

another alternative would establish the goal to organize and pursue a

program in which this new technology can make the maximum contribution

to the total telecommunications resources available to the American

people in both quality and economy. The choice of the fundamental ob-

jective is crucial in the evaluation of alternative program approaches.

In the larger consideration of communications satellite systems the

question of "the people's dividend," or how can the public derive some

direct service, economic or other benefit from its investment in space

technology has been thought important. The establishment of two or

three highly specialized systems to distribute television programs for

the broadcasting networks or provide data transmission services for a

few large commercial or industrial concerns would appear to give the

general public little direct benefit.

FOR OFFICIAL USE ONLY
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The Summary of the Economic (Framework) Report, identifies one

of the two primary alternatives as "a more flexible industry structure

permitting relatively open entry. " This seems to me to be an in-

accurate characterization of the term "competitive entry" used in the

Economic Report. Also, the Summary indicates a great difference in

the amount of regulatory control in either alternative. This may be

misleading in light of the applicability of essential regulatory control

under the Communications Act of 1934 and the Communications Satellite

Act of 1962, regardless of the alternative institutional arrangements

adopted for domestic satellite communications. For example, under

present regulation, the management decision on system characteristics

is made by the applicant not by the FCC.

Finally, I would like to record my views expressed originally during

the last meeting of the Working Group. I believe it should be appreciated

by any reader of the Summary that the Technical and Economic Committees

accomplished their work and drafted their Reports with  a given set of

general national objectives (unordered as to priority) and without a state-

ment of a conceptual framework for domestic satellite communications

which could be used in evaluating alternative approaches. This clarifi-

cation could be achieved by identifying the guidelines provided to the

Committees in the Summary.

Specific Comments 

1. In the interest of formulating a more complete list of important

national policy considerations, the following is offered as a substitute

list:

Recognition of the composite national goals (social

welfare, economic and security) of the Administration,

as well as the specific goals in the use of domestic

satellite communications;

The importance to the national interest of the benefit

that would accrue to the American people and Govern-

ment institutions by establishing domestic satellite

communications, as a complementary medium, com-

patible with and integrated, where appropriate, with

the existing public telecommunications network;

FOR OFFICIAL USE ONLY
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-- The importance to the national interest of early
establishment of domestic satellite communications;

The impact on U. S commitments to the INTELSAT
Consortium, the continued viability of Ihe Consortium,
and the orderly evolution and growth of the global system;

-- Other international considerations with regard to orbital
and spectrum usage, including the position to be taken at
the 1971 Space World Administrative Radio Conference.

The desirability of introducing more competitive forces
into the domestic communication services industry and
the effect of such forces on ratemaking practices now
pursued in terrestrial services.

(Note the last item is deleted because it is an inherent
part of ratemaking covered in the item above. )

2. To provide the reader an understanding of the ground rules for

preparation of the Reports, I recommend a new paragraph be added

after the list of other considerations to read as follows:

/.•

Guidelines used by the Technical and Economic Committees in the

preparation of the respective Reports consisted of the following given
(unordered) set of national objectives:

assure full benefit to the public of the economic and

service potential of satellite technology;

-- insure maximum learning about the problems and

possibilities of satellite services;

minimize unnecessary regulatory impediments to

technological and market development by the private

sector;

encourage more vigorous innovation generally among

communications entities to develop new telecommuni-
cations services and markets.

FOR OFFICIAL tiSt ONLY
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3. The last sentence on page 1 is not correct from my standpoint.
Accordingly, I recommend the sentence be changed to read as follows:

The reports are considered by the respective committees to be a sound

basis for policy formulation insofar as technical and economic matters

are concerned. Some members of the Working Group have reservations

about the practicality of the conclusions of the Economic Report.

4. The second paragraph on page 2 states that... "there are spectrum

and orbital resources available to accommodate several satellite

systems... " A more accurate statement from the Technical Report

would say: "there are spectrum and orbital resources available to

accommodate a small number of United States domestic satellite systems.

5. The first paragraph on page 3 should be changed to delete the para-

graph and substitute a direct quote of the conclusion stated in the Technical
Report (page 1 and 2) as follows:

... "technical considerations, though of great importance in the detailed
engineering, operations and economics of particular systems, are not

controlling with respect to basic policies governing the ownership or

mode of operation (single or multi-purpose) of such systems. "

6. The third paragraph on page 3 should be revised to reflect more

accurately the characterization of the alternative approaches contained

in the Economic Report. I recommend the following paragraph be used:

Two basic alternative institutional arrangements for satellite service

were considered. These alternatives are: (1) a "chosen instrument"

involving management of all satellites by one entity. Such a single

management could either involve the system being a common carrier,

or alternatively, could in fact be a combination of users organized under

one agent, thus a common user system with common carrier obligations.

Any chosen instrument would clearly provide common carrier services

and might in addition have some specialized satellites or earth stations;

(2) a "competitive entry" defined to mean that no economic criteria

other than minimum financial capability would be used to screen potential
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entrants, but that antitrust considerations could be used to restrict

the manner in which some firms would be allowed to participate.

Subject to that caveat and the availability of spectrum and orbital

space, the Commission would routinely make the necessary public

interest finding to grant a license.

te.la---e--4 -Ceil-g-o-e4-\j
Ward T. Olsson

cc: Dr. Drew, OSESCT
Dr. Moore, CEA
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SUMMARY OF ECONOMIC AND
TECHNICAL COMMITTEE REPORTS

DOMESTIC SATELLITE WORKING GROUP

.The Working Group has limited its deliberations to technical

and economic issues bearing on domestic communications satellite

policy. Before formulating such policy, other matters must also be

considered. Among these other considerations are:

-- the impact on Intelsat;

-- other international considerations with regard to orbital

and spectrum usage;

-- the importance to the national interest of early establish-

ment of a domestic satellite system;

-- the desirability of introducing competitive forces into

the domestic communication industry and the effect of

such forces on rate making practices now pursued in

landline services.

-- the effect on services now being furnished by terrestrial

means, but which may not be economically viable under

conditions of competitive alternatives since they are

currently subsidized by more profitable services.

The report is considered to be a sound basis for policy

decisions insofar as technical and economic matters are concerned.
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However, since no examination of the problems beyond these areas

were undertaken, no recommendations with respect to Policy are

offered.

The Technical Framework

The establishment of U. S. domestic communications satellite

facilities is technically feasible within the present state of the art,

and there are spectrum and orbital resources available to accommodate

several satellite systems within the presently allocated 4 and 6 GHz

bands. At least one transmit/receive earth station can be located in

-AAP („0-4t-kor near most urban areas, although

A larger number

of receive-only stations can be located in proximity to urban areas,

.4)./6v-Ati24
particularly

The exact number and location of earth stations is a subject for detailed

engineering on a case-by-case basis.

Radio relay networks and satellite earth stations can share

the 4 and 6 GHz frequency bands without harmful interference,

provided reasonable precautions are taken in the design, location,

and operation of the systems. To permit a large number of satellites,

it is desirable that earth station antenna be as large as economically

feasible. It, therefore, may be necessary to set minimum antenna

standards based on geographic location in conjunction with satellite

orbital location.
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Technical considerations place no serious constraints on the

formulation of policies for the ownership or mode of operation (single-

or multi-purpose) of domestic communication facilities. Though of

great importance in the engineering, operations, and economics of

specific systems, these considerations can be dealt with effectively

under any foreseeable ownership structure.

The Economic Framework

The most immediately apparent ffqo domestic communi-

cation satellites is to provide transmission and routing functions for

long-haul television distribution. A second possibility is to provide

40* specialized broad band services for thinly dispe)rsed

•

Several institutional arrangements for satellite service were

considered. The two primary alternatives were: 1) a single system

established by a chosen instrument, for which relatively detailed

4A.
system characteristics and operating rules would be srpaRiaiali by the

FCC and to which conventional regulatory constraints would be

applied; and 2) a more flexible industry structure permitting relatively

open entry and where government involvement in technical design,

operations, and management would be minimized.

These two basic options were evaluated from the standpoint

of maximum contribution to the public interest in reliable, low-cost

telLcommunications services. Five criteria were used for this
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purpose: reasonableness of rates; service flexibility; technical and

service innovation; efficient use of satellite facilities and radio

resources; and new opportunities for learning.

1) The U. S. experience is that with multiple suppliers, com-

petitive market forces tend to keep rates at reasonable levels. Even

in regulated industries, competition has been a useful complement to

regulation. The lack of evidence for economies of scale in satellite

service and the competitive availability of large capacity, low-cost

terrestrial networks suggests that excessive rates would be both

unlikely and untenable under conditions of open entry. On the other

hand, a chosen instrument Inear receiveSclose scrutiny by the

dse
regulatory authorities could be expected

A
Gt"e- ett— •62-444 xte-44.4•14-4
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2) A large organization has greater resources and capability

for service flexibility than a small organization. Yet several smaller

organizations may be more responsive to customer needs than a

single large organization; this is especially true in areas of rapid

technological and economic change. It is also true that the mere

opportunity for competitive entry will provide incentives for initial

entrants to explore new services that they otherwise might ignore.

Unless the only entrant is a dedicated television distribution system,

therefore, the competitive entry option can be expected to offer

the greatest flexibility in meeting customer demands.
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3) Technical innovation is More likely to occur where there

are several competing manufacturers, and this is in turn more

likely to occur with multiple operating entities than with a single

chosen instrument. A chosen instrument may well be very innovative

• in offering new services, yet there is somewhat more opportunity

for new services to be offered when entry is not sharply restricted.
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4) Efficient satellite use requires both economic efficiency

and efficient use of orbital and spectrum resources. Since there does

not appear to be evidence of strong economies of scale or of

specialization, either of the two options appear comparable in terms

of economic efficiency. The type of regulatory control associated

aili eje64-with a chosen instrument might avoid wasteful use of orbital capacity;

the current state of the art is such that reasonable standards for earth

station and satellite design could be specified by the FCC to assure

that the same result is achieved under conditions of open entry.

The development of an open entry structure would be

Cwe11 suited to the transfer of systems and spectrum resources to more

productive uses in the future without detailed Federal intervention in

corporate operations that would be required with a single chosen entity.

5) A final objective of a domestic satellite policy is to increase

learning about possible uses, costs, and services. A chosen instrument

could be assigned certain public interest responsibilities to explore

and offer potentially uneconomic services and to carry on technical

research. However, the primary uncertainties relate to cost and to

market and service .innovations. The incentives provided by competition

among a number of entities are expected to result in a more vigorous

examination of these uncertainties than would be expected from a

chosen instrument.
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Under either of the two basic options considered here, the

FCC will exercise it licensing authority over spectrum usage.

Interference with existing terrestrial microwave installations

represents a potential problem area for any prospective domestic

satellite operator, and future satellite systems may cause inter-

ference with one another. Procedures for resolving differences over

interference questions between satellite services and terrestrial

carriers should receive careful attention. Satellite operating

entities should have equal status with respect to access to radio

spectrum as the terrestrial users.
L_

Under either policy option, a potential exists for cross-

subsidization of services and for limiting entry through interconnection

and access restrictions. Such practices could result in inequitable

rate structures or anti-competitive practices and should be minimized.

Although there are substantial uncertainities as to the economics

and technical operation of domestic communication satellite services,

these are not so great as to justify any delay in proceeding with

licensing of such services. For this reason, it may be desirable

to adopt a policy on an interim basis with subsequent review in the

light of actual experience.

Official Use Only
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SUMMARY OUTLINE OF ECONOMIC AND
TECHNICAL COMMITTEE REPORT

DOMESTIC SATELLITE WORKING GROUP

The Working Group has limited its deliberations to technical

and economic issues bearing on domestic communications satellite

policy. Before formulating such policy, other matters must also be

considered. Among these other considerations are:

-- the impact on Intelsat;

-- the importance to the national interest of early establish.-

ment of a domestic satellite system;

— other international considerations with regard to orbital

and spectrum usage;

-- the desirability of introducing competitive forces into

the domestic communication industry and the effect of

such forces on rate making practices now pursued in

lan.dline services.

-- the effect on services now being furnished by terrestrial

means, but which may not be economically viable under

conditions of competitive alternatives since they are

currently subsidized by more profitable services.

The report is considered to be a sound basis for policy

decisions insofar as technical and economic matters are concerned.
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However, since no examination of the problems beyond these areas

were undertaken., no recommendations with respect to Policy are

offered.

The Technical Framework

The establishment of U. S. domestic communications satellite

facilities is technically feasible within the present state of the art,

and there are spectrum and orbital resources available to accommodate

several satellite systems within the presently allocated 4 and 6 GHz

A+ .644,1*
bands. illaNNED transmit/receive earth station?' can be located in or

44.4.2,&,,12,0-t4,t4;v4.- je a ktiautlie f Mai/

A larger number of receive-only stations cannear most urban areasA

be located in proximity to urban areas, particularly if some degradation

of signal quality can be accepted. The exact number and location of
4

earth stations

basis.

detailed engineering on a case-by-case

Radio relay networks and satellite earth stations can share

the 4 and 6 GHz frequency bands without harmful. interference,

provided reasonable precautions are taken in the design, location,

and operation of the systems. To permit a large number of satellites,

it is desirable that earth station antenna be as large as economically

feasible. It, therefore, may be necessary to set minimum antenna

standards based on geographic location in conjunction with satellite

orbital location.
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Technical considerations place no serious constraints on the

formulation of policies for the ownership or mode of operation (single-

or multi-purpose) of domestic communication facilities. Though of

great importance in the engineering, operations, and economics of

specific systems, these considerations can be dealt with effectively

under any foreseeable ownership structure.

The Economic Framework

The most immediately apparent potential for domestic communi-

cation satellites is to provide transmission and routing functions for

long-haul. television. distribution. A second possibility is to provide

highly specialized broad band services for thinly dispensed and highly

specialized broad band users.

Several institutional arrangements for satellite service were

considered. The two primary alternatives were: 1) a single system

established by a chosen instrument, for which relatively detailed

system characteristics an.d operating rules would be specified by the

FCC and to which conventional regulatory constraints would be

applied; and 2) a more flexible industry structure permitting relatively

open entry and where government involvement in technical design,

operations, and management would be minimized.

These two basic options were evaluated from the standpoint

of makimum contribution to the public interest in reliable, low-cost

telecommunications services. Five criteria were used for this
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purpose: reasonableness of rates, service flexibility, technical and

service innovation, efficient use of satellite facilities and radio

resources; and new opportunities for learning.

1) The U. S. experience is that with multiple suppliers,

competitive market forces tend to keep rates at reasonable levels.

The lack of evidence for economies of scale in satellite service and

the availability of large capacity, low-cost terrestrial networks

suggests that excessive rates would be unlikely. On the other hand, a

chosen instrument would receive close scrutiny by the regulatory

authorities, and it could be expected that rates allowed would restrict

earnings to a reasonable level.

2) A large organization has greater resources and capability

for service flexibility than a small organization. Yet several smaller

organizations may be more responsive to customer needs than a

single large organization. This is especially true in areas of rapid

technological and economic change.

3) Technical innovation is more likely to occur where there

are several competing manufacturers, and this is more likely to

occur with multiple operating entities than with a single chosen

instrument. A chosen instrument may well be very innovative in

offering new services, yet there is somewhat more opportunity for

new services to be offered when entry is not sharply restricted.
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4) Efficient satellite use requires both economic efficiency

and efficient use of orbital and spectrum resources. Since there does

not appear to be evidence of strong economies of scale or of

specialization, either of the two options appear comparable in terms

of economic efficiency. The type of regulatory control associated

with a chosen instrument might avoid wasteful use of orbital capacity;

the current state of the art is such that reasonable standards for earth

• station and satellite design could be specified by the FCC to assure

that the same result is achieved under conditions of open entry.

Furthermore, the development of an open entry structure would be

well suited to the transfer of systems and spectrum resources to more

productive uses in the future without detailed Federal intervention in

corporate operations that would be required with a single chosen entity.

5) A final objective of a domestic satellite policy is to increase

learning about possible uses, costs, and services. A chosen instrument

could be assigned certain public interest responsibilities to explore

and offer potentially uneconomic services and to carry on technical

research. However, the primary uncertainties relate to cost and to

market and. service innovations. The incentives provided by competition

among a number of entities are expected to result in a more vigorous

examination of these uncertainties than would be expected from a

chosen instrument.
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Under either option, the FCC will exercise its licensing

authority over spectrum usage. Interference with existing terrestrial

microwave installations represents a potential problem area for any

prospective domestic satellite operator. Future satellite systems

may cause interference with one another. Under an open entry policy,

it may be desirable to consider new approaches for resolving differences

over interference questions between satellite services and terrestrial

carriers. Satellite operating entities should have equal status with

respect to access to radio spectrum as the terrestrial users.

A potential exists for cross-subsidization of services and for

limiting entry through interconnection and access restrictions under

either policy option. Such practices should not be allowed.

Although there are substantial uncertainties as to the economics

and operation of domestic communication satellite services, these are

not so great as to justify any delay in proceeding with licensing of

such services. Whatever policy option is chosen, it should be adopted

only on an interim basis. At the conclusion of this interim period,

such as three years, the situation should be reviewed to determine

what modifications of requirements are necessary.


