
Wednesday 6/z3/71.

11:10 Steve advises that the FCC yesterday determined not to
authorize an SF cable -- they denied Tat-6. They do intend
to invit.e the filing for an authori',ation for an SG. The Dept.
of State transmitted the Commission's decision to all European
posts last night. The carriers and Nick Za.pple have been informed
Ly .T.-SC.



May 27, 1971

MEMORANDUM lrOft DR. HENRY =SINGER

As discussed in Mr.- WhiteheAdts meinorandum of 5 May, the Office
of Telecommunications Policy has conducted a review of the policy
issues connected with planning, construction, and operation of
commercial international communications facilities. This review is
now complete and the resulting conclugions and recommendatiorq
have been provided to the Federal Communications Commission. A
copy of the policy statement ix attached.

During the policy review we coordinated with Colonel Robert Behr
of your office on an informal basis.

Atch.

G. F. Mansur/tw
RF

Subject File
W. Hinchman

CTWhiteli ead

z pik

. F. Mansur
Deputy

.••••

•



OFFICE OF TELECOMMUNICATIONS POLICY
WI.....:i%GTON

May,25, 1971

•••••••••

Carl-

The attached policy paper which was forwarded tothe FCC is virtually identical to the draft which we dis-cussed last Friday. You rill note that it does not
oppose cables in a broad sense and, in fact, encouragesdevelopment of both cable and satellite technologies.We believe this is in consonance with the spirit of
Secretary Laird's recommendation to the Commission.

There is also evidence which cannot yet be madepublic that substantial and immediate rate reductionswill be made by COMSAT in trans-Atlantic rates, ifa new trans-Atlantic cable is not constructed at this
time, so that existing facilities can be filled at a
faster rate and thereby increase the utilization
efficiency.

We are sure we have the same objectives in
mind -- those objectives being the best service and
reliability at lowest cost, both to DoD and to the
general public, and believe that our views can converge.1- with respect to the broad public policy issues.1

Sincerely,

7 G. Mansur -

21(0



EXECUTIVE OFFICE OF THE PRESIDENT

—. OFFICE OF TELECOMMUNICATIONS POLICY.

WASHINGTON, D.C. 20504

MEMORANDUM FOR:

May.25, 1971

Honorable Melvin R, Laird

Secretary of Defense

DIPPCTOR

As discussed in Mr. Whitehead's memorandum of 5 May, the Office

of Telecommunications Policy has conducted a review of the policy

issues connected with planning, construction, and operation of

commercial international communications facilities. This review is

now complete and the resulting conclusions and recommendations

have been provided to the Chairman of the Federal Communications

Commission. A copy of the correspondence is attached.

filmiamental premise nf the Administrationiq pnlirxr is that the
public interest is best served by permitting both cable and satellite

technologies to evolve competitively in response to operational needs

and economic considerations. We believe that adoption of this policy

framework will provide industry, both domestic and foreign, with the

guidance it needs to more effectively plan for new facilities.

We wish to express our thanks to the Department of Defense for their

constructive advice and assistance during the course of the policy

review.

Atch.

G. F. Mansur

Acting



EXECUTIVE OFFICE OF THE 
PRESIDENT

OFFICE OF TELECOMMUN
ICATIONS POLICY

WASHINGTON, 0.C. 20504 •

May ?1, )9 /1

Honorable Dean Burch

- Chairman

Federal Communications Commission

Washington, D. C.

Dear

DIR C CT OR

7 -

The planning, development, and operatio
n of international

communications facilities is a matter of major 
concern. There is

rapidly growing public and commercial use of 
these facilities for

,telephone and telegraph'traffic, television tr
ansmission, and other

services. They are important to our bu
sinessmen, our news media,

and our national security.

The present structure of the U. S. inte
rnational communications

industry creates the need for considerable 
governmental supervision

over investment in new facilities. In the past, this has resulted

_
:ea cie.n...e 1.:0111:r01 or go Ynn7CiPtAl 1 cZ ni• n'or.rai-inn nri nr% cf1111-1--;1n_

n fhP

that it is difficult to J. thc rcE7alatc-ry f Mr Pr all_

public interest which they seek to promote.

I am enclosing the Administration's views 
on the policy that should

guide regulation in this area. We beiieve tha
t adoption of this policy

framework will strengthen the ability of the 
Commission to assess

the public interest in future investment dec
isions, and at the same

time provide industry with the guidance it 
needs to plan efficiently

and effectively. This policy relies on good faith and re
sponsible

action by our international carriers, which w
e believe will be

forthcoming if the policy is firmly adopted. 
It leaves to the carriers,

within appropriate limits, the freedom to use 
their judgment in those

areas of operation and planning details whe
re the Government lacks

both the experience and the information t
o make the necessary

decisions in a knowledgeable and timely way.

The policy further assumes that the C
ommission will determine

when new capacity will be required suffi
ciently far in advance for

orderly planning and approval of inves
tment in new facilities.



Investment proposals
 should then be solicite

d and evaluated with

a view to obtain
ing the required capabili

ty and reliability when

needed at least cost. T
he U. S. internationa

l carriers strive to

achieve the best in se
rvice through high rel

iability and conservative

planning; our major co
ncern from the standpo

int of the public

interest is that we avo
id construction of exces

s capacity and

deployment of indfficie
nt technology.

Within reasonable limi
ts set by the Commissio

n, the carriers

should be allowed t
o choose the type and timi

ng of their new facilities.

Those limits must,
 however, be sufficiently 

firm that the public

interest is protected
 from investments which 

are excessively costly or

—otherwise seriously u
nSound. We believe this

 approach goes far to

disentangle corporate
 and governmental decisi

on-making to the

benefit of both -- and
 especially to the ultimate

 benefit of the public.

Sincerely,

-.moo
V't#

Clay T. Whitehead

Enclosure a.

-:•••••
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Policy Recommendations and Conc
lusions

for International Facilities

1. New facilities should bq approve
d only when necessary to meet

valid growth requirements, and o
nly upon demonstration that they

will result in the lowest additibfi-al
 cost* for comparable circuit

capacity, reliability, and quality. 
These criteria should result

in the lowest overall cost to the
 using public, since rate-regulated

carriers are_normally allowed to recov
er from their customers

through their tariff offerings all i
nvestments and operating costs

plus a rate of return on investment. _

2. Tariff rates cannot be used as a valid
 public-interest criterion

for approval of investments in new 
facilities, since they reflect

the effects of past investment costs
, rate-averaging, promotional

pricing, and other deviations from true 
service costs. Only in

the unusual circumstances in which
 two types of facilities are

burdened identically by these factors d
o tariff rates provide a

useful measure of the comparative cost
s of existing facilities, and

clearly such rates cannot provide a m
easure of future costs.

17.1..e.nss capacity or redundant f,icilities 
should bp authorized in

the extent reasoniy rzcry 
ot

facilities and to enable automatic resto
ranon of intefrupLed

service -- but not in excess'of this 
requirement. Redundant

facilities to enable automatic restorat
ion should be required where

- this is the least-cost means of 
obtaining the overall continuity and

reliability of service which is needed.
 This does not necessarily

require duplication of circuits on di
fferent types of facilities, and

such a fixed policy would be unnecessa
rily costly to the public.

4. Public policy does not require a parti
cular ratio between satellite

and undersea cable circuit capacity.
 Both modes may be needed

to meet special service requi
rements and should be vigorously

developed, but within broad limits th
e ratio should be allowed to•

. evolve in response to opera
tional needs and economic considerations.

*Based on present value of adde
d investment and expected operating cost

s

at relevant traffic (demands) 
ley-els. If the cost differential between

alternative facilities is within t
he range of estimation uncertainty, the

least-cost criteria should not
 be rigidly enforced.



Policy Recommendations and Conclusions
for International Facilities

1. New facilities should bq approved wonly when necessary to mcct
valid growth requirements, and only upon demonstration that they
will result in the lowest additional cost* for comparable circuit
capacity, reliability, and quality. These criteria should result
in the lowest overall cost to the using public, since rate-regulated
carriers are_normally allowed to recover from their customers
through their tariff offerings all investments and operating costs
plus a rate of return on investment.

2. Tariff rates cannot be used as a valid public-interest criterion
for approval of investments in new facilities, since they reflect
the effects of past investment costs, rate-averaging, promotional
pricing, and other deviations from true service costs. Only in
the unusual circumstances in which two types of facilities are
burdened identically by these factors do tariff rates provide a
useful measure of the comparative costs of existing facilities, and
clearly such rates cannot provide a measure of future costs.

3, r.xcess ca.Dacitv or redundant f.Acilitics should be authorized to
C CY-Tent rscnaay c. Ll/ 11141‘. C.: V-11 ‘../ ailZ".. :Z.; :::::iturn ot

facilities and to enable automatic restoration of interrupted
service -- but not in excess of this requirement. Redundant
facilities to enable automatic restoration should be required where

- this is the least-cost means of obtaining the overall continuity an'l
reliability of service which is needed. This does not necessarily
require duplication of circuits on different types of facilities, and
such a fixed policy would be unnecessarily costly to the public.

4. Public policy does not require a particular ratio between satellite
and undersea cable circuit capacity. Both modes may be needed
to meet special service requirements and should be vigorously
developed, but within broad limits the ratio should be allowed to
evolve in response to operational needs and economic considerations.

*Based on present value of added investment and expected operating costs
at relevant traffic (demands) levels. If the cost differential between
alternative facilities is within the range of estimation uncertainty, the
least-cost criteria should not be rigidly enforced.



Policy  Recommendations and Conclusions
for International Facilities

1. 'New facilities should bq approved .pnly when necessary to meet
valid growth requirements, and onlyypon demonstration that they
will result in the lowest additional cost* for comparable circuit
capacity, reliability, and quality. These criteria should result
in the lowest overall cost to the using public, since rate-regulated
carriers are_normally allowed to recover from their customers
through their tariff offerings all investments and operating costs
plus a rate of return on investment.

2. Tariff rates cannot be used as a valid public-interest criterion
for approval of investments in new facilities, since they reflect
the effects of past investment costs, rate-averaging, promotional
pricing, and other deviations from true service costs. Only in
the unusual circumstances in which two types of facilities are
burdened identically by these factors do tariff rates provide a
useful measure of the comparative costs of existing facilities, and
clearly such rates cannot provide a measure of future costs.

Fateess r•apacit-v or redundant rticilitios should be authorized to
• the extent- reason1-i y Jars. t: Nvajic ;r uvr or

facilities and to enable automatic restoration of interrupted
service -- but not in excess' of this requirement. Redundant
facilities to enable automatic restoration should be required where

- this is the least-cost means of obtaining the overall continuity and
reliability_of service which is needed. This does not necessarily
require duplication of circuits on different types of facilities, and
such a fixed policy would be unnecessarily costly to the public.

4. Public policy does not require a particular ratio between satellite
and undersea cable circuit capacity. Both modes may be needed

• to meet special service requirements and should be vigorously
developed, but within broad limits the ratio should be allowed to

. evolve in response to operational needs and economic considerations.

*Based on present value of added investment and expected operating costs
at relevant traffic (demands) levels. If the cost differential between
alternative facilities is within the range of estimation uncertainty, the
least-cost criteria should not be rigidly enforced.



Tuesday 1/12/71
MEETING
1/22/71
3:30 p.m.

5:15 We have scheduled the meeting on cables vs. satellites
for 3:30 p.m. on Friday 1/22 — for you and Dr. Mansur.
We are inviting Bruce Owen, Seb Lasher and Charlie Joyce.

L}<1srl



A

10:00

Tuesday 1/19/71 MEEETING
1/20/71
3:30 p.m.

In order to include Mr. Scalia in the meeting, we

have scheduled a meeting on cable policy for Wednesday (1/20)

at 3:30 p.m. Those invited:

Dr. Mansur
Walt Hinchma.n
Bruce Owen
Mike McCrudden
Tony Scalia



Monday 1/25/71

3:30 Mr. Joyce's office is setting up a meeting on cables vs. satellites.
We have arranged it for 4:00 on Thursday (shifting the NAS meeting
to Friday at 9:00).

MEETING
1/28/71
4:00

Helen has invited Dr. Mansur, Col. Lahser, Dr. Owen, Mr. Hinchrnan,
and Mr. Doyle.
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Friday 1/22/71

2:00 Charlie Joyce asked if you really want this meeting
at 3:30 this afternoon — cables vs. satellites.

MEETING
Wk. of 1/25

Lasher and Owen are meeting with some people
on Tuesday. Thought maybe you would wish to

postpone it until the middle of next week until there
were further discussions with FCC and the carriers.
Said he's findligme interesting inputs.
(Unless you have read it and have some things to say.)

3:15 Dr. Mansur and Mr. Whitehead agree to put
the meeting off. Probably will be held middle
of week of 1/25.



r

Monday 5144/71

455 Dean Burch called Dr. Mansur in connoction with
cables and satellites. As a result of a Commission
meeting held today, they have decided to recogniso
the Tat-6 filing and that claque add-June they will allow
conissionts by AT&T and Comsat on Tetsuo, but in
comection with the breaddir policy hoaxing. irle stated
that you are welcome to testify if you choose to do so,
but that he will not issue a formal invitation. If you
havo awry sogative reaction to this proposition, Des*
would like to know on Wednesday of this wog* (MO.



. .

May 21, 1971

Honorable Dean Burch

Chairman
Federal Communications Commission

Washington, D. C.

Dear id ean:

The planning, development, and operation of international

communications facilities is a matter of major concern. There is

rapidly growing public and commercial use of these facilities for

telephone and telegraph traffic, television transmission, and other

services. They are important to our businessmen, our news media,

and our national security.

The present structure of the U. S. international communications

industry creates the need for considerable governmental supervision

over investment in now facia:tit—. In the past, this has

%,11./rIC control of bo ilLetaay 4.44ei.u.ilu of uperatioil uuit.f.)44bLILAUZULA

that it is difficult to relate the regulatory controls to the overall

public interest which they seek to promote.

I am enclosing the Administration's views on the policy
 that should

guide iegulation in this area. We believe that adoption of this policy

framework will strengthen the ability of the Commission to assess

the public interest in future investment decisions, and at the same

time provide industry with the guidance it needs to plan efficiently

and effectively. This policy relien on good faith and responsible

action by our international carriers, which we believe will be

forthcoming if the policy is firmly adopted. It leaves to the carriers,

within appropriate limits, the freedom to use their judgment in those

areas of operation and planning details where the Government lacks

both the experience and the information to make the necessary

decisions in a knowledgeable and timely way.

The policy further assumes that the Commission will determine

when new capacity will be required sufficiently far in advance for

orderly planning and approval of investment in new facilities.



Investment proposals should then be solicited and ervaluated with

a view to obtaining the required capability and reliabil
ity when

needed at least cost. The U.S. international carriers strive to

achieve the best in service through high reliability and conservative

planning; our major concern from the standpoint of the public

interest i that we avoid construction of excess capacity and

deployment of inefficient tecLioloi;y-.

Within reasonable limits sot by the Commission, tho carriers

should be allowed to choose the type and timing of their new facilities.

Those limits must, however„, be sufficiently firm that the public

interest is protected from itivestziento •vh4ch are excessively costly or

otherwise seriously unsound. We believe this approach goes far to

disentangle corporate and governmental decision.making to the

benefit of both and especially to the ultimata benefit of the public.

•

Enclosure

Sincerely,

.11>

Clay T. Whitehead

cc: OTP Staff

Mr. Whitehead

Dr. Mansur

Mr. Ziegler

Mr. Strassburg (FCC)

Mr. Nick Zapple

Mr. Robert Guthrie

International carriers

Selected membersof the press

Mr. Flanigan

WHinclunan/GMansur/CTWhitehead:jmied 5/20, 21/71



Policy Recommendations and Conclusions

for International Facilities

•

1. New facilities should bq approved only when necessary to meet

valid growth requirements, and only upon demonstration that they

will result in the lowest additional cost* for comparable circuit

capacity, reliability, and quality. These criteria should result

in the lowest overall cost to the using public, since rate-regulated

carriers are normally allowed to recover from their customers

through their tariff offerings all investments and operating costs

plus a rate of return on investment.

Z. Tariff rates cannot be used as a valid public-interest criterion

for approval of investments in new facilities, since they reflect

the effects of past investment costs, rate-averaging, promotional

pricing, and other deviations from true service costs. Only in

the unusual circumstances in which two types of facilities are

burdened identically by these factors do tariff rates provide a

useful measure of the comparative costs of existing facilities, and

clearly such rates cannot provide a measure of future costs.

3. Excess capacity or redundant filities should be authorized to

the exi.ent neasunalilv necessary Lo make allowance for tiiure of

facilities and to enable automatic restOration of interrupted

service -- but not in excess•of this requirement. Redundant

facilities to enable automatic restoration should be required where

this is the least-cost means of obtaining the overall continuity and

reliability of service which is needed. This does not necessarily

require duplication of circuits on different types of facilities, and

such a fixed policy would be unnecessarily costly to the public.

4. Public policy does not require a particular ratio between satellite

and undersea cable circuit capacity. Both modes may be needed

to meet special service requirements and should be vigorously

developed, but within broad limits the ratio should be allowed to

evolve in response to operational needs and economic considerations.

*Based on present value of added investment and expected operating costs

at relevant traffic (demands) levels. If the cost differential between

alternative facilities is within the range of estimation uncertainty, the

least-cost criteria should not be rigidly enforced.
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Enforcement of an arbitrary ratio will in general
 raise the

overall cost to the using public and lessen the 
vigor with which

industry pursues improvements in both technologi
es.

5. Cable and satellite circuits are comparable for 
most uses, and

neither technology is inherently superior in a bro
ad sense.

' Therefore, research and, where appropriat
e, development of

both cable and satellite technology should be encour
aged through

competitive economic incentives not directly related
 to the

successful deployment of a particular facility.

6. The rapid development of international direct dista
nce dialing

should be encouraged through improvements in the con
tinuity

and reliability of international transmission service.

7. The executive branch will inform the FCC of significant 
national

security and foreign policy needs. The Government will co
ntinue

to use commercial facilities to the maximum extent 
feasible and

economic; however, specialized government circuit re
quirements

do not provide a basis for approval of inefficient 
facilities, nor '

should they affect the mix of commercial facilities. Where there

tr t of any -particular type for Government ne ,,lc,

the Government win construct or leas e-facifiLle.
s .i...Z.her than

burden the using public by adding commercia
lly inefficient facilities

to the carriers' rate base.

8. An international working group of,Govern
ment and industry

representatives should be established to explore
 ways which would

permit more flexibility in its investment and 
circuit activation

decisions (e.g. , redefinition of half circuits). 
This may alleviate

much of the concern of our European co
mmunications partners,

to whom the principle of proportiona
l fill for cable and satellite

facilities has been particularly annoying.

9. The planning and deployment of addit
ional facilities for Atlantic

basin communications in this decade sho
uld take into consideration

the following conclusions, which are t
he product of a compre-

hensive review by this Office:

Existing facilities plus those Intelsat IV s
atellites

already authorized by the FCC provide suffici
ent

capacity to meet the traffic projected by the

industry through 1977, with sufficient reserv
es.

........_.
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There is already in being adequate cable capacity to

accommodate current and projected needs for high-

priority national security communications and for

specialized commercial services.

Current (sr) cable technology is several times more
costly per circuit than current (Intelsat IV) satellite

technology for high density transatlantic routes. The

next generation (SG) cable appears comparable to

Intelsat IV satellites in terms of cost and capability

at relevant demand levels.

Satellite rates for transatlantic service can and should

be reduced substantially in response to the lower cost

Intelsat IV technology, provided that no new capacity

is constructed in the next two years so that a reasonable

fill rate can be maintained. Construction of additional

cable capacity at the present time will be doubly costly

to the public because of the higher costs of SF cable

and the creation of excc:7:-- capacity that will prevent

early satellitc, rate yedi4ction.

The most efficient means for achieving overall reliability

of service adequate to support international direct distance

dialing appears to be automatic restoration of interrupted

satellite circuits on reduridant satellite facilities.



iv'Tqrch

Mr. Leonard W. Tuft

Vic:: President affiki—G4.4-444,144--Att-eir-n-e-r

RC Clobal Coromunications,

17ZE K 5L...e0t, N. W.

Washingtorl, D. C. 20036

Dear Mr. Tuft:

The Office of Telecommunications Pol
icy is currently reviewing policy

considerations involved in the planning and
 utili2lation of c:bles and

satellites for international 
cornmonic:),,ons. As you know, these coo.-

sidr.rationg include quality, reliability an
d economy of service; national

SeCurity, international relations and 
institutions; and the vitality of the

U. S. international communications in6astry.

While the parties involved have filed extensive 
comments with the

ConitnuAtiiions Cornmirision, 
unable to oLtain Ze

tiimort nnv oar c:roimn r is on oi the reiativ.,:. 
auk;

of baLellites and cables. Our staff therefore dc,..velopA an ar..,...!•,Pris

using such data as is available from Mingo and other sourcz. L pre-

liminary draft of this analysis is encloL;cd. We are 
particularly intt,..sted

in yr,ur evaluation of the rnet ,ology, data, and assumntioroi
 em-

ployed, as well as the results. where you can provide improv vci k:
iaLci or

insight, this would be most welcome. To the extent 
you may desire, this

will be treate.d as privileged information -- as is our
 draft analysis.

As noted, these considerations are but a few of ma
ny factors involved in

these decisio;ls -- though they are very important. 
We are also examining

the other issues noted, and would welcome any 
further information or

viowq (heyonri those ront;4ined C filinp:s) you wish to prcvide.

Your early response to th.!! attached paper woul
d be appreciated. Is

possible, we would hope to have all comments by 
March 19, 1971.

Mr. Whitehead

,,T.'finchnlan:Subj:CaPies/Satellitt.!s

RF
CoJ.1.ashcr

Sincerely,

Walter R. Hinchmali



March b,

Mr. Lucius D. Battle

Vice President

Col porate Relations

Conu-nualeations Satellite Corporatioz.

950 L'Enf.ant .i-laza south, S. W.

WPshincton, D. C. 20024

Dear Mr. Battle:

The Office of Telecommunications Policy is currently 
reviewing policy

considerations involved in the 1lann7; and utilization of 
cables seri

satellites for international communications. As you kno
w, these con-

siderations include quality, reliability and economy of servi
ce; nstlonal

security; international relations and institutions; and 
the vitality o; che

U. S. international communications industry.

While Lite parties involved have ale.; ,...1:ensive comments 
wi tl.,„ 2-,deral

U:nmmilnirntinnc C:c;rrirn3gRion. e have b,:en %A1aic c, obtain irum ihsc

filings any clear comparison of the relative cost, r
eliability, and sufficiency

of satellites and cables. Our staff licks therefore de
veloped aa a 7 ale

using such data as is available from the filins and 
other sources. A pre-

liminar7 draft of this analysis if, en"insed. We are 
particularly intPrested

in your candid evaluation of the methodology, data, a
nd assumptions em-

ployed, as well as the results. Where you can pro
vide improved data or

insight, this would be most welcome. To the extent 
you may desire, this

will be treated as privileged information r4 as is o
ur draft analysis.

As noted, these considerations are but a few of ma
ny factors involved in

these decisions — though they are very important. 
We are also examining

the other issues note4.1, and wrlcorne any further information or

views (beyond those contained in your FCC filings) you
 wish to provide.

Your early response to the attached paper would be app
reciated. If

possible, we would hope to have all comments by Marc
h 19, 1971.

Sincerely,

WRI-IINCIIMAN:cic

Mr. Whitehead

("Sine Subj: Walter R. Hinchman

Cables/Satellites

RF

Col. Lasher



March 5, 1971

Mr. Edward B. Crosland

Vie!: President, Federal Re
latiene

Areierieea Telephone & Telegra
ph Coe"enemy

2000 L _:itrect, N. W.

Washineton, D. C. 20036

Dear Mr. Crosland:

The Office of Telecommunication
s Policy is currently reviewing policy

considerations involved in the pla
riniee end utilization of cables and

satellites for international comm
unications. As you know, these con-

siderations include quality, reliabi
lity and economy of service; national

securiey; international relatioas 
and......e.ititutions; and the vitality. ce". the

U. S. iilternational communications
 industry.

parties involved have fi1e'. ee:ten
sive comments with the I;"ederal

COL1ILIILLIllectatoll1: Co WIALI.LIZJ ‘V*." ka levee leen enrcele tee eletair. frene teeee

fi1i:1w: any clear comparison of the ret
etive cost, reliability, ante sufficiency

of satellites and cables. Our etaff hee th
erefore developed en anelysis

using such data as is available from t
he filings and other sources. A pre-

liminary draft of this analysis is encloeed. We
 are particularly interested

in your candid evaluation of the ex)eLliedolo
gy, data, and assweeptle— em-

ployed, as well as the results. Where you can provide improved data or

insight, this would be most welcome. To 
the extent you may desire, this

will be treated as privileged information re as
 is our draft analysis.

As noted, these considerations are but a few of many 
factors involved in

these decisions — though they are very important.
 We are also examining

the other issues noted, and would welcome any fur
ther information or

views (beyond those contained in your Fe..C. filings) 
you wish to provide.

Your early response to the attached paper would be
 appreciated. If

possible, we would hope to have all comments by M
arch 19, 1971.

Sincerely,

WRI1INCHMAN:de

M. Whitehead -2
e/Ilinchrean:Subj:Cables/SatelitieWalter H. 

Hinchman
s

RF

Col. Lasher



March 5, l971

Mr. Henry C. Catucci

Vice 1-..es1deat
Western Union International, Inc.

Z100 M street, N. W.

Washington, D. C. 20037

Dear Catucci:

The Off!ce of Telecommunications Policy is currently reviewing policy

considerations involved ht the planning and utilization of cables iincl

sa.tc11::....3 for international cominunit,tions. As you know, these con-

sider:-ti:ins include quality, relia.bilii,y and econorny of service; national

security; international relations and institutions; and the vitality of the

U. S. international communications 1...Austry.

While the parties involved have filed extensive comments with the .I.'(..kteral

C.orrirrit,”,etations Cornmilsion, uiv.-11z., to froti,jiSC

buteilites and cables. Our filtaff hag therefore developed an an.alycis

using such data as is available from the filings and other sources. A pre-

liminary draft of this analysis is enclosed. We arc particularly inti.-:.zested

7,..our 71nd1d evaluation of thc data, and assumption em-

plriyed, as well as the results. Where you can provide improved data or
insicht, this would be most welcome. To the ertt you may clevirc, this
will be treated as privileged information -- as is our draft analysis.

As noted, these considerations are but a few of many factors involved in

these decisions -- though they are very important. We are also examining

the other issues noted, and would v.vicome any further information or

vsewc (1.2tyr.r.d those coatained hiyi7..t.r= FCC' iiiir.zn) yet; visit to proviLic.

Your early reponse to the attached paper would be appreciated. If

possible, we would hope to have all comments by March 19, 1971.

Sincerely,

WRHINCHMAN:dc
Mr. Whitehad

1,Hinchman:Subj: CablesSatellites 
RF W:Alter R. Hinchma.n

Col Lasher



March 5, icrii

Mr. Joseph J. Gancie

Vice President & Director of

Government Relations

ITT Communications

1707 L L;.Lrect, N. W.

Washington, D. C. 20036

Dear Mr. uancie:

The Office of Telecommunications 
Pol, is currently reviewing 

poli•_.y

considerations involved in the p
lanning and utilization of cable

s and

satellito,, for international communi
cations. As you know, these co

n-

siderations include quality, re
liability and economy of servi

ce; naticnal

security; international relations a
nd institutions; and the vital

ity of the

U. S. international communications
 industry.

While thc parties involved have file
d extensive comments with th

e Yederal

COI0Muhic.ations Commission, we 
have been unable to obtain 

from tLose

fii-..? clear ccmyarison of. the 
re!:.;.i.ve coqt, reihility,,n,74

Qi C awl 

using such data as is available from the 
filings and other sources. A p

re-

liminary draft of this analysis is enc
losed. We are particularly i

nterested

in your candid evaluation of the me
thodology, data, and assumpao

ns ena-

ployodu well as the results. Whecv u can provide impr
cvLd d. or

insight, this would be most welcome. T
o the extent you may desir

e, this

be treated as privileged information -
- as is our draft analysis.

As noted, these considerations are but .a
 fe,V, of many factors invo

lved in

these decisions -- though they are very 
important. We are also exami

ning

the other issues noted, and would wel
come any further information 

or

views (beyond those contained in your FC
C filings) you wish to provide

.

Your early response to the attached pap
er would be appreciated. 

If

possible, we would hope to have all con-iments by March 19, 1971.

WR FIINCI-IMAN:

M. Whitehea.d

1,gubj: Cables/Satellites

RF
Col Lasher

Encl.

Sincerely,

Walter R. Hinchman



March 5, 1971

St"' Analysis on Satellite/Cable Mix

Mr. Torn Nelson

Department of State

Enclosed is a draft copy of an OTP staff 
analy:3in dealing with the

relative cost, reliability, and sufficiency o
f international satellite

ar:d cable facilities. Copies have also been sent to the pri
ncipal

international carriers (AT&T, COMSAT, W
UI, RCA, ITT) and

Interested government agencies.

We have asked the carriers for candid commen
ts regarding the

methodology, data, and results contained i
n this analysis. We

art, ui course examining otter, quantifiable aEipect6

ii!pt#20abrin nri NA/II stn v in Enlich as ou. aflirdV. i:,rovresses.

Walter R. Hinchman

Enc 1.

WRHINCHMAN:dc

Mr. Whitehead

Subj: Cable/Satellite

R

Col Lasher



March 5, 1971

Sta..C.Z.Analysis on SatelliteiCaLie iviix

Mr. Don Baker

Dep::tment of Justice

Enclef:ed is a draft copy of an OTP staff analysis dealing with the

r(11,-)tive cost, reliability, and sufficiency of international satellite

and abie facilities. Copies havt, also been sent to the principal

inte:r.u.ational carriers (AT&T, COMSAT, WUI, RCA, ITT) and

interested government agencies.

We have asked the carriers for candid comments regarding the

methodology, data, and results con.tained in this analysis. We

r course exnminirg othrr, ^ quantifiable aspect' cf th!.:

artc! !:. ar; 6- .

I would appreciate your treating this as privileged information —

not for distribution or reproduction.

Encl.

WRHINCHMAN:de

Mr. Vfliitehead

Sul* Cable/Satellites

RF
Col Lasber

/4;,0

Walter -R. Ifinchman

A



March 5, 1971

Staff Analysis on Satellite/Cable Nifix

Mr. Robert O'Mahoney

General Services Administration

Enclosed is a draft copy of an OTP staff analysis dealin
g with the

relative cost, reliability, and sufficiency of intern
ational satellite

and cable facilities. Copies have also been sent to the princiimi

international carriers (AT&T, COMSAT, 1NUI, RCA, 
ITT) and

interested government agencies.

We have asked the carriers for candid comments r
egarding the

methodology, data, and results contained in this anal
ysis. Vie

arc course examining otL. , quantifiable aspects tLL,

uLiuii.:and -vil: anal)/ bit/ I 1 t. .4), Lo b •

I wcld appreciate your treating this as privileged
 information -

not for distribution or reproduction.

Walter ,11. ,Hinchman

Encl.

WT-1TNICI-TMAN:dc
Mr. Whitehead

v‘ubj: Cable/Satellites
RF
Col Lasher



March 5, 1971

Staff Analysis on Satellite/Cable Mix

Mr. Bernard Strassburg

Fetlfral Communications Cr,rnmi,,qion

Enclosed are three draft copies oi our staff analysis deal
ing

with the relative cost, reliability, and sufficiency of 
international

satc-llite and cable facilities. Copies have been sent to the

priacipal ;nternational carriers (AT&T, COMSAT, WUI, RCA,

ri"I') and interested government agencies for review and com
ment

by March 19.

We are looking forward to a good discussion of these analys
es at

our#Monday meeting. As noted in our letter to the carrie
rs, we

terested In cant:lid regardincs the niothadulo!.y.

data, and results#contained irr the analysis.

SA 0.0

Walter R. Hinchman

WRHINCIIMAN:dc
Mr. Whitehead

v„Ilinchman: Subj: Cable /Satellites

RF:
Col Lasher



March 5, 1971

41-ualysis on Satellite/Cablv

Mr. Ken Goodwin

rcc 114nning Staff

Enclosed are ten draft copies of an OTP staff analysis dealing

with the relative cost, reliability, and sufficiency of international

and cable facilities, Would you distribute them to

Chaiian Burch and the Commissioners for information?

C LTics of this analysis are being sent to the principal international

carriers (AT&T, COMSAT, WM., RCA, ITT) and interested

government agencies for evaluation and comment. We e:::.pect replies

r /yr •-•

4. 1-

19, following which ,:v0 --i" provide a final anaiy.-Ari o+

'4 • ,41. I. t..• --",e, 1 r. 5...er 0..•

national communications.

Walter R. Hinclunan

W.TKAIWZFIMAN:dc

Mr. Whitehead

weinchman: Subj: Satellite/Cable

RF

\jULLashcr



TO
FROM H. G. 

CATUCCI. VICE 
PRESIDENT

VVUI INC. 
WASHINGTON. 0. C.

Before the

FEDERAL COMMTJNICAT1ONS 
COMMISSION

Washington, D. C. 20554

caiw

In the Matter of

Inquiry into policy to be
 followed ) Docket No. 18875

in future licensing of fac
ilities )

for overseas communications
.

COMMENTS OF WESTERN U
NION INTERNATIONAL, IN

C. 

Robert E. Conn

Ernest Brod

Alexander D. van Eyck

26 Broadway

New York, New York 10004

Attorneys

September 14, 1970

htei
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3/5

Satellites Find - Cables

Send out economic/reliability paper for cpmment — Walt

(a) Carrier

(b) Executive branch

.(c) Strassburg

3/26 Review and extend analysis

3/29 Letter to FCC
(a) No capacity immediately ,
(b) Mix is economical;

m•

rather than ratio

• (c) SF out; SG maybe, but not until capacity needed

(d) National security needs for cable must be met,

but already met.

Enclosures -- analysis and classifed not see statement



EXECUTIVE OFFICE OF THE PRESIDENT

• OFFICE OF TELECOMMUNICATIONS POLICY
-11,1AS! ONG rON, D.C. 20504

March 1,• 1971

TO: Walt

FROM: George (T....,

e- tac,

+W6;

OFFICE Or i 'its DIRECTOR

In our proposed policy memo to FCC on cables and

satellites, should we also consider commenting on the

validity of 24-year straipim line depreciation of cable

TI %new nf "tor!hrIningirni FA;i .f Tr

so, should we develop data to support our comments?

cc: Mr. Whitehead /
Dr. Owen
LtCol Lasher



February 17, 1971

MEMO FOR: Mr. Hinchman
Mr. Owen

cc: Mr. Whitehead-d;
Dr. Mansur

Fron:: J. M. Thorne11

Subject: Recommendations for Cable/Satellite Scenarios

When considering all the possible scenarios that could be prepared,
evaluated, and sent forward to the carriers for comment, the possibili-
ties become voluminous. Therefore, it is recommended that the scenarios
sent forward be constructed to basically answer the following questions:

(1) If compared on a short term (7 years) basis in a point-to-
point configuration, are satellite systems of INTELSAT IV
capacity n-..ore or less expensive to install, maintain, and
operate then either SF or SG type cables?

(2) When compared on the long term (24 years), are satellites
or cables most economical in a point-to-point configuration?

(3) When compared on the "most likely" mode of operation in
the long term with cables being a point-to-point system and
satellites being a multi-point system, and including the coat
of back-haul circuits of the major switching centers, do
satellites or cables offer the most economical approach?

In constructing the three scenarios, the following general rules should
be imposed to insure a valid comparison:

(I) The circuit availability for both cable and satellite systems
should be equal and approximately 99. 5%.

(2) All maintenance and repair cost of the cables should be
included.

(3) Satellite systems should include in-orbit spares.
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(4) The capacity demand growth pattern must dictate the system
design capacity.

(5) Any new research and development that occurs during an
evaluation period should be included in the system cost.

(6) Cables should be evaluated on a 24 year life cycle and
satellites on a 7 year cycle with proration. as required
for the evaluation period considered. When additional
cables or supplementary satellites are required daring
an evaluation period, only those pro-rata fixed cost
applicable for the initial evaluation period should be
included.

(7) For the "most likely" operating mode evaluation, it should
be assumed that both the satellite and cable circuits term inate
in six or seven major switching centers in northern Europe
and that existing technology for terrestrial communications
is used for this connection.

(8) All cost that are likely to be used in determination of a basic
rate structure should be included and "sunk" cost are not
valid for exclusion.

If these scenarios are prepared, evaluated, and sent forward to the
carriers for comment, I think that the basic questions upon which this
Office must make any policy decision will be answered.



INTERNATIONAL TELECOMMUNICATIONS FACILITIES IN THE

DECADE OF THE SEVENTIES

ANALYSIS OF DATA AND POLICY OPTIONS AVAILABLE
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INTRODUCTION

In the analysis presented here, we have atte
mpted to compare the

merits of cables and satellites in meeting the demand
s for new trans-

oceanic telecommunication facilities in the coming decad
e.

Lacking really adequate data, we have at many po
ints been forced

to rely on estimates and approximations. In doing so, we have been

guided by the principle that such assumptions shou
ld be made on a

basis which does not favor the outcome which, a 
priori, seems most

probable.

It is particularly unfortunate that the responses o
f the carriers to

the Notice of Inquiry in Docket 18875 do not sup
ply information which

is either complete or even relevant to the kind 
of analysis which is

presented here. Both COMSAT and AT&T have 
voluntarily supplied

us with some supplementary data for use i
n this analysis, at our request.

We have not considered here any of the 
problems associated with the

continued existence of the international record
 carriers.

In the sections which follow, we deal with 
cost comparisons, reliability

characteristics, national security requireme
nts, political considerations,

and policy options.



COST ANALYSIS

This section has two parts.. In the first, we consider a some
what

abstract cost model of the two technologies in an effort to disco
ver

which of the two is more efficient. The second part is an exam
ina-

tion of the revenue requirements per circuit (or the implied tarif
fs)

of alternative policy strategies. The two approaches arc con
ceptually

distinct in the sense that revenue requirements are calculated 
on the

basis of well-known accounting procedures which are, with respect

to the basic economics involved, rather arbitrary. The cost analys
is

in the first part is concerned with the value of resources committed

by alternative investment strategies, and ignores, for instance, sunk

costs. The revenue requirement approach takes into account the need

to recover sunk capital costs, but ignores the value of resources

committed in the future by present decisions. The revenue require-

ment approach is relevant to decision making only to the extent that

it is used in practice to determine actual tariff rates.

Comparative Cost Model: Conclusions

Satellites and cables have fundamentally different characteristics,

and a "fair" cost comparison is thus very difficult. Since we suspect

at the outset that most people believe satellites to have a cost advantage,

we deliberately choose to employ a set of assumptions whic
h is favoi--

able to cables. In this way, we hope to derive a cost comparison which

yields necessary or sufficient conditions for the opposite res
ult--cables

cheaper than satellites,

We were able to derive sufficient (but not necessary) condi
tions for

cables of the SG type to be less expensive than satellites. The
se

conditions are stated in Table 1. We believe that these condition
s

have a fairly low probability of being realized, and therefore
 conclude

that cables are not in fact less expensive than satellites. However,

the probability that these conditions will in fact obtain is not
 zero, and

the necessary conditions involved are presumably less extreme
. There-

fore, the range of possible satellite costs overlaps the range of projected

cable costs.

The cost of obtaining additional capacity on existing facilities by means

of compression techniques which are not more expenpive than TASI-B

is on any reasonable set of assumptions considerably less than either
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additional cable capacity or additional satellite capacity. The mar-

ginal cost of circuits derived by TASI-B is shown in Table 6; in

addition to TASI-B, there exist other compression techniques, but

we have no data on their cost.

There do exist routes and circuit demand conditions for which cables

are less expensive than satellites on a point-to-point compari
son

basis (see Table 5). However, when the global coverage characteris-

tics of satellite technology (which permit many routes to share a

single satellite) are considered, even these routes and traffic conditio
ns

would in some cases be most cheaply satisfied by satellite capacity.

Cost Model:  DescriEtion

Cables last 24 years, while satellites last for only a fraction 
of that

time. To compare the two properly, we assumed that it 
would be

necessary to replace satellites as they died in order to obta
in a

system life of 24 years for both media. The INTELSAT III seri
es

have to be replaced at five year intervals, while the INTELSAT IV

"birds" last seven years. The initial investment cost used for 
satellite

systems thus includes the discounted value of the replacement cos
ts

necessary to maintain a satellite in orbit for 24 years. For this 
and

all other purposes, we use a discount rate of 10%.

For both cable and satellite systems, the cost basis is assumed to

be full investment cost plus operating cost and profit over the full

24-year period, appropriately discounted. These calculations are

summarized or illustrated in Tables 2, 3 and 4 and the footnotes

thereto.

Since cables serve only two points, while satellites serve many 
points,

it was necessary to choose between a point-to-point system compariso
n

and a global system comparison. The former is chosen since i
t seems

likely to be more favorable to cables. We ignore the costs asso
ciated

with transmission of traffic beyond the cable head to interior po
ints

which could be served directly by earth stations. Point-to-point

satellite systems do have the advantage of providing higher circuit

capacity than global beam systems, and the point-to-point compa
rison

is to this extent favorable to satellites.

The basic units of comparison are thus a 24-year c
able and a satellite

system consisting of one dedicated bird and two earth
 stations, lasting

24 years through appropriate replacement.
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The analysis is sensitive to assumptions about launch failure a
nd

satellite redundancy. A "high" failure rate of one in two launches

and a "low" rate of one in four are illustrated in Table 4, along wi
th

"high" and "low" reliability modes. The "high" reliability mode

simply consists of duplicate satellite systems serving the same

route and traffic.

The costs of the alternative technologies on the basis of this compari-

son model are illustrated in Figure 1, for an Atlantic route. Figure 1

could be supplied with a third dimension—route length--in which cable

costs per circuit would vary with distance while satellite costs remain

constant.

Figure 2 shows the relationship between cost and distance for the

several technologies. The extrapolated negative intercept for SF

cable technology suggests that the cost data provided by AT&T for

this cable may be understated.

The "high failure, low reliability" satellite mode is used for both

Figure 1 and Figure 2. We believe that this is a reasonably conserv
a-

tive basis of comparison, but it is not the most expensive of th
e satellite

alternatives.

By 1980, we are projected to need about 5600 additional tr
ansatlantic

circuits. The cost of providing 5600 24-year circuits by v
arious

technologies is summarized as follows:

Cost Per 24-Yr Atlantic Circuit

SF Cable $275,000

SG Cable 90,000

III HF LR 140,000

IV HF 55,000

TASI-B 3/ 75,000

—"INTELSAT III, high failure, low reliabili
ty.

—2/INTELSAT IV, high failure, low reliability.

3/
— This is the average cost of circuits 

created by TASI-B, not counting

the cost of the initial basic facility. TASI-B 
costs are derived from

AT&T sources, and it is likely that high utili
zation of such techniques

would reduce the stated cost.

4
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It should be noted that several SF cables are required to satisfy,- this

requirement, whereas one INTELSAT IV is not filled with 5600 circuits.

Summary of Cost Model 

It is possible, but unlikely, that cable technology of the SG type is

less expensive than satellite technology on Atlantic routes. SF cable

technology is clearly the most expensive of any of the available options.

We have already committed more than $100 million in resources for

the first four flights of the INTELSAT IV series. If these flights do

not fail, they will provide sufficient capacity to satisfy demand at least

through 1975. A TAT-6 utilizing SF technology is required only in

the event that a 50-50 split is desirable.
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TABLE 1 

The following set of assumptions is sufficient to mak
e cables

(SG type) dominate satellites on a 3500 mile (
Atlantic) route

up to 7000 circuits. Beyond 7000 circuits, INTELSAT IV

dominates up to 8500 circuits, then three SG cables are again

• superior beyond 8500 circuits.

1. Failure rate of 1 launch in 2.

2. 100% satellite system redundancy.

3. 24-year system life for satellites.

4. Acceptance of AT&T cost data for cables without allocation

of administrative expense.

5. Very conservative allocation of satellite costs.

6. Neglect of transit charges for traffic to countries which

do not have cable heads.



TABLE 2

Cost Analysis: Proposed Cables, 1970 - 1980

Cable Circuits Miles

(naut)

Total Cost

(millions)*
Cost per
ckt mile

Ckt. miles

(000)
Type

1. Bahamas 1840 300 $ 23.0 $ 41.67 552 Brit.

2. St. Thomas 640 545 59.8 171.44 349 Brit.**

3. PR #2 1840 1185 89.6 41.09 2180 Brit.

4. St. Thomas # 3 3500 1185 111.2 26,81 4148 SG

5. TAT 6 825 3500 220.8 76.47 2888 SF

6. TAT 7 3500 3300 244.8 21.19 11550 SG

7. TAT 8 3500 3300 245.1 21.22 11550 SG

•6
8. Haw # 3 825 2383 138.8 70.50 1970 SF

9. Guam + 825 5000 293.0 71.00 4120 SF

10. Haw # 4 3500 2200 176.9 21.20 8350 SG

Cost is based on AT&T 18875 filing as follows: Total Cost equals investment cost plus allocated development

cost plus discounted value (to year of installation) of operating expense, profit, and taxes over 24 year life

of each cable. Discount rate of 10% used to reduce future expenses
. No administrative costs were allocated.

Profit included in AT&T reported O&M figures.

** This cable is an anomoly and is not further 
considered.
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TABLE 3

1/
Satellite Cost Analysis: Conservative Basis —

The alternative to one cable considered here is one fully dedicated

satellite system for the route in question. A "system" is one bird

plus two ground stations. To be comparable to cables, it is assumed

that the bird is replaced sufficiently often to keep the circuits avail-

able for 24 years.

INTELSAT III has a five-year life, and each bird costs $12 million.

INTELSAT IV has a seven-year life, and each bird costs $29 million.

INTELSAT III has 1500 circuits, INTELSAT IV has 8500.

A failure rate of one in two is assumed. This doubles the cost of

each bird in orbit.

A discount factor of 10% is used to reduce investment and operating

flows to present value in first year of program.

(millions of dollars)

Cost Item INTELSAT III INTELSAT IV

Satellites (24 years)

Allocated R&D

Two earth stations @ $5m

57.6
1.0
10.0

111
1
10

Profit @ 24% of ave. investment;-/ 79.2 157

O&M—satellite @ $1.2m/yr. 11.3 11

O&M—stations @ $1.51-ri/yr. 14.1 14

Administration—@ $3m/yr. 28.0 28

Total discounted value of

resource-, committed in initial year 191.2 322

1/ "Low" reliability.

2/ Average investment equals cost of two earth stations plus allocated

R&D plus cost of two birds.



TABLE 4

High Reliability

SATELLITE COST ANALYSIS

Total Cost (millions)
Cost per Available
24-Year Circuit (000)

INTELSAT III INTELSAT IV INTELSAT III INTELSAT IV

High Failure Rate $ 382 $ 644 $ 254 $ 76
Low Failure Rate 346 508 230 60

Low Reliability

High Failure Rate 191 322 127 38
Low Failure Rate 173 254 115 30

High Reliability = 100% redundancy in satellites, ground stations, admin. expense.

Low Reliability = One bird in orbit plus two ground stations plus associated profit and operational expense.

Low failure rate = 3 successful launches in 4.

High failure rate = 1 successful launch in 2.

Costs in all cases are on a 24 -year basis, discounted to initial value at 10%.

CX)



Route Length 

0 - 3000 miles

3000 + miles

0- 2200 miles

2200 - 2400

2400 +

TABLE 5

9

LEAST COST STRATEGIES

Circuit Demand of Less than:

825 1500 3500

SF cable

INTELSAT III

British

SG cable

INT. III

0 - 4500 miles SG cable

4500 + INTELSAT IV

Route Length (miles)

Circuit Demand 1185 2400 3500

0 - 1800 ckts. British

1800 - 3500 SG cable

3500 + INTELSAT IV

0 - 825 ckts. SF cable

825 - 3500 SG cable

3500 + INTELSAT IV

0 - 1500 ckts. INTELSAT III

1500 - 3500 SG cable

3500 + INTELSAT IV

4
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TABLE 6

TASI-B COSTS (24-year basis)

Two TASI-B terminals are required to obtain 237 circuits

from 100 circuits. Each terminal costs $2 million. O&M

is about $50,000 per year per terminal.

Present Value

Investment $ 4.0 million

Profit @ 14% 5.3

O&M 0.9

Total $10.2

The marginal (above cable) cost of an average TASI-B

circuit is thus about $75,000 on a 24-year basis.



Cost per 214
yr. circuit
(000)

$ 500 MIME

300 —

200 —

100 -

FIGURE 1

COST per 24-yr. Circuit 

(U.S. to Europe Route)

NNINNN
N\ SF Cable

-.IN. III hf lr

5000

p.11

SG Cable

IV hf lr

J0,000 20,000 Circuits
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Revenue Requirements and Tariffs

The cost comparisons above are not directly related to the actual
revenue requirements and tariffs which could result from alternative
investment strategies. We have calculated revenue requirements for
COMSAT and for AT&T's cables based on alternative strategies:
A 50-50 split of traffic in the Atlantic, satisfaction of new demand
entirely by cable, and satisfaction of new demand entirely by satellite.
The results are given in Figure 3, the notes thereto, and Table 7.

The assumptions underlying Figure 3 are basically those of COMSAT's
filing in Docket 18875, extended through 1980. The assumptions

underlying Table 7 for cable revenue requirements are derived from

AT &T l.s filing.

The principal conclusion here is that the terms of a 50-50 split leave
satellites with so much unutilized capacity that the satellite revenue
requirements are not much different than the cable requirements. If
composite rates are charged to the customer by AT&T operating under
the authorized user decision, the advantage to the public from satellite
technology is vitiated.

Price competition between the two media would, absent service quality
differentials, lead to COMSAT's dominance on Atlantic routes, and
would lead to substantial price reductions to the public.

Cost Analysis: Summary 

Both the cost model and the revenue requirement approach strongly
suggest that satellites are the cheaper technology, provided they are
able to achieve reasonably high utilization rates. A 50-50 split of
traffic does not achieve sufficiently high utilization of satellite capacity
to give satellites a significant price advantage over cables.

Competition between cables and satellites in price and service, with
no restrictions on output or investment, would appear to have substantial
potential benefits for the public.

4
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Notes to Figure 3 

COMSAT REVENUE REQUIREMENTS

Direct Costs

From Table 5, item C of COMSAT filing in 18875 and data furnished
separately by COMSAT on flight 9-15 for INTELSAT IV and TT&C
costs.

Earth Station .-250% M & 0 + A depreciated value + A investment,

INTELSAT Ill and IV + 53% M&O + depreciated value.

Overhead

From COMSAT Annual Report for 1969 and data furnished separately
by COMSAT on depreciation.

Amortization and depreciation includes:

a) $18.4 million net Satellite System Development Cost at year
end 1969 which is amortized through year end 1976.

b) $8,2 million net capitalized R&D at year end 1969 with additional
R&D investments of $4.8M in 1970, SIM/yr in 1971 through 1975, $10M
in 1976 and 1977 and $20M/yr in 1978 and 1979.

c) $22.4 million net investment in HQ's and laboratory at year end
1969 with additional investments of $2M/yr throughout the period except
in 1977 which is $12M to reflect exercising an option to buy the headquartersbuilding and replacement of computer. Expenses reflect the difference
between the M&O charges under "direct costs" above and those reported
in the 1969 Annual Report. It is assumed that this will be an annual
recurring expense.

$ 42.4M
- 17.5M 
24.9M

- 11.3M 
$13.6M/yr

Net operating expense, 1969 Annual Report
Depreciation and Amortization, 1969 Annual Report

Total direct M&O in 1970 per Table 5, item C filing
Indirect operating expense annual.

4
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Notes to Fik,ure 3  (Continued)

Profit and Taxes

No rate base definition has been agreed between the FCC and COMSAT.
An estimated rate base was provided by COMSAT for 1970. This rate
base was extrapolated into future years by adding time-phased invest-
ments and deducting depreciation in appropriate years. COMSAT is

allowed a 12% rate of return after taxes. Annual profit and taxes were
derived by multiplying the rate base by 0.24.
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TABLE 7

Revenue Requirements per Transatlantic Hal1-Circu5t
$(000)

50-50 _Split

Year Cable
•

Satellite Composite

1970 32.0 30.0 31.0
1971 28.0 24.2 26.2
1972 24.8 19.1 21.9
1973 24.0 17. ] 20.6
1974 20.2 13.7 17.0
1975 16.9 11.1 14.0
1977 14,3 8.0 11.1
1980 10.2 5.5 7.8

All New Capacity on Cables

1970 32.0 30.0 33.0
1971 23.4 30.0 26.1
1972 21.0 30.0 24.2
1973 18.8 30.0 21.9
1974 14.9 30.0 18.4
1975 13.8 30.0 17.1
1977 9.2 30.0 12.0
1980 5.9 30.0 7.8

All New Caacity on Satellites

1970 32.0 30.0 31.0
1_971 32.0 20.4 26.0
1972 32.0 16.0 22..4
1973 32,0 14.8 20.6

• 1974 32.0 12.0 17.4
1975 32.0 9.7 14.7

' 1977 32.0 5.6 9.8
1980 32.0 3.1 5.8
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NATIONAL SECURITY REQULREMENTS

In order to assess the sufficiency of existing and planned common
carrier overseas telecommunications facilities to support critical
national defense needs we have informally obtained all NCS restora-
tion priority 1, 2 and 3 circuits, expressed as equivalent 3Kc voice
circuits, for the transatlantic, transcaribbcan and transpacific cross
sections. Table 8 indicates the range of current NCS priority require-
ments and existing cable and satellite capacities.

TABLE 8

NCS Priority Existing Existing
Requirements Cable Satellite

(Equiv. voice circuits) Capacity Capacity
(circuits) 

Atlantic Cross Section 106-130 1203 3374 half circuits
or

Caribbean Cross Section 71-123 1268 1687 circuits

Pacific Cross Section
(Hawaii to Guam)

150-170 142 1646 half circuits
or

823 circuits

While the DOD position (which essentially encourages the development
of all modes of overseas communications facilities) is understandable,
it does not come to grip with inefficiencies resulting from potential
overbuilding of these facilities. If minimum essential facilities which
are judged "sufficient" are those which enable a free choice of medium
(cable or satellite) for restoration of all NCS priority circuits, then
existing facilities in the Atlantic/Caribbean are sufficient.

The Hawaii-Guam cable may (on this criterion) have to be augmented
using TASI-B or other compression techniques unless a concomitant
decrease in priority circuits results from decreased U.S. involvement
in Vietnam.

4



Summary

National security requirements do not appear to be of overriding

significance in setting national policy goals for international tele-

communications facilities, particularly in the Atlantic Basin.
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POLITICAL CONSIDERATIONS

For reasons which are partly rational and partly irrational, the

European nations desire additional cable capacity and apparently

are prepared to bring some political pressure upon the United States

in defense of a position which is substantially the same as that of

AT&T.

Canada and Britain are engaged in discussions about the construction

of CANTAT-2, an 1840 circuit British-type cable between the two

countries. Participation by the U.S. carriers in this project is

probably necessary for its viability; this participation might serve

as a substitute for TAT-6 (SF) as a means of fulfilling a 50-50 split.

Such participation would have significant implications both for our

policy posture and possibly for the balance of payments. The U.S.

carriers cannot participate without FCC permission.

Prohibition by the United States both of TAT-6 and of the U.S. carriers'

participation in CANTAT-2 seems likely to make European postal

officials very unhappy; whether their governments will be similarly

affected is problematical.

It should be noted that the United States cannot unilaterally activate

satellite paths to foreign nations. A policy of complete U.S. dependence

on satellite communication for future capacity needs might be met by the

Europeans by a refusal to activate the necessary half circuits.

4


