WHITEHEAD ON DOMESTIC SATELLITES

I want to talk about some of the practical aspects
of the President's domestic satellite proposals. When

we initiated this project we did not think that it was

necessary for us to att¢ st to fit our policies and our
projections within some well defined legal niche. The
administrative process should be flexible enough to
meet this need. As to re-writing the code of Federal
Regulations, I'll gladly leave that to those who profess

greater expertise in the area. At the same time, we

did propose a policy approach towards regulation of domes-
tic satellite communications which, does meet the Com-
mission's broad statutory mandate to ''make available,

so far ¢ possible, to all people of the United States,

a rapid, efficient, Nation-wide and world-wide wire and

radio communications service, with adequate facilities

at reasonable charges' (47 U.S.C. §151). Fundamentally,

we view the role of the FCC in this area more as one of

{ e spectrum allocator, rather than as a detailed econo-

mic supervisor as has been the case particularly in the
telephone industry. This is an appropriate role, regard-
less of whether one looks to the 1962 Satellite Act or

the 1934 Communications Act. Under both Acts, the


































innovative uses should be encouraged - free of bureaucratic
fetters.

This 1s one reason why we proposed that our competitive
approach towards domestic satellites be implemented only for
a trial period of three to five years. During this time,

we would allow those who, under,liberalized licensing pro-

A
cedure,had received licenses, to operate as free as possible
from all regulatory restraints. At the end of this trial
period, the results can be considered and any needed changes
made in the light of then existing spectrum demands.

To conclude, let me stress that our immediate major

concern is that a domestic satellite system be launched -

not just considered - as rapidly as possible. The lawyers

and regulators have had their day - for five long years -

now let's let the satellite operators have theirs. We can
all do without another five years of minute consideration

of all the possible permutations and combinations made

possible by traditional regulatory policy and procedures.

1 . [}







e o

FOPR——

a2e

The iesue of radio resource scarcity for satellite communications has been
overstated to a significant degree. While the communications 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 accommedated through further
refinement or additional frequency allocations, whichever is most economic.

Since some of the orbital locations and associated spectrum usage of interest
for United States domestic watellites 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 a2 problem at this time. As demand for satellite
communication expands, it may become necessary to evolve additional inter-
national coordinating mechanismas; but this would likely involve the establish-
ment 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 specizlized transmission services -- such as one-way
distribution of radio and television programs or two-way exchange of high-
speed data or other wideband signals among thinly dispersed users. Common
carriers have informed ua that satellites do not appear economic at present
for the routine transmiseion of public message traffic.

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
terrestr | communications network already established in the United States
makes domestic satellite syatems competitive only where their unique capabilities
offer significant advantages over terrestrial transmission. We therefore,

expect the initial number of potential offerers 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 competi-
tive private enterprise rather than regulated nopoly 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 miajor
econt es of gcale, 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 eatablishing a monopoly in
domestic sateilite communications. The general public is not a direct user of
such services. The provision of specialized transmission services and the
carriage of bulk message traffic are quite different in character from the
provision of awitched public message (telephone) service upon which much of
our monopoly theory of telecommunications regulation is based. There is no
reason to expect that competition here would do other than to encourage new or
lo :r-cost services, the benefits of which would indirectly accrue to the public.
Competition in the offering of satellite services appears to hold forth greater
benefit to the economy and the public than would a single chosen instrument.

MORE
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(1) Facilities to be established by independent entities for their
own private use should be required to dermonstrate 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 auch 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
syatem should be authorized in accord with the same principles as for fully
independent facilities. However, to avoid 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.

(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 non-discriminatory basis.

(4) Facilities to e 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 terrestrial 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-subsidi-
zation between monopoly public message and specialized services would take
place in e 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 stations) should be
authorized under the same terms and conditions as « 1ed facilitiea, with the
responsibility for adherence to these conditions resting with the lessee. Rate-
regulated carriers should be permitted to include a portion of the lease costs of
such facilities in their rate base,

(6) Local communications common carriers sl 1ld be required to
provide leased interconnection services for user access to earth stations at
reasonable rates and without discrimination.

(7} Potential harmful interference between satellite systems and terres-
trial installations should be resolved by the Commission according to
established procedures. Satellite operating entities should have equal status
with terrestrial users in interferance problems and in access to the radio
spectrum. To accommodate new systems or services, the Commission should
aff 1 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 | jose undue economic
burdens; we believe the Commission should require compensation of the
established users to be paid by the new entrant in such situations.

{8) The Commission may wish to establish a minimum acceptable earth
station diameter, ‘fuch as 30 feet, in order to accommodate an adequate
number of initial United States domestic satellites in the 4 ar 6 GHz spectrum
allocations without excessive use of orbital resources. Although it is very
unlikely that the number of satellites proposed during the injtial filing period
will approach the limit such a standard would impose, the standard should in
that event be raised. Conversely, if applications were wellb ~ w this
number, and a reasonable case werz .nade on economic and
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operationsl grounds, the standard could be relaxed in specific cases. To the
extent pogsible 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 vigor-
ous exploration and development of satellite service possibilities. During this
period, the Commission should monitor the industry structure, service
offerings, and rates to determine if natural monopoly or other conditions are
developing that suggest more restrictive entry conditions or irrant direct
rate regulation for specialized satellite services. At the end of the interim
period, a full review of the policy and indus try 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 Telecommunications Union, with other
foreign policy considerations, and with national security communications
requirements. With respect to INTELSAT, it is particularly important that
domestic systems not threaten the operational integrity or econon : viability
of the global services provided through that system. It is also important that
provision be made for use of domestic satellite services by national security
and emergency preparedness agencies when appropriate, We are satisiied
that domestic satellite communications facilities authorized in accordance
with the preceding recommendations 1l meet all these conditions. We
further see no reason why the Communications Satellite Corporation, estab-
lished 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.

Peter Flanigan
Agsistant to the Presi at
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MR. ZIEGLER: I think you have had a minute to
read over the statement in which the President announces
the Administration's recommendation on the utilization of
communication satellites for domestic telecommunications
services.

Peter Flanigan, Assistant to the President,
has been involved in the study group which led to this
recommendation., Tom Whitehead, on Mr. Flanigan's staff,
headed up the study group. They are here to discuss it with
you.

I think Peter can take it from this point.

MR. FLANIGAN: Ladies and gentlemen, the issue of
Federal policy regarding the use of satellites in domestic
communications has been unresolved since 1965, When this
Administration came into office, we determined that now
was the time to resolve that as far as the Executive arm
of Government policy is concerned.

Mr. Whitehead headed a working group that directed
itself for several months to the economic and technological
guestions involved, and on the basis of those studies we
have worked to prepare a policy statement that was agreed
upon by the agencies in the Federal Executive branch that are
involved in these matters.

The proposals were sent today to the FCC, which
will now consider, presumably, filings for the establishment
of satellite systems. They will determine whether or not
they agree with this policy statement.

It has, for your information, been discussed with
Chairman Burch. It has not been put before the whole
Commission. Chairman Burch has not committed himself. He
said he sees no objection to it, but it would be improper
to say that the FCC agrees with the complete policy.

The statement you have recognizes that a flexible
policy is necessary if we are to stimulate to the most extent
innovative effort by private industry. We encourage
commercial systems to be put up as soon as they are economic.
We don't attempt to direct private industry to put them up
before they themselves believe they are economic.




We very much stress the need to set up a domestic
satellite system so that it will be competitive. We think
that in this area, particularly with regard to special services,
that competition can be the regulating factor with regard
to rates.,

We further recognize that this is an area in which
technological change will be very fast. We will know a great
deal more about it in a few years. The economica of it are
8till all prospective, at least as far as domestic communications
satellites are concerned. We will know more about that in a
few years and we recommend that after some experience in
these areas are gained, they again ba reviewed by the FCC.

We are not trying to establish for all time what we think
the appropriate policy should ba.

Because the subject has been discussed over a
period of time, I am sure some of you have some familiarity
with it, ard have a few questions you would like to ask.

We will be happy to give you any answers we can.

0 When you speak of satellites for domestic
use, domestic satellite systems, you are speaking of satellites
for communications within the United States?

MR. FLANIGAN: That is correct.

As you know, we already have them abroad, run
by INTELSAT, of which COMSAT is our member and is operating
that system,

Q As for wanting this competitive, does this
mean that your position is that som »>8y other than 2 T

should be operating satellites? I mean, somebody as well
as AT&T?

MR, FLANIGAN: We say they may operate s:¢ llites,
not that they should. If they! ‘e an e n1omic venture, they

would like to engage in, they certainly sho have the
right to do so.

For instance, if somebody wanted to put up a special
service satellite to carry television channels to be used
for massive movement of data for compute: .= there is no

reason on earth in our view that they should not have the
right to establish such a system.

Q I use this only as an example, but if a1 net-
work, for example, a broadcast network, T.V. and radio,
wanted to put up its on satellites, it is this _ per's positi
that they should be so allowed to do?

MR, FLANIGAN: That is correct.

Q Would this also include ownership and operation
of ground stations?

MR. FLANIGAN: Yes, it is a system.
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Q When will they decide on this?

MR. WHITEHEAD: The Chairman has indicated publicly
that he puts this high on his agenda.

Q How high?

MR. WHITEHEAD: You will have to ask the Chairman.

Q Does he have to have a request from some
spacific agency before the FCC can act or can they issue a
statement of public policy first, and then entertain requests
to go ahead with the system?

MR. WHITEHEAD: 1 believe they can do it later.

Q You said a moment ago we can have a system in

operation in two years. What do you mean by that, one domestic
system?

-—-» WHITEHEAD: I am saying that from my conversations
with the communications companies they indicate that it is
technologically feasible to have a system operating in
two years. It takes a two-year lead-time.

Q How do you respond to the COMSAT position that
it is the only one under law that is entitled to launch a
commercial satellite under its charter through the Congress?

MR. WHITEHE: : Well, COMSAT has never really taken
that position formally. We considered it at first, in
looking at the act, and we concluded to the contrary.

Q You say no legislation is needed for this?

MR. WHITEHEAD: That {s correct.

Q How are people going to get satellites launched?

MR. WHITEHEAD: NASA would provide launches on a
cost reimbursable basis.

Q Are they authorized to do that?

MR. WHITEHEAD: They believe they are.

MR. FLANIGAN: Didn't they do it for COMSAT?
MR. WHITI IAD: Yes.

MR. FLANIGAN: There are others who requested it,
and they believe they have the right to do it.

Q Could the networks c bine to put up one system
which all of them could use or would each network have
to put up a system of its own?

MR. WHITEHKEAD: Under this this policy, it would be
their choice.

Q They could do either. But it is technically
possible for all to use one system?

MR. WH; : I be eve it is.
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Q So that is not what you have in mind?

MR. WHITEHEAD: No.,

Q How many circuits could one of these domestic
satellites have, how mafy transmissic costs operate out of it?

MR. WHITEHEAD: That is a pretty technical question
depending on design, system parameters and so forth.

MR. FLANIGAN: What we have proposed to the FCC is the
Executive branch's policy with regard to the use of domestic
satellites. It is up to them now to determine whether they
agree with this policy and to accept applications from users
and for the users to determine whether it is in theéir
best interest now to build one of these systems.

THE PRESS: Thank YOW.

END (AT 12:28 P.M, EST.)




























Before the FCC 70-307
FEDERAL COMMUNICATIONS COMMISSION 46002
Washington, D.C, 20554

In the Matter of

Establishment of Domestic Docket No, 16495
Communication-Satellite

Facilities by Non-governmental

Entities.

NOTICE OF PROPOSED RULE MAKING

Adopted: March 20, 1970 ; Released: March 24, 1970

By the Commission: Commissioners Robert E., Lee and Johnson concurring
in the result; Commissioner Cox concurring in part
and dissenting in part and issuing a statement which
is attached to Report and Order (FCC70-306)issued
simultaneously herewith,

‘ 1. Notice is hereby given of proposed rule waking in
the above-entitled matter,

2, On March 2, 1966, the Commission instituted an inquiry
in Docket No. 16495 to explore various questions associated wit
the possible authorization of domestic communications satellite
facilities to non~governmental entities. Notice of Inquiry, 31
Fed. Reg. 3507; Supplemental Notice of Inquiry, October 20, 1966,
31 Fed. Reg. 13763. 1In its Report and Order in Docket No, 16495
adopted on March 20 , 1970 (FCC 70-306 ), the Commission
decided to entertain applications for the authorization of domesti]_
systems, In order to facilitate expeditious action 1 the appli-
cations and prompt attainment of the potential benefits of the
satellite technology in the d: tic field, the Commission further
decided to keep open the proceedings in Docket No, 16495 and to
incorporate 2 notice of proposed rule making, The rule maki ;
concerns the policies to be followed in the event of technical or
econ¢ .c conflicts between applicat: is (Report and Order,
paragraphs 23-24), the appropriate initial role of AT&T in the
domestic satellite field (paragr: hs 25-26), procurement polici s
(paragraph 28), and access to earth stations (paragra . 27),

-




3. We discussed in general terms some of the possible
areas of conflict, stating (paragraph 23 of the Report and Order):

Technical conflicts may arise in such areas
as proposed orbital locations and frequency
usage. Moreover, in the course of coordinat-
ing earth stations with terrestrial systems
it may prove impossible in some instances to
accommodate earth stations at desired sites
without some adjustment in the frequencies
and routes of terrestrial systems or other
measures to avoid interference. Also,
arguments of economlc incompatibility may

be raised, posing questions as to the proper
ei :ctuation of the Commission's responsi-
bility under Section 1 of the Communications
Act to exercise its regulatory functions in
such a manner as to make communications
services 'available, so far as possible, to
all people of the United States * % % °

It is not practicable to specify now, in advance of the submission
of applications, the precise aspects that way require policy deter-
minations by rule. Some potential conflicts may be evident to
applicants in the course of preparing applications, Others may

not bec 1e apparent until all of the initial applications have been
filed. The purpose of this Notice is to set forth the subject
matter and issue to which parties are to focus--namely, the
technical or economic conflicts, if any, which exist or may arise
between applicants in this area, and what policies are called for

in light of any claimed conflicts, ‘In this way, the Commission will
be in a position to adopt rules, reflecting its policy determinations,
to resolve any such conflicts, if it appears that this procedure
would be the one best conducing '‘to the proper dispatch of business
and to the ends of justice" (Section 4 (j) of the Communications
Act). :

4, Comments are also requested on what initlal role of
AT&T in the domestic satellite field would be appropriate in order
to achieve a market environment conducive to innovation and the
vigorous exploration and development of the special communications
serv potentials of the satellite technology. The discussion of
this :ter at paragraphs 25-26 of the Report and Order may be’
sumparized briefly as follows: A question has been raised by the
Executive Branch as to whether AT&T might discourage or foreclose







7. Authority for the proposed rule making instituted
herefn is contained in Sections 1, 2, 3, 4 (i) and (3), 214, 301,
303, 307-309, and 403 of the Communications Act of 1934 and
Section 102 (d) of the Communications Satellite Act of 1962,

8. 1In reaching its decision in this matter, the Commis-
8ion may take into account any other relevant information before
it, in addition to the comments invited by this Notice. 1In
accordance with the provisions of Section 1.419 of the Commission's
Rules and Regulations, an original and 14 copies of all comments,
replies, pleadings, briefs, or other documents filed in this
proceeding shall be furnishad to the Commission,

-

FEDERAL COMMUNICATIONS COMMISSION

Ben F. Waple
Secretary
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The total market includes several sectors that are
relatively insulated from one another (e.g., public
message telephone traffic, broadcast and cable video
interconnection, and various leased-line services),
each of which could be served economically be a
different operator.

More than one satellite operator may be expected to
compete on a continuing basis for the leased line market,
and to a more limited extent for the other market sectors,

Under a policy of pen entry at least two, and probably

three or more, separate systems would likely be established,
having a combined capacity in excess of 100 channels
(transponders) plus 50 or more back-up transponders. Each

of these systems would likely incorporate an independently

viable basic service offering (e.g., PMTS, video interconnection,
etc. ) combined with competitive leased-line offerings.

A policy of open entry can be expected to result in a viable
competitive industry, with return on capital commensurate with
risks. However, there is little solid evidence regarding the
specific structure this industry would take, which will be
affected by differences in technology, design concept and con-
figuration, comparative market strategies, and consortia
arrangements not readily apparent at this time.

The economic effect of internal subsidization of one service
by another is higher prices to consumers, lower output, and
a deadweight loss to the economy which cannot be recaptured.
The achievement of a 'public divideund" through hidden sub-
sidization of public broadcasting, education, etc., by other
satellite services is thus a misconception: it achieves its
purpose at greater cost to the economy than need be while
introducing undesirable mai et and institutional distortions,
and thus really creates a '"public loss. ' Direct subsidization
of such meritorious services from general tax revenues, which
does not introduce these distortions, is thus preferable to
internal subsidization,

~
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These findings further support the Administration's view that
multiple domestic satellite systems catering to both separate

and overlapping markets can be economically viable on a com-
petitive basis, and can be technically compatible among themselves
and with existing and future terrestrial systems. The potential
impact on the overall market structure of natural monopely services
(e.g., TMessage telephone) not subject to competitive entry can be
regulated through existing procedures with minimal pre-operational
conditions. Further restrictions at this time on entry, market
structure, or service and price competition will serve only to limit
consumer choice for new, expanded, or lower cost services while

jmposing further delays and economic burdens on prospective suppliers
of satellite services.

We hope that this information, and the more comprehensive analyses
‘contained in the attachments, will be useful to you in resolving any
remaining uncertainties regarding the feasibility and merit of a fully
open entry policy, and that you will find the opportunity to bring this
jnformation to the attention of the Commission. If there is any way in
which we can be of assistance in clarifying or elaborating on these
studies and results, we will of course be pleased to do so.

*" SIGNED

Walter R. Hinchman
Assistant Director

Attachments

WRHINCHMAN:dc
DO Records

DO Chron

Mr. Whitehead -2
)r. Mansur

RF.

Attachments: SRI report, "Economic Viability of Proposed U. S.
C( amunications Satellite Systems"
Ross Telecom report, "Analysis of Earth Station Siting for
the Prcposed Domestic Sate lite Systems' Feb. 4, 1972
B.GCwen paper: Cross Subsidies in Comimon Carrier Faciliti
D. Hatficld paper: Domestic Satellite Orbit/Spectrum Util.’










