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• INTERNATIONAL MARITIME SATELLITE
TELECOMMUNICATIONS

MONDAY, MAY 8, 1978

U.S. SENATE,
CoMMrrniE ON COMMERCE1 SCIENCE, AND TRANSPORTATION,

SUBCOMMITTEE ON 
COMMUNICATIONS,TV ash,ingtan,,D.0

The subcommittee met at 10:05 a.m. in room 235, Russell Senate
Office Building, Hon. Ernest F. Hollings (chairman of the subcom-
mittee) presiding.

OPENING STATEMENT BY SENATOR HOLLINGS

Senator HOLLINGS. Today we will consider H.R. 11209, S. 2211,
and the Senate staff working draft, all of which relate to U.S. par-
ticipation in International Maritime Satellite Organization. The
principal question to be addressed this morning is what should be
done, or what should be the nature of U.S. involvement in the Inter-
national Maritime Satellite Organization; what entity should repre-
sent the United States in such an international organization; how
this U.S. representative should inter-relate with other Government
communications entities; and what role governmental agencies should
have in oversight and regulation over the U.S. representative entity.
Senator Inouye, who is a member of this subcommittee and also

Chairman of the Merchant Marine Subcommittee, could not be here,
but asked that a letter be read into the record of this hearing. It is
addressed to the committee on May 4.
"DEAR CHAIRMAN HOLLINGS: I wish to commend you for scheduling hearings

on legislation to provide for the establishment, ownership, operation, and
governmental oversight and regulation of international maritime satellite tele-
communications services. I regret that a previous commitment in my state of
Hawaii prevents me from participating in the hearings today. Be assured,
however, of my interest, support, and cooperation as the Subcommittee con-
siders this most important matter.
"As a member of the Subcommittee on Communications I share your con-

cern over such issues as insuring full and fair competition in the provision
of service to users, while retaining incentives for private capital investment
in the designated U.S. entity in Inmarsat.
"As Chairman of the Subcommittee on Merchant Marine and Tourism, I

am especially concerned with the effect a satellite system will have on the
maritime community. Specifically, I am interested in improving distress and
safety of life at sea communications, efficiency in management of ships, mari-
time public correspondence services, and radio-determination capabilities.
"I understand that H.R. 11209 is one of the legislative proposals which the

(1)
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Subcommittee will consider. Among other things, at the initiativ
e of the House

Subcommittee, that bill would amend section 222 of the Communi
cations Act of

1934, as amended, for the limited purpose of achieving the obj
ectives of H.R.

11209.
"I am especially puzzled by the House Subcommittee's action in th

is regard,

inasmuch as the Chairman of that Subcommittee has refused to c
onsider leg-

islation, which twice passed the Senate during the past year, to am
end section

222 for the limited purpose of assuring that the people of Hawaii are
 treated

equally with their fellow Americans for purposes of sending and recei
ving do-

mestic record telecommunications. As the reason for his refusal, Ch
airman

Van Deerlin in a letter to me stated that:
"This bizarre result is one example of the problems we invite by 

dealing

with complex communications policy in piecemeal fashion. An immediate

crisis is patched over, while the larger problem is made worse.

"It seems to us on the House Subcommittee that we must deal wit
h this

and other communications problems comprehensively rather than try 
meeting

them in fits and starts."
"In response to my request for comments on his letter, both the Cha

irman

of the FCC and learned counsel for the state of Hawaii, Rosel Hyde, 
replied

that the reasons given by Chairman Van Deerlin in his letter were 
without

foundation in fact or law.
"I raise the matter at this time because H.R. 11209 is one of the measur

es

we are considering, and Chairman Van Deerlin's apparent inconsist
ent atti-

tude regarding section 222 of the Communications Act, makes it difficul
t for

me to understand completely the ramifications and impact of H.R. 11209.
DANIEL K. INOUYE,

Chairman of the Subcommittee on Merchant Marine and Tourism.

Senator HOLLINGS. Senator Stevens could not make it either and he

has asked to have his statement included in the record.
[The statement follows:]

STATEMENT OF HON. TED STEVENS, U.S. SENATOR FROM ALASKA

Mr. Chairman, I appreciate the opportunity to hear from those interested in

the Inmarsat legislation. I have closely followed the progress of Inmarsat for

years and participated in one of its preparatory conferences in London. I very

much support the existence and operation of Inmarsat and feel we in Congress

must quickly pass legislation designating a United States participant to Inmarsat.

Because other nations have already signed the Convention agreements, they have

a jump on us in the planning stages. We must act now.

In addition, Alaska is particularly concerned with the outcome of this legisla-

tion. Due to the remoteness of many areas of the state, all types of communica-

tions are critical to her. But, maritime communications is particularly important.

Alaska has more miles of coastline than the combined total of the continental

United States. Thus, much of Alaska's industry is based on maritime activities.

Better communications will greatly benefit such activities.
Mr. Chairman, I look forward with great interest to hear from our witnesses

today and to subsequently report out legislation designating United States' par-

ticipation in Inmarsat.

[The bills and agency comments follow:]
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95TH CONGRESS
1ST SESSION S. 2211

IN THE SENATE OF THE UNITED STATES

OCTOBER 17 (legislative day, OCTOBER 11) , 1977
Mr. HOLLINGS (for himself and Mr. STEVENS) (by request) introduced the

following bill; which was read twice and referred to the Committee on
Commerce, Science, and Transportation ,

A BILL
To provide for the establishment, ownership, operation, and gov-

ernment oversight and regulation of international mari-
time mobile satellite telecommunications services, and for
other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 SIIORT TITLE

4 SECTION 1. This Act may be cited as the "Inter-

5 national Maritime Mobile Satellite Telecommunications

6 Act of 1977".

7 DECLARATION OF POLICY A„ND PURPOSE

8 SEC. 2. (a) The Congress hereby declares that it is the

9 policy of the United States, in conjunction and in cooperation
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1

2

3

4

5

6

7

8 vate entity, subject to appropriate governmental oversight

9 and regulation.

10 (c) It is the further intent of Congress that there shall

11 be competition among United States common carriers in

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2

with other countries, to participate in the International Mari-

time Satellite Organization (INMARSAT) whose purpose is

to make provisions for the space segment necessary for im-

proving maritime telecommunications and salty services.

(b) It is the intent of Congress that United States par-

ticipation in the International Maritime Satellite Organiza-

tion (INMARSAT) shall be in the form of a designated pri-

the provision of international maritime mobile satellite tele-

communications services to the users.

DEFINITIONS

SEc. 3. (a) As used in this Act, and unless the con-

text otherwise requires—

(1) the term "Commission" means the Federal

Communications Commission;

(2) the term "common carrier" has the meaning

as defined in the Communications Act of 1934, as

amended; and

(3) the term "corporation" means the designated

private entity authorized by section 5 (a) of this Act.

(b) Terms not defined by this Act shall have the def-

initions found in chapter 1, article 1, of the Radio Regu-
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1 lations of the International Telecommunication Union (1976

2 edition).

3 IMPLEMENTATION OF POLICY

4 Sic. 4. In order to achieve the objectives and to carry

5 out the purpose of This Act-

6 (a) the President shall-

7 (1) aid in the planning and development of

8 the IN1VIARSAT system and services which are

9 developed pursuant to the Convention on the Inter-

10 national Maritime Satellite Organization;

11 (2) establish machinery to provide for the con-

12 tinuing review of the development and operation of

13 the INMAB SAT system and services and for is-

4 suance of instructions and guidance to the Corpora-

15 tion as to action to be taken in the INMARSAT

16 Council on those matters where the United States

17 Government has operating, statutory, policy, or

18 other national or international interests;

19 (3) exercise such supervision over relation-

20 ships and activities of the corporation with foreign

21 governments or entities and with international or-

22 ganizations as may be necessary to assure that such

23 relationships and activities are consistent with the

24 national interest and foreign policy of the United

25 States;
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4

1 (4) take all necessary steps to insure the avail-

2 ability and appropriate utilization of INMARSAT

3 telecommunications services for general govern-

4 mental purposes, except where a separate system

5 is required to meet unique governmental needs, or

6 is otherwise required in the national interest;

7 (5) so exercise his authority as to help obtain

8 coordinated and efficient use of the electromagnetic

9 spectrum and orbital space and to assure the tech-

10 nical compatibility of the INMARSAT space seg-

11 ment with existing communications facilities both

12 in the United States and abroad; and

13 (6) have, with respect to the corporation, as

14 though it were a common carrier, all the powers

15 and duties conferred on him by the war powers

16 section of the Communications Act of 1934, as

17 amended (47 U.S.C. 606) ;

18 (b) the Federal Communications Commission shall

19 have, with respect to the corporation and noncarrier

20 entities as may be authorized in accordance with sub-

21 section 5 (f) of this Act, as though they were common

22 carriers, and such common carriers- as may be authorized

23 in accordance with subsection 5 (e) of this Act, all the

24 powers and duties conferred on it by the provisions of

25 the Oommunioations Act of 1934, as amended. When-
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5

ever the applications of the provisions of this Act shall

be inconsistent with the provisions of the Communica-

3 tions Act of 1934, the provisions of this Act shall govern.

4 DESIGNATED ENTITY

5 SEC. 5. (a) There.is hereby authorized to be created a

6 maritime mobile satellite telecommunications corporation

7 which will not be an agency or establishment of the United

8 States Government.

9 (b) The corporation shall be formed for the purpose of

10 participating as the United States designated operating

11 entity in the International Maritime Satellite Organization

12 (INMARSAT) and shall be authorized to sign the operat-

13 ing agreement thereto.

14 (c) The corporation shall be the sole representative of

15 the United States in the INMARSAT Council and, as the

16 United States signatory to the INMARSAT Operating

17 Agreement, shall have ultimate and final responsibility for

18 fulfilling obligations placed upon such signatories by the

19 INMARSAT instruments.

20 (4) The corporation shall be the sole owner and operator

21 of the United States land Earth stations, which provide

22 access to tile INMARSAT space segment.

23 (e) Initially, the corporation shall be wholly owned by

24 United States common carriers who are specifically author-

25 ized by the Federal Communications Commission to own
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6

1 shares of stock in the corporation, upon a finding that such

2 ownership will be consistent with the public convenience,

3 interest, and necessity. United States common carriers who

4 are not shareholders of the corporation shall not be provided

5 direct access to the INMARSAT space segment.

6 (f) Five years after the date of enactment, noncarrier

7 entities shall be eligible to acquire ownership in the corpora-

S tion, upon reasonable terms and conditions to be determined

9 by the Federal Communications Commission. The corpora-

10 tion shall be authorized by the Federal Communications

11 Commission to provide service directly to such investors

12 under reasonable terms and conditions to be determined by

13 the Federal Communications Commission.

14 (g) The business activity of the corporation shall be

15 restricted to those activities necessary to function effectively

16 as the United States signatory to the INMARSAT Oper-

17 ating Agreement, as the provider of INMARSAT space

18 segment services to such common carriers and noncarrier

19 entities as may be authorized in accordance with sections 5

20 (e) and 5 (f) of this Act, and as owner of the United States

21 land earth stations providing access to the INMARSAT

22 space segment.

• 23 (h) The corporation is authorized to issue and to have

24 outstanding, in such amounts as it should determine, shares

25 of nonassessable capital stock, with or without par value,
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7

1 which may be purchased, owned, or held only by United

2 States common carriers and noncarrier entities in accordance

3 with sections 5(e) and 5(f) of this Act.

4 (i) The capital stock of the corporation shall be eligible

5 to be included in the rate base of the carriers by whom it is

6 held, upon a finding by the Federal Communications Corn-

7 mission that the public interest would be served thereby.

8 (j) The corporation is authorized to issue, in addition

9 to the capital stock authorized by section 5 (h) of this Act,

10 nonvoting securities, bond debentures, and other certificates

ii of indebtedness as it may determine.

12 (k) Notwithstanding the provisions of the law of any

13 State or of the District of Columbia, the articles of incorpora-

34 tion of the corporation shall provide for the continued ability

15 of its board of directors to transact business under such

16 circumstances of national emergency as the President of the

17 United States, or the officer designated by him, may deter-

18 mine would not permit a prompt meeting of the number of

19 directors otherwise required to transact business.

20 (1) The corporation shall establish its headquarters in

21 the District of Columbia.

22 PROCESS OF ORGANIZATION

23 SEC. G. The President of the United States shall appoint

24 incorporators, by and with the advice and consent of the

25 Senate, who shall serve as the initial board of directors until
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1 their successors are elected and qualified. Such incorporators

2 shall arrange for an initial stock offering and take whatever

3 actions are necessary to establish the corporation, including

4 the filing of articles of incorporation, as approved by the

5 President.

6 NOTICE OF FOREIGN BUSINESS NEGOTIATIONS

7 SEC. 7. Whenever the corporation shall enter into busi-

8 ness negotiations with respect to facilities, operations, or

9 services authorized by this Act with any international or

10 foreign entity, it shall notify the Department of State of the

11 negotiations, and the Department of State shall advise the

12 corporation of relevant foreign policy considerations.

13 Throughout such negotiations the corporation shall keep the

14 Department of State informed with respect to such considera-

15 tions. The corporation may request the Department of State

16 to assist in the negotiations, and that Department shall render

17 such assistance as may be appropriate.
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95Tit CONGRESS H 
21) SESSION .R. 11209

IN THE SENATE OF THE UNITED STATES

MAY 16 (legislative day, APRIL 24), 1978

Read twice and referred to the Committee on Commerce, Science, and
Transportation

AN ACT
To provide for the establishment, ownership, operation, and

governmental oversight and regulation of international mari-

time satellite telecommunications services.

1

2

3

4

5

6

8

9

10

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled,

SHORT TITLE

SECTION 1. This Act may be cited as the "International

Maritime Satellite Telecommunications Act".

DECLARATION OF POLICY AND PURPOSE

SEC. 2. (a) The Congress hereby declares that it is the

policy of this Act to provide for the participation of the

United States in the International Maritime Satellite Organi-

zation or another satellite telecommunications agency which
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2

1 shall develop and operate a global maritime satellite telecom-

2 munications system. Such system shall have facilities and

3 services which will serve maritime commercial and safety

4 needs of the United States and foreign countries.

5 (b) It is the purpose of this Act to provide that the

6 participation of the United States in the organization or

7 agency specified in subsection (a) shall be through the Com-

munications Satellite Corporation, which constitutes a private

9 entity operating for profit, and which is not an agency or

io establishment of the Federal Government.

11 DESIGNATED OPERATING ENTITY

12 SEC. 3. (a) ( 1) (A) Subject to the provisions of para-

13 graph (2) , the Communications Satellite Corporation, for

14 the purpose of providing international maritime satellite tele-

15 communications services, may participate as the designated

16 operating entity of the United States in-

17 (i) the International Maritime Satellite Organiza-

18 tion; or

19 (ii) any other agency designed to provide such

20 services.

21 (B) The corporation is hereby authorized to sign the

22 operating agreement or other pertinent instruments of the

23 Organization, or of the satellite telecommunications agency,

24 as the designated operating entity of the United States.

25 (2) (A) Except as provided in subparagraph (C) , the
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3

- 1 corporation may not participate in any satellite telecom-

2 munications agency under paragraph (1) (A) (ii) unless—

(i) (I) in the case of participation which may be

4 undertaken only pursuant to a treaty or executive agree-

ment, such treaty or executive agreement is in effect; or

6 (II) in any case in which participation does not

7 require any treaty or executive agiTement, the Presi-

8 dent does not disapprove such participation during the

9 period of GO 'calendat days after the corporation notifies

10 the President of such proposed participation; and

11 (ii) the Congress does not disapprove such partici-

12 pafion under paragraph (3) .

13 (B) Any disapproval by the President under subpara-

14 graph (A) (i) (II) shall be published in the Federal

15 Register as soon as practicable after the date of such dis-

16 approval.

17 (C) The requirements of subparagraph (A) shall not

18 apply to any participation of the corporation in a satellite

19 telecommunications agency if-

20 (i) such participation takes effect before Septem-

21. her 4, 1979;

22 (ii) the corporation signs the operating agreement

23 of the Organization; and

24 (iii) such participation in the satellite telecommuni-

25 cations agency is in the nature of an interim operating

30-338 0 - 78 - 2
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 Satellite Corporation on , 19 ." (The first blank

25 space shall be filled with the name of the resolving House

4

arrangement remaining in effect only until the corpora-

tion begins its participation in the Organization.

(3) (A) In any case in which the corporation proposes

to provide international maritime satellite telecommunica-

tions services through participation in a satellite telecommuni-

cations agency under paragraph (1) (A) (ii) , and such par-

ticipation is subject to the requirements of paragraph. (2)

(A) , the corporation shall submit a statement to each House

of the Congress which shall include notice of such proposed

participation, together with such other information as the

corporation considers appropriate. If such participation is

subject to disapproval by the President under paragraph (2)

(A) (i) (II) , such statement may not be submitted before

the end of the period specified in paragraph (2) (A) (i)

(II) .

(B) Such proposed participation may take effect, if it

otherwise may take effect under paragraph (2) (A) (i) ,

unless either the Senate or the House of Representatives,

during the period of 60 calendar days of continuous session

following submission of the statement specified in subpara-

graph (A) , passes a resolution the matter after the resolving

clause of which reads as follows: "The hereby

disapproves the proposal submitted by the Communications
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1

2

3

4

5

5

and the second blank space shall be filled with the date of

submission of the proposal to the Congress.)

(C) If neither the Senate nor the House of Representa-

tives passes such resolution during such period, such pro-

posal of the corporation- shall not be effective before the end

6 of such period.

7 (D) For purposes of this paragraph—

(i) continuity of session of the Congress is broken

9 only by adjournment sine die; and

10 (ii) the days on which either House is not in ses-

11 sion because of an adjournment of more than 3 days to a

12 day certain are excluded in the computation of the 60-

13 day period.

14 (b) The corporation-

15 (1) (A) subject to the provisions of subsection (d) ,

16 may establish, own, and operate satellite earth terminal

17 stations; and

18 (B) shall interconnect such stations, and the mar--

19 time satellite telecommunications provided by such sat-

20 tions, with the facilities and services of United States

21 domestic common carriers, international common car=

22 riers, and private communications systems, other thgli

23 any common carrier, system, or other entity in whieh

94 the corporation has any ownership interest, as author-

25 ized by the Commission; and
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6

(2) may establish, own, and operate the United

2 States share of the jointly owned international space

3 segment and associated ancillary facilities.

4 (c) The corporation shall be responsible for fulfilling

5 any financial obligation placed upon the corporation as a

6 signatory to the operating agreement or other pertinent in-

7 struments, and any other financial obligation which may be

8 placed upon the corporation as the result of a convention

9 or other instrument establishing the Organization or the

10 satellite telecommunications agency, as the case may be. The

ii corporation shall be the sole United States representative

12 in the managing body of the Organization or the satellite

13 telecommunications agency, as the case may be.

14 (d) (1) Except as provided in paragraph (2) , the cor-

15 poration, or any United States domestic common carrier,

16 international common carrier, or private communications

17 system which is authorized by the Commission, pursuant to

18 the provisions of this Act, to interconnect with a satellite

19 earth terminal station under subsection (b) , may own all

20 or any portion of the assets of any such station.

21 (2) Any person, including any government or govern-

22 fnent agency, may be the sole owner of a satellite earth

23 terminal station if such person, government, or government

24 agency uses, or permits or otherwise authorizes the use of,

25 such• station for the exclusive purpose of training personnel
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3

4

5

6

7

17

7

in the use of equipment associated with the operation of such

Station, or in carrying out experimentation relating to mari-

time satellite telecommunications services.

(e) The Commission shall determine the operational

arrangements under whieh the corporation shall interconnect

its services and any satellite earth terminal station facility

with United States domestic common carriers, international

8 common carriers, and private communications systems, other

9 than any common carrier, system, or other entity in which

10 the corporation has any ownership interest, for the purpose

11. of extending maritime satellite telecommunications services

12 within the United States.. Such determination shall be made

13 by the Commission no later than 6 months after the date of

14 the enactment of this Act, and the Commission shall transmit

15 a report relating to such determination to the Congress.

16 (f) Notwithstanding any provision of State law, the

17 articles of incorporation of the corporation shall provide for

18 the continued ability of the board of directors of the corpora-

19 tion to transact business under such circumstances of national

20 emergency as the President or his delegate may determine

21 would not permit a prompt meeting of the number of direc-

22 tors otherwise required to transact business.

23 (g) Notwithstanding the provisions of section 222 of

24 the Communications Act of 1934, any international corn-

25 mon carrier which is interconnected with a satellite earth
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1 terminal station under subsection (b) may accept and de-

2 liver maritime satellite telecommunications services at any

3 point within the United States.

4 IMPLEMENTATION OF POLICY

5 SEC. 4. (a) The President shall-

6 (1) exercise such supervision over, and provide for

7 the issuance of such instructions to, the corporation in

8 connection with its relationships and activities with for-

9 eign governments and international entities and other

10 organizations (including the Organization or the satellite

11 telecommunications agency, as the case may be) as may

12 be necessary to ensure that such relationships and activi-

13 ties are consistent with the national interest and foreign

14 policy of the United States;

15 (2) coordinate the activities of Federal agencies

16 with responsibilities in the field of telecommunications

17 (other than the Commission) , so as to ensure that there

18 is full and effective compliance with the provisions of

19 this Act;

20 (3) take all necessary steps to ensure the availabil-

21 ity and appropriate utilization of the telecommunications

22 services provided by the Organization or by the satellite

23 telecommunications agency, as the case may be, for gen-

24 eral governmental purposes, except in any case in which

a separate telecommunications system is required to meet
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unique governmental needs or is otherwise required in
the national interest;

(4) exercise his authority in a manner which seeks

to obtain coordinated and efficient use of the electro-
magnetic spectrum and orbital space, and to ensure the

technical compatibility of the space segment with exist-
ing communications facilities in the United States and
in foreign countries; and

(5) aid in the planning and development of the
telecommunications system operated by the Organization

or by the satellite telecommunications agency, as the
case may be, and in the planning and development of
services provided by the Organization or such agency.
(b) The Commission shall—

(1) institute such proceedings as may be necessary
to carry out the provisions of section 3 (b) and section
3 (e) ;

(2) make recommendations to the President for
the purpose of assisting the President in issuing instruc-
tions to the corporation under subsection (a) (1) ;

(3) grant such authorizations as may be necessary
under title II and title III of the Communications Act
of 1934 to—

(A) enable the corporation to provide to the
public, pursuant to section 3 (b) (1) (B) , space seg-
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ment channels of communication obtained from the

2 Organization or from the satellite telecommunica-

3 tions agency, as the case may be; and

4 (B) provide for the construction and opera-

5 tion of such satellite earth terminal stations in the

6 United States as may be necessary to provide suf-

ficient access to the space segment;

8 (4) establish procedures to provide for the continu-

9 ing review of the telecommunications activities of the

10 corporation as the United States signatory to the operat-

11 ing agreement or other pertinent instruments;

12 (5) establish rules and procedures under which the

13 Commission-

14 (A) in determining whether to modify any

15 license for public maritime coast station services to

16 provide for the addition of radio frequencies, shall

17 not take into account any impact which the provi-

18 sion of maritime satellite telecommunications serv-

19 ices may have upon the provision of public maritime

20 coast station services; and

21 (B) in determining whether to modify any

22 license for maritime satellite telecommunications

23 services to provide for the addition of frequencies,

24 shall not take into account any impact which the

25 provision of public maritime coast station services
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may have upon the provision of maritime satellite

telecommunications services; and

(6) prescribe such rules as may be necessary to

carry out the provisions of this Act.

STUDY OF STRUCTURE AND ACTIVITIES OF COM-

MUNICATIONS SATELLITE CORPORATION

SEC. 5. (a) The Commission shall conduct a study of

the corporate structure and operating activities of the cor-

poration, with a view toward determining whether any

changes are required to ensure that the corporation is able to

effectively fulfill its obligations and carry out its functions

under this Act, the Communications Act of 1934, and the

Communications Satellite Act of 1962.

(b) The Commission shall transmit a report to the

Congress no later than 6 months after the date of the enact-

ment of this Act relating to the study of the corporation

conducted under subsection (a) . Such report shall contain

a detailed statement of the findings and conclusions of such

study, any action taken by the Commission related to such

findings and conclusions, and any recommendations of the

Commission for such legislative or other action as the Com-

mission considers necessary or appropriate.

STUDY OF PUBLIC MARITIME COAST STATIONS SERVICES

SEC. 6. (a) The Commission shall conduct a study of

public maritime coast station services, with particular em-
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1 phasis on high seas services, with a view toward determin-

2 ing whether the rules and regulations of the Commission and

3 the assignment of licenses and radio frequencies in effect on

4 the date of the enactment of this Act should be subject to

5 any alteration in order to establish a systematic approach

6 for the provision of modern and effective maritime telecom-

munications systems.

8 (b) The Commission shall transmit a report to the Con-

gress no later than 6 months after the date of the enactment

10 of this Act relating to the study of public maritime coast

11 station services conducted under subsection (a) . Such re-

12 port shall contain a detailed statement of the findings and

13 conclusions of such study, any action taken by the Corn-

14 mission related to such findings and conclusions, and any

15 recommendations of the Commission for such legislative or

16 other action as the Commission considers necessary or

17 appropriate.

18 DEFINITIONS

19 SEC. 7. For purposes of this Act-

20 (1) the term "Commission" means the Federal

21 Communications Commission;

22 (2) the term "common carrier" has the meaning

23 given it in section 3 (h) of the Communications Act of

24 1934;
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(3) the term "corporation" means the Communica-

2 tions Satellite Corporation incorporated on February 1,

3 1963, under section 301 of the Communications Satellite

4 Act of 1962;

5 (4) the term "operating agreement" means the op-

6 erating agreement relating to the Organization;

7- (5) the term "Organization" means the Interna-

8 tional Maritime Satellite Organization (INMARSAT) ;

9 (6) the term "satellite earth terminal station"

10 means a complex of communications equipment located

11 on land, operationally interconnected with one or more

12 terrestrial communications systems, and capable of trans-

13 miffing telecommunications to, or receiving telecom-

14 munications from, the space segment;

15 (7) the term "satellite telecommunications agency"

16 means any agency referred to in section 3 (a)

17 (1) (A) (ii) in which the corporation participates as

18 the designated operating entity of the United States;

19 (8) the term "space segment" means any satel-

20 lite maintained under the authority of the Organization,

21 or the satellite telecommunications agency, as the case

22 may be, and the tracking, telemetry, command, control,

23 monitoring, and related facilities and equipment required

24 to support the operation of such satellite; and
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1 (9) the term "State" means the several States, the

2 District of Columbia, the Commonwealth of Puerto

3 Rico, Guam, the Virgin Islands, the Trust Territory of

4 the Pacific Islands, and any other territory or possession

5 of the United States.

Passed the House of Representatives May 15, 1978.

Attest: EDMUND L. RENSHAW, JR.,

Clerk.
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DEPARTMENT OF STATE
Washington, D.C., December 12, 1977.Hon. WARREN G. MAGNUSON,

Chairman, Committee on Commerce, Science, a,nd Transportation,
U.S. Senate, Washington, D.C.
DEAR Mn. CHAIRMAN: Thank you for your letter of November 30 enclosingof the Department's comments a copy of S. 2211 "To provide for the establish-ment, ownership, operation, and government oversight and regulation of in-ternational maritime mobile satellite telecommunications services, and forother purposes."
The Department of State believes that the Bill, which is intended to makenecessary provisions for participation by the United States in the Interna-tional Maritime Satellite Organization (Inmarsat), is both timely and advis-able. The Inmarsat Agreements, which require U.S. participation for theirentry into force, have already been opened for signature, and the period formeeting membership requirements expires July 5, 1979.
It is our view that the Communications Satellite Act of 1962 does not pro-vide sufficient authority for participation in and acceptance of obligations un-der the Inmarsat Agreements. We have concluded that Act contemplated onlythe establishment of a single commercial communications satellite system,Intelsat. Thus we believe additional legislative authority is called for in re-spect of Inmarsat.
Consistent with U.S. policy to look to the private sector for the provisionof communications facilities and services, the Bill also provides for a singlecorporate entity to undertake financial, technical and operating responsibilitieson behalf of the U.S. As the entity's execution of these responsibilities willaffect maritime safety communications and navigation services, areas ofsubstantial government interest, the Bill also provides for Executive Branchoversight of the entity. We believe the contemplated oversight is sufficientlybroad to ensure U.S. Governmental policy objectives are suitably taken into ac-count by the designated entity.
The Inmarsat Agreements include a provision for convening the Partiesto the Inmarsat Convention once every two years. We anticipate that suchmeetings would be held in late 1979 and late 1981. The Department wouldincur the expense of U.S. participation at such meetings. We estimate thecost to send delegations in FY 80 and FY 82 would be $5,700 and $6,300, re-spectively.
The Office of Management and Budget advises that from the standpoint ofthe Administration's program there is no objection to the submission of thisreport.

Sincerely,
DOUGLAS J. BENNET, JR.,

Assistant Secretary
for Congressional Relations.

FEDERAL MARITIME COMMISSION,
OFFICE OF THE CHAIRMAN,

Washington, D.C., December 13, 1977.Hon. WARREN G. MAGNUSON,
Chairman, Committee on Commerce, Science, and Transportation,U.S. Senate, Washington, D.C.
DEAR Mn. CHAIRMAN: This is in response to your request for the views of theFederal Maritime Commission with respect to S. 2211, a bill to provide for theestablishment, ownership, operation, and government oversight and regulationof international maritime mobile satellite telecommunications services, and forother purposes.
Inasmuch as the subject legislation does not directly affect the responsibili-ties or jurisdiction of the Commission, we express no views as to its enactment.Sincerely yours,

RICHARD J. DASCHEACH,
Chairman.
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DEPARTMENT OF JUSTICE,
ASSISTANT ATTORNEY GENERAL,

Washington, D.C., May 26, 1978.

HON. HOWARD W. CANNON,
Chairman, Committee on Commerce, Science, and Transportation,

U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: This is in response to your request for the views of the

Department of Justice on S. 2211, a bill entitled the "International Maritime

Mobile Satellite Telecommunications Act of 1977." This proposed legislation

has been carefully reviewed.
S. 2211 has been proposed by the Office of Telecommunications Policy to pro-

vide the institutional framework for United States participation in the Inter-

national Martime Satellite Organization (Inmarsat). Inmarsat is an inter-

national consortium organized under the auspices of the Inter-Governmental

Maritime Consultative Organization, a London-based, specialized UN agency

responsible for promoting cooperation on technical matters affecting shipping.

When deployed, the Inmarsat system will afford superior ship-to-shore and

ship-to-ship communications services via space satellite evidently at distances

100 miles or more from shore; at closer ranges, existing high frequency and

very high frequency radio communications systems would be employed.

This proposed legislation is modeled on the 1962 Communications Satellite Act

(47 U.S.C. § 701 et seq. (1970) ), which provided the legislative basis for U.S.

involvement in the International Telecommunications Satellite Consortium by

way of a special corporation, Comsat. Under section 5 of S. 2211, for example,

a special corporation would be formed to represent U.S. interests in Inmarsat,

subject to the foreign policy guidance of the President and the Department of

State. Initially, this special corporation would be owned by U.S. communi-

cations common carriers, as authorized by the Federal Communications Com-

mission. At the outset, only such carriers as invest in the corporation would

be allowed direct access to the Inmarsat system. End users, therefore, would

be required initially to contract for services through one or more of the carrier

investors. Five years following the enactment of S. 2211, however, end users

would be afforded the opportunity to invest in the special corporation at their

option and thus achieve the ability to directly avail themselves of its services,

under such reasonable terms and conditions as the FCC may prescribe.
S. 2211 clearly deals predominantly with foreign policy and regulatory, not

competition policy topics. The Department of Justice, however, has been con-

cerned that no unnecessary, artificial constraints on competition and customer

choice be imposed in maritime communications as have been imposed with

respect to general purpose international communications. Under the 1962 Com-

munications Satellite Act, for example, the FCC has barred Comsat from re-

tailing services directly to end users. Comsat has been relegated to the role

of a "carrier's carrier," with the result that users have paid artificially inflated

prices. See Authorized Users, 4 FCC2d 421 (1966), reconsid. denied, 6 FCC2d

511 (1967). In other international communications services, the range of com-

petitive choice available to users has traditionally been constrained, with users

required to deal with certain carriers and not with others. See, e.g., ITT

Worldoom, Inc. v. FCC, 555 F. 2d 1125 (2d Cir. 1977) ; Western Union Inter-

national v. FCC, 544 F. 2d 87 (2d Cir. 1976).
The threat that customers may switch their business, or vertically integrate

to satisfy their requirements, clearly can have a restraining influence on the

prices that suppliers charge, and provide an invaluable spur to assure supplier

responsiveness to customer needs. Subscription 5(f) of S. 2211 recognizes this

fact, by providing end users with the option of dealing directly with the special

corporation after an initial five year start-up period.
During this initial period, users would be free to contract with any of the

carriers that had invested in the special corporation; the bill does not propose

to limit the ability of carriers to invest in this entity and we assume that any

carrier wishing to do so would be allowed to invest subject to the overall

regulation of the FCC. This appears to us to be a reasonable balance between
the need to provide some incentives for private sector investment in the entity
and the need to assure that the end users are afforded the benefits of competition

and service choice.
Improved communications capability is important to safer and more efficient

ocean shipping. S. 2211 appears to be a responsible step towards assuring that



27

U.S. maritime interests will have available to them the improved communi-
cations services offered via the Inmarsat system. This proposed legislation
raises foreign policy and regulatory issues. In those respects, we would defer
to the considered views of the Department of State and the Federal Communi-cations Commission. Subject to those views, however, the Department of Jus-
tice has no objection to the enactment of S. 2211.
The Office of Management and Budget has advised that it has no objection

to the submission of this report from the standpoint of the Administration's
program.

Sincerely,
PATRICIA M. WALD,

Assistant Attorney General.
Senator HOLLINGS. We are especially pleased to see our friend

Charles Ferris, Chaiman of the Federal Communications Commis-
sion. Welcome.

STATEMENT OF HON. CHARLES D. FERRIS, CHAIRMAN, FEDERAL
COMMUNICATIONS COMMISSION; ACCOMPANIED BY WALTER
HINCHMAN, CHIEF, COMMON CARRIER BUREAU; AND ROBERT
BRUCE, GENERAL COUNSEL

Mr. FERRIS. It's good to be here, Mr. Chairman. With me today is
Mr. Walter Hinchman, Chief of our Common Carrier Bureau, and
Bob Bruce, our General Counsel.
I am pleased to have this opportunity, Mr. Chairman, to comment

on international maritime satellite telecommunications developments.
As you know, on March 15 the Commission considered a number of
options for the organizational structure and operational arrange-
ments for a U.S. operating entity to provide maritime satellite com-
munications services. This matter is still under review; but in my
statement today, I will discuss what appear to be the significantissues impacting on the provision of maritime satellite telecommuni-cations services.
The presently operating Marisat system constitutes the first appli-cation of satellite technology to maritime communications. Througha system of three synchronous satellites, owned and operated as ajoint venture by a consortium of four U.S. common carriers, Marisatprovides maritime voice and record communications services to theU.S. Navy and to commercial maritime users. The Commission au-thorized Marisat only as a developmental program for a period -of5 years, ending in 1981. From a commercial standpoint, its primarypurpose has been to demonstrate the feasibility of maritime satelliteservice and to establish system and operational parameters. Com-mercial voice and telex services began in the summer of 1976; andthere are currently over 100 commercial shipboard terminals access-ing the Marisat system.
The principal question regarding maritime telecommunications ishow to assure the continued availability of maritime satellite com-munications services beyond the design life of Marisat. This questionencompasses a number of subsidiary issues: One, should the UnitedStates participate in the proposed Inmarsat system, or seek somealternative arrangements for provision of international maritimesatellite telecommunications services? Two, what entity should be
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designated or created to participate in behalf of the United
 States

in any such international undertaking? Three, how sho
uld that

entity be related, both operationally and financially, to othe
r U.S.

telecommunications entities? And four, through what proce
sses

should governmental oversight and regulation of this entity
 be

accomplished?
The Commission has considered some of these questions in its

docket 20281 proceeding; and I have had an opportunity since 
Join-

ing the Commission to explore various options for maritime satelli
te

service. In my testimony today, I will focus on some of the relevant

issues which require attention. I plan to discuss the .various opera-

tional arrangements by which maritime satellite service. can be pro-

vided, in relation to certain fundamental policy objectives. Among

those policy objectives are: One, that maritime satellite services

should be provided on a rapid, efficient basis, at reasonable charges

to the users; two, that the costs of any financial commitments in-

volved in providing maritime satellite services should not be borne

by the users of other international voice or data services; and three,

that the users should have maximum opportunity to access the mari-

time satellite system.
The FCC has conducted no formal inquiry and reached no formal

conclusion with regard to the basic question as to whether the United

States should participate in Inmarsat. Commission staff members

have participated, under the aegis of the Department of State, in

some international discussions and negotiations which resulted in
the Inmarsat Convention and Operating Agreement. The Commis-

sion has also assisted the Department by outlining its views concern-

ing institutional arrangements which might be adopted for Inmarsat.

Whether the United States participates in Inmarsat or in some other
international joint venture, it is essential to determine which organi-
zational structures and operating arrangements would best serve
the public interest in the provision of international maritime satellite

communications services. The Commission has therefore been con-
sidering. how U.S. private corporations should participate in any
international maritime satellite communications system.
. Any U.S. participant in Inmarsat or any other international mari-
time system will have legal and financial obligations both as a Com-
mission licensee and as the signatory of the international agreements
establishing Inmarsat. It must also have the management experience
and expertise necessary to insure that the space segment is designed
effectively and efficiently. And, of course, it should be capable of op-
erating efficiently and effectively, in conjunction with existing U.S.
carriers, in rendering maritime satellite services to the U.S. public.
The Commission has been considering whether a consortium of

existing U.S. carriers, a single corporation owned by carriers, or an
independent corporation would best satisfy these requirements. It
is generally accepted, I believe, that within the context of an inter-
national joint venture it may not be feasible to structure the entity
as a loose consortium of carriers. As a consortium, the entity would
have no identity or position separate from those of the carriers com-
prising it. This might be unacceptable to other international partici-
pants, who will expect the U.S. entity to be legally and financially
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responsible. Additionally, a consortium might be unable to develop
the management structure and staffing needed to represent U.S.
interests in Inmarsat effectively. Some form of corporate structure
may therefore be necessary.
The ownership arrangement for the U.S. entity—that is, whether

it should be owned by existing U.S. carriers or directly by public
shareholders—needs to be considered within the context of its likely
operational relationships to other U.S. communications carriers in
providing maritime satellite services. As background to dscussing
the U.S. entity's relationships to existing carriers, I should focus
on several critical functions performed in maritime satellite services,
for example, operation of the satellite system, supply and operation
of the shipboard equipment; and domestic pickup and delivery of
messages.
In assessing how those functions might be most effectively carried

out, the Commission has taken account of the fact that maritime
satellite service in the United States will essentially be an extension
of existing domestic and international communications services, many
of which are offered on a competitive basis by a number of carriers.
I believe these domestic and international carriers should generally
be able to offer maritime service, also on a competitive basis, through
interconnection with the maritime satellite system.
The maritime satellite system itself, however—including the asso-

ciated Earth station—will likely have to be operated as a single, inte-
grated system if it is to satisfy both U.S. and international service
requirements at an acceptable cost. It is not likely that competition
can or will exist in the establishment and operation of the satellite
system itself. The fundamental public policy issue, therefore, is how
to insure that the integrated satellite system is operated effectively
and efficiently, while simultaneously preserving the present competi-
tive environment for the pickup and delivery of maritime and other
communications services. In addition it is important to maintain the
present practice of providing shipboard terminal equipment com-
petitively independent of the other aspects of maritime communica-
tions service.
Any operating arrangement which impairs competition in the

pickup and delivery of traffic and the provision of shipboard equip-
ment should not be established. For example, if one of the competi-
tive suppliers were accorded monopoly status over a satellite system
essential to other suppliers, a potential for favoritism and anti-
competitive practices could exist. If a group of competing carriers
were allowed to own and control the satellite entity, these carriers
might collude to divide the market and might discriminate against
nonowners. Even if ownership were offered to all interconnecting
carriers, a potential for arbitrary market segmentation or joint
marketing would remain. Cooperation in owning and operating the
satellite segment might extend to rates and services offered the pub-lic, and choice and innovation in the marketplace for maritime serv-ices might be significantly lessened.
It therefore may be desirable to designate an operating entitywhich neither owns nor is owned by any carrier which participatesin the competitive pickup and delivery of maritime communications

30-338-78 3
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services within the United States. This entity would serve as the

sole U.S. participant in any international joint maritime satellite

venture. It would interconnect with existing and future U.S. com-
munications networks which the Commission may authorize to pick-

up and deliver maritime communications traffic within the United

States.
This interconnection could be accomplished through either "car-

rier's carrier" or "participating carrier" arrangements. If the satel-
lite entity were operated as a "carrier's carrier," it would merely
provide transmission capacity under some form of lease arrangement
to U.S. carriers authorized to offer maritime satellite communica-
tions services. The latter would then be responsible for providing
end-to-end service between the U.S. customer and the ship. Comsat
presently provides satellite transmission capacity to the U.S. inter-
national service carriers for overseas communications in this manner.
As a "carrier's carrier" the entity would be isolated from any

involvement in the retail marketplace. This might remove some incen-
tives for innovation and efficiency. More significantly, it could burden,
users with unnecessary investment and operating expenses. If mari-
time satellite service is to be economically viable the most efficient
use of the satellite systemmust be achieved, probably through on-
demand sharing of system capacity not only among U.S. users and.
carriers, but among international participants as well. Under a "car-
rier's carrier" arrangement, discrete capacity would likely be dedi-
cated to particular carriers on a long-term basis. This may not be an
efficient way in which to serve an occasional use market with high-
cost facilities, and will probably not be an acceptable operating mode
in the context of an international maritime satellite system.
Under a "participating carrier" mode of operation, the satellite

entity would retain full responsibility for that portion of the overall
communications service involving transmission between U.S. Earth.
stations and ships. Domestic pickup and delivery would be the re-
sponbility of other U.S. carriers authorized to connect their
domestic and international systems with the satellite system. The
satellite entity would receive and assemble all this traffic, both
inbound and outbound, at the Earth station and route it over the
satellite facilities in the most efficient manner.
In this way, satellite circuits will be efficiently utilized and at the

same time, customers will have the flexibility of choosing any author-
ized domestic or international carrier to access the maritime satellite
system. Duplication of administrative and operating expenses by all
concerned would be minimized. The satellite entity would be engaged
in and have responsibility for serving the public directly, even
though it would do so through interconnection with other carriers
and the filing of joint tariffs. A "participating carrier" arrangement
is the method by which the Bell System interconnects with inde-
pendent telephone companies and by which all U.S. international
carriers interconnect with the U.S. domestic network and with their
overseas correspondents.
Whatever the role and structure of the U.S. operatina

b 
entity and

its relationship to other U.S. carriers, there will exist a continuing
need for governmental oversight. As a private corporation providing
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communications services for hire, it will be a common carrier subject
to the provisions of the Communications Act and regulation by the
Commission. Before it can invest in facilities or provide maritime
satellite service, it must obtain authorizations from the Commission
both to construct and to operate these facilities. It will also be
required to file and justify public tariffs for the services it offers.
Since it will be dealing with foreign correspondents, including repre-
sentatives of foreign governments, it will be confronted with issues
which could involve U.S. foreign policy.

Traditionally, governmental oversight of U.S. commercial com-
munications organizations, whether engaged in domestic or inter-
national services, has been vested primarily in the Federal Com-
munications Commission. The U.S. Department of State has a lim-
ited although important role with respect to foreign policy matters.
In addition, in the Communications Satellite Act of 1962, which.
created Comsat for the purpose of participating in a similar inter-national joint venture, the Congress, provided a role for the execu-tive branch in overseeing this entity. Such a role may well have beenappropriate in the context Of a totally new and yet unproven tech-nology having potentially major foreign policy and national interestimplications. I question, however, whether similar considerationsapply in the case of maritime satellite communications, and whetherthis departure from conventional oversight procedures should evenbe extended to this activity, much less expanded in scope.
Communications satellite technology is now a well-establishedmedium of communications which must find its niche among manyother technologies, both new and established. Similarly, maritimesatellite communications service will be an offering of interest to alimited, though certainly important, segment of the internationalpublic. And as I have indicated, operation of the maritime satellitesystem itself is but one of several activities necessary to the rendi-tion of an overall communications service. Given these circumstances,a return to more conventional oversight procedures—with the FCCexercising primary jurisdiction over all technical, operational, eco-nomic, and other regulatory aspects of the undertaking, and theDepartment of State carrying out its traditional foreign policyresponsibilities—might better serve the public interest. The wisdomof this traditional oversight role is, I believe, to insulate the Com-mission and the executive branch from the day-to-day pressures ofinternational politics.
In any event, as I previously noted, I do not believe that thereshould be a significant expansion of the executive's role, includingsome significant overlap with the Commission's statutory duties andresponsibilities, as has been suggested in some bills presently pendingbefore the Congress.
Mr. Chairman, that concludes my prepared statement. I will bepleased to respond to any questions the subcommittee may have.Senator HOLLINGS. Mr. Ferris, what is the benefit to the publicbetween a participating carrier and a carrier's carrier? You comedown on the side of a participating carrier, and seem to infer apublic benefit. Can you describe that for us?
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Mr. FERRIS. I think the participating carrier method provides for

the most efficient use of the available capacity of the satellite in this

type of transmission. Under the carrier's carrier method of opera-

tion, represented by Comsat, only responsibility on the part of the

satellite entity, taking traffic from the Earth station to the satellite

and bringing it back down to an Earth station, in this case the ship,

is to provide a service—a leased capacity to the retail marketer. In

the Comsat case the carriers, the domestic carriers, rent space or

lease capacity, which is dedicated to their use, and they use it as
efficiently as they deem best.
When you have the type of capacity and quantity of traffic present

in Comsat's current arrangement, that might be a desirable mode of
operation. With respect to Inmarsat, however, where you're not
going to have a great deal of traffic going across the satellite to any
one ship at sea, it might not be the most efficient use to have each
carrier leasing a channel which would sit idle when there was no
traffic. Under the participating carrier method, the domestic carriers
receive all of the traffic, transmit it to the satellite entity and the
entity collates it and transmits it in the most efficient manner across
the satellite.
To me, the participating carrier method more effectively utilizes

the capacity of the satellite, and I think would protect against
overcapitalization by having. excess capacity which was dedicated
but not used by domestic carriers when not required.
Senator HOLLINGS. Intelsat provides the space segment for Inmar-

sat, will the fact that comsat is the U.S. designated entity to both
organizations create a conflict of interests situation for Comsat?
Mr. FERRIS. The duplication of Intelsat and Inmarsat?
Senator HOLLINGS. Yes.
Mr. FERRIS. I think that goes to the basic question, which I don't

think we, as I said in my statement, have focused on: What should
be the entity to provide maritime communications? It could very
well be Intelsat, dedicated capacity on the Inmarsat satellites. That
could provide a service similar to that Inmarsat might provide,
with some modifications. I think that Intelsat's present coverage
would not provide the full capacity to the west coast and South
America. But with modifications of satellite placement, I think it
could be provided. Once again, however, that is a question as to
what should be the entity. I think there have been proposals if you
do create an Inmarsat entity and you agree to that. I don't think
that eliminates the potential for an arrangement whereby Inmarsat's
entity would not own satellites and instead would arrange with
Intelsat for the use of some capacity on its satellites to provide these
types of services.
But we certainly haven't addressed those questions and I think

to some degree that is a good example of where the State Depart-
ment rather than the FCC should take the initiative in determining
what the nature of the entity should be in the first instance.
Senator HOLLINGS. When you recommend the participating carrier

approach, who is going to pay for the excess capacity under the
participating carrier arrangement?
Mr. FERRIS. The users.
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Senator HOLLINGS. Now, I understand that the FCC initially deter-
mined that maritime satellite services should be open to participa-
tion by a consortium rather than a single entity. What led the FCC
to change its mind?
Mr. FERRIS. Do you mean the example of the Marisat example

when it was set up?
Senator HOLLINGS. Right.
Mr. FERRIS. Well, the Marisat example was a consortium of U.S.

carriers. It was a domestic entity. It was put up primarily for the
U.S. Navy's use, and the commercial use sort of piggybacked on the
primary mission of the U.S. Navy. And the use of commercial capa-
city in Marisat was to a great extent experimental. I think, however,
the experience and history of the first couple of years in working out
those arrangements would probably be the best argument as to why
the consortium arrangement should not be opted for in this case. I
think it experienced tremendous difficulties before it could become
operational in working out the arrangements between the participa-
ting U.S. carriers.
I think that domestically it provided a great difficulty. When you

expand the problems experienced on the domestic level to the inter-
national scope and you have the U.S. carriers inter-relating with
the international carriers, I think it probably would be unsatisfactory
to them as well as to us.
Senator HOLLINGS. If H.R. 11209 were to be enacted, should Com-

sat be allowed to own, manufacture, lease and sell on-board ship
satellite terminals?
Mr. FERRIS. I would say no, only because if you're going to give the

operating entity—and that proposal, I think, does designate Comsat
as the entity—if that were passed and designated Comsat, you are
giving Comsat the monopoly as the participating carrier for the
Earth stations and satellite-to-satellite shipboard linkage. It isn't
now in the business of manufacturing equipment. I do understand
that the Marisat arrangement provides for the purchase of shipboard
equipment. I think this involves an arrangement whereby Comsat
could use its financial capacity to provide some form of capital
formation to shipboard users so that they could put it on an install-
ment contract, so to speak, and let the shipboard purchaser purchase
this equipment, which is about $60,000 for shipboard equipment. That
type of arrangement might be satisfactory in capital formation, but
I don't think it is desirable from the standpoint of ownership or
manufacture of the equipment. I think that these capacities should
be separated from the monopoly aspect of the participating carrier.
Senator HOLLINGS. Under H.R. 11209, can the carriers lease channel

capacity if they so choose?
Mr. FERRIS. I would think that would not be the case under the

participating carrier approach. A principal advantage of the par-
ticipating carrier is that it would result in the most efficient use of
that channel capacity. This could not be accomplished by leasing and
dedicating channels to any particular retail user. So I think that the
principal basis of the participating carrier notion is that of efficiency,
and I think leasing would be inconsistent with this feature, Mr.
Chairman.
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Senator HOLLINGS. Many of the carriers cite the success of the

Marisat program as a precedent for allowing joint ownership of

Inmarsat. The Commission has had the same Marisat experiences,

but recommends a different type of entity. Can you explain the

difference of opinion?
Mr. FERRIS. Well, I think what I've recommended in my statement

is that, taking the Marisat experience—the commercial aspect of

which, as I said, was somewhat of an afterthought to the primary

mission—and venturing into a long-term arrangement, might not be
the best protection for users on a nonexperimental basis. The recom-
mendations that have been made today, I think, would advise against
the type of potential anticompetitive activity that might evolve when
you have that type of consortium arrangement. There might be other
carriers that enter this field—the common carrier field—in the future
that don't exist now; and I don't think they should be foreclosed
from any arrangement.
But even if you had the capacity for allowing new carriers to

come in to share in the consortium, I still think you run the risk of
having the market carved up between the existing carriers; and I
think the ultimate loser could be the user of the service.
Senator HOLLINGS. Under H.R. 11209, there is provision for joint

ownership of the Earth stations. The staff working draft allows
Comsat total ownership. From a regulatory and a public-interest
viewpoint, is one proposal better than the other?
Mr. FERRIS. I would favor the operating entity, the satellite opera-

ting entity, ownina
b 
the Earth stations, rather than have the Earth

stations owned jointly, in a joint venture by the retail domestic users.
I think that the notion of the participating carrier or the allocation

of those costs, the rules, the anticompetitive tendencies that would
be avoided, I think, apply to the ownership of the Earth stations, as
well as to other aspects. And I would favor the non-joint-venture

,ownership of the Earth stations, as well.
Senator HOLLINGS. Senator Schmitt?
:Senator ScHmirr. Thank you, Mr. Chairman.
Mr. Ferris, I am confused at the difference between a carrier's

carrier and a participating carrier. I understand that before I came
in you took a crack at distinguishing those terms.
Mr. FERRIS. I don't know how successfully, but I did.
Senator SCHMITT. Do you have anything you would like to add, or

maybe Mr. Hinchman would like to add something.
Mr. FERRIS. Well, since I took my crack, I will sit on that, and I

will let Walter take a shot at it.
Mr. HINCHMAN. Mr. Schmitt, I think the distinction is best made

in terms of the way most of the telecommunications industry operates
today, and it operates on a participating-carrier basis, where the
carrier has responsibility, ownership, and operating responsibility
•for those facilities within its geographic area of service.

This is the way the Bell System interconnects with the independent
telephone industry. It is the way the U.S. carriers interconnect with
their overseas correspondents, as well as the way the international
carriers connect with the domestic carriers in the United States.
Each carrier provides the service within its geographic area, and

then it either files a joint tariff with the other carrier to provide a
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through-service, or it may file and end-on tariff, where you have one
tariff for the service up to a certain point of interconnection, and then
a separate tariff beyond that. Typically, that is not the way it is
done. It is done on through-tariff basis.
A carrier's carrier, on the other hand, was created primarily to deal

with the international situation in the Comsat Act. And under that
arrangement, Comsat simply provides capacity to other carriers who
provide a through-service.
In the international point-to-point service arena, I think there are

some good arguments, maybe, for the carrier's carrier approach. At
each end of Comsat's service offering, which in the international arena
is just a transmission capacity, a bulk capacity, you have domestic
networks. Those domestic networks have to be configured to work
with each other. The switching and all, that A.T. & T. establishes in
the United States, has to work with the switching arrangements
abroad.
And so, I think that the reasoning that said "create a carrier's

carrier just to provide .transmission capacity and let those entities at
each end work out the network arrangements" probably made more
sense.
In the case of Inmarsat—or the International Maritime Satellite

Service—there is no foreign correspondent, there is no network at
the other end of this service; there is simply the shipboard user,
individual consumers who need to connect back into a domestic
network.
So, I think there is a distinction there in the role of a carrier's

carrier versus a participating carrier. So, I suppose we are suggesting
that we go back to the more conventional way of carrier interconnec-
tion, which is the participating carrier arrangement.
Senator Sciimirr. Now, under that arrangement, would the users

be able to lease private lines from their place of business to the
Earth station?
Mr. HINCHMAN. I believe that is what the Commission would

consider, that they use any kind of domestic communication services,
including leased private lines, to access the satellite system.
Senator SCHMITT. But you would see no need for a requirement

that that leased capacity be available under this arrangement?
Mr. HINCHYIAN. For the domestic lease capacity, we do see that that

would be a mode of operation, that the leasor could use a lease-a-
channel to get to the Earth station. I think that, given the very little
demand that seems to exist for maritime satellite traffic and the
questionable economic viability of the whole undertaking, I believe
that the Chairman's position was that in the satellite portion we
should not see dedicated leased capacity, but that the total capacity
should be used as efficiently as possible by the satellite entity.
Senator Scinfrrr. In the area of services, such as navigational and

safety aids, would the provision of such services be compatible,
compatible with the kind of arrangement you are recommending?
Mr. FERRIS. I think so. I see no incompatibility at all.
Senator Scinrirr. Now, those services have been traditionally pro-

vided under Government sponsorship; is that not correct? How would
you see them financed? In the same way?
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Mr. HINCHMAN. That is something which I think has not been
 very

clearly addressed in any of the discussions about Inmarsat. 
I think

we would see that the Government probably should continue to f
und

those types of activities, whether it be a participating carrie
r or

another kind of carrier.
Senator ScHmiTr. With some kind of a lease arrangement, pr

e-

sumably, for the capacity requirement, is that correct?

Mr. HINCHMAN. Yes.
Senator SCHMITT. Now, would you comment on the following ar-

gument that the carriers make, that the designation of Comsat would

be contrary to the FCC position requiring Comsat to conduct i
ts

non-Intelsat activity through a separate subsidy in order that the

Intelsat revenues not be used to subsidize Comsat's other, mor
e

speculative, ventures.
Do you see any merit in that argument?
Mr. HINCHMAN. Senator Schmitt, I believe that is 
Senator SCHMITT. You guys can judge who best should answer

the questions.
Mr FERRIS. Well, I will judge that Walter is best.
Mr. HINCHMAN. Senator Schmitt, I believe that is one of the

reasons that we are being asked in the legislation that is now pending

to study the structure of Comsat.
The Commission, you understand, has not taken a position that

Comsat should be the designated entity. The Commission is really

only saying that it should be an entity that is not involved in the

domestic competitive environment.
But I believe that one of the reasons for studying the structure

of Comsat that is in the pending legislation is to determine whether

Comsat or Comsat General should do that and how that should be

broken out within the Comsat organization.
Senator SCHMITT. Well, you all have a fairly good feeling for the

structure of Comsat—or you should. Do you see any inherent reason
why it would not be compatible?
Mr. HINCHMAN. I think we would have a concern, as the Commis-

sion has had in the past, that the Inmarsat activity not be subsidized
from the international ratepayers of the Intelsat system, and I think
either through Comsat internal accounting procedures or through
some requirement of a separate subsidy or going through Comsat

General would be the way the Commission would decide to resolve
that problem.

Senator SCHMITT. Well, in the long term, do you see anything

incompatible with the merger of Intelsat and Inmarsat, particularly
if Inmarsat is not able to carry its load economically, that a merger
might well be the way to continue the service? Is that not correct?
Mr. FERRIS. Well, I think that goes to the basic question, which I

mentioned in my statement, Senator, which I think should be ad-
dressed: What is the best entity? We, at the Commission, have not
focused on whether Inmarsat is the best entity for providing these
maritime services. Intelsat is an option that could provide these
services by modification of their birds to provide this type capacity.
But those are questions which I think the State Department and the
Congress should address, rather than the Commission.
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Senator SCHMITT. Basically, that option is temporarily foreclosed,
is it not, if we are going to participate in the Inmarsat?
Mr. FERRIS. If we go ahead with Inmarsat.
Senator SCHM=. Well, the world is probably going to go ahead

with Inmarsat.
Mr. FERRIS. Well, I think to some degree there are some parties

that are not in Intelsat who would prefer another arrangement, like
Inmarsat where they have some of the action. And I think that to
some degree is what is driving this entity of Inmarsat.
But I think even if Inmarsat was selected and we did commit

ourselves to it, I don't think it forecloses Inmarsat as an entity, having
an arrangement with Intelsat with respect to the hardware, and
providing the services that Intelsat guarantees.
Senator SCHMITT. I don't think the options are lost, either. Now,

the carriers also complain that designating Comsat will limit them
to land-line interconnection revenues comprising only 5 percent of
total revenues. Do you anticipate that this will discourage them from
serving the maritime market with these services?
Mr. FERRIS. I don't see why it would discourage them. Hopefully,

it still would be a profitable service, ultimately. I can't see it. Maybe
Walter can provide a dimension on that, Senator.
Mr. HINCHMAN. Senator Schmitt, once again, the services that are

going to be provided will be very much the same services that those
carriers are now providing to customers with fixed point-to-point
requirements. They have the networks in place they have the terminal
equipment in plabe to provide those services in many instances. And
it's hard to see why they would not go after that market, no matter
how small the revenues are, because the costs are essentially already
there and in place.
Senator SCHMITT. And unless we foreclose them from doing so,

they presumably could also compete to provide shipboard terminal
capacity, is that correct?
Mr. HINCHMAN. That is correct.
Mr. ScHmirr. Now, it has been claimed, according to some things

that I've read—and I believe it's true—that the public coast stations
lose money. Why is that?
Mr. FERRIS. Not all lose money. I think some do make money.

Down on the gulf coast, they make money, I think, to some degree.
And I will let Walter amplify. I don't think they have been given a
great deal of attention by the operators. I think they've got very in-
efficient equipment. I think it is antiquated equipment. I think to
some degree it hasn't been given much emphasis.

Senator HOLLINGS. Well, let me ask a question at this point What
is going to happen with the smaller operator, the smaller vessel
operator

' 
who can't afford the satellite services? Isn't that tied into

the coast stations' losing money?
Mr. FERRIS. That service still would be provided by the coast sta-

tions by the present method of communicating, which is certainly not
as efficient, and you can't reach them nearly as quickly as you can un-
der this type of a system. So, there would be an overlap of the two
functions, and I suppose one could say that this system, the Inmarsat
system, was a cream-skimming operation, because it was going to take
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the big users and the larger shippers would be using the system, and
the coastal stations would be left with the dregs and, therefore, it
would become less efficient and less of a moneymaker and there would
be less incentive to have an efficient capacity in the coastal stations.
Mr. HINCHMAN. Senator, as you know, we have an investigation

underway on the whole public coast station question. We have recently
authorized a closure of some public coast stations. The basic public
coast station requirement could probably be met with a far smaller
number of more modern stations, and that is what this investigation
is really about—to try to close some of those obsolete stations, to
consolidate and make it a more efficient operation. And we believe
that they can continue to function in that type of an environment,
economically.
Senator Scmum% You are saying, then, that your study has reached

a point where you believe that, even with the activation of Inmarsat,
that the coast stations can be economical, and I guess expanding traffic
along the coastlines of the small fleet owners and the small owners?
Mr. HINCHMAN. Not necessarily all the existing coast stations,

but we believe a public coast station network can be economically
viable. It might be a smaller network of stations with not the
duplication that now exists in the public coast stations.
Senator ScHmirr. Are not the carriers in some disagreement with

you on whether that is possible?
Mr. HINCHMAN. I'm not sure. They're certainly in disagreement

with the Commission's prior actions in forcing them to keep those
coast stations open. I don't know that there is any complete study,
and that is really what we're trying to do, to determine the number
of public coast stations really required to handle this requirement
and what its economics will be.
Senator ScHmiTr. Well, I think that is a very important part of

the bill, and also a very important part of the total picture—just
how do we continue, hopefully on an economical basis, to serve the
local traffic of small fleet owenrs as well as other types of traffic along
our coastlines.
Now, under a participating-carrier concept, with Comsat being the

designated entity, who would control the segment from the satellite
to the ship, if it is: first, a U.S. vessel; and second, a foreign-flag
vessel?
Mr. HINCHMAN. I believe the Earth station operator would control

the link to the ship, whether it be a foreign-flag vessel, or a U.S.
vessel. If a U.S. vessel were communicating with a European point
directly, for example, I would think that it would be a European
entity that would control the link to that ship.
Now, there's one thing about controlling, and another thing about

who gets the credit in the Inmarsat organization for the use, because
I believe the current plan is that the United States would get the
credit for all utilization by U.S.—flag ships. But that doesn't neces-
sarily mean the U.S. entity would control that link on a particular
call.
Senator SCHMITT. SO, the credit would be based on who receives

the communication?
Mr. HINCHMAN. I think that is the way it is being discussed now

in Inmarsat. These matters have not been finalized within Inmarsat,
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itself. There are preparatory study committees working on this, but
I believe that is the way it is now contemplated, that the credit would
go to the organization representing the ship's flag.
Senator Scmum And you see no inherent difficulty, whether Corn-

sat is designated or some other carrier is designated?
Mr. FERRIS. I think it is a problem in either case, Senator. I think

it has to be worked out, who gets the credit. But I don't think the
satellite entity would make a difference in the resolution of that
problem.
Mr. HINCHMAN. Senator, I think it would be very difficult to con-

ceive of an operating entity actually providing or in some way con-
trolling that link from the ship up to the satellite

' 
which was then

going to be handled, say, by a foreign correspondent from the satellite
down, because the entity would not—if you are talking about some
other carrier, for example, then the operating entity having the
responsibility for that link could not, in fact, operationally control
that link anyway. That link will have to be controlled, I believe, by
the Earth station operator, wherever that Earth station operator is
located.

Senator SCHIVIITT. Would nonmobile structures or nonmobile com-
munications point at sea, such as drilling platforms, be served by
Inmarsat?
Mr. FERRIS. I did not envision that at all, but I don't see any

inconsistency in having that capacity. As a matter of fact, it will be
very beneficial.
Senator &mum And they are presently served by coast stationx

networks, is that correct?
Mr. FERRIS. They have their own frequencies, in many cases

' 
from,

the coast out to the station, and I think probably this might not be the
most economical use of those frequencies, because I think they apply
for frequencies now and get them, and the present charges to Marisat
are significant; and I don't know if this would be competitive, but
I don't see any conceptual incompatibility to having them linked into
the system if it were more economical.
Mr. HINCHMAN. Those services are also provided by domestic satel-

lite entities now, Senator; and I believe the idea here is that there
would not be any exclusive right on the part of Inmarsat to serve
those, but certainly they could be served by Inmarsat facilities or by
domestic satellite facilities or other radio facilities.
Senator SCHMITT. The Inmarsat convention is not clear on this

point.
In the convention, paragraph 1 defines "ship" as a vessel of any

type operating in a marine environment. It includes, inter alia,
hydrofoil boats, air-cushion vehicles, submarines, floating craft, and
platforms not permanently moored.
That does not appear to include stationary platforms.
Mr. FERRIS. If the convention were modified, I don't see why that

would be a problem, if they were. It might be an economic problem,
but I don't see why they could not be included.
Senator ScHmirr. Well, that is probably something we ought to

look into. Certain aspects of the drilling business at sea would be
permanently moored and others would not be.
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The final question I have for the moment is that if we designated

Comsat the participating carrier along the lines of your recommenda-

tion, would you very briefly summarize the advantages and the dis-

advantages that would accrue to the public?
Mr. FERRIS. Of the participating carrier?
Senator &mum% Yes; but with Comsat as the designated par-

ticipating carrier.
Mr. FERRIS. Well, in my testimony I did not actually make the

recommendation that Comsat should be.
Senator ScHmirr. I know that, but I'm extending your testimony.

If we took that action what would be the effect?
Mr. FERRIS. I would think that the advantage of the participating

carrier would be—over the carrier's-carrier concept—the most efficient
use of the satellite capacity, the notion that you would not have ded-
icated channel capacity for the domestic retailer of these services
which could leave a great deal of capacity unused because of low
traffic periods.
I think it is not an advantage to the consumer because it could

potentially require a greater capacity in the satellite for each of these
domestic carriers to have their own lease capacity.
With the participating-carrier mode, what you are doing is pro-

viding for Comsat, if you have designated it as the entity, to be able
to make determinations as to what the load capacity is and how to
efficiently use that capacity on the bird.
I think that really means that you are going to have a much more

efficient and wise judgment made with respect to capital expenditures,
which ultimately have to be passed on to the consumer. So I think
that is the real advantage of the participating-carrier mode over the
carrier's-carrier mode.
The fact that the satellite entity would be very much interested

in the efficient use of its capacity and not just to provide the length
but to efficiently provide the length. This is because they are going
to be getting their return of investment on the basis of usage whereas
if you had dedicated channel capacity, I think they would be more
interested in just leasing the channels; and I think there would be
less of an incentive not to overcapitalize in the environment than there
would be in the participating carrier environment.
Senator ScHrirrrr. And with Comsat designated as the participating

carrier, the advantages, presumably, would not change.
Do you see any disadvantages to the public by such designation?
Mr. FERRIS. The disadvantage of creating another entity?
Senator Scinirrr. No. First of all, the disadvantage of a participa-

ting carrier.
I'm trying to make you jump on the other side of the fence here

and look at the problems, if any, with the participating-carrier con-
cept.
And then, second, if Comsat is that designated carrier, does that

create other problems?
Surely there is some disadvantage to having a participating carrier

other than the fact that other people don't want you to do that.
Mr. FERRIS. Well, the disadvantages of the participating carrier

over the carrier's carrier—I don't see any, Senator, over the carrier's-
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carrier notion, because I think the emphasis really is on the efficient
use of the capacity.
Senator SCHMITT. Okay. Is there any disadvantage in designating

Comsat?
I'm not trying to put you on the spot.
Mr. FERRIS. I realize that.
The designating of Comsat; if that is the designation that is made,

then, I think Comsat does and can provide all the criteria that I
have established in my statement today from the standpoint of policy
objectives.
They can do that; they have had the experience.
I don't think that they are the only entity that could have that

capacity. You could create an entity similar to Comsat by legislation
with public participation in the ownership and operation, but then
one could open oneself up to the argument that this is redundant
for something that has this type of limited mission.
If the designated entity could provide the type of criteria that

we've established, Congress and the State Department certainly
should be free to make this decision, and we would feel very com-
fortable with it.

Senator ScHmirr. So, presumably, any entity that was created as
a participating carrier, assuming all other laws were adhered to,
would offer in your mind the same advantages as Comsat would offer.
Mr. FERRIS. As long as they were not in the retailing aspect of

the domestic market.
Senator SCHMITT. So a corporation created by other corporations

to do this presumably would fit those criteria; is that correct?
Mr. FERRIS. If the corporation that is created by other corporations,

if those other corporations are in the domestic common-carrier
market, I do see problems with that, as I mentioned in my statement.
Senator SCHMITT. But they could be isolated just as you're study-

ing whether Comsat operations are sufficiently insulated?
Mr. FERRIS. They could be.
It is the notion that you can create the environment whereby the

policing mechanism of the FCC would be significantly minimized.
I mean, I think that you could have a consortium, but I think the
tendency and to some degree the appearance of that type of poten-
tial anticompetitive activity would be there.
So if the entity can be created so that the potential for anti-

competition activity is minimized to the point where one does not
have to worry that much about it, I think that is the best option to
choose, rather than to create an environment in which the carriers
would partly own the satellite entity.
Senator ScHmrrr. If I can summarize, it is my understanding that

you think that the difficulties that we would have and you would
have would be minimized if we either created a new entity to be a,
participating carrier or with the proper assurances that we desig-
nated Comsat to be that carrier, and presumably the study that we
are mandating would tell us whether or not those assurances are
possible.
Mr. FERRIS. That's correct.
Senator ScHrairr. Thank you, Mr. Chairman.
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Senator HOLLINGS. On the subject of the study, as I understand it,
both versions—that is the Senate staff version and H.R. 11209—
require the FCC to study the corporate structure and operating
activities of Comsat, H.R. 11209 giving you 6 months, and the
Senate staff version side giving you 18 months to complete the study,
and the Senate staff version allows 12 months for the public mari-
time coast station study.
Now, did you ask for extra time; is that it?
Mr. HINCHMAN. Yes, we did, Senator.
In my testimony before the House when they were considering

that legislation, I think there was some confusion. The 6-month
figure had been mentioned, I think, at an earlier point in terms of
just a very pro forma look at what should be created to do the
Inmarsat business itself within Comsat. We felt subsequently
that the language in the House bill looked as if it would require a
major study of Comsat, including the question of whether Comsat
General or Comsat should do it and how it should be structured.
And we felt that 6 months was not enough to be able to do that.
Senator HOLLINGS. Apparently there was another change from

the testimony over the House side, because H.R. 11209 permitted the
.direct interconnection between private systems and the Earth stations,
:and a consortium, such as a group of oil companies, would not be
able to interconnect its facilities directly with the Earth station under
our Senate staff version.
Did you ask for that change, or do you favor one way or the other?
Mr. HINCHMAN. I think our concern has always been that the

users have an ability to get to the Earth station and that they not be
required to use the specific service offerings that might be made
available by the domestic carrier, so that, therefore, they should have
the right to lease a private line to get to the Earth station.
I believe the House version went beyond that and actually would

allow the ownership of private facilities.
Our concern has been that the user have the right to have at least

a private line to get to the satellite system.
Senator HOLLINGS. All right.
Mr. Ferris, we appreciate you and your associates coming this

morning. Is there anything further you wish to add?
Mr. FERRIS. No, Mr. Chairman. We appreciate very much being

here.
Senator HOLLINGS. Thank you very much, Mr. Chairman.
Mr. FERRIS. Thank you.
[The following information was subsequently received for the

record:]

QUESTIONS OF THE COMMITTEE AND ANSWERS THERETO

Question 1. You testified that navigational and safety aids will be available
from Inmarsat but it was unclear what specific arrangements have been made
to provide such services and how they will be financed? Please elaborate on
this question.
Answer. The Inmarsat Preparatory Committee, an international working

group established to consider operational, technical and economic issues in
preparation for Inmarsat, has identified a list of services which might be
offered by Inmarsat. The Inmarsat Council, when it comes into being, will
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consider the non-binding recommendations of the Preparatory Committee, will
determine the services to be offered and when these will be offered. Council
decisions will be based, among other things, upon the economic viability of
offering each service.
Radiodetermination and safety aids (distress, urgency, safety communi-

cations and emergency position indicating radiobeacon (EPIRB)) have been
identified as services which could be provided. It is estimated that the invest-
ment cost of the space segment would be increased by 100 percent if an accurate
radiodetermination capability were included. The other services may have little
impact on space segment investment costs and would likely be provided through
usage charges.
The American Institute of Merchant Shipping (AIMS) and the Maritime

Administration (Marad) of the Commerce Department have pressed for a U.S.
position that radiodetermination should be provided through Inmarsat. The
U.S. Government position in domestic Inmarsat preparatory meetings has
been that it does not intend to provide any monetary support for such service
on a maritime satellite. However, if the maritime industry as the using entity,
and the Inmarsat organization as the provider of the space segment, desire to
enter into a business arrangement for the radio-determination service at no
cost to the government, the U.S. Government will interpose no objections.
This position is based upon U.S. policy that all the stated and justified

maritime safety requirements are presently provided for by existing terrestrial
based, government operated navigation facilities (Loran C and Omega), and
that if future requirements, which. depend upon a satellite, are identified and
justified, then shared use of a separate multi-user satellite system should be
more cost effective than integrating a positioning capability on the communi-
cations system platform. Recent GAO and OMB reports have addressed the
proliferation of navigation systems, the need for a coordinated plan for navi-
gation and the likelihood that future requirements including civil requirements,
can be satisfied through a satellite navigation system such as the global po-
sitioning system (GPS) ). GPS is a very accurate 3-dimensional positioning
system developed to meet worldwide defense requirements, and planned for
U.S. military use in the 1980's No commitment exists for this system to be
made available for civil use but studies looking towards its application for
civil aviation are underway. The Navy's Transit Satellite Navigation System
which began operation in 1964 was made available for commercial maritime
applications in 1967 and now has 4,000 users.
Question 2. The international record carriers argue that the consortium now

serving the maritime market with Marisat should be the designated entity.
Please comment on the history and present operation of that consortium and
the costs to the end user of that approach compared to the designation of
Comsat as (1) a participating carrier; or (2) a carrier's carrier.
Answer. As you know, the Marisat consortium consists of Comsat General,

ITT World Communications, Inc., (ITT), RCA Global Communications, Inc.
(RCA) and Western Union International, Inc. (WUI). Its history and the
Commission's experience with its establishment is indicative of the degree of
regulatory involvement required and the difficulties that occur with a con-
sortium or any multi-carrier ownership arrangement for a satellite system.
In establishing the Marisat consortium, the Commission found it necessary

to resolve a number of issues through the regulatory process which were es-
sentially business type decisions that could not be resolved by the joint
venture and were brought to the Commission for resolution. The Commission
had to initially determine not only the basic eligibility requirements for car-
rier participation in Marisat, but also (1) limitations on carriers investments
in the system and (2) management of the satellite system. Upon finding that
RCA, ITT and WUI were eligible to participate with Comsat in the venture,
the Commission directed the participants to promptly meet to reach agreement
on the manner in which the joint venture was to operate. However, the par-
ticipants were unable to reach agreement on a number of matters. They there-
fore individually submitted their respective views on the outstanding issues for
Commission consideration and resolution. Specifically, the Commission had to
resolve disagreements over matters involving (1) decision-making processes
within the joint venture, and (2) the manner in which satellite capacity would
be allocated. The first area included the issue of whether the IRCs, as minority
owners, should be given voting or decision-making power within the joint
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venture greater than their investments or in the alternative
, a veto power on

major matters. The second included the issues of whether
 satellite capacity

should be allocated in proportion to investment on a pre-assi
gned discrete chan-

nel basis or provided on a demand assignment basis without regard
 to invest-

ment. The Commission released an initial decision addressing these 
issues and

later reviewed that decision upon reconsideration and clarification.

In addition, the Commission was later required to consider 
questions in-

volving whether (1) minority participants should have to contribute

capital or operating expenses for telephone switching equipment, (2)
 Marisat's

transportable earth station or other test equipment should be made
 available

to each participant in proportion to its investment share, (3) the jo
int venture

agreement should expressly provide for adjustment of ownership
 shares if

Marisat continues to operate beyond its expected design life, (4) a part
icipant

should have access to shipboard terminals provided by another carrier, a
nd (5)

RCA should be permitted to operate its own earth station.

Commission consideration of these questions required a prolonged proces
s

involving the filing of numerous pleadings and responses by each of the 
partici-

pants.' For your information, we are attaching copies of Commission de
cisions

involving the establishment of Marisat.2
As for the consortium's operation, it should be noted that Marisat's pri

-

mary mission is to serve Navy communications needs. Commercial capacity

from the Atlantic and Pacific ocean satellites is made available to each c
on-

sortium member on a dedicated channel basis in proportion to its investment

in the joint venture.3 Each member utilizes its respective share of this capacity

to individually market commercial services in the Atlantic and Pacific areas.

No commercial services are provided via the Indian ocean satellites, altho
ugh

an application has recently been filed for authorization to begin such services.

The charges to users for Marisat services are individually determined by

each consortium member. Since none of these rates have been subjected to a

formal rate investigation, it is not possible to state the cost justification or

other basis on which they are set. However, it seems reasonable to assume

that they either are now or over the long term would be set to cover the full

costs of both the terrestrial network services and the satellite links used. More-

over, it also seems reasonable to conclude that the capacity of the satellite

system, which is now allocated among the carriers on a dedicated basis, is

being used less efficiently (i.e. carrying less revenue-generating traffic) than

would be the ease if this capacity were shared on a demand basis. Accordingly,

the ultimate cost to the consumer per message handled is probably higher

than it need be, under the present Marisat arrangement.
The cost to users of Inmarsat services would depend both on the mode of op-

eration utilized by the designated entity, and by the cost-cutting competitive

incentives built into the structural relationships. Under any arrangement, it

is clear that the operation of the satellite system itself will constitute a mo-

nopoly activity whose costs and rates will require regulatory scrutiny. As a

participating carrier, the designated entity would proivde a total self-contained

communications service between the earth stations, satellites, and ship stations,

and would interconnect with U.S. domestic carriers and international carriers

which would competitively provide terrestrial access to this service. The entity

would derive its revenues from, and thus be more responsive to, the ultimate

consumers of maritime satellite services rather than an intermediate carrier.

This would provide the dual benefit of ensuring greater accountability of the

entity to the public it serves and avoiding unnecessary layering of administra-

tive and operating costs by terrestrial carriers for the satellite service. It
would also help to preserve a more competitive environment in the provision of
terrestrial services, since the entity would remain free to interconnect with any
new carrier, should those initially involved not provide the least cost services.
Under a carrier's carrier mode of operation, it can be expected that each

authorized maritime satellite carrier inevitably would incur additional ad-

On August 30, 1973, the Commission required the joint venture participants to enter
Into a consortium agreement and to submit it to the Commission for review. The agree-
ment, however, was not submitted until August 15, 1975. Moreover, the IRC's did not
make their initial capital contributions for Marisat until February 2, 1976, just a few
weeks before the scheduled launch date of the first satellite.
2 This material has been placed in the committee files.
3 The ownership interests of Comsat General, RCA, WUI, and ITT in the Marisat system

are 86.29%, 8.00%, 3.41% and 2.30%, respectively.



45

ministrative and operating expenses for the satellite links, over and above
those of the entity, since the former would have undertaken overall responsi-
bility for end-to-end service. Should the carrier's carrier mode result in the
dedication of discrete channel capacity to particular carriers, this would also
contribute to less efficient, thus more costly, operation. Finally, by removing the.
responsibility of serving the public directly, albeit through carrier-to-carrier
interconnection, this carrier's carrier mode 4 would remove some of the cost-
cutting motivation of the satellite entity, since the latter need only pass on
whatever costs it incurs to the end-service carriers, leaving it to them to recoup
such costs from the ultimate maritime or other consumers.

Question 3. Could a large increase in future demands make a carrier's
carrier with dedicated channels more cost-efficient than the "on demand" system
of allocating channels through a participating carrier? How would the FCC
accommodate this change in circumstance?
Answer. A large increase in future demands would not make a "carrier's,

carrier"—"dedicated channel" system more cost-efficient than an "on demand"—
• "participating carrier" system. It must be emphasized, at the outset, that
the technical operation of the satellite system through the use of either "dedi-
cated channels" or an "on demand" system is not a function of the structure of
the U.S. entity providing service. In other words, a "participating carrier"
could operate with either "dedicated channels" or with an "on demand" system.
The same holds true for a "carrier's carrier." The technical operation is more
properly a function of the type of service being provided, i.e. maritime mobile
satellite service, while the structure of the U.S. entity concerns the entities
rates, regulation and relationships to customers of the service.
International point-to-point service is more susceptible to operating effici-

encies with the use of "dedicated channels." An increase in future demands
would make such a system more cost-efficient since the pathways between the
two end points would be more efficiently used. Maritime mobile service, on the
other hand, requires multiple pairs of end points, so4 increases in future de-
mands would require more pathways resulting in less efficient use of existing
pathways if "dedicated channels" were used there. Maritime mobile satellite
service is more susceptibe to operating efficiencies with the use of an "on de-
mand" system since there are many pairs Of end points and relatively low
volume use to any one vessel—especially when compared to the high volume
use in point-to-point. An increase in future demands with an "on demand"
system for maritime mobile will make the system more operationally efficient
since the increases can be readily spread over available capacity by the system
operator. With such increase in operational efficiency, an increase in cost-
efficiency follows. If "dedicated channels" were used for the maritime mobile
service, once one carrier's channels were saturated, that carrier could not in-
troduce additional traffic into the system until such time as his channels were
again available—while a second carrier might have an abundance of chan-
nels available at that time.
No matter which mode of technical operations is used, operation of the entity

as a "participating carrier" should always result in greater cost efficiencies
than a "carrier's carrier" arrangement. As I stated in my response to question
2, the additional administrative service and other costs associated with the
presence of an intermediate carrier (a middleman), as in a "carrier's carrier"
arrangement, are not present with a "participating carrier" arrangement. ( See
also answer to question 6). Consequently, the most cost-efficient situation for
maritime mobile satellite service appears to be an "on demand," "partici-
pating carrier" arrangement. A large increase in future demands would make
it even more cost efficient, possibly resulting in future reduced rates.

Question 4. Several witnesses contended that with the present Marisat Con-
sortium, the carriers have been able to reduce rates, charged their customers
but argue that they would not be able to do so if Comsat is the designated en-
tity and controls the space segment and earth stations. Please comment.
Answer. From the inception of Marisat commercial services in the summer

of 1976, there have been only two proposals to reduce rates—one recently filed
by WUI on May 2, 1978, and another filed by Comsat General on May 12, 1978.
As I stated in my response to question 2, Marisat is a developmental system with
its commercial rates structured on an end-on-end basis virtually by each con-
sortium member. However, the primary source of revenue in Marisat is from
the provision of Navy services and not commercial services. Indeed, the pro-

30-338-78 4
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posals for rate reductions just filed are based on a need perceived by the car-
riers to test market elasticity in preparation for an all-commercial satellite
system such as Inmarsat.
The IRC's argument that they would not be able to similarly reduce rates if

Comsat is the designated entity and controls the space segment and the earth
stations is misleading. It appears to incorrectly assume that they could struc-
ture rates for the satellite link portion of maritime satellite service in response
to competitive pressures if the designated entity is a separate corporation owned
by several carriers, including the IRCs. In fact, the rates for use of satellite
capacity obtained from Inmarsat will be based on the same factors regardless
of what the ownership makeup of the entity is, and will not be subject to
competitive pressures. As I pointed out in my testimony, the maritime satellite
system, including the associated earth stations, will likely have to operate as
a single integrated system. There is little chance that duplicative or competi-
tive system could exist, given the very high start-up and operating costs for a
satellite system and a potentially limited market for maritime satellite services.
In fact, this is clearly a major motivating force behind the creation of an in-
ternational joint venture to develop and operate such a system. As discussed
in my response to Question 2, the designated entity's investment in the satellite
system and associated earth stations will likely be no more, and may be less,
if that entity is Comsat rather than a separate multi-carrier owned corpora-
tion. It is this investment plus operating expenses which will compose the cost
basis for the satellite link rates structured by the entity. Thus I am not con-
vinced that designation of a new multi-carrier owned corporation as the U.S.
entity, with the attendant overhead expenses that would necessarily be in-
volved, would insure lower satellite link rates.
As for the terrestrial service, the IRC's will have the opportunity to com-

petitively reduce rates of that portion of maritime satellite service even if
Comsat is the designated entity and controls the space segment and earth sta-
tions. Those terrestrial rates will be based on costs incurred by each carrier in
providing service over their separate competitive networks providing users on
land with access to the satellite system. The potential for such reductions
should not be considered dependent on IRC participation in the ownership
makeup of the designated entity.
Question 5. It was unclear whether maritime communications provided by

Inmarsat will be available only to ships, vessels, or floating craft and platforms,
not permanently moored in the marine environment or provided in the defi-
nition of "ships" contained in the Inmarsat Convention. Please comment on your
understanding of that term. Please provide a legal opinion on the availability
of the service to oil drilling platforms.
Answer. At the international conferences considering the Inmarsat agreements

there was considerable controversy concerning the scope of the service to be
offered by Inmarsat. There was a consensus that the Inmarsat space segment
should be available to all ships, including platforms that were not permanently
moored. However, there was a sharp split of opinion as to whether access to the
space segment should be extended to permanently moored platforms or struc-
tures.
Agreement was finally reached on a compromise. The Inmarsat space segment

would be available to all ships, including platforms not permanently moored.
In addition the Inmarsat Council 4 was given the authority, on a case by case
basis, and subject to certain conditions, to permit access to the Inmarsat space
segment by stations located on structures in the marine environment other than
ships (e.g., permanently moored platforms).

Specifically, Article 7(1) of the Convention provides:
"The Inmarsat space segment shall be open for use by ships of all nations on

conditions to be determined by the Council. In determining such conditions, the
Council shall not discriminate among ships on the basis of nationality."
The definition of the term "ship," as contained in Article 1 (Definitions) of

the Inmarsat Convention, is:
(f) "Ship" means a vessel of any type operating in the marine environment.

It includes inter alia hydrofoil boats, air-cushion vehicles, submersibles, float-
ing craft and platforms not permanently moored."

4 The Inmarsat Council will take actions on the basis of weighted votes which will be
determined by the amount of investment in Inmarsat represented by each of the Council
members. The U.S. member will have the largest initial investment share (17 percent)and thus the largest vote.
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This definition appears to encompass "any type" of vessel which operates in
the marine environment which is moving, or capable of being moved on rela-
tively short notice, either under its own power, by another powered vessel or by
free floatation. The term "not permanently moored" indicates that such vessels
are not directly or indirectly affixed to a land mass, above or below water, in
such a manner that would preclude the intentional movement of the vessel
from its "moored" location unless the mooring device itself were either de-
stroyed or intentionally dismantled (as opposed to, for example, retrieving an
anchor or casting off a line). Consequently, the above definition appears to ex-
dude permanent or semi-permanent structures such as oil drilling and pro-
duction platforms located in the marine environment and attached to the under-
water floor by imbedded wooden or metal pilings or girders or by permanently
attached cables, lines or other contrivances.

Article 7 (Access to Space Segment), Section (1) of the Inmarsat Con-
vention provides that the Inmarsat space segment shall be open for use by
ships of all nations, on a non-discriminatory basis, on conditions to be deter-
mined by the Inmarsat Council. Coupled with the definition of "ships," this
provision does not provide for access to the space segment by permanently
moored oil drilling platforms. However, Section 2 of Article 7 provides:
(2) The Council may, on a case-by-case basis, permit access to the Inmarsat

space segment by earth stations located on structures operating in the marine
environment other than ships, if and as long as the operation of such earth
stations will not significantly affect the provision of service to ships.

Therefore, it is clear that primary access to the space segment from the
marine environment is intended to be by ships, but that satellite communi-
cations services may be provided to other users in the marine environment, such
AS oil drilling platforms. While provision of such services is to be determined
by the Inmarsat Council on a case-by-case basis, the only probable impediment
to availability appears to be a question of space segment capacity for this
purpose at any given time vis-a-vis capacity for use by ships.

While neither this Commission nor the U.S. entity may be able to guarantee
the availability of Inmarsat services to oil drilling platforms, we must remem-

ber that the U.S. entity will hold the single largest investment share in the
organization (17%) and will participate in the Inmarsat Council. Such position
may be instrumental when the Council considers providing services to stations,
other than ships, operating in the marine environment. In any event, the In-
marsat Convention does not preclude the provision of Inmarsat satellite com-
munications services to Oil drilling platforms and such services legally may be
made available on a case-by-case determination of the Inmarsat Council.

Finally, as a related matter, ray May 8 oral testimony before the Subcom-
mittee indicated that communications services are currently being provided to
oil drilling platforms by a variety of means, including: HF radio; offshore
telephone cable and microwave; private microwave; domestic satellite; and
combination of these. Any provision of satellite communications services to oil
drilling or production platforms by Inmarsat does not appear to be intended
to supplant the existing methods of making communications services available.

Provision of such services by Inmarsat would appear to be merely an additional
method available to oil platforms—in competition with existing methods. The
user would then be able to choose which method is best for him, taking into
account such factors as: cost; availability of dedicated channels; reliability;

types of service provided; etc.
Question 6. Under a participating carrier arrangement, would a Comsat rate

reduction flow shough the carriers to the "user" any faster than under a "car-
riers carrier" system which we now have?
Answer. Unlike a "carrier's carrier" set-up, a "participating carrier" ar-

rangement has no middleman. Charges for maritime satellite services provided
by a participating carrier entity are imposed directly on the user. Should the
situation arise where the Commission determines that the participating car-
rier entity is charging rates that are unjustifiably high, then the benefits of

reduced rates will flow directly to the users. Should any amounts from past

overcharges be determined to be refunded, these too would flow directly to the
users. Since rate reduction benefits and any overcharge refunds go directly to

the users in a participating carrier arrangement, such a situation cannot be
properly termed a "flow through": however,. this procedure would likely be

"faster" than rate reductions or refunds under a "carrier's carrier" system
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where the middleman does exist. Under a carrier's carrier arrangement, there
.is a two step process : (1) determination of the amount Of rate reduction and
any refunds to the carriers; then (2) determination of amount of rate reduc-
tion and any refunds to the users. A participating carrier arrangement does.
away with the first step. Consequently, the user will see the benefits of rate
reductions and any refunds more surely and quickly under a participating car-
rier arrangement. The middleman would have no opportunity to absorb any
of these rate reductions or refunds, for example, through adjustment of his.
administrative costs and rate base.
• Question 7. In Mr. Geller's testimony, he feels that designating Comsat as the
chosen instrument of Inmarsat (enlarging Comsat's monopoly role in inter--
national space communications) would encourage a monopolistic solution to
further international commercial space ventures (e.g., Aerosat). Would you.
care to comment?
Answer. As I stated in my testimony, and reemphasize in my response to,

question 4 above, the maritime satellite system, including associated earth
stations, will likely have to be operated as a single, integrated whole if it is to,
satisfy both U.S. and international service requirements at an acceptable cost..
Thus, the entity designated to be the U.S. participant in Inmarsat will have.
a monopoly on the U.S. share of the space segment portion of maritime satellite
service, whether that entity is Comsat or a separate multi-carrier owned,
corporation. If Comsat is the entity; troublesome questions indeed could arise
involving a possible conflict of interest with its roles in Intelsat and Inmarsat,
particularly if Inmarsat initially uses Intelsat satellites to provide maritime
services. However, the designation of a separate multi-carrier owned corpora-
tion could also raise conflict of interest questions. It would permit ownership,
and control of the space segment by those carriers which would also engage
in the competitive pickup and delivery of maritime satellite communications.
within the United States. I am not convinced that representation on the Board
of Directors of the U.S. entity by officers of competing carriers would result
in an objective and independent approach to structuring the rates for satellite
link usage by customers and would ultimately serve the interests of competition_
in maritime services.
As I stated in ray testimony, it may be desirable to designate an entity which

neither owns nor is owned by any carrier which participates in the competitive
_pickup and delivery of maritime communications service within the United
States. The Commission has not taken the position that this should be Comsat.
However, if Comsat becomes the designee, the Commission, in my opinion,
could and would take steps to assure effective regulatory oversight of Comsat
so that its activities in both Intelsat and Inmarsat are conducted in the interests
of the U.S. consumer.

Question 8. In your statement, you say that "domestic and international car-
riers" should generally be able to offer maritime service, also on a competitive
basis. Do you mean that for purposes of providing maritime satellite services
the IRC's should not be limited by the "gateway" concept in Section 222 of the
Communications Act?
Answer. My statement that "* * * domestic and international carriers should

generally be able to offer maritime service, also on a competitive basis * * *"
is not intended to mean that the IRCs should not be limited by the "gateway"
concept for purposes of providing maritime satellite services. It is intended to
emphasize that maritime satellite communications in the United States will
be extended from the entity's earth station over existing U.S. domestic and
international networks and that pickup and delivery arrangements to extend
services should be competitive where a competitive environment can exist. For
instance, telephone services should be made available through the domestic
public switched telephone network, while record and data services should be
entended over the networks of those carriers offering such services on a com-
petitive basis, such as the IRCs and the specialized voice and data carriers.
I believe that record and data services will become even more competitive and
innovative in the future and the public interest would be served by ensuring
that all domestic and international carriers competing to provide such services
are free to interconnect their networks to the designated entity's earth stations
in order to make their various service offerings available to maritime satellite
customers.
As you know, the Commission has previously recommended deletion of Sec-

tion 222 of the Act, which would enable it to address the issue of gateways
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-and other related matters solely from the perspective of the public interest
;and within the context of modern technologies and services rather than the
out-moded structures incorporated in that 1943 amendment to the Act. I believe
this would be far preferable to any attempt to deal with this matter solely in
;the context of international maritime satellite services.

Question 9. Henry Geller testified that the difference between a "carrier's
• carrier" and a participating carrier is essentially metaphysical. Please comment.

Answer. A "participating carrier" arrangement for providing maritime satel-
lite service would have three significant advantages over a "carrier's carrier"
-arrangement:

First, as I described in response to question 2, a participating carrier ar-
rangement would avoid certain administrative and overhead expenses that
would be incurred under a carrier's carrier arrangement and passed on to
customers. In essence, a participating carrier arrangement would get rid of the
middleman in the extension of maritime satellite service within the United
:•States. The costs ultimately occurring to U.S. customers under a carrier's
carrier mode of operation on the other hand, would therefore likely be higher
than those that would be charged by under a participating carrier mode of
operation.

Second, a participating carrier arrangement would provide the most efficient
means for utilization of Inmarsat satellite links. A participating carrier ap-
proach would permit on-demand utilization of space segment capacity which,
as I explained in my response to question 3, would be the most cost-efficient
mode of operation for providing the satellite link portion of maritime satellite
service. A carrier's carrier approach could conceivably permit on-demand
utilization of space segment capacity by authorized carriers. However, it is
doubtful that any significant operational benefit could accrue to the user as a
result of obtaining use of space segment capacity from authorized carriers
rather than directly from the designated entity.
Third, a participating carrier arrangement would provide greater motivation

for efficient operation on the part of the designated entity, while also ensuring
a greater degree of competition among all terrestrial carriers providing access
to the satellite system. As a result, U.S. maritime communications customers
would be given an opportunity to seek the most direct, least costly means
available to access the maritime satellite system without incurring the opera-
tional complexities that result in the added costs attendant under a carrier's
carrier arrangement. Moreover, as previously noted, any benefits of rate in-
vestigations or rate reductions would flow directly to the consumer, and not be
absorbed by the "middleman" carriers.
In sum, a participating carrier arrangement would permit customers maxi-

mum opportunity to access the Inmarsat system through the least costly opera-
tional arrangement available among competitive suppliers of the landline haul.
And, it would be in the interest of the designated entity to seek interconnection
with as many U.S. domestic and international networks as possible since the
entity would want to attain maximum use of space segment capacity by mari-
time communications customers.

Finally, I wish to emphasize that the participating carrier is the more con-
ventional type of arrangement for interconnection between carriers joining in
providing an entire communications service for a customer. It simply means that
each carrier participating in providing that service has the ownership and
operational responsibility for those facilities within its geographic area of
service. A carrier's carrier, on the other hand, was conceived under the Com-
munications Satellite Act of 1962 to deal with the injection of Comsat into the
international point-to-point service area as the entity having ownership and
operational responsibility for U.S. space segment capacity used for those
services. By requiring Comsat only to provide only transmission capacity to
U.S. international voice and record carriers, this arangement permitted those
carriers to each provide end-on-end service and thereby maintain arrangements
with foreign correspondents to assure the proper configuration of U.S. networks
with foreign networks. However, this need does not exist in maritime satellite
service. There are no foreign correspondents' networks involved, at the other
end of the satellite link, but only shipboard users. Thus, the operationl or
technical needs for the designated entity to function as a carrier's carrier and
for interconnecting domestic and international carriers to provide end-on-end
services that exist in the international point-to-point services are not present
in maritime mobile satellite services.
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Question 10. What would be the effect of amending Section 222 of the Com—
munications Act of 1934 for the purposes of providing maritime satellite serv-
ices to Hawaii?

Answer. Since we know of no plans to do so, we assume that there will not
be an Inmarsat earth station constructed in Hawaii for provision of maritime
mobile satellite services directly to that State. Under existing law, the provision
of maritime mobile satellite services to Hawaii would be more expensive,
vis-a-vis the same service provided to the continental United States, due to
Hawaii-mainland link charge. While Hawaii is currently designated an inter-
national point for purposes of Section 222 of the Communications Act, Senate-
Bill 1866 would change its designation to a domestic point, Consequently, the
Hawaii-mainland link charge would probably be less, but not totally disappear.
S. 1886 would have no effect on that portion of the maritime mobile satellite
service change attributable to the earth station to satellite to ship links.

Section 222, as presently constituted prohibits the international record carriers
(IRC's) from serving domestic points other than through specific gateway
cities. S. 1866 would grandfather only the presently offered services of the IRC's
to and from Hawaii. Thus, even changing the designation of Hawaii to a
domestic point would still limit the pickup and delivery of maritime messages
(originating or terminating in Hawaii) to passage through a gateway city in
the continental United States. However, Section 4(g) of H.R. 11209 would
permit the pickup and delivery of maritime traffic by the IRC's at any point
within the United States. Allowing the IRC's to pick up and delivery maritime
traffic at any point in the U.S. hinterland, coupled with the designation of
Hawaii as a domestic point (by S. 1866), would result in maritime mobile
satellite service to Hawaii not being limited to passage through a gateway city
and a probable lower charge than under present law.
However, we are concerned with any attempt to single out maritime mobile

satellite service for exemption from the provisions of Section 222 regarding
operations of the IRC's in gateway cities It appears impractical that the IRC's
would expand operations beyond the present gateway cities for maritime-
satellite service only; particularly in the case where they would not provide the
satellite link but only the landline haul to the shore station Moreover, it is
questionable that the IRC's would find the costs involved in expanding service.
to the U.S. hinterland attractive for the limited volume of maritime satellite
traffic. Singling out maritime satellite service for exemption would raise basic-
policy questions that are involved in Commission proceedings in Docket No.
19660—gateway cities and free direct access—and in Docket No. CC 78-96
concerning the extent of Western Union monopoly over domestic telegraph
service. And, it would leave doubt as to the discretion the Commission would
have under Section 214 of the Communications Act to make the public interest
findings on particular facilities and services proposed by the IRC's for inter-
connection.
And, as I stated in response to question 8, the Commission has previously

recommended deletion of Section 222 of the Act, which would enable it to
address the issue of gateways and other related matters solely from the
perspective of the public interest and within the context of modern technolo-
gies and services rather than the out-moded structures incorporated in that
1943 amendment to the Act. I believe this would be far preferable to any
attempt to deal with this matter solely in the context of international maritime
satellite services.

Question II. In your testimony, you stated that you favor the U.S. operating
entity having complete ownership and control of U.S. maritime satellite earth
stations. Please elaborate on this position.
Answer. As I described in my responses to questions 2 and 4, the maritime

satellite system will likely operate as a single integrated system, with the
U.S. designated entity as the sole supplier of that portion of the entire com-
munications service between the U.S. earth stations, satellites and ship stations.
As such, the entity would interconnect with existing and future U.S. domestic
carriers and international carriers which would compete for the terrestrial
pickup and delivery of maritime satellite service. In order to introduce the
greatest operational and cost efficiencies into the provision of service in this
manner, the U.S. entity should have sole ownership and control of not only
the U.S. portion of the space segment facilities, but of any U.S. earth stations-
as well. This is particularly important if the U.S. entity is to operate as a
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"participating carrier" where it would connect its portion of the total system
with the competitive terrestrial networks provided by other carriers. Multiple
ownership of maritime satellite earth stations would detract from their effi-
ciency of operation and likely increase their cost of operation, while providing
no compensating public interest benefits.
Only a small number of U.S. earth stations will be necessary to access any

international maritime satellite system. The present Marisat system includes
only two U.S. earth stations—one on the east coast to access the Atlantic region
satellite and one on the west to access the Pacific region satellite. There does
not appear to be any basis to speculate that any additional U.S. earth stations
will be needed in the Inmarsat system. Access to an Indian area Inmarsat
satellite by a U.S. earth station is not technologically feasible at this time.
Moreover, since even a potentially cheaper earth station in the future will not
reduce the costs of those needed for initial Inmarsat operation, any prolifera-
tion of such earth stations would-likely represent unnecessary cost burdens that
would be passed on to users.
Multiple ownership of U.S. maritime satellite earth stations also raises a

number of significant problem areas and questions, including:
(a) Would all the existing domestic and international carriers authorized

to connect with the maritime satellite system be eligible for ownership in U.S.
earth stations? Would the Western Union Telegraph Company (WU), which
provides the basic domestic Telex and TWX networks, which will be used to
access the maritime satellite system, be eligible to own a share of U.S. land
stations? Or, would WU be barred from ownership of such international facil-
ities by Section 222 of the Communications Act?
(b) Would only carriers which actually connect their facilities directly with

U.S. maritime satellite earth stations be eligible for ownership, or would
remotely located "connecting" carriers (e.g., an independent telephone opera-
ting company or the Hawaiian Telephone Company) be eligible for ownership?
Would only carriers be eligible for ownership, or could users be also consid-
ered?
(c) Would it be practical to have a large number of owners of only a few

maritime satellite earth stations, whether such owners are carriers, users,
individuals, or a combination?
(d) What standards would determine ownership eligibility and on what

basis would ownership shares be determined? Would ownership shares of
carriers be related to the level of traffic provided to the maritime satellite
system? Would ownership shares be adjusted to reflect changes in traffic pro-
vided to the system? Would minimum or maximum level of investment be
required?
(e) Would ownership in maritime satellite earth stations result in a measure

of operational control to the various owners? If so, how would that control be
exercised?
(f) Would all owners of U.S. maritime satellite earth stations be joint

licensees of those stations and subject to the provisions of the Communications
Act? If not, through what procedure would the Commission effectively regulate
the operation, control and ownership of the earth stations?
(g) If eligible carriers chose not to own shares in maritime satellite earth

Stations, would other eligible carriers be required to pick up the outstanding
shares, or would the U.S. entity be required to assume any ownership not
assumed by other eligible carriers?

All of the above questions assume that the U.S. operating entity would
operate as a "participating carrier" and also be responsible for the U.S. share
of any international maritime satellite system. Were it assumed that the-
entity would operate as a "carrier's carrier," some different issues would be
involved and different questions regarding multi-carrier ownership of earth
stations would be raised. However the questions are resolved, multi-carrier
ownership of U.S. maritime satellite earth stations would likely result in
protracted, repetitive regulatory proceedings and possible court litigation. The.
regulatory costs associated with "managing" a multi-carrier ownership arrange-
ment, coupled with increased administrative costs likely to be incurred because
of multi-carrier ownership, could only result in higher charges to users.

Question 12. In your testimony, you stated that under a "participating carrier"
mode of operation, the U.S. operating entity would be engaged in and have respon-
sibility for serving the public directly. Please elaborate on this statement.
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Answer. The following points are basic to understanding the role of the U.S.
,operating entity in serving the public directly as a "participating carrier."

(1) An international maritime satellite system will likely be operated as
a single, integrated system with little or no chance for duplicative or com-
petitive systems to exist.
(2) The U.S. operating entity participating in such a system would be the

sole supplier of U.S. space segment capacity obtained from the system and
U.S. earth station services.
(3) For maritime satellite service to be made available to U.S. customers,

the U.S. entity must interconnect space segment and earth station services,
with existing and future U.S. communications networks authorized to pick
up and deliver maritime satellite traffic in the United States.
(4) This interconnection could be acccomplished through either "carrier's

carrier" or "participating carrier" arrangements.
As I stated in my testimony, the U.S. entity operating as "carrier's carrier"

-would merely provide transmission capacity under some form of lease arrange-
ment to U.S. carriers authorized to provide end-to-end maritime satellite services
between U.S. customers and ship stations. The authorized carriers would in es-
sence be "middlemen" responsible to U.S. customers for both the space segment
and terrestrial portions of the overall maritime satellite service.
However, as a participating carrier, the U.S. entity would retain responsibility

-to the public for that portion of the overall maritime satellite service between
the U.S. earth stations, the satellites, and ship stations. In essence, the entity
would offer to U.S. customers maritime space segment and earth stations services
as a self-contained communications offering. U.S. domestic carriers and interna-
tional carriers would be responsible for providing only terrestrial access to these

• services through interconnection of their networks to the entity's earth station
facilities. The U.S. entity would not provide its own terrestrial facilities and serv-

• ices beyond its earth stations, and would not compete with U.S. domestic carriers
and international carriers for providing terrestrial access to the satellite system.
Its communications function would be to receive and assemble maritime satellite
traffic, both inbound and outbound, at its earth stations and route it over the
satellite facilities.
Under a participating carrier arrangement, the U.S. entity would be directly

-accountable to customers, rather than to "middleman" carriers, for rates and
services. Placing responsibilities for rates and services on the entity in this man-
ner would likely motivate the entity to pursue cost-cutting measures that it may
not otherwise pursue if it were able merely to pass costs on to "other carriers
under a carrier's carrier mode of operation. Moreover, as I have previously

pointed out, a participating carrier arrangement would avoid the unnecessary
layering of administrative and operating costs that would exist under a carrier's
-carrier arrangement.

Additionally, a participating carrier arrangement would give the U.S. entity
incentive to actively promote maritime satellite services. As I stated in my
testimony, the costs of any financial commitments involved in providing maritime
satellite services should not be borne by the users of other international com-
munications services. In view of this, the entity will have to depend only on
revenues received from the public for use of space segment and earth services
to earn a return on its very substantial investment in the satellite system and
to recover its high start-up costs. Thus, the entity would seek to maximize the use
of these services by seeking out customers with specific maritime communications
needs. This could involve adviSing such customers as to the least cost means
of obtaining access to the satellite system. Also, the entity could sell or lease
ship terminal equipment. Of course the entity's shipboard terminal and com-
munications offerings would be separate so that the costs of the shipboard ter-
minal provided to customers are in no way recovered through charges for the
communications services, and there is no compulsory tie between the sale of
-communications equipment and the provision of communications services.

In sum, the U.S. operating entity would be more accountable to the ultimate
consumer and more conscious of the need to minimize costs and rates under
-a participating carrier arrangement than under a carrier's carrier arrangement.
Moreover, there would be no unnecessary layering of administrative and operat-
ing costs as would likely result under a carrier's arrangement. In addition, a
more competitive environment for the provision of terrestrial access to the satel-
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lite system would be fostered, since the entity would be free to interconnect with
any U.S. terrestrial carriers in order to promote the least cost means of ac-
cessing space segment and earth station services. All these factors should result
in significantly better service at lower rates to the ultimate consumer than would.
otherwise prevail.

Question, 13. In your testimony, you stated that you preferred a "participating
carrier" arrangement for the U.S. operating entity, as opposed to a "carrier's
carrier" arrangement. In this regard, please explain: (1) a carrier's carrier
arrangement; (2) a participating carrier arrangement; and (3) why a partici-
pating carrier arrangement would be more preferable to a carrier's carrier
arrangement?
Answer. As I have emphasized in both by testimony and my responses to pre-

vious questions, an international maritime satellite system, such as Inmarsat,
will be operated as a single, integrated system, with little or no chance for
duplicative or competitive systems to exist. The U.S. operating entity participat-
ing in that system would be the sole supplier of U.S. space segment capacity
obtained from the system. This function will be a monopoly activity, whether
the entity is a single designated carrier or a separate multi-carrier owned
corporation.
The space Segment capacity together with the U.S. earth station facility

would enable the U.S. entity to establish communications channels between the
earth station and the ship stations at sea over the satellite system. However,
the customer located on land would peed to be connected to the earth station
in order to make use of the system. Existing domestic and international tele-
phone, telex, data, and telegraph systems can be connected readily with the-
U.S. earth stations in order to provide the customer access to the maritime satel-
lite system provided by the U.S. entity. The question is how best to make the
satellite system available to the user and connect the necessary system. The
two arrangements are discussed below.

CARRIER'S CARRIER

If the U.S. entity is operated as a carrier's carrier, it would provide satellite
system transmission capacity to U.S. common carriers authorized to obtain such
capacity and use it together with other facilities in providing an end-to-end serv-
ice to the user. The authorized carriers would lease satellite system capacity
from the entity. The entity, as a carrier's carrier would file tariff schedules with
the Commission showing the rates charged the authorized carriers for lease of
transmission capacity. The carriers would in turn file tariff schedules showing
the rates paid by U.S. customers for the end-to-end service provided. The carriers
would incorporate the charges for the satellite system capacity into their overall
rate to the public.

PARTICIPATING CARRIER

As a participating carrier ,the U.S. entity would not be limited to providing
transmission capacity to a few authorized carriers. Instead, it would retain re-
sponsibility to the public for the satellite system portion of maritime satellite
services. The entity would offer satellite system services to the user and not to
another carrier. In order for the user to access the satellite system, existing and
future domestic and international carriers would be authorized to connect their
systems to the satellite system at the earth station. The entity would file tariff
schedules with the Commission showing the rates to the public for use of the
satellite system portion of maritime satellite services. In this way, its charges for
space segment and earth station services would accrue directly to U.S. customers
rather than through certain authorized "middlemen" carriers. Domestic and in-
ternational carriers providing user access to the satellite system through inter-
connection of their networks to the entity's earth station facilities would file
tariff schedules showing the rates to U.S. customers for this service. The domestic-
and international carriers together with the U.S. entity (also a common carrier)
would participate in providing a through service to the customer.
Those carriers providing terrestrial access to the satellite system would not

provide the space segment and earth station services to users. Conversely, the,
entity would not provide terrestrial facilities and services beyond its earth sta-
tions and would not compete with U.S. domestic carriers and international car--
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riers for providing terrestrial access to the maritime satellite system. The entity's
communications function would be to receive and assemble maritime satellite
traffic, and route outbound traffic over the satellite system to ship stations and in-
bound traffic to the appropriate carrier for terrestrial pickup and delivery to
shore points.

ADVANTAGES OF A PARTICIPATING CARRIER OVER A CARRIER'S CARRIER

A participating carrier arrangement would have significant advantages over a
carrier's carrier arrangement in the areas of (1) investment costs and adminis-
trative expenses, (2) operational efficiency, and (3) terrestrial access to the satel-
lite system.
A participating carrier arrangement would avoid certain unnecessary, addi-

tional investment costs and administrative expenses that would be incurred under
a carrier's carrier arrangement and passed on to customers. First, those carriers
authorized under a carrier's carrier arrangement to provide end-to-end maritime
satellite services would inevitably incur administrative expenses in leasing trans-
mission capacity from the entity, such as personnel, recordkeeping and other
overhead expenses normal to any business activity. Second. those carriers would
also incur investment costs and maintenance expenses for test equipment and
other operational facilities necessary to undertake overall operational responsi-
bility for end-to-end maritime satellite service. Such equipment and facilities
would only be duplicative of that used by the entity itself in providing trans-
mission capacity to the carriers. Third, should a carrier's carrier operation result
in the dedication of discrete channel capacity to the various carriers, less effi-
cient use of space segment capacity would result with correspondingly higher
costs to customers.
These layered administrative expenses and duplicative investment costs result

only from the existence of a "layering" of carriers responsible for the same (i.e.,
satellite) service offering. A participating carrier arrangement would eliminate
the "layering" in providing satellite capacity, and, as a result, permit the user
significant economies in this portion of the overall communications service.
Moreover, by making the U.S. entity accountable directly to customers for satel-
lite service and rates a participating carrier .arrangement would likely motivate
the entity to pursue cost-cutting measures that it might not otherwise pursue if
it were able merely to pass on costs to other carriers under a carrier's carrier
mode of operation.
A participating carrier arrangement would permit the most operational and

cost efficient use of space segment capacity. Both a participating carrier and a
carrier's carrier could operate under either a "dedicated channel" or an "on
demand" system of space segment utilization. As I explained in my response to
question 3, an "on demand" system of space segment utilization would offer mari-
time mobile satellite service better operating efficiencies than a "dedicated chan-
nel" system.5 Thus, with the greater cost efficiencies described above as associated
with a participating carrier mode of operation, the optimum arrangement for
providing maritime mobile satellite service would be an "on demand" participat-
ing carrier arrangement.
A participating carrier arrangement would foster a more competitive environ-

ment for the provision of terrestrial access to the satellite system since the U.S.
entity would be free to interconnect with any U.S. terrestrial carrier in order to
provide customers opportunity to select the least cost means of accessing the
maritime satellite system. Under a carrier's arrangement competition in the
pickup and delivery of maritime satellite traffic would be limited to those car-
riers authorized to provide end-to-end services and financially capable of making
a substantial commitment to least satellite capacity from the carrier's carrier.
If authorization to provide such service is limited to present maritime carriers,
other terrestrial carriers such as Western Union and a variety of specialized voice
and data carriers would be precluded from providing terrestrial access to the

5 A "dedicated channel" system would introduce the potential for saturation of some apace
segment channels while others are being under-utilized. This would result in operating in-
efficiencies and greater costs to users. An "on demand" system would minimize this potential
since the U.S. entity could use U.S. space segment capacity to satisfy user demand regard-
less of which terrestrial carriers are engaged in the pickup and delivery of maritime satel-lite traffic. Capacity would not be dedicated to use in conjunction with a particular terres-
trial carrier.
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maritime satellite system.' Moreover, lengthy contests before the FCC and the
courts would likely ensue over the authorization of additional carriers, with
Section 222 of the Communications Act being advanced as a basis for excluding
Western Union from this activity. Under a participating carrier arrangement,
access to the satellite system by any U.S. carrier would involve minimal financial
risk and regulatory clearance, and it would be in the entity's interest to inter-
connect with as many terrestrial carriers as possible in order to provide customers
the widest possible range of options through which they could access the satellite
system. As I stated in my response to question 12, the U.S. entity will have to
.depend only on revenues received for use of space segment and earth station
services to earn a return on its very substantial investment in the satellite sys-
tem and to recover its high start-up costs. It therefore will seek to maximize the
•use of these services. The entity could best accomplish this by permitting cus-
tomers maximum opportunity to seek the lest cost terrestrial arrangement avail-
able among competitive suppliers of landline access to the satellite system. I
believe that a competitive environment for the provision of terrestrial access
to the system would serve the public interest and the future growth of maritime
satellite services.

Filially, as I emphasized in my response to question 9, a participating carrier
arrangement is the most practical arrangement for accommodating the opera-
tional needs of maritime satellite service. The concept of a carrier's carrier was
conceived under the Communications Satellite Act of 1962 to deal with the
*injection of Comsat into the international point-to-point service area as the entity
having ownership and operational responsibility for U.S. space segment capacity
used for those services. By requiring Comsat only to provide only transmission
capacity to U.S. international voice and record carriers, this arrangement per-
mitted those carriers to each provide end-on-end service and thereby maintain
arrangements with foreign correspondents to assure the proper configuration of
U.S. networks with foreign networks. However, this need does not exist in mari-
time satellite service. There are no foreign correspondents' networks involved,
at the other end of the satellite link, but only shipboard users. Thus, the opera-
tional or technical needs for the designated entity to funeion as a carrier's carrier
and for interconnecting domestic and international carriers to provide end-on-end
services that exist in the international point-to-point services are not present
in maritime mobile satellite services.

Question, 14. In implementing policy, HR 11209 provides for the President to
'issue instructions to the designated operating entity (Comsat) to insure that its
relationships and activities are consistent with U.S. national interest and foreign
policy. HR 11209 also provides for the Commission to make recommendations to
the President for the purpose of assisting the President in issuing such instruc-
tions. In contrast, the Senate draft bill does not specifically provide for the
President to issue instructions, but does authorize the Commission to. issue instruc-
tions with respect to regulatory matters within its jurisdiction. Please comment
on these differences.

6 These carriers would have to interconnect their facilities with those of authorized car-
riers in order to provide access to the satellite system under a carrier's carrier operation.
This would add an unnecessary degree of operational complexity to a function that could
be accomplished by direct interconnection with an entity on a participating carrier basis.
And, it could result in greater costs to customers.
In comparison, Telex. TWX and message telegram service extended to Western Union cus-

tomers on a participating carrier basis by the direct interconnection of Western Union's
domestic network with the entity's shore stations could offer two benefits to those customers.
It could (1) eliminate costs and (2) reduce opportunities for circuit trouble, that would
otherwise exist If Western Union is required to operate through intermediate carriers as
a result of the entity operating on a carrier's carrier basis. The avoidable costs would in-
clude those for utilization of the authorized carrier's switching equipment and the neces-
sary circuits between the switch and the shore station, and also any administrative costa
incurred as a result of providing Western Union customers access to maritime satellite
service. Tbe avoidable opportunities for circuit trouble would be those created by introduc-
ing an additional network into routing traffic between Western Union's facilities and the
-entity's shore station.

Similarly, AVD services extended to customers on a participating carrier basis by the
direct interconnection of customer offices to the entity's shore stations through leased voice
grade channels, could offer opportunities for customer savings that otherwise might not be
available if the entity operated on a carrier's carrier basis. The cost to AVD customers for
terrestrial access to maritime satellite service through direct leased line interconnection
essentially would be that involved in obtaining the leased lines and interfacing them with
the entity's shore station. However, if the entity operates as a carrier's carrier, AVD cus-
tomers may not have the opportunity for direct access to shore facilities through private
leased lines. They would access shore station facilities by interconnecting leased lines from
their office location to the networks Of authorized carriers.
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Answer. Section 4(a) is the only provision of H.R. 11209 which deals with in-
structions to the designated operating entity (Comsat). It gives to the Presi-
dent—and to the President alone—authority to give instructions concerning the
activities of the entity to insure their consistency "with the national interest and
foreign policy of the United States." I question whether there is any need in the
case of international maritime satellite communications to depart from conven-
tional governmental oversight arrangements embodied in existing statutes 7 ; but
I particularly question whether a grant of executive authority for the President
to issue such instructions is consistent with this Commissions responsibilities
regarding various investment, tariff, and related matters. While H.R. 11209.
would allow the Commission to make recommendations to the President regard-
ing national interest and foreign policy, it does not authorize the Commission to
instruct the entity (or advise the President on instructions) regarding regulatory
matters (e.g., construction permits, operational plans, rates, etc.). Since the U.S.
entity will be both a common carrier (fully subject to FCC regulation under the
Communications Act of 1934) and the U.S. representative in the Inmarsat Coun-
cil, regulatory decisions will directly impact the U.S. entities actions within the
Inmarsat Council. Therefore, if it is necessary to specifically authorize the Pres-
ident to issue instructions to the U.S. entity concerning national and foreign
policy, it is equally necessary to authorize the Commission to issue instructions
concerning regulatory matters. Certainly it would be inappropriate to authorize
the President to issue instructions regarding regulatory matters and in effect
have a veto power over Commission regulatory determinations.
Under H.R. 11209, the President is given authority to issue instructions to the

entity relating to the national interest and foreign policy not only in connection
with its relationship with foreign governments, but also with respect to its rela-
tionships with international entities and other organizations (including the Or-
ganization or the satellite telecommunications agency). To the extent that the
entity may have relationships with foreign entities or organizations in which the
United States Government is not involved (i.e., where the Government is not
a party to a convention or other intergovernmental agreement), I question
whether the President should be involved in issuing instructions to the corpora-
tion. In the case of Inmarsat, where the U.S. Government would be a party to
the convention, Presidential instructions to the designated entity relating to the
national interest and foreign policy would clearly be appropriate. This might not
be true if the entity joined with one or more foreign communications entities to.
establish a space segment without there being any intergovernmental convention
or agreement to which the United States Government was a party. In the latter
case, it would be a business arrangement between communications entities not
calling for instructions from the executive branch. In addition, the language of
the bill seems broad enough to authorize Presidential instructions even in those
cases where the corporation might enter into routine operational agreements
for the handling of traffic with foreign telecommunications entities.

Subsection (5) of Section 4(a) would also authorize the President to "aid in
planning and development of the telecommunications system . . . and in the.
planning and development of services provided . . ." (emphasis added). While
some of the language is taken from the 1962 Satellite Act, it is doubtful that all
of the Presidential powers provided by the Satellite Act are necessary or justi-
fied today with respect to a maritime satellite system. Moreover, this provision
goes significantly beyond the powers given by the Satellite Act and involves the'
President for the first time in the "services" to be provided by the new system.
This injects the President into areas of day-to-day communication operations-
and policy (e.g., whether various types of services should be offered—data, fac-
simile, etc.), and appears to place him in direct conflict with the Commission's
statutory authorities and responsibilities for such matters in general.'

7 The Communications Act of 1934, as amended, places responsibility for regulating such
intercarrier arrangements as well as non-governmental uses of the radio spectrum in the
Commission. H.R. 11209, as written, would annear to remove this responsibility in this par-
ticular area from the regulatory a rrenc, estahlished by the Congress to handle such matters
generally, and place it within the President. There is, of course, no question as to the Presi-
dent's authority over foreign policy matters.

8 It can be argued that the President (and the Executive Branch) has a special interest
in safety services (and perhaps in radio navigation). However, to the extent there is a
special role in those areas, it should be specifically spelled out, rather than giving the-
President broad unprecedented powers with respect to all communications services to be,
offered over the New System.
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It can be argued that there is no need for Congress to provide expressed au-
thority to issue instructions to the designated U.S. entity. For instance, the Com-
munications Satellite Act of 1962 contains no such expressed authority, but the
Department of State, the Office of Telecommunications Policy (now, NTIA) and
the Commission have jointly provided instructions to Comsat as the U.S. repre-

• sentative in the Board of Governors of Intelsat on matters of concern to the
government. In the case of Inmarsat the U.S. entity would also represent the
United States in an international organization and the United States Govern-
ment would be a party to underlying agreements (here, the Inmarsat Conven-
tion). There should be no doubt that the U.S. entity would be subject to all
pertinent U.S. laws and would be responsive to directives from the government
•concerning regulatory, national or foreign policy matters. There does not appear
to be any necessity to specify the Presidential authority to direct the foreign
affairs of the United States or the regulatory authority of the Commission over
those carriers subject to the Communications Act of 1934. The language in
HR 11209 confuses the issue and raises questions concerning regulatory direc-
tives and the role of the President in such matters.
The Senate draft bill, on the other hand, is clear regarding the Commission's

regulatory authority and provides adequate Presidential powers in order for
the President to exercise his national and foreign policy responsibilities. For
the realsons discussed above, I believe this to be the preferred approach to
follow in the Immarsat legislation. The Commission's regulatory authority over
the U.S. entity as a U.S. common carrier is clear. In addition, the Commission's
authority over the entity as the U.S. representative in an international organi-
zation is also made clear by inclusion in the Senate draft bill the authority for
the Commission to iSsue instructions to the entity concerning regulatory mat-
ters. Regarding foreign policy matters, it should be clear that the U.S. entity
established by Congress to be the U.S. representative in ian international organi-
zation to which the U.S. Government itself is a party is subject to Presidential
direction and will carry out such directions to the best of its ability. No specific
language is necessary.

ADDITIONAL QUESTIONS OF SENATOR STEVENS

Question. I understand a decision was recently made which requires Comsat
to refund almost 100 million dollars in overcharges to its users. What are the
facts in this matter?
Answer. The Commission recently adopted a proposed settlement of the

thirteen year-old Comsat Rate Case. The settlement proposal followed a final
decision on a 20,000 page hearing record and strongly contested judicial review.
As a result of these rate proceedings Comsat's regulated carrier customers
will receive from Comsat a refund of $100 million and approximately a 50%

-reduction in revenues collected from them under Comsat's tariffs. The Com-
mission believes these cost reductions and refunds should be flowed through
to the ultimate consumer, and has instituted a proceeding for the purpose of
achieving such flow through by the international service carriers.
[A copy of the Commission's public notice providing additional details is

• attached :]

COMSAT RATE CASE DOCKET No. 16070: NOTICE OF PROPOSED SETTLEMENT

On February 17, 1978, representatives of the Common Carrier Bureau and
General Counsel's Office and the Communications Satellite Corporation
(Comsat) reached agreement on a proposed settlement of FCC Docket 16070,
the Comsat rate case. The proposal is subject to Commission approval and a
finding that a settlement is in the public interest. The Comsat Board of Direc-
tors must also act upon the settlement. The proposed settlement is a result of
negotiations announced by a letter of General Counsel Robert Bruce to parties
of record in the proceeding. All parties were invited to attend and participate
in the negotiations. In order to afford the widest possible consideration, the
attached proposed "Settlement Agreement" is presented for public comment:
The proposed settlement agreement covers • the issues remanded to the

Commission by the U.S. Court of Appeals for the District of Columbia Circuit
•in its October 14, 1977 decision, which generally affirmed the Commission's
:rate order. Other outstanding questions in Docket 16070 are addressed, par-
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ticularly those related to the funds subject to refund held .by Comsat in
escrow. The major points of the settlement follow:
(1) Comsat will refund to the public approximately $92.2 million plus

interest (the sum of the monies already in escrow) plus approximately an.
additional $5.2 million called for in the proposed settlement agreement.
(2) Comsat will file new tariffs which will yield approximately a 48 percent

reduction in the charges which would have been paid by Comsat customers
in 1978, if Comsat's 1975 rates had remained in effect.
(3) Comsat will withdraw its further petition for re-hearing pending

before the U.S. Court of Appeals for the District of Columbia Circuit and
refrain from further rate case related ligitation.
(4) These new tariffs for Comsat's services through the Intelsat system will

be based on revenue requirement calculations which feature a number of
modifications:
(a) Intelsat capital contributions (Comsat payments for Intelsat's con-

struction program) will be allowed in the rate base.
(b) Other plant construction work will be allowed in the rate based when

it is placed in service. While under construction, this plant will accrue "interest
during construction".
(c) Comsat will include 75% of the investment in its laboratories in its

rate base.
(d) Comsat allowed return on equity will be re-stated, consonant with

current market conditions to 12.2%.
(e) Until such time as Comsat acquires debt equal to 45% of its rate base,

Comsat's overall allowed rate of return on rate base will be 11.48%. This is
an average over a six year period of the imputation of debt beginning January
1,1978 and continuing over the next five years at the rate of 9% per year.
If Comsat acquires debt equal to 45% of its rate base, its overall rate of
return would reflect a return on equity of 13.2% with the cost of debt being
the cost of an A-rated public utility at the time Comsat acquires debt. The
efficiency incentive allowed in the Commission's decision of an additional one
percent will be retained.
(5) For refund purposes, Comsat's new tariffs will be treated as if they

were in effect September 9, 1977. This will result in the additional refunds
to customers of approximately $5.2 million referred to above.
(6) The Commission will confirm its intention to require flow through by

Comsat's carrier customers, to ultimate users both of funds in escrow and
reductions in Comsat's tariffs. Any international common carrier which has
not agreed to "flow through" by the time Comsat's new tariffs become effective
will not have its escrow money refunded, nor will it be billed at the new rates
until the flow through matter has been resolved in separate proceedings. Instead,
Comsat will continue to hold the carrier's funds currently in escrow and
continue to charge the rates in effect before the settlement. The difference
between the pre-settlement rates and the new Comsat rates will also be held
in escrow until the flow through issue is resolved. The international common
carrier will bear the administrative costs of the escrow fund in the future.
(7) The proposed settlement also contains a variety of procedural provisions.
Accordingly, the Chief, Common Carrier Bureau hereby gives public notice

of the terms of the proposed settlement agreement in Docket No. 16070 ,
reached by representatives of the Common Carrier Bureau, the General Counsel
and Comsat. As previously stated, this agreement is subject to approval by the
Commission. Any individual or organization wishing to file comments con-
cerning the proposed settlement agreement shall do so by March 30, 1978.

SETTLEMENT AGREEMENT

1. Comsat will file revised tariffs for its jurisdictional international satellite
communications services in full compliance with the Commission's December
4, 1975 Rate Decision (56 F.C.C. 2d 1101) with the following adjustments to be
made as of September 9, 1977.

a. Comsat will include in rate base 75% of its net investment in its
Laboratories;

b. •Comsat will include in rate base its capital contributions to Intelsat for
space segment plant and related equipment in lieu of interest during con-
struction, and it will be allowed compounded interest during construction on
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other construction work in progress computed at 9%, which represents approx-imately the present rate for A-rated public utility bonds;
c. Based on the methodology used in the Rate Decision of a riskless rate ofreturn (pegged to the current long-term government bond yield—presently8.2%) plus a 4% risk premium, Comsat's allowed rate of return on equitywill be 12.2%;
d. When Comsat actually incurs debt equal to 45% of its rate base, Comsat'sallowed rate of return on equity will be 13.2% to reflect the added risk ofdebt in accordance with hte Rate Decision and the Court of Appeals Opinion.For purposes of computing Comsat's overall allowed rate of return on rate

base, Comsat's cost of debt shall be calculated as the prevailing interest ratefor a public utility with 45% debt engaged only in Comsat's jurisdictional
business (presently assumed to be the rate for an A-rated public utility).Thus, for example, if, when Comsat actually acquires debt equal to 45% of itsrate base, the prevailing interest rate for such public utility is 9%, Comsat's
overall rate of return would be 13.2% x 55% equity plus 9% x 45% debt or
11.31% (with an additional 1% allowed in the Rate Decision for efficiency).

e. Until such time as Comsat actually incurs debt equal to 45% of its ratebase, Comsat's overall allowed rate of return on rate base will be 11.48% toreflect the imputation of 45% debt (with an additional 1% for efficiencyallowed in the Rate Decision). The 11.48% is the average rate of return over
a six-year period beginning January 1, 1978, assuming a 12.2% rate of return
on equity and the imputation of 45% debt at the rate of 9% per year for five
years beginning January 1, 1979, with cost of debt calculated at the present
interest rate for A-rated public Utility bonds (9%).

2. A retrospective analysis of Comsat's informational tariffs of August
2, 1976, filed in accordance with the Commission's July 22, 1976 Escrow Order(FCC 76-688), indicates that the escrow accounts contain sufficient funds foran equitable refund for the period through December 31, 1977, assuming (1)
that Comsat was entitled to a return of 11.3% on rate base (plus the 1%
allowed for efficiency in the Rate Decision) ; and (2) that rate base might
properly include Intelsat capital contributions, provided that Comsat makes
an additional payment of not less than $5.2 million into the escrow fund.
The additional payment would be calculated on the assumption that Comsat
had voluntarily filed new informational tariffs on September 9, 1977 (the date
of the Commission's letter of inquiry) calculated in accordance with ¶ 1 above.Pursuant to Commission order as described in 13 below, Comsat will distrib-
ute all funds (including interest thereon) that are properly in the escrow
accounts for the period through December 31, 1977. Deposits placed in the
settlement will be divided between Comsat and its customers as if the revised
escrow accounts for the period from January 1, 1978 to the date of final
tariffs calculated in accordance with 1 1 above had been in effect on January
1, 1978. Comsat will bear all administrative costs associated with the escrow
accounts provided in the Commission's Escrow Order.
3. The Commission will confirm its intention to require flow-through to the

ultimate users both of the funds in escrow and of the cost savings to Comsat's
carrier customers of reductions in Comsat's tariffs. With respect to funds in
escrow subject to refund (with accrued interest) through the effective date
of Comsat's revised tariffs, Comsat will not distribute such funds to any inter-
national communications common carrier until the flow-through issue hasbeen finally resolved or until such earlier time as any carrier agrees to flow
through any portion thereof, in which case such portion of the escrow shall be
released for flow-through as approved by the Commission. Comsat will file itsrevised tariffs within seven business days after entry of a final order approving
this Settlement Agreement. After such notice to the public as the Commission
deems appropriate, the revised tariffs shall be the lawful governing tariffs forthe provision by Comsat of international communications satellite services. If, atthat time, the flow-through issue has not been finally resolved, Comsat will,upon request of the Commission, continue to bill at the rates in effect beforethe date of the Settlement Agreement those common carrier customers that
do not agree to flow through the cost savings resulting from the reductionsin Comsat's tariffs or agree to place in escrow amounts equal to the difference
between Comsat's revised tariffs and the tariffs in effect before the date offinal settlement (the administrative cost of such escrow account to be borne
by the carrier customer). In the event Comsat continues to bill any carrier cus-
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tomer at the rates in effect before the date of final settlement, Coms
at will

,establish a separate escrow account into which it will place the 
difference

between the amounts billed the carrier customer and Comsat's revised
 tariffs

(the administrative costs of such escrow account to be borne by the 
carrier

customer.)
4. Upon entry of a final order approving this Settlement Agreement, Co

msat

will withdraw its petitions for further review of the Commission's 
December

5, 1975 Rate Decision, and the Commission will vacate its Decmeber 
7, 1977

Order (FCC 77-802).
5. A Commission Order approving this Settlement Agreement will have th

e

same prescriptive effect as if the provisions of the Settlement Agreement 
had

been incorporated in the Commission's 1975 Rate Decision.

6. Comsat will conform its books of account with the provisions of the

Rate Decision and this Settlement Agreement as if the Decision and this Agr
ee-

ment had become effective June 16, 1976 (the effective date of the informatio
nal

tariffs filed pursuant to the Commission's Escrow Order of July 22, 
1976).

Comsat will meet with the Commission staff to revise FCC Form 901 con
sis-

tent with the Rate Decision and this Settlement Agreement.

7. Nothing in this Settlement Agreement precludes any party in Docket No
.

16070 from adopting a different position in any future rate case.

This Settlement Agreement is subject to approval by the Board of Directors

of Comsat and by the Commission, after notice to the public and opportunity

for comment.
Question. Does the fact that this enormous overcharge occurred indicate

anything about the FCC ability to regulate Comsat?
How was this overcharge discovered, i.e., was it revealed by FCC staff or by

users of Comsat?
Answer. As a result of staff analysis of tariff support material and customer

protest, Comsat's initial rates were set for hearing in June 1965. While this

step appeared rational and indeed necessary at the time in response to the

Act, the case remained dormant, except for occasional accounting orders and

prehearing conferences, until 1971. Evidentiary hearings were then ordered

forward. The hearings took several years and amassed a record culminating

in over a thousand pages of briefs. The Commission issued its 115 page decision

in December 1975.
The rate case involved a great number of complex issues generally related

to Comsat's revenue requirement and rate srtucture. (Through its revenue

requirement a carrier determines what it must collect in its rates to recover

prudent operating expenses and capital costs.)
In the proceeding the Commission basically found that Comsat had greatly

overstated its revenue requirement. Generally, it was concluded that Comsat

had not fulfilled the mandate of the 1962 Communications Satellite Act to

make the economic benefits of satellite technology available to the public. It

is believed that the Commission's rate prescription will rectify the situation

so that future Comsat rates will not get so far out of line with costs. The
Commission will now be able to monitor Comsat's operating results for adher-

ence to its fair authorized return. The decision and settlement also contain

provisions related to routine financial reporting.
Question. The bil before this committee gives the FCC enormous responsibili-

ties to control and regulate Comsat. Do you have the manpower and funding

to perform those responsibilities? Do you have adequate authority?
Answer. The passage of HR 11209, or an equivalent Congressional bill,

would place the United States in a position of having at least a designated en-
tity to participate in the international organization Inmarsat, if not resulting
in participating in that organization. Consequently, additional regulatory effort
will be required of this Commission to not only deal with the designated
entity's (here, Comsat's) facilities operation, but to provide guidance and
instructions to the entity on regulatory concerns in its position as the U.S.

representative in an international organization. The Commission's manpower

and funding levels for the regulation of international and domestic carriers
are currently marginal. Improvements in manpower and funding are necessary
to bring current responsibilities up to more effective standards. The additional
regulatory requirement generated by the passage of Inmarsat legislation will
certainly require additional manpower funding for this Commission to properly
perform its functions in this area effectively.
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The Commission's budget proposals for the last several years have pointed
out the need for increased levels of manpower and funding to more effectively
regulate those matters concerning international telecommunications, including
maritime and maritime satellite services. The immediate need with regard
to the pending Inmarsat legislation is for increased manpower and funding to
initiate and to complete the two comprehensive studies required by H.R. 11209
and the Senate Staff working draft. However, continued effective regulation
and oversight of maritime satellite services will necessitate further increases
due to the minimum resource levels currently existing for international
regulation.
While the Commission does not currently have adequate resource levels

necessary to properly and effectively control and regulate international tele-
communications, it will have adequate authority to control and regulate the
designated entity (here, Comsat) with the passage of legislation along the
lines of the Senate Working Draft. Along with the Communications Act,
such legislation should give the Commission the necessary authority to control
and regulate Comsat for provision of maritime mobile satellite services. And,
the Communications Satellite Act of 1962 in conjunction with the Communica-
tions Act gives the Commission adequate authority to regulate Comsat for
provision of services through Intelsat.

Question. Has the Commission done any studies on the potential market
involved here? on the effects of competition?
Answer. The Commission has not carried out any independent analysis of the

probable market demand for maritime satellite services, their probable cost,
the potential need for and source of any direct or indirect subsidies, or other
issues concerning the economic viability of an international joint venture
to provide maritime satellite services. The development of information regard-
ing these issues has been the subject of continuing discussions and studies
within an international working group with U.S. participation established
upon the initialing of the Inmarsat Convention by 40 nations. The Inmarsat
Preparatory Committee was mandated to consider various operational, techni-
cal and economic matters in preparation for the establishment of Inmarsat.
Specifically, economic studies are being pursued to (1) outline the various
communications services which might be offered through Inmarsat; (2) develop
traffic and economic forecasts; (3) analyze the the economic viability of
various system alternatives; (4) develop methods for determination of system
utilization and the establishment of utilization charges; (5) draft an Inmarsat
cash flow and capital budget; and (6) draft financial procedures and account-
ing policies. Draft reports concerning these subjects have been submitted to the
Committee; however, no final reports have been released which the Commission
can evaluate.

Question. Does the FCC feel there is any conflict or restraint of trade
implied in a situation where Comsat is providing a service and is permitted
to market that service directly while others providing the service must pur-
chase the service from Comsat?
Answer. As this question is worded, it implies that Comsat would be a

"carrier's carrier" vis-a-vis the other carriers, but would be a "participating
carrier" for the provision of "service" directly to the user at the same time.
If this were the case, then the Commission would definitely have problems in
the areas of competition conflict and/or restraint of trade. However, neither
this Commission nor legislation currently being considered has proposed such
a situation.
The designated entity (here, Comsat) would provide the earth station-to

satellite-to ship link. As a "carrier's carrier", that link would be provided to
the IRC's (and other authorized maritime carriers) which, in turn, would
provide that link and the landline haul as a end-on-end service to the user.
As a "participating carrier" the satellite service would be made available to
the user, through interconnection with competing domestic and international
carriers providing the landline haul. In either mode of operation, the operating
entity is not providing the landline haul; the only "service" the entity (here,
Comsat) would be concerned with is the earth station-to satellite-to ship link.
Consequently, in either mode of operation, there would be no conflict in pro-
viding that "service."

Senator HOLLINGS. Our next witness is Mr. Henry Geller, Assistant
Secretary designate for the National Telecommunications and Infor-
mation Administration.

30-338-78---5
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STATEMENT OF HENRY GELLER, ASSISTANT SECRETARY-DESIG-

NATE, TELECOMMUNICATIONS AND INFORMATION, DEPARTMENT

OF COMMERCE; ACCOMPANIED BY W. L. FISHMAN, ACTING

DEPUTY ASSOCIATE ADMINISTRATOR, NTIA

Mr. GELLER. I appear here as the consultant to the Commerce

Department, and as you know, as the Assistant Secretary-designate

for Communications and Information.
And with me is Mr. William Fishman who is acting Deputy

Associate Administrator of NTIA for Policy Analysis and Develop-

ment.
We appreciate the opportunity to testify on behalf of the execu-

tive branch on the Maritime Satellite Telecommunication Service and

to comment on pending legislation dealing with that subject.
Active international efforts to provide maritime mobile satellite

telecommunications services to ships have been underway for a
number of years and culminated in 1976 in the opening for signature

of instruments which would provide for establishment of Inmarsat.
These instruments, consisting of a convention to be signed by
governments, and an operating agreement to be signed by either
governments or their designated operating entities, provide the
institutional basis for development of a global maritime mobile
satellite telecommunications system.

It is our view that the Congress should provide legislative author-
ity for participation by the United States in the International
Maritime Satellite Organization, Inmarsat, by authorizing the
U.S. Government to sign the convention, and by designating a U.S.
private sector entity who would be authorized, but not required, to
sign the Inmarsat Operating Agreement.

Specifically, any such legislation should meet several objectives.
First, it should provide authority for the United States to enter

into and eccept governmental responsibilities incident to the Inmar-
sat Convention.

Second, it should include authority for a private sector entity to
participate as the sole U.S. designated entity in Inmarsat and as
signatory to the Inmarsat Operating Agreement.

Third, it should provide for structuring of the entity so as to
ensure competition in the provision of economical and efficient service
to users. At the same time, the legislation should provide incentive
for private sector capital investment.

Finally, there are significant governmental responsibilities involved
in such an international maritime satellite system, particularly with
regard to national interest considerations, foreign policy and safety
of life at sea. Therefore, the legislation should provide for appro-
priate U.S. governmental oversight of the designated private entity.
Currently before the Senate is S. 2211, which was introduced at the

request of the administration last fall. The House of Representatives
is currently considering a similar bill, H.R. 9647, as well as one
structured differently in several important aspects. We prefer the
language and structure of S. 2211 and H.R. 9647. It is our view that
a private corporation should be the U.S. designated entity for
Inmarsat. The objective of such a designation is to insure that



63

-U.S. telecommunications investment decisions in Inmarsat are
made in the private sector and that sound business judgments governthe development and operation of international maritime satelliteservices.
We recognize that there are a number of alternatives to be con-sidered in selection of such a private corporation. Basically, thecorporation must serve two functions: domestically, to provide, sofar as feasible, a competitive climate in which the users obtain mari-time satellite services, and internationally, to provide a focused,unitary mechanism for U.S. representation in the Inmarsat Council.With these objectives in mind, it is our considered judgment thatthe most desirable solution lies in the creation of a new private cor-poration. Such a solution was -advocated by the Administration inS. 2211. It calls for the creation of a new corporation, to be ownedinitially by certified common carriers in proportions to be determinedby the Federal Communications Commission.
This approach avoids extending the Communications SatelliteCorporation's existing statutory monopoly into a new field, permitsany carrier with a desire to do so to invest in the new facilities, pro-vided the FCC can be satisfied such investment is in the public inter-est, spreads among a number of private companies the decisionwhether or not to join Inmarsat, and a host of subsequent issueswhich can be expected to arise.
Under the administration's proposal the FCC would retain plenaryjurisdiction over ownership in the entity in the first instance andcould restructure such ownership as the public interest requires fromtime to time. In short, we believe that the user would be best servedby the designated entity being a new corporation acting either as acarrier's carrier or as a participating carrier, as the FCC mightchoose.
Senator HOLLINGS. Would you like to elaborate now, or does yourstatement further elaborate about Comsat? Let's assume I'm leaningtoward Comsat as the designated entity. Why am I making a mis-take ?
Mr. GELLER. Well, I will get to that right away, on Comsat.Senator Scmirrr. I would like to hear your explanation of thedifferences between the carrier's carrier and the participating carrier.You say they are metaphysical.
Mr. GELLER. Almost. It seems to me that either way, whoever'srunning the space segment wants a return on investment. He's got toget a certain amount of revenue. It will be factored in, either if it'sa participating carrier or a carrier's carrier.
Senator ScHmrrT. You don't think the capacity argument is sig-nificant?
Mr. GELLER. We don't see anything about a carrier's carrier that isinconsistent with an on-demand system. It can be worked out, par-ticularly with legislative history that says in this field, with suchsporadic use, and therefore the need to do it on demand rather thanwith dedicated frequencies, that's the way to go. If that is the mostefficient way, then it can be worked out that way. We don't have anyobjection to doing this as a participating carrier. I want to stressthat. But there's nothing about a carrier's carrier that rules out anon-demand system.
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There's the argument made that with the carrier's
 carrier approach

you will get layering, and there won't be the s
ame incentive for the

carrier's carrier to be most efficient. We thi
nk the incentives for

whoever is running the space segment will depen
d on either regula-

tion by the FCC holding it down to a proper re
turn or competition.

If the operator faces competition from other me
ans, it will be driven

to try to make it as efficient as possible. We think 
that is the name of

the ballgame, and it won't matter if you call it a p
articipating carrier

or a carrier's carrier.
As we say, we would urge you to leave that to the 

Commission. If

the Commission feels it's better, let it have the p
articipating carrier.

Either way, we think there's going to be a need for
 provision of

competition or close regulation.
In evaluating the nature of the U.S. entity in 

Inmarsat, con-

sideration was given to the designation of Comsat. Ho
wever, poten-

tial conflicts of interest exist in such a case. Since Coms
at is the sole

U.S. representative to Intelsat, and since Comsat ow
ns the largest

single share of Intelsat, it is in a unique position to 
influence deci-

sions made by that organization. If Comsat were desig
nated the sole

U.S. representative to Inmarsat, where the U.S. desi
gnee will also own

the largest single share, it can be expected that it will als
o exert consid-

erable influence over the decisions of that organization
.

A conflict would certainly arise then should the intere
sts of these

two organizations not be totally consistent. For exam
ple, there are

indications that some elements within Intelsat seek to 
have that

organization provide service to maritime users in competi
tion with

or in lieu of Inmarsat. Comsat would certainly be
 instrumental

in making that decision within Intelsat and yet its ro
le within

Inmarsat might compromise that organization's ability to 
respond

effectively.
In addition, Intelsat is considering becoming a space 

segment

supplier to Inmarsat. Again, Comsat would have a major
 role in

making that decision and in determining the costs to be char
ged to

Inmarsat. Comsat's major role as both buyer and seller could

thereby diminish the possibility of competitive procurement of
 the

space segment by Inmarsat.
An additional possible conflict of interest arising from Comsat

's

designation as the U.S. Inmarsat entity concerns the provi
sion

of maritime service to the U.S. Navy. While we do not know the

method by which such service will be provided for the Navy in the

1980's, there are several possible scenarios involving Comsat which

could cause potential conflicts.
There's one other disadvantage, Mr. Chairman, and that is that

if Comsat is designated at the agency to run Inmarsat under

H.R. 11209, logically it would not then be allowed to engage in retail

maritime business, it could not do pick-up and delivery. Comsat is a,

very vigorous competitor there through Comsat General, and there-

fore you would lose this vigorous competitor, and that, we think,

again is a detriment to the public interest.
On the other hand, some feel that a corporation owned by compet-

ing carriers could lead to even greater difficulties. We recognize that

joint ownership and operation at the wholesale level is not an ideal
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solution, but we believe the overall concept of S. 2211 will do more
to further competition than the chosen instrument approach, namely
Comsat. S. 2211 has the potential to provide competition amongst the
carriers at the user service level by allowing the owning carriers to
earn revenues for the use of the maritime Earth station and space
segment by their customers. In contrast, one of the bills before the
House provides for participation of retail carriers with Comsat in
the provision of maritime services. This would mean that the com-
petition for retail carriers would be limited to carrying the traffic
from its origination, say, New York, to the Earth station in Con-
necticut. It is obvious there would be little incentive for carriers to
compete for such small percentage of the overall revenue.
We also believe that designating Comsat as the chosen instrument

in Inmarsat would, by enlarging Comsat's monopoly role in
international space communications, encourage a monopolistic solu-
tion to further international commercial space communications ven-
tures like Aerosat or other future systems not yet imagined.
Under S. 2211, the details of the intercorporate and other relation-

ships between the entity and its constituent owners are left to the
Federal Communications Commission. It is our belief that such
matters are best left to the expertise of the regulatory agency operat-
ing within the broad policy framework of permitting all eligible
carriers and, after 5 years, noncarriers to participate in ownership.
For those reasons, we urge the subcommittee to adopt the desig-

nated entity approach set out in S. 2211, section 5. As the Communi-
cations Satellite Corporation would not, therefore, receive a monopoly
grant of authority, it bears emphasis that under the administration's
approach, the FCC could authorize an appropriate ownership share
for Comsat.

Insofar as governmental oversight is concerned, it must be recog-
nized that the entity will be the U.S. participant in an international
organization which is established through an intergovernmental
agreement. Although the U.S. Government accepts no financial or
operational responsibility for the provision of Inmarsat services, the
entity's position as the U.S. participant in an international organiza-
tion makes it essential that it be responsive to national policy and to
governmental programs designed to carry out the Government's
responsibilities and obligations.
While the entity will be a private corporation, there nevertheless

remain areas of substantial governmental interest, particularly in
view of the Government's statutory as well as the traditional role in
providing maritime safety communications and navigation services.
Moreover, the organization, implementation, and operation of

international satellite systems require a high level of government-to-
government cooperation and accord. The designated entity will be
the U.S. signatory in an international organization, casting votes and
making decisions along with representatives of participating foreign
governments. The national interest and foreign policy implications
inherent in this arrangement call for clearly defied executive branch
responsibility.
Accordingly, in addition to the provision of traditional full regu-

latory authority of the Federal Communications Commission, we
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believe that provisions should be included for Presidential oversight
and coordination to assure that institutional arrangements and
operational procedures are responsive to the national interests and
consistent with the foreign policy objectives and commitments of the
United States.
I should like to stress that, Mr. Chairman, in this field we think

there are very strong national interests and foreign policy considera-
tions because of the safety of life, because of the national defense,
because of the fact that the Maritime Administration is involved
and the Coast Guard, and because there are very serious foreign
policy considerations. Inmarsat is a cooperative arrangement with
the Soviet Union. That is not true in Intelsat. And there are
also issues of launch policy, of technology transfers. For all those
reasons we think the executive should be involved.
This Presidential oversight should, of course, encompass the views

of the FCC with respect to the issues addressed. S. 2211 currently
before this subcommittee addresses this issue satisfactorily. However,
the text of the aforementioned House bill, H.R. 11209, should be
amended to confer certain war powers on the President as in section
606 of the Communications Act of 1934.
In summary, we believe the structure of the entity should be

sufficiently defined by legislation to insure an effective unified -U.S.
position in Inmarsat, responsive to both government and non-
government needs, while at the same time encouraging maximum
private sector participation and commercial competition in providing
an effective maritime service at minimum possible cost to users. We
believe that the most effective path to accomplishment of this goal
is creation of a new private corporation whose sole function would
be that of serving as the U.S. Inmarsat entity.
The instruments creating Inmarsat must be signed by the

United States no later than July 3, 1979. In the absence of such
action by that date, Inmarsat would not come into existance since
subscription to the U.S. investment share is required for Inmarsat's
creation. Given the many steps which must be taken to formally desig-
nate an entity and to have it in turn formally adhere to the operating
agreement, should it decide to do so, we urge rapid passage of enabling
legislation along the lines described above.
To that end, we support passage of S. 2211 which was introduced

at the request of the administration last fall. We recognize, of course,
that numerous events have transpired in the intervening period and
that additional information may be developed in the course of these
hearings. We continue to believe S. 2211 is essentially sound. How-
ever, we would be happy to work with the subcommittee in developing
any modifications to the bill that might be appropriate at this time.

Finally, Mr. Chairman, let me add that although we prefer the
solution to the designated-entity question reflected in S. 2211, should
the subcommittee prefer another approach we would be pleased to
work with you and your staff in preparing a bill.
Thank you very much.
Senator HOLLINGS. Mr. Geller, what share? When you say an

appropriate share of Comsat should be in this new entity, what would
be an appropriate share? Can you describe it a little more fully,
other than just using the word "appropriate"?



67

Mr. GELLER. That would be left to the FCC. A.T. & T. said they
would like a 25-percent share of the new entity. The IRC's have
indicated a marked interest also. It may be that Comsat would come
out, under FCC proceedings, with 60 percent, maybe with 49 percent.
We just don't know, and it would depend upon the interest of the
IRC's. I think it would be healthy if it were less than a majority.
Senator HOLLINGS. Did the executive branch ever make a specific

determination as to whether or not the United States should partici-
pate in an Inmarsat organization?
Mr. GELLER. We have very strongly participated in the Inmarsat

negotiations. We made certain positions clear to the Inmarsat nego-
tiators. About 95 percent of the positions we urged were adopted.
And therefore, the executive branch strongly believes that the Inmar-
sat organization should come into existence.
Senator HOLLINGS. When was that decision made and who made it?

I'm trying to determine that just for my own information.
Mr. GELLER. It was made in negotiations, starting, I believe, in

1974, where we urged certain positions upon the Inmarsat nego-
tiators and they were adopted. So that within the executive branch,
we believe it is a desirable consortium, and that it is desirable to draw
the Soviet Union and other countries into a cooperative venture of
this nature. We think that it is in the public interest.
Senator HOLLINGS. Negotiations began in 1974? Who is handling it

in this administration? When did they say, let's have the go-ahead
in Inmarsat?
Mr. GELLER. After OTP worked out all the elements in it, that

decision was made in the State Department to urge legislation, and
that went to OMB; and it has State Department clearance, Justice
Department clearance, DOD clearance, clearance by the OTP, and
the Department of Commerce. And that is why we are proposing to
you the Inmarsat legislation.
Now, it is up to you to dispose one way or the other. Obviously,

we would follow the congressional decision and implement it fully.
But it is our position, worked out within the executive branch, to
urge you to allow us to go forward with Inmarsat.
Senator HOLLINGS. Well, I understand the administration's original

recommendation was to designate Comsat as the U.S. entity, and
then it was changed. Can you tell us why?
Mr. GELLER. Well, wisdom with age. Mr. Chairman, the original

FCC position was also just the opposite, to go the way we are now
urging. So that you can see that this is obviously a close, difficult call.
Senator HOLLINGS. Well, is it a change in target? I mean, each time

you prepare us a bill it changes.
Mr. GELLER. It was decided upon reflection that with Comsat,

there were so many conflicts that it would be better not to go that
route. There are advantages to Comsat. You avoid having to bring
in a consortium. Comsat is ready to do it. It has the expertise. It is
the simplest way to go. But when we looked at it, we decided that
there were too many disadvantages and that they outweighed the
advantages.
Now, the disadvantages are the ones I've said: that there are con-

flicts because of Intelsat's possible interests; the fact that you
are once again using Comsat for the space segment of a new
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endeavor, and that might get to be a habit. And we think that

monopoly is not the best way to go if there are possible alternatives.

We believe that the way we've gone has some drawbacks, because it

does involve a corporation made up of several competitors. Never-

theless, the other way of going, just saying that it is a monopoly to

Comsat, has more drawbacks. And we have simply, upon reflection,

changed our mind.
Senator HOLLINGS. Isn't it your opinion we would be in an inter-

national fix, if we did not go forward with Inmarsat?
Mr. GELLER. My opinion is that it would not sit well with the inter-

national community to have the United States, having urged so

strongly Inmarsat on the conditions we set forth, and having

gotten those conditions after a big fight, to turn around and not go

forward. It would not put us in the best position in the international

community.
Senator HOLLINGS. Under the administration's bill, Mr. Geller,

wouldn't the new corporation, acting as a carrier's carrier, be the

owners of the system and the marketers of the service, one and the

same? In other words, wouldn't that lead to marketsharing and less
competition?
Mr. GELLER. Let me say first of all, we don't prescribe a carrier's

carrier. It can go any way the FCC wants it to go, either participa-
ting carrier or carrier's carrier.
But your question is a good one, in that our approach does put

all the competitors together in the space segment and in the Earth
stations, and then the wholesalers are dealing with the retailers. We
think the answer to that is that if there were marketsharing, it
would stand out like a dead mackerel in the moonlight, and action
could be taken against it by the FCC or the Antitrust Division. We
point out that such sharing arrangements did not result with
Marisat I. We don't see why it would result here.
And so, while we do say that there is a down side to this, we

don't think that marketsharing would really come about.
Senator HOLLINGS. Do you really think the Intelsat should go into

competition with Inmarsat to provide maritime satellite services?
Mr. GELLER. Well, at this point we think that if Intelsat does go,

there would be a conflict for Comsat. Comsat is the largest single
owner in Intelsat and would be the designated entity in Inmarsat.
Senator HOLLINGS. I'm trying to get your opinion from your ex-

perience. Do you think that Intelsat should get into the maritime
field?
Mr. GELLER. We wouldd prefer to have Inmarsat do it because

that is a cooperative venture involving the United States, the Soviet
Union, and others. We think that Intelsat can possibly participate
by being the supplier of the space segment. But we would like to
have Inmarsat come into being. So our answer to you is no we
would not like to have Intelsat at this time take the place of In-
marsat.
Senator HOLLINGS. Senator Schmitt?
Senator SCHMITT. Mr. Geller, who has been representing our

interests in Inmarsat negotiations?
Mr. GELLER. They have been represented by a number of people

in the executive branch. They include, from OTP, now NTIA,



69

Mr. Fishman, Mr. William Adams, and also State Department
representatives. The FCC has also sent representatives to partici-
pate in Inmarsat negotiations. This is all under the aegis of the
State Department. The carriers have also participated and sent
representatives.
Senator SCHMITT. Participated in the actual negotiations?
Mr. GELLER. Yes. But the State Department runs all international

conference negotiations. And this has been under its aegis.
Senator SCHMITT. You said 95 percent of the State Department's

recommendations were included in the final convention. Could you
supply the committee with details of the other 5 percent?
Mr. GELLER. I would be glad to do so.
Senator Sciimirr. What did we recommend that were not

included?
Mr. GELLER. I think they are very small details. The main thing

we pushed for was that this agreement could be signed by the
private sector and that the private sector can participate in the
endeavor; we won on that, even though the other nations were not
enthusiastic about it. We would be glad to supply for the record
those items which we did not get.
Senator ScHmirr. Now, based on your testimony, is it correct or

incorrect to conclude that you believe congressional designation or
creation of Comsat as our representative to Intelsat was a mistake?
Mr. GEI.11.11R. No; I don't believe that is so at all. I think we were

in a new field where it was necessary to choose an entity like Comsat.
Comsat has been very successful in that field and has done a very
good job of representing the United States. There are problems that
have arisen: The authorized user issue, the instructional problems,
matters that have to be worked out because of this designation of
Comsat. But we think that was a good thing to do.
Senator SCHMITT. On page 2, would you explain why you made

the statement that, quote, "Congress should designate a U.S. private
sector entity that would be authorized, but not required, to sign the
Inmarsat operating agreement"?
Mr. GELLER. Because this is a commercial venture, and the United

States is not telling anybody to go into it. It has to be a decision on
the private sector's part that they believe this is commercially viable
and they wish to undertake it voluntarily. For that reason it is up to
them voluntarily to say, "Yes, we wish to sign it, we wish to provide
this commercial service."
Senator ScHmirr. What would be the effect of a decision by that

private sector entity not to sign?
Mr. GELLER. Stunning. I think it would be very surprising. I

think that Comsat clearly wishes to provide this service. Whether
it wishes to provide through Inmarsat or other means is not clear.
I believe that the consortium of carriers that we mentioned, the
TRC's and A.T. & T., wishes to provide the service, and therefore
I think you can count on that if they are authorized to go forward,
they will sign. But it would be quite a reversal to find that nobody
wished to do it.
Senator SCHMITT. But the "not required" strengthens their bar-

gaining hand, is that right?
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Mr. GELLER. Yes • Marisat I is turning out to be much 
more

profitable than people thought earlier, so we think there will be 
a

movement into this area.
Senator SCHMITT. Now, the House has included language giv

ing

a congressional or Presidential veto to any decision made by Co
msat.

Do you think that is advisable?
Mr. GELLER. Well, the reason for that, I believe, is that under the

House version they could either participate in Inmarsat or any

other entity that might be created. This gives more flexibility. Bu
t

since we don't know what it is, since we are not sure it is Inmarsat,

a veto is put in for the Congress and to the President to act in view

of the uncertainty. I think if you go the House route, a veto is a good

idea. If you go the route of S. 2211, it is unnecessary, since in S. 2211

all you're talking about is Inmarsat. But I believe that is the reason

for the provision in H.R. 11209.
Senator SCHMITT. You would not want a veto on the specific

decision, to sign or not to sign?
Mr. GELLER. Not in Inmarsat. We believe that it is unnecessary.

If, however, you're talking about entities we don't know about, it is

probably a good idea to have the House provision.
Senator Scum= How important is the inclusion of the war

powers provision included in section 606 of the Communications

Act?
Mr. GELLER. Well, we think it is a very desirable and very im-

portant provision. In the case of war, there ought to be the ability

to get in touch with those ships and to permit a president to use
his war powers. There could be very serious national defense con-
siderations in an emergency or wartime, and therefore we think it is
really almost an oversight not to put in the section 606 provision.

Senator SCHMITT. Do you think it was an oversight not to have
U.S. aspect of it is concerned. Now, there is a difference. There you
it in the Communications Satellite Act of 1962?
Mr. GELLER. I think that probably should be in there, so far as the

are communicating with foreign partners. But even there, I think
it would be desirable to have that, yes, because there are some
instances where it could be very important to have the executive take
over that aspect in an emergency such as war.
Senator Scinurr. You don't think that the Communications Act

covers the Intelsat situation.
Mr. GELLER. I would have to study it. I realize that there was

some talk at the time of the 1962 act that a good deal in the Com-
munications Act would make unnecessary some of the provisions in
the Satellite Act of 1962. I would have to go back and look at it,
and would be glad to do so and give you an opinion.
Senator SCHMITT. Could you provide us an opinion on whether

or not the Communications Act would apply to our participation
in Inmarsat as well as our participation in Intelsat?
Mr. GELLER. I think that is a good question, and we will certainly

do that.
Senator SCHMITT. Do you believe that Government agencies should

be directed to use Inmarsat services unless they can prove that they
have unique needs or national security requirements that require
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them to either have their own satellite system or utilize some othermeans of communications ?
Mr. GELLER. Yes; that is an OMB directive now, that you shoulduse private sector means unless there are these national interests.Senator SCHMITT. Thank you, Mr. Chairman.
Senator HOLLINGS. Thank you very much, Mr. Geller. We havequite a few other witnesses and we want to get on, but we appreciateyour appearance here today.
[The following information was subsequently received for therecord:]

U.S. DEPARTMENT OF COMMERCE,NATIONAL TELECOMMUNICATIONS AND INFORMATION ADMINISTRATION,
Washington, D.C., May 19, 1978.Hon. ERNEST F. HOLLINGS,

Chairman, Subcommittee on Communications,
Committee on Commerce, Science, and Transportation,
U.S. Senate, Washington, D.C.
DEAR Mn. CHAIRMAN: This is in reference to your letter of May 10, 1978 inwhich you ask that I supply responses to specific questions regarding my testi-mony before the Subcommittee on Communications on the Inmarsat proposals.I am happy to respond to your written questions and also to provide you withthe information you requested at the hearing on the applicability of Section606 of the Communications Act and the success of the Inmarsat negotiations.We are also providing you with an elaboration of our views on the extremelyimportant issue of Presidential oversight of the designated entity for Inmarsat.NTIA considers it essential that specific provisions be included in Inmarsatlegislation for Presidential oversight, including the explicit power to issueguidance and instructions to the U.S. entity. Although the Senate Staff WorkingDraft of the "International Maritime Satellite Telecommunications Act" doesprovide generally that the President shall exercise supervision over the cor-poration's relationships and activities with foreign governments, internationalentities and organizations, no provision is included which would authorize thePresident to issue instructions to the entity on matters relating to foreign policyand the national interest. In this regard, the Working Draft is similar to theCommunications Satellite Act of 1962, which also does not include a specificprovision for the issuance of Presidential instructions. However, experiencewith the COMSAT Act has shown, we believe, that failure to include such aprovision was unfortunate because it has resulted in ambiguities and uncertain-ties regarding both the responsibilities of the affected agencies and the bindingnature of instructions issued by those agencies. These ambiguities and uncer-tainties have inevitably led to a diminishing U.S. Government supervisory roleover Comsat's activities within Intelsat.
The problems associated with the issuance of instructions under the ComsatAct are compounded in the case of the Inmarsat entity because the U.S.Government has a greater direct interest in the activities of INMARSAT thanit does in the activities of Intelsat. The prime objective of INTELSAT is theprovision, on a commercial basis, of the space segment required for interna-tional public telecommunications services. While the purpose of Inmarsat isalso the provision of necessary space segment for commerical activities, Article3 of the Inmarsat Convention specifically delineates certain areas of concernto the organization that have no parallel in Intelsat, such as improving distressand safety of life at sea communications, the efficiency and management ofships, maritime public correspondence services and radio determination capabil-ities. The Executive Branch of the U.S. Government has direct and specificresponsibilities in these substantive areas through the United States CoastGuard and Maritime Administration and Presidential policy determinationfunctions.
Furthermore the constituency of Inmarsat is different from that of Intelsat.For example, the Union of Soviet Socialist Republics will own the secondlargest share, next to the United States, of the Inmarsat organization at itsinception, and it is expected that the USSR will exert considerable influence
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over its activities. In order to ensure the consistency of U.S. f
oreign policy,

direct Executive Branch involvement in the issuance of instructions t
o the com-

mercial entity is absolutely required.
It is for these reasons that NTIA considers it essential that the Sena

te Staff

Working Draft include a provision that gives the President explicit 
authority

to issue legally binding instructions to the entity regarding matter
s relating

to foreign policy and the national interest.
Enclosed is a listing of your specific questions and the answers. If we can 

be

of further assistance to you in this matter, please let me know.

Sincerely,
HENRY GELLE'R,

Assistant Secretary-Designate.

Enclosure.

QUESTIONS OF THE COMMITTEE AND ANSWERS THERETO

Question. FCC Chairman Charles Ferris testified that navigational and

safety aids will be included in the services to be offered by INMARSAT. 
Please

describe your understanding of the arrangement for the provision of the
se

services and how they will be financed?
Answer. As an initial point of clarification, I should explain that the INMAR-

SAT organization, as such, will not be the direct provider of any "service
s".

Inmarsat's role will be that of providing space segment capacity, with individ-

ual administrations providing for access to and utilization of that capaci
ty.

Thus administrations, or entities authorized by administrations, will be the

actual providers of services. Decisions relative to providing any particu
lar

type of service will be governed by a number of technical, economic and insti-

tutional considerations.
From a technical viewpoint, services to be offered through the Inmarsat

space segment will be constrained by the capabilities of the space segment, and

those of the ship terminals and the land earth stations. Thus any provis
ion

of specialized services such as safety and navigation must be fully coordinated

beteween the INMARSAT Organization, the entities that may desire to 
offer

such services, the owners of land earth stations providing access to the space

segment, and the user community who will buy and operate the ship terminals.

Because Inmarsat will operate on a commercial basis, any provision of safety

or navigation services inevitably raises the question of who pays for space

segment utilization, and for any increased capital investment required to

provide necessary capabilities in the space segment.
In the U.S., the government has traditionally provided maritime safety and

navigation services through operation of government facilities. While commer-

cial maritime radio stations have been required to maintain certain minimal

safety watches, these services have been viewed largely as being supplemental

to, rather than a fundamental part of, the maritime safety system. With the

creation of Inmarsat, the U.S. entities, on both a national and international

basis will determine to a great extent the types of maritime satellite navigation

and safety services that can be provided.
Throughout the Inmarsat preparatory work of the past six years it has been

clear that there is considerable international interest in providing some

minimum level of safety services through the INMARSAT space segment.

There has been much less interest in providing navigation service in the initial

phases of the INMARSAT operation. It is by no means clear at this point,

however, as to what safety and navigation services will be provided through the

Inmarsat space segment.
Capabilities of the Inmarsat space segment for provision of safety or navi-

gation services will be determined by the Inmarsat Council when it meets to

determine overall design capabilities of the space segment. The U.S. entity

on the Council will have, of course, a 17% vote in that decision. Assuming

that appropriate authority is contained in the Inmarsat legislation, the U.S.

government will provide necessary instructions to the U.S. entity as to U.S.

national policies in regard to extent of services for which capability should

be provided and method of financing.
Question. You stated that the decision regarding U.S. participation in

Inmarsat was made during negotiations starting in 1974. Prior to the beginning

of negotiations with foreign governments, did the Executive Branch ever make
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a specific decision that the United States should particpate in Inmarsat. When?.
Who made it?
Answer. The decision regarding U.S. participation in Inmarsat was made

during the period following the final Panel of Experts Report (1974) through
the Third Intergovernmental Conference on the Establishment of Inmarsat
(September 1976). Prior the the First Intergovernmental Conference (April
1975) which commenced formal negotiations, OTP, the predecessor to NTIA
wrote to then Secretary of State Kissinger stating its position that the
creation of Inmarsat should be supported if certain conditions favorable to
the United States were accepted by the Conference. (See question # 5). This
letter represented views developed following extensive consultation with U.S.
government agencies, U.S. industry and labor groups. The FCC also sent a
letter on March 26, 1975, to the Department of State which reached the same
conclusion. Shortly following receipt of these letters, the head of the United
States Delegation received instrUctions issued by the Secretary of State
(Circular 175) which contained authority to negotiate arrangements for an
international organization to provide maritime satellite capability. Authority
to negotiate and conclude these arrangements was issued on February 4, 1976,
immediately prior to the resumption of the Intergovernmental Conference.
The Circular 175 made it clear, however, that the Inmarsat Operating Agree-
ment would be signed by a designated entity which would thereby undertake
financial responsibility and that the decision whether or not to sign is solely
within the discretion of the entity.

Question. What is the reason for recommending that the designated entity
be owned by common carriers for the first five years and after that open to
the non-common carrier public?
Answer. The 1974 Final report of the IMCO Panel of Experts concluded

that Inmarsat was likely to show a negative cash flow for approximately 7
years and would not recoup a fair cumulative return for approximately 14
years. Up to very recently this view was accepted worldwide for years after
as the most accurate and authoritative judgment on the subject. Given this
view of the economics of maritime satellite services, a serious question was
presented whether the U.S. private industry would be willing to invest millions
of dollars in Inmarsat. While the U.S. had made it the keystone of our policy
toward Inmarsat that the decision whether or not to invest would be made
in the private sector, we believed it important to create institutional arrange-
ments which could reasonably encourage, rather than discourage, private
investment. In view of the economic outlook, it was deemed desirable to
create incentives to attract investment. This was done by permitting the
FCC to authorize rate base treatment of investment in Inmarsat and by
assuring that the carrier-investors had exclusive access to the space segment.
We believed that the U.S. carriers were the best prospects for subscribing

to the U.S. Inmarsat investment share, but that if ownership of the U.S. entity
were left wide open, major users might invest in same portion of it. Were
they to do so, U.S. carriers investment might be withheld since the largest
and most profitable segment of the customer market would have bypassed
the common carriers.
We also recognized the desirability of allowing free access of customers

to ownership on general public policy grounds. Given these conflicting goals,
we concluded that non-carriers should be barred from ownership for five
years, thereby eliminating the carriers' concern about loss of revenues during
the early years, while at the same time permitting direct user ownership,
upon FCC approval, after the system had been established operationally and
financially. Finally, in view of the changed assessment of the economics of
maritime satellite service, reconsideration of the five year limitation might
well be in order.

Question. Do you really think that Intelsat would go into competition with
Inmarsat to provide maritime satellite service?
Answer. Intelsat has made formal presentations to the Organizational,

Technical and Economic Panels of the Inmarsat Preparatory Committee as
recently as February 1978, regarding its willingness to supply to Inmarsat its
space segment requirements through Intelsat V satellites.
A careful examination of the Intelsat Board of Governors' documents

submitted by its Executive Organ before these presentations leads us to the
belief that Intelsat, as a fall—back position, might also be interested in pro-
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viding the maritime services, as opposed to space segment only, directly
to its signatories. The reaction of Intelsat signatories to such an arrangement
is not known at this time. It should be noted though that certain major maritime
nations are either not members of Intelsat i.e,. U.S.S.R., or are only minor
shareholders in that organization.

Question. You mentioned that the United States succeeded in negotiating
95% of its important issues in the Inmarsat negotiations. What about
the other 5%?
Answer. The United States was successful in negotiating all of its major

-r-and sine qua non—conditions during the three sessions of the Intergovern-
mental Conferrence. These included the following points:

1. Access to the Inmarsat system should be open to all vessels of all coun-
tries, members or not, without discrimination.

2. All operating powers and managerial functions should be vested in the
Council of Inmarsat, where the signatories are represented in proportion to the
investment they make in the system, and not in the Assembly, where the
Parties (Governments) have representation, on the basis of one country,
one vote.

3. Inmarsat should be operated on the basis of commerical principles. There-
fore: The U.S. would be represented in the Council by a designated private
entity: the U.S. Government would assume no financial responsibility or
liability of any sort, and the Organization's procurement would be done
on the basis of open bids and awarded to the bidder on the basis of best
combination of price, quality and time of delivery.
The United States sought to have no limitation on voting participation in

the Inmarsat Council. We were unsuccessful in negotiating this point and
the Inmarsat Convention provides that no representative may cast, on behalf
of one signatory, more than 25% of the total voting participation in the
Organization, regardless of ownership. In other words, if any signatory's
ownership of the organization exceeds 25%, that signatory will not be able
to vote its full ownership percentage in the Council. However, Article XIV
provides for an exception to this rule, which satisfied both the government
and private sector negotiators that U.S. interests would not be seriously
impaired.

Question. Is it necessary to include in Inmarsat legislation a specific
provision similar to the war powers language in Section 606 of the Com-
munications Act of 1934?
Answer. Such a clause is in the Administration bill pending in the Senate

(S. 9647) because of the close relationship of Inmarsat to national defense
considerations. I agreed to research the question whether the existing lan-
guage of the 1934 Act would be sufficient to cover any contingencies which
might arise.
In brief, we have concluded that if Comsat is designated as the entity to

represent the -U.S. in Inmarsat, section 606 of the 1934 Act, together with
section 401 of the Communications Satellite Act of 1962 (47 U.S.C. sec. 741)
and section 3 (h) of the 1934 Act (151 U.S.C. sec. 3 [111) is adequate to meet
the need for Presidential emergency war powers with respect to Inmarsat.
We continue to believe, however, that the specific language contained in

S. 9647 would be necessary to give the President the full range of emergency
war powers contemplated by Section 606 of the '34 Act with respect to a
new entity, such as that contemplated by S. 9647. Accordingly, if the Senate
determines that COMSAT is to be the U.S. designated entity in Inmarsat,
no specific emergency war powers provision appears to be necessary. If, how-
ever, the designated entity approach in S. 9647 is adopted, such a provision
would be required. We shall be happy to supply a legal memorandum for
the record, if you wish.

Senator HOLLINGS. Our next witness is Mr. Harvel Strichartz of the
American Radio Association, AFL—CIO.

STATEMENT OF HARVEY STRICHARTZ, AMERICAN RADIO
ASSOCIATION, AFL-CIO

r--. STRICHARTZ. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, I have a prepared

statement. Rather than read it in full, I am asking that it be included
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in the record, and I would like to use it as kind of notes for my
comments. . .

Senator HOLLINGS. That's fine. You can highlight it, as you wish.
Mr. STRICHARTZ. Mr. Chairman and members of the committee, we

have participated in satellite activities since 1969, when we made
financial and manpower commitments the the first experiments on
the SS Santa Lucia. There, we used a taxicab transmitter to transmit
to a satellite, and there we first established the feasibility of this
type of activity for the maritime community as part of a Maritime
Administration project.
I will attempt, in roughly 4 or 5 minutes, to summarize our ob-

servations of 8 years of activity, and I would ask that this be
included in the record.
We have, you'll be relieved to know, taken no position on the

designated entity. We don't feel it appropriate for labor organiza-
tions to address this problem.
, Senator HOLLINGS. I thought AFL—CIO always had opposition to
corporations. This would be the first appearance where the AFL—CIO
did not have a position on a corporate entity.
Mr. STRICHARTZ. No. Excuse me—we have no position on which

type of entity should be used by the United States to participate?
Senator HOLLINGS. You mean either the carrier's carrier or the

participating carrier.
Mr. STRICHARTZ. Yes. We have other concerns. They are very

serious, they are central to the issue, and I would like to address
them.
Our statement identifies who we are: we are the ship radio officers

and radio electronic officers. We are the maritime workers on the
ships. When the safety of life at sea is mentioned, we are the people
involved. It is our lives that are at stake. When the efficiency of ships
is mentioned, we are involved, because if the ships are not efficient,
they are not competitive, and we do not have jobs.
There is some perspective needed in a discussion of this matter.

A great deal of material has been put into the record on the advan-
tages of satellite communication. It should be noted that satellite
communication is only one type of communication resource. It is only
one mode. There is terrestrial communication. Upon the invention
of the jet plane, nobody said let's jettison the wheel, abandon the
wheel and everything between the wheel and the jet plane, for
transportation.
What we are concerned with—and here the question of monopoly

arises—what we are concerned with is that maritime satellite devices
are a very expensive type of equipment, and involve a very expensive
type of tariff.
As Chairman Ferris of the FCC put it, satellite facilities are

directed to a very narrow market. We are concerned that there has
been degradation and erosion of the terrestrial public coastal station
system, and are deeply concerned that if proposals such as were made
on the House side that the designated entity, whatever it may be,
acquire the terrestrial coastal facilities and put them all into one
big pot, this would create a supermonopoly. It would eliminate
competition, and would be bad for a number of reasons.

First of all, terrestrial communications are a resource that do
not suffer from some of the difficulties and inefficiencies of maritime
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satellite communications. For one thing, there are satellite-killers.

These are manmade, held by certain nation-states. For another thin
g,

there are other technical means by which irresponsible individuals

can block communications access to satellites.
But apart from these, there are natural reasons. Meteorites can

collide with them, and then it could be weeks or months before

replacement "birds" are up there in position. There are "eclipse"

situations, and by this I don't mean the eclipses that come every

any number of years apart I mean daily eclipse periods when the

satellites are in the shadow of the Earth and so on. And there are

power problems.
All of these mean that satellite communications, while they have

very great advantages, cannot be the basis for abandoning terrestrial

communications facilities. And yet, if both terrestrial and satellite

facilities were put into one pot, the terrestrial facilities, which have

been largely abandoned by the coastal station operators, and which

it is now proposed to be put together with the satellite facilities,

will suffer. The tariffs of the terrestrial facilities will be raised to

meet the very high tariffs of, let's say, $10 a minute on the satellite
facilities, to suppress competition. I don't want to stay with this,
because I have been allotted a limited amount of time.
Senator HOLLINGS. What experiences have the radio operators

had with Marisat operations? How reliable have they been?
Mr. STRICHARTZ. They have had good experience and bad. The

question of reliability is an excellent one, because some of the
equipment has malfunctioned, and we have had to maintain and
repair it. One of the things we have put into our prepared remarks
that are in the record is a request that the provisions as to ownership
of satellite earth terminals, that in H.R. 11209 provide for instruc-
tional use for training in the operation of the satellite terminals be
clarified also to permit their maintenance. These are training facility
terminals, and we operate such training facilities. We ask that the
words "maintenance as well as use " be included in that language.
We would urge that on you, because we have had considerable main-
tenance problems and yet, when the terminals work, they work well.
The most important thing to keep in mind, though, is that terres-

trial communications are a resource for both war and peace, and
satellite communications through Inmarsat, which are jointly with
the Eastern Bloc will not necessarily be available at all times for
example, during emergencies. Let's put is straight: They will not
be available in any real confrontation situation.
The coast station study that is discussed, we have asked be extend-

ed to a period of 24 months. We have asked that while it is going on,
there be permitted no more abandonment of terrestrial facilities
through closures of these facilities.
We have urged that the language of the act be strengthened as to

the complete and sole financial commitment of whatever entity is in
it. I think that we have taken enough of your time, and I thank you.

Senator HOLLINGS. Well, we appreciate your appearance today.
Senator Schmitt?
Senator SCHMITT. I have one or two questions, Mr. Chairman.

Why did you want the extension of time for the coast station study?
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Mr. STRICHARTZ. Because a considerable amount of work is neces-
sary to evaluate all of the coastal facilities. The FCC really has not
gone in what we think are bad directions, but we think they would
have to start from square one and check with the ships—and it takes
time to contact the ships—to get an evaluation of what is being done
right, what is being done wrong, and what has to be strengthened.
We urged that on the Commission, and we urge it in our statement.
Senator Scinuirr. Are the present HF facilities adequate in terms

of facilities and staff.
Mr. STRICHARTZ. The U.S. public coastal H.F. facilities are not,

Those of many other countries' are. The stations of the United
Kingdom, the Scheverngen station of the Netherlands, are excellent
ones they are modern, they are well staffed, and there are very few
problems for ships to communicate with them on MF or HF. Thus,
quite often, American ships in mid-Atlantic will put their messages
through England to go by cable for delivery in the United States
because they have considerable difficulty in making contact with
U.S. coastal stations that are not adequately manned and do not
have modern equipment.
Senator Scinurrr. Do you have any feeling for why they have not

been upgraded?
Mr. STRICHARTZ. It would take a long time to answer, but the

biggest reason is that they have become part of big conglomerates
which have other interests. All of the radio companies concerned
here had their origins in maritime activities. David Sarnoff, who
founded RCA received messages when the Titanic went down of
survivors lists, and that started his career.
But there is now more money elsewhere, and you have the conglom-

erate people looking at bottom lines they don't want to commit the
money or attention to this type of activity.
Senator SCHMITT. Do you feel that these services would be further

degraded with the implementation of the satellite system?
kr. STRICHARTZ. No, sir, I feel that they will be further degraded

if, as ITT proposes, terrestrial and satellite were to be conglomerated
into a single corporation. I don't think that the Inmarsat system
presents real competition to terrestrial facilities, because its tariff
costs are two and three times those of the terrestrial costs, and its
equipment is two or three times as costly, and it isn't necessarily as
reliable, although there are some situations in which it is.
Senator SCHMITT. A final question Mr. Chairman.
How much additional communications do you think will be created

by the existance of the satellite system? Are there times at sea when
you would communicate that you just don't because it is difficult
to use the HF system?
Mr. STRICHARTZ. I don't think any new uses will be created by the

existence of that facility. There are no times when you don't com-
municate because of the HF system's shortcomings. These short-
comings have been exaggerated, especially because of the poor
staffing of American coastal stations, but that poor staffing situation
doesn't exist worldwide, and when you have to get through, you do,
although sometimes not to a U.S. coastal station, unfortunately.
Senator ScHmiTT. Thank you, Mr. Chairman.

30-338-78-6
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Senator HOLLINGS. Thank you very much.
[The statement follows:]

STATEMENT OF HARVEY STRICHARTZ, AMERICAN RADIO ASSOCIATION, AFL-CIO

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:
1. I am Harvey Strichartz, Technical Director of the American Radio As-

sociation, AFL-CIO. I appear here today for the ARA and for the Radio Of-
ficers Union of the United Telegraph Workers, AFL-CIO. The members of the
ARA and ROU are Radio Officers and Radio Electronic Officers serving aboard
approximately 92% of the ocean-going vessels of the United States Mer-
chant Marine. This statement is also made on behalf of the AFL-CIO Mari-
time Committee, whose members are listed on the cover. ARA and ROU share
with other ship officers and crew members, and with all of the American peo-
ple, a deep interest in the advancement of maritime telecommunications tech-
nology, in both terrestrial and satellite modes, to enable our U.S.-flag vessels to
operate safely and efficiently.

2. The further interest of ARA and ROU may be summarized in the fact
that our Radio Officers and Radio Electronic Officers, serving on the vessels
of the steamship companies operating the abovementioned 92 percent of the
U.S. Merchant Marine with which we have contractual relationships, consti-
tute the personnel who have been designated, in those contracts, to operate
maintain and repair all radiocommunications equipment, and to maintain

and repair all radionavigation devices.. We have appended to this statement
(as Appendix A), the contract provisions relating to the performance of these
duties.

3. Over the past seven years, since 1971, I have participated in the U.S. Work-
ing Groups that prepared the U.S. Position for the IMCO Panel of Experts on
Maritime Satellites, and for the Conference of Governments to Establish an
International Maritime Satellite Organization (Inmarsat), and have attended
sessions of both the Panel and the Conference as a member of the U.S. Dele-
gation.

4. Basic telecommunications policy of the United States was originally set
forth by the Congress in the Communications Act of 1934, as amended. In Sec-
tion 1, its purpose is stated to be to make available a rapid, efficient nation-
wide and worldwide radiocommunication service, with adequate facilities at
reasonable charges, for the purpose of national defense and for the purpose of
safety of life at sea.
In Section 102 (a) of the Communications Satellite Act of 1934, the Congress

declared it to be the policy of the United States to pursue these purposes
through satellite communications as well. Now, in H.R. 11209, being considered
here today, Section 2, the Declaration of Policy and Purpose, designates an
entity for participation by the United States in Inmarsat or a similar
agency. We respectfully urge that clarity and precision be served by amend-
ing Section 2 (a) to read:

SEC. 2. (a) The Congress hereby declares that it is the policy of this Act to
provide for the participation of the United States in the International Mari-
time Satellite Organization or another satellite telecommunications agency which
shall develop and operate a global martime mobile satellite telecommunications
system. Such system shall have facilities and services which will serve the
maritime commercial and safety needs of the United States and foreign countries.
5. The purpose of inserting the word "satellite" in line 1 is to clarify the

fact that the global system does not embrace all maritime mobile telecom-
munications but only those that involve use of satellite techniques. The re-
moval of the article, "the" from line 3 is simply to clarify the fact that not
all of the maritime commercial and safety needs of the United States will be
served by the facilities and services of Inmarsat, but only some, those that
are through Inmarsat satellite telecommunications system. In short, the amend-
ment is designed to avoid an ambiguity that might encourage the notion that
satellite techniques can satisfy all of the needs of the ships for telecommunica-
tions and safety. Unfortunately, though the people in this room may know bet-
ter, the fact that there are worldwide terrestrial telecommunications facilities
servicing the maritime community is being ignored in some quarters. I will go
into this in more detail in discussing the text of Sections 4 and 6, on Public
Coast Stations, later in this statement (at paragraph 10-18, below.)
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6. We would like to make clear, that we are not taking a position• on the
controversial issue as to who, what corporation or consortium, shall be the des-
ignated entity. I would like, however, to note that during Sessions of the
Panel and of the Conference to establish Inmarsat, the problem of United
States participation through a designated private entity, such as is proposed
in H.R. 11209, was the subject of much discussion and negotiation. Efforts
were made to get the United States to participate in such a way as to com-
mit the full faith and credit of the U.S. behind the finances of Inmarsat. Frank-.
ly, it is my belief that these efforts were made because the prospect that Inmar-
sat will be economically self supporting, either soon or even in the remote
future, are dim indeed. Section VI, the Economic Assessment that appears in
the Report to the Conference by the Panel of Experts, embodies exercises in
truly wishful thinking. Assumptions were adopted that most people would con-
sider unrealistic, on the basis of which the Inmarsat system might be projected
as breaking even 7, 14 or perhaps 24 years. By way of illustrating this point,
apart from noting an overly optimistic prediction of the market for satellite
communication by ships which the Report projects, I cite three dubious as-
sumptions used:

First, an inflation factor of 4% per year was assumed. Yes, a 4% a year in-
flation factor.

Second, the cost of money was assumed to be 10%, although such investment
capital generally costs from 15-18%, at the minimum.

Third, an effort was made to show a break-even point on an assumption
that the capital to start up was not to be repaid; if this were so, how would
capital equipment be replaced, when it becomes necessary?

7. Citing all of these facts is not done in the spirit of gloom and doom, but
simply to support the concept of the Bill, as stated in Section 3 (c), that
the "the corporation shall be responsible for fulfilling any financial obligations* * * " etc.
This language would seem to make clear that the corporation, as the United

States designated entity, and not the Government of the United States, shall
meet these obligations. Since the United States share of financial participation
is considerable, it is important that the U.S. not be committed to meet any
obligations, either directly or indirectly. Hopefully, this language would be
retained in the Bill, or even strengthened, and this intent would be stated in
the Report on this Bill, to become a clear and firm part of its legislative
history.
8. During the Hearings held by this Subcommittee September 12, 1977, on

earlier drafts of an Inmarsat entity bill, we requested that language be in-
cluded in such a bill to authorize the use of a satellite earth terminal station
for the exclusive purpose of training personnel. We are pleased to note that
Section 3(d) (2) of H.R. 11209 includes such language, as we had requested.In the interest of complete clarity, we earnestly request that the text beamended in the following manner:
(2) Any person, including any government or government agency, may bethe sole owner of a satellite earth terminal station if such person, government,or government agency uses, or permits or otherwise authorizes the use of, such

station for the exclusive purpose of training personnel in the use and main-tenance of equipment associated with the operation of such station, or in carry-
ing out experimentation relating to maritime satellite telecommunication
services.

9. Insertion of the words "and maintenance" on line 19 would clarify the factthat training of personnel in the use of equipment associated with the op-eration of such station includes training in the necessary on-board preventiveand corrective maintenance to ensure that the equipment will be operationallyavailable at all times during the voyage. For our Radio Officer and Radio Elec-tronic Officers to be given both "hands on" and "hands off" training in Inmarsat
ship terminal maintenance, as we explained last September, the ability to pro-vide such training requires that our training facilities be authorized to havea satellite earth terminal station for the exclusive purpose of training per-sonnel.

10. As we said above, in Paragraph 6 of this Statement, the fact that thereare worldwide terrestrial telecommunication facilities now serving the mari-time community, and serving it well, is being ignored in some quarters. I wouldlike now to go into detail on this matter, in discussing Sections 4 and 6 ofthe proposed Bill.
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11. At the outset, we wish to indicate our firm support for the develop-

ment of maritime satellite communication facilities to augment the existing

high seas maritime telecommunications medium and high frequency system,

by providing supplementation of such MF and HF services. However, the Con-

gress should not allow development of satellite facilities to become the basis

for diminishing existing terrestrial facilities, nor for the failure of continue to

improve them. The 5 to 20 year timeframe for the introduction of maritime

satellite facilities underscores the need to maintain and improve the existing

terrestrial facilities.
12. The existing terrestrial maritime mobil telecommunications system is

comprised of highly reliable radiotelegraph equipment, operated and maintained

by Radio Officers nad Radio Electronic Officers (who are both skilled teleg-

raphers and technicians). This system boasts a long and honorable history

of saving lives and property at sea, as well as serving to make ship opera-

tions more efficient. Its salient features have been the ability to get through

interference and atmospherics, the inherent reliability of the equipment and

its repairability at sea. These features have been combined to produce a com-

munication system of singular effectiveness, whose facilities have been em-

ployed in safety, operational and public correspondence, which serve to keep

the system exercised.
13. Whatever improvements maritime satellite communications offer, such

improvements are not so great, however, as to induce the mariner to accept

satellite facilities at the expense of diminishing existing terrestrial facilities.

Yet this is precisely what is threatened.
14. When this Subcommittee discussed an earlier draft of an Inmarsat

entity bill, on September 12, 1977, language similar to Section 6 was consid-

ered. It was then noted that the FCC had been considering public maritime

coast station service as part of its Docket 19544. The Commission has now

issued a Final Order in this Docket, released on February 27, 1978. The FCC

sustained its previous finding that the record clearly demonstrates the over-

all unsatisfactory quality of services currently being rendered by public coast

radiotelegraph stations, and that the procedures used by them cause inefficient

utilization of those facilities and result in unreasonable delays to ship sta-

tions in the exchange of traffic; the Commission had previously noted the

inadequacy of operator staffing and the resultant degradation of services.
It's earlier Order had made improvements a precondition of closure. Despite
the fact that nothing had been done to upgrade or improve the coast stations,
their facilities and their staffing, the FCC adopted a most unfortunate Final
Order in this Docket, approving the closure of three Coast Stations: WSC at
Tuckerton, N.J., WAX at Hialeah, Fla. and WSF at New York, N.Y. The
Docket also offers the prospect that five additional stations might be per-
mitted by the FCC to close later, leaving only three large and three small

stations in operation to provide coast radiotelegraph service from Atlantic,
Pacific and Gulf of Mexico coasts of the United States.

15. The Final Order contains much tortured logic and errors of both com-

mission and omission, but pertinent here is the fact that the International

Radio Carriers have been attempting to justify applications to close public
coast station necessary in the public interest, on the basis of claims that traf-
fic would be diverted from terrestrial coast stations to satellite facilities. RCA
for example projected a decrease of 25% or higher during the first year of
Marisat operation, although in fact FCC reports RCA submitted for the first
six months of 1977 showed the totality of RCA's stations increasing both

words handled and revenue. "Nonetheless," the Commission states, "we recog-
nize the need for evaluation of the effects the Marisat and follow-on maritime
satellite systems may have on PRCT station operations * * * " This under-
scores the need to amend Section 4 (b) (5) by adding a new subsection (C)
reading:
(C) in determining whether to permit the closure of any public coast radio-
telegraph station, shall not take into account any impact which the provision
of maritime satellite telecommunications service may hcvve upon the provision
of public coast radiotelegraph services.
16. This additional text is necessary to ensure that the Commission does

not in the future use the advent of satellite facilities as a basis for reducing
the terrestrial maritime telecommunications facilities which are so necessary
for the safety of human life and the efficiency of U.S. shipping; these facili-
ties also constitute a prime resource necessary or national defense.
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17. We ask that the Subcommittee take cognizance of reductions of the U.S.
public coast radio station facilities have been permitted by the FCC, and that
further sharp reductions have been projected, ostensibly on the basis of im-
provements that will be considered by the Commission under a new Docket
78-67, (released on February 27, 1978, simultaneously with the issuance of
the Final Order in the public coast station Docket 19544). To ensure that
there is no deleterious action taken to dismantle further the public coast sta-
tion facilities during the period of the study proposed in Section 6, we urgently
request the addition of a new Subsection 6 (c), reading as follows:
(c) The actions by the Commission referred to in (b) above shall not in-

clude authorization for enclosure of any public coast radiotelegraph station.
Should the Commission recommend such closure, it shall submit such recom-
mendation to the Congress, and take no steps to implement such authorization
of closure until the Congress has voted approval.
18. We request also that the time for submission of the Commission's re-

port be changed from the 6 months proposed in Section 6 (b) to 24 months,
as was originally suggested in Section 5 (b) of the September 1977 draft. Ac-
cordingly, amendment of Section 6 (b) by submitting "2 years" for the "6
months" therein, is requested.

19. In summary, we urge the Subcommittee to (a) Amend Section 2 (a),
in the manner set forth in paragraph 4; (b) maintain the language and sense
of Section 3 (c), or possibly strengthen it; include clear language in the re-
port on the bill clarifying its intent; (c) amend Section 3 (d) (2) in the
new subsection (C) as set forth in paragraph 15; (e) amend Section 6 by add-
ing a new subsection (c) , as set forth in paragraph 17; (f) amend Section 6
(b) by changing "six months" to "24 months."
Thank you for your attention and for the opportunity to appear before you

today, I hope we have been helpful.

APPENDIX A

ARA AND ROU CONTRACT PROVISIONS—RE OPERATION/MAINTENANCE REPAIRS

(common to all agreements)

(b) The Union shall have complete jurisdiction over all work involved in
the operations and/or maintenance and repair of all radio and/or electronic
communications or other devices as described in Section 2 and Section 22.
(c) The duties and jurisdiction of the Radio Officer and/or Radio Electron-

ics Officer shall not be assigned to any person or persons, licensed or unlicensed
on board the vessel except in the case of emergency involving safety of life
and/or property. Such duties and jurisdiction include operation, maintenance
and repair of any device which obtains signal, writing, images, sounds or in-
telligence of any nature by radio and/or electronic communications from a
point external to the vessel and which utilizes such data in its operation, and
any device which transmits by radio and/or electronic communications to a
point external from the vessel such data, signals, writing, images, sound
or intelligence of any nature which it processes or generates. This includes
but is not limited to radio transmitters and receivers, including radio-tele-
phone, radio-facsimilie, radioteletype, Radar, Loran, Sonar, electronic depth
sounders, radio direction finders, radio navigation devices utilizing satellite
communications, communications computers and electronic navigation com-
puters, or any other such devices, provided however, that nothing contained in
this Agreement shall be construed to include in the jurisdiction and/or duties
of the Radio Officers and/or Radio Electronics Officers the operation of naviga-
tional devices or equipment, including but not limited to satellite navigational
devices, Radar, Loran, eletronic depth sounder, sonar, decca, radio direction
finders and electronic navigation computers, on which excepted devices the
jurisdiction and work duties of Radio Officers and/or Radio Electronics Of-
ficers is limited to maintenance and repair.
(d) The Company certifies and agrees that it has not assigned, and will not

under any agreement with any other licensed or unlicensed maritime union, as-
sign the maintenance and repair of electronic navigational or external com-
munications equipment, including communications computers and navigational
computers with their related servo-mechanisms of any kind, to any other per-
sonnel under such agreement. The Company further certifies and agrees that
maintenance and repair of such equipment is under the complete and sole
jurisdiction of the Radio Officer and/or Radio Electronics Officers.
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(e) To assure proper operation and maintenance of the above mentioned
equipment the Union and the Company agree that all persons who operate
and/or maintain and repair such equipment shalll be holders of a valid first
or second class Radiotelegraph Operator's license, and as applicable of such
additional certification by ARA TIME to operate and/or maintain and re-
pair said equipment described in Section 2 and Section 22.
(f) The Union shall have jurisdiction, regardless of where located, over the

equipment as set forth above, and all read out equipment which is related
to any equipment, functions and duties under the jurisdiction of the Union.

Section 22 (a) Radio Officers and/or Radio Electronics Officers shall per-
form all duties incident to the operation and maintenance of all radio and/or
electronic external communications devices on vessels operated by the Com-
pany. All radio and/or electronic external communications devices, described
in Sections 2 and 3 including Radiotelephone, Radio Facsimile, Radio Tele-
type, communications computers or any other devices, when carried shall be
located only in the Radio Room and shall be operated, maintained and repaired
only by the Radio Officer and/or Radio Electronics Officer. (Navigation com-
puters and other electronic navigational equipment shall be located in or in
the vicinity of the Radio Room including bridge, but regardless of location
shall be maintained and repaired only by the Radio Officer and/or Radio
Electronics Officer.
(b) Radio Officers and/or Radio Electronics Officers shall not be required

to perform any duties other than those required for the operation and main-
tenance and repair of the vessel's licensed radio station and other equipment
and devices as outlined in Section 2, 3 and 22(a) except in an emergency
involving the safety of life and/or property. Emergency shall be defined to
mean a bonafide distress situation.
Radio Officers and/or Radio Electronics Officers may also be required to

maintain and make repairs to the Radio Compass when the services of Radio
Compass experts are not available; provided that under such circumstances,
they shall not be held responsible for the efficiency or accuracy of the Radio
Compass.
Radio-Electronics Officers may be required to maintain and make repairs

to other electronic devices, carried, pursuant to the provisions of Section
23(b)21, provided that the necessary tools, instruments and spare parts are
carried.

AUTOMATION

Section 51. The Company agrees that plans for automation of existing or
future vessels shall not involve a manning scale of less than one Radio Officer
or Radio Electronics Officer on freight vessels and not less than the manning
scales provided in this Agreement on passenger ships. On the contrary, rather
than removing Radio Officers and/or Radio Electronics Officers from any ves
sel, the needs of automation require that such men, trained by the ARA and
ARA-PMA Time Programs, will be needed aboard automated vessels to per-
form the duties set forth in this Agreement.

SAFETY AT SEA

Section 52. In the interest and for the purpose of promoting saftey of life
and property at sea, and in the interest of National Defense, the Company
agrees that all freight vessels owned or operated by the Company which have
a gross tonnage of 1,600 or more and all passenger vessels owned or operated
by the Company irrespective of size shall be equipped with properly authorized
licensed radiotelegraph and/or radiotelephone stations and shall be manned
with Radio Officers and/or Radio Electronics Officers duly certified by the
Federal Communications Commission to act as commerical first- or second-
class radiotelegraph operators and that all such vessels shall remain so
equipped and manned throughout the life of this Agreement.
This section only applies to self-propelled craft, and is intended to cover

oceangoing vessels engaged in coast-wide, inter-coastal, nearby foreign, and
foreign voyages.
When any of the equipment in the jurisdictions of the Union is operating

improperly or is inoperative and requires repairs, said repairs shall not be de-
layed until reaching port if the necessary spare parts are available and the
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Radio ,Officer or Radio Electronics Officer has a Radar. Endorsement, if radar
equipment is involved and is qualified otherwise.
When repairs are being done to the ship's licensed radio station, including

the radio direction finder, ship's radar or other equipment in the jurisdiction
of the Radio Officer or Radio Electronics Officer, a Radio Officer or Radio
Electronics Officer who is required to supervise such repairs between the hours
of 8 a.m. to 3 p.m., Monday to Friday, shall not be dismissed, while such re-
pairs are being performed and until they are completed, provided that he may
be dismissed at or after 8 p.m.

RULES ON RADIOTELEPHONE OPERATION

Addendum

The be posted in Radio Room and on Bridge on vessels equipped with radio-
telephone.
Operation of Radiotelephone equipment shall be in accordance with the fol-

lowing rules which both the Company and the Union agree do not supersede,
but are in accordance with the terms of the collective bargaining Agreement
between them relating to such operation.

1. Repair and maintenance at sea—Only the ship Radio Officer and/or Radio
Electronics Officer shall be assigned to or perform duties necessary for main-
tenance repair and operation of Radiotelephone equipment at sea, (Section
22 (a) ).

2. Operation—(a) Radio Officeis and/or Radio Electronics Officers shall per-
form all duties incident to the operation maintenance and repair of all radio
and/or electronic communications devices on vessels operated by the Company.
All radio and/or electronic communications devices, described in Section 2(a),
including Radiotelephone, when carried, shall be located only in the Radio
Room and shall be operated and maintained only by the Radio Officer and/or
Radio Electronics Officer. (Section 3 (b) and 22 (a) ).

Addendum

(m) The parties recognize that VHF and other types of communication for:
(1) meteorology, (2) data transmission, (3) oceanographic, (4) radio fac-
simile, (5) printer, (6) navigation, and (7) public or other correspondence to
and from vessels via satellite relay will be tested shortly, and jointly state
their agreement and understanding that pursuant to and subject to Section
3 of the parties' agreement all phases and steps of such communications as
prove to be feasible to or from vessel shall be performed only by Radio Officers
and/or Radio Electronics Officers, and no other personnel, notwithstanding any
of the provisions made herein.
(c) All radio and/or electronic communications equipment other than the

portable units described in 2. (a) above shall be located only in the Radio
Room and shall be operated, maintained and repaired only by the Radio Of-
ficer or Radio Electronics Officer. The portable equipment described in 2. (a)
above shall be maintained and repaired only by Radio Officers and/or Radio
Electronic Officers.

Addendum

7. Maintenance and repairs of all the equipment referred to in this Adden-
dum No. 4 shall continue to be performed only by the Radio Officer of Radio
Electronics Officer.

8.a. Maintaining inventory of spare parts and requisitioning of spare parts
as may be required for the ship's Licensed Radio Station, Radio Teletype,
Loran, collision course computers associated with Radar, and any other equip-
ment in the maintenance responsibilty of the Radio Officer or Radio Electronics
Officer, and preventative maintenance thereof.
3. shall be performed at sea on a weekly basis, (procedures shall be for-

mulated by the ARA TIME Program and agreed by the Union and the Com-
panies).
(b) "Preventive maintenance" shall be deemed to be those procedures

performed on a normally functioning device, to maintain it in such normally
functioning condition, and may include, as applicable, regular inspection, clean-
ing, tightening, lubricating and testing of such devices, including spares, as
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well as alignment, calibration, adjustment (at freque
ncies appropriate to the

particular device), and any other necessary procedures.

c. "Repairs" shall be deemed to be those procedures 
performed on a non-

functioning or malfunctioning device, to restore it to normal functioning

condition, and may include any of the procedures listed 
in (b) above when

performed on a nonfunctioning or malfunctioning unit.

Senator HOLLINGS. Our next witnesses are Mr. George Knapp, presi-

dent, World Communications of I.T. & T.; Mr. Richard B. Nichols,

vice president of long lines of A.T. & T.; Dr. Joseph V. Charyk,

president of Comsat; Mr. Edward Gallagher, the chairman of the

board of Western Union International; Mr. Robert J. Angliss,

executive vice-president of RCA Global Communications; and Mr.

George Vasilakos, vice president, operations, Southern Pacific Com-

munications Co.
We welcome this panel to the committee, and if you could limit

your opening statements to 5 minutes
' 
I think it would give us a

chance to finish before lunchtime and also have a chance to ask some

questions.
We will start over here, on the left-hand side. You can start, Mr.

Nichols, and we will be glad to hear from you all.

STATEMENT OF RICHARD B. NICHOLS, VICE-PRESIDENT, OVERSEAS,

LONG LINES DEPARTMENT, AMERICAN TELEPHONE AND TELE-

GRAPH CO.

Mr. Nicums. Thank you, Mr. Chairman. I do not intend to read
my direct testimony that has been submitted, and I understand it

will be included in the record.
Senator HOLLINGS. Yes, sir. You can summarize, as you wish.
Mr. NicHoLs. Thank you.
I would like to mention that, within the room today, we also

have Mr. Tom O'Reilly, who is an attorney here in Washington, and
represents the Hawaiian Telephone Co. His testimony has also been
presented for the record.
If I may, I would like to allow my testimony as presented more

or less speak for itself. I would like to deal just a little bit with this
question of carrier's carrier versus participating carrier.
In the first place, I do not believe that the concept of carrier's

carrier requires the dedication of individual circuits or frequency
band in the Inmarsat satellite to any particular carrier to be used
on a retail basis. Therefore, the concern about in efficient use of the
satellite, I believe, disappears.
Today, we already use a time division multiple—access approach

to some of the developing countries around the world, and here we
do not have any particular circuits assigned to us by Comsat or
Intelsat, but we merely lease the service on a minute-by-minute basis,
and you could certainly do the same with respect to Inmarsat.
When we start talking about participating carriers and filing

joint tariffs, we get into quite a different area than we have had in
the past, with Comsat or Intelsat.
In the first place, it raises the question of how do you divide

the revenues? Now, it has been mentioned that we do work 
Senator HOLLINGS. You do it, don't you?
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Mr. NICHOLS. Yes, sir, we do.
Senator HOLLINGS. You are supposed to be the experts on how to

provide the revenue.
Mr. NicHoLs. Well, we try. But it has been mentioned here today

that we work with our overseas correspondents as participating
carriers, and we also work with the independent companies within
the United States as participating carriers. And that is true.
With respect to the overseas correspondent, we divide everything

on a 50-50 basis. We put up one—half of the investment; we put up
one—half of the operating expenses on an ongoing basis; and, of
course, they provide the other half.
When it gets down to the final division, we take one—half of the

revenues; they take the other half.
That really is not applicable hare. We could not really provide

the service on the 50-50 basis, because we're providing only the
connecting link, with Comsat providing the entire satellite connection.
We don't think Comsat would be interested in giving us one—half
of the revenues so generated.
However, with the independent companies, we have a completely

different approach. As a matter of fact, this applies to the associated
Bell companies, as well. And that is the so-called Ozark plan, which
fundamentally means that all of the revenues derived by the inter-
state operation go into one pot. Each one of the companies then
takes its expenses out, and everybody earns on their investment in
the interstate enterprise at the same level.
Here, I guess I would have to ask whether that kind of an opera-

tion really could be worked up with respect to Comsat. It certainly
is something that is a far departure from anything we've done in
the past with respect to their Intelsat operations, and I really don't
think that is the way we should be going.
Again, I would endorse the carrier's carrier approach. I would

also urge once again that the carriers be given an opportunity to
invest, particularly in the Earth stations, in order to encourage the
promotion of that service.
Let me just point out that if we provide the land line component

from the originating point, perhaps Chicago, to the Earth station,
which happens to be located at the moment in Connecticut, if we do
it on a participating basis, assuming that this question of settlements
can be worked out, we are really only providing an interstate call.
To the extent that we would advertise or promote that service, it is
nothing more than a regular message telephone call. We would have
no interest in it other than that. Therefore, we would not promote
Inmarsat services as such, only to the extent that it becomes a small
adjunct to the basic interstate service.
And I would just make one final observation, that this is precisely

the way we operate today. I doubt that you will see in any of our
promotional materials any suggestions that you call Edinburg, Va.,
which happens to be an independent territory, but rather, that you
call home. Calling is the next best thing to being there. But it is
just part of one package.
Mr. Chairman, I thank you.
[The statement follows:]
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STATEMENT OF RICHARD B. NICHOLS, VICE PRESIDENT, OVERSEAS, LONG LINES
DEPARTMENT, AMERICAN TELEPHONE & TELEGRAPH CO.

My name is Richard B. Nichols. I am Vice President, Overseas Division,
A.T. & T.'s Long Lines Department. I appreciate the opportunity to testify
before this Subcommittee today on the general subject of International Mari-
time Mobile Satellite Telecommunications, and to comment specifically on
the draft Senate bill which would designate Comsat as the entity to repre-
sent the United States in the International Maritime Satellite Organization
(Inmarsat), and on the House bill, H.R. 11209.

First I wish to clearly express A.T. & T.'s support for the timely designa-
tion by Congress of an entity to represent the United States in the Inmarsat
organization. The need for continued American participation in the develop-
ment of international maritime applications of satellite communications tech-
nology has not been seriously questioned by anyone in the ongoing debate
over Inmarsat. The question is, how shall the U.S. participate?

Consistently since January, 1975 ,when A.T. & T. filed its first comments to
the Federal Communications Commission's Notice of Inquiry into U.S. par-
ticipation in Inmarsat (Docket No. 20281), A.T. & T. has supported the gen-
eral concept of designating an existing carrier as a carrier's carrier, with par-
ticipating retail carriers investing and sharing in the operation of the system
in a manner similar to the current arrangements for ownership and opera-
tion of the Intelsat earth stations. That is, participating carriers would in-
vest and participate in the operation of the system in proportion to their
use of the system. A.T. & T. is convinced that the best arrangement for
Inmarsat service would be for authorized carriers to obtain their facilities
from the carrier's carrier and then provide and market the service themselves.
The overriding concern of A.T. & T. has always been to minimize the over-

head of the designated entity in order that an economically viable system can
be provided. In view of the limited market projected for maritime satellite
communications in the near and middle term, every effort must be made to
effect economies of operation.

A.T. & T., therefore, continues to support the designation of Comsat, with
its existing expertise in international satellite communications, as the author-
ized United States entity for participation in Inmarsat, so long as participat-
ing carriers are provided a structured role to play in the formulation of U.S.
policies, and a voice in the operation of the system proportionate to their use
of the system in providing communications services to the public. Such par-
ticipation can be achieved simply through the creation of an owners' com-
mittee, composed of all investing carriers, with voting rights based upon the
carriers' respective economic interests.
The Comsat designation embodied in both the Senate bill and in H.R. 11209

has the desired attributes of simplicity and economy of overhead. However,
we do not believe that maritime satellite communications will develop to the
extent possible under these bills, and especially under H.R. 11209, so as to
enable provision of quality service to a large cross-section of the American
people. The success of this new service requires that it be promoted and ex-
panded as aggressively as possible. The draft Senate bill fails to allow the
participating carriers any voice in the operation of the System; the bill in
effect gives Comsat a total statutory monopoly over how the system will be
constructed and operated. H.R. 11209 is totally unacceptable in the view of
A.T. & T., in that it would allow Comsat to deal, for the first time, directly
with retail telecommunications customers. The only justification for designat-
ing Comsat to represent the U.S. in Inmarsat is the economy possible by avoid-
ing the need to form a new corporation to act as the signatory to Inmarsat. The
desire to save carriers and their customers this overhead does not justify
excluding traditional carriers from new technology or denying them some role
in the operation of that technology.
A few relatively simple changes to the draft Senate bill would give par-

ticipating carriers some degree of voice in the operation of the system. Retail
carriers should be allowed to invest in the entire Inmarsat system in pro-
portion to their usage and to play a meaningful role in the operation of the
system.
On the positive side, the draft Senate bill corrects a great deficiency in H.R.

11209 by providing that only authorized common carriers should be allowed
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to connect, insuring that all users, large or small, will receive fair and equit-
able access, and reap the benefits of a low cost operation and good service pro-
vided by multiple suppliers at the retail level.
In the final analysis, Inmarsat legislation should do no more than designate

Comsat as the signatory entity and as a carrier's carrier, further establishing
that retail carrier shall invest and participate in the overall operation of the
system in proportion to their use of the capacity of the system. Such a simple,
straightforward statutory scheme would meet the overall objective of the bill,
do it in the most economic manner, and at the same time, avoid doing un-
necessary violence to the existing industry structure which has operated
reasonably well for 16 years in providing international satellite communica-
tions to the American public.
This direct approach, which builds on an existing, working industry struc-

ture, also has the decided advantage of assuring a timely designation of an
Inmarsat entity so as to enable United States participation in this important
international communications organization.

Senator HOLLINGS. Thank you very, very much, Mr. Nichols.
I believe the next gentleman is Mr. Gallagher.

STATEMENT OF EDWARD GALLAGHER, CHAIRMAN OF THE BOARD,
WESTERN UNION INTERNATIONAL

Mr. GALLAGHER. Thank you, Mr. Chairman. I would like to have
my prepared testimony incorporated in the record.
Senator HOLLINGS. It will be so included, and you may summarize

it as you will.
Mr. GALLAGHER. I should just like to make a few comments. First,

I should like to draw your attention to the policy statement made by
the late President John F. Kennedy in 1961 and 1962, when we were
trying to get satellites going, those policy statements included the
following, and they were carried forward into the 1962 act: "nondis-
criminatory use and equitable access into the system by present and
future authorized communications carriers."
The policy statement also supported "effective competition" and

the maximum possible competition. It also supported: "Development
of an economical system, the benefits of which will be reflected on
overseas communications."

Senators, I'm going to see whether or not I can call it as it is,
and just say to you that it is only within the last couple of months
that I have been hearing about a participating carrier theory. For
3 years, we have been filing papers with the Federal Communica-
tions Commission that have to do with the structure of this new
organization, and on several occasions the House and Senate have
been told that they are going to receive the FCC's decision in this
particular matter. We are still waiting for it. And in any event, this
participating carrier theory has only reared its head within the last
couple of months, and we have been unable to comment to the FCC
with respect to it.
Senator Schmitt, you asked a question with respect to the partici-

pating carrier theory. It is a method for throttling competition. Let
me explain—and I should like to pass this little map to the desk, if
I may. Some time ago a Comsat assistant vice president, in testimony
before the House seated that, in addition to serving as an improved
management tool, maritime satellite communications can aid and
maintain improved morale. The ability to communicate with one's
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family quickly and reliably is a substantial factor in keeping morale

up among crew members.
But nothing was done about it until we did something about it.

And Western Union International reduced the rates. We established
the Marigram service at $2.25 per message from crew members and
shipboard passengers. Additionally, Western Union International
took the bull by the horns and reduced Marisat telex rates. And the
gentleman that testified just a few moments ago indicated that the
rates for Marisat telex, for example, were 2 and 3 times higher than
the HF rates. Well, we just reduced those rates.
Now, under a participating carrier concept we would not have

been able to do that. We would have to have gone to the designated
entity in H.R. 11209, namely Comsat, and said to Comsat, we would
like to reduce the rates. Comsat may have said fine they may have
said no. But we were not our own master.
But when we decided to reduce the rates, we did in fact reduce

the rates, subject to FCC approval, and we did not have to ask
anybody else. Now, that we cannot do under a participating carrier
theory.
Now, at the present time, having to do with participating carriers

and joint ventures, we have been operating in this particular mode
on a participating carrier theory, if you will, but under a different
mode, for the last 20 years. We will invest, all of the various inter-
national carriers, in cable systems going across the Atlantic and the
Pacific, costing $150 million to $180 million per system. We have
no special corporation for this purpose. We just sign the documents,
and we enter into those arrangements. But we have to control, each
and every one of us, our respective channels within the cable system.
If we make a decision with respect to the reduction of rates, we
don't have to ask anybody.
Now, the participating carrier is bringing the traffic forward.
Senator HOLLINGS. You would agree with Mr. Geller, then, that

it should be a carrier's carrier, and provide the on demand channel
capacity to provide service.
Mr. GALLAGHER. My preference is for discrete channels. The new

corporation could act as a carrier's carrier with discrete channels.
With respect to demand assignments, such as Mr. Nichols has

talked about, that might be acceptable provided that I had control
over the rate structures or the new services, and that I could go in
and compete, as I am competing now. Under H.R. 11209, we are
totally devoid of any competitive abilities. You see by the map that
I sent up to you where we are relegated. That is our miniscule
portion of the service. We have never operated under that guise
before. We bring our traffic in, we bring our channels in all the way
to the Earth station, we go all the way up to the satellite, and we
come down at the other end.
We have control now. We can determine whether we want to

reduce rates or innovate services. But not under the participating
carrier theory which has reared its head in the last couple of months.
Now, I do want to make one comment that has to do with Senator

Inouye. Over a year ago, I testified before Senator Inouye and
indicated, as far as my company was concerned, we wanted to extend
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to Hawaii full effective competition by all carriers. And no action
has been taken on Senator Inouye's bill in the House. We support
Senator Inouye's bill. If this subcommittee is looking toward a bill
for maritime communications, you certainly have our support for
an amendment to implement Senator Inouye's bill for Hawaii.

Adverting again to Senator Schmitt's questions, under H.R. 11209
what we've got is a total disenfranchisement of existing carriers.
Let us assume that there is a road going from New York to San
Francisco which is bumpy and rocky, and people are providing
service, trucking service, along that road. And it hasn't been all the
best, but it has been there and they have been doing it for years,
40 or 50 years, as some of my friends here at this table have.
Now, suddenly there is a new road being built, and that new road

is a five-lane superhighway. And then somebody else is designated
as the trucker to carry that service from New York to San Francisco.
And the people who have been carrying it over the rocky road for
40 years are disenfranchised.
I wonder whether or not—and I'm not speaking as a laywer—you

have a constitutional law question here.
The minority counsel in the House raised the question of Mr.

Charyk, and this was a hearing of the Subcommittee on Communi-
cations. This was March 15, 16, 22, and 28. Mr. Coleman said, quote:
I am still troubled. What objection does Comsat have to the participation or

the presence of the carriers in the Intelsat board of governors meetings?"

There are several paragraphs of an answer, but Mr. Coleman, after
listening to those several paragraphs of an answer, came back and said,
quote:
I understand all of that. But I just do not understand why the Intelsat board

of governors meeting are closed meetings.
Mr. CHARYK. The Intelsat board of governors represent those countries that

have an investment in the system. They are the owners of the satellite system.
That is what we do, and that is how the thing works. So there is no basis for
a carrier participation in the Intelsat councils.

That is what he said.
Now, what happened? We tried to get the minutes of these meet-

ings as carriers from the Intelsat board of directors. We can't get
them. We write to the FCC under the freedom of information law.
But we go through a lot of redtape and wait maybe 2 or 3 months.
Meanwhile we do get the minutes from our friends overseas, so that
we can perhaps see what is happening in this world of communica-
tions.
And what do we find when we get these minutes? We find in the

board of governors something we did not know when we were
planning this Inmarsat program even though we were members of
the joint venture, the views of Intelsat which say as follows: "Comsat
and the other members will decide the objectives with respect to
providing space—segment capacity in a leased form to Inmarsat or
directly to Intelsat signatories and other users." They come along in
those same board meetings and contend that the shared Intelsat V
system is more economical than a system based wholly on dedicated
systems, such as the Inmarsat.
They then go on to say that there is nothing to prevent Intelsat

from offering the service directly to the signatories of Intelsat. If
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this were to happen, it would be the end of Immarsat. There would
be no necessity for Inmarsat. It gets into what has been referred to
before by NTIA as in this entire question of conflict of interest. The
designated entity, Comsat, for Inmarsat under H.R. 11209, is also
the manager of Intelsat.
I would like to read to you what the GAO report says. This is

a report by the Comptroller General just issued recently: "As
noted by a Comsat official, by virtue of its large investment share
and considerable influence, Comsat could block any unplatable
Intelsat action."
Now, obviously, if they can block an action, they can push an

action. This is the sort of conflict of interests that is being considered
by very many people overseas. As a matter of fact—and I don't know
it to be true, but from what I hear—there has been a consideration
of putting out an agenda.

Senator STEVENS. How can it be a fact if you don't know it to be
true? How about just telling us facts? You're a lawyer, aren't you?
Just tell us facts.
Mr. GALLAGHER. All right, I will let that go.
Senator STEVENS. This isn't a rumor table. I got called over here

because I understood there was a controversy. I would like to hear
facts.
Mr. GALLAGHER. Okay, good. I read to you a statement by the FCC

of just a couple of years ago—although I guess they have changed
their minds—"We anticipate that any designated entity would pri-
marily be an interface between the carriers and Inmarsat, that it
would provide representation on the council on behalf of the
carriers, and pursuant to appropriate instructions." In other words,
there was a position by the FCC looking toward the new corporation.
We, in looking at H.R. 11209, are very concerned over the anti-

competitive effects and the disenfranchisement; and are also won-
dering whether or not we're going to be confronted with what we
have since the inauguration of Intelsat, namely, that notwithstanding
eight successive rate reductions by Intelsat to its members, that there
hasn't been a rate reduction granted- to the American carriers from
Comsat, to such a degree that over an 18—month period $100 million
of excess charges have been placed in escrow for refund to customers.
That followed a rate proceeding which went on for 13 years.
As a matter of fact, I understand that conceivably it may be

settled tomorrow.
Now, if in fact the FCC had followed the recommendations of its

staff in 1974 of a 25 percent rate reduction, instead of having $100
million in excess charges—there could conceivably be $200 million,
because the $100 million of excess charges was only fixed as between
July of 1976 and December of 1977. We have operated, except for
the excess charges by Comsat, in the carrier's carrier mode quite
effectively. We have in fact reduced our rates. We have had continual
rate reductions. But under a participating carrier theory, we would
not be our own masters.
We look toward, a new corporation with discrete channels, but

leaving open the question of channels on demand where we could



effectively compete in accordance with the mandate laid down byCongress in 1962 in the Communications Satellite Act.
Thank you.
[The statement follows:]

STATEMENT OF E. A. GALLAGHER, CHAIRMAN, WESTERN UNION
INTERNATIONAL, INC.

Good morning, Mr. Chairman, I am E. A. Gallagher. I am Chairman andChief Executive Officer of Western Union International, Inc., and Presidentand Chief Executive Officer of its parent, WUI, Inc. For your convenience, asummary of my testimony follows:

SUMMARY

1. Comsat is a carrier's carrier, not a carrier's competitor, and its onlyauthorized users are the international full service carriers. This was Con-gress' intent when it created Comsat in 1962 for its Intelsat mission, and theFCC has followed that intent to date. This is an equitable result because of themonopoly benefits conferred upon Comsat by Congress, and the financial bene-fits conferred upon Comsat by both the U.S. Government and the internationalcarriers.
2. This basic industry structure and national telecommunications policyshould not be revamped in legislation for the infant maritime satellite market,which legislation is only needed for the purpose of enabling the U.S. to signthe multinational Inmarsat agreement by the third quarter of 1979.3. The public will benefit from a continuation of the competitive offering ofmaritime satellite service in which WUI and any other qualified internationalcarrier fills a meaningful role through ownership of its satellite circuits.Neither Comsat nor any other carrier should be granted sole U.S. ownershipof either the earth stations or the spacecraft.
4. WUI, by virtue of its existing maritime satellite circuit ownership, wasable to announce, subject to FCC approval: (i) a 33 percent rate reduction formaritime telex calls; and (ii) a new Marigram message service to enableshipboard crews and passengers to ocntact their friends and families viasatellite at $2.25 per Marigram message, as compared with $30 for a telephonecall via satellite. WIJI's strong credentials in maritime satellite communicationsare outlined later in this testimony.
5. Comsat has virtually an uncontrolled stranglehold over satellite com-munications. Any further statutory monopoly powers for Comsat would beharmful to the consumers and would increase the many conflict-of-interestpositions now occupied by Comsat.

COMSAT WAS CREATED FOR A SPECIFIC LIMITED PURPOSE, NOT TO DOMINATEINTERNATIONAL COMMUNICATIONS NOR TO RESTRAIN COMPETITION
Under current law, international point-to-point telecommunications viathe Intelsat system is provided to the consumers by international full servicecarriers, including WUI. These carriers obtain satellite circuits from a solesource—Comsat, who is a carrier's carrier. Comsat has not been unleashedin competition with the carriers. Indeed, fair competition would be impossiblebecause Comsat has a statutory monopoly over Intelsat satellite circuits andhas been accorded subsidies and other support by the U.S. Government andby the international carriers.
In the case of the pilot maritime mobile satellite system (Marisat), boththe international carriers and Comsat have been accorded a parity of oppor-tunity. Each of the four Marisat carriers—Comsat General, RCA Globcom,Will and ITT Worldcom—own and operate its own discrete circuits in boththe space segment and the earth stations. Accordingly, there is no carrier'scarrier concept today in Marisat. However, we accepted this compromise ar-rangement without prejudice to our firm views regarding Comsat's more properrole as a wholesaler, because this pilot system is dedicated primarily to theU.S. Navy and there is limited commercial capacity. Moreover, we shared theFCC's expectations (since proven wrong) that Comsat and its wholly-owned sub-sidiary, Comsat General, would operate independently and at arm's length.
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A brief history underlying the establishment of Co
msat is instructive. In

1961, the FCC conducted a proceeding (Docket No. 
14024) to consider the

institutional arrangements for communications via satellite.
 The international

carriers recommended, and the FCC accepted in its first 
report, a joint venture

of existing and future international carriers to own and 
operate the U.S. share

of a global satellite system. Meanwhile, several bills eme
rged in Congress. One

bill would have vested ownership in the U.S. Government. A
 compromise was

finally adopted in 1962 establishing Comsat.

Comsat's wholesale role was stamped indelibly into the legis
lative history of

the Communications Satellite Act of 1962, as illustrated by the
 statements of

Senator Pastore, the manager of the bill:
"The satellite corporation and the carriers will not be competing

 in the same

market. Let me repeat these simple but all-important facts. The
 market to be

served by the corporation consists of the carriers who will use its 
facilities. The

market to be served by the carriers will be the senders and recipien
ts of com-

munications traffic. The corporation will depend upon the carriers for its

revenues; the carriers will depend upon the corporation for facilities
." (108

Cong. Rec. 16920).
During the creative and formative years of Comsat, four former FCC c

hair-

men reiterated Senator Pastore's remarks. For example, Chairman 
Minow

stated that Comsat "will not be rendering service directly to the public;
 it will

be rendering service only to the other carriers."

In 1966 in its Authorized User Decision, the FCC reaffirmed that "Comsat is

to be primarily a carrier's carrier."
"In reaching our basic policy determinations we are aware that in this

instance we are not confronted by a normal competitive situation; namely, one

where one entity through its initiative, ability, or inventiveness produces a

cheaper or better means of providing service and thus captures a market.

Instead, we have a situation where there is an artificial restraint upon the

terrestrial carriers. They cannot ordinarily be licensed to provide the essential

space segment of the international satellite circuits and thus compete with

Comsat on equal terms, but must rely on Comsat which was created to provide

these facilities to them. Sound policy indicates that, absent a statutory require-

ment to the contrary, that they should not be required to depend solely on

Comsat for satellite circuits while Comsat is simultaneously allowed to siphon

the most profitable part of the business from them. Neither Comsat nor anyone

else proposes that Comsat meet the needs of all users, i.e., message, Telex, and

all other switched services. Thus, this is not a situation where a proposed

competitor would meet all or even a major portion of the essential public needs

should it supplant the other carriers." (Emphasis Added) (4 FCC 2d 421, 431,

436).
"When the Satellite Act was enacted, Congress, in order to assure that the

fledgling corporation—Comsat—received needed communications expertise and
guidance, made provision for communications common carriers to own up to

50 percent of Comsat stock and to elect six members of Comsat's Board of

Directors. * * * Comsat was created by Congress primarily for the important

and immediate purpose of representing and promoting this nation's interests

in the establishment and operation, in conjunction with other nations, of a
global international communications satellite system [Intelsat]. That mission

with the aid and support of AT&T and other carriers, has been achieved with
a high degree of success." (38 FCC 2d 665, 679).
Comsat was nurtured and supported by both government and industry.

Comsat was the beneficiary, at no cost, of a wealth of technology developed
by NASA and other entities. Launch services have been provided to Comsat
at less than NASA's full costs. The FCC has compelled the international car-
riers to lease unneeded satellite circuits from Comsat. In one case, involving
the Caribbean area, the FCC authorized the carriers to negotiate a subsidy with
Comsat providing for their payments to Comsat, not for satellite circuits, but
merely for the privilege of activating their owned cable circuits (11 FCC 2d 781).
As Comsat's ratepayers, the carriers have been overcharged for many years

and have reduced their rates to the consumers in reliance upon unfulfilled
promises by Comsat of rate reductions. Nevertheless, these consumers, including
government agencies, have incurred excessive charges due to Comsat. Monopoly



93

pricing by Comsat for Intelsat circuits is illustrated by the $100-million escrow
fund representing Comsat's overcharges for just an 18-month period, with
massive additional overcharges irretrievably lost. WUI is willing to flow its
overpayments to Comsat through to its users, and has been repeatedly calling
for a meeting with the FCC since January 5, 1976, for the purpose of devising
a voluntary, reasonable methodology for passing the benefits of reduced Comsat
rates through to the end-users.
Comsat has received substantial subsidies from American taxpayers, the

U.S. international carriers, and ultimate communications users.
Despite all of these unprecedented benefits, Comsat has manifested predatory

instincts toward the carriers. Comsat's current endeavors to dominate maritime
satellite communications, to the exclusion of the carriers, have been furthered
through Comsat's conflicting roles. Through its Comsat General subsidiary,
Comsat has been planning the second generation Marisat system in—what we
thought—was a cooperative effort with its Marisat partners, including negotia-
tions with the European Space Agency. At the same time, through its Intelsat
relationship, Comsat has been attempting to annex the next Marisat generation
to the Intelsat V spacecraft. Also, Comsat has been promoting legislation for its
own exclusive designation as the U.S. representatives to Inmarsat, as the sole
supplier of maritime satellite facilities, and as the prime retail carrier.
We have come full circle with Comsat. In 1961, the international carriers

proposed their own joint venture for the development of satellite communica-
tions. In 1962, they accepted as a compromise the creation of Comsat as a
carrier's carrier. For the next 15 years, the international carriers nurtured and
subsidized Comsat. Now their progeny has turned predator and seeks to displace,
if not, devour them.

BASIC INDUSTRY STRUCTURE SHOULD NOT BE REVAMPED IN LEGISLATION FOR THE
INFANT MARITIME SATELLITE MARKET

The only need for legislation is for the purpose of enabling the United States
to sign the multinational Inmarsat agreement by the third quarter of 1979.
The Inmarsat organization is not expected to own or operate a satellite system
until well into the 1980s at the earliest. Accordingly, there is no pressing need
to revamp the basic industry structure and the existing national telecommuni-
cations policy in order to accommodate the infant maritime satellite market.
There is a bill pending in the House, H.R. 11209, which would prematurely

revamp the basic industry structure, without an adequate supporting record,
merely to create a designated U.S. entity to sign the Inmarsat agreement.
Not only would H.R. 11209 grant to Comsat additional monopoly roles as the

sole source supplier of maritime satellite space segment capacity and as the
exclusive U.S. participant in Inmarsat, but Comsat would also gain the founda-
tion to build a de facto monopoly over all maritime satellite services in the
U.S. This foundation is contained in the provision of the bill giving Comsat
access to all end users, through the undefined, but wide-open, classification of
"private communications systems." Although both "domestic common carriers"
and "international common carriers" also are granted access to Comat's space
segment by the bill, the role of these carriers in maritime satellite communi-
cations is more apparent than real. Armed with its additional statutory monop-
olies, Comsat should have little difficulty in sweeping aside the domestic and
international carriers and in monopolizing all of the consumer requirements.
If Comsat were to attain a maritime space segment monopoly, as contem-

plated by H.R. 11209, competition would likewise be restrained in the marketing
of shipboard terminals.
Any resulting total monopoly in maritime satellite communications would be

contrary to the public interest. Deprived of the benefits of competition, end
users will eventually suffer the ills of many consumers who are solely dependent
upon a monopoly source of supply—higher rates and deteriorating service.

Since the inception of Intelsat service in 1965, history has taught that vesting
exclusivity in Comsat is the way to obtain inflated satellite rates. Although
Intelsat has reduced its annual space segment charges to Comsat by about
66 percent, the U.S. international carriers have never been granted rate reduc-
tions by Comsat over many routes for satellite full-time voice-grade channels,

30-338-78---7
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have received token reductions over other routes, 
and have obtained no reduc-

tions since 1971, other than to Hawaii when the 
domestic satellite competition

was introduced. Although Comsat has consistently 
heralded the economic

advantages of satellites, particularly during cable 
authorization proceedings,

Comsat has been especially adroit in retaining 
such benefits for itself. As a

matter of fact, the FCC has found Comsat's rates to 
be excessively high, and is

now considering large-scale reductions including 
refunds of over $100 million

in excess charges by Comsat.
This history is likely to be repeated in the maritime sect

or if Comsat is again

granted a de jure monopoly over space segment ca
pacity and over Inmarsat

representation, and a de facto monopoly over all maritime
 satellite consumer

services. In my opinion, H.R. 11209 would grant all o
f these monopolies to

Comsat.
There is no need for such drastic legislation merely for

 the purpose of

designating a U.S. entity to sign the Inmarsat agreement.

THE PUBLIC WILL BENEFIT FROM CONTINUING 
MEANINGFUL COMPETITION IN THE

MARITIME SATELLITE MARKET

WUI, by virture of its existing maritime satellite ownership, 
was able to

announce, subject to FCC approval: (1) a 33 percent rate reduction 
for mari-

time telex calls from $6 per minute down to $4 per minute; and
 (2) a new

Marigram telegraphic message service to enable shipboard crews and 
passengers

to contact their friends and families via satellite at $2.25 per Ma
rigram mes-

sage, as compared with Comsat General's minimum charge of $30 fo
r a telephone

call. Comsat General has not even offered any telegraphic message servi
ce to

date.
WUI also has its own program underway for the development, manufactu

re,

and marketing of high-quality satellite shipboard terminals. These term
inals

uniquely feature gyroscopic stabilization and are among the best available today.

The foregoing pioneering rate and service advances by WUI for the benefit

of the consumers represent the epitome of the competitive market-place. Since

WUI owns its own Marisat circuits, both at the land-based earth stations and

in the spacecraft, WUI can control its own revenue requirements and can

innovate its own service features.
If WUI were legislatively barred from any ownership, as H.R. 11209 would

do, WUI would be denied any meaningful role. WUI would be relegated to a

mere communications delivery agent for Comsat from the earth station. WUI's

revenue requirement for the 70-mile agency route between the earth station in

Connecticut and our New York operating center would be miniscule, as com-

pared with Comsat's revenue requirement for its system ownership and its

45,000 mile routing from the shore into space and back to the ship. Accordingly,

WUI could not grant the public any meaningful rate reductions, and might

need Comsat's approval for even a nominal reduction. Similarly, WUI could

not develop any real service innovations without Comsat's consent because

Comsat would control the entire satellite system, both earth and space segments.

Even aside from Comsat's overwhelming control, WUI would have little if any

incentive to pioneer rate and service innovations and to continue its advanced

shipboard terminal program.
The public would be the loser if WUI were effectively legislated out of the

maritime satellite market.
WUI, an international common carrier, has strong credentials in satellite

communications, including maritime communications. We have operated via
Intelsat satellite channels since the inception of commercial satellite technology
in 1965. Commencing in 1967, WUI became a co-owner of the U.S. Intelsat earth
stations, which now total seven and are located in the continental United States,
Hawaii, Puerto Rico and Guam.
During the timeframe of 1968-75, we operated maritime satellite stations on

board U.S. Navy vessels for the world-wide television transmission of the
splashdowns of the 11 Apollo missions, two Skylab missions and one Apollo/
Soyuz mission. We have also located our satellite earth stations in foreign
nations for televised coverage of special events, such as the 1972 Presidential
visit to the People's Republic of China. WUI now provides high-speed data
service to the Department of Defense via our domestic satellite earth stations



in California and Hawaii, and plans to construct domestic satellite earthstations at Andover, Maine, and Etam, W. Va., subject to FCC approval, forservice to NASA in support of its space shuttle program.
Commencing in 1973, WUI joined other carriers in planning the pilot Marisatprogram. The Marisat carriers in the order of magnitude of their ownershipshares are Comsat General, RCA Globcom, WUI and ITT Worldcom. AlthoughWUI is a minority shareholder, its investment is about four times the minimumestablished by the FCC.
The Marisat system commenced operations in 1976 with the launch ofspacecraft over the Atlantic and Pacific regions, followed by a third spacecraftin the Indian Ocean area. Marisat now serves U.S. Navy vessels, worldwide,and commercial vessels in the Atlantic and. Pacific regions. Commercial servicein the Indian Ocean area is expected later this year, subject to FCC approval,.via a maritime satellite earth station in Japan. The Marisat system also includesearth stations located in Connecticut and California.
A WUI official was the communications chairman six weeks ago of the"prestigious International Navigational Aid and Communications Conference,which was addressed by leaders of industry and government, including SenatorErnest F. Hollings, Chairman of this subcommittee.
WUI has expended considerable effort in negotiations with other U.S. carriersand with the European Space Agency for the establishment of the secondgeneration maritime satellite system to follow Marisat, whose 5-year design lifeexpires in 1981.
Neither WUI nor any other eligible carrier should be legislatively barredfrom a meaningful role in maritime satellite communications.

LEGISLATING ANOTHER MONOPOLY FOR COMSAT, AS THE SOLE U.S. OWNER IN INMAR-
SAT, WILL NOT SERVE THE PUBLIC INTEREST

It is not in the public interest to vest any further monopoly power in Comsatby legislation. Comsat's plate is already overflowing with its multifaceted andconflicting positions:
1. U.S. monopoly role in Intelsat, and its monopoly position as the sole sourcewholesale supplier of international space segment capacity in the United Statesto the international carriers;
2. Alliance with American Telephone & Telegraph Co. in the domestic satellitemarket, as the sole source wholesale supplier of domestic satellite space segmentcapacity to A.T. & T.;
3. Partnership with International Business Machines Corp. (IBM) as anemerging powerful force in the retail domestic satellite market in contraventionof antitrust policy and over the objections of the Justice Department and theFederal Trade Commission;
4. Recipient of excessive earnings in its Intelsat monopoly role, which hasburdened the ratepayers with more than $100 million in overcharges sincemid-1976, and untold millions for prior years;
5. Large-scale role in Marisat;
6. Supplier of shipboard terminals for operation with Marisat ;7. Control of several foreign Intelsat earth stations;8. Consultant for the establishment of a regional satellite system for 21countries by the Arab Satellite Communications Organization;9. Recently-disclosed sole-source contract with the U.S. Postal Service forinternational electronic mail service, which may well be in violation of existinglaw and policy;
10. Advocacy of the annexation of maritime satellite capacity to the IntelsatV spacecraft in derogation of the proposed separate and independent Inmarsatorganization;
11. Ability to play off U.S. Government regulatory agencies and, thus, avoidany effective governmental regulations or instructions. This regulatory vacuumand the lack of any controls over Comsat were exposed in the General Account-ing Office Report of March 31, 1978, ("Greater Coordination And A MoreEffective Policy Needed For International Telecommunications Facilities," pages$7-45, 50-52) ; and
12. Failure to comply with FCC Orders mandating arm's length dealingsbetween Comsat and Comsat General, and directing that Comsat General operate
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as a separate corporate entity and not as a 
mere division of its parent (48 FCC

2d 529).
Comsat already has a stranglehold on satell

ite communications, aided and

abetted by its statutory monopoly under the 
Communications Satellite Act of

1962. Comsat's many-faceted roles, as outlined 
above, make it the bridge between

A.T. & T. and IBM, and give it the allure abr
oad of a U.S. quasi-governmental

entity. Consequently, Comsat is possessed of 
tremendous commercial leverage,

domestically; and is clothed with the appearanc
e of near-governmental power,

abroad. Less advantaged U.S. companies wi
ll find it ever more difficult to

compete with Comsat in its non-monopoly ende
avors, and they will be absolutely

foreclosed in the Comsat-monopoly sectors.

NO ELIGIBLE CARRIER SHOULD BE 
EXCLUDED FROM A MEANINGFUL RO

LE IN MARITIME

SATELLITE COMMUNICATION

WUI and the other three Marisat carriers a
ssumed the risk and provided the

seed money for the world's first commercial 
maritime satellite system. Each of

these carriers has acquired valuable experienc
e in maritime satellite operations,

but there is no assurance that they will ga
in any financial profit, or even

recover their investment from this develop
mental system. Additionally, WUI

and the other Marisat carriers have expe
nded considerable efforts in their

negotiations among themselves, with A.T. & T.
 and TRT Telecommunications

Corp., and with the European Space Agency, 
all concerning the second genera-

tion system. WUI has also supplied expert rep
resentation to the U.S. delegation

to the many pre-Inmarsat conferences, and t
o the Inmarsat Agreement Inter-

national Preparatory Committee.
Any legislative exclusionary policy disqualifyi

ng carriers from ownership

eligibility in ultimate communications systems, a
fter such carriers undertook

the risk of funding the initial developmental
 system, would be highly inequi-

table. Not only would these pioneering carriers
 be deprived of their ultimate

opportunities to recoup their losses from the 
pilot system, but also the con-

sumers would be deprived of the expertise of the
se carriers and the competitive

benefits that they would bring to maritime sa
tellite services and shipboard

terminals.
If WUI is to be disqualified by legislative fiat fr

om any future meaningful

role in maritime satellites, WUI will be forced
 to reexamine its proposed

participation in the second generation system, whos
e planning must move for-

ward expeditiously this year.
A new broad-based corporation should be establis

hed to become the U.S.

entity for Inmarsat. Each of the four existing
 Marisat carriers should be

deemed eligible to participate, as should any othe
r U.S. carrier whose partici-

pation is determined by the FCC to be in the publ
ic interest. The magnitude

of the ownership participation by each carrier shoul
d be determined by the

FCC. However, no single carrier should be author
ized to own more than

49 percent of the new corporate designated entity, unle
ss such greater owner-

ship is required for the purpose of reaching 100 perc
ent.

There are various bills available to the Subcommittee wh
ich would accom-

plish this result. One of those bills is S. 2211 which was
 introduced by Senator

Hollings for himself and Senator Stevens on October 17,
 1917. This bill was

introduced at the request of the Administration, and it
s companion H.R. 9647

has been supported by the State Department, the forme
r Office of Telecom-

munications Policy, and the Maritime Administration.

This Subcommittee's staff working draft, dated April 28, 1978,
 contains the

framework of an acceptable bill, and WUI's counsel has submi
tted some pro-

posed revisions to your staff. WUI's counsel will be pleased to
 work with your

staff in implementing policy decisions of the Subcommittee. Hopef
ully, they will

provide the basis for a meaningful role for WUI and any other quali
fied carriers

in maritime satellite communications.

Thank you for according us the opportunity to testify.

Senator HOLLINGS. Thank you, Mr. Gallagher.
Mr. Knapp, I think you are the next gentleman—Mr. George F.

Knapp.
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STATEMENT OF GEORGE F. KNAPP, PRESIDENT,
ITT WORLD COMMUNICATIONS, INC.

Mr. KNAPP. Thank you, Mr. Chairman.
Just to correct the agenda there I'm not president of ITT.

Mr. Hamilton is. I'm president of ITT World Communications, which
is a subsidiary of ITT.
If you will, Mr. Chairman, my testimony has been submitted to

you, and I would like to put it in the record as a whole. However, at
this time, I'd like to just highlight some aspects of it.

Senator IIoLLINos. Very good.
Mr. KNAPP. As you undoubtedly know, Worldcom has been in the

business of providing coastal marine service for the past 50 years.
Presently, we operate radio stations on the east coast, west coast, and
the gulf coast. We have also been an active participant in the ongoing
negotiations looking toward the establishment of the second genera-
tion of the Marisat. We likewise are partners in the Marisat I ven-
ture. We have been actively participating since 1971 as a member of
the U.S. delegation in negotiation of the Inmarsat Convention and
Operating Agreement.
What I would like to just briefly comment on is the proposition of

the FCC with respect to participation in maritime satellite services.
The initial judgment of the FCC that maritime satellite services
should be open to participation by all carriers authorized to provide
direct service to maritime users should not be reversed without sound
reasons for granting an exclusive franchise to Comsat and rejecting
the expressed desires of other maritime carriers to utilize satellite as
well as high frequency technologies.
I will comment briefly, subsequently, about how I perceive the

market for maritime services to exist.
ITT Worldcom urges this subcommittee to adopt legislation for the

Inmarsat-designated entity which would authorize the creation of a
new corporation, to be owned by the existing maritime carriers, which
would serve as the Inmarsat-designated entity and would provide
maritime communications services to the public and to other inter-
connecting carriers. This would, of course, parallel the structural
form which has already been agreed upon by the maritime carriers
negotiating for the provision of the Marisat II system.
H.R. 11209 can be rather simply amended to provide for such a

carrier-owned corporation as the designated entity. I have attached
to my testimony proposed amendments of that bill for the use of
your committee, sir.
The argument may be made that a carrier-owned corporation, such

as we have proposed, offers no greater benefit to the public than would
be provided if Comsat were the Inmarsat-designated entity. This
argument will not, however, withstand serious analysis. In the first
place, the ownership of the U.S. Inmarsat facilities by maritime car-
riers which are competing with one another for high frequency and
other international services will be a substantial stimulus for creative
design of the services available via the Inmarsat system. Such a
stimulus would be materially diminished if the satellite medium, and
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the planning of services via that medium, is under the 
exclusive

control of a single carrier.
However, a more important consideration, relates to the 

public

coast station services, which today provide the preponderance o
f high

seas maritime communications. Although the satellite medium 
un-

doubtedly represents the future of maritime communications, and 
can

be expected to attract increasing portions of the total maritime traffic
,

there will remain a significant requirement for public coast stat
ions

well into the foreseeable future. Small ships and other operator
s

which are unable or unwilling to spend the substantial sums required

to equip their vessels to access the satellite system will continue to

rely on high frequency radio for ship-to-shore communications and,

even more vital, for safety of life at sea.
Presently, ITT Worldcom and other maritime carriers handle ap-

proximately 1 million telegraph-type messages per year between the

United States and ships at sea. As satellite communications increase,

the traffic and revenue base for this high frequency radio service can

be expected to erode to the point that it will not be economically

viable as a separately maintained service. With the long-term con-

tinuing requirement for high frequency radio services and the declin-

ing economic viability of such services, the public coast station car-

riers will have to either raise their rates or reduce the level of services.

By providing the existing maritime carriers with an economically

viable participation in the satellite system, those maritime carriers

will be in a position to coordinate the high frequency and the satellite

services into an integrated whole, which will better serve present user

needs and facilitate an orderly and efficient transition from the cur-

rent level of reliance on high frequency radio to the domination of

maritime services by the satellite system. Through such an integra-

tion of services, the users of maritime services would be in a better

position to seek and obtain rates and levels of service which satisfy

their total requirements.
I would like to point out, Senator, that the total market last year

for maritime services was something in the vicinity of $8 million
among the maritime carriers.
One further comment, if I may. It deals with this question of prob-

lems that I foresee that Comsat may have in attempting to wear two
hats in this field of international communications and the maritime

communications realm. Intelsat has announced that it is evaluating
the inclusion of the maritime capability in its next generation of
Intelsat satellites, which may or may not be used by the Inmarsat
system. Obviously, Comsat would be placed in a position of having
to determine whether its allegiance to Intelsat or Inmarsat would
govern its actions in such a situation. I note parenthetically that
Intelsat recently sent to the Inmarsat Preparatory Committee a paper
describing how Intelsat could provide the Inmarsat space segment.
Indeed, it is noteworthy that the House bill appears to acknowledge

that Comsat has existing and potential conflicts of interest between
its Inmarsat role, its Intelsat role, and its roles in other ventures.
Given this acknowledged question as to possible conflicts on the part
of Comsat, the designation of Comsat as the Inmarsat entity by the
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House bill and now by the Senate draft bill would seem, at the very
least, premature and unwarranted.

Senator, I thank you for the opportunity to comment. And of
course, I'm available for further questions and to assist you.
[The statement follows :]

STATEMENT OF GEORGE F. KNAPP, PRESIDENT OF ITT WORLD COMMUNICATIONS INC.

Mr. Chairman, we appreciate this opportunity to participate in the Subcom-
mittee's hearings on International Maritime Mobile Satellite Telecommunica-
tions.
I am George F. Knapp, President of ITT World Communications Inc., com-

monly known as ITT Worldcom.
ITT Worldcom is one of six international record carriers competing in the

United States. These competing record carriers provide overseas message tele-
gram, telex, private line record, alternate voice/data and various new data
services. ITT Worldcom employs the latest in computer technology to meet the
special telegraphic, telex and lease requirements of customers. New service
features are continually being added, and the quality of services has been
continually improved without increasing our rates.
ITT Worldcom, and its predecessor companies have also been engaged in the

provision of maritime communications service to the public for over 50 years.
Throughout that period we have provided telegraph-type service to maritime
users from FCC-licensed public coast stations.
At the present time we operate one public coast station on the Atlantic coast,

one station on the Gulf coast and three stations on the Pacific coast. We have
also been a participant and investor in the MARISAT program which provides
maritime telex and other services to ships equipped to handle such communica-
tions. We have been an active participant in the ongoing negotiations looking
toward the establishment of a Second Generation MARISAT System, either as a
wholly owned U.S. system or as a joint venture with a number of foreign tele-
communications entities. And we have actively participated, since 1973, as a
member of the official U.S. delegations in the negotiation of the Inmarsat Con-
vention and Operating Agreement.
In addition to ITT Worldcom, a number of other carriers, notably RCA

Global Communications and TRT Telecommunications, have a long history of
providing maritime, telegraph-type services via public coast stations. Similarly,
maritime telephone service has long been provided by the American Telephone
and Telegraph Co. via its public coast stations. A few years ago, Western Union
International, an international record carrier, started providing maritime, tele-
graph-type services through its participation in the Marisat program.
During the negotiations for the establishment of a second generation Marisat

system, the maritime carrier participants (including Comsat General Corp.
which is a subsidiary of the Communications Satellite Corp. (Comsat) ) had
reached agreement that this second generation system should be owned by a
new corporation or partnership which would contract the day-to-day operation
of the system to a system manager. It was expected that Comsat General would
be that system manager. The new entity would provide maritime communications
services directly to the public. Further, there seemed to be a likelihood that this
second generation MARISAT system would be established as a joint venture
between the United States entity, just described, and interested telecommunica-
tions administrations from Europe and other regions. If such an international
joint venture were established, it could logically be expected to ultimately evolve
into the International Maritime Satellite communications system, known as
Inmarsat, or at the very least would serve as a prototype for the Inmarsat
program.

Notwithstanding the successful Marisat joint venture on the part of several
of the U.S. maritime carriers and the substantial groundwork undertaken by
those carriers (and other maritime carriers which were not parties to the
original Marisat program) for the development of a Marisat-II program—includ-
ing serious negotiations with European, Russian, and Japanese interests which
were undertaken on behalf of those carriers by Comsat General, a Bill is now
pending in the House of Representatives which would give Comsat exclusive
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authority to own and operate maritime satellite 
communications facilities. That

Bill, HR 11209, which would establish a U.S. des
ignated entity" for participa-

tion in the Inmarsat program, would give Comsat
 exclusive ownership and con-

trol over the Inmarsat space segment and the 
right to own all or part of the

U.S. earth stations. Under that Bill, those ma
ritime carriers which have long

served the public through Marisat and the pu
blic coast stations would be

relegated to the possibility of minor and in 
actuality meaningless roles in the

earth stations (as determined by the FCC) and 
the right to provide domestic

connections between their gateway subscribers and 
the Inmarsat earth station.

Comsat was created by this Congress to develop
 the commercial application

of a new technology—satellite communications. As a 
substantial bonus, Comsat's

proposed services were established with the free use 
of and access to basic re-

search and development which had been financed by
 the U.S. taxpayers. There-

fore, Comsat has enjoyed not only the "PR" adva
ntages of its association with

the glamour of space technology, but has found the 
venture to be immensely

profitable as well. For the Congress to now seek to go
ld-plate the silver spoon

with which Comsat was spawned, by giving it th
e exclusive opportunity to

provide future maritime satellite communications at the
 expense of the existing

maritime carriers which have provided over fifty years of
 public maritime com-

munications service—often with minimal, or even nega
tive return on their

investments—is plainly repugnent to considerations of fairness a
nd to the spirit

of American free enterprise.
Although Comsat's subsidiary, Comsat General, has played

 a major role in the

development of maritime satellite communications, thr
ough its role in the

Marisat program, it has never offered maritime services via pu
blic coast stations.

Indeed Comsat General has consistently rejected any partic
ipation on its part

in the provision of those very essential public coast station ma
ritime services.

Even its entry into the maritime service three years ago was
 the result of a

fortuitous contract which it obtained from the U.S. Navy for
 the provision of a

satellite communications service to Navy ships. Because the satell
ites which it

purchased to meet the Navy requirements had a communications
 capacity some-

what in excess of that necessary to satisfy those Navy requireme
nts, Comsat

General was able to propose a commercial service, using that sp
ace capacity,

that would otherwise have been unfeasible.

Indeed Comsat General sought at the outset of the Marisat program t
o create

for itself a monopoly in the provision of maritime satellite services. Howe
ver, in

response to protests by several of the existing maritime carriers, the FCC
 deter-

mined that such a monoply would not be in the public interest and requ
ired

Comsat General to permit participation in that Marisat program by e
xisting

maritime common carriers. As a result of this FCC determination, ITT World
-

corn, RCA Global Communications and Western Union International each filed

applications to participate in this program and entered into negotiations wit
h

Comsat General looking toward the establishment of institutional and opera-

tional arrangements for the Marisat system.
Although the percentage investments on the part of these three carriers were

significantly lower than the Comsat General investment, this reflected a judg-

ment, at least on ITT Worldcom's part, that Comsat General had seriously

misallocated costs between the Navy service and the commercial service in the

contract which it had negotiated with the Navy. Because of this misallocation

and based on our own analysis of the limited market at the time for such com-

mercial services, we were convinced that there would not be sufficient commer-

cial traffic available to cover the costs attributed to the provision of such

services. Thus, with fixed revenues from the Navy side and a predictable revenue

shortfall for the commercial side (a prediction which experience has shown to

be correct), this plainly did not represent a sound investment opportunity,

except as a market entry vehicle for a new carrier. (Parenthetically, I would

note that even though these existing maritime carriers undertook relatively

small monetary investments in the MARISAT systems, each of those carriers has

contributed technical and administrative expertise toward the development of

that program which were well in excess of their relative contributions from an

investment share perspective.)
The initial judgement of the FCC that maritime satellite services should be

open to participation by all carriers authorized to provide direct service to

maritime users should not be reversed without sound reasons for granting an
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exclusive franchise to Comsat and rejecting the expressed desires of other mari-
time carriers to utilize satellite as well as HF technologies.
ITT Worldcom urges this Subcommittee to adopt legislation for the Inmarsat

designated entity which would authorize the creation of a new corporation, to be
owned by the existing maritime carriers, which would serve as the Inmarsat
designated entity and would provide maritime communications service to the
public and to other interconnecting carriers. This would, of course, parallel the
structural form which has already been agreed upon by the maritime carriers
negotiating for the provision of the Marisat-II system.
The House Bill, H.R. 11209, can be rather simply amended to provide for

such a carrier-owned corporation as the designated entity. The principle change
to the House Bill requires the deletion of references to the Communications
Satellite Corporation as the entity designated to represent the U.S. in Inmarsat,
and to substitute therefor, a new corporation which would be funded by inter-
ested maritime carriers. Additionally, the Bill would be amended so as to pro-
vide for ownership by the new corporation of the Inmarsat earth stations located
in the United States. Services to be provided by the new corporation would be
offered pursuant to authorization granted by the FCC, and in accordance with
tariffs filed with the FCC. We have prepared amendments to HR 11209, which
will accomplish this result. These amendments are appended to my written
testimony as Appendix I. We urge the Subcommittee's consideration of those
amendments.
I would observe that the new corporation, which our proposed amendments

would authorize, will still retain the benefit of participation by Comsat General
as a maritime carrier, most likely as a major investor in that corporation. Ad-
ditionally, to the extent the U.S. is successful in negotiations with other
Inmarsat participants, it can also be expected that Comsat General will be
designated as the system manager for Inmarsat. ITT Worldcom knows of no
reason why Comsat General should not be the choice of this new corporation for
INMARSAT system manager, and we would expect to support its selection.
The argument may be made that a carrier owned corporation, such as we

have proposed, offers no greater benefit to the public than would be provided if
Comsat were the Inmarsat designated entity. This argument will not withstand
serious analysis. In the first place, the ownership of the U.S. Inmarsat facilities
by maritime carriers which are competing with one another for HF and other
international record services will create a substantial stimulus for creative
design of the services available via the Inmarsat system. This will be a natural
outgrowth of those carriers' efforts to satisfy the needs of their own subscribers
and thus to channel maritime traffic via their respective facilities. Such a stim-
ulus would be materially diminished if the satellite medium, and the plan-
ning of services via that medium, is under the exclusive control of a single
carrier.
A more important consideration, however, relates to the public coast station

services which, today, provide the preponderance of high seas maritime com-
munications. Although the satellite medium undoubtedly represents the future
of maritime communications, and can be expected to attract increasing portions
of the total maritime traffic, there will remain a significant requirement for
public coast station services well into the foreseeable future. Small ships and
other operators which are unable or unwilling to spend the substantial sums
required to equip their vessels to access to the satellite system will continue to
rely on HF radio for ship-to-shore communications and, even more vital, for
safety of life at sea communications.

Presently, ITT Worldcom and other maritime carriers handle approximately
1 million telegraph-type messages per year between the U.S. and ships at sea.
As satellite communications increase, the traffic and revenue base for this HF
radio service can be expected to erode to the point that it will not be commer-
cially viable as a separately maintained service. With the long-term continuing
requirement for HF radio services and the declining economic viability of such
services, the public coast station carriers will have to raise rates or reduce the
level of services, or both.
By providing the existing maritime carriers with an economically viable

participation in the satellite system, those maritime carriers will be in a position
to coordinate the HF and satellite services into an integrated whole which will
better serve present user needs and facilitate an orderly and efficient transition
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from the current level of reliance on HF radio to the domination of 
maritime

services by the satellite system. Through such an integration of s
ervices the

users of maritime services would be in a better position to seek and obtain 
rates

and levels of service which satisfy their total requirements.

The legislation which we have heretofore suggested is intended to conform
 as

much as practicable to the concept embodied in the House Bill, H.R. 11209
, and

to conform with the structural form which had been intended for the Maris
at-II

program. In the event this conceptual arrangement is not acceptable to this

Subcommittee, I would note that a Bill sponsored by the Administration, S. 2211,

is presently before this Subcommittee, which would generally address our

concerns with H.R. 11209 and would appear to satisfactorily serve the public

interest. If, however, this Subcommittee is disposed to adopt S. 2211, we would

urge that this bill be modified to the extent of requiring any private systems,

which desired to obtain an ownership interest in the corporation proposed therein

to make an investment commitment at the outset of the program, not 5 years

after the start-up risks have been accepted and borne by the initial investors.

Attached as Appendix II to my written testimony is an appropriate amendment

to S. 2211 for accomplishing this end. As a further point respecting S. 2211, it is

our belief that the drafters of that bill intended that any participation by

Comsat, in the new corporation proposed by that bill would be through a sepa-

rate subsidiary, such as Comsat General, established for the provision of service

directly to the public. The language of the bill, however, may be so broad as to

permit Comsat to directly participate in that corporation. We therefore urge

that if this bill is adopted by this Subcommittee, the legislative history should

reflect the consideration that any participation by Comsat must be through a

separate "retail" subsidiary.
As a third alternative, we would suggest for the Subcommittee's consideration,

a designated entity Bill naming Comsat as that entity, but maintaining the

"carrier's carrier" role for Comsat which was developed by the Congress in its

enactment of the Communications Satellite Act of 1962. As was stated by
Senator Pastore, the Floor Manager of the Bill that became the Communica-

tions Satellite Act:
"Let me repeat these simple but all-important facts. The market to be served

by the corporation consists of the carriers who will use its facilities. The market
to be served by the carriers will be the senders and recipients of communications
traffic. The corporation will depend upon the carriers for its revenues; the car-
riers will depend upon the corporation for facilities."
The development of the "carriers' carrier" concept in the Satellite Act was

reached after serious deliberation and substantial debate leading to the en-
actment of that Act. On the other hand, it is abundantly clear that no in-depth
consideration has been given to the implications of eliminating that "carriers'
carrier" concept for an INMARSAT program in which Comsat would become
the designated entity for the United States. We would suggest that there is no
reasonable basis for changing the fundamental policy of the Satellite Act for the
Inmarsat program, without such an in-depth study of the full implications sur-
rounding such a change. Indeed, we note that the House Subcommittee on Com-
munications of the Committee on Interstate and Foreign Commerce has already
stated an intent to review the entire Communications Act of 1934 as well as the
Satellite Act, with the "carriers' carrier" concept from the Satellite Act clearly
being one of the items to be considered in such a review. Thus, as has been
pointed out by several members of the House Subcommittee on Communications,
it makes no sense to change that "carriers' carrier" policy for the Inmarsat
program when the much larger question of whether that concept should be
retained in the Satellite Act is still under consideration.
No basis has been suggested for granting Comsat a monoply of satellite

facilities and then permitting it to compete with the other maritime carriers in
rendering services to the public. Such unfair competition would assure Comsat
a preferred position in the sale of services to the larger maritime users and
would leave the other carriers with the dubious opportunity to compete with
their supplier, namely Comsat, in the provision of switched or message services.
I would note that we received on May 4, 1978 a copy of a Senate "Staff

Working Draft" which appears to substantially parallel the bill, H.R. 11209,
adopted by the House Committee on Interstate and Foreign Commerce.
Although time has not permitted a thorough evaluation of this draft bill, our
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initial impression is that the primary differences from H.R. 11209 are the
elimination of the interconnection of private systems at the Inmarsat earth
stations and the granting to Comsat of exclusive ownership of those earth
stations, in addition to its exclusive ownership of the space segment. The
elimination of direct connection with private users, while unexplained, appears
innocuous, but the proposed grant to Comsat of a 100 percent ownership in-
terest in the earth stations would completely eliminate any ownership interest
or meaningful participation in maritime satellite services on the part of the
existing maritime carriers. Those carriers would thus be reduced to the de
minimis role of offering a landline segment between the Inmarsat earth station
and their gateway subscribers. (Parenthetically, I note that, on a revenue
basis, this degree of participation is expected to amount to about 350 out of a
$6 maritime satellite telex call.) Accordingly we see no improvement in this
draft bill over HR 11209 and urge this Subcommittee's consideration of one of
the three alternatives which we have previously described.
To place the designation of Comsat as the Inmarsat entity into a slightly

different perspective, I would urge the Subcommittee to take note of the
multiplicity of roles which Comsat has assumed. The designation of that
carrier as the Inmarsat designated entity can only exacerbate the current or
potential problems associated with its conflicting interests.
At the present time, Comsat is engaged as the U.S. designated entity for the

Intelsat system, as the management services contractor for the Intelsat system,
as the owner of a system of domestic communications satellites which are
leased to the American Telephone and Telegraph Company, as a one-third
partner in Satellite Business Systems, a U.S. domestic satellite system designed
primarily for computer-to-computer data transfer, as the developer of a regional
satellite system serving a number of Arab countries, and as a substantial
investor in the Marisat system. As between its Intelsat role and its involvement
in the several domestic satellite systems in the United States and the regional
system in the Middle East, there appear to be substantial possibilities for
conflicting allegiances on the part of Comsat. And, in the maritime communica-
tions realm, Intelsat has announced that it is evaluating the inclusion of a mari-
time capability in its next generation of Intelsat satellites, which may or may
not be used by the Inmarsat system. Obviously, Comsat will be placed in the
position of having to determine whether its allegiance to Intelsat or Inmarsat
should govern its actions in such a situation. (I note parenthetically that
Intelsat recently sent to the Inmarsat Preparatory Committee a paper describ-
ing how INTELSAT could provide the Inmarsat space segment.)
Indeed it is noteworthy that the House bill appears to acknowledge that

Comsat has existing and potential conflicts of interest between its Inmarsat
role, its Intelsat role and its roles in other ventures. Section 5 of H.R. 11209
would require the FCC to investigate these multi-facetted roles of Comsat.
Given this acknowledged question as to possible conflicts on the part of Comsat,
the designation of Comsat as the Inmarsat entity by the House Bill, would
seem, at the very last, premature and unwarranted.
While the new corporation which we have proposed as the Inmarsat desig-

nated entity will obviously not completely remove Comsat from the decisional
process, it will eliminate that entity's ability to make such decisions unilater-
ally and will provide an important measure of checks and balances which should
largely eliminate problems which could arise from expected conflicts of interest
on Comsat's part.

Finally, I would like to refute the claim by Dr. Charyk (at the hearingsbefore the House Subcommittee on Communications) that other Inmarsatcountries, such as the Europeans and Russians, are meeting and planning the
system without the participation of the United States—because the United
States does not yet have an official designated entity to represent it—and, thattherefore Comsat, as an entity in being, should become the U.S. designated
entity in order to expedite participation of the United States in those meetings.Insofar as any formal meetings of the Inmarsat participants are concerned,
the United States has been and continues to be represented through a delegationunder the aegis of the Department of State. Further, there have been anumber of informal meetings among potential Inmarsat participants looking
toward the development of a joint venture program such as Marisat-II.

Until March of this year, the United States maritime carriers had beenactively participating in those meetings through Comsat General as the desig-
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nated spokesman for the U.S. maritime carriers. 
Unfortunately, as soon as H.R.

11209 was introduced in the House, Comsat General ele
cted to terminate its role

as a participant in those negotiations on behalf of th
e U.S. maritime carriers.

Whether that decision on Comsat General's part was 
made with the deliberate

intention of undermining the future participation of othe
r maritime carriers in

the Marisat-II and Inmarsat programs, or was sim
ply a recognition of an

internal conflict of interest on that carrier's part, it had the
 effect of eliminat-

ing U.S. participation in those informal negotiations.

Having entrusted to Comsat the role of spokesman for all
 of their interests in

negotiations with representatives of other countries, the re
maining U.S. maritime

carriers were in no position to instantaneously pick up th
ose negotiations when

Comsat General so abruptly advised them that it would no 
longer act in their

behalf. Those U.S. Maritime carriers stand ready, however
, to pick up those

negotiations, with or without Comsat General, as soon as
 the cloud, created

by HR 11209, upon their right to participate in future mariti
me satellite sys-

tems, is removed.
In sum, ITT Worldcom submits that this Subcommittee should

 reject the

selection of the most recent entrant into the field of interna
tional maritime

communications services for an exclusive franchise relating to 
satellite facili-

ties. I believe we have demonstrated here the soundness and 
consistency with

the public interest of legislation which would establish a ne
w carrier owned

corporation as the INMARSAT designated entity.

Please be assured Mr. Chairman, that ITT Worldcom stands rea
dy and willing

to cooporate with this Subcommittee in its further efforts toward
 the develop-

ment of legislation for the designation of a United States entity 
to participate

in the Inmarsat program.
Thank you.

APPENDIX I—AMENDMENTS TO H.R. 11209

Page 15—line 7: Strike "Com-" and insert in lieu thereof: "corporation 
estab-

lished pursuant to section 3(a) (1)."
Page 15—lines 8 thru 10: Strike all existing language.

Page 15—line 11: Following the language on line 11 and prior to the 
begin-

ning of language on line 12 insert the following:

"DESIGNATED OPERATING ENTITY

"SEC. 3. (a ) (1) (A) There is hereby authorized to be created in the U
nited

States a maritime telecommunications corporation for profit which shal
l not be

an agency or establishment of the Federal Government. The corporation 
shall

be subject to the provisions of this Act.
"(B) The corporation shall be wholly owned by United States common c

ar-

riers who are specifically authorized by the Federal Communications Commi
s-

sion to own shares of stock in the corporation, upon a finding by the Commi
s-

sion that any such ownership will be consistent with the public convenience,

interest, and necessity.
"(C) Except as provided in subparagraph (D), no United States common

carrier specified in subparagraph (B) may own more than 49 percent of any

shares of nonassessable capital stock issued by the corporation under sub-

paragraph (E).
"(D) The Commission may permit any United States common carrier to own

more than 49 percent of such share if the Commission determines that such

permission is necessary to ensure the sale of all such shares issued by the

corporation.
"(E) The corporation may issue and have outstanding, in such amounts as

it may determine, shares of stock which may be purchased, owned, or held only

by common carriers in accordance with subparagraph (B)."
• Page 15—line 12: Strike "Sec. 3 (a) (1) (A)" and insert in lieu thereof:

"(2) (A)".
Page 15—line 13: Strike "(2), the Communications Satellite Corporation" and

insert in lieu thereof: "(3), the corporation".
Page 15—line 25: Strike "(2) (A)" and insert in lieu thereof: "(3) (A)".

Page 16—line 2: Strike "(1) (A) (ii)" and insert in lieu thereof: "(2) (A)

(ii)".
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Page 16—line 12: Strike "(s)" and insert in lieu thereof: "(4)".
Page 17—line 3: Strike "(3) (A)" and insert in lieu thereof: "(4) (A)".
Page 17—line 6: Strike "(1) (A) (ii)" and insert in lieu thereof: " (2) (A)

(ii)".
Page 17—line 7: Strike "(2)" and insert in lieu thereof: '(3)'.
Page 17—line 12: Strike "(2)" and insert in lieu thereof: "(3)'.
Page 17—line 14: Strike "(2) (A) (i) (II)" and insert in lieu thereof: " (3)

(A) (i) (II)".
Page 17—line 16: Strike "(2) (A) (i)" and insert in lieu thereof: "(3) (A)

(1)".
Page 17—line 22: Strike "Communications Satellite".
Page 17—line 23: Strike "Communications Satellite" and insert in lieu there-

of: "corporation authorized to be established by the International Maritime
Telecommunications Satellite Act."
Page 17—line 23: Strike "Corporation."
Page 18—line 20: Strike "and private communications systems, other than"

and insert in lieu thereof: "private users,".
Page 18—line 21: Strike all existing language.
Page 18—line 22: Strike "the corporation has any ownership interest,".
Page 18—line 23: Insert between "Commission" and " ; and" the following

language "provided, however, that the communications lines connecting thefacilities of such private users to such stations shall be obtained by and at theexpense of such users."
Page 19—line 14: Strike " , or any United States domestic common carrier,"

and insert in lieu thereof: "shall be the sole owner and operator of any satelliteearth terminal station in the United States which provides access to the spacesegment."
Page 19—lines 15 thru 19: Strike all existing language.
Page 20—line 3: Strike all existing language and insert in lieu thereof: "(e)The corporation shall undertake •to reach agreement with interested interna-tional and domestic common carriers upon the financial and operational arrange-ments under which the corporation shall inter-connect its satellite earth terminalstation facilities with United States domestic common carriers and internationalcommon carriers. In the event that no such agreement can be reached, theCommission shall prescribe, pursuant to section 201 of the Communications Actof 1934, as amended, (47 USC 201) the financial and operational.
Page 20—line 5: Strike "any."
Page 20—line 5: Strike "facility" and insert in lieu thereof: "facilities."
Page 20—lines 6: Between "with" and "United States" insert "such."Page 20—line 7: Strike "other."
Page 20—line 8: Strike all existing language.
Page 20—line 9: Strike "the Corporation has any ownership interest,".Page 20—line 11: Strike "determination" and insert in lieu thereof: "prescrip-tion."
Page 20—line 13 thru 14: Strike all existing language and insert in lieuthereof: "formal request, by any party to such prior negotiation, for suchCommission action."
Page 22—line 21: Strike " ; " and insert in lieu thereof: " , which recom-mendations shall be a matter of public record and available for inspection byany interested person ;".
Page 22—line 1: Strike " , pursuant to sec-" and insert in lieu thereof:"maritime telecommunications services, in accordance with section 3(b) (1) (B) ;and".
Page 23—line 1: Strike " , pursuant to sec-" and insert in lieu "maritimetelecommunications services, in accordance with section 3(b) (1) (B) ; and".Page 23—lines 2 thru 5: Strike all existing language.
Page 25—line 10: Following "systems." insert the following: "The Commissionshall make specific inquiry into whether the establishment of such a system-atic approach shall include the acquisition by the corporation of the licenses,assets, facilities of public maritime coast stations."
Page 26—line 3: Strike "communica-" and insert in lieu thereof: "maritimetelecommunications corporation authorized to be created under section 3(a) (1)(A) ;".
Page 26—lines 4 thru 6: Strike all existing language.
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APPENDIX II

AMENDMENTS TO S. 2211

Page 4—line 21: Strike '5(f)" and insert in lieu ther
eof: "5(e)".

Page 5—line 23: Strike all existing language and insert in
 lieu thereof: "(e)

the corporation shall be owned by".
Page 6—line 3: Strike "necessity." and insert in lieu 

thereof: "necessity:

Provided however, that noncarrier entities shall be eli
gible to acquire owner-

ship in the corporation upon reasonable terms and c
onditions to be detenained

by the Federal Communications Commission, subject to a 
finding by the Federal

Communications Commission that such noncarrier entity'
s ownership will be

consistent with the public convenience, interest, and ne
cessity, and subject

further to an election by each such entity to obtain such a
n ownership interest

within 90 days after the date of initial incorporation o
f the corporation. The

corporation shall be authorized by the Federal Communicat
ions Commission to

provide service directly to such noncarrier-entity investo
rs under reasonable

terms and conditions to be determined by the Federal 
Communications Com-

mission."
Page 6—line 3: Following "carriers" insert "and noncarr

ier entities."

Page 6—line 6 thru 13: Strike all existing language.

Page 6—line 14: Strike "be" and insert in lieu thereof: 
"include all."

Page 6—line 15: Strike "restricted to."

Page 6—line 20: Strike "and 5(f)."

Page 6—line 22: Strike " . " and insert in lieu thereo
f: " , and the provision

of such other maritime communications services as m
aybe determined to be in

the public interest by the Federal Communications
 Commission."

Page 7—line 3: Strike "and 5(f)."

Page 8: Following line 17, insert the following:

"STUDY OF PUBLIC MARITIME COAST STATION SERVICES

"SEC. 8(a) The Commission shall conduct a study o
f public maritime coast

station services, with particular emphasis on high seas
 services, with a view

toward determining whether the rules and regulatio
ns of the Commission and

the assignment of licenses and radio frequencies in eff
ect on the date of the

enactment of this Act should be subject to any alterati
on in order to establish

a systematic approach for the provision of modern
 and effective maritime tele-

communications systems. The Commission shall make specif
ic inquiry into

whether the establishment of such a systematic ap
proach shall include the

acquisition by the corporation of the licenses, assets and facilit
ies of public

maritime coast stations.
"(b) The Commission shall transmit a report to the Cong

ress no later than

6 months after the date of the enactment of this Ac
t relating to the study of

public maritime coast station services conducted under sub
section (a). Such

report shall contain a detailed statement of the findings and conclu
sions of such

study, any action taken by the Commission related to such
 findings and conclu-

sions, and any recommendations of the Commission for such legislati
ve or other

action as the Commission considers necessary or appropriate.
"

[The following information was subsequently received for the

record:]
• QUESTIONS OF THE COMMITTEE AND ANSWERS THFRF.TO

Question. If, H.R. 11209 passes the Congress, should Comsat Gener
al be

allowed to own, manufacture, lease or sell on-board ship termi
nals?

Answer. ITT Worldcom supports, and indeed welcomes, competitio
n in the

provision of all maritime communications service, including
 the supply of

terminal equipment for ship-board access to such services. And, unli
ke basic

maritime communications services, H.R. 11209 does not appear to preclu
de other

entities from full participation in the maritime terminal equipment ma
rket.

Therefore, subject to any regulations found necessary by the FCC to precl
ude

Comsat from obtaining an unfair advantage, ITT Worldcom does not obj
ect to



107

the concept of Comsat General or any other entity engaging in either the
manufacture or marketing of on-board ship terminals.

Question. In Docket 19554 and its successor, the record carriers advocated
the closing of all but 6 coast stations. Yet in this hearing the same carriers are
advocating ownership involvement in Inmarsat in order to encourage continued
coast station operations. Why are these two positions not contradictory?
Answer. Prior to the FCC's action in Docket 19544, the international record

carrier operated 14 public coast stations providing high seas maritime tele-
graphic communications. Although this number of stations may have been
required to adequately serve the traffic demand at an earlier time, there is no
longer sufficient traffic demand to support all of those stations. As the Commis-
sion noted, in its 1972 Order initiating Docket 19544, "[f] or the three major
carriers (RCA, ITT and TRT), information available to the Commission indi-
cates that as a group they operated at a loss for calendar year 1970 [for their
public coast station operations]".' Since that time, the Commission has ordered
costly upgrading for these public coast station facilities which will further
diminish the economic viability of those stations. The record in Docket 19544
demonstrates that a total of six HF maritime stations (two on each of the East,
West and Gulf coasts) adequately provide necessary high seas public coast
station telegraphy service. The FCC's further inquiry into this matter, in its
Docket 78-67, suggests that this is the configuration which it favors.

Practically, the six station configuration .which the FCC now appears to con-
template may be at or near the minimum number of stations which can ade-
quately provide high seas HF maritime service, a service which all agree will
be required for some years into the future. It is nearly certain, however, that
the growth and development of maritime satellite services will attract an
increasing share of the total maritime market, leaving the public coast stations
with a steadily decreasing pool of such traffic. In these circumstances, the public
coast station carriers will be required to increase rates and/or reduce service
in order to compensate for the steadily shrinking traffic base for such services.
ITT Worldcom believes, however, that with a viable participatory role in the
satellite services by the public coast station carriers, an integration and co-
ordination between HF services and satellite services can be effected which will
minimize these problems for the HF service users and will enable all users to
better obtain the proper mix of services appropriate to such users' particular
requirements.
Thus, in sum, ITT Worldcom submits that there is no contradiction it its

actions referred to by this question. It has followed what it believed to be
appropriate procedures in seeking elimination of redundant public coast stations,
and now seeks to maintain a smaller network of such stations as a viable entity
in the era of maritime satellite telecommunications.

Question. Would ITT have undertaken a Marisat type venture if the Navy's
participation had not been assured?
Answer. At the time that ITT Worldcom was offered an opportunity to partic-

ipate in the Marisat program, the Navy contract represented total revenues of
some $28 million for a system which was then estimated to cost approximately
$100 million (which cost has since escalated to about $120 million). Although
the Navy had options to obtain additional services, the value of which aggregate
some $42 million if all such options were exercised, the prevailing view at that
time was that the likelihood of the Navy exercising any substantial portion of
those options was less than 50%. ITT Worldcom absolutely did not make its
decision to participate in the Marisat program on the basis of the existence of
the Navy contract, which even if all options bad been exercised would not
have made the program a sound investment.' Rather, our motivation for partici-
pation in the Marisat program was a desire to provide the satellite option for
our maritime customers and to have a part in this developing technology.
I would note, however, that the thin commercial market for maritime satel-

lite services in the middle and late 1970's could not reasonably have supported
a separate U.S. satellite system. Indeed the total Marisat commercial revenues

'Public Coast Radio Telegraph Stations, 36 FCC 2d 620, 622 (1972).
2 Due to unanticipated delays in the Navy's FLEET Satcom program, the Marisatparties were subsequently able to renegotiate the Navy contract so as to provide foradditional services to the Navy. As a result the Navy revenues are now adequate tosustain the economic viability of the Marisat service.
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for calendar year 1977—$1.75 million
—would not even cover the system oper

at-

ing expenses, much less a return of, or o
n the capital investment. Even Comsa

t

General would not have invested in a
 system with a $100+ million price ta

g

with expected annual gross revenues
 of $2 to $3 million for the five-y

ear

expected life of the system. Thus, in th
e absence of some form of governmen

t

support for the system, commercial ma
ritime services could only have been

provided, in this timeframe, as an adju
nct to services already being provided

by the Intelsat system. In these 
circumstances, ITT Worldcom and other

established carriers would have particip
ated in the same manner as they do for

other Intelsat services.
Question. What is ITT's participatory 

share in Marisat and what do you

expect it will be if there is a Marisat II 
follow-on?

Answer. As pointed out in our testi
mony, ITT Worldcom perceived the

Marisat program as having been severe
ly underpriced by Comsat General in

terms a proper allocation of system c
osts for the Navy service. Since the pro-

gram was obviously intended primarily
 as a market entry vehicle for Comsat

General, ITT Worldcom did not wish t
o unnecessarily subsidize this effort on

Comsat General's part through its own 
participation in the program. According-

ly, we determined to acquire a 2.5% in
vestment in the system which appeared

to be adequate to secure sufficient capacity
 to serve our maritime users.

As to the possible Marisat II follow-on 
program, Comsat General made clear

at an early stage in those discussions 
its intent to obtain a 60% ownership

interest in such a system. In addition, A
.T. & T. expressed, at a relatively early

date, a desire to obtain an ownership sh
are of 25%. This left a potential owner-

ship interest for ITT Worldcom and other 
maritime telegraphic carriers of 15%.

Since the satellite capacity for the voice 
services which would be provided by

A.T. & T. and Comsat General is substanti
ally in excess of the capacity required

for the telegraphic services which ITT Worl
dcom and other telegraphic carriers

would provide, this 15% share was generally v
iewed as adequate for the provi-

sion of those telegraphic services.

ITT Worldcom was willing to take up to a 5
% investment share in order to

assure full subscription to the system. Howe
ver, only a 3% share was believed

to be necessary to provide adequate capacity for
 our maritime services. Since a

3% share, combined with the other carriers'
 requested shares, produced a total

subscription of 101%, we elected that share.

Question. There was testimony submitted that 
indicated that RCA's public

coast station traffic and revenue increased rath
er than decreased during the first

six months that Marisat was operational. Wha
t traffic activity did ITT experi-

ence during this period?
Answer. During the first six months of Marisat

 operation (July to December

of 1976) ITT Worldcom's total public coast sta
tion message volume decreased

by approximately 2% relative to the traffic du
ring the preceeding six-month

period. Between calendar year 1975 and calendar
 year 1976, however, ITT World-

com experienced a 6% increase in total messag
es and a 9% increase in total

revenue, which appears to correspond with the en
ding of the recession in com-

mercial shipping at that time. This may also expl
ain the apparent fact of RCA

experiencing an increase in its public coast statio
n traffic during the second

half of 1976 despite the early competition from th
e MARISAT system. It is our

understanding that RCA also substantially automat
ed its public coast station

operations at about the middle of 1976 which m
ay have been a contributing

factor to an increase to its public coast station tr
affic.

Question. To clarify the intent of the Senate staff wor
king draft—the partici-

pating carrier concept would not allow Comsat or Com
sat General to market

service directly to the end-user. Rather, the concept
 accomplishes basically a

tariffing change. Does that clarification change your positi
on?

Answer. ITT Worldcom agrees with the apparent intent
 of the Subcommittee

to prohibit Comsat or Comsat General from marketin
g maritime satellite serv-

ices directly to end users. We are concerned, however, th
at this intent cannot

be fulfilled through the use of the participating carrie
r concept. By long ac-

cepted usage, a "participating carrier" does provide serv
ice directly to the

public, albeit jointly with another carrier. Moreover, in
 the usual case, the

carrier which provides the longer haul in such a joint-servi
ce offering is the

carrier which tariffs these services directly to the public.
 In the Inmarsat con-

text, that carrier would of course be Comsat.
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ITT Worldcom continues to believe that the "carrier's carrier" concept pro-
vides the soundest approach for addressing the question of the relationship
between Comsat, as the Inmarsat designated entity, and the retail maritime
carriers. If, however, the Subcommittee is committed to the use of a participat-
ing carrier concept, we would suggest that the Subcommittee's intent could
probably be accomplished by a provision written into the Inmarsat Act which
would bar Comsat, or its subsidiaries, from filing any tariff for service directly
to the public. But even if this accomplishes the objective of eliminating a formal
direct offer of service to the public on the part of Comsat, or its subsidiaries, the
basic concept of a participating carrier would eliminate any possibility of real
price competition among the retail carriers for Inmarsat services. Presumably,
the rate to the public would be a combination of the Comsat rate for its
space segment and earth station facilities and the retail carrier's rate for its
landline haul and switching functions. The fact that Comsat, operating from a
monopoly position, controls a very high percentage of the total revenue require-
ments for a given Inmarsat rate would leave the retail carriers with only token
amounts over which they could exercise any discretion or flexibility. Thus the
competition for Inmarsat services would be limited to the service features
which the different retail carriers provide through their switching facilities.

Senator HOLLINGS. Dr. Charyk.

STATEMENT OF DR. JOSEPH V. CHARYK, PRESIDENT, COMSAT,
WASHINGTON, D.C.

Dr. CHARYK. Thank you, Mr. Chairman.
I would like, with your permission, to submit my prepared state-

ment for the record and make a few appropriate observations at this
point.
Senator HOLLINGS. Very good, sir.
Dr. CHARYK. I would like to simply say that I don't think we are

hearing very many new arguments. I'm sure that the draft bill which
emerged from the Communications Subcommittee on the House side
and was reported out by the full committee, and the draft bill that
was introduced by the staff here, and the positions taken by the FCC
have only been adopted after studying this matter intensely. They
have heard all of these arguments and reached the conclusions that
they have for, I believe, good and valid reasons.
I think the important thing to note is that enactment of appro-

priate legislation is critical at this point. I think you see considerable
controversy as to how this should be handled and the role that the
United States should play, and I think the important thing is that
the United States make a determination on policy grounds as to who
will be designated to carry out that policy under the appropriate
controls, so that the United States can move out and play an impor-
tant role in fashioning this new technology. We believe that it is
going to be extremely important to the maritime business in the
future, and I think that the United States, through its leadership
role in Intelsat, through its leadership role in the development of
satellite communications generally, should play a significant and
meaningful role here.
The essence of solving the problem is the designation of a U.S.

entity and the determination of U.S. policy, and that is why I think
that appropriate legislation at this particular time is urgent.
We have become the pioneer in maritime satellite communications

through the Marisat system. That business is growing. But the design

30-338-78-8
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lifetime of the present set of satellites is due to expire in 1981. The
draft charter of an Inmarsat organization has been published. It is
important that the United States becomes a signatory to those agree-
ments if they meet U.S. objectives.

I think that the ambiguity about U.S. participation has hurt the
leadership role of the United States in the international forums, and
I would hope that with the passage of the legislation we could correct
that deficiency and move out.
I think that the proposed designation of Comsat to represent the

U.S. interests in Inmarsat or any other organization properly reflects
our success in Intelsat and our experience in satellite communications
and the major role that we play in the development and operation
of the Marisat system.
We have no objectives other than the development of satellite com-

munications and bringing the benefits of that technology to users
everywhere, be it point-to-point communications or be it mobile com-
munications. We think that satellites can play an important role in the
development of maritime communications and change the way in
which maritime systems operate. We look forward to the opportunity
to provide the kind of leadership that we think the United States
should provide in the international consortium that would be dealing
with this problem.
Just a few observations. We do feel that putting the Earth station

ownership and the participation in the space segment together is
essential. This system has got to work in a way where the space seg-
ment and the Earth segment interact intimately, and we can perceive
of no public benefit for dividing ownership among multiple parties;
particularly, as is fairly clear here, parties with diverse and conflict-
ing interests. We think that the Earth station, after all, is the gate-
way to the system, and you can't have a gateway guarded by people
with conflicting interests and conflicting investments.
We hear a lot of talk about creating some kind of a new organiza-

tion, and perhaps a few historical observations here might be useful.
These are basically old arguments. Many of them go back over 15

years when the debate was being conducted as to how the United
States might best pursue the development of commercial communi-
cations via satellite.
Many possibilities were considered.
A new company owned by the carriers might be created; the Gov-

ernment might do it; a new company completely owned by private
shareholders might be formed.
The decision, actually a compromise, was to create a new corpora-

tion: 50 percent of the stock of that company could be owned by the
general public; 50 percent could be owned by the carriers.
All kinds of protective machinery were built into that legislation.

The President appoints the directors of our company, and several
agencies and departments of the Government have an oversight re-
sponsibility in regard to Comsat.
The charter and the national policy were very clearly spelled out,

and we moved out to seek to establish an international global system.
I think that no one can deny that it has been an outstanding success.
More than 100 countries now participate in the system. It carries
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•better than two-thirds of all the world's long-distance international
traffic. And there has been not a cent of U.S. taxpayers' money
involved.
We think this is a remarkable achievement.
The carriers were given the opportunity to invest in that company,

to own shares, as was the general public. More than 100,000 share-
holders invested in our company. Most of those shareholders were
small. We have people who bought the shares for their children, their
grandchildren, and many of those faithful shareholders continue to
have a belief and a hope that satellite communications can play an
important role in world communications. They have maintained their
investment in Comsat.- They purchased their shares at $20; the stock
is now selling at around $40.
The carriers have all sold out their interest, some voluntarily, some

with encouragement. Our friend, Mr. Gallagher, for example, invested
some $550,000 in the enterprise. He sold out at a profit of $1.138
million.
Now, meanwhile, our little shareholders have had no such financial

largesse but continue to have faith in where this company is going
and the leadership that we can provide.
Let me give you a brief history of the maritime satellite business.
We moved out to propose to the U.S. Navy a system that would

have a capability to serve them as well as provide some commercial
capability. The Navy was having difficulty developing its own system.
We felt that perhaps some interim capability might be of use to them,
and we thought at the same time that some useful commercial capa-
bility could be provided.
The Navy accepted the proposal, at which point the carriers ob-

jected on the basis that the Navy should not be allowed to deal with
Comsat. The Navy reflected and then permitted a new opportunity
for bids to be submitted. The only bid that was submitted was our
original bid.
The carriers then went to the Commission and asked for the Com-

mission to deny the opportunity for Comsat to provide service to the
Navy and also to provide commercial maritime service. The Commis-
sion considered that and offered each of the carriers an opportunity
to invest in the system on an equal basis.
The maximum carrier participation was 8 percent. The minimum

was zero. We picked up the balance and we own 86 percent of the
-Marisat system.
We went out and purchased 200 terminals because we felt that

'there had to be stimulus to the development of satellite communica-
tions. I think that 1 carrier bought 20 terminals, then sold them back
to the manufacturer

' 
and I think that Western Union International

has two terminals onboard at this point.
So this background is just to put the thing in focus and to cut

through some of the emotion and imagination that has been reflected
in some of the earlier remarks.
I think that this legislation as I have indicated, has been well

thought out. It has properly reflected the essential elements. I think
that the Chairman of the Federal Communications Commission has
highlighted the relationship between connecting carriers and cftrrier's
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carrier in a proper fashion. We welcome the opportunity to continue
the development and the leadership role in satellite communications,
and we thank the committee for its trust and confidence in our
organization.
Thank you, Mr. Chairman.
[The statement follows :]

STATEMENT OF DR. JOSEPH V. CHARYK, PRESIDENT, COMMUNICATIONS
SATELLITE CORP.

On behalf of the Communications Satellite Corp. (Comsat), we are pleased to
have this opportunity to provide comments to the Subcommittee on Communica-

tions on the question of participation by the United States in arrangements for
providing international maritime satellite telecommunications services.
The enactment of legislation on this matter is most critical at this point. It

would appear that a fully functioning international system under the aegis of
the International Maritime Satellite Organization (Inmarsat) cannot possibly
be in operation prior to the expiration of the design life of the present genera-
tion of Marisat satellites. Comsat and its wholly owned subsidiary, Comsat
General, have been engaged in the active consideration of several possible
maritime satellite communications system concepts looking toward a second
generation of maritime satellites. We are also concerned with how best to
proceed with developing the longer term requirements for maritime satellite
services. To assure that the United States can assert an effective overall leader-
ship role in developing and implementing an integrated plan to meet both
interim and longer-term requirements for international maritime satellite serv-
ices, legislation to clarify the U.S. role and representation is vital now.
Given the complexities involved in developing the best arrangements to meet

interim and long-term needs, the most effective leadership would obviously result
if these efforts were managed by the same entity that would be responsible for
U.S. participation in Inmarsat or any other organization designed to provide
international maritime satellite telecommunications services. Continuing uncer-
tainty and ambiguity about U.S. participation in current international activities
on this subject have inhibited the United States from assuming the kind of
leadership role that it logically ought to play in developing plans for an inter-
national global maritime satellite communications activity. Speedy passage of
appropriate authorizing legislation would cure this significant defect.
Based on our review of your Subcommittee's staff working draft, we believe

it incorporates all of the essential elements necessary to permit an effective
role by the United States in this important international program. As you know,
the House Committee on Interstate and Foreign Commerce, its Subcommittee on
Communications, and the Committee on Merchant Marine and Fisheries have
considered and approved a Bill that establishes the basis for future United
States participation in appropriate international arrangements for the conduct
of global maritime satellite communications. Comsat appreciates the confidence
that is placed in it by both the Subcommittee draft and the House bill.
The two proposed Bills are comparable in many respects, but there are certain

differences. The most significant difference from our point of view is the pro-
vision in the Subcommittee draft that would grant sole ownership of the earth
terminal station facilities to Comsat. We fully support this provision. We
believe that inordinate complexities would be involved in attempting to estab-
lish the criteria for joint ownership and operation of the earth terminal station
facilities, which could only result in unnecessary and undesirable delays and
added costs. And since there would be full and nondiscriminatory access to both
the earth terminal station and space segment facilities, we can perceive no
public benefits resulting from divided ownership of the earth terminal station
facilities. Moreover, the earth stations are really the doors to the system.
Access to these doors should not and need not be prejudiced or inhibited by
placing the ownership of the earth station facilities in multiple parties having
diverse interests, some of which parties may have other maritime facilities.
The customers of maritime satellite services can only lose under such an
arrangement.
The designation of Comsat as the U.S. entity in the international arrange-

ments would be a natural extension of the principle reflected in the Communi-
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•cations Satellite Act of 1962 and acknowledges the leading role played by
Comsat in contributing to the recognized success of the Intelsat system. This
designation would also be consistent with, and in recognition of, the substantial
resources and effort that Comsat and Comsat General Corporation have con-
tributed in initiating and developing the first and only existing international
maritime satellite communications system.
Comsat has been heavily involved in the subject of international maritime

satellite communications for many years. We have studied the technical, finan-
cial and operational considerations associated with this evolving sector of the
communications industry in carrying out our functions as the United States
Signatory in Intelsat and as Intelsat's Manager.
We firmly believe that the approach taken in your Subcommittee's staff work-

ing draft and in the Bill now being considered in the House is based on a
pragmatic recognition of the effectiveness of authorizing a single entity to
represent U.S. interests in an international organization providing satellite
services. The success of the Intelsat system, in our view, can be attributed in
large measure to the ability of the United States to move rapidly and decisively
through a single company, Comsat, in implementing United States policy objec-
tives. We believe Comsat is the logical choice to discharge this responsibility in
any international maritime satellite organization in light of our long experience
in Intelsat and based on the predominant role of Comsat General in Marisat.
Of even greater practical importance, Comsat General Corporation, in 1973,

designed and pioneered an advanced maritime satellite system concept for the
provision of both communications capacity to the United States Navy and com-
mercial maritime communications services to shipping and offshore users. This
system, known as Marisat, was developed successfully in 1976. The Marisat
System consists of three in-orbit satellites located over the Atlantic, Pacific and
Indian Oceans, together with ground communications and control facilities
located in the United States and abroad. Commercial maritime satellite com-
munications are now available in the Atlantic, Pacific and Western Indian
Ocean regions and are expected to commence this summer in the entire Indian
Ocean region through a shore station being constructed by the Japanese.
Although the Federal Communications Commission afforded all U.S. maritime

carriers an opportunity to invest in equal shares in the Marisat System with
Comsat General, only RCA, WUI and ITT came forward and subscribed to
ownership shares totalling in the aggregate less than 14 percent. Comsat General
assumed an 86.29 percent ownership share of the Marisat System and, accord-
ingly, has shouldered 86.29 percent of the capital costs and the O&M expendi-
tures related to the Marisat program. These costs and expenditures well exceed
$100 million and represent a major assumption of risk by Comsat General.
In addition, as Marisat Manager, Comsat General technical personnel estab-
lished the Marisat System, and Comsat General operations personnel now
operate its space and ground communications facilities.
One major concern that we have had in connection with maritime satellite

communications services centers on the expectation that the volume of traffic
generated by the maritime community is estimated to produce a return that
will fall short of the compensatory revenue requirement associated with a
maritime satellite system dedicated exclusively to commercial use, at least
during the start-up years of operation. The international owners of the mari-
time satellite system will be required to sink substantial capital, as well as
O&M costs, into the program. According to projections, these investments will
not be reasonably compensated for several years until a mature stage of market
development is achieved. This investment picture is the result of embarking
upon a capital-intensive undertaking which involves the establishment of high
cost dedicated satellite facilities to serve an embryonic market that can only
be built up gradually and be expanded as users are themselves persuaded to
spend appreciable funds to acquire shipboard terminal equipment. These market
characteristics obviously constitute an important factor that must be taken into
account by a potential investor.
As a private company with shareholders, Comsat must, of course, make

prudent investments. Over the past two years, in correspondence with the
Commission, the executive branch and the legislative branch, we have empha-
sized the importance of a satisfactory advance solution to the problem of
insufficient earnings during the start-up years. The particular solution deter-
mined will, of course, be largely dependent on the ultimate regulatory frame-
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work devised for providing international maritime satellite communications

services. At any rate, we believe the carrier investing in this project should be

given adequate assurance that it will be afforded a reasonable opportunity to

recover investment and to earn a fair cumulative rate of return on investment.

We strongly support the provision in your Subcommittee's staff working

draft and in the House bill that would place Comsat and the terrestrial carriers

in the relationship of connecting or participating carriers for the provision of

a through service. With the assurance of full, equal and nondiscriminatory

access to the space segment and earth station facilities, the Subcommittee's
working draft establishes a sound framework to permit each of the carriers,
including Comsat, to exercise its ingenuity and marketing skills in stimulating
new and expanded uses of maritime satellite services. This is especially impor-
tant in the generally recognized limited market that exists today. Comsat wel-
comes this opportunity in view of its significant investment in space segment
and earth terminal facilities. An active, competitive environment, with a free
reign for the carriers to exhibit imagination, initiative and responsiveness to
customer needs is clearly in the best interests of the user.
It is particularly important to note that Comsat would not have an exclusive

franchise for providing maritime satellite communications services. Comsat
would be a participating carrier, working with other carriers and through their
facilities in providing such services to end users. As stated earlier, the other
carriers would have equal and non-discriminatory access to the space segment
and earth station facilities and would have a complete opportunity to market
services.
Another substantial benefit that would be achieved by the designation of

Comsat would be the opportunity to assure the development and implementation
of coordinated and consistent policies and actions in two international organi-
zations, Intelsat and Inmarsat, in the satellite communications field. The market
for maritime satellite services is a limited one and the provision of such serv-
ices by both Intelsat and Inmarsat is economically infeasible. In addition, the,
membership of Intelsat and the potential membership of Inmarsat are pre-
dominantly the same. Of the forty nations that have agreed to take initial
investment shares in Inmarsat, thirty-five are members of Intelsat. It is both,
illogical and unreasonable to expect that the entities involved are going to risk
substantial financial commitments to two international organizations that would
be competing against each other for the same limited market. Recognizing the
Interrelated nature of the two organizations, it is essential to avoid potentialities
for inconsistent actions and to eliminate any possibilities of unnecessary dupli-
cation of effort or services. A total, integrated approach by the U.S. in the two,
organizations is clearly best accomplished by a single representative and would
best serve the ultimate customers of maritime satellite services.
Thus, contrary to the view that Comsat's participation in Intelsat and

Inmarsat would represent conflicting interests, our view is that representation
in both organizations by a single entity would preclude possible divergent
courses of action that could be harmful to both U.S. government and commer-
cial user interests.
Mr. Chairman, in closing I would like to reemphasize Comsat's strong support

for the Subcommittee's staff working draft. We would welcome its enactment
as a basis for initiative and action in this complicated, but vital, area of satel-
lite communications services. Comsat is prepared to apply its full energies and
its long experience in the field of satellite communications to this effort.
Because we have already established and currently operate the only existing
maritime satellite system, our future intentions are of crucial interest and
importance to potential foreign participants in follow-on maritime systems.
We have an opportunity now to continue our leadership. We urge the Congress
to proceed with legislation as expeditiously as possible toward that end.

[The following information was subsequently received for the
record:]

QUESTIONS OF THE COMMITTEE AND ANSWERS THERETO

Question. I understand that the FCC has recently found that Comsat over-
charged its customers in the operation of the Intelsat system, and that the
amount of overcharges was close to $100 million. Can you provide us with the
details of this matter?

4
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Answer. The amounts to be refunded to Comsat's customers cannot be charac-
terized as "overcharges". Rather, the refunds are being made as a result of the
acceptance by the FCC of a proposed settlement of the Comsat rate proceeding,and will be made from an escrow account established in 1976. The establishmentof accounting and refund procedures are commonplace in situations where
fundamental ratemaking issues remain in dispute between a utility and its
regulatory agency.

After extensive rate proceedings during 1971-75, the FCC issued a Decision
in December 1975 primarily because the Commission concluded that certain
elements of Comsat's rate base relating to the recoupment of past return defi-
ciencies during Comsat's "start-up" years should not be included in determining
Comsat's revenue requirements for its international services. Comsat appealed
the FCC Decision to the U.S. Court of Appeals for the D.C. Circuit.
The Court determined that there was sufficient uncertainty about the ultimate

outcome of the appeal that the status quo should be maintained pending com-
pletion of legal review of the FCC Decision. Accordingly, the Court granted
Comsat a "stay" of the effectiveness of the FCC Decision, and ordered the FCC
to establish an appropriate accounting and refund procedure to protect the rights
of all parties, including both Comsat and its customers. The Commission's result-
ing Order of July 1976 allowed Comsat to charge its existing rates during the
appeal process, but required Comsat to file an "informational tariff" consistent
with the December 1975 decision and to deposit in an escrow fund the difference
between the amounts Comsat collected under its existing rates and the amounts
which would have been collected if the informational tariff had been put into
effect. Under this arrangement, if the Commission's decision were ultimately
affirmed, the amounts in the escrow fund would be distributed to Comsat's
customers; on the other hand, if Comsat were to prevail, Comsat would be
entitled to the escrow funds.
In October 1977, the Court issued a decision which generally upheld the FCC

decision in major respects, but found in Comsat's favor on several issues, and
indicated that certain errors were committed which required that the matter be
remanded to the Commission. Comsat petitioned the Court for reconsideration
of this decision and suggested an en bane hearing. While this matter was pend-
ing, members of the Commission staff and representatives of Comsat manage-
ment reached agreement on an appropriate settlement of the Comsat rate pro-
ceeding, including those matters which would have been reconsidered by the
Commission on remand. The settlement agreement, approved by the Commission
on May 9, 1978, made a number of adjustments in the principles to be used by
Comsat for the setting of its future rates, and also provided that Comsat will
refund to its customers the amounts included in the escrow fund.
The remaining question, in which we have no role, is whether the users are

going to benefit from the escrow fund from a "flow-through" of those funds
from the carriers. The deposition of this issue will determine the extent to
which the users gain from distribution of the fund or Comsat's stockholders
bear the loss.
Although we continued to believe that the unusual and significant risks taken

by Comsat's stockholders in the early years have not been given adequate
recognition, we also considered it important to bring the litigation to an end so
that we could return to an orderly and certain business environment.

Question. If you were the designated entity and able to market the service
directly to consumers would you be in a competitive advantage over those
carriers who had to compete with you in the marketing, but had to buy the
space segment from you?
Answer. Under the staff working draft of your Subcommittee, Comsat, as the

designated entity, would not have a competitive advantage over other carriers
required to obtain space segment from Comsat. The effect of the staff working
draft is to require Comsat to operate as a participating carrier with other
carriers in providing services to consumers. Comsat would be responsible for
that portion of a total maritime satellite service that is provided by the space
segment and earth terminal facilities. The other carriers would be responsible
for the portion of such service that is provided by their terrestrial facilities
between the consumer and the earth terminal station. Although Comsat would
be able to engage in marketing activities directly with consumers, that activity
would redound to the benefit of all the carriers participating in the through
service (which would necessarily involve another carrier or carriers) and not
just Comsat. Arrangements for a through service could be made by Comsat, by
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a terrestrial carrier, or by both jointly. In any event, the charges by Comsat for

use of the space segment and earth terminal facilities portion of a through

service would be the same and access to such facilities would be on an equitable

and nondiscriminatory basis.
Question. We have heard much about the difficulties involved in the manage-

ment of the Marisat system. Can you please tell us what the current structure

is, and give us some idea of the problems that have been encountered?

Answer.

(a) The current management structure of Marisat

The Marisat system is owned by a Joint Venture consisting of Comsat General,

RCA Global Communications, Western Union International and ITT World

Communications. Management of the Joint Venture is vested in a "Committee"

of one Representative and one alternate from each participating Company. Each

Representative has a weighted vote equal to his Company's ownership share in

the Marisat System. In view of the investment decisions of the parties, the

Representatives' weighted vote is as follows: Comsat General: 86.29%, RCA:

WUI : 3.41%, and ITT: 2.30%. A majority of the total weighted vote

(e.g., greater than 50%) is necessary for decisions to carry. The Joint Venture

also created a "Technical Working Group," made up of representatives of each

participating Company, to review and make recommendations to the Committee

with respect to the technical aspects of proposed additions or improvements to

the system.
Comsat General also serves as Manager for the Joint Venture and is respon-

sible, in accordance with the policies and directives of the Committee, for the

establishment, operation and maintenance of the Marisat system.

(b) Difficulties among the Marisat participants

On August 30, 1973 the FCC decided to permit RCA, WUI and ITT to partici-

pate with Comsat General as co-owners of the Marisat system and ordered the
four parties to report back in 20 clays as to the conclusion of a contract among

them governing their joint venture or as the status of negotiations looking

towards such a contract. Roughly two years later, on August 15, 1975, the
parties executed the Marisat Joint Venture Agreement. In the interim, efforts
by the parties to establish a mutually acceptable framework for the establish-

ment and operation of the system became stalemated and numerous controver-

sies were referred to the FCC for solution. Among the issues which the parties

were unable to settle were matters relating to: the decisionmaking process and
voting rights in the Committee; allocation of commercial communications capac-
ity and use of the system; capital contributions for earth station telephony

switching equipment; access to shipboard terminals; use of test equipment;
expansion of system capacity; changes in relative ownership share; and inter-
connection among the telex switches of the four carriers. In addition, other con-
troversies related to the proposal of one carrier to establish an earth station in
lieu of a Joint Venture earth station and the proposal of a second carrier to
participate in the Marisat system as a lessee of communications facilities rather
than as a co-owner.

Finally, in May 1975, the Commission declared that any party not legally
committed to its share of financial obligations associated with Marisat by a
specified deadline would forfeit its right to participate. (Up to this time,
Comsat General shouldered the entire financial burden of establishing the sys-
tem.) The June 16 deadline was extended twice at the request of two parties.
Petitions by these parties for stay of the extended deadline were subsequently
denied by the FCC, and thereafter, in August of 1975, the Marisat Joint Venture
Agreement was concluded. The Agreement was submitted to and approved by
the FCC in December 1975, and entered in force in February 1976.

After the Commission had expressly lodged centralized control over the
Marisat system in Comsat General through its dominant vote in the Committee
and by its role as Manager, relations among the parties stabilized. The operation
of the Marisat system itself, with Comsat General in control, has not been
characterized by the problems encountered during the stage when the parties
were in the process of constituting the Joint Venture.

Question. Am I correct in assuming that you are not now eligible to market
Inmarsat service directly to the consumer? What impact has that had on the
growth of the market?
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Answer. Under the Marisat program, Comsat General is eligible to, and does,
market maritime satellite services directly to the consumer.

Question. I understand that plans are being made to replace the existing
Marisat system with a second generation system. What is the status of those
plans? What is the ownership arrangement for that second generation? What
effect will passage of this legislation have on the implementation of those plans?
Answer. The five-year design lifetime of the Marisat satellites ends in 1981.

Given the two- to three-year period necessary for construction of satellites, it
was necessary that planning for a follow-on second generation system start at
an early date. As it became clear that Inmarsat would not be in a position to
launch its own system by the beginning of 1981, Comsat General, in order to
provide continuity of service to the Marisat system, began to explore, in con-
junction with other U.S. carriers, alternatives for the establishment of a follow-
on system.
One alternative for a follow-on program was a multipurpose second generation

system which would contain communications capacity for services to both the
U.S. Navy and the commercial maritime community. Just recently the Navy has
released a Request for Proposals for leased communications services for a five-
year period following the expiration of the design life of the Marisat satellites
in 1981. In 1976 Comsat General began to explore another alternative, the feasi-
bility of an arrangement with telecommunications administrations of European
and other countries to establish a second generation system based on the
European Space Agency Marecs (formerly Marots) satellite program. Considera-
tion of this alternative has led to a proposal by the European Space Agency for
the supply of satellites and to preliminary discussions of arrangements pursuant
to which an international joint venture might be created. This international
joint venture is considered as a possible predecessor organization to Inmarsat.
A third alternative considered was a system dedicated to the provision of

communications services to the commercial maritime community, but probably
procured from a U.S. manufacturer and designed for launch by the space
shuttle. Such a system might offer significant economic and reliability advan-
tages as compared to the Marecs proposal and would be owned and operated on
an international basis by interested countries.

Discussions among other countries for a second generation system based on
the Marecs system have continued, although the U.S. was not represented at the
last session since the legislation currently under consideration would affect the
identity of the U.S. participant in those discussions. We understand that it is
the intent of the other foreign participants in those discussions to negotiate a
definitive joint venture agreement based on the Marecs program sometime this
fall.
Passage of the legislation currently under consideration by the Subcommittee

would permit the U.S., through the designated entity, full flexibility to explore
the alternatives, including participation in further discussions with telecom-
munications administrations of other countries, looking toward a follow-on
system.

Question. Is it true that this second generation is oversubscribed? Does your
company have any studies on the potential market for Inmarsat services? If so,
could the Committee obtain copies of those studies?
Answer. The answer to the subscription question varies depending upon which

second generation alternative is involved.
With respect to the possible international joint venture planned as a predeces-

sor organization to Inmarsat, only Comsat General and A.T. & T. have stated
intentions to take specified ownership shares. Only one other carrier has stated
a definite desire to participate, and other carriers have inclined towards not
participating. This system alternative has remained undersubscribal, although
Comsat General and A.T. & T. have accounted for prospective subscriptions of
60% and 25%, respectively.

With respect to a possible multipurpose system serving both the Navy and
the commercial maritime community, only Comsat General and A.T. & T. have
stated intentions to take specified ownership shares on an unconditional basis.
The prospective subscriptions of the remaining carriers either have fluctuated
with conditions or have been wholly predicated on conditions. Comsat General
and A.T. & T. have accounted for prospective subscriptions of 60% and 25%,
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respectively. Leaving aside the conditions offered by the other carriers, the total
prospective subscriptions amounted to about 102%.
Comsat has no studies itself of the potential market for Inmarsat services.

However, Comsat has participated in the development of market studies on a
global basis in the Inmarsat Preparatory Committee. Attached is a copy of a
relevant portion of an Inmarsat Economic Panel Report that contains informa-
tion concerning these efforts.

APPENDIX 7

4. PERCEIVED REASONS FOR AND AGAINST EQUIPPING VESSELS WITH SATELLITE
TERMINALS

4.1 The following reasons were cited by potential users in six countries, and
described as "very important" or "important" reasons for equipping vessels:
Immediate accessibility; increased safety; avoidance of dangerous situations;
global availability; improved quality of transmission and 24-hour availability.
The degree of importance varied country by country.
4.2 Some of the consequences of the above were seen to be: Operational gains;

reduced time in port, and improved crew morale.
4.3 Additional comments provided by some countries were:
The degree of centralisation of operations/organisation might influence

demand.
Some companies do not believe that there will be any overall operational gains.
The need to install and run an additional system (satellite as well as conven-

tional) militates against the satellite system.
Newly built ships are considered to be the prime candidates for satellite

terminal fitting and traffic generation.
The objective characteristics of company fleets (e.g. size/type of vessel and

routes) are not correlated with propensity to fit ship terminals.

5. INSTITUTION FOCUS

5.1 One country noted that increase in the process of decentralisation will
generate more telex traffic.

5.2 Shipping concerns in the same country were of the opinion that the com-
munication system should be accessible to as many persons on board as possible
without unnecsesary go-betweens and that the terminal equipment should be
capable of location in any suitable part of the ship, not necessarily in a dedi-
cated radio office.

5.3 Another country noted that the deep depression in the shipping business
made it difficult to get reliable views on potential demand for a satellite system
from small to middle-scale shipping companies.

5.4 Four countries reported their shipping company's contention that the
ability to use the ship's satellite terminal while in port would be a particular
advantage for the shipping industry. To of these countries reported that to
disallow this facility would reduce demand.

5.5 Two countries' shipping companies were of the opinion that the present
need to maintain on board one, and in practice sometimes two, Radio Officers
militated against the adoption of a satellite system.

6. OPERATIONAL AND COST BENEFITS

6.1 Companies in one country believed that satellite communications would
provide more efficient operational and technical management of ship's arising
from improved speed of communications and access to circuits. Four spheres of
operational activity would be rendered more effective; namely—freight agree-
ments, re-routing, loading and unloading and technical operation (e.g. speedier
handling of spare parts). As considerable sums of money are often involved in
these particular spheres of activity, the benefits should readily warrant invest-
ing in satellite communications.

6.2 On the other hand, some companies in another country could see no merit
or net savings flowing from the utilisation of a satellite system, and companies
in another country would invest only if it would result in a reduction of person-
nel costs.
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6.3 One country reported a great difference of estimated traffic volumes
:among selected companies, which could be attributed to the difference of
management principles of ship operating control systems, etc.

7. TARIFF ELASTICITY

7.1 Two countries among those not quantifying tariff elasticities contributed
,qualitiative assessments. One concluded that for their shipping companies the
perceived high cost of ship terminals and of call tariffs drastically suppressed
potential demand, and that companies approached with extreme prudence any
investment in a service likely to increase overall operating costs. In the other
•country, shipping companies registered dismay and disbelief at what they
perceived to be very high Telephony and high Telex call charges.

7.2 A different country reported interestingly that they had conducted
marketing/elasticity experiments by first charging for Marisat traffic for 6
months at a reduced rate, and then raising the charge to the 'full cost'. Practical
'experience proved that Telex tariff was inelastic and Telephone traffic very
elastic.

S. SATELLITE SERVICES COMPARED WITH CONVENTIONAL SERVICES AND THE EFFECT ON
TRAFFIC

8.1 Evaluation of MARISAT Services: Marisat services were evaluated by
users in one country as "extremely superior" to conventional services in these
respects: circuit accessibility, 24-hour availability, setting-up time, quality of
transmission, secrecy of telephone calls, and global coverage.' Accessibility and
secrecy for telegram traffic, were regarded as "superior", but transmission
.speed "not superior". The same users showed less extensive use (than the
.conventional system) of telephony for business communication. Telex and tele-
gram via MARISAT was seen to be taking over a part of telephone traffic and
also a certain amount of correspondence by mail.

8.2 Effect on Traffic:

.(a) Telephone traffic
A traditional resistence to using telephone for business should diminish be-

cause of shorter waiting times and better quality via satellite communications.
The quantity of traffic will be highly dependent upon telex/telephone cost re-
lationships as well as the absolute costs of telephony.

( b ) Telex traffic
Contributory factors to an increase in demand for telex will be decentralised

decision making, more technically sophisticated ships, ships with lower crew
numbers etc.

(c) General
One country observed that as maritime satellite communications gain global

acceptance, ultimately there will be some reduction of the use made of con-
ventional HF services.
8.3 Views of some Marisat users: Only three countries provided qualitative

observations from users or on usage of MARISAT, and the following points
are not to be construed as representative of all users.
(a) In one country two users, though enthusiastic regarding quality, etc.,

could not at present justify the cost of the system.
(b) Another country with very many more installations has experience that

once a few early installations have demonstrated economic or operational suc-
cesss, the owners tend to fit quickly the remainder of their fleet. The same
country observes that while total demand for telephone service has been greater
than for telex, the latter is expected to generate more traffic in the future as
users become more familiar with the equipment and develop (new) fleet
management techniques.
(c) The third country reported that utilisation of MARISAT is found by

users to be: More useful than expected for immediate accessibility, 24-hour
availability, and crew welfare (subsidised calls, see paragraph 7.2) ; and less
useful than expected for crew welfare when calls are not subsidised.

1 Not in any order of priority.
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9. SOCIAL ASPECTS

Two countries commented on social aspects.
A ship using satellite communications need no longer be regarded as a

unit separated from the remainder of the community. Improved quality, relia-
bility, promptness and privacy of transmission, especially on telephone calls, will
allow regularity of contact which makes it possible for mariners and passengers
on board to take part in life at home. One of these countries reported that
mariners gave this aspect very high priority.

10. NEW APPLICATIONS/NEW SERVICES

10.1 One country examined this aspect in depth and reported that the
reliability and immediacy of communications via a satellite system will en-
courage existing applications, and probably stimulate others not presently en-
visaged.

10.2 One country observed that the need for communication between ships
was regarded as of low importance.
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Question. What is Comsat's opinion of the relationshi
p between Inmarsat and

HF service? In other words, will much traffic conv
ert to Inmarsat upon its

startup? Are the services comparable and competitive? 
What effect would the

diversion of heavy volume users to Inmarsat have on 
the provision of the

HF service?
Answer. •No clear answer to these questions can be given at

 the present time.

The Subcommittee's staff working draft calls for the FCC to
 conduct a study of

conventional HF radiomarine communications. Further, the 
FCC has recently

instituted an inquiry which, among other things, will exp
lore the impact of

maritime satellite services on HF services.

The Marisat System appears not to have caused a reduction in
 traffic carried

by the HF coast stations. In fact, after the Marisat System 
was placed into

operation a number of coast station operators increased thei
r rates for

services without, as far as we know, experiencing any loss in t
raffic.

Although maritime satellite services will compete to some exten
t with HF

services, we believe that satellites do and will continue to ha
ndle substantial

traffic associated with communications requirements that ca
nnot be handled

via HF. For example, Marisat is now serving seismic ships and off
shore drilling

platforms which need communications for sending large volumes o
f data in

real time over high quality circuits. These types of vessels have h
eretofore not

utilized HF services in meeting such requirements. The HIP services a
re limited

on available frequencies, which are congested and are subject to
 propagation

difficulties. Further, the FCC has recently found that the telegraphy
 coast

station operators provide an unacceptably low grade of service. Due to th
ese

problems, at least some communications applications handled by marit
ime

satellites would not in any event be handled by HF.

The cost of equipping ships with terminals for satellite operations is l
ikely

to slow the possible diversion of existing HF traffic to satellites. HF termin
als

cost between approximately $20,000 to $30,000. Satellite terminals curren
tly

cost approximately $62,000. In this connection, ship operators acquiring satellite

terminals still need HF terminals since most ships on the high seas are required

by law ( Safety of Life at Sea Convention and FCC regulations) to have HF

terminals on board.
For the above reasons, we believe that the effect of maritime satellite services

on HF services is difficult to measure. Satellites do, however, provide a signifi-

cantly higher quality service than HF and this fact should result in at least

some transfer of traffic to satellites.
Question. Has Comsat completed any studies on the allocation of revenues

from INMARSAT Service, i.e., how much of each dollar in tolls will cover the

cost of the space segment, the earth station, and the domestic long lines

segment?
Answer. Comsat not performed any detailed studies on the allocation of

revenues and such studies really would not be meaningful until the system is

better defined.
In a broader context, however, it may be of interest to note that Inmarsat,

through the work of its Preparatory Committee, has undertaken some work to

determine the economic viability of the satellite system based on high and low

traffic projections, as well as a range of rate levels. This effort indicated that

for the first seven years of operation losses would be incurred for the low

traffic case. For the high traffic case a marginally profitable return could be

realized assuming tariffs at a certain reasonable, but high, level. Conversely, if

lower rates are assumed, the high traffic case shows a loss during the first

seven-year period. While projections for the second seven years of operation

show more favorable trends, these results must be qualified by the higher un-

certainty as regards investment requirements and traffic volumes for the 1989 to

1995 period.
Question. What incentive would there be for the international record carriers

to provide Inmarsat service if Comsat owned the space link, the earth stations,

and was able to compete directly with the carriers in the marketing of the

service?
Answer. Under the Subcommittee's staff working draft, Comsat would not be

competing with the international record carriers, but rather would be participat-
ing with them in the provision of a through service. Each of the carriers partici-

pating in the provision of maritime satellite services would have an investment
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in the facilities which it uses in furnishing its portion of such service, and each
investing carrier would have the incentive to maximize its benefits from such
investment. As a participating carrier under the staff working draft, Comsat
would be involved directly in stimulating a market for maritime satellite serv-
ices. However, any increase in demand would inure to the benefit of all partici-
pating carriers as well as consumers. Thus, the fact that Comsat might have a
greater incentive to market services than the other carriers because it had a
more significant investment would not be prejudicial; rather it would further
benefit the other carriers and consumers.

Question. The international record carriers argue that the consortium presently
serving the maritime market with Marisat should be the designated entity.
What would be the costs to the end user of such an approach compared to the
designation of Comsat as (1) a participating carrier; or (2) a carrier's carrier?
Answer. We believe that the costs to the end user of maritime satellite serv-

ices would be less with Comsat as the designated entity, either as a participat-ing carrier or a carrier's carrier, than if the designated entity were a con-
sortium of the existing Marisat carriers. We further believe that users would
benefit from lower charges if Comsat were a participating carrier rather than a
carrier's carrier.
Comsat, as a single entity whose sole activity involves satellite communica-

tions, would devote its long, extensive and successful experience to the task ofdeveloping and implementing the space segment and earth terminal stationfacilities. This effort could be carried out more effectively and efficiently by asingle entity than by a group of carriers that would continually have to reachmutual agreement on the multitude of issues that would constantly be faced.Timely decision-making would be threatened in a consortium approach. The othercarriers involved in a consortium would have conflicting interests as a result oftheir ownership and operation of competing facilities. Having several individualcorporations involved creates duplicate structures for the same activity. Eachof the elements described above results in added costs that would have to bepassed on to the end user. Keeping costs to an absolute minimum is especiallyimportant since the limited market for maritime satellite services represents abuilt-in constraint on achieving profit targets.
It should be anticipated that costs to the end user would be higher if Comsatwere a carrier's carrier rather than a participating carrier. The charges estab-lished by Comsat as a carrier's carrier would be augmented by the commoncarriers with certain additional costs, e.g., their overheads, G&A and the like.These extra costs would then have to be included in the rates the carriers wouldcharge for their respective contributions in providing services. On the otherhand, under a participating carrier arrangement the end user would be chargedsimply the designated entity's rates plus the rates levied by other carriers fortheir contributions in providing services (e.g., terrestrial extensions) to the enduser. In effect, while the rates charged by the designated entity would be thesame under either arrangement, the carrier's carrier rate to the end userwould have been increased by the additional costs cited above.
Question. Several witnesses contended that with the present Marisat con-sortium, the carriers have been able to reduce rates to their customers butargue they would not be able to do so if Comsat is the designated entity andcontrols the space segment and earth stations. Please comment.
Answer. The controlling element in establishing charges for maritime satel-lite services will be the costs involved in providing such services. Although inthe short term full recovery of costs can be temporarily ignored, over the longterm this is not possible and charges will need to reflect all costs. Whether thecosts are associated with terrestrial facilities or with space segment and earthterminal stations would be immaterial to the basic requirement to recover thosecosts. Thus, the ability of carriers to reduce rates to their customers would notbe any greater, over the long run, under a consortium approach than withComsat as the designated entity. In addition, the FCC will be in a position toexercise its regulatory authority to assure the availability of the services toconsumers on a reasonable basis.
Moreover, rates are tied to the allowed return on facilities involved. The rateswill be lowest when the cost of facilities is lowest. As indicated in the answerto the first question, the lowest cost of facilities would be achieved under thearrangements contemplated in the Subcommittee's staff working draft.

30-338-78 9
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Question. Please describe the financi
al arrangements that govern the 

division

of revenues in the Marisat consort
ium. What have been the revenues

 earned by

commercial service during Marisat's 
operations and how have they been d

ivided?

Answer. The Marisat system is used 
to provide two types of service. Rev

enues

from the Navy service are divided 
in proportion to each carrier's re

spective

ownership interest in the system. Se
rvice to commercial maritime custo

mers is

individually provided by each carrier 
using space segment capacity which

 has

been allocated to each carrier in 
proportion to its ownership interest 

in the

system for this purpose. Each carrier
 bills the charges and retains the r

evenues

for commercial services which it pr
ovides. Gross revenues to date derive

d by

Comsat General for commercial service
 amount to approximately $2.8 millio

n.

Question. Under H.R. 11209 and the
 Senate Staff Working Draft, would

Hawaii be treated differently from t
he mainland in services provided and 

costs

charged for those services?

Answer. Under H.R. 11209 and the Sub
committee's staff working draft, Com-

sat, as the U.S. designated entity, 
would provide satellite services and esta

blish

rates for communications between the 
U.S. earth stations and ship stations.

Comsat would interconnect and exchange
 traffic at the earth stations with other

carriers who would be responsible for de
livering shore-originated communications

to the earth stations and distributing 
shore-bound communications from the

earth stations. Responsibility for th
e particular services offered and rates

charged for communications between lan
d points in Hawaii and the earth

stations would be exercised by the inte
rconnecting carriers, not Comsat. H.R.

11209 and the Subcommittee staff worki
ng draft do not deal with the basis on

which the interconnected carriers would m
ake services and rates available to

Hawaii in relation to the mainland.

Questions. If Comsat were designated as 
the entity to represent the U.S. in

Inmarsat and if Intelsat became the space 
segment supplier to Inmarsat, you

would then become both buyer and seller. 
Would this put Comsat in a com-

promising position?
Answer. Comsat would not be placed in a c

ompromising position if it were

the designated entity to represent the U.S. in
 both Inmarsat and in Intelsat and

Intelsat became the space segment supplier t
o Inmarsat. If such a situation oc-

curred, each Organization would have conclud
ed through its own independent

processes that each would benefit from the mut
ually agreed upon arrangement.

There is a potentially overwhelming overlap in 
membership in the two Organiza-

tions. Of the forty nations that would subscr
ibe to initial investment shares

under the Inmarsat agreements, thirty-five ar
e members of Intelsat. No single

member of either Organization, including Comsat
, would have a controlling vote

in either Organization. If, as a result of the decis
ional process of each Organiza-

tion, a space segment supply arrangement wer
e consummated, it must be con-

cluded that the respective interests of Intelsat 
and Inmarsat were compatible

rather than in conflict.
Moreover, Comsat, as the single entity designated to

 represent the United

States in both Organizations, would be in a positi
on to assure the development

and implementation of coordinated and consistent U
.S. policies and actions in

each Organization.
Question. The hearing record shows Intelsat rates were

 reduced on 8 succes-

sive occasions and that Comsat never reduced its rate
 (any of these times) to

the carriers (and therefore, to the public). Please exp
lain in specific detail to

the Subcommittee why, when your rates charged by Int
elsat were reduced you

did not in turn reduce the rates charged your customers.

Answer. We will answer this question in two parts. Firs
t, the reason why

Comsat did not reduce its rates to its customers each t
ime that Intelsat re-

duced its charge for space segment utilization is because
 the Intelsat charge

does not constitute the basis of Comsat's charges to its custome
rs. There is

little, if any, relationship between Intelsat satellite utilization
 charges and the

rates Comsat charges its customers. The Signatories to the Intel
sat Agreements

invest capital to establish, expand and maintain the satell
ite system propor-

tionately in accordance with their ownership. That ownership 
is adjusted an-

nually to reflect each Signatory's relative use of the system. Signatorie
s, as well

as non-Signatories who use the system, pay the utilization charges.
 Intelsat

retains, from the revenues received, funds for current operation
 and mainte-
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nance expenses and redistributes the remainder of the revenues to the Signatories.
Thus, billings for utilization result for the most part in "wash" transactions,
under which each user-Signatory pays itself for its use of that portion of the
system which it owns.
In the final analysis, from a cash flow standpoint, each Signatory, including

Comsat, pays its share of Intelsat operations and maintenance expenses
through the utilization charges and each Signatory must then recover these
expenses in its rates, as well as other costs associated with its investment of
capital in Intelsat, such as return on investment, taxes and depreciation.

Intelsat only provides the space segment portion of the international satellite
communications systems. What Comsat provides to the international carriers is
a complete communications service, which includes the space segment, the earth
stations and Corporate support. Thus, Comsat's rates cover more costs than
just those reflected in the Intelsat utilization charge. They include costs of the
satellites, U.S. earth stations, other investment in properties used in connection
with the system, research and development, staff and general administrative
costs, and interest on funds used during construction.

Second, there have in fact been substantial reductions in Comsat's rates during
the 1910s. A 25% rate reduction was made unilaterally by Comsat for most
Atlantic Region services (Europe, Africa and the Middle East) in 1971. In ad-
dition, Comsat's rates have been under intensive review by the FCC from 1971
right up to the present. As a result of an FCC decision in December, 1975 and
the FCC's recent approval of a, proposed settlement in the Comsat rate proceed-
ing, the charges to Comsat's carrier customers in all operating areas have been
effectively reduced as of June, 1976 and as of September 9, 1977. The, June, 1976
reduction was projected, at the time, to result in approximately a 37% reduc-
tion in the charges that the carriers would otherwise pay under Comsat's
existing rates. The rate reduction effective as of September 9, 1977 is projected
to produce approximately an additional 11.5% reduction (for a total of 48.5%)
in the charges which the carriers would otherwise pay.

Question. Do you foresee Inmarsat eventually assuming navigational responsir
bilities as well as communications?
Answer. It is possible that a navigational capability could, be provided, even-

tually through an Inmarsat space segment. This was a topic of great interest
during the negotiations of the Inmarsat Agreements and the provision of such
services is within the purposes of Inmarsat. One of the study efforts being under-
taken by the Inmarsat Preparatory Committee is an assessment of the technical,
operational and economic impact of providing a navigational capability.
A significant aspect of this study is a consideration of other systems being

used or developed to provide navigational services. As the Subcommittee knows,
a number of systems, such as Loran and Omega, are in general use today and
increasing use is being made by commercial ships of the Navy, navigationalsatellite system (Transit). If the Global Positioning System (GPS) being de-veloped by the Department of Defense proceeds as expected, there may not be
a need for a navigational capability in the Inmarsat system.

Senator HoLLINGs. Thank you very much, Dr. Charyk.
The next gentleman is Mr. Vasilakos.

STATEMENT OF GEORGE VASILAKOS, VICE PRESIDENT, OPERA-
TIONS, SOUTHERN PACIFIC COMMUNICATIONS CO., BURLINGAME,
CALIF.

Mr. VASILAKOS. Thank you, Mr. Chairman.
On behalf of SPC I would like to indicate our pleasure at being

asked to participate in this panel.
I have already submitted our written testimony, and request that

it be entered in the record.
Senator HoLLINGs..It will be included.
Mr. VASILAKOS. In the interest of time I have condensed my oral

comments.
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SPC is a specialized common carrier offering voice,
 data, facsimile,

and other communications services to a number of i
ndustries, like the

shipping, petroleum, insurance, and banking indus
tries, whose com-

munications requirements in part may include 
interconnection of

inland continental U.S. points to ships at sea and 
offshore locations.

Admittedly, the total revenues generated by the s
pecialized com-

mon carrier industry are relatively small at prese
nt. Nevertheless, it

is our belief that the demand for maritime satell
ite communications

will grow in the future as international trade expan
ds and as oceanic

energy and resource exploration and extraction endeavors are

developed.
SPC is concerned, accordingly, that an opportun

ity be preserved

for our industry, as well as other carriers, to part
icipate in the chal-

lenge of developing and providing future mari
time satellite com-

inunications services.
SPC respectfully recommends that the Congre

ss not adopt any

legislation at the threshold of this new age which
 would vest exclu-

sive control in any maritime communications entit
y in such a manner

that the ownership, operation or control of such
 entity is frozen in

perpetuity or that access to and interconnection
 with the facilities

and services of such an entity are denied to oth
er present or future

interested parties, including specialized common 
carriers.

The Congress has under consideration a numbe
r of legislative pro-

posals to designate and define the structure an
d obligations of the

participating entity in Inmarsat ; Comsat in H.R
. 11209 and a new

corporation jointly owned by U.S. carriers in S
. 2211.

Under both of these proposals the designated
 entity would retail

services to the public with other carriers prov
iding domestic land-

line connection on a connecting or participating
 basis.

Additionally, it has been suggested that nonca
rrier enterprises

could invest in or interconnect directly with thi
s entity.

We feel that these approaches are deficient in se
veral key areas.

First, we see no reason that a single private en
tity should be

granted a monopoly franchise for this important
 area of communi-

cations. Rather, a new corporation, owned by inter
ested U.S. carriers,

including domestic, international, and specialize
d common carriers,

should be formed to represent the United States
 in Inmarsat. Carrier

participation should be subject to normal FCC deter
mination that it

serves the public interest, convenience, and neces
sity.

Furthermore, we believe no carrier should be allow
ed to own more

than 50 percent of this entity except under s
pecial circumstances

approved by the FCC.
The designated entity would provide the spac

e segment services

and would own U.S. Earth stations. All U.S. ca
rriers should be per-

mitted direct connection to the Inmarsat Eart
h stations on a non-

discriminatory basis.
We believe that designated entities should be rest

ricted to a car-

rier's-carrier role, providing services to the various U
.S. carriers, who

in turn would retail maritime satellite communicati
ons to the public.

The alternative relegation of U.S. carriers to a dome
stic landline

interconnection role would diminish their incentive
s to participate in
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this new entity and to actively market maritime satellite communica-
tions services.
Open carrier entry into the retail function should be legislatively

mandated for any. U.S. carrier wishing to participate subject to the
FCC granting certificates of public convenience and necessity. We
see no reason to limit the number of common carrier participants,
nor to preclude the specialized common carriers or any class of com-
mon carriers from performing the retailing function on an end-to-end
basis. In fact, moreover, as long as the retailing common carrier pays
a proportionate share of the investment and operating costs for use
of facilities, it is not essential to limit the offering of such services to
initial investors in this new corporation. In fact, this would be
counterproductve. 
The expansion of the retailing effort by permitting wide participa-

tion of common carriers should more promptly result in full system
utilization.
Some of the bills that have been presented in Congress to imple-

ment the Inmarsat program provide for participation by noncarrier
entities. SPC is opposed to this concept. We believe it would severely
limit the incentive of carriers to invest in the program, whether that
investment is in the form of equity or the investment is essential to
developing the market for services.
If common carriers are to incur all the startup problems and ex-

penses for the developmental phase, they must be offered an oppor-
tunity to earn a return. If the large, private operators are permitted
to launch their own systems after the startup phase, this will inhibit
or discourage carriers from investing. Certainly this would also be
detrimentaf to the interest of the smaller user who could not afford
his own system.
None of the pending bills specify the type of services included

within the maritime satellite service concept. We feel the definition
should be clarified to include fixed maritime stations such as oil pro-
duction platforms, and aircraft.
In summary, we recommend that ownership in the new corporation

be open to all U.S. carriers, and that a monopoly franchise in per-
petuity not be granted; that the new carrier, such as the specialized
common carriers, not be precluded in any manner from providing
maritime satellite communications; that the new entity operate as a
carrier's carrier with U.S. common carriers providing the retailing
function; and that private operators not be allowed to invest in or t 
procure services directly from the new entity.
Thank you.
[The statement follows:]

STATEMENT OF GEORGE J. VASILAKOS, VICE PRESIDENT-OPERATIONS, SOUTHERN
PACIFIC COMMUNICATIONS CO.

Mr. Chairman and members of the Committee: Southern Pacific Communica-
tions Company (SPC) is pleased to be asked to participate in this panel, and to
have the opportunity to comment on the pending legislation to provide for the
establishment, ownership, operation and regulation of international maritime
satellite telecommunications. With me today is Mr. Robert Ross, Counsel for the
company here in Washington.
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SPC is a specialized common carrier offerin
g voice, data, facsimile and other

communications services over a nationwide ne
twork serving a total of 45 major

metropolitan centers. It employs microwave
, broadband cable and satellite

facilities in performing these services. Throug
h its Datran system, SPC is one

of the few pioneering in the utilization of d
igital communications facilities and

the development of digital data services. It 
has thus far invested over $150

million in communications facilities.

SPC serves a number of industries in mee
ting their domestic communications

requirements. Included are a number of enterpr
ises, like the shipping, petroleum,

insurance and banking industries whose co
mmunications requirements, in part,

may include interconnection of inland, contin
ental U.S. points to ships at sea

and offshore locations. In addition, we inter
change traffic with certain of the

international record carriers at gateway citie
s destined to or coming from

foreign locations.
Admittedly, the total revenue generated by al

l of SPC's different services is

relatively small at present compared with the e
xisting common carriers, amount-

ing to $32 million in 1977. The revenues of the 
entire Specialized Common Car-

rier industry, for that matter, amounted only 
to some $130 million in 1977.

Similarly, revenues from maritime related commu
nications services of the type

described above is minimal at present compared 
to the established maritime

communications carriers.
It is our belief, nevertheless, that the demand 

for communications to serve

these industries will grow in the future. The lo
ng term trend in international

trade, for example, suggests that there will be c
ontinued growth, and increased

international trade will require increased and ever
 more rapid and efficient

communications services.
Growing demands for additional energy supplies have

 led to, and will continue

to require, the expansion of offshore exploration and
 resource extraction efforts

requiring, in turn, increased offshore communication
s capabilities for voice,

data and facsimile communications services. Ex
ploration of the seas and sea

bed for other resources, and greater emphasis on the
 collection of weather and

oceanic data all promise to increase the demand for c
ommunications as well.

Further prospects for the development and utilization 
of the resources of the

world's oceans, the last true frontier on earth, are
 almost limitless. That

sophisticated communications facilities, systems, and s
ervices, will play an

integral and indispensable role in this process is certain.

SPC is concerned, accordingly, that the opportunity be 
preserved for all those

carriers ready, fit and able to participate in the challe
nge of developing and

providing future maritime communication services.

SPC respectfully recommends, therefore, that the Cong
ress not adopt any

legislation at the threshold of this new age which would
 vest exclusive control

in any maritime communications entity in such a manner 
that the ownership,

operation, and control of such entity is frozen in perpetui
ty or that access to

and interconnection with the facilities and services of such en
tity are denied to

other present or future interested parties. Specifically, we urge t
hat the legisla-

tion designed to implement our country's participation in Inmar
sat provide for

participation by all appropriate common carriers including spec
ialized common

carriers.
The program before you involves a number of specific issues on whi

ch we will

comment in an effort to be as helpful as possible. Our research 
has necessarily

been less complete than we would desire and our comments here will
 be subject

to amendment in the light of the record made before the Subcommittee,
 our own

further research and the advice of our clients.

One of the fundamental issues which this Subcommittee and Congress
 must

address is the designation of an entity to implement U.S. participatio
n in the

Inmarsat program, and the structure under which this entity and U.S. carr
iers

will operate in providing maritime communications services. Several propo
sals

have been advanced. One would designate the Communications Satellite 
Cor-

poration (Comsat) as the U.S. entity. A second would designate a new corp
ora-

tion jointly owned by U.S. carriers as this entity. Underlying both these pr
o-

posals is the theme that this entity would retail services, with U.S. carrie
rs

acting as connecting or participating carriers providing domestic landline co
n-

nections. Additionally, it has been suggested that private firms could invest in

this entity, connect directly to Inmarsat earth stations, and buy services
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directly to meet their communication needs. SPC feels these approaches are
deficient in several key areas and we have outlined in the following paragraphs
changes we suggest would more effectively promote the public interest in the
development of maritime communication services.

Firstly, we see no reason why a single corporate entity should be granted a
monopoly franchise as the designated entity for this important area of com-
munications services. Instead, SPC favors the creation of a new corporation
owned by interested U.S. carriers including domestic common carriers, interna-
tional common carriers and specialized common carriers as the designated entity
to represent the U.S. in Inmarsat, and authorized to sign the Inmarsat Opera-
tions agreement. Acquisition of an interest in the entity would be subject to the
normal Federal Communications Commission (FCC) determination that it serves
the public interest, convenience, and necessity. No carrier should be permitted
to own more than 50 percent except under special circumstances approved by
the FCC.
This new corporation would be authorized to provide the space segment facili-

ties as well as to own the Inmarsat earth stations located in the U.S. U.S.
carriers would be permitted direct connection to the Inmarsat earth stations on
a non-discriminatory basis. By this vehicle, all interested U.S. carriers will be
afforded the opportunity to have a voice in the management and operation of
maritime satellite communication services.
We believe this new corporation should be designated a "carrier's carrier"

providing facilities to the various U.S. carriers which in turn would retail
maritime satellite communications services to the public on an end to end
basis. If the new corporation is not limited to a carrier's carrier role, but is
allowed to retail services, then the other U.S. carriers would be relegated to a
role of providing domestic landline connection to Inmarsat earth station facili-
ties. This we believe, would reduce the U.S. carriers' incentives to participate
in this new entity and to actively market maritime satellite communication
services. The carrier's carrier concept would provide for an Intelsat type ar-
rangement which is a proven and effective system for delivering quality interna-
tional satellite communications.
This proposal would still retain the benefit of participation of the Communica-

tions Satellite Corporation through Comsat General as a maritime carrier and
very probably as a major investor in this corporation. Futhermore, because of
its experience and proven expertise, it is highly likely that Comsat General
would be asked to act as the system manager for Inmarsat. SPC would certain-
ly support such a recommendation.
We believe that the Congress, in enacting Inmarsat legislation, and the Com-

mission, through its regulation, should adopt and implement a policy of open
entry for any qualified carrier wishing to undertake a common carrier role in
offering to retail maritime satellite communication services to the public. Sub-
ject to the usual FCC standards applicable to the grant of certificates of public
convenience and necessity to common carriers in fields where the Commission
follows an open entry policy, we see no reason to limit the number of com-
mon carrier participants nor to preclude the specialized common carriers or
other classes of common carriers from performing the retail function on an
end to end basis.

Moreover, so long as the retailing common carrier pays a proportionate share
of the investment and operating costs for use of the earth station and space
segment facilities, it is not essential to limit the offering of such services to
those who initially own an interest in the new corporation. Competition for
maritime satellite communication customers between all interested common
carriers should result in a more rapid and complete utilization of the system.
Some of the bills that have been presented in Congress to implement the

Inmarsat program provide for participation by, and the interconnection of,
non-common carrier entities. SPC is opposed to this concept because it would
severely limit the incentive of carriers to invest in the program whether that
investment is in the form of an equity contribution to the new corporation or
the investment essential to developing the market for services. If common car-
riers are to incur all the start-up problems and expenses inherent in the develop-
mental phase of the program, they must be offered a reasonable opportunity
to earn a return. If the largest prospective users are to be permitted to initiate
their own private operations after the start-up period, the dedicated efforts of
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the participating carriers, necessary to development of the program in
 its earliest

stages, likely would be inhibited or discouraged. Certainly this would 
not serve

the interest of the small user who could not afford to construct his own 
system.

Domestically, a private entity must provide the whole of the investment for a

private, industrial communications system and make use of a separate p
ortion

of the available bandwidth from that devoted to common carrier services. 
Quite

obviously the proposed arrangements for non-carrier entities to participate in

maritime satellite services do not follow a direct parallel in conditions.

In the House bills reference has been made to global maritime mobile tele-

communications services. We believe this should be clarified to include aircraft

as well as fixed maritime stations, such as oil production platforms. A wide

range of service offerings is not only technically possible, it is needed to help

promote market development and the economic viability of the system. This

flexibility should be provided for in the enabling legislation and the charter

of the corporation.
It is our understanding that Inmarsat may provide for the rendition of

safety and navigational aids via satellite facilities which are non-compensatory

and traditionally offered under government sponsorship. Financial obligations

for such services should be addressed in the final legislation.

If the Inmarsat system is to be used directly by government agencies, it

would be appropriate in our view to have that traffic bear its proportionate share

of investment and operating costs. Failure to do so will require the non-govern-

ment traffic to bear a disproportionate share of the investment and operating

costs with the inevitable result of restricting the potential commercial market,

jeopardizing the viability of the United States' portion of the operation, or

delaying achievement of that status.
The investment in Inmarsat is large with an anticipated long payback period.

To assist in this endeavor, we feel government agencies should be directed to

use the Inmarsat system to serve their needs and only be permitted to use
separate government systems which it is clear that Inmarsat use cannot meet
their needs or is in conflict with national security requirements or national
policy goals.

Senator HOLLINGS. Thank you very much, Mr. Vasilakos. Now, we
have Mr. Angliss.

STATEMENT OF ROBERT J. ANGLISS, EXECUTIVE VICE PRESIDENT,
RCA GLOBAL COMMUNICATIONS, INC., NEW YORK, N.Y.

Mr. ANGLISS. Thank you, Mr. Chairman.
As the caboose on this train of witnesses, I shall make a definite

effort to be brief.
At the risk of mixing metaphors, may I just add one note, that my

company, RCA Globcom, is one of those truckers that Ed Gallagher
referred to that has been driving the bumpy road of marine tele-
communications now for the past 60 years. Our concern is largely
with the fact that the two marine communications systems, the HF
marine system as it now exists and the satellite systems that are now
being developed, not be looked upon as diverse, separate types of
operations but rather be viewed in their totality.
In our view, splitting the existing maritime communications indus-

try would disserve users of the services in at least the following
critical respects:

First, the U.S. maritime communications user would be deprived
of the ability he presently enjoys to obtain a fully integrated service,
employing both satellite and radio technology in a combination that
is best suited to his needs.

Further, because of the high cost of shipboard satellite terminals,
the use of maritime satellite service for the short term will be limited.



133

At present, and as you have been advised before, only approximately
100 vessels are equipped to receive satellite services, while more than
20,000 ships still rely entirely on HF radio service. Thus, the vast
majority of users will continue totally to depend on HF radio sup-
plied by the existing carriers, regardless of the outcome of the cur-
rent hearing.
Radio will also be needed for many more years to meet interna-

tional requirements for safety of life at sea as well as to provide a
backup to the marine satellite service.
HF radio provides necessary protection in the event of failures of

the satellites, the U.S. Earth stations, or the shipboard terminals, and
already, in the very limited span of time that we've had maritime
satellite communications, this has been demonstrated routinely and
recurrently.

Since high seas maritime communications for some time will con-
tinue to encompass both radio and satellite communications systems,
and since the economics of both reflect marginal rates of return on
capital investment, efficiency and economy dictate an orderly transi-
tion from radio to satellite. The demands of the market will then
determine the appropriate levels of radio and satellite operations.
Under the scheme contemplated by the pending present bill there

will be no impetus for the maritime carriers to invest in or devote
any significant effort to maritime satellite communications or to
improve radio communications.
The net effect of all of this will be higher cost and reduced

levels of service to the customer.
Comsat would be providing the growth service while we, the exist-

ing maritime carriers, are left with the declining HF service.
In view of the foregoing, RCA Globcom strongly urges the primary

responsibility for Inmarsat and other future satellite communications
programs be left in the hands of the U.S. maritime communications
industry. This approach, we believe, will best assure continuation of
high quality maritime service to the U.S. merchant fleet via both
radio and satellite.
I would now like briefly to return to Mr. Gallagher's earlier simile

about the transcontinental trucking situation which I think very
clearly illustrates the situation which confronts us at the moment. I
should like to build on that analogy just a bit though in this respect:
yes, we have been driving the bumpy road of marine telecommunica-
tions for some 50 or 60 years now;  yes, there is now before us a possi-
bility of a super highway that will parallel that bumpy route.
Mr. Gallagher did not note that we, the existing maritime carriers,
have already participated in the test bed, the development of the
basis upon which that new super highway will be built as we go
forward, and now we are being told effectively that we cannot use it.
Notwithstanding, we must continue to provide service on the bumpy
road of maritime HF telecommunications which will be relied upon
by some 20,000 "truckers," if you like, over the next 10 to 15 years,
and that will continue as a basis of their marine telecommunications
services until the satellite service has at last taken over and made
HF maritime communications obsolete.
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We are aware of no evidence that granting Comsat an 
exclusive

franchise for the satellite communications is necessary i
n order to

assure a quality maritime satellite communications servi
ce. To the

contrary, it is a very substantial likelihood that this will
 .have a

disruptive effect on overall service to the maritime communi
cations

users and only serve to increase costs.
Giving Comsat an exclusive satellite franchise would enable i

t to

drive others out of the maritime communications market a
nd even-

tually to extract monopoly profits from maritime users.

We note in this regard Comsat's resistance to rate reduction
s in

the past and the recent finding of the FCC that Comsat has 
sub-

stantially overcharged its customers.
As legislative history of the 1962 Satellite Act makes clear, Comsa

t

was not created to nor should it properly be allowed to pree
mpt

services traditionally provided to the public by existing segments o
f

the communications industry.
The Marisat system is operating successfully today as a joint ven-

ture, and we see no persuasive public policy reason to mandate ex-

pansion of Comsat's monopoly role.
It is important, in our view, to note that the maritime market is

finite and has not shown anything near the rate of growth experi-

enced in international point-to-point communications. Nonetheless, it

is an important market to RCA Globcom which we have long served

and are interested in continuing to serve in the future.
At present Globcom handles over half of all the telegraph traffic

and approximately one-third of the telex traffic between the United

States and ships at sea. We believe that the Comsat monopoly would

result in a drain-off of existing maritime business now handled by

the maritime carriers. We also feel that an industry-owned entity

would allow the carriers to continue to participate in both the satel-

lite and the radio business, thereby minimizing the negative effect of

revenue diversions.
To the extent that there would be competition permitted under the

arrangements proposed in the bill, it would be limited to the land-

line interconnection. Under current Marisat practice, the carrier sup-

plying the land-line interconnection receives only about 5 percent of

the total revenues for through-telex calls.
I refer you again to Mr. Gallagher's map which graphically illus-

trates the situation. And in our view, if this practice were expanded

to Inmarsat, there would be little incentive for the existing carriers

to pursue this traffic.
Keeping the satellite business in the hands of the industry will

leave options open for the future to both Congress and the FCC.

Flexibility would continue to exist. This may not be the case if the

U.S. maritime communications industry is drummed out of existence.
For the foregoing reasons, gentlemen, we strongly recommend that

the U.S. designated entity in Inmarsat be a partnership of U.S.

entities now engaged in the provision of high seas maritime com-

munications or, alternatively, a new corporation to be owned by such
entities. The new carrier-owned entity should operate both the U.S.
share of the Inmarsat's space segment and the associated Earth sta-
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tions. It would be open to participation by all current suppliers of
high seas maritime services, including Comsat General.
In conclusion, the maritime communications industry at large has

the requisite skills expertise, and financial resources to participate
in the planning and operation of Inmarsat on behalf of the United
States. There is no need to make radical change by legislative action
in the existing maritime communications industry, especially when
such action could lead to reduced levels of service and higher cost to
users.
Thank you very much, Mr. Chairman.
[The statement and supplement thereto follows:]

STATEMENT OF ROBERT J. ANGLISS, EXECUTIVE VICE PRESIDENT OF RCA GLOBAL
COMMUNICATIONS

Chairman Hollings and members of the Subcommittee, my name is Robert J.
Angliss. I am Executive Vice President of RCA Global Communications, Inc.
(RCA Globcom), and my responsibilities in that capacity include RCA Globcom's
marine telecommunications business. I am pleased to have been invited to partici-
pate in today's proceedings to present our position on future U.S. participation
in International Maritime Mobile Satellite Telecommunications.
In the brief time I have been allotted, I would like to put forward the main

reasons why we believe that it is in the interests of the users to afford existing
suppliers of high seas maritime communications such as RCA Globcom an
opportunity for meaningful participation in future international maritime
satellite programs. I would also like to dispel the notion that turning over total
control of future international maritime satellite systems to a Comsat monopoly
will promote competition or improve overall service to the public.

I. KEEPING PRIMARY RESPONSIBILITY FOR MARITIME SATELLITE COMMUNICATIONS IN
THE HANDS OF INDUSTRY IS IN THE BEST INTERESTS OF THE USERS

We believe it to be of fundamental importance from the standpoint of the
user that the existing and emerging systems for communications with ships at
sea be viewed as a totality. At present, the existing maritime communications
industry has direct access to, and makes full use of, both radio and satellite
facilities. We think it would be a serious mistake to divide responsibility for
maritime communications in the future, depending upon which transmission
mode happens to be employed, radio or satellite. It is simply not possible to
disregard the vital interrelationship of the two systems.

Splitting the existing maritime communications industry, as some have pro-
posed, would disserve users of maritime communications services in at least the
following critical respects.
The U.S. maritime communications user would be deprived of the ability he

presently enjoys to obtain a fully integrated service, employing both radio and
satellite technology in a combination best suited to his needs. Only an integrated
system of high-frequency maritime radio communications and satellite com-
munications can meet present user needs and provide a base for the orderly and
efficient future transition from radio to satellite systems.
Because of the high cost of shipboard satellite terminals, the use of maritime

satellite service for the short term at least will be limited primarily to large
ships such as supertankers and ships used for specialized purposes such as
mineral exploration and cable laying and repairs. At present, only approximately
100 vessels are equipped for satellite service, while more than 20,000 ships
depend entirely on Hl' radio service. The vast majority of users—including the
smaller shipping interests—will still be totally dependent upon the radio services
supplied by existing carriers for their communications, needs regardless of the
outcome of the current proceedings on Inmarsat.
HF and MF radio will also be needed for many years to come to meet interna-

tional requirements for safety of life and property at sea, as well as to provide
necessary back-up to the maritime satellite service in the event of satellite or
earth station failure. Based on our experience with Marisat, shipboard satellite
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terminal outages have been frequent and require the
 vessels affected to resort to

radio for back-up. If a message cannot be delivered 
to a ship by satellite, we

have the capability under the existing arrangements to 
retransmit that message

automatically via radio.
Since high seas maritime communications for som

e time will continue to

encompass both radio and satellite communications 
systems, and since the

economics of both media reflect marginal rates of retur
n on capital investment,

efficiency and economy dictate an orderly transition fro
m radio to satellite. This

can be effectively accomplished only if the existing hig
h seas maritime carriers

are able to continue to operate and control parallel 
systems. The demands of

the market will then determine the appropriate levels 
of radio and satellite

operations.
There is an ongoing need for technical coordination both 

between radio and

satellite and between existing maritime satellite systems and 
new systems. This

necessary coordination will be impaired if responsibilities are 
arbitrarily divided.

For example, the maritime community must be assured of 
continued access to

maritime satellite service through a system which is technical
ly compatible with

existing shipboard terminal equipment pending the establishme
nt of Inmarsat.

It is crucial in our view to the viability and development of
 commercial mari-

time satellite service that doubt in the mind of the public not be
 created regard-

ing future availability of service, the cost of such service or w
hether existing

equipment will be adequate without major conversion expense to
 receive service.

Provision must be made this year for the next phase of the c
urrent Marisat

program to avoid a gap in available satellite communications to the
 public. The

ability of the industry to maintain existing services, as well as 
decisions by

industry to commit funding to new satellite programs, will be dire
ctly affected

by the adoption of measures which would turn over to others contr
ol of the

U.S. share of future commercial maritime satellite programs.

Under the scheme contemplated by H.R. 11209, there would be no impe
tus for

the carriers to invest in, or devote any significant effort to, maritime 
satellite

communications or to improve radio communications. The net effect wo
uld be

higher costs and reduced levels of service available to the customer. 
Giving

Comsat an exclusive maritime satellite franchise would deprive the ex
isting

industry, which must continue to supply the essential radio service, of nec
essary

revenues from the larger users. This would create a powerful disincentive
 to

improved maritime communications and impact the needs of large and sm
all

users alike. It would also place us in the anomalous position of having to "under-

write" Comsat's entry into this market, since Comsat would be providing the

growth service while we are left with the declining HF service.

In view of the foregoing, RCA Globcom strongly urges that primary responsi-

bility for Inmarsat and other future maritime satellite communications programs

be left in the hands of the U.S. maritime communications industry. This ap-

proach will best assure continuation of high-quality maritime service to the

U.S. merchant fleet via both radio and satellite.
It should be recognized that Congress is not dealing with a new technology

, when it addresses the question of maritime satellites. The Marisat system

already exists and is operating successfully as a joint undertaking of U.S.

communications entities. RCA Globcom is now supplying both maritime telex

, and telegram services through the Marisat system. We are also actively en-

gaged in negotiations with other U.S. entities involved in maritime communica-

tions to provide for a follow-on satellite system (Marisat II). Such a system

will likely be necessary to assure continuity of satellite service to maritime

users pending the establishment of Inmarsat. An initial canvas of the industry

indicates that the proposed Marisat II program will be fully subscribed. How-

ever, passage of legislation which would effectively eliminate the carriers from

future maritime satellite projects could compel RCA Globcom and others to

reevaluate their positions on participation in a Marisat follow-on program.
RCA Globcom's total financial commitment to the current Marisat program

amounts to approximately $10 million. This includes our investment in the system

itself of approximately $9.1 million representing an eight (8%) percent share

and the additional expenditures we have incurred for terrestrial facilities,

communications lines, research and marketing necessary to provide commercial

service. RCA Globcom's Marisat investment was predicated on our assessment
of the capacity we would require to provide an effective grade of maritime
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telex service which we viewed as the prime need of the maritime community.
We did not regard the Marisat system primarily as an investment opportunity
to realize a return from the Navy.
We thus have a firm and continuing commitment to the development of mari-

time satellite technology. We also have substantial experience and demonstrated
technical and operational competence in all phases of satellite communications.
For example, we constructed and presently operate the Guam Intelsat earth
station and we are a part owner of the six other U.S. Intelsat earth stations.
Under the circumstances, we believe it to be of fundamental importance that
we and other existing suppliers of high seas maritime communications have
the opportunity to participate directly in future satellite programs such as
Inmarsat following the precedent of the Marisat program.

II. CREATING A COMSAT MONOPOLY OF MARITIME SATELLITE SERVICES IS NOT IN THE
PUBLIC INTEREST.

Comsat, on the other hand, has never provided, and has shown no interest in
providing, radiomarine service. It also has had no prior direct involvement in
maritime satellite service which, as you know, is being provided through Comsat
General, an independent subsidiary established expressly to conduct Comsat's
non-Intelsat activities. Naming Comsat as the U.S. designated entity to Inmar-
sat would present the possibility of a substantial conflict of interest between
its Inmarsat and Intelsat responsibilities. It would also be contrary to the
FCC's intention, in requiring Comsat to conduct its non-Intelsat activities
through a separate subsidiary, that Intelsat revenues not be used to subsidize
Comsat's other more speculative ventures.
There is furthermore no evidence of which we are aware that granting

Comsat an exclusive satellite franchise is necessary to assure a quality mari-
time satellite communications service. To the contrary, there is a substantial
likelihood that the approach taken in H.R. 11209 would have a disruptive effect
on overall service to the maritime communications users for the reasons I have
indicated.
A fully integrated maritime communications system would not be achieved

by giving Comsat an exclusive satellite franchise which would enable it to drive
others out of the maritime communications market and eventually to extract
monopoly profits from maritime users. We note in this regard Comsat's resist-
ance to rate reductions in the past and the recent findings of the FCC that
Comsat has substantially overcharged its carrier customers. Indeed, it was
only after some thirteen years of litigation before the FCC and the Courts thatComsat has recently entered into a proposed settlement agreement with theFCC which would eventually result in a reduction in Comsat's charges to itscarrier customers of nearly fifty (50%) percent. At present, over $100 millionin excess Comsat charges, just covering the past two years alone, is being heldIn an escrow account for eventual refund.
As the legislative history of the 1962 Satellite Act makes clear, Comsat wasnot created to—nor should it properly be allowed to—preempt services tradi-tionally provided to the public by existing segments of the communicationsindustry. The Subcommittee should recognize that the situation which existedat the time Comsat was originally formed was unique. Today, however, satellitetechnology is no longer in a fledgling state and its uses are widespread. TheMarisat system is operating successfully as a joint venture. We therefore seeno persuasive public policy reason to mandate expansion of Comsat's monopolyrole.
We submit that this Subcommittee should weigh Comsat's track record care-fully before extending its monopoly powers. We also believe that Congressshould inquire into the propriety of Comsat's use of surplus capital resultingin significant part from its retention of excessive monopoly earnings to "buyinto" new business ventures such as Marisat. Indeed, had Comsat not had thissubstantial funding available to it, we question whether it would have beenable to make the sizable investment required for the Marisat venture whichgave it its initial "foothold" in the maritime communications market.It has been suggested by some that establishing the existing maritime car-riers as a new entity to represent the U.S. in Inmarsat merely would substituteone monopoly for another. We believe there are a number of major distinguish-
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ing factors between this plan and H.R. 11209
, which would create a Comsat

monopoly of maritime satellite service by l
egislative fiat.

It must be recognized that the maritime ma
rket is finite and that it has not

shown anything near the rate of growth ex
perienced in international point-to-

point communications. Indeed, the U.S. Govern
ment estimates that only approxi-

mately a third more ships will be in service 
in the year 2000 than there are

today. Nevertheless, this is an important mar
ket to RCA Globcom which we

have long served and are interested in con
tinuing to serve in the future. At

present, RCA Globcom handles over half of a
ll the telegraph traffic and approxi-

mately one-third of the telex traffic between t
he U.S. and ships at sea. These

services provide some $7.5 million in annual reven
ues to RCA Globcom.

Creating a Comsat monopoly would result in a 
drain-off of existing maritime

business now handled by the maritime carrier
s and result in undesirable frag-

mentation of the industry to the ultimate detrimen
t of users. An industry-owned

entity, on the other hand, would allow the ca
rriers to continue to participate

in both the satellite and radio business, thereby 
minimizing the negative effect

of revenue diversions.
Allowing Comsat to provide service directly to the p

ublic in competition with

established carriers, which also must obtain service
 from Comsat, would stifle

rather than promote competitive alternatives. Ef
fective competition is impos-

sible in a situation where one company both con
trols entirely the availability

of a product and at the same time competes in the
 sale of that product with

others who can only obtain the product from that s
ingle source. To the extent

there would be "competition" permitted under the 
arrangements proposed in

H.R. 11209, it would be limited to the landline inte
rconnection. Under current

arrangements now in effect for Marisat, the carrier supplying
 the landline inter-

connection receives only about five (5%) percent of t
he total revenues for a

through telex call to a ship. If similar practices were exte
nded to Inmarsat,

there would be little incentive for the existing carriers 
to pursue this traffic.

We find it difficult to understand how allowing the expansi
on of Comsat, with

its singular advantages, would further the cause of competitio
n. On the other

hand, through a direct participation in Inmarsat, the existing
 maritime carriers

will be able to work more effectively toward an orderly transitio
n from radio

to satellite, and the users of maritime communications ser
vices will be in a

better position to seek and obtain rates and levels of servic
e which satisfy

their total requirements.
Keeping the satellite business in the hands of the industry will leave options

open for the future to both Congress and the FCC. Flexibility will continu
e to

exist. This may not be the case if the U.S. maritime communications industr
y

is "drummed out" of existence.

III. THE U.S. "DESIGNATED ENTITY" TO INMARSAT SHO
ULD BE AN ENTITY IN WHICH

THE CARRIERS MAY PARTICIPATE DIRECTLY.

For the foregoing reasons, we strongly recommend that the U.S. designated

entity in Inmarsat be a partnership of U.S. entities now engaged in the provi-

sion of high seas maritime communications or, alternatively, a new corporation

to be owned by such entities. The new carrier-owned entity would operate both

the U.S. share of the Inmarsat space segment and the associated U.S. earth

stations as well as provide maritime satellite service to the public. It would be

open to participation by all current suppliers of high seas maritime service,

including Comsat General, which was established for the express purpose of

conducting Comsat's non-Intelsat activities and is presently a member of the

Marisat consortium.
To the maximum feasible extent, Congress should as a matter of policy en-

courage ownership by common carriers of the facilities which they use to serve

the public. It is the carriers to which the end users look for total service re-

sponsibility. The public has received numerous benefits from the many improve-

ments in maritime communications contributed by our industry. Only a few

years ago communications with ships were almost entirely limited to the tradi-

tional radiogram. Today, RCA Globcom not only offers telex service to ships at

sea via both HF radio and the Marisat satellites, but through computer tech-

nology has extended the latest state-of-the-art service enhancements to the
maritime telex service.
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We note that Sec. 6 of H.R. 11209 directs the FCC to make a new study of
public maritime coast station services. We endorse the concept of assuring that
the traditional marine services receive appropriate and timely attention. How-
ever, we believe it would be premature and unwise to make binding decisions
which would place the future of maritime satellite communications solely in
the hands of Comsat until this study and the companion study of Comsat called
for in Sec. 5 of the Bill are completed and the data supplied subjected to criti-
cal evaluation. Certainly, a decision which could have the effect of restructur-
ing an existing industry providing vital public services should be made only
on the basis of complete data on the total industry.
There is no justification to grant Comsat an exclusive franchise to exploit

the latest satellite technology while existing suppliers of maritime communica-
tions are relegated to a protracted, expensive phase-out of HF and MF radio.
In a sense, what is being proposed is analogous to providing, as a matter of
law, that one of two competing manufacturers may use the latest technology
available while the other must continue to maintain operations with older, less
efficient equipment. I doubt if anyone here would seriously consider such a pro-
posal or deem it to be a fair and equitable arrangement to the entities involved.
However, this is precisely the effect H.R. 11209 would have on the existing
maritime carriers if adopted in its present form.
Under no circumstances should Comsat be given sole control of the U.S. share

of Inmarsat and also serve end users directly bypassing the existing carriers.
There is no basis whatsoever to give Comsat control of the essential facilities
for maritime satellite communications and at the same time give it a built-in
competitive advantage by legislative action over the carriers which have tradi-
tionally supplied and supported the maritime service.
However, we note that H.R. 11209 in its present form would eliminate

Comsat's role as a "carrier's carrier". Thus, Comsat is not prohibited from
serving the public directly. To the contrary, H.R. 11209 allows Comsat to inter-
connect directly both with "domestic common carriers" and "private communi-
cations systems". Although the latter term is not expressly defined in H.R.
11209, we presume it is intended to make it possible for Comsat to serve directly
the corporate networks of the major end users, such as the oil companies, which
constitute a large and important segment of the total maritime communications
market. The current legislation must not alter existing industry arrangements
by permitting Comsat to compete directly with others not so favored.

IV. CONCLUSION

In closing, as I have stated, there is a compelling list of reasons from a serv-
ice and cost standpoint to continue existing arrangements whereby the high
seas maritime carriers are able to offer a full range of maritime services on
satellite as well as radio. The maritime communications industry has the
requisite skills, expertise and financial resources to participate in the planning
and operation of Inmarsat on behalf of the U.S. In addition to its role in
Marisat, RCA Globcom has a proven record of experience in satellite
communications.

Accordingly, there is simply no need to restructure in a radical way the
existing maritime communications industry, which has served the public long
and well and which is fully capable of meeting demands for all forms of high
seas maritime communications including satellite. We accordingly urge you to
provide for a partnership or new corporation to be financed by existing mari-
time carriers as the U.S. "designated entity" in Inmarsat. Such action will in
the long run better serve the interests of the using public and help assure the
maintenance of a healthy, viable U.S. maritime communications industry.
Thank you very much.

SUPPLEMENT TO PREPARED STATEMENT OF ROBERT J. ANGLISS, EXECUTIVE VICE
PRESIDENT OF RCA GLOBAL COMMUNICATIONS

At the time our prepared statement was printed, RCA Global Communica-
tions, Inc. (RCA Globcom) did not have available to it the text of the proposed
Senate bill on Inmarsat. Since the draft Senate bill varies in certain material
respects from the House bill (H.R. 11209), RCA Globcom is taking the liberty
of filing the following brief supplement to its prefiled testimony.
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RCA Globcom has set forth in its prepared statement the primary reasons 
it

believes it would disserve the users of maritime communications to create a

Comsat monopoly of future maritime satellite programs. We will not repeat

these arguments here. However, we note several material changes in the draft

Senate Bill which we believe merit further comment.

In addition to naming Comsat as the U.S. "designated entity" to Inmarsat,

the draft Senate Bill would further provide in Sec. 3(b) (1) (A) that Comsat

shall be the sole owner of any satellite earth station for use with Inmarsat in

the United States. The House bill, on the other hand, provides that the com-

mon carriers could own all or any portion of any such station.

We believe this change is not in the public interest. Providing Comsat with

exclusive ownership of the earth stations in addition to its space segment

monopoly will only serve to exacerbate further the problems we foresee with

the present bill. It is furthermore in conflict with Sec. 201 (c) (7) of the Com-

munications Satellite Act of 1962 which permits the FCC to authorize the

common carriers to invest in the U.S. Intelsat earth stations. Under the exist-

ing arrangements for Intelsat, the common carriers have sizable investments

in all of the U.S. Intelsat earth stations.
Contrary to the approach taken in the Senate Draft Bill, we believe there

are good reasons to prohibit Comsat from obtaining any ownership interest in

the U.S. earth stations used to access the Inmarsat space segment. If Comsat

were to have 100 percent control of the space segment, ownership of the earth
stations would give the existing high seas maritime carriers an opportunity to
play a role in the operation of the satellite system. Certainly, given the monop-

oly accorded by this legislation to Comsat for the space segment, which repre-
sents three to four times the capital investment required for the earth stations,
the balance of equities supports granting ownership in the earth station facili-
ties to the maritime carriers.
Permitting carrier ownership and management of the Inmarsat earth sta-

tions would have no adverse effect on the operation of the system and would
not increase the cost to the users. Under the present arrangements for Intelsat,
the Intelsat organization manages the space segment while many individual
entities own and operate the earth stations used with the system. Indeed, RCA
Globcora constructed and has successfully managed the U.S. Intelsat earth sta-
tion on Guam and has an ownership interest in the six other U.S. Intelsat
earth stations. Therefore, there is ample precedent for allowing the common
carriers which supply service to the public to participate directly in earth
station ownership. This approach will encourage use of the system and main-
tain desirable flexibility to meet changing conditions.
Our support of a statutory provision which would permit ownership of the

U.S. Inmarsat earth stations by the common carriers should not, however, be
viewed as diminishing in any way our basic position that both the space seg-
ment and earth stations for use with the system should be owned by a new
entity to be financed by the existing maritime communications industry. We
believe the current proposal to turn over all of these functions exclusively to
Comsat will, in the long run, be more expensive to the users than if the indus-
try were to provide this service. First, Comsat has a long and undistinguished
history of exacting high markups for its services. As we pointed out in our
prepared statement, it was only after protracted litigation that Comsat has
tentatively agreed to make substantial reductions in its charges to its carrier
customers. At present, Comsat overcharges for just the past two years alone
total over $100 million.
In addition, placing responsibility for Inmarsat in the hands of a carrier-

owned entity would spread the potential risks of this venture over a broader
base. Comsat itself has noted in its prior testimony to the House Communica-
tions Subcommittee that Inmarsat is not expected to provide an adequate rate
of return at least during the start-up years of operation. Spreading the risks
of the Inmarsat venture among a wider segment of the industry will make it
less likely that either the users or the Government will be required to subsidize
this venture than if a single publicly-held company is asked to carry the full
load of this investment.
There are no demonstrated operational benefits which would accrue to the

public from having Comsat rather than the industry furnish this service. More-
over, the likelihood exists that the costs to the users will be higher if Comsat
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alone provides the service. Under the circumstances, for the reasons outlined
above and in our prepared statement, we believe it would be a serious error to
divide arbitrarily the maritime communications market into two segments based
upon the technology employed to serve the public.

Several other points in the Senate Draft Bill which differ from the House
Bill are also of concern to us. The Senate Bill would extend from 6 to 18
months the time allowed for a study of Comsat to be made by the FCC. Since
the Inmarsat Convention must be signed in 1979, this virtually assures that the
study of Comsat will not be completed prior to the time action would have to
be taken by the U.S. It thus renders the study a meaningless gesture.
We believe it would be a serious mistake to make binding decisions which

would place the future of maritime satellite communications solely in the
hands of Comsat until the study of Comsat is completed. The very fact this
provision is in the Bill recognizes that such a study is a necessary condition
precedent to assure Comsat's primary mission in Intelsat is not diminished as
a result of other commitments. -
We perceive compelling policy reasons, particularly in light of recent experi-

ence, for limiting rather than enlarging Comsat's future participation in satel-
lite projects outside of Intelsat. The difficulty to date in effectively regulating
Comsat has been a cause of concern both to the FCC and to Congress. We note
in this connection the recent report of the General Accounting Office (March 31,
1978) undertaken at the express request of the House Subcommittee on Com-
munications which concluded, among other things, that effective control has not
been exerted over Comsat's Intelsat activities. Giving Comsat a larger role to
play prior to addressing this basic issue will, in our view, only magnify the
problem. We believe provision should be made for effective oversight of Comsat
before expanding its functions into new areas.

Finally, we note that the Senate bill deletes references to direct interconnec-
tion between the earth stations and "private communications systems" con-
tained in the House Bill. While we support this change as a step in the right
direction, we do not view it as a solution to the serious concerns expressed in
our testimony. Rather, it would provide little meaningful relief for our indus-
try. Certainly, this revision cannot be considered a quid pro quo for granting
Comsat total dominance of new maritime satellite programs nor would it by
itself serve to restore Comsat to its traditional role as a "carrier's carrier".
[The following information was subsequently received for the

record:]
QUESTIONS OF THE COMMITTEE AND ANSWERS THERETO

Question. How would giving Comsat a facilities monopoly in Inmarsat drive
other carriers out of business?
Answer. The present Bill would give all of the maritime satellite business to

Comsat. This would deprive the existing carriers of virtually all their maritime
satellite revenues as well as drain off revenues from their HF and MF radio
operations, which will be needed for many years to come. This revenue drain
will increase as more ships come to depend on satellite as their primary trans-
mission mode. Under the scheme contemplated by the Bill, there would be no
impetus for the carriers to invest in or devote any significant effort to maritime
satellite communications or to improvements to existing radio communications.
The net effect will invitably be higher costs and reduced levels of service.
At present, we obtain over 20% of our total marine business through inter-

connection with Western Union facilities. An additional 8 percent originates
overseas. Thus, if Comsat could interconnect directly with domestic carriers
such as Western Union and also handle the overseas portion of incoming traffic
through its exclusive control of the Inmarsat space segment, we could be de-
prived of approximately 30 percent of our existing maritime business. Based
upon 500,000 messages handled annually by RCA Globcom, approximately
150,000 messages could eventually be diverted to Comsat solely by virtue of the
interconnection provision in the Bill. With respect to the remaining traffic which
originates on our own system, if we are relegated to the role of a connecting
carrier rather than a participating carrier, we would be deprived of the major
portion of the revenue generated from our customers.

30-338-78-10
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At present, Comsat General and ITT Worldcom have an arran
gement for

handling interconnected Marisat telex calls between the U.S. and ships at sea.

Of the $6 per minute telex charge, ITT Worldcom receives $.32 for its 
share,

with the balance going to Comsat General. Thus, if we were to be limited to

supplying Inmarsat calls solely through interconnection with Comsat, rather

than over our own share of the space segment, we would be left with 
only

approximately 5% of the tolls for our involvement in the service if the current

arrangements for Marisat were extended to Inmarsat. Thus, the lion's share of

the maritime satellite revenues, even where the call originated or terminated

on the facilities of one of our customers, would accrue to Comsat and we would

be left with very little in the way of a return.
If Comsat is given an exclusive maritime satellite franchise, the loss of

revenues could place in jeopardy the existing carriers' ability to continue to

provide HF service for the more than 20,000 ships which now depend directly

on this service. It will also adversely affect even those ships equipped for

satellite communications, since they will continue to rely on radio for backup

service in the event of terminal failures aboard ship or when satellite or shore

station problems deprive them of satellite service.
Thus, the existing industry will be deprived of substantial revenues support-

ing the total maritime communications service. This will exacerbate the eco-

nomic pressures which the carriers presently face and increase the likelihood

that one or more of such carriers will be forced to discontinue marine com-

munications operations. This in turn will tend to diminish the service available

to the public generally.
Question. How many public coast stations does RCA own? Do you have appli-

cations pending before the Commission requesting closure of any? How many?

Answer. RCA Globcom presently owns and operates four public coast stations

( San Francisco, Chatham, Lantana, and Port Arthur). At the present time,
RCA Globcom has no applications pending for closure of any of its coast sta-
tion facilities. However, we plan to file new applications for closure of Lantana

and Port Arthur in conjunction with the Commission's pending inquiry into
public coast station matters (FCC General Docket No. 78-67, released February
27, 1978, FCC 78-118).

It is generally agreed that the current number of stations (17) is not neces-
sary from an operational viewpoint. A comprehensive study initiated by the
FCC and conducted by Advanced Technology Systems, Inc. (ATS), an inde-
pendent contractor selected by the Commission to analyze the total problems
and issues associated with the HF Marine industry, found that "[t]he industry
would be financially viable and could provide improvements in equipment and
service if certain small stations were allowed to close." [Emphasis supplied.]
ATS further stated that "[lit appears that too many PCRT [public coast radio
telegraph] stations (18) are competing for the PCRT industry revenue base of
approximately $5,000,000. This leads to operating inefficiencies and a fractionali-
zation of service provided. Implementation of improvement is discouraged. The
closure of carefully selected stations and the realignment of others to improve
service and financial viability is indicated."
ATS noted that "it is evident that the remaining stations, after closure of

the six requesting closure, will provide adequate traffic coverage for all coasts.
The ports at which stations have been closed will receive MF/HF coverage
from other stations which would remain in service." Therefore, based upon the
above findings, the first and primary "Conclusion" of ATS was that "[t]he
closure of small stations by the major carriers would permit the industry an
opportunity to establish viability and to provide improvements in equipment
and service."
The ATS study recommended that the proper configuration should be for

ITT Worldcom and RCA Globcom to maintain their best station on each coast
and TRT to retain its best station in the Gulf and Florida areas. The three
smaller stations at Mobile, Tampa and Baltimore would also be allowed to
continue to operate. This provides for eight coast stations with the remainder
to be closed. RCA Globcom's previous closure applications were filed in accord-
ance with the ATS recommendation as will be our new application.

Question. Would there have been a Marisat system in the first place if there
had been no U.S. Navy involvement?
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Answer. Probably not. U.S. Commercial requirements at the time Marisat
was proposed—and even today—are insufficient to support a separate satellite
system.
The history of the events leading to the establishment of the Marisat system

are set out in detail in the FCC's Order granting a partial waiver of the
requirement for a construction permit to proceed with the construction of the
Marisat satellites. (Communications Satellite Corporation, 40 FCC 2d 496
(1973) ). This Order makes clear that Marisat was conceived and developed
primarily to meet an urgent Navy need. Commercial use of the system was
permitted primarily to take advantage of additional capacity built into the
satellite not required by the Navy.

Question. Mr. Strichartz testified that RCA projected a decrease of 25 per-
cent or higher in the use of coast stations during the first year of Marisat
operation. In fact, there was an increase in both traffic and revenue for the
first six months. Nonetheless, you still advocate closing coast stations. Why?
Answer. First of all, we wish to point out that, contrary to the inference

which might be drawn from Mr. Strichartz's remarks, there was no significant
increase in HF traffic. The increase in HF revenue was due in the main to a
rate increase.
When RCA Globcom made its initial projections, it was anticipated that the

Marisat system would grow at a more rapid rate than it has to date. A number
of factors have resulted in the slower than anticipated rate of Marisat growth,
including the high cost of shipboard terminals required to receive service which
averages over $60,000 per unit not including installation costs which can add
an additional $10-20,000, and uncertainty within the maritime industry as to
the future availability of service.

Notwithstanding the fact that the immediate negative impact of Marisat on
HF was not as great as originally anticipated, we still firmly believe that con-
solidation of existing coast stations is essential to the continued viability of
HF service. Furthermore, it should be noted that closure and consolidation of
coast stations was proposed before Marisat was ever contemplated. The main-
tenance of redundant and duplicative coast station facilities continues to add
unnecessary cost burdens to this service. Closure of unnecessary stations and
upgrading of the remaining stations will provide a grade of service overall
more than adequate to meet the existing and foreseeable needs of the maritime
community. Such action will also assist in keeping the costs of maritime radio
service at the lowest reasonable levels.

Question. If H.R. 11209 passes the Congress should Comsat General be allowed
to own, manufacture, lease or sell on board ship terminals?
Answer. RCA Globcom believes that if Comsat is granted a monopoly of the

Inmarsat space segment, provision should be made to assure that all suppliers
of shipboard terminal equipment have fair access to the maritime market. Cer-
tainly, Comsat should not be allowed either directly or through a subsidiary
such as Comsat General to "tie-in" the lease or sale of terminals to the provi-
sion of service through Inmarsat or any other maritime satellite system. At
the present time, ship owners have •the option of obtaining satellite terminal
equipment either from Comsat General or from independent manufacturers
such as Magnavox. We believe that measures should be adopted to assure that
competition will exist in the provision of ship board terminal equipment just
as the FCC has in recent years promulgated policies which have allowed inde-
pendent equipment suppliers to compete with A.T. & T. in the provision of
various terminal equipment.

Question. In Docket 19554 and its successor, the record carriers advocated
the closing of all but 6 coast stations. Yet in this hearing the same carriers are
advocating ownership involvement in Inmarsat in order to encourage continued
coast station operations. Why are these 2 positions not contradictory?
Answer. If the maritime carriers are excluded from the satellite business,

their existing HF operations will become increasingly less viable economically
as more and more traffic and revenues are diverted from traditional HF serv-
ice to the new satellite service with no opportunity provided to recoup any of
the lost business with satellite revenues.
Existing public coast station operations will have to be continued for many

years into the future and will impose an increasing economic burden given the



144

age of the equipment and labor costs. In these circumstances, the carriers
would be unable to earn a fair rate of return without increasing rates to the
public or reducing the quality of service.
Closing of all but six coast stations is necessary in order to make the exist-

ing radiomarine industry viable at this time. However, based upon current
projections, the maritime radio industry will be subject to increasing traffic
diversions to satellite. It can therefore be reasonably anticipated that, at some
future date, even 6 stations will not be viable. Nonetheless, there will still be
a need for radio service.
In sum, as maritime satellite communications activity increases, revenues

derived by this new service will be comprised almost entirely of those drained
from traditional HF marine services. Thus, at some point in the future HF
marine operations will not be financially viable unless rates are substantially
increased (which would negatively affect this service) or the government pro-
vides some form of subsidization.
For the above reasons, RCA Globcom's advocacy for the closing of unneeded

public coast stations is not inconsistent or contradictory with its advocating
for an ownership involvement in Inmarsat. In fact, these positions compliment
each other.

Senator HOLLINGS. Thank you, Mr. Angliss, and each of you.
Now, let me ask you just a couple of questions before I yield.
Mr. Angliss, when you talk about multiple carrier ownership the

experience with the Marisat System shows otherwise. We know now
all of the carriers had an opportunity to buy in, and Comsat owns
86 percent of the system. It is very expensive in the beginning stages.
of Inmarsat and the provision of this new service, and someone could
use the analogy of not just another highway but, really going from
a highway to jet service.
How do you envision the breakdown? Everybody says what Comsat

shouldn't have, but how much would you be willing to put into it?
What share would A.T. & T. have, as you see it? What share would
Comsat have? And what share would RCA have? And who would.
manage the new corporation? That is what we're trying to start with.
In starting a new venture of this kind, that is the case. It's not just
another highway; it is a jet passenger plane. You can't put an ordi-
nary driver like me in the cockpit; you're going to have to have
special training, special facilities and everything else. And it is going
to be awfully expensive.
Now, tell us who is going to manage that and how the share is,

going to be broken down, as you see it?
Mr. ANGLISS. Fine, sir, if I may. The consortia members that is,.

those companies that now own and operate the Marisat I system,
have been engaged in recent months in discussions looking to the
development of a Marisat II system. Marisat II, as of the time that
we sat last at the table was oversubscribed by A.T. & T., Comsat.
General, ITT, Western ?Union International, and ourselves.
The share which each of these participants might choose to put up,.

I submit, would be quite capable of fully subscribing to the U.S.
share in Inmarsat.
Remember, if you will, please

' 
that the Inmarsat system is a global'

venture in which the costs are shared by other nations of the world,
whereas the Marisat system is wholly U.S. owned and therefore has
to be entirely funded by -U.S. entities.
We should have little problem, if any, coming up with full sub-

scription to the ownership shares necessary for the U.S. participation,
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in Inmarsat, functioning as a corporation or whatever legal structure
that we might choose to establish ourselves as.
As far as the management of the system is concerned, as far as the

representation in Inmarsat, I think that we could achieve that rep-
resentation by vote, by consensus. We have, I would point out, oper-
ated rather successfully the Marisat I venture on a consortium basis,
where policy decisions have routinely been a requirement as that
system has moved forward, and we have had very few problems with
that type of approach to the management of the system.
Indeed, I think that the management generally has been very

laudatory, and I think -our friends at the FCC will indicate that in
recent months—recent years, for that matter—there have been very,
very few things that have been escalated to the FCC level, where we
ourselves have been unable to reach a decision.
So, I see the management as going forward along the patterns of

those that now exist in the Marisat system, which patterns seem to
be doing very, very well.
Senator HOLLINGS. Senator Stevens had to go back down to the

floor. He has some questions here. And one of the first ones was re-
ferred to by a previous witness, Dr. Charyk :
I understand that the FCC has recently found that Comsat overcharges

customers in the operation of the Intelsat system. The amount of overcharge
is close to $100 million. Can you give us the details of that?
Dr. CHARYK. Well, we have had underway for some period of time

a rate case before the Federal Communications Commission which
would determine what our rate structure should be. While the case
was in its last stages, over the last couple of years, we have been
required to put into an escrow account the difference between what,
we had been charging prior to that and what the Commission thought
that we should be charging. The escrow account has been outstanding
now for some period of time and has reached a number of the order
indicated.
The Commission has not made a final decision as to whether the

proposed new rates that we have come up with are appropriate,
although we have reason to think that the Commission will probably
approve the agreement that has now been developed.
The issue now becomes whether the ultimate user is going to get

any benefit out of this, and the carriers are all questioning in various
ways the flow-through of that escrow to the ultimate customer. And
I don't know when that problem will be resolved.
The carriers, I think, have all taken a position that the FCC can-

not legally make them flow the money through to the ultimate cus-
tomer; I hope that the ultimate customer gets some benefit out of
that $100 million. I hope he does. I think that is the objective of the
game.
Senator HOLLINGS. What is your answer to the contention that, as

a participating carrier in charge, if you were granted such someone
else using the system and wanting to lower rates or make individual
judgments, would be stultified in every direction? Do you think that
would be the case ?
Dr. CHARYK. I think the monopoly question has been sort of dis-

torted. The situation, really, is the question of ownership of the
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Earth station and the investment in the space segment. There is only
going to be one international space segment, probably, at the early
stage at least; and there is certainly going to be a very limited
number of Earth stations. And everyone is going to have access to
that Earth station and that space segment, and the real competition
is going to arise in the ingenuity of the carriers in marketing new
services to the users. Can they convince customers that they should
conduct their business in a different way? Can they give them a
better kind of service? And what we're really talking about, I think,
is perhaps a new superhighway. But the access to that superhighway
is under the same terms and conditions to all parties. There aren't
multiple roads. The superhighway—if that's what you want to call
it—will be accessed by any carrier under the same terms and condi-
tions. The real test is going to be in the ingenuity of how do you
use that highway in the most efficient fashion. Can you convince the
customer that he should ship his goods via that superhighway?

Senator HOLLINGS. Well, Mr. Gallagher says he can convince them;
he will lower the rates. You wouldn't deny that?
Dr. CHARYK. I think if he wants to lower his rates, that's wonder-

ful, and I think that the competition is going to be in the rates that
are charged and in the kinds of services that are offered.
And so, it is going to be a single superhighway, and the real ques-

tion is going to be: Can the various retailers of service convince
their customers that it is a useful thing to use?
As far as the Earth station is concerned, that's like a tollgate to

the superhighway, and I can understand why people would want to
own the tollgate to the highway. But I suggest that as far as the
user is concerned, he is better off if he is offered a complete spectrum
of services and can then choose which carrier he wants to work with,
which carrier is going to be more responsive, which carrier is going
to offer better service and better rates. And I think that is the nature
of the competition that we want to see.

Senator HOLLINGS. Mr. Gallagher, briefly, would you like to
comment?
Mr. GALLAGHER. Yes.
The situation is this: If we were to take a hypothetical rate, let's

say, a reduced Telex rate of $4—it had been $6 under the H.R. 11209
situation—that particular rate has two components. It has that com-
ponent which I've indicated with the red line on the map, which
might be, let us say, 20 cents; 50 cents, or whatever the figure hap-
pens to be. And then the balance is for the satellite run on the super-
highway, up and down. And let's say that's $5.50.
Now, I have no control over that superhighway at all. All I can

do is deal with that 50 cents or 20 cents that goes from the point of
origin to the point, as Joe put it, to the tollbooth.
Now, if I wanted to reduce the rate, I have to go to Joe and say,

"Joe, will you reduce your $5.80 out of the $6 rate?" And if Joe is
in a good mood, he might say yes. But experience over the past 13
years has indicated no.
Senator HOLLINGS. He doesn't ever get in a good mood?
Mr. GALLAGHER. I've never had him in a good mood, and Joe and I

are very good friends. But on the other hand, we have, in fact, over



147

the past 13 years, reduced our rates consistently on the basis of unful-
filled promises that Comsat's rates were going to be reduced. The
Intelsat rates were, in fact, reduced on 8 successive years and we
never got a reduction from Comsat.
In this particular situation that you ask, I go to Comsat and I say,

"We would like to reduce our Telex rate to $4." He says, "Be my
guest. I will keep my $5.80 for myself; you take your 20 cents." And
he says, "How are you going to reduce it?" And I can't reduce it.
Rate competition is throttled. I am not the master of my own destiny.
However, at the present time, if I decide to reduce a rate, I can

reduce it, subject to FCC approval. Having to do with the flow-
through to the customers that Joe was talking about just a few
moments ago, just to clear the record up, we went to the FCC over
2 years ago, and we asked it to draw a plan for the flow-through of
Comsat's excess charges to the customers. Two years ago we asked
the FCC for such a plan. There was no response.
Now, suddenly—tomorrow, we think—there is going to be a final

settlement, having to do with this over-$100 million of excess charges,
and now we are being asked, are we going to flow through and when
are we going to flow through?
This is after 13 years. Now, they want us to do it on 24 hours'

notice. We are ready to do it, and we will flow through. I make that
absolutely clear.
Senator HOLLINGS. Dr. Charyk, I have other questions from

Senator Stevens, and some from myself and some from the other
members of the panel. You would be willing to answer those, I take it?
Dr. CHARYK. Absolutely.
Senator Scumrrr. Mr. Chairman, we have questions for all the

witnesses, and we would like to submit those for the record.
But I would like to follow up on this discussion because I believe

this is the critical point, and that is the cost to the user. And what is
of interest to me is, how much flexibility does any participating
entity have in setting rates for use of the Earth station and space
segment in this kind of a system?
Dr. Charyk, would you like to comment on that? How much flexi-

bility do you have to reduce rates?
Dr. CHARYK. I think that the real challenge here is going to be to

create a system at the lowest possible cost and with the greatest
efficiency.
The question has been raised, and maybe I should address it, as to

the conflict of interest between Intelsat and Inmarsat.
Senator Scumrrr. First of all, I would like to have you comment

on the conflict of interest. The argument has been made that the cost
to the user is going to be greater if Comsat, for example, is the desig-
nated entity, versus some other entity. And I'm trying to determine
why Cosmat's costs might be lower than some other entity.
Dr. CHARYK. Well, I think because of the fact that our sole busi-

ness is communications satellites. We have lived with that technology
over the years. We probably have more expertise in communication
satellite technology than anybody else. We think, therefore, that we
can develop the plans and lay out the parameters of the system in
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concert with our international associates in a way that will produce
the most efficient system at the lowest possible cost. That is really
the objective here.

Senator SCHMITT. Do you believe Comsat can manage the highway
and its maintenance and the tollgates and the collection of fees and
the switching of traffic more efficiently than can any other entity?
Dr. CHARYK. Absolutely. That's the answer.
Senator ScHmirr. Why would your costs be lower? Is it just ex-

perience that made you capable of doing that? Or is it something
that you wouldn't have to do that some other entity would have to do?
Dr. CHARYK. I think, in the first instance, it is the background

and the experience; and second, the fact that we have no conflicting
interests. We are solely dedicated to satellite communications and
the advantages that satellite communications can bring to the pic-
ture. We are not going to balk on adding improvements to the high-
way because we have an investment in some other facilities across
the road, even if it is a rocky one.

Senator HOLLINGS. Well, just as Mr. Angliss says, suppose all the
record carriers would come in, all but Comsat, all having competing
commercial interests. And then the group bought it up and every-
thing else, and you really would lose control; wouldn't you? Well,
go ahead. I was just completing the thought that you were making.
I don't know how you can get any lower costs there.
Dr. CHARY.K. Well, I think, just as a quick answer there, I think

that speed is of importance—the ability to make decisions. I think
you can probably envision the decisionmaking process if you had
this collection of people acting on every single item.
I think the United States has got to move out a little faster than

that. We've got to make decisions. We've got to make good decisions.
We've got to make economical decisions. And we think that the re-
sponsibility should be clearcut and well-defined.

Senator HOLLINGS. Do you want to comment, Mr. Knapp?
Mr. KNAPP. Senator, just to clarify one point here. The proposal of

ITT in the formation of a new corporation—we never discarded the
possibility of Comsat General being a participant in that organiza-
tion, for the simple reason, as Mr. Charyk says, they've got a level of
competence. After all, we did this in Marisat I. Up to the time when
the House bill was introduced, we were very, very actively dealing
with the issue of Marisat II, but we have now come to a complete
stop.
And I would emphasize that Comsat General would be a partici-

pant in this proposal that I've advanced.
Dr. CHARYK. In this context, could I answer the other part of

Senator Schmitt's question having to do with conflict between
Intelsat and Inmarsat.
That, I think, is a bit of a red herring. The real question here is

what is in the best interests of the United States. It is true that
Intelsat may offer to provide certain kinds of services that can be
of use to the maritime community, possibly to Inmarsat as an organi-
zation. I think what is important is that the designated U.S. entity,
whether it be participating in Inmarsat or in Intelsat, operate on the
basis of what is in the best interests of the United States.



149

Therefore, I think it is clearly quite important that the United
States speak with one voice and that we don't have one U.S. interest
in one organization trying to promote one set of conclusions, and
another U.S. organization in another forum trying to promote some
contrary positions.
I think we are looking out for the U.S. total interest, in the interest

of the U.S. user, and I think essential to that is common U.S. repre-
sentation in both international forums.
Thank you.
Mr. GALLAGHER. Senator, if I may add one final comment. It has to

do with the superhighway and your question having to do with the
international record carriers and other carriers getting into this
joint venture.
I don't think that anybody who is going to review this particular

bill should ever lose sight of the fact that we have, in fact, been
operating jointly on superhighways for 20 years. I mentioned it be-
fore, and I think it is perfectly analogous. We build a cable costing
$150 million or $180 million. We build it all together. Mr. Nichols'
company, the A.T. & T., they take a predominant interest. As a mat-
ter of fact, in many ways they are the manager of the system. They
do the procurement.
We subscribe to x number of channels. We may take a $5 million

investment or a $10 million investment or a $20 million investment in
that particular cable. And our partners overseas do likewise.
And I would leave it to the gentlemen who are participating in

those cables and in those ventures over the last 15 or 20 years as to
whether or not we have ever had one bit of difficulty in such a joint-
venture operation. We have never had one bit of difficulty.
Now, we get those challenges, and I can assure you that insofar as

Mr. Knapp's company is concerned, he is competing hard and fast
against my company. Mr. Angliss' company is doing the same. We
are all competing. We are looking for customers. We are trying to give
customers conveniences. We are reducing rates; innovating services.
But we are in the common facility. That common cable facility is no
different than a common satellite facility. I wish that the people who
are reviewing this situation having to do with the so-called joint ven-
ture would look at it in that same way.

Senator Scinfrrr. Mr. Gallagher, your statement is true with re-
spect to an Intelsat-type satellite system; but is it true with respect to
a demand system, such as Inmarsat would have to be ?
Mr. GALLAGHER. I think so, sir, because one of the important things,

of course, is whether or not we can all access the system. Having to do
with how we are going to utilize the demand circuits, that is an
operational question that we could work out within the corporation.
That is easy to work out. Once we have the guidelines, that we can
work out.
As a matter of fact at the present time, on the satellite operations,

they have such systems—we call them the spade system. We are
familiar with this operation. We know what to do. We need the guide-
lines; we need the corporation; we need the new venture. And we
need it quickly, because the family of nations around the world, as
Dr. Charyk has indicated, are looking here for a designated entity.
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But that designated entity does not necessarily have to be the monop-
oly entity. It could, in fact, be the new corporation, as the NTIA has
suggested and as many others have suggested.
I was just looking at one just a few moments ago from Mr.

Mansour, formerly from the OTP, and now head of Aeronautical
Radio, Inc. He recommends it, and he says that competition must be
maintained; and we do have, in fact, that competition.
Thank you.
Senator &infirm Thank you, Mr. Chairman. I will submit some

more questions.
Senator HOLLINGS. Yes; we will have to submit questions. We don't

have consent to meet past 1. We are a little past that time now, but
you have all made a wonderful contribution, and we appreciate your
appearance here, and we will submit questions for the record, if you
don't mind.
Thank you very much.
[Whereupon, at 1 :10 p.m., the hearing was adjourned.]
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STATEMENT OF MAGNAVOX GOVERNMENT AND INDUSTRIAL ELECTRONICS Co.

Magnavox appreciates the opportunity to provide this statement for the

Senate Subcommittee on Communications as it considers legislation to authorize

the United States to participate in an international organization providing

telecommunications by satellite for_ships at sea.

MAGNAVOX

Magnavox Government and Industrial Electronics Company is a manufac-
turer and supplier of marine electronics equipment to the maritime industry.
Magnavox developed and marketed the widely used MX 1102 Satellite Naviga-
tor, which uses signals from the Transit satellites to provide ships at sea with
complete and accurate navigation information at all times and in all weather
conditions with high reliability. Magnavox now also manufactures and sells
the MX 111 Shipboard Communidations Terminal, which provides a ship at
sea with instant two-way contact via the Marisat satellite to any telephone or
telex in the world or any other ship with a suitable shipboard terminal.
Magnavox maintains a world-wide sales and service network, the largest of

any manufacturer of satellite navigation and communication products. Magna-
vox is maintaining a production line for shipboard terminals and has the
capability to expand production several-fold to meet the needs of the market.
It also has an engineering development group thoroughly versed in satellite
technology to develop products for advanced marine satellite communications.
Based on records available to Magnavox on May 1, 1978, approximately 112

shipboard terminals have been commissioned, of which Comsat General has
supplied 79, Magnavox 23, Japan Radio Corporation 8, and Toshiba 2.

BASIC QUESTIONS

In this statement, Magnavox wishes to address the following questions: Are
the benefits of the satellite system for maritime operators worth the additional
costs? Does the maritime industry want a satellite communications system? Is
a commercial maritime satellite communications program viable over the long
term?
Magnavox has studied these questions, and to each of them, Magnavox

answers with a resounding "Yes". Moreover, Magnavox has been and is willing
to put its own money at risk in developing the market for maritime satellite
communications.
Advantages.—First, the system provides, as indicated, immediate communi-

cations from and to any ship or fixed platform at sea. Voice, telex/teleprinter,
high-speed data and document facsimile transmission are all instantly avail-
able no matter what the hour or the weather or the location of the ship. A
fleet operator can be in minute-to-minute contact with an entire fleet. Cargo
documentation can be prepared and transmitted after departure but before
arrival. Oil drilling rig data can be transmitted for immediate analysis onshore
and timely guidance. Design information can be sent from shore installations
for on-the-spot repairs. Crews can be in oral and written contact with their
families no matter where they may be or how far away from the next port.
The savings in time are substantial and translate into significant gains in
efficiency. Elimination of communications delays means lower operating costs.
Industry Reception.—Second, the reception of the maritime industry to this

new service has been encouraging, notwithstanding concern about whether the
service will continue to be available over the long term. Magnavox is well
acquainted with the industry and its innate conservatism. Magnavox's experi-
ence with its Satellite Navigator is illustrative. It took several years for this

(151)
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truly invaluable navigational aid to be accepted, but once its reliability and

usefulness were demonstrated in many different vessels, Magnavox's sales have

grown as fast as the equipment can be produced. Magnavox has confidence

that the same growth can occur in maritime satellite communications, if suit-

able conditions are created.
Market Potential.—The potential market for shipboard terminals—ships and

fixed platforms at sea—is quite large. We estimate, for example, that the
number of vessels which would be candidates for satellite communications
systems exceeds 5,000, and may well be substantially more. Such a potential
market is large enough, in our judgment, to support a separate satellite system.
But savings in satellite costs may also be possible if, for example, a maritime
capability were added to the next generation of international telecommunica-
tions satellites. From our point of view as a supplier of shipboard terminals,
the market is sufficient for us to be prepared to make a major investment in
meeting its needs.

CONDITIONS FOR FURTHER GROWTH

To this conclusion we have to indicate several caveats. To assure continuing
growth in this market, the existing users and potential customers must have
reasonable assurance that their investment in present-day equipment will not
become obsolete. Thus, any system which succeeds Marisat must be designed
to be compatible with existing terminals.
In addition, there must be reasonable assurance that there will be a satellite

communications system in place at the end of the life of the Marisat satellites,
presumably in 1981. This, in turn, requires, we submit, that the United States
promptly indicate its willingness to join with other nations in creating such a
system.

Lastly, we think it important that the maritime communications satellite
system be promoted vigorously throughout the world—not just by communica-
tions carriers selling communications services—but by the shipboard equipment
manufacturers and suppliers of many countries.

SEPARATION OF SHIPBOARD EQUIPMENT FROM COMMUNICATIONS SERVICES

In this connection, Magnavox endorses very strongly the recommendation of the
Common Carrier Bureau of the Federal Communications Commisssion to keep the
provision of shipboard terminals clearly separate from the provision of communi-
cations services and the ownership of the space segment and the earth terminal
stations. As the Bureau recommended to the House Subcommittee on Commu-
nications on April 4, 1978, the United States participant in any international
maritime satellite communications system should not "provide the shipboard
communications stations as part of this communications service, since those
stations typically will be used at different times to communicate with various
nations and traditionally have been a part of the ship's own complement of
equipment, provided by a variety of competing international equipment
suppliers."
The Chairman of the Commission also endorsed this concept in testimony

before this Subcommittee, stating that "it is important to maintain the present
practice of providing shipboard terminal equipment competitively independent
of the other aspects of the maritime communications service" and that "any
operating arrangement which impairs competition in the provision of shipboard
terminal equipment should not be established."
At the present time, Magnavox understands that there are six shipboard

terminal types which have been qualified by Comsat General as compatible
with the Marisat system. Two of these are of United States origin, the others
are from other countries. Of these, only Magnavox now has a production line
in being, but several other companies both in the United States and abroad
are considering whether to enter the market. They will undoubtedly do so
under the right conditions.
In these circumstances, Magnavox submits that a positive move by the

United States to establish confidence in the future of maritime satellites—and
particularly to provide conditions in which the international suppliers of ship-
board terminals could freely compete with each other, separate from the pro-
vision of communications services—would surely create the necessary conditions
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for the establishment of a permanent maritime communications satellite system.
Such a system would, in turn, increase the efficiency and enhance the safety
of international commerce at sea.
Magnavox appreciates the opportunity to present these views.

STATEMENT OF THOMAS J. O'REILLY ON BEHALF OF THE HAWAIIAN TELEPHONE CO.

Mr. Chairman and members of the Subcommittee. I am Thomas J. O'Reilly,
Washington counsel for Hawaiian Telephone Company, for whom I have the
privilege and pleasure of submitting this prepared statement for your consid-
eration. Hawaiian sincerely appreciates the opportunity to share its views on
the proposed international maritime satellite system with you.
Hawaiian Telephone is and has been in the business of providing not only

local exchange and other intrastate communications services to the over 900,000
residents of our State, but also interstate telecommunications services between
Hawaii and the U.S. mainland, and foreign services to over 200 countries in
the rest of the world. We are the only telephone company in the United States
that offers local exchange, intrastate, interstate and foreign communications
services. We provide these interstate and foreign services thru submarine
cables and domestic and international satellite facilities, facilities which Ha-
waiian has acquired and operates pursuant to the appropriate and necessary
authorizations from the Federal Communications Commission. In 1977, Hawaiian
served 642,085 telephones, handled 1.7 billion local calls and 24 million toll
calls, and owned and operated telephone plant representing an investment of
$666 million.
In the maritime satellite syStem proposed by H.R. 11209 Hawaiian Telephone

would be relegated to essentially the status of a "connecting carrier", i.e.,
a carrier that engaged in interstate on foreign communication only thru in-
terconnection with another carrier, with the other carrier in this instance
being Comsat. Under the bill as written, it would be Comsat that would own,
control and operate the space segment, provide channels to the public (Sec.
4(B) (3) (A) ), and permit interconnection with the system by both common
carrier and private communications systems. This provides literally no incentive
for Hawaiian Telephone to invest or participate in the maritime satellite system
contemplated by this proposed legislation.

It is true, of course, that the House bill (committee print) would also permit
the acquisition of total or partial ownership interests in the earth stations by
carriers and private systems. Whether ownership would carry with it operating;
rights in the earth station is not clear, nor is it clear how or by whom owner-
ship shares would be determined. But if Hawaiian Telephone's sole function in
the proposed satellite system is to collect or distribute traffic within the State
of Hawaii, why should it contribute funds to an earth station? Since an invest-
ment under the circumstances would not afford Hawaiian Telephone a voice
in the operation of the satellite system itself, it would appear that Hawaiian's
participation in the ownership would not be that of a carrier but simply that
of an investor, a role subject to question from a legal standpoint and of no
discernible practical benefit.
Hawaiian Telephone's concern over these aspects of H.R. 11209 are heightened

by the provisions of the bill which would permit direct service to the public
by Comsat and the acquisition of ownership interests by operators of private
communications systems. Hawaiian Telephone anticipates a relatively limited
market for maritime satellite services, an anticipation based in part on the
recent closure of Hawaii's only high seas maritime station because of insuf-
ficient traffic. To the extent that a significant demand for maritime service ma-
terializes, it would seem reasonable to assume that large customers, i.e., opera-
tors of sizable fleets, would represent the bulk of that demand. It would be
precisely those customers who could be expected to have private communications
systems, and who under H.R. 11209 would be permitted to bypass Hawaiian
Telephone in favor of dealing directly with Comsat, thus leaving Hawaiian with
the responsibility for serving only the small or occasional users. Parenthetically
Hawaiian Telephone is also concerned that under H.R. 11209 Comsat would
apparently be permitted to provide services to those potentially large Users with-
out regulation of its rates by the FCC, whereas all of Hawaiian Telephone's
rates are fully subject to regulation.
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Although the Senate staff draft does not propose inter
connecting the earth

terminal stations with private communications system
s, it does continue to permit

provision of space segment channels to the public by C
omsat, and limits owner-

ship and operation of the earth terminals to Comsat
 alone. Whereas the House

bill provides no incentive for Hawaiian Telephone to i
nvest in earth terminals,

the Senate version precludes such ownership enti
rely.

Hawaiian Telephone, therefore, cannot support either
 H.R. 11209 or the Senate

staff draft for their present forms. An arrangement
 which provides Hawaiian

Telephone and other authorized domestic and inter
national carries ownership

in the earth terminals and participation in the intern
ational maritime satellite

organization is needed and would be supported by Ha
waiian Telephone. This

could be accomplished by designating Comsat as t
he manager of the system for

the United States. For this activity Comsat would
 be compensated. Comsat's

function would include U.S. representation in the
 international maritime satel-

lite organization or other entity providing internat
ional maritime satellite serv-

ices, and the provision and operation of earth 
terminals in the United States

under the direction of the authorized domestic and i
nternational carriers who will

invest in the terminals and satellite system.

The promotion, marketing and provision of mar
time satellite services would

remain the responsibility of the authorized domest
ic and international carriers

who are presently providing telecommunications
 services to the public and are

therefore in the best position to perform these
 functions most effectively and

efficiently. Management of the earth terminals an
d U.S. representation in the

international maritime satellite organization w
ould be the responsibility of

Comsat which, because of its expertise in interna
tional satellite communications,

is in a good position to perform these functions.

In conclusion, Hawaiian Telephone believes tha
t such an arrangement would

effectively utilize Comsat's experience and expe
rtise in the management of satel-

lite systems, provide the incentive for the do
mestic and international common

carriers to invest in and participate in the op
eration of the international maritime

satellite system, and continue their role as p
rimary providers of telecommunica-

tion services .
Thank you, Mr. Chairman, for permittin

g me to present Hawaiian Telephone's

thoughts on H.R. 11209 and the Senate staff 
draft.

COUNCIL OF AMERICAN-FIG SHIP OPERATORS,
Washington, D.C., May 17, 1978.

Re: Inmarsat, the International Maritime Com
munications Satellite System.

Senator ERNEST F. HOLLINGS,
Chairman of the Senate Subcommittee on Commun

ications, Russell Senate

Office Building, Washington, D.C.

DEAR SENATOR HOLLINGS : This letter is written to 
express the general sup-

port of the Council of American-Flag Ship Operators
 for this legislation now

pending before your Subcommittee, and we offer s
everal specific suggestions.

The eight U.S.-flag liner companies represented by CAS
O operate a varied fleet

of 108 vessels in the foreign trade of the United Sta
tes. They have all had

significant experience with different communications sys
tems.

The inadequacy of conventional radio communications 
between vessels and

their corporate headquarters has been documented in
 exhaustive testimony

before our Congress and at international forums. The Inm
arsat program was

developed to remedy this problem. We believe it is a practic
al and commercially

effective solution which the United States should support.

At the present time, it requires over 12 hours on the av
erage to transmit

non-emergency messages over conventional equipment from a co
rporate head-

quarters to a distant ship. Delays in communications are so
metimes measured

in days rather than hours. This can occur because of the fact t
hat ships nor-

mally cannot use their long-distance transmitting equipment in
 port and many

countries, particularly the developing nations, have inadequa
te shoreside com-

munications facilities. In addition, conventional radio communicat
ions are quite

susceptible to disruption by weather and other natural phenomena.
 For instance,

it was only because of the availability of satellite communications ca
pability

that one of our members was able to reroute a vessel bound for Ruman
ia dur-

ing a recent earthquake there and thus save many days of ship operating time.
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The cost of existing Marasat satellite communication capability is high; how-
ever, our experience has clearly demonstrated that the cost is well worthwhile
because direct, and virtually instantaneous, voice to voice communication with
the vessel permits operational efficiency. These efficiencies are essential when
you realize that 12 hours of a modern ship's time represents a cost of about
$25,000.
As the Inmarsat system becomes operational, the Marasat system will be

phased out. However, it must be kept in mind that Marasat is presently an
operating system upon which our member companies and many others rely for
communications purposes. Thus, it is essential that the Marasat service not be
disrupted until the Inmarsat service is fully available to replace it. We would
urge that your Committee so instruct officials of Comsat, Marasat and others
in your Committee report.
We should also note that there is and has been for some time a push towardsreducing the number of coastal maritime telecommunications facilities. This is

a matter of significant concern to our member companies. We therefore urge
that support for this bill not be viewed in any way as support for the diminu-
tion of coastal telecommunications facilities and that the Committee in itsReport emphasize this. It is absolutely necessary to prevent any further deroga-
tion of the existing high seas and/or coastal maritime radio systems on whichvirtually all vessels—large or small, private or commercial—rely for operational
and safety communications.

Unlike the Senate draft, H.R. 11209 the House bill, provides that the SatelliteCommunications Service provided by Inmarsat may connect directly with aprivate communications system operated by a steamship carrier or may connectwith such private system through an international communications commoncarrier. We strongly support this optional approach, and urge that your Com-mittee include it in the bill. There is absolutely no reason to require that aprivate communications system incur the added cost of using an internationalcommon carrier to connect with Inmarsat. Conversely, there is no reason to barprivate communications systems from using international common carrierswhere they find it economically and operationally desirable to do so.
We trust this letter will be made a part of your record, and if we can be ofany further assistance to you, please let us know.

Sincerely,

ALBERT E. MAY,
Executive Vice President.

AMERICAN INSTITUTE OF MERCHANT SHIPPING,
Washington, D.C., May 18, 1978.Hon. ERNEST HOLLINGS,

Chairman, Subcommittee on Communications, Committee on Commerce, Science,and Transportation, U.S. Senate, Washington, D.C.
DEAR Mn. CHAIRMAN: The American Institute of Merchant Shipping (AIMS)is the national association of the U.S.-fiag steamship industry. Our 25 membercompanies own, operate or charter a substantial number of tankers, bulk andliquefied gas carriers in our nation's foreign and domestic commerce. As therepresentative of this important segment of maritime satellite communicationsusers, AIMS has a substantial interest in S. 2211, implementing legislation forthe International Maritime Satellite (Inmarsat) Organization.
We have strongly supported the development of satellite communicationssystems for our industry and participated extensively in work done by theInter-Governmental Maritime Consultative Organization, which culminated inthe convention whose implementing legislation is now being considered. AIMSis in accord with the purpose of S. 2211 to provide for an international tele-communications system for the maritime community.
As users of satellite services, we believe we are not in a position to commenton the establishment of a designated entity to represent the United States inthe Inmarsat Organization or another satellite telecommunications agency.However, we do emphasize the importance of preventing any interruption ofthe present Marisat system services in operation today. Any future legislation
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which might impact on the transition from Marisat to Inmarsat should assure
continuity of service for users of these maritime telecommunication systems.

Shipowners' support for maritime satellite communications is in recognition
of the fact that enhanced telecommunications capability will lead to greater
management efficiency, provide for greater safety at sea and minimize the risk
of marine pollution.
To better achieve the objectives of S. 2211, we urge the addition of a provi-

mion to give users of such maritime satellite services the option of intercon-
necting directly to the earth stations of the satellite system and the designated
entity or the authorized record carriers. We believe this option will give users,
large and small alike, the leverage to obtain better services, both in the appli-
cation of new technology and in the development of more economically viable
systems for the operation of their individual ships or fleets, than would likely
be available if they are forced to rely solely upon the common carriers. Since
this service must be accepted and utilized by the maritime community if it is
to be economically viable, consideration of users' needs is imperative.
AIMS therefore urges prompt and favorable action by this Committee on

S. 2211 with the expressed modification. We would appreciate the inclusion of
this statement in the record of your hearing on this legislation.

Sincerely,
JAMES J. REYNOLDS,

President.
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