
CITY OF 7h~~
SANJOSE	Memorandum
CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND

	

FROM : Paul Krutko
CITY COUNCIL

SUBJECT: SEE BELOW

Approved

	

Date

SUBJECT: ADOPTION OF A RESOLUTION AUTHORIZING THE CITY MANAGER TO
SUBMIT AN APPLICATION TO THE FOREIGN TRADE-ZONES BOARD
FOR ESTABLISHING A FOREIGN TRADE SUBZONE AT SPACE
SYSTEMS/LORAL, INC .

RECOMMENDATION

Adoption of a resolution :

A .

	

authorizing the City Manager to submit an application to the Foreign Trade-Zones Board
for establishing a Foreign Trade Subzone at Space Systems/Loral, Inc . facilities in Palo
Alto, Menlo Park, and Mountain View, California .

B.

	

authorizing the City Manager to negotiate and execute an agreement with Space
Systems/Loral for management and operation of the Subzone upon the Foreign Trade-
Zones Board's approval of the application .

Although this project is not located in the City of San Jose, the City's grant of authority from the
federal government to operate and administer the Foreign Trade Zone program extends beyond
the City boundary to include Santa Clara, Monterey, San Benito, and Santa Cruz Counties and
the southern region of Alameda and San Mateo Counties . This project supports the City's
Economic Development Strategy Initiative #5 to "support start-up and growth of local
businesses, in technology as well as non-tech fields ."

BACKGROUND

Pursuant to State of California Government Code, the City is authorized to apply for and accept a
grant to establish, operate and maintain Foreign Trade Zones and Subzones, . subject to the
requirements of federal law and regulations of the Foreign Trade Zones-Board, and to take other
actions necessary to establish, operate and maintain Foreign Trade Zones or Subzones . In
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actions necessary to establish, operate and maintain Foreign Trade Zones or Subzones . In
November 1974, the City received authority from the U .S. Department of Commerce Foreign
Trade-Zones Board to operate Foreign Trade Zone #18 .

The City's grant includes the designation of a General Purpose Zone site located at 2055 South
Seventh Street, Suite A, in San Jose's Monterey Corridor . Under an operating agreement, the
City has delegated the administration and operation of the General Purpose Zone to San Jose
Distribution Services, which operates a 330,000 square foot warehouse facility .

A Foreign Trade Zone is a space-designation outside of U .S . Customs & Border Protection
territory . Merchandise stored, manufactured or assembled in a Foreign Trade Zone is considered
to be in international commerce . Companies utilizing a Foreign Trade Zone are able to delay,
reduce or eliminate the payment of duties to the U .S . Government, and realize other cost savings .

The General Purpose Foreign Trade Zone is established for multiple users, whereas a Subzone is
for a single company. In the period from September 2003 to October 2004, $208 million of
activity were conducted in San Jose's General Purpose Zone. The City's grant of authority is for
a geographic region significantly larger than the City boundary . Under federal regulations, San
Jose's grant of authority is 60 miles or 90-minutes driving time from the City border . Thus, the
City's Foreign Trade Zone territory includes Santa Clara, Monterey, San Benito, and Santa Cruz
Counties and parts of Alameda and San Mateo Counties .

The Foreign Trade-Zones Board has authorized three Subzone operations under the City's grant
of authority. New United Motor Manufacturing Incorporated (NUMMI) received approval in
1984. The company's Subzone was deactivated in 2000, but the Subzone authority remains .
The Hewlett-Packard Company and Cirrus Logic received Subzone approval in 1998, but neither
company has activated their Subzone with the U .S. Customs & Border Protection of the
Department of Homeland Security .

Space Systems/Loral, Inc ., a publicly traded corporation organized under laws of the State of
California and headquartered in Palo Alto seeks to establish a Foreign Trade Subzone in
Palo Alto, Menlo Park and Mountain View . The Palo Alto site consists of 13 buildings
containing 675,259 square feet ; the Menlo Park site is 109,565 square feet in three buildings ; and
the Mountain View site is a single building with 45,546 square feet .

Space Systems/Loral is one of four companies in the U .S. and six worldwide that manufacturers
communications and meteorological satellites for domestic and foreign customers . The
company's satellite systems are used for broadcast and cable programming, broadband digital
communications, direct-to-home television, defense communications, environmental and
meteorological monitoring and air traffic control . Annual sales in 2004 totaled $434 million .
Space SystemslLoral employs a workforce of 1,325, of which 337 reside in San Jose .
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ANALYSIS

Foreign Trade Subzone designation will enable Space Systems/Loral, Inc . to operate more
competitively in the satellite industry and global market and to retain highly skilled employees .
The success of Space Systems/Loral directly impacts the San Jose region through its continued
presence, growth and economic contributions. The Subzone authority will be an important factor
in the company's efforts to reduce costs 'and remain globally competitive in this important
industry sector .

The proposed Subzone facilities will be used for the receipt, storage, manufacture and
distribution for export and import of components . The company imports high value, space
qualified components, including communications receivers, momentum wheels and solar array
panels, for incorporation into satellites . Most of the imported components are integrated with
other domestic and foreign origin components into higher value systems that are then integrated
into satellites and exported for launch . Satellites launched into orbit are classified as exports,
even for those launched from the United States . Satellites typically operate in the harsh space
environment for up to 15 years .

The design, assembly, integration, test launch, orbit raising, in-orbit test and on-orbit support of
the satellite systems requires a highly educated and skilled workforce . Space Systems/Loral
employs engineers with diverse skills and with degree levels ranging from Bachelors of Science
to Doctorates. The specialties include structural analysis and design, thermal analysis,
propulsion systems, systems engineering, payload engineering, control mechanisms, space
guidance, orbital dynamics and analysis, database design and development, electrical power
engineering, battery engineering, and ground systems and mission operations . All of these
specialties and support staff work together to plan, design, build, test and launch high complex
satellites .

Satellites manufactured by Space Systems/Loral are typically valued at $100 to $150 million,
with the launch vehicle to place the satellite in orbit valued at approximately $75 million .
Insurance for the mission can cost an additional $50 million . The high cost of building and
launching satellites and the difficulty in securing funding during the economic downturn has
resulted in a fewer number of satellites sold . Cost reduction has become more critical in the
industry, particularly for Space Systems/Loral which does not have satellite orders from the U .S .
Government to fund research and development of new technologies .

All security requirements of U .S. Customs & Border Protection will be met prior to activation of
the Subzone. Space Systems/Loral will establish procedures to maintain records required by the
Foreign Trade Zones-Board and U .S. Customs & Border Protection and will make the records
available electronically when the appropriate interfaces are established by U.S . Customs &
Border Protection .
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PUBLIC OUTREACH

The Office of Economic Development has contacted representatives of the cities of Palo Alto,
Menlo Park, and Mountain View to notify the cities of Space Systems/Loral Inc .'s intention to
seek the Subzone authority at the facilities in their cities .

COORDINATION

This resolution has been in prepared in consultation with the Office of the City Attorney .

COST IMPLICATIONS

Under terms of the City's Foreign Trade Zone Fee Schedule, Space Systems/Loral, Inc . will pay
the City an application fee of $1,500 at the time of the application submission and an annual fee
of $5,000 at the time the Subzone is activated by U .S. Customs & Border Protection .

PAUL KRUTKO
Director, Office of Economic Development
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