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April 2, 2009

	Dr. Bernadette McGuire-Rivera
Associate Administrator, Office of Telecommunication and Information Applications
NTIA
U.S. Department of Commerce
1401 Constitution Avenue, N.W.
Washington DC 20230
	Mr. David P. Grahn
Associate General Counsel
U.S. Department of Agriculture
Rural Development
Room 2017, Mail Stop 1423
1400 Independence Avenue, S.W.
Washington DC 20250


Dear Dr. McGuire-Rivera and Mr. Grahn:
We write in response to your “Joint request for information and notice of public meetings”, Docket No. 090309298-9299-01, entered into the Federal Register on March 12, 2009.  In particular, in reference to Question #4 in the NTIA section, pertaining to Establishing Selection Criteria for Grant Awards, we would like to argue that given the current industry context for new telecommunications infrastructure projects, the statutory intent of the American Recovery and Reinvestment Act can only be met through careful and appropriate consideration of the actual American labor content in any proposed projects.  Further, we argue that such consideration will require that each project proposal include an estimate of the domestic labor content of the project, and that the proposal evaluation criteria must give significant weight to this domestic labor content metric.  The following material explains this position in detail.

First a note on our vantage point in the industry.  Zhone Technologies is a California-based manufacturer of electronic equipment that is used to deliver last-mile wired and wireless broadband services.  We provide access network products, in both central offices and on customer premises, to 450 independent telephone companies and 73 of the leading competitive local exchange carriers in the US, as well as to several hundred other service providers in more than 70 countries worldwide.  Our headquarters, engineering team, and manufacturing operations are all located in the US.  With over ten years of experience at the leading edge of access technology, working with the field’s most innovative service providers, we believe our perspective on the supply side of the industry is informed by a solid and pertinent base of facts.

Here is the basis for our position on the critical importance of documentation and assessment of domestic labor content in broadband stimulus proposals:

Job Creation is Job #1

As you will recall, the American Recovery and Reinvestment Act begins with the words, “Making supplemental appropriations for job preservation and creation, infrastructure investment, energy efficiency and science, assistance to the unemployed, and State and local fiscal stabilization...”  Note that jobs are the first entry on the list, and one can infer from the title given to the bill itself that this language is meant to refer to American jobs.

ARRA Statutory Intent = Buy American

To help make that inference more explicit, Section 1604 of the ARRA (the Title XVI General Provision titled “Buy American”) states in sub-part (a) that, “None of the funds appropriated or otherwise made available by this Act may be used for a project for the construction, alteration, maintenance, or repair of a public building or public work unless all of the iron, steel, and manufactured goods used in the project are produced in the United States”, subject to public-interest and international-agreement obligation exceptions in sub-parts (b) and (d).  While the precise legal definition of “public work” can vary, infrastructure projects involving long-lived assets, the acquisition and deployment of which are funded in large majority by the government (as the broadband stimulus-driven projects will be), for open and/or fee-based use by individuals and public or private organizations, certainly appear likely to fall within the spirit of the term.  Any ambiguity yet to be resolved about ultimate public or private ownership and operation of the telecom infrastructure so funded may add additional shades of gray into the applicability of a strict definition of the “public work” term to broadband projects, but a brief look at the realities of industry context for broadband equipment will highlight why the overall statutory intent of ARRA will be best served by applying the Section 1604 provision to the NTIA and RUS broadband programs nonetheless.

Telecom Infrastructure Is Labor- and Equipment-Intensive

Incorporating experience from real-world deployments of the full range of last-mile architectures, Exhibit 1 below shows the typical labor content and deployment costs per subscriber for a number of current broadband access technologies, used to deliver high-speed services over copper, fiber, or wireless media.  The typical labor-content portion of the full per-subscriber cost is approximately 80%.
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EXHIBIT 1:  TYPICAL BROADBAND SYSTEM DEPLOYMENT COST PER SUBSCRIBER, BY TECHNOLOGY AND LABOR CONTENT
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Installation, equipment manufacturing/engineering, and project management labor accounts for roughly 80% of deployment costs 

Sources:  Zhone Technologies deployment benchmarks, validated with direct customer experience and various industry analysts
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Averaging across all technology and network architecture varieties, equipment costs represent between 50 and 60% of the total
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The labor intensivity of the telecom projects to be funded under the broadband stimulus initiatives — regardless of which technology or network architecture is being used — is good news for the job creation objective of the bill, but it also suggests it is worth looking more closely at where exactly the jobs will be created or sustained.  Installation labor and project management are straightforward by inspection, since they must occur in the geography where the infrastructure is being deployed, the US.  The equipment elements that can represent as much as 60% of the costs of the projects are a different matter, however:  as with any manufactured good, they can be engineered and built in factories anywhere and shipped to the installation site.  The telecom equipment sector is indeed a global one, so we should examine more closely a representative sample of the vendors that serve the US market.

EXHIBIT 3:  PROFILE OF OPERATIONS FOR REPRESENTATIVE ACCESS EQUIPMENT VENDORS CURRENTLY SERVING THE US MARKET

	
	Located in the US?
	
	

	Vendors
	Headquarters
	Engineering
	Manufacturing

	Passive Equipment
	
	
	

	CommScope (inc. Andrew)
	Yes
	Yes
	Yes

	Corning
	Yes
	Yes
	Yes

	Huber + Suhner
	No
	No
	No

	Active Equipment
	
	
	

	Adtran
	Yes
	Yes
	Partial

	Alcatel-Lucent
	No
	Minimal
	No

	Calix
	Yes
	Partial
	No

	Motorola
	Yes
	Partial
	No

	Occam
	Yes
	Yes
	No

	Tellabs
	Yes
	Yes
	No

	Zhone
	Yes
	Yes
	Yes

	ZyXEL
	No
	No
	No


Sources:  Industry analysts Broadband Trends, Infonetics, Current Analysis; public company filings; various industry contacts.

The “American Content” of Broadband Equipment Vendors Varies Widely
As Exhibit 3 on the previous page shows, all but one of the access equipment vendors serving the US market have offshored their manufacturing operations (primarily to Asia), a number have moved parts of their engineering teams elsewhere as well, and the lead vendor has all but wound down its US access-segment operations completely after merging with a French company.  Clearly, without proper consideration of the American labor content in the 50 to 60% of the broadband stimulus funds that will be spent on access equipment (especially the majority of that represented by active electronic equipment) as much as $4 billion in ARRA grant money could flow ultimately to support jobs in Asia.  With all due respect to our brethren in that region, we expect few would argue that this result would fulfill the primary intent of the American Recovery and Reinvestment Act.
The Answer:  Require and Assess American Labor Content Metrics in NTIA and RUS Proposals

Making sure that broadband stimulus funds are actually used to preserve and create jobs for Americans will be straightforward.  The US Government and its suppliers already have a well-practiced approach to documenting (on the supply side) and assessing on the basis of (on the proposal review side) the proportion of projects that will be supplied by minority- and women-owned small businesses.  An analogous approach is necessary in the case of the broadband stimulus programs, given the industry structure identified above.  Each proposal should include a mandatory section profiling the likely American job impact of the project, including verifiable information on where engineering and manufacturing for at least 80% (by value) of the equipment used in the project will occur.
Further, we believe the statutes require that funding priority should be given to those proposals that show the highest expected American labor content in implementation — and that this metric should have at least equal if not higher weighting than metrics regarding expansion of broadband availability, increasing adoption, and increasing speed, in keeping with the priorities of the overall Act.  Zhone’s many successful sales and deployments of broadband access equipment in the US and all over the world provide ample proof that American-engineered and American-manufactured access equipment can be used to meet the broadband infrastructure improvement goals of the NTIA and RUS programs with no cost or performance penalty whatsoever for favoring sources that ensure American job preservation and creation.

We are excited by the Obama administration’s broadband vision, and we feel honored to have the opportunity to contribute toward the betterment of the approach to implementing that vision.  If you have any questions at all about the fact base on which we’ve constructed our argument in favor of applying the ARRA’s Buy American provision strongly to the broadband stimulus programs, please do not hesitate to contact us.

We look forward to collaborating with the US telecom community toward a better broadband future under the auspices of these programs.  Thank you for your consideration.

Best regards,
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Mory Ejabat

CEO, President, and Chairman
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