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REGULATORY EVALUATION SUMMARY


Proposed changes to Federal regulations must undergo several economic analyses. First, Executive Order 12866 directs each Federal agency to propose or adopt a regulation only if the agency makes a reasoned determination that the benefits of the intended regulation justify its costs. Second, the Regulatory Flexibility Act of 1980 requires agencies to analyze the economic impact of regulatory changes on small entities.  Third, the Trade Agreements Act (19 U.S.C. § 2531-2533) prohibits agencies from setting standards that create unnecessary obstacles to the foreign commerce of the United States. In developing U.S. standards, this Trade Act requires agencies to consider international standards and where appropriate, as the basis of U.S. standards. Fourth, the Unfunded Mandates Reform Act of 1995 (Public Law 104-4) requires agencies to prepare a written assessment of the costs, benefits and other effects of proposed or final rules that include a Federal mandate likely to result in the expenditure by State, local or tribal governments, in the aggregate, or by the private sector, of $100 million or more annually (adjusted for inflation).


In conducting these analyses, TSA has determined this rule:

(1) Has benefits, which are likely to justify its costs, is not a “significant regulatory action” as defined in the Executive Order but is significant as defined in DHS's Regulatory Policies and Procedures;

(2) Will not have a significant impact on a substantial number of small entities;

(3) Imposes no significant barriers to international trade; and

(4) Does not impose an unfunded mandate on State, local, or tribal governments, or on the private sector.

ECONOMIC IMPACTS


This summary highlights the costs and benefits of the proposed rule to amend the transportation security regulations to further enhance and improve the security of air cargo transportation.  TSA has determined that this is not a major rule within the definition of Executive Order (EO) 12866, as annual costs to all parties do not pass the $100 million threshold in any year.  Likewise there are no significant economic impacts for each of the required analyses of small business impact, international trade, or unfunded mandates.  A separate detailed regulatory evaluation is available on the docket and TSA invites comments on all aspects of the economic analysis.


TSA proposes to create a mandatory security program for all-cargo aircraft operations with a maximum certificated take-off weight over 45,500 kg (100,309.3 lbs) and to amend existing security regulations and programs for aircraft operators, foreign air carriers, airport operators, and indirect air carriers (IAC).  IAC would be redefined to include those transporting goods via all-cargo aircraft.  Mandatory security programs for all-cargo operations would replace the voluntary Domestic Security Integration Program (DSIP) and extensively build on the requirements of the Twelve-Five Standard Security Program.  TSA also proposes to expand the use of background checks and threat assessments to new populations, including IAC employees and individuals who have unescorted access to cargo, where such operations are either outside of the currently defined airport Security Identification Display Area (SIDA) or at an airport that does not currently serve operations requiring a security program.

Costs


The following sections summarize the estimated costs of this NPRM by general category of who pays.  A summary table is provided to provide an overview of the cost items, regulation section creating the requirement, along with a brief description of cost elements.  Both in this summary and the economic evaluation, descriptive language is used to try and relate the consequences of the regulation.  Although the regulatory evaluation attempts to mirror the terms and wording of the regulation, no attempt is made to precisely replicate the regulatory language and readers are cautioned that the actual regulatory text, not the text of the evaluation, is binding.  


Aircraft Operators will incur additional costs to comply with requirements of this NPRM.  Over the 10-year period of 2004-2013, All-Cargo aircraft operators are estimated to incur costs totaling approximately $600K to comply with new requirements to require background checks for individuals who screen cargo for all-cargo airplanes, their supervisors, as well as for employees with unsupervised access to the cargo.  The NPRM proposes to require All-Cargo aircraft operators to screen all persons entering the aircraft.  This requirement is estimated to impose additional costs of approximately $33.7M over the ten-year period of this analysis.  They also will be required to take additional measures to secure the aircraft and facilities at an estimated cost of $36.6M.  Although every all-cargo operator will now have to designate a security coordinator, many already have the requirement.  The estimated cost for these duties is $200K.  All-cargo aircraft operators who conduct operations with airplanes having a maximum seating capacity of 61 or more, or a maximum certificated take-off weight greater than 45,500kg (100,309.3 lbs) will need to provide additional law enforcement capability to comply with proposed requirements to extend or create new secure areas to encompass air cargo operations.  TSA estimates this cost to be $27M.  Finally, proposals to require random screening of air-cargo on passenger aircraft and air-cargo on all-cargo flights are estimated to impose additional costs of  $493M, and $167M, respectively.  


Airport Operators of airports that currently have one or more SIDAs will be required to extend or create a new SIDA to encompass air cargo operations.  This proposed change would apply only to aircraft operations conducted with airplanes having a maximum certificated take-off weight greater than 45,500kg (100, 309.3 lbs) operating a full or all-cargo program.  TSA estimates the cost of this requirement to be $900K over the ten-year period of this analysis.  This cost reflects the cost of additional employee badges, and the administrative costs of updating the airports’ security plans.   

Indirect Air Carriers will be impacted in several ways if the proposals in this NPRM become effective.  They will be required to complete security threat assessments for certain individuals.  This requirement is estimated to impose costs totaling $3.4 M over ten years.  IACs also will be required to develop and implement training and develop a testing tool for individuals who perform security related duties to meet the requirements of their security programs.  These costs are estimated at $15.1M over the ten-year period 2004-2013.  They include the cost of initial training for the entire IAC labor force and annual recurrent training for the IAC labor force.  This NPRM establishes new requirements for IACs to obtain approval, to amend, and for annual recertification of their security programs.  The costs estimated to comply with these requirements are $36 M over the period of this analysis.  


Foreign Air Carriers costs inside the United States are considered domestic costs for the purpose of this analysis, and therefore were not estimated separate from domestic carrier costs; a separate discussion for these costs is not included.  This reflects the way DOT reports data on foreign aircraft operations in the U.S. and the way it reports the cost impact of such aircraft operations on the U.S. economy.  Security requirements proposed in this NPRM will apply to foreign air carriers just as they apply to domestic carriers.  For their overseas operations, individual foreign carriers are expected to experience financial impacts at levels similar to those experienced by domestic carriers and are not estimated here.


TSA will incur costs as a result of the proposed rule.  Development of training for IAC employees will cost the agency approximately $450K.  TSA also will incur costs of approximately $24.5M to administer the Known Shipper program.  The cost to TSA for the vetting of IACs is estimated at $2.6M.  TSA will also be modifying a system under development for another rule to accommodate the Security Threat Assessments in this rule.  The costs of utilizing this system are included in a fee proposal and therefore are captured in the unit costs used to develop the costs for the aircraft operators and indirect air carriers.

In summary, the cost impacts of this NPRM are estimated to total approximately $837M, undiscounted, over the period 2004-2013.  Aircraft operators will incur costs totaling $758M, airport operators $900K, IACs $51M and TSA anticipates cost expenditures to administer the provisions of the NPRM at $28M over the ten year analysis period.  Details on how estimates were developed, as well as the discounted value comparisons, are included in the full regulatory evaluation.  The following table summarizes the estimated costs.


TABLE 1

TEN-YEAR UNDISCOUNTED COST SUMMARY
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TABLE 2

TEN-YEAR DISCOUNTED COST SUMMAR[image: image2.png]Ten-Year Costs (7% Discount Rate, Millions of Constant 2003 Dollars)
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Benefits


The primary benefit of the rule will be increased protection to U.S. property and citizens in the U.S. from acts of terrorism; however, some aspects of this rule will provide cost savings for the industry as well.  This NPRM is intended to enhance and improve the security of air cargo transportation.  The primary benefit of this proposal for enhancing air cargo security would be increased protection of passengers and cargo from acts of terrorism on both commercial passenger aircraft and all-cargo aircraft.  The proposed rule is designed to prevent unauthorized persons, explosives, incendiaries, and other destructive substances or items from being introduced into the air cargo supply chain.  In addition, citizens on the ground, in buildings, and elsewhere in our society would be afforded enhanced protection against acts of terrorism involving the use of aircraft. 


The warning late in 2003 was swift and simple: terrorists are considering using cargo aircraft - freighters that carry mostly boxes instead of people.  Homeland Security officials said recently they had intelligence that indicated al-Qaida may be plotting an attack in which cargo planes would be hijacked and flown into targets such as bridges or nuclear power plants.  One security conscious carrier has petitioned the US government to allow checks on people with access to cargo planes

Strengthening air cargo security and expanding security measures to all cargo aircraft operations would provide important countermeasures against possible terrorist activities aimed at ultimately destroying commercial passenger aircraft and all cargo aircraft in flight or on the ground.  Provisions of the NPRM would reduce the opportunity for terrorists to use aircraft involved in the transport of cargo to achieve their goals.  


Although it is difficult, if not impossible, to project statistically the likelihood of incidents of terrorist acts involving aircraft, the following table reports the costs of several significant terrorist events as:

TABLE 3

EXAMPLES OF INCIDENTS
	Year
	Event
	Type of attack
	Property Loss
	Loss of Life/ Bodily Injury
	Total Cost

	1986
	Pan Am 073
	Aircraft hijacking
	$0.55M
	$66M death

$72.5M injury
	$139.05M


	1987
	Korean Airlines 858
	Mid-air explosion
	
	$345M

	

	1988
	Pan Am 103
	Mid-air explosion
	$184M
	$810M
	$994M


	2001
	New York World Trade Center
	Aircraft use as ballistic missile
	__
	__
	$16B



Following each significant terrorist event, both those reported in the table and others, security agencies have strengthened measures designed to prevent recurrences.  For this reason, the full benefits of avoiding losses such as those presented in the table are not claimed in this NPRM.  However, the threat of terrorist events persists. 

Moreover, it appears that the use of a large commercial aircraft as a ballistic missile, unprecedented prior to September 11, 2001, has the potential to raise the cost of a terrorist event by an order of magnitude.  (The table does not reflect the additional costs of investigations, government action, and loss of business due to decreased passenger levels.  Consideration of these costs increases the cost of a successful terrorist event beyond the numbers presented in the table, above.)  Accordingly, TSA has pursued a multi-layered security approach.  This NPRM proposes to lessen the opportunity for attack through the air cargo portion of the system.  Against the scale of the risk and the desire to prevent even a single attack, the rule was considered beneficial without computing an overall benefit-cost ratio or dollar benefit.    

INTRODUCTION AND BACKGROUND

On September 11, 2001, several terrorist attacks were made against the United States.  Those attacks resulted in catastrophic human casualties and property damage.  In response to those attacks, Congress passed the Aviation and Transportation Security Act (ATSA), which established the Transportation Security Administration (TSA).
  TSA was created as an agency within the Department of Transportation (DOT), operating under the direction of the Under Secretary of Transportation for Security.  On March 1, 2003, TSA was transferred to the Department of Homeland Security (DHS); the former DOT Under Secretary for Transportation Security is now the Administrator of TSA.  TSA continues to possess the statutory authority and responsibility that ATSA granted to the Administrator with respect to security in all modes of transportation.
 

In ATSA, Congress set forth two specific requirements for TSA in the area of air cargo security: 

· Provide for screening all property, including United States mail, cargo, carry-on and checked baggage, and other articles, that will be carried aboard a passenger aircraft; and

· Establish a system to screen, inspect, or otherwise ensure the security of all cargo that is to be transported in all-cargo aircraft as soon as practicable.

TSA has met these requirements through the issuance of regulations, security directives, information circulars and emergency amendments.  Since its creation, TSA has also taken several emergency measures to strengthen existing requirements, including additional qualifying requirements for the known shipper program.  TSA has ensured the 100% screening of cargo loaded on passenger aircraft through its known shipper program, which has been substantially strengthened since September 11, 2001.  TSA is meeting the second mandate by developing a layered security system.  A critical part of this effort involves updating the security requirements of parties regulated by TSA in the air cargo industry including airports, aircraft operators and indirect air carriers (IACs), sometimes known as air freight forwarders.  This NPRM is an important component of TSA’s strategic plan for securing air cargo. 

In the all-cargo aircraft environment, several all-cargo air carriers have voluntarily adopted the TSA (formerly FAA) Domestic Security Integration Program (DSIP).  The DSIP was developed in 1992 and was initially intended to allow all-cargo carriers to integrate access control systems and to receive Security Directives and other sensitive information with regulatory restrictions on disclosure.  The DSIP was later expanded to include air cargo security measures parallel to the Indirect Air Carrier Standard Security Program (IACSSP) to allow all-cargo carriers to interline cargo with passenger air carriers.  

Since September 11, 2001, the Federal Government has moved steadily to strengthen air cargo security.  Immediately after September 11, FAA prohibited the shipment of all cargo aboard passenger aircraft.  Later, this restriction was lifted partially to allow cargo from Known Shippers to be transported on passenger aircraft.  TSA has also strengthened security around cargo transported on board passenger aircraft by issuing Security Directives and Emergency Amendments to security programs.  TSA reinforced the security system for domestic air cargo based on the known shipper program.  Passenger carriers, all-cargo carriers, and freight forwarders who interline cargo to passenger carriers are required to follow the known shipper protocols.  Shippers that do not fall under the known shipper regime are not allowed to transport cargo via passenger carriers.  

In June 2002, TSA completed an extensive Air Cargo Security Scenario Analysis.  The report examined operational considerations and the potential costs of implementing various scenarios for enhancing air cargo security.  The scenarios, which focused on varying degrees of cargo screening, were selected to prevent or deter the introduction of explosive devices into the cargo holds of passenger aircraft.  The six scenarios and variants ranged from screening only unknown shipper cargo to screening all cargo on passenger aircraft or preventing any cargo from being transported on passenger aircraft.  The costs associated with these scenarios were compared with the benefits and security effectiveness (of these scenarios).  These scenarios helped the TSA staff discuss and frame reasonable cargo rules.  The estimates for physical screening were the starting point for calculating screening costs in this document.

TSA has also embarked on a number of initiatives that will build upon the known shipper program to further enhance air cargo security.  In October 2002, TSA rolled out a Large Scale Test Phase of a known shipper database.  TSA plans to complete deployment of this database in FY-2004.  TSA is working with CBP to determine areas for coordination on “prescreening” and other efforts to maximize domestic and international efforts.

On February 22, 2003, TSA published a final rule known as the “Twelve-Five Rule” that requires aircraft operators who are not already operating under a security program and are using aircraft weighing 12,500 pounds or more to implement a security program that, among other measures includes: 1) fingerprint-based criminal history record checks on their flight crews, and 2) restricted access to the flight deck.  The regulation and security programs apply to all-cargo aircraft that hold an operating certificate under 14 CFR 119.  

The Department of Transportation Office of Inspector General (OIG) released its audit of the cargo security program in September 2002.  Whereas the FAA threat assessment focused on the introduction of a threat from the outside, the OIG report focused more on the vulnerability of the system to actions on the part of “insiders” – namely employees of carriers and indirect air carriers with access to cargo.  OIG offered 14 specific recommendations to increase the level of security.  Further, in December 2002, the General Accounting Office (GAO) issued its report, “Vulnerabilities and Potential Improvements for the Air Cargo System.”  GAO traced the implementation of previous recommendations noted above and the development of technologies or operational procedures that might be used to enhance air cargo security.  GAO did not make specific recommendations but called for a comprehensive plan for air cargo security that includes priority actions identified on the basis of risk, costs of these actions, deadlines for completing those actions, and performance targets.  Using both the OIG and GAO reports as inputs, TSA completed this strategic plan in November 2003 as an internal guidance document.  This NPRM is an early step in implementing the vision and goal of the strategic plan.

DISCUSSION OF THE PROPOSED RULE

The proposed rule intends to strengthen air cargo security requirements across all segments of air cargo industry currently regulated by TSA, with the addition of foreign all-cargo carriers.  The TSA analysis identifies two critical air cargo vulnerabilities:  1) the use of cargo to introduce an explosive device onboard an aircraft to cause catastrophic damage; and, 2) the use of an all-cargo aircraft as a weapon.

TSA also recognizes secondary vulnerabilities such as:  1) the possible intent to do harm to those involved in the processing of a shipment at an IAC facility; 2) the possibility that a terrorist may use air cargo to ship a weapon intended for a non-aviation attack; or, 3) the lack of measures designed to prevent tampering throughout the life-cycle and the supply chain of the shipment.

Recognizing the possibility of a breach in security at numerous points throughout the cargo supply chain, a layered security solution applied during the entire life cycle of both the cargo shipment and aircraft-based vulnerabilities is preferred.  As the Aviation Security Advisory Committee (ASAC) working groups on air cargo security noted in their recommendations, an approach that relies solely on a single security regime will not be as effective as a multilayered approach.  

COST OF COMPLIANCE

Regulatory action in the area of air cargo security is focused on the persons or entities responsible for the actual transportation of goods.  TSA regulates four distinct segments of the air cargo industry:  certain airports serving cargo operations; passenger carriers that transport cargo; all-cargo air carriers; and Indirect Air Carriers (IACs).  Each segment is currently required to implement some type of TSA cargo security program. This regulatory regime covers domestic entities falling under one of these four categories as well as foreign air carriers who operate into or out of the United States.  This evaluation will present the cost of compliance by impacted groups.  Within each of these sections, we describe the requirement, the target population, and the estimated costs.

Cost of Compliance:  Airport Operators:  

At airports that are required to have a SIDA because of the presence of covered passenger operations, TSA proposes to extend SIDA requirements to all-cargo operating areas.  At airports that are not required to have a SIDA and that regularly host all-cargo aircraft operations using aircraft having a maximum certificated take-off weight greater than 45,500 kg (100,309.3 lbs), TSA proposes to apply the requirements of 49 CFR 1544.217 to operations conducted under the proposed All-Cargo Security Program.  Currently, at airports with a security program pursuant to 40 CFR 1542 that are required to have a SIDA, all individuals working in the SIDA must have an airport-approved photo identification (ID) media that meets standards established by TSA.  To obtain an airport-approved ID, a person must successfully undergo a fingerprint based criminal history records check (CHRC), and successfully complete training in accordance with the airport’s security program.

Essentially this means providing for airport identification devices, a defined boundary
 around the SIDA, verification of personnel within the SIDA, and immediate response of a law enforcement officer (LEO).  Discussions with knowledgeable TSA personnel suggest that most operating locations already have the essential elements and only need to expand the area covered.  For the airport operators this translates to additional personnel being trained on existing airport security program requirements and issuing additional badges.  For a few locations, this SIDA requirement may be entirely new, but the total system cost would be very small compared to the other costs presented in the evaluation.  These few exceptions would not affect the overall magnitude of total costs presented in this evaluation and likely to be smaller than the rounding and decimal precision utilized when totaling the costs.  To illustrate the small size of this cost, the following two charts provide as an example, as just discussed, to illustrate the point. 

TABLE 4

Cost to Expand the SIDA

(see text for a description of the use of these estimated values 

 as a sensitivity analysis)

	
	Number of Locations

( A )
	Shifts or Multiples per location

( B )
	Unit Cost

( C )
	Total Cost

=A*B*C

	Badge Cost
	100
	50
	15
	$75,000

	Updating Security Plan
	100
	1
	129
	$12,900

	Total
	
	
	$144
	$87,900


TABLE 5

10 YEAR COST OF SIDA EXPANSIONS

(see text for a description of the use of these estimated values 

 as a sensitivity analysis)
	Year
	Additional Employee Badges

(A)
	Updating Security Plan (B)
	Total Cost

=A+B

	2004
	$75,000
	$12,900
	$87,900

	2005
	$75,000
	$12,900
	$87,900

	2006
	$75,000
	$12,900
	$87,900

	2007
	$75,000
	$12,900
	$87,900

	2008
	$75,000
	$12,900
	$87,900

	2009
	$75,000
	$12,900
	$87,900

	2010
	$75,000
	$12,900
	$87,900

	2011
	$75,000
	$12,900
	$87,900

	2012
	$75,000
	$12,900
	$87,900

	2013
	$75,000
	$12,900
	$87,900

	Total
	$750,000
	$129,000
	$879,000


Cost of Compliance:  Aircraft Operators:  

Criminal History Record Checks

TSA proposes to broaden the background check requirements of paragraph 1544.229(a)(1)(iii).  Currently, section 1544.229 applies to persons having authority to screen, in the United States, cargo carried in the cabin of aircraft of an aircraft operator required to screen passengers under this part.  This section also applies to an individual serving as the immediate supervisor of persons having the authority to screen such cargo.  

The proposed change would extend the background check requirement of section 1544.229 to persons, and the immediate supervisor of persons, who screen cargo to be carried aboard an all-cargo aircraft or in the cargo hold, which is outside the cabin, of a covered passenger aircraft.  For this analysis, several other assumptions were made, including:  1) these background checks will be fingerprint based background checks; and, 2) the scope of this requirement includes only the cargo handlers working on all-cargo aircraft.

A fingerprint based background check is commonly referred to as a criminal history records check (CHRC).  The cost of a CHRC can vary depending on the intermediary used in the process.  The cost of a CHRC for this analysis is based on the American Association of Airport Executives (AAAE) fee for fingerprinting. 

AAAE serves as a “clearing house” for facilitating the processing of fingerprint cards.  Fingerprint cards can be created either manually or electronically.  Fingerprints created manually are scanned electronically by OPM.  Upon receipt, the AAAE submits the fingerprint cards to the OPM, which assigns a case number to each individual submitting a fingerprint card.  The OPM forwards electronic fingerprints to the FBI to perform the CHRC.  

The AAAE charges a flat fee for each submittal in the aforementioned process.  The fee includes AAAE’s own facilitation costs, and the costs charged by the two principal federal government agencies associated with the process: the OPM and the FBI.  The AAAE fee is $31.00 for each manually obtained fingerprint card and $29.00 for each electronic card.
  The $2.00 difference in fees charged between electronic and manual fingerprint cards is attributable to the costs incurred by OPM to electronically scan the manual cards to create an electronic version for forwarding to the FBI.  The table below shows the components of the AAAE fees for CHRCs.

TABLE 6

AAAE COST RECOVERY FOR FINGERPRINT CARD PROCESSING
	Organization
	Electronic

Fingerprint Cards
	Manual

Fingerprint Cards

	American Association of Airport Executives
	$2.00
	$2.00

	Office of Personnel Management
	$5.00
	$7.00

	Federal Bureau of Investigation
	$22.00
	$22.00

	Total
	$29.00
	$31.00


Source:  Interviews with personnel from the American Association of Airport Executives, the Office of Personnel Management, and the Federal Bureau of Investigation.

Assuming a CHRC-type background check, each set of fingerprints will cost each checked person either $29 or $31.  For this analysis, TSA assumed an average of $30 for the two fees.  Allowing 30 minutes for the person being finger printed at $25.37/hr
 fully loaded and 10 minutes of law enforcement time taking the print at $30.59/hr fully loaded
, the unit cost for the CHRC is $48.  TSA estimates that in the first year of the proposed rule, 5,000 employees will be subject to the background requirement.  TSA assumes that thereafter, 10 percent of the previous year employees will require background checks each year as a result of replacement due to attrition.  The base population of 5,000 was estimated based on the average number of screeners used by carriers in the Domestic Security Integration Program (DSIP), extrapolated by the estimated number of all-cargo carriers.
 

Based on the above, the total cost for fingerprinting is estimated at $467,093, which is accounted for in the $48 unit cost.  The table below shows the total cost of background checks to meet this requirement.

TABLE 7

AIR CARGO PERSONNEL 

FINGERPRINT-BASED BACKGROUND CHECK COSTS

	Year
	Employee Base
	Number of Checks

( C )
	Cost/Check

( D )
	Background Check Cost

=C*D

	2004
	5,000
	5,000
	$48
	$240,000

	2005
	5,050
	505
	$48
	$24,240

	2006
	5,101
	510
	$48
	$24,482

	2007
	5,152
	515
	$48
	$24,727

	2008
	5,203
	520
	$48
	$24,974

	2009
	5,255
	526
	$48
	$25,224

	2010
	5,308
	531
	$48
	$25,476

	2011
	5,361
	536
	$48
	$25,731

	2012
	5,414
	541
	$48
	$25,989

	2013
	5,468
	547
	$48
	$26,248

	Total
	
	
	
	$467,093


Notes:
Replacement due to Attrition

10%






Checks in years beyond the base year are computed as 10% of the previous year

employee base for attrition and replacement over previous base year.

See text for derivation of the employee base (5,000)



TSA proposes to amend section 1544.205 to strengthen the Known Shipper program by requiring aircraft operators to inspect a portion of air cargo submitted by Known Shippers.  In general, section 1544 requires each aircraft operator to use the procedures in its security program to prevent or deter the carriage of unauthorized explosives or incendiaries in cargo onboard a passenger aircraft.  TSA proposes to amend section 1544 to broaden the scope of screening actions required in the aircraft operator security program, including the addition of a requirement to randomly screen the cargo of Known Shippers.

This analysis focuses on cargo screening on passenger aircraft.  Under FAA and now TSA security program policy dating back to the late 1990’s, cargo is only allowed on passenger aircraft if the shipment is submitted by Known Shippers.  The Known Shipper program allows operators and freight forwarders to interline cargo with passenger aircraft operations.  Accordingly, these operators are required to maintain a Known Shipper program under their security programs.  

This action requires aircraft operators to amend their security programs to ensure the random screening of a portion of air cargo submitted by Known Shippers.  To meet this requirement, aircraft operators will be required to follow TSA-approved guidelines and utilize TSA-certified technology if equipment is used.  TSA does not provide screeners or equipment to meet this requirement, assuming that the total cost of screening will be borne by these aircraft operators.

TSA assumes that a prescribed percent, which will not be disclosed in this document for security reasons, of Known Shipper cargo on passenger aircraft will be screened randomly.  Based on this prescribed percent of random screening, TSA estimates the total cost for the random screening of Known Shipper cargo at $56.2 million in the first year and $493.1 million over a ten-year period.  The table below shows the costs for the ten-year period of this analysis.  A discussion of how the costs were estimated follows the table.

TABLE 8

PASSENGER FLIGHT SCREENING OF KNOWN SHIPPER CARGO

Total Ten(10) Year Cost (000’s of constant 2003 dollars)
	Year
	Purchase of Equipment

(B)
	Equipment Installation

Cost

(C)
	Maintenance

Costs

(D)
	Training Costs

(E)
	Labor Costs

(F)
	Total Cost

=b+c+d+e+f

	2004
	
	
	
	108
	56,124
	56,232

	2005
	
	
	
	13
	56,124
	56,137

	2006
	9,258
	2,340
	858
	1,720
	44,899
	59,076

	2007
	
	
	858
	200
	44,899
	45,957

	2008
	
	
	858
	200
	44,899
	45,957

	2009
	
	
	858
	200
	44,899
	45,957

	2010
	
	
	858
	200
	44,899
	45,957

	2011
	
	
	858
	200
	44,899
	45,957

	2012
	
	
	858
	200
	44,899
	45,957

	2013
	
	
	858
	200
	44,899
	45,957

	Total
	9,258
	2,340
	6,864
	3,243
	471,440
	493,145


An FAA study
 analyzed different scenarios for screening break bulk cargo.  Based on the total cargo carried on commercial aircraft estimated in the FAA study, TSA estimates that without the aid of equipment about 831 screeners are needed to randomly screen the prescribed percent of known shipper cargo on passenger aircraft.  In addition, approximately 150 supervisors would be required to support the 831 screeners.  

Because screening will be widely distributed and not performed by TSA screeners, the screener requirements are calculated as full-time equivalent (FTE) hours.  The FAA study
 estimates an average annual salary of $43,000 for each screener FTE and $60,000 for each supervisor FTE.  When adjusted for benefits, the fully loaded annual salaries are $54,000 and $75,000, respectively for screeners and supervisors.  Based on these assumptions, TSA estimates the cost for screeners at $56.1 million for the first year of the proposed rule [(831 screeners  x  $54,000)  +  (150 supervisors x $75,000) = $56,124,000].  As indicated in the table, the first-year cost for screeners remains constant through year 2.  

TSA assumes that productivity will increase and total labor costs can be reduced by 20 percent annually if screening equipment is used along with screeners.  This productivity assumption is based on the observations of TSA air cargo subject matter experts regarding air cargo screening activities at U. S. airports.  It was considered reasonable that without cargo screening equipment, 20 to 25% more screeners would be required.  It is assumed that TSA approved screening equipment will be purchased and installed in the third year that the proposed rule is effective.  Therefore, the cost for screeners will be reduced to $44.9 million, which is 80 percent of the first-year cost, in years 3 – 10 ($56,124,000 x .80 = $44,899,000).

The total cost for screening equipment is estimated at $9.3 million.
  This cost is based on the assumption that only a certain percentage of the equipment needed for 100 percent screening will be needed for random screening of Known Shipper cargo.  The percentage assumed for random screening of air cargo was selected and determined after an extensive sensitivity analysis was conducted under several scenarios.  The percentage of equipment needed for screening Known Shipper cargo was selected based on the prescribed percentage in the sensitivity analysis of Known Shipper cargo to be randomly screened.  Based on these assumptions, the total cost of equipment is estimated at $9.3 million.  The equipment selection was based on the following screening methodology:

· Cargo will initially be screened with conveyorized tunnel X-ray devices with Automatic Threat Detection (ATD). 

· Alarm resolution will be handled by Explosive Trace Detection (ETD) devices or manual search.

· Individual items of break bulk cargo that cannot be screened will be screened by ETD devices. 

The type and number of equipment required to screen air cargo were based on air cargo volume, screening locations, peak hour throughput requirements.  

The methodology used in this analysis was developed by FAA and contained in FAA’s Contingency Plan Cargo Security Scenario Analysis, April 2002. 

Installation of equipment is estimated at $2.3 million and equipment maintenance costs were estimated at $858,000 annually. 

Training will be required for new cargo screening.  Additional training will be required when screening equipment is purchased and installed.  TSA estimated the cost of training at $108,000 in the first year of the proposed rule.  The training cost estimates were based on two major assumptions: the required training hours and the number of new screeners in subsequent years.  The assumed training requirements are two hours of training per screener when there is no screening equipment, while the required training hours are 40 hours with new equipment. The assumed turnover rate of 12% is based on the historical trend of TSA’s air passenger screeners.  The cost is reduced to $13,000 in the second year, but increases to $1,720,000 when training on screening equipment will be required.  Thereafter, training costs will be $200,000 annually.

All-Cargo Standard Security Program

The ASAC working groups recommended, and TSA agrees, that all-cargo aircraft operations conducted in aircraft with a maximum certificated take-off weight of more than 45,500 kg (100,309.3 pounds) should be subject to certain security requirements beyond those applicable to such operations under the current Twelve-five security program.  Under the proposed changes, the Twelve-five program would continue to apply to covered operations conducted in aircraft with a maximum certificated takeoff weight of more than 12,500 pounds up to 45,500 kg (100,309.3 pounds).  The proposed all-cargo security program builds on the provisions of the Twelve-five program that are not specific to passenger operations.  This program would require additional steps for securing all-cargo aircraft weighing more than 45,500 kg (100,309.3 pounds) from tampering or unauthorized access.  The voluntary Domestic Security Integration Program would be integrated into this new program.  This improved program would extend certain requirements to all-cargo aircraft operators operating above the 45,500 kg threshold comparable to passenger aircraft of the same size.  As standards for these programs change, operators would be required to update their security programs and implement these changes.

Existing security programs with similar requirements already cover many carriers and this rule standardizes the requirements.  For costing purposes, TSA estimated 8 hours of plan maintenance at a U.S. average management loaded cost of $43 (BLS
 value).  The NPRM requires access to law enforcement response to security violations.  Although additional law enforcement resources beyond what are already available at airports may not be required, TSA allowed coverage for 2 additional shifts at 20 carrier locations.  This works out to an average of .6 FTE
 law enforcement personnel at a fully loaded cost of $67,500.  Table 9 reflects a summary of these costs

TABLE 9

10 YEAR COST TO IMPLEMENT U.S. ALL-CARGO AIRCRAFT OPERATOR STANDARD SECURITY PROGRAMS

	Year
	All Cargo Carriers

(B)
	Plan Maintenance Hours

( C )
	Total Hours

(D)

=B*C
	Hourly Cost

(E)
	Additional Avg LEOs per Carrier

( F )
	LEO Annual Cost

( G )
	addl LEO Cost

( H )

=B*F*G
	Total

=D*E+H

(000)

	2004
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2005
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2006
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2007
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2008
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2009
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2010
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2011
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2012
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	2013
	65
	8
	520
	$43
	0.6
	$67,500
	$2,632,500
	$2,655

	Total
	
	
	5,200
	
	
	
	
	$26,550


Screen All Persons Aboard All-Cargo Flights


TSA proposes to further enhance cargo security by requiring all-cargo aircraft operators to screen persons traveling aboard the aircraft for weapons, explosives or other prohibited items.  All persons other than flight crewmembers or FAA Inspectors transported on the aircraft must be screened in accordance with TSA-approved standards, such as walk-through metal detector or hand-wanding for individuals.  Authorized persons may include animal handlers, persons flying to ensure the safety or security of special cargo, and non-crew carrier employees.  TSA experts assume that all-cargo flights generally have very few authorized persons, carrying at a maximum five authorized persons, and frequently none.  The average number of passengers for this calculation was assumed to be 1.5 based on the experience of operations personnel at TSA.  TSA does not provide screeners or equipment to meet this requirement, assuming that the total cost of screening will be borne by these aircraft operators.    These costs are detailed in the Table 10.

TABLE 10

COST TO SCREEN ALL PERSONS ABOARD ALL-CARGO FLIGHTS

	Year
	Departures*

( C )
	Authorized persons*

( D )
	Crew (3 per flight)

( E )
	Screening hours

( F )
	Hand Wands
	Total

( G )

=F*$25 

(Screening labor rate)

	2004
	578,273 
	867,410 
	1,734,819 
	108,426 
	 $   312,000 
	$3,022,655

	2005
	603,717 
	905,576 
	1,811,151 
	113,197 
	 $    31,200 
	$2,861,123

	2006
	630,281 
	945,421 
	1,890,842 
	118,178 
	 $    31,200 
	$2,985,640

	2007
	658,013 
	987,019 
	1,974,039 
	123,377 
	 $    31,200 
	$3,115,635

	2008
	686,965 
	1,030,448 
	2,060,896 
	128,806 
	 $    31,200 
	$3,251,351

	2009
	717,192 
	1,075,788 
	2,151,576 
	134,473 
	 $    31,200 
	$3,393,037

	2010
	748,748 
	1,123,123 
	2,246,245 
	140,390 
	 $    31,200 
	$3,540,958

	2011
	781,693 
	1,172,540 
	2,345,080 
	146,567 
	 $    31,200 
	$3,695,387

	2012
	816,088 
	1,224,132 
	2,448,264 
	153,016 
	 $    31,200 
	$3,856,612

	2013
	851,996 
	1,277,994 
	2,555,987 
	159,749 
	 $    31,200 
	$4,024,930

	Total
	 
	10,609,449 
	21,218,899 
	1,326,181 
	 $   592,800 
	$33,747,329



Preflight Screening Requirements


TSA proposes to require that, before placing an all-cargo aircraft back into service after a period spent unattended on the ground, all accessible areas must be searched for any sign of tampering or items that don’t belong.  Together, these provisions would reduce the likelihood of successful tampering, stowaway boarding or the introduction of an improvised explosive device.  To ensure that no unauthorized items have been brought on board the plane, prior to take-off aircraft operator employees will be required to perform a visual inspection of the aircraft.  TSA estimates that this visual inspection will require an average of five minutes of an employee’s time.  Aircraft preflight already require an examination for any extraneous item that may cause a safety of flight problem.  Based on discussions with industry representatives on various TSA rules, TSA understands that the industry insurance requirements as well as theft prevention practices already ensure that very few aircraft are left unsecured.  Based on the effort to incorporate security into existing procedures and methods rather than totally new steps and a very large number of aircraft not requiring the extra examination, five minutes may be excessive.  TSA invites specific comments on this assumption.  Examining BLS labor cost data for pilots, engineers, and flight line personnel and picking a mid-range value resulted in an hourly rate of $50. These numbers are detailed in the Table 11 below.

TABLE 11

NEW PREFLIGHT SCREENING REQUIREMENTS

	Year
	Departures*

( A )
	Preflight time

( B )
	Hourly Rate

( C )
	Total

=A*B*C

	2004
	578,273
	0.1
	50
	$2,409,471

	2005
	603,717
	0.1
	50
	$2,626,169

	2006
	630,281
	0.1
	50
	$2,862,356

	2007
	658,013
	0.1
	50
	$3,119,785

	2008
	686,965
	0.1
	50
	$3,400,366

	2009
	717,192
	0.1
	50
	$3,706,181

	2010
	748,748
	0.1
	50
	$4,039,500

	2011
	781,693
	0.1
	50
	$4,402,797

	2012
	816,088
	0.1
	50
	$4,798,767

	2013
	851,996
	0.1
	50
	$5,230,349

	Total
	
	
	
	$36,595,741


All-Cargo Flight Screening of Known Shipper Cargo

Currently, aircraft operators having cargo screening responsibilities under current section 1544.205 and their approved security programs “must ensure that, as required in its security program, cargo is inspected for explosives and incendiaries before loading it on its aircraft in accordance with § 1544.207.”  TSA proposes to revise this requirement to provide that the aircraft operator, “must ensure that cargo is screened and inspected for unauthorized persons, explosives, incendiaries, and other destructive substances or items as provided in the aircraft operator’s security program and § 1544.207. . . ”  This provision broadens the cargo screening duty of regulated aircraft operators to include cargo to be carried on all-cargo aircraft, and authorizes TSA to incorporate into an aircraft operator’s individual security program screening of cargo for unauthorized persons, or destructive substances or items the intentional misuse of which could pose a threat to transportation security, such as certain biological, chemical or nuclear substances.

For the purpose of costing, visual inspection of cargo is the assumed method of implementation for the first three years.  After the first three years, an assumption is made that the conveyorized tunnel X-ray devices with ATD and ETD devices would be made available and certified  by TSA.  The equipment costs are based on FAA’s report, Contingency Plan Cargo Security Scenario Analysis, April 2002.  No specific equipment is currently mandated.  TSA makes no assumptions on the actual approval of specific technology; these estimates were used to develop a reasonable model of economic analysis. This transition from purely manual to some mix of technology and manual inspection is reflected in the number of personnel required in a given year.

TABLE 12

ALL CARGO FLIGHT SCREENING OF KNOWN SHIPPER CARGO

Total Ten(10) Year Cost (in  millions of constant 2003 dollars)

	Year
	Purchase of Equipment

(B)
	Equipment Installation Cost

(C)
	Maintenance Costs

(D)
	Training Costs

(E)
	Labor Costs

(F)
	Total Costs

(G)

=b+c+d+e+f

	2004
	
	
	
	$45
	$18,731
	$18,776

	2005
	
	
	
	$5
	$18,731
	$18,736

	2006
	$3,877
	$980
	$359
	$720
	$14,985
	$20,921

	2007
	
	
	$359
	$84
	$14,985
	$15,428

	2008
	
	
	$359
	$84
	$14,985
	$15,428

	2009
	
	
	$359
	$84
	$14,985
	$15,428

	2010
	
	
	$359
	$84
	$14,985
	$15,428

	2011
	
	
	$359
	$84
	$14,985
	$15,428

	2012
	
	
	$359
	$84
	$14,985
	$15,428

	2013
	
	
	$359
	$84
	$14,985
	$15,428

	Total
	$3,877
	$980
	$2,874
	$1,358
	$157,341
	$166,430


Cost of Compliance:  Indirect Air Carriers (IACS):  

The indirect air carrier (IAC), sometimes called a freight forwarder, is a crucial part of the air cargo system, acting as an intermediary between the shipper and the air carrier for approximately 80% of all air cargo shipped in the United States.  TSA estimates that there are over 3,000 entities in the United States operating as IACs ranging from large corporations to sole proprietors working out of their homes.  All IACs are required to maintain a security program known as the Indirect Air Carrier Standard Security Program (IACSSP) and are regulated under 49 CFR 1548 to ensure the security of civil aviation and of the public.  However, as presently defined, only those businesses that indirectly transport goods on passenger aircraft are required to have a TSA-approved security program.  TSA proposes to expand this definition to include all businesses indirectly moving cargo by commercial aircraft, regardless of whether that aircraft is transporting passengers.

In addition to increasing the scope of businesses subject to regulation under 49 CFR 1548, TSA plans to strengthen the security requirements imposed on all indirect air carriers.  TSA proposes to:  vet businesses more thoroughly before they are authorized to do business as an IAC and implement a requirement for periodic recertification of IAC status; strengthen security requirements for accepting and processing air cargo; implement training and testing programs; require IACs to appoint a Security Coordinators; authorize IACs to receive, and require IACs to confirm receipt of and to implement, security directives and information circulars; apply security threat assessments to certain individuals; expand general security requirements to include the protection of warehoused or en route cargo.; and improve compliance through a voluntary disclosure program.  These amendments to the rules governing IAC operations are central to improving the air cargo supply chain by infusing better security during the period between when a package leaves a shipper and when it is presented to the air carrier.

Central to TSA’s proposal to enhance the IACSSP is a more thorough vetting of entities seeking authority to do business as IACs.  Currently an entity can gain approval by sending a request to TSA on company letterhead and signing an agreement to abide by its standard security program.  To strengthen the application process, TSA has developed a web-based, centralized system for validating and revalidating IACs.  This system will improve security through an enhanced, more effective vetting process while facilitating the application, renewal and review process for the industry.


TSA proposes to require all businesses to use the system to obtain initial IAC approval and to renew their status.  TSA proposes to require IAC applicants to submit more information about themselves and their business than is currently required, including basic corporate records.  IACs will also be required to use the system to notify TSA of any changes to their corporate structure and to renew their status annually.  

TSA will use the information submitted by IAC applicants to verify their legitimacy through (1) a check of publicly available records and (2) a cross-check of that information against data on known and suspected terrorists, as well as criminal records.  These two steps will allow TSA to confirm both that the applicant is a legitimate business, and that it and its personnel do not pose a known threat to transportation security.

The required reporting would include: (i) a formal request in writing specifying the type of business and the need to have a program; (ii) articles of incorporation, business license or other proof of form of business; (iii) a list of all principals, majority shareholders, corporate officers; (vi) copies of government issued identification credentials of principals of the company; (v) addresses of all business locations; (vi) whether the business is a “small business” pursuant to section 3 of the Small Business Act (15 U.S.C. 632); (vii) a statement designating when employees of the indirect air carrier who are subject to training under proposed section 1548.11 will have completed the training outlined in the proposed security program; and (viii) other information requested by TSA concerning security threat assessments.  Changes also provide that all covered employees must successfully complete specified training before the indirect air carrier will be permitted to operate under the provisions of the proposed security program.  

TSA proposes to add new paragraph 1548.7(e) to require annual certification of an indirect air carrier security program, and to specify procedures for this annual certification.  Under paragraph 1548.7(e), unless otherwise authorized by TSA, each indirect air carrier required to have a security program under this part would be required to submit its approved security program, in a form and manner approved by TSA, to the designated official for reapproval annually at least 30 calendar days prior to the anniversary of the date of initial approval of the security program, together with certification, signed by an official of the indirect air carrier authorized to bind the indirect air carrier:  

Designate Security Coordinator

TSA proposes to add new section 1548.13 that requires each indirect air carrier (IAC) to designate and use an Indirect Air Carrier Security Coordinator (IACSC).  The IACSC would be responsible for implementing the IACSSP and would serve as the IAC’s primary point of contact for communication with TSA on security related issues.  This proposal formalizes the two-way communication with IACs that is necessary to ensure sufficient measures are enacted when threats change, such as during a heightened state of alert.  

IACSC would be authorized to receive Information Circulars and Security Directives, and required to verify receipt of the circular or directive and to notify TSA how they will comply with it.  TSA proposes that the IACs designate the IACSC at the corporate level.  The IAC may also appoint an alternate IACSC.  Either the Security Coordinator or an alternate Security Coordinator must be available on a 24-hour basis.  The IACSP or alternate can be an existing employee with additional duties, but someone in this role must be available 24 hours a day.  Although the IACSP must be available on a 24-hour basis, TSA assumes that a IACSP or alternate would spend approximately 1 hour per month on such security related duties.  This estimate is based on time requirements for IACSPs as estimated in the regulatory evaluation for the final rule for Security Programs for Aircraft 12,500 Pounds or More.  As such, TSA assumes that the position of IACSP would be a collateral duty for a current employee.  TSA welcomes comments on the assumptions above. 

As part of implementing the security plan, TSA expects security to be integrated into actions the same way safety has become an integral part of how things are done, rather than adding layers or extra program costs.  The IACSC costs are therefore included as part of the plan development, maintenance, and reporting costs in the next section. 

Security Program Requirements

TSA proposes to amend section 1548.7(a) and to add new paragraphs 1548.7(e) and (f).  Amended section 1548.7(a) details the specific items of corporate information an entity must submit to receive an initial IAC certification.  New section 1548.7(e) requires annual recertification of an IAC and specifies procedures for this annual certification.  New section 1548.7(f) creates a process for decertification of IACs .
The proposed enhanced IAC security program is being suggested to provide more thorough vetting of IACs seeking to receive an initial certification or annual recertification, and would provide procedures to decertify those IACs that are not in compliance with TSA requirements.

Currently an entity can be certified by sending a request to TSA on company letterhead and by signing an agreement to abide by its standard security program.  To strengthen the application process, TSA is proposing to develop a web-based, centralized system for validating and revalidating IACs.  This system will improve security through an enhanced, more effective vetting process while facilitating the application, renewal and review process for the industry.


Upon implementation of the Internet-based system, TSA proposes in section 1548.7(e) to require all businesses to use the system to obtain initial IAC approval and to then renew their approval annually.  TSA estimates that there are currently 3,800 IACs operating in the domestic market.  During the first year, TSA will require all 3,800 IACs to be certified through the web-based system.  Each successive year, TSA projects there will be a 5% business turnover and replacement rate, leading to an additional 190 new certifications after the first year.  

The submission of the company information is assumed to take one hour at a cost of $75.  TSA assumes that the IACSC would be responsible for this task and the $75 cost reflects the estimated fully loaded hourly wage rate for a corporate level person that would serve in this capacity at $43 per hour plus administrative costs of submission.  The TSA administrative costs for processing reports are computed based on internal estimates for Operations and Management at $200,000 annually and $1 million in development cost spread over the first 2 years.  Based on the numbers above, TSA estimates a total cost of $3,013,250over a ten-year period.  Table 13 below shows how TSA costs were estimated.

TABLE 13

IAC SEEKING ANNUAL CERTIFICATION

IAC REPORTING

	Year
	IAC Seeking Vetting

(B)
	Report Cost

(C)

=B*$75
	TSA Admin Costs

(D)
	Total

=C+D

	2004
	3,800
	$285,000
	$600,000
	$885,000

	2005
	190
	$14,250
	$400,000
	$414,250

	2006
	190
	$14,250
	$200,000
	$214,250

	2007
	190
	$14,250
	$200,000
	$214,250

	2008
	190
	$14,250
	$200,000
	$214,250

	2009
	190
	$14,250
	$200,000
	$214,250

	2010
	190
	$14,250
	$200,000
	$214,250

	2011
	190
	$14,250
	$200,000
	$214,250

	2012
	190
	$14,250
	$200,000
	$214,250

	2013
	190
	$14,250
	$200,000
	$214,250

	Total
	
	$413,250
	
	$3,013,250


Under paragraph 1548.7(e), unless otherwise authorized by TSA, each indirect air carrier required to have a security program under this part would be required to resubmit its approved security program annually.  The current IAC security program would need to be redeveloped to meet the new requirements of 1548.7(a).  However, development costs would be minimal because the IAC can adopt a standard security program authorized, directed, and developed by TSA.  TSA estimates that each IAC would need to rewrite and rework various aspects of their security plan each year.  Based on the rewrite of 14 CFR 108, an estimated eight (8) hours annually is needed to maintain and update a security program.  The estimated hourly wage for administrative security personnel is $29 and a fully loaded cost of $43 when the $29 is adjusted for benefits. Therefore, based on the above and a fully loaded wage rate of $43, the total ten year cost will be $32,915,600.  These costs are broken down in Table 14 below

TABLE 14

ANNUAL IAC SECURITY PLAN UPDATES, IMPLEMENTATION, AND DUTIES

	Year
	IACs

(B)
	Plan Maintenance Hours

( C )
	Security Duties and Plan Implementation

(D)`
	Total Hours

(E=B*

(C+D))
	Hourly Cost

(F)
	Total

=F*E

	2004
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2005
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2006
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2007
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2008
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2009
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2010
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2011
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2012
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	2013
	3,800
	8
	12
	76,000
	$43
	$3,291,560

	Total
	
	
	
	
	
	$32,915,600


   Note:  See text for sources

TSA would use the information submitted by IAC applicants to verify their legitimacy through a check of publicly available records and to cross-check that information against data on known and suspected terrorists.  These planned new IAC vetting tools would enable TSA to effectively implement a program to approve a proposed security program, or to decline to approve or withdraw approval of a security program from those IACs found to be security risks.  

For example purposes in Table 15 below, TSA has assumed that 1% of all IACs would be declined or decertified each year.  TSA assumed that entities would require five hours to prepare paperwork to appeal a decertification or an unapproved application; in response, TSA personnel would require five hours to review this paperwork and make a ruling on the decertification.  These time and personnel costs are estimated at fully loaded wage rates of $50 and $60 per case respectively.  The ten-year projection below shows that the total cost for the first year of operation would be $4,180 and the total ten year cost associated with this change would be $41,800.

This example shows that both decertification rates and appeal costs would have to grow dramatically to have any noticeable impact on total rule costs.  (All values are assumptions about what might be required even though the decertification and appeal process has not yet been defined.) 

TABLE 15

COST FOR IAC DECERTIFICATION

	Year
	IAC Seeking Vetting

(B)
	Decertification Rate

(C)

=B*.01
	5 Hour Prep and Appeal

(D)

=B*$50
	5 Hour Appeal Review

(E)

=B*$60*
	Total Costs

=D+E

	(Rates)
	
	1%
	$50 
	$60 
	

	2004
	3,800
	38
	$1,900
	$2,280
	$4,180

	2005
	3,800
	38
	$1,900
	$2,280
	$4,180

	2006
	3,800
	38
	$1,900
	$2,280
	$4,180

	2007
	3,800
	38
	$1,900
	$2,280
	$4,180

	2008
	3,800
	38
	$1,900
	$2,280
	$4,180

	2009
	3,800
	38
	$1,900
	$2,280
	$4,180

	2010
	3,800
	38
	$1,900
	$2,280
	$4,180

	2011
	3,800
	38
	$1,900
	$2,280
	$4,180

	2012
	3,800
	38
	$1,900
	$2,280
	$4,180

	2013
	3,800
	38
	$1,900
	$2,280
	$4,180

	Total
	
	
	$19,000
	$22,800
	$41,800



In total, the new web-based IAC Security Program will provide a faster, more efficient and comprehensive vetting process while facilitating the application, renewal and review process for the industry.  In total, the entire IACSSP including annual IAC certification or recertification, decertification, and updating of security programs is estimated to cost $ 4,180,740 the first year and a total of $ 35,970,650 over a ten year period.  These costs are broken out in Table 16 below.

TABLE 16

Total IAC Security Program Requirements

	Year
	IAC Certification

(B)
	IAC Decertification

( C )
	IAC Security Plan

(D)
	Total

=B+C+D

	2004
	$885,000
	$4,180
	$3,291,560
	$4,180,740

	2005
	$414,250
	$4,180
	$3,291,560
	$3,709,990

	2006
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2007
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2008
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2009
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2010
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2011
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2012
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	2013
	$214,250
	$4,180
	$3,291,560
	$3,509,990

	Total
	$3,013,250
	$41,800
	$32,915,600
	$35,970,650


Cost of Compliance:  Name-Based Background Checks:  

Expand Security Threat Assessments for Certain Individuals

TSA proposes to add new sections 1544.228 and 1548.15 to require security threat assessments for individuals who require unescorted access to cargo that is shipped by air.  Section 1544.228 would apply to aircraft operator employees and other individuals who require unescorted access to air cargo, but are not required to complete a criminal history records check (CHRC) under 1544.229 or 1544.230.  Section 1548.15 would extend the security threat assessment requirement to individuals handling cargo on behalf of an indirect air carrier (IAC), regardless of whether the individual is an employee, agent, or contractor.  TSA also proposes to conduct a Security Threat Assessment on each officer, director and person who holds 25 percent or more of total outstanding voting stock of an Indirect Air Carrier or entity applying to become an IAC.  

TSA currently requires a variety of airport and aircraft operator employees to undergo criminal history records checks (CHRC) to evaluate whether they pose a risk to transportation security.  Generally, these individuals work on airport grounds and have unescorted access to secure areas.  There is no comparable requirement for IAC employees and contractors even though they handle the same cargo and in some cases have similar access to cargo operating areas.  However, extending fingerprint-based records checks to these people would likely be a very time consuming and costly process that could disrupt the domestic and international transportation of goods.

TSA is proposing a name-based security threat assessment program to determine whether these persons present a security threat.  The proposed security threat assessment would be a more focused process conducted in an expedited fashion that provides timely notice to regulated parties.  The proposal would require regulated parties to verify the individual’s identity and submit to TSA the individual’s identifying information and a description of the measures taken to verify the individual’s identity.  TSA is not proposing to mandate specific measures that must be taken to verify identity.  TSA would compare the information to intelligence records and other data related to terrorism and provide notice to the regulated party and individual regarding the determination.

TSA estimates the cost of compliance for this requirement at $2.1 million in the first year of the proposal and $3.7 million over a ten-year period.  This estimate was based on the population of individuals subject to the requirement and an average unit cost of $55 per individual
.  The total population subject to the requirement is estimated at 28,225.

TSA estimates that 65 all-cargo operators will be subject to the proposed requirement.  TSA further estimates that there are approximately 3,800 entities in the United States operating as IACs, ranging from large corporations to sole proprietors working out of their homes.  
TSA assumed a constant number of employees throughout the ten-year period of the analysis based on an assumption of productivity gains through automation and consolidation and integration of the supply chain.  TSA further assumed an annual turnover and attrition rate of 10 percent, and assumed no appeals or adjudication over the ten-year period.  TSA welcomes input from industry regarding the number of individuals likely to be affected by this proposal and other assumptions made above.

TABLE 17

COST OF NAME-BASED BACKGROUND CHECKS

	Year
	Number of  IACs

(B)
	Avg number of employees per IAC

(C)
	Number of All Cargo Carriers

(D)
	Avg Number of Employees for STA requirement*

(E)
	Total # of  Employees

(F)

=b*c+d*e
	Turn over -10%
	Number of Checks
	Cost of Name-Based Checks

	2004
	3,800
	7
	65
	25
	28,225
	--
	28,225
	$2,066,764 

	2005
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2006
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2007
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2008
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2009
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2010
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2011
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2012
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	2013
	3,800
	7
	65
	25
	28,225
	4,234
	4,234
	$176,318 

	Total
	  
	 
	 
	 
	 
	 
	66,329
	$3,653,626 



IAC and Agent Training

TSA proposes new section 1548.11 that would adds regulatory text to implement training and testing programs for IACs and agents.  TSA agrees with ASAC’s recommendations that certain employees of indirect air carriers, and contractors performing services for indirect air carriers, should receive enhanced security and security-related training.  Section 1548.11 specifies the training that these persons must have before they may be permitted to perform any security-related duties for the indirect air carrier.  

The IAC training program would cover procedures for accepting, accessing and handling cargo intended for transport on passenger aircraft as well as record keeping, acceptance and maintenance of security sensitive information, and communication protocols.  The program would require the applicable provisions of part 1548, applicable Security Directives and Information Circulars, the approved airport security program applicable to their location, and the aircraft operator's or indirect air carrier’s security program to the extent that such individuals need to know in order to perform their duties.  Documentation of the procedures and curriculum used to accomplish the training of such persons must be included in the IAC security program.  

As part of this initiative, TSA proposes to develop computer and/or video-based instructional materials and a testing tool.  The testing tool and instruction material would include a minimum standard that an employee would be expected to meet, and protocols for situations where employees fail to meet the threshold.  Development of these training tools will coincide with the review and consideration of this NPRM and revisions to the IACSSP; training materials should be available to indirect air carriers shortly after these changes are implemented.  TSA believes that development and distribution of these training tools would enhance regulatory compliance among the IAC community.  TSA invites public comment on the practical and economic implications of requiring training of IAC and IAC agent personnel, and on the best means for achieving a high training standard without disrupting commerce.  

Section 1548.11(c) requires initial and annual recurrent training of covered individuals in these elements of knowledge.  Initial training must be completed before an indirect air carrier may begin operations under its approved security program.  There are approximately 3,800 IACs currently operating in the United States.  From industry estimates, TSA assumes that the average number of employees per IAC is seven.  Therefore, TSA calculates the total number of IAC employees to be 26,600.  As estimated by TSA program managers, it will take four hours of initial training to educate covered individuals in these elements of knowledge.  In successive years, TSA estimates that improvements in the course, as well as prior knowledge, will reduce the average time required to two hours. The total cost to the industry is the number of employees requiring training, times the hours of training needed, times the hourly cost of this training.  TSA would incur costs developing the training program.

TSA estimates the first-year cost of compliance with this requirement as $3.1 million.  This cost includes $0.4 million TSA cost for development of the web-based training and testing tool.  TSA estimates a total cost of $15.0 million over a ten-year period.  Table 18 below shows the cost of compliance for this requirement and Table 19 shows how TSA costs were estimated.

TABLE 18
IAC SECURITY TRAINING AND TESTING COSTS

	Year
	# of  IACs

( B )
	Ave # of employees per IAC

( C )
	Total # of IAC Employees

( D )

=B*C
	Hours

( E )
	Hourly Cost

( F )
	IAC Costs

( G )

=D*E*F
	TSA Costs

( H )
	TOTAL Security Training Costs

=G+H

	2004
	3,800
	7
	26,600
	4
	25
	$2,660,000
	$449,000
	$3,109,000

	2005
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2006
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2007
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2008
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2009
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2010
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2011
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2012
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	2013
	3,800
	7
	26,600
	2
	25
	$1,330,000
	 
	$1,330,000

	Total
	  
	 
	 
	 
	 
	$14,630,000
	 
	$15,079,000


Notes:  Hourly cost comes from rounding the BLS summary tables for all civilian workers, fully loaded hourly rate

TABLE 19

TSA COSTS FOR IAC TRAINING COURSE DEVELOPMENT
	Outlined below is an order-of-magnitude cost estimate for performing the training functions associated with the Indirect Air Carrier (IAC) portion of the TSA Air Cargo Strategic Plan (ACSP).  The following factors and assumptions were made in deriving this estimate:

1. The IAC training requirement in the ACSP calls for a TSA-developed and approved training program to include content development, courseware delivery and a testing tool and methodology to gauge learning.

2. The IAC training requirement primarily entails regulatory requirements; training on technical cargo inspection techniques and procedures is a separate consideration that will be applicable only after TSA approves specific hardware systems based on future research and development.

3. The IAC training content outline found in the ACSP provides the baseline for the required regulatory training 

4. TSA will be responsible for developing course content either with in-house subject matter experts or through a contract services vehicle.

5. TSA will not deliver universal classroom instruction for IACs.

6. IACs may prefer an option other than computer-based training and TSA should consider provisions for satisfying this desire.

Course Content Development:

· 2 FTE Subject Matter Experts, J-Band Equivalents (average annual salary:  $84K), for four months:  $56K

· Travel Costs (3 people, 3 trips each):  $13K

Courseware Development:

· Web-based Training (to be hosted on existing TSA Web systems):

· Phase I:  PowerPoint presentation Web preparation (PDF format):  $5K

· Phase II:  Develop level three highly interactive web-based product, including video clips and job aids:  $375K

Instructor-led Training:

· Authorized Replicator:  Allow vetted private sector training companies to reproduce TSA course materials.  IACs contract independently with training companies.  No cost to government.

Total Cost Estimate (all Phases):  $449K




Cost of Compliance:  TSA (Known Shipper Database)

TSA proposes to add sections 1544.239, 1546.215, and 1548.17 to codify the Known Shipper program in the federal security regulations and to strengthen the known shipper program.  The “known shipper” concept differentiates cargo being shipped by recognized entities from that shipped or originated from unknown parties.  

Based on the recommendations of the Aviation Security Advisory Committee (ASAC), TSA proposes to centralize and automate the vetting of applicants to the known shipper program.  Currently, some air cargo operators, IACS, and Foreign Air Carriers already voluntarily submit this information to the newly created TSA database.

TSA proposes to make this voluntary program mandatory and to centralize and increase the scope of the business vetting.  TSA believes that this proposed section does not change in any way implementation of the known shipper program, nor does it specify any changes to the known shipper protocol, particularly as many operators already participate in the voluntary known shipper program.  TSA estimates the new costs of compliance will be incurred only on the part of TSA as it develops a link between the existing known shippers program and enhanced features proposed in this NPRM.  The cost of this requirement is based on the current cost to modify the database; it’s continued operation, and the cost to purchase corporate information for the improved vetting process.  Under the new regulations, aircraft operators would be required to submit known shipper information electronically to TSA.  TSA will then store this information in a central database and vet the applicant for risk, based on an assessment of intelligence and law enforcement data.  Air carriers would be required to check this database for a shipper’s status prior to accepting cargo for transport on passenger aircraft.  TSA believes that the proposed changes will facilitate industry participation in the known shipper program by reducing the administrative burden on individual aircraft operators as this process is accomplished manually today.

The known shipper database has already been built and is currently in use but has not been used as proposed in this regulation.  The start-up and programming costs to build the database have already been expended and are not attributable to this rulemaking.  Additionally, it will cost TSA $400,000 annually in operations and maintenance costs. In the future, TSA plans to expand the capabilities of the system to include a terrorist cross-check and business information check.  Additional programming will cost $500,000. This check of business information will require external data provided by an external firm at an annual subscription rate of $2 million.

Based on the above, the total cost the Known Shipper database imposed by this proposal is $2.9 million in the first year and $24,500,000 over the ten-year period.
TABLE 20

WEB-BASED KNOWN SHIPPER DATABASE COSTS

	Year
	Modification

Programming
	O&M
	Data Costs
	Total

	2004
	500,000
	$400,000
	$2,000,000
	$2,900,000

	2005
	
	$400,000
	$2,000,000
	$2,400,000

	2006
	
	$400,000
	$2,000,000
	$2,400,000

	2007
	
	$400,000
	$2,000,000
	$2,400,000

	2008
	
	$400,000
	$2,000,000
	$2,400,000

	2009
	
	$400,000
	$2,000,000
	$2,400,000

	2010
	
	$400,000
	$2,000,000
	$2,400,000

	2011
	
	$400,000
	$2,000,000
	$2,400,000

	2012
	
	$400,000
	$2,000,000
	$2,400,000

	2013
	
	$400,000
	$2,000,000
	$2,400,000

	Total
	
	
	
	$24,500,000


INITIAL REGULATORY FLEXIBILITY ANALYSIS


The Regulatory Flexibility Act of 1980 (RFA) establishes ``as a principle of regulatory issuance that agencies shall endeavor, consistent with the objective of the rule and of applicable statutes, to fit regulatory and informational requirements to the scale of the business, organizations, and governmental jurisdictions subject to regulation.'' To achieve that principle, the RFA requires agencies to solicit and consider flexible regulatory proposals and to explain the rationale for their actions. The Act covers a wide range of small entities, including small businesses, not-for-profit organizations, and small governmental jurisdictions.


Agencies must perform a review to determine whether a proposed or final rule will have a significant economic impact on a substantial number of small entities. If the determination is that it will, the agency must prepare a regulatory flexibility analysis as described in the Act.

However, if an agency determines that a proposed or final rule is not expected to have a significant economic impact on a substantial number of small entities, section 605(b) of the 1980 RFA provides that the head of the agency may so certify and a regulatory flexibility analysis is not required. The certification must include a statement providing the factual basis for this determination, and the reasoning should be clear.  

TSA has chosen not to certify this rule as significant on small business.  TSA conducted the required review of this proposal and determined that it would not have a significant economic impact on a substantial number of small entities and therefore accordingly to Section 603 of the RFA, the Transportation Security Administration has not prepared a regulatory flexibility analysis other than as discussed below.

IACS

Many of the estimated 3,800 Indirect Air Carriers are likely to be small entities, the entire costs for this group is $6 million in the first full year and approximately $3 million a year thereafter.  Several very large businesses would have most of the training costs contained in these numbers.  Each small business will have the initial cost of developing a security plan; clearing and training employees; and obtaining initial TSA plan approval.  In implementing the security plan, TSA expects security to be integrated into actions the same way safety has become and integral of how things are done.  For this reason, in years beyond the initial year, costs are limited to an annual report, insuring their own plan is followed, and vetting any new employees. 


IACs are a subset of freight forwarders.  The larger category of freight forwarders includes all modes of transportation.  For this analysis, information from Dun&Bradstreet (D&B) was used in conjunction with TSA firm specific information.  An attempt was made to match (D&B) firm specific information to TSA known firm specific information, but the quality of the data did not allow for reliable matching.  Therefore, the D&B specific data was examined utilizing the Standard Industrial Classification (SIC) and revenue as filters on the data.  The SIC was used because SIC data is more complete in D&B, and the Census Bureau NAICs - SIC match for this industry shows near 100% reliability in the correspondence tables.
  Without better information, the characteristics of the total industry are assumed to apply to the IACs.  This threshold for small business for this industry is $6 million and the distributions are as follows:

	 
Freight Forwarding 
 

	Number of Firms In Duns for SIC 4731 02 by Employees 

(not all records have employee data)

	Employees
	Primary SIC
	+Secondary SIC
	# w FTE and Sales Data
	Category %
	Cmltv %

	1-4
	4154
	4404
	4311
	55.2%
	55.23%

	5-9
	1493
	1602
	1584
	20.3%
	75.52%

	10-19
	826
	907
	898
	11.5%
	87.02%

	20-49
	519
	597
	591
	7.6%
	94.59%

	50+
	336
	427
	422
	5.4%
	100.00%

	Total
	7328
	7937
	7806
	100.0%
	 


	Number of Firms in Duns for SIC 4731 02 by Sales

	Sales
	Primary
	+Secondary
	Category %
	Cmltv %

	<$20k
	5
	5
	0.0%
	0.0%

	$20-$50k
	41
	62
	0.6%
	0.6%

	$50,001-$100k
	109
	167
	1.6%
	2.2%

	$100,001-$249,999
	749
	880
	8.3%
	10.5%

	$250k-$499,999
	1763
	1877
	17.7%
	28.3%

	$500k-$999,999
	3230
	3360
	31.8%
	60.0%

	$1m-$6m
	3264
	3503
	33.1%
	93.1%

	>$6 million
	627
	725
	6.9%
	100.0%

	Total
	9788
	10579
	100.0%
	 



Using the data above and the 3,800 population values in the analysis, all but 6.9% or 3540 would be small entities for this analysis.  To evaluate the impact, the data was segmented and the smallest of the small were examined for significant impact.  If the smallest group can be shown not to have significant impact, and because the relationship remains somewhat proportional as firm size increases, it is a reasonable conclusion that the overall impact is also insignificant.  Once again, specific D&B firm data for the smallest 10.5% with revenues less than $250,000 were examined. This group provided 1110 useable records.  


To estimate the impact, the individual cost items from the report above per employee are multiplied times the number of employees and then the cost per firm is added.  The results are summed over the entire population which results in an impact of  $72,700 on $170,278,465 of revenue or at a rate of .04% in the first or most expensive year.  This rate of impact is not significant.  See the following table for a summary of the calculation.

	ITEM
	RATE
	FIRM COSTS
	PER EMPLOYEE COSTS

	Annual Reporting
	75/report/firm
	75
	 

	Training
	4 hrs/employee @ $25
	 
	100

	Security duties
	20 HRS/FIRM @ 43
	860
	 

	Decertification
	1 5 OF FIRMS @250=2.50/FIRM
	2.5
	 

	STA
	55/EMPLOYEE
	 
	55

	 Total
	 
	937.5
	155


All Cargo Operations

The NAICS code for cargo operations is 481112 – scheduled freight air transportation.  The SBA standard for small business in this category is less than 1,500 employees (which is the same as the standard for scheduled passenger air transportation – NAICS code 481111).  The 1997 Economic Census shows that small business accounts for a significant percentage of carriers for both NAICS codes based on the SBA standard (Appendix A).  

For the analysis for All Cargo Operations, the most recent DOT form 41 data from BTS TRASTATS was analyzed.  The following distribution was found.

	FREIGHT
	
	DEPARTURES

	
	
	
	
	
	
	
	
	
	
	

	 
	 
	Aircraft Size
	
	 
	 
	Aircraft Size

	Firm Size
	>=100
	<100
	Total
	
	Firm Size
	>=100
	<100
	Total

	 
	Large
	77.7%
	0.8%
	78.5%
	
	 
	Large
	47.2%
	15.9%
	63.1%

	 
	Small
	21.1%
	0.3%
	21.5%
	
	 
	Small
	22.9%
	14.0%
	36.9%

	 
	All Firms
	98.8%
	1.2%
	100.0%
	
	 
	All Firms
	70.0%
	30.0%
	100.0%


	
	PASSENGER FLIGHT REPORTING FREIGHT

	
	
	Aircraft Size

	
	 Firm Size
	LARGE
	SMALL
	Grand Total

	
	LARGE
	88.3%
	8.5%
	96.7%

	
	SMALL
	1.5%
	1.8%
	3.3%

	
	 
	89.8%
	10.2%
	100.0%

	
	
	
	
	


Although revenue data for the large carriers (>$6million) and many midsize carriers, too many small carriers are missing revenue data to make a cost comparison.  TSA invites public comment on existing cost and revenue relationship as firms are experiencing under the existing security directives.
Key Assumptions Analysis


TSA has made several conservative assumptions in this analysis. For example, even though TSA believes most airports and all-cargo carriers have many elements of this rule already in place as good business practice or out of their own concerns for security, costing was done as if the entire group would be implementing these as new requirements.  Based on information gathered through other efforts with the airports, TSA believes the airports have reached out to the aviation community and already successfully completed fingerprint based criminal history records checks, provided access badges, and the associated access training.   As a conservative measure, TSA has assumed that there are additional expenses to provide badges for a limited group of employees at 100 locations.  Also, there is a distinct possibility that very few additional law enforcement officers would be required, but TSA allowed for the full-time equivalent coverage for two shifts for 20 of the carrier locations.  This equated to an average of .6 per carrier and $27 million over the 10 years.

INTERNATIONAL TRADE IMPACT ASSESSMENT


The Trade Agreement Act of 1979 prohibits Federal agencies from establishing any standards or engaging in related activities that create unnecessary obstacles to the foreign commerce of the United States. Legitimate domestic objectives, such as safety, are not considered unnecessary obstacles. The statute also requires consideration of international standards and, where appropriate, that they be the basis for U.S. standards. TSA has assessed the potential effect of this proposed rule and has determined that carrier operations at overseas locations must provide an equivalent level of security.  This simply creates at worst an even competitive cost structure.

UNFUNDED MANDATES REFORM ACT ANALYSIS


The Unfunded Mandates Reform Act of 1995 (the Act) is intended, among other things, to curb the practice of imposing unfunded Federal mandates on State, local, and tribal governments. Title II of the Act requires each Federal agency to prepare a written statement assessing the effects of any Federal mandate in a proposed or final agency rule that may result in an expenditure of $100 million or more (adjusted annually for inflation) in any one year by State, local, and tribal governments, in the aggregate, or by the private sector, such a mandate is deemed to be a ``significant regulatory action.''  This proposed rule does not contain such a mandate. TSA does not believe that any airports owned by small municipalities are impacted by this rule. Therefore, the requirements of Title II do not apply.

APPENDIX A
	 
	Employment Size of Firms:  1997
	
	
	
	
	
	

	

	[Includes only firms and establishments with payroll. Excludes data for central administrative offices, auxiliary operations, or establishments of these firms that are classified in other categories than those

	specified in this table. For meaning of abbreviations and symbols, see introductory text. For explanation of terms, see Appendix A. For method of assignment to categories shown, see Appendix C]

	
	
	
	
	
	
	
	
	

	NAICS

Code
	Kind of business and employment size of firm1
	Firms

(number)
	Establishments

(number)
	Revenue
($1,000)
	Annual payroll

($1,000)
	Firs-quarter

Payroll

($1,000)
	
	Paid employees

for pay period

(number)

	
	
	
	
	
	
	
	
	
	

	48 49
	TRANSPORTATION & WAREHOUSING
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	481
	Air transportation %%
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	4811
	Scheduled air transportation 
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	48111
	Scheduled air transportation 
	
	
	
	
	
	
	
	

	
	All firms
	
	584
	1 798
	16 284 929
	1 920 912
	453 789
	
	65 988

	
	Firms operated for the entire year
	
	487
	1 694
	15 741 247
	1 882 537
	446 300
	
	64 752

	
	Firms with less than 5 employees
	
	142
	148
	131 135
	10 262
	2 148
	
	300

	
	Firms with 5 to 9 employees
	
	91
	94
	D
	D
	D
	
	f

	
	Firms with 10 to 19 employees
	
	51
	74
	215 593
	20 744
	4 724
	
	714

	
	Firms with 20 to 49 employees
	
	73
	112
	743 825
	72 910
	17 146
	
	2 368

	
	Firms with 50 to 99 employees
	
	45
	123
	1 024 490
	96 441
	22 302
	
	3 170

	
	Firms with 100 to 249 employees
	
	35
	237
	2 047 501
	181 222
	42 953
	
	5 573

	
	Firms with 250 to 499 employees
	
	22
	214
	2 297 286
	278 865
	68 042
	
	7 735

	
	Firms with 500 to 999 employees
	
	17
	310
	3 431 004
	403 755
	97 163
	
	11 900

	
	Firms with 1,000 employees or more
	
	11
	382
	D
	D
	D
	
	k

	
	Firms not operated for the entire year
	
	97
	104
	543 682
	38 375
	7 489
	
	1 236

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	481111
	Scheduled passenger air transportation 
	
	
	
	
	
	
	

	
	All firms
	
	397
	1 434
	12 196 148
	1 308 073
	308 036
	
	42 754

	
	Firms operated for the entire year
	
	316
	1 346
	11 698 032
	1 276 202
	301 153
	
	41 596

	
	Firms with less than 5 employees
	
	97
	103
	102 924
	7 102
	1 549
	
	194

	
	Firms with 5 to 9 employees
	
	51
	53
	D
	D
	D
	
	e

	
	Firms with 10 to 19 employees
	
	27
	48
	166 215
	11 083
	2 516
	
	395

	
	Firms with 20 to 49 employees
	
	50
	85
	626 499
	57 824
	13 631
	
	1 676

	
	Firms with 50 to 99 employees
	
	30
	103
	829 985
	69 490
	16 477
	
	2 195

	
	Firms with 100 to 249 employees
	
	30
	196
	1 712 260
	146 184
	34 038
	
	4 682

	
	Firms with 250 to 499 employees
	
	12
	165
	1 343 462
	125 222
	31 006
	
	4 049

	
	Firms with 500 to 999 employees
	
	11
	232
	2 288 611
	268 619
	64 960
	
	7 574

	
	Firms with 1,000 employees or more
	
	8
	361
	D
	D
	D
	
	j

	
	Firms not operated for the entire year
	
	81
	88
	498 116
	31 871
	6 883
	
	1 158

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	481112
	Scheduled freight air transportation
	
	
	
	
	
	
	
	

	
	All firms
	
	209
	364
	4 088 781
	612 839
	145 753
	
	23 234

	
	Firms operated for the entire year
	
	192
	347
	4 043 105
	606 312
	145 147
	
	23 156

	
	Firms with less than 5 employees
	
	47
	47
	28 699
	3 243
	614
	
	111

	
	Firms with 5 to 9 employees
	
	44
	45
	D
	D
	D
	
	e

	
	Firms with 10 to 19 employees
	
	27
	35
	83 696
	11 441
	2 696
	
	364

	
	Firms with 20 to 49 employees
	
	29
	37
	285 654
	22 244
	5 066
	
	849

	
	Firms with 50 to 99 employees
	
	20
	43
	439 128
	41 788
	9 114
	
	1 308

	
	Firms with 100 to 249 employees
	
	6
	27
	206 464
	38 287
	10 029
	
	1 040

	
	Firms with 250 to 499 employees
	
	11
	62
	1 227 467
	170 660
	41 359
	
	4 125

	
	Firms with 500 to 999 employees
	
	5
	30
	529 772
	90 204
	21 199
	
	3 170

	
	Firms with 1,000 employees or more
	
	3
	21
	D
	D
	D
	
	j

	
	Firms not operated for the entire year
	
	17
	17
	45 676
	6 527
	606
	
	78

	See footnotes at end of table.
	
	
	
	
	
	
	
	

	TRANSPORTATION & WAREHOUSING  -
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	FIRM EMPLOYMENT SIZE
	149

	U.S. Census Bureau, 1997 Economic Census Oct. 11, 2000
	
	
	
	
	
	
	
	





*Notes:�
Departure data from DOT/BTS TRANSSTAT, T100, 2003, market, US flights with freight, all cargo carriers�
�
�
Totals may not sum due to rounding�
�
�
�
�
�
�
cargo growth rate (FAA forecast)�
�
4.4%�
�
�
�
�
pax per flight�
�
�
1.5�
�
�
�
�
Future years ratios held constant�
�
�
�
�
�
�
From the private charter rule, pax screening rate/hour


�
24�
�
�
�
�
Screening labor rate


    (estimated from weighted average of supervisors and labors in relevant 53-xxxx 


     occupational codes, fully loaded, BTS, 2003.  There is no exact occupational code, but if


      53-7121 loaders was used, the value would be $24.75) �
�
�
$25.00�
�
�
�
�
Carrier Locations�
�
�
1950�
�
�
�
�
Wand Cost (web search shows range of$129 -184)�
$        160.00�
�
�
�
�
Wand Replacement allowed at 10% a/year although�
�
�
�
�
�
             no operational replacement data available. This rate allows almost �
�
�
�
�
             1 complete replacement over the life of these estimates�
�
�
�
�
�
Total Cost = screening hours * labor rate plus wand cost�
�
�
�






Notes:�
�
Source/Comments�
 �
 �
 �
 �
 �
 �
�
�
A�
TSA numbers based on average current participants based on the existing Security Directives�
�
�
B�
Based on Census and Dun&Bradstreet Data, there are over 10,000 freight forwarders.  Almost 80%�
�
�
�
of these firms have employment data.  Dividing known employment by known numbers of firms an�
�
�
�
average of 7 results TSA has no information to suggest that the IACs, as a subset of the�
�
�
�
whole forwarder population, are different in the employment counts.�
�
�
�
�
C�
TSA and DOT databases identify approximately 45 impacted carriers as all cargo.  Program�
�
�
�
managers estimate there may be a small number of carriers not currently participating in security�
�
�
�
programs mandated by Security Directives In keeping with TSA's desire to recognize�
�
�
�
�
nonparticipating carriers as well as new entrants, 1/3 of the known universe is added for the�
�
�
�
unknown which brings the count closer to internal program manager estimates.�
�
�
�
D�
Discussions with various aviation industry associations suggest that airports have already required�
�
�
�
most of these employees to complete a fingerprint based background check for the issuance of�
�
�
�
SIDA badges.  The number of employees without this previous check is likely to be very limited.�
�
�
�
By using a number much higher than is actually anticipated, TSA is attempting to ensure it does�
�
�
�
not under estimate costs to small firms as shown elsewhere in this evaluation.�
�
�
�
F�
15%�
Annual turnover rate is assumed.  Many firms, as sole proprietor business, will have no�
�
�
�
    turnover.  The 15% includes 10% employee turnover and the 5% IAC business turnover covered in�
�
�
�
    Table 13. Consequentially TSA believes this average is appropriate, or even somewhat high.�
�
�
G�
Total population is checked in first year, turn over in following years�
�
�
�
�
H�
Program costs of approximately $800,000 for year one plus $45/check.  Subsequent years�
�
�
�
have a program cost of approximately $66,000 plus $26/check.  These costs are shared costs�
�
�
�
with an existing program�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
No appeals and adjudication costs are assumed.�
�
�
�
�
�
�
The constant number of  employee assumed due to productivity increase and �
�
�
�
�
     consolidation and integration of supply chains and associated automation efforts.�
�
�












� Paraphrase from Business-Times article of Dec. 9, 2003.  The same elements were reported in numerous news services at approximately the same time.


� The PanAM073 hijacking costs were previously developed and published in a July 2002 evaluation for “Fingerprint-based Criminal History Records Check on Individuals with Regular Escorted Access”


� The $345 million bodily injury number is simply the statistical value of $3 million/life from the DOT/OST standardized aviation evaluation numbers * 115 persons.  This column represents statistical values for comparison purposes and does not imply that is the actual value of life


� The Pan Am 103 values cove from “Cost to Society from the Loss of an Aircraft to Terrorism (FAA) which we updated to 2003 dollars using the GDP deflator.


� The General Accounting Office (Review of Studies of the Economic Impact of the September 11, 2001, Terrorist Attacks on the World Trade Center, GAO-02-700R, May 29, 2002) reviewed 8 separate studies that estimated the impact of the 9/11 destruction of the World Trade Center.  Their conclusion was that the best estimate of un-reimbursed cost was $16 billion.  GAO provides a thorough discussion of  double-counting, particularly insurance payments,  in a number of studies and provides totals without the double-counting, which they call “un-reimbursed cost.”


� P.L. 107-71, November 19, 2001, 115 Stat. 597.


� 49 U.S.C. 114(d).


� Regulations allow airports to determine the most appropriate means to identify the boundary.  Examples include the outer perimeter fence, painted lines, signs, etc.  


� The American Association of Airport Executives is not a federal government organization and its fee includes full cost recovery and profit.


� Using BLS online database hourly wages , the 33-xxxx SOCs were used to estimate a weighted average hourly wage which was then adjusted for benefits by dividing by 0.682 which represents 31.8% of total compensation as benefits from the employer costs data  on the DOL website.  (“May 2003 National Occupational Employment and Wage Estimates, Employment and wage estimates by occupation at the national level are divided into twenty-two tables, one for each SOC major group. National OES estimates by SOC major groups.”)


� Using BLS online database hourly wages , the 53-xxxx SOCs were used to estimate a weighted average hourly wage which was then adjusted for benefits by dividing by 0.682 which represents 31.8% of total compensation as benefits from the employer costs data  on the DOL website.  The occupational labor costs are obtained by using the menu system and selecting the 53-xxxx occupational series. (“May 2003 National Occupational Employment and Wage Estimates, Employment and wage estimates by occupation at the national level are divided into twenty-two tables, one for each SOC major group. National OES estimates by SOC major groups.”)


� The DSIP is a voluntary program developed to allow all-cargo air carriers to integrate access control systems and to receive Security Directives and other sensitive information with regulatory restrictions on disclosure.  It was subsequently extended to include cargo security measures such as voluntary random screening of cargo.


� Contingency Plan Cargo Security Scenario Analysis, April 2002, FAA Tech Center


� Ibid.


� Contingency Plan Cargo Security Scenario Analysis, April 2002, FAA Tech Center.


� U.S. Department of Labor’s Bureau of Labor Statistics.


� Average carrier cost is determined by (2 shifts * 20 carrier locations)/65 carriers = .6 shifts/carrier (rounded)


� The unit cost is developed by taking the total reoccurring costs, adding the product of population times variable costs and the total divided by the total population as documented in the fee section of the NPRM. The total population was based on the estimated number of individuals handling cargo on behalf of IACs subject to the proposed requirement and the number of aircraft operator employees with access to cargo, but not required to complete a CHRC. This works out to $73 in the first year and $42 thereafter .  


� Correspondence tables between the NAICS and the SIC are published by the Census Bureau.
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