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BEFORE THE

POSTAL REGULATORY COMMISSION
WASHINGTON, D.C. 20268-0001

Annual Compliance Report, 2014 ) Docket No. ACR2014

INITIAL COMMENTS OF PHI ACQUISITIONS, INC.
(February 2, 2015)

In response to Chairman’s Information Request No. 2, the United States Postal Service

(“USPS”) submitted information regarding the Negotiated Service Agreement (“NSA”) between

PHI Acquisitions, Inc. (“PHI”) and the USPS. See Responses of the United States Postal Service

to Questions 1-6, 8, 10, 12-13 and 15-22 of Chairman’s Information Request No. 2 (Jan. 23,

20915). PHI submits these comments for the limited purpose of clarifying the responses

provided by USPS.

In CHIR No. 2, the Chairman asked several questions regarding the terms and

performance of the PHI NSA. The answers provided by the Postal Service contained some

errors and did not accurately reflect some of the terms of the NSA. PHI below provides updated

answers to questions 2, 4, and 5 of CHIR No. 2. PHI discussed its intent to comment on USPS’s

responses with USPS.

Question 2: Please provide the quarterly discount thresholds for contract year 1 for the
PHI Negotiated Service Agreement (NSA).

The quarterly discount baselines for the PHI NSA provided by the USPS were correct for

the first two quarters of the NSA and include the exigent rate adjustment. However, the

baselines have been adjusted recently due to a small PHI acquisition in October 2014. The NSA

baselines were revised up, per the Agreement, starting with the January-March quarter. The

adjustments have been verified by the USPS and agreed to by both parties.
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USPS pre-acquisition baselines Current post-acquisition baselines

July – Sept 59.6M July – Sept 59.6M

Oct – Dec 49.6M Oct – Dec 49.6M

Jan--Mar 36.8M Jan--Mar 38.5M

Apr--June 43.1M Apr--June 43.6M

Question 4: Please confirm that, using the accepted method for analysis, the PHI NSA had
a negative financial result in contract year 1, quarter 1 of -$128,090.

Not confirmed. Please see the spreadsheet that accompanies this filing. In Library

Reference USPS-FY14-30, USPS incorrectly calculated the fiscal impact of the PHI NSA by

using a method that derived the marginal discount by dividing the rebate received by the total

eligible mail volume for the quarter. This approach is incorrect because the Commission’s

accepted method for analysis (the Panzar method) requires use of the marginal discount, which

in this case is the discount achieved on the volume receiving the rebate. Applying the Panzar

method consistently (i.e., in the same way used to evaluate the NSA in Docket No. R2014-6), the

new financial result in contract year 1, Quarter 1 is $281,025 positive contribution as opposed to

the loss of $128,090 shown by USPS. The revised calculation is shown in the spreadsheet

accompanying this filing.

Question 5: In its FY 2014 ACR, the Postal Service stated:

The Potpourri NSA was implemented in Q4 of FY 2014. During the period
July 2014 through September 2014, Potpourri had NSA volume of 66.4
million pieces, after-rebate revenue of $15.8 million, and attributable costs of
$11.2 million, resulting in attributable cost coverage of 141 percent. The
volume-based agreement earned a rebate of approximately $175,000 during
the July 2014 to September 2014 period. The Commission reviews NSAs
from a contract year perspective, and it focuses on the net benefit of an NSA
to the Postal Service.

2014 ACR at 37-38.
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a. Please confirm that the PHI NSA has independent rebate thresholds for each
quarter.

b. Please confirm that PHI could receive rebates for the contract year while having
annual volume below the aggregate of the 4 quarter (annualized) rebate threshold.

c. Please discuss the advantages and disadvantages of reviewing the PHI NSA
quarterly, annually, or both.

a. USPS is correct that the PHI NSA has independent rebate thresholds for each

quarter.

b. USPS is correct that there is a theoretical scenario—although extremely

unlikely—in which PHI could, when viewed on an aggregate basis, receive rebates for the

contract year while having an annual volume below the sum of the baseline volumes for each

quarter. However, if this were to occur, USPS could terminate the agreement per Section IV.D

of the NSA (Failure to Meet Annual Threshold). If this were to happen in the first year, per

Section III.E of the contract, PHI would also have to pay a financial penalty to the USPS.

While USPS has the right to terminate the agreement and PHI could face a penalty in this

scenario, the NSA does not provide for an annual financial reconciliation as implied in the

USPS’s answers to questions 5(b) and (c). Instead, the rebates are reconciled in detail each

quarter with USPS data, and the annual threshold and quarterly baselines are revised at the end

of the NSA year. But there is no annual financial reconciliation defined or contemplated in the

NSA.

c. The detailed quarterly reconciliation is necessary and adequate to finalize rebates

in a timely manner. It allows both parties to evaluate their performance on a frequent basis and

plan operations for upcoming quarters.

The annual review and analysis is adequate to provide the PRC with the financial

performance on the contact year and is necessary to define the next contract year’s quarterly
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baselines. Through these quarterly and annual reviews, both companies will clearly have

adequate data to complete internal analysis on the annual performance of the NSA, and the

Postal Service, through its right of termination if annual thresholds are not met, will have

adequate protection against unprofitable outcomes.

Respectfully submitted,

/s/ Matthew D. Field
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