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EXECUTIVE SUMMARY

Public-Private Partnerships: Best Practices
and Opportunities for the Postal Service

Public-private partnerships (PPPs) are an Hiahliah
increasingly popular way for governments R

to achieve policy goals and develop There are real opportunities for the Postal

infrastructure, while shifting short-term Service to earn income from its real estate
financial burdens away from taxpayers and | portfolio, upgrade its infrastructure, benefit
strained government coffers. In the postal from private sector innovation, and make its

cost structure more variable so costs

sector, PPPs have helped international : .
decline with volume.

postal operators reduce the costs of

universal service an_d Ieverag_e the skills PPPs have helped postal operators reduce
and know-how of private businesses. the costs of universal service and leverage

the skills of private businesses. The posts
Given the depth of the financial problems use a wide variety of PPP models

successfully, including franchising,
co-location in private retail facilities, and
sale and leaseback agreements.

of the U.S. Postal Service, the time is right
to consider greater use of PPPs. When
designed and executed well, PPPs can be

a useful instrument for the Postal Service Foreign posts have used PPPs to lower or
to manage costs, secure capital needed to eliminate fixed costs in retailing, real estate,
modernize its infrastructure, and acquire and fleet management. Turning these fixed

costs into variable costs allows them to

new know-how to spur product innovation. decline along with mail volume.

Some PPPs can also provide short-term
injections of cash to the Postal Service as A key lesson from U.S. states and foreign
part of a long-term symbiotic arrangement, governments is that there are benefits in
bolstering an organization which suffered a | ¢entralizing and professionalizing PPP

$15.9 billion loss in 2012. expertise and best practices.
. The Postal Service has experience with
Foreign posts have used PPPs to lower PPPs in several functional areas, but does

the costs of providing retail services to the not use a cohesive PPP strategy or
public through franchising initiatives and to | operational approach.

upgrade their vehicle fleets while reducing
fleet management costs. These strategies have also helped foreign posts adapt to the
decline in the hard copy mail market by changing the nature of their costs from fixed to
variable, so that costs fall along with declining mail volumes. In the United States,
federal and state agencies have used PPPs to finance expensive public works projects.
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While the Postal Service does not use a single cohesive PPP strategy, it has
experience with PPPs in a number of functional areas such as the Contract Postal Unit
(CPU) program, which allows privately owned retail facilities to sell postal services.
Worksharing — a program in which Postal Service customers obtain discounts for doing
postal work that they can perform more efficiently — is essentially an innovative PPP
available to the entire mailing industry rather than a single partner.! The Postal Service
also has a number of marketing affiliate relationships with private businesses and
operational partnerships designed to leverage private sector efficiencies.

Nonetheless, the Postal Service can learn from the experiences of foreign postal
operators and other U.S. federal and state agencies. A key lesson from observing other
public organizations is that there are significant benefits in consolidating PPP expertise
within a single office. A PPP office can serve as a repository for best practices;
standardize and disseminate such practices to functions throughout the organization;
act as a champion for PPPs; and develop the financial, legal, technical, and
communications skills that are necessary for the successful development of PPPs. Such
an office could also serve as a well-defined and easily identifiable point of contact for
potential partners.

This paper reviews lessons learned from the Postal Service’s use of PPPs, and
identifies critical success factors for effective PPPs based on the experiences of foreign
postal operators and U.S. government agencies. The paper also identifies potential
partnership opportunities for the Postal Service, and suggests adoption of some best
practices to help guide a future strategy toward PPPs. While PPPs are not a panacea,
the review indicates there is potential for the Postal Service to receive further benefits
from greater use of PPPs, particularly through the establishment of a central, high-level
PPP office.

! See U.S. Postal Service Office of the Inspector General (USPSOIG), Assessment of Worksharing, Report No.
RARC-WP-10-005, July 12, 2010, http://www.uspsoig.qgov/foia_files/rarc-wp-10-005.pdf.
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Public-Private Partnerships: Best Practices and
Opportunities for the Postal Service

Introduction

The U.S. Postal Service is facing several severe problems. Short-term issues include a
loss of nearly $16 billion in 2012 and serious cash flow concerns in 2013. In the long
term, increased reliance on electronic communications by consumers and businesses
has caused a decline in the core mail business. First-Class Mail volume peaked in the
1990s, while overall volume is down sharply from a peak of 213 billion pieces of mail in
2006 to 160 billion pieces in 2012, jeopardizing the Postal Service’s ability to provide
universal service through extensive and costly national networks.

Stabilizing Postal Service finances and remaining relevant in modern communications
will require significant restructuring of operations and the workforce, and updating its
product portfolio. However, the Postal Service is not well positioned, by itself, to make
all of these transitions. Postal Service know-how is concentrated in the declining
traditional mail business, with the exception of e-commerce
fppps can help the ) parcel delivery. Parcels, however, make up less than

Postal Service with 20 percent of Postal Service revenues. U.S. public policy
cost avoidance, does not permit the acquisition and merger strategies that
revenue generation, foreign posts have used to enter new markets, while the
and infrastructure Postal Service lacks capital to acquire significant new
\inves'fments- ) technological capabilities. Furthermore, the Postal Service

lacks the cash to make needed investments even in its
traditional business. The Postal Service was scheduled to replace large portions of the
vehicle fleet in the mid-2000s, but has deferred the replacements, as well as many other
maintenance and capital investment needs, due to a shortage of capital.

Strategic use of public-private partnerships (PPPs) could help the Postal Service to
address these problems.? Foreign postal operators, other government agencies in the
United States, and the Postal Service have used PPPs to achieve several business
objectives, including

= Cost avoidance, such as reducing the need for public capital investment by
transferring project financing in full or in part to the private sector. PPPs can also
make organizational costs variable by replacing fixed assets with third-party-
operated facilities. Organizations can make costs variable by taking a cost that is
fixed in nature, such as owning and maintaining a vehicle or building, and turning
it into a cost that is more flexible and can be more easily adjusted to meet

% The recent paper Restructuring the U.S. Postal Service: The Case for a Hybrid Public-Private Partnership by Ed
Gleiman, George Gould, Ed Hudgins, and John Nolan discusses PPPs in the context of a large-scale restructuring of
the postal system. Restructuring the U.S. Postal Service, January 2013, http://www.napawash.org/wp-
content/uploads/2013/01/Hybrid-Public-Private-Postal-Service-1-2-13-3.pdf. This OIG whitepaper examines PPPs of
a much narrower scope, and does not address the broader policy issue of large-scale industry restructuring.
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demand. Making costs more variable is particularly important in the postal sector,
where demand for mail continues to fall.

= Accelerating the development and introduction of product and process
innovations.

= Developing new growth engines through diversification to serve new customer
segments.

This paper will review lessons learned from the Postal / - \
Service’s use of PPPs, and identify critical success Organizations can
factors for effective partnerships based on the make costs more
experiences of foreign postal operators and U.S. Va”abr']e by :f‘k'gg. a
government agencies. The paper also identifies ﬁgtslirte ?nldstl:):ﬁing] it
potential partnership opportunities for the Postal into a cost that is
Service, and suggests adoption of some best practices more flexible and can
to help guide a future strategy toward PPPs. The review | pe changed to match
indicates there is potential for the Postal Service to demand.

receive further benefits from greater use of PPPs, \ J

particularly through the establishment of a central, high-level PPP office.

Defining PPPs

The National Council for Public-Private Partnerships (NCPPP) offers the following
definition of a PPP:

[A] contractual agreement between a public agency (federal, state or local)
and a private sector entity. Through this agreement, a certain range of
skills and assets of each entity (public and private) are shared in delivering
a service or facility for the use of the general public. In addition to the
sharing resources, each party shares in the risks and rewards potential in
the delivery of the service and/or facility.*

This paper loosely follows the NCPPP definition. The NCPPP’s definition goes beyond
the mere procurement of products or services, which does not involve sharing assets or
risks. At the other end of the spectrum, outright privatization of the public asset is also
excluded from this definition. The term PPP is also used by governments and
intergovernmental organizations in a broader sense. It encompasses any type of joint
activity governments initiate to help achieve public policy goals and involves private
companies, civil society organizations or other government agencies. Government-led

% Richard Norment, The Framework of Public Private Partnerships, May 11, 2011,
http://www.ncppp.org/events/conference-materials/implementing-partnerships-for-infrastructure/, p. 5.
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standardization activities or plans to revitalize specific industries or to speed up
innovation belong to this category as well.*

There are numerous PPP models; all are variations on basic business and contractual
arrangements that define the risks and responsibilities shared with or transferred to, the
private partner. (See Appendix A for a detailed explanation of the main PPP models.)
PPPs can be categorized in several ways. A simple but clarifying classification scheme
aligns the types of partnerships along two axes: one based on the proposed time
horizon, either short term (tactical) or long term (strategic); and the other on the primary
business objective, either cost optimization or business development/new revenues. We
will refer to this classification scheme throughout the paper.

Table 1: A General Classification Scheme for Public-Private Partnerships

Cost Reduction Revenue Generation

Cost Variabilization, Asset Go-to-Market
Monetization
Reducing fixed costs and leveraging Growing market for current products in
Tactical underutilized assets new segments and geographies
= Real property leases = Most USPS revenue-sharing
= Contract Postal Units alliances with strategic partners
= Franchised Post Offices (such as hybrid mail partners)
Long-term Efficiencies New Spaces
Creating economies of scale or Diversification, capability to innovate
Strategic scope, leveraging private-sector
9 ability to manage efficiently = Postal joint venture with banks
= Solution partnerships, i.e., digital
=  Worksharing mail
= Parcel Select

Cost-reduction Approaches

The upper-left quadrant of Table 1 includes cost-reduction efforts of a tactical or short-
term nature. These efforts generate immediate or nearly immediate cash savings and
include real property leases and contracting out the management of postal retalil
facilities. There is some crossover of activities between this quadrant and the revenue
generation quadrants, as this category includes efforts to reduce the burden of costly

* For instance the White House-created US Ignite Partnership, aimed at “connecting, convening and supporting
startups, local and state government, universities, industry leaders, federal agencies, foundations, and community
and carrier initiatives in conceptualizing and building next-generation ultra-fast network applications in education,
manufacturing, health, transportation, public safety and clean energy.” US Ignite, “US Ignite Launches to Catalyze the
Next Generation of Internet Applications,” June 14, 2012, http://us-ignite.org/2012/06/us-ignite-launches-to-catalyze-
the-next-generation-of-internet-applications/.
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infrastructure by using such properties to generate income, thereby reducing the net
expenditure on a property. For example, where the Postal Service is unable to dispose
of a Post Office due to service requirements or stakeholder opposition, executing a sale
and leaseback agreement with a partner could reduce the net short-term costs of
remaining in the facility.® Other tactics in this quadrant include selling and leasing back
fleets of vehicles or providing Post Office franchises to third parties as a replacement for
traditional retail facilities.

The second cost reduction quadrant focuses on strategic PPPs aimed at reducing costs
or gaining efficiencies in the long term. Such strategies can change the basic cost
structure of the Postal Service. Most infrastructure PPPs belong in this category: the
private partner brings its technical and management skills to the construction, operation,
management, and/or maintenance of a facility or public service. The public entity should
carry out a Value for Money (VfM) analysis, a tool for comparing the overall value of a
PPP to a traditional procurement approach. To justify entering into a PPP, the VM or a
similar analysis should show that over the long term a lease or concession arrangement
will provide a better value than traditional public management and procurement
approaches.

In the postal sector, this quadrant would also include strategic partnerships aimed at
minimizing end-to-end processing and delivery costs. The Postal Service’s partnerships
with other delivery services such as FedEx and UPS fit in this category, as could its
extensive worksharing program, in which private mailers receive discounts for
performing some upstream activities such as mail processing and transportation.

Revenue-generation Approaches

Like cost-reduction approaches, revenue-generation PPPs can have either a long-term
or a short-term focus. Short-term opportunities, in the upper right quadrant, are
organized under the “go-to-market” heading. These involve products that are ready to
be marketed to potential buyers. Choosing a PPP as the market entry tactic can help to
overcome barriers to entry. Introducing a product in a new geographic area or entering
a new market segment can be complicated and costly. It may expose the enterprise to
several obstacles, such as a lack of local market or segment knowledge, entrenched
competition, regulations, and additional operating complexity. There are also risks
based on opportunity costs and financial losses due to improper assessment of market
conditions. In the postal sector, partnerships with private retailers to provide alternative
drop-off points for parcels are one example of PPPs that address these batrriers.

® This paper mentions leasing out real or personal property in several places. Potential changes to accounting rules
could make leasing less attractive to many organizations from an accounting and taxation standpoint, but these
changes are not expected to eliminate other incentives to enter lease arrangements. The other incentives for leasing
include obtaining cash and leveraging external expertise. See Jeffrey Shell, Grubb & Ellis, Changes to Lease
Accounting: Will sale/leasebacks still make sense? http://www.grub-bellis.com/Data/Articles/ChangesLeasingAccount
ing.pdf. Both the potential accounting changes and increased use of leasing could require the Postal Service to make
changes to its systems for tracking real estate. The Postal Service has already begun to evaluate its systems to
prepare for the potential changes. Timothy O’Reilly, Controller, U.S. Postal Service, memorandum to Joseph Corbett,
Chief Financial Officer, “Fiscal Year 2012 — Management’'s Communication of Control Deficiencies,” February 12,
2013.
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Another example is the Postal Service’s affiliate partnership arrangements with hybrid
mail companies, which can market their services on the usps.com website.

Long-term revenue generation partnerships or “new spaces,” on the other hand, include
potentially high-value PPPs that have a longer payoff time through the generation of
new revenue streams. These include foreign postal experiments with banking, and
initiatives by the Postal Service and other postal operators to partner with providers of
digitally enhanced postal services. Gaining new capabilities is often a reason for postal
operators to seek PPPs, along with strategic diversification, speeding up innovative
product development, and applying new technologies. From the perspective of a private
sector partner such as a bank or mobile phone operator, a partnership with the public
postal operator can allow it to leverage the brand and image of the post as well as the
post’s distribution channels, and broaden its geographic coverage.

Lessons Learned from U.S. Postal Service PPPs

There are several examples of Postal Service PPPs aimed at both revenue generation
and cost containment, and many partnerships have both types of benefits. PC Postage
partnerships, for example, have allowed end users to benefit from new products, as
vendors innovate and compete for consumers on the postal platform, while also
avoiding certain retail costs for the Postal Service. Despite the successful deployment of
some PPPs, there appears to be room for improvement.

A few promising PPPs, such as the Electronic Postmark (EPM) and hybrid mail
programs, were discontinued or lost momentum before reaching their potential due to a
lack of focused and sustained attention. These PPPs have a high potential value for the
Postal Service and its customers. In addition, the U.S. Postal Service Office of Inspector
General (OIG) found that the Postal Service had lapses in validating revenues received
from some partners.® A review of relevant research and interviews with former postal
employees and stakeholders involved in PPPs reveal the concerns listed below:

= The Postal Service has put its short-term financial interest at the forefront of
initial discussions, reducing the interest of both private and governmental
partners.’

= There are significant regulatory barriers to some PPPs. For example, the Postal
Service is prohibited from offering new nonpostal products. If a potential private
sector partner offers a nonpostal product, this prohibition might prevent the
Postal Service from forming a partnership that would result in a marketable

® USPSOIG, Revenue Sharing Agreements Audit Report, Report No. FI-AR-12-004, September 14, 2012,
http://www.uspsoig.gov/foia_files/FI-AR-12-004.pdf, p. 2.

" Interview with former executive who held roles in business development, strategic planning, and ID protection,
February 25, 2013.
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product.® The uncertainty impedes negotiations with businesses, despite possible
synergies available through a PPP.°

» The stage gate approval process and requirements for short-term financial
returns can dissuade innovation. *°

= Success in forming and executing PPPs is largely dependent on the internal
sponsor’s luck in having the right personnel assigned to the partnership. The
quality and mindset of legal personnel, in particular, can “make or break” PPPs.*

= Some of the best proposals are new, paradigm-shifting ideas that are not readily
understood because they do not fit into past practices. A former manager
involved with several successful innovations and partnerships acknowledged that
“the really good ideas are the ones | didn’t understand.” The former manager
said the Postal Service, like other organizations, needs to devote sufficient
resources to properly analyzing new partnership opportunities, if only to
understand the implications of saying “no” to a potential blockbuster
technology.?

= The Postal Service can be slow and bureaucratic in reaching deals, launching
new initiatives, and resolving partner complaints.*?

= Potential partners report significant difficulties in locating and obtaining
information from points of contact. One organization searched for one year to
identify the relevant Postal Service contact person.** The organization eventually
entered into a successful partnership with the Postal Service, but many
businesses will not or cannot afford to be so persistent or patient.*®

_ _ Another major takeaway from a review of Postal
A single centralized PPP Service PPPs is that there is not a single entity within
ggr']‘;zc‘ﬁgrpr%‘t’g:]‘;;po'”t of | the Postal Service that collects, organizes, and
po studies the lessons learned from the various
partners, and implement and .
disseminate best practices. successful or unsuccessful partnershlps, and shgres
results throughout the organization. Such an entity

® See Postal Regulatory Commission, Phase Il Review of Nonpostal Services Under the Postal Accountability and
Enhancement Act, January 14, 2010, Order No. 392, Docket No. MC2008-1 (limiting the Postal Service’s ability to
license its brand to private sector partners).

? Interview with senior Postal Service official in strategic planning, March 6, 2013.

1A product approval process under which new products must meet benchmarks before receiving approval to move
to the next phase of development or implementation.

™ Interview with a former Postal Service executive who held roles in business development, strategic planning, and
ID protection, February 25, 2013.

2 bid.

13 Remarks by an experienced postal legal expert to The Future of USPS? Center for Research in Regulated
Industries, Advanced Workshop in Regulation and Competition, Washington, DC, April 12, 2013 and USPSOIG,
Revenue Sharing Agreements Audit Report, pp. 2-3.

% Interview with a Member of the Board of Directors, Urbana-Champaign Independent Media Center, January 30,
2013.

15 see "Our Community Media & Arts Center,” Urbana Champaign Independent Media Center, December 8, 2010,
http://ucimc.org/content/our-community-media-arts-center.
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could help overcome the personnel problems identified above, ensuring that qualified
and motivated staff is devoted to vetting and executing partnership agreements
expeditiously and is available to interested external parties. Such dedicated personnel
might have provided assistance in sustaining and revitalizing the EPM program, while
providing rigorous oversight of revenue collection, for example. A single office for PPPs
could implement best practices such as creating a central repository to monitor the
performance of revenue-sharing agreements. Furthermore, establishing a centralized
office could resolve a lack of unified and up-to-date guidance on strategic alliances or
partnerships, and would provide a first-stop address for potential partners.

PPPs beyond the U.S. Postal Service

Both foreign postal operators and U.S. government agencies have addressed problems
similar to the ones the Postal Service faces by using PPPs. This section presents non-
exhaustive examples of some of their strategies and tactics. (See Appendices C and D
for a more extensive review.) The categories and types of PPPs in Table 2 are useful
but are not “carved in stone” — the field is evolving and solutions are often context-
specific. For the Postal Service, there are opportunities to explore creative options
inspired by (not necessarily patterned after) some of the examples reviewed in this
section. As a unique federal entity with a large commercial presence, the Postal Service
should also consider engaging other governmental entities in partnerships by borrowing
from existing PPP models.

Table 2: Classification of Foreign Post and U.S. PPPs*®

= Parcel locker development and

placement
= Real estate management ) ) ) i
Tactical = Financial services at postal retail
actica * Fleet sale and leaseback facilities

agreement )
= CRADA intellectual property

partnerships

= Franchising the retail postal
Strategic network * Enhanced Use Lease
= Seaport concession

Experiences of Foreign Posts with Partnerships

As mail volumes decline around the world, PPPs enable posts to shift costs from fixed
to variable costs that adapt to changes in demand. For example, postal operators have
used PPPs to address the challenges of maintaining retail access and a dense delivery

'8 This classification table is based on a model developed by Jean-Philippe Ducasse and decision/analysis partners.
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network as required under universal service obligations, and to manage the high costs
associated with the network when these fixed costs have grown out of proportion to
revenues.'’

Real Estate Management

Like the Postal Service, many foreign postal operators have dealt with legacy real
estate holdings designed for a business model that is being made obsolete due to
declining mail volume. Over the past 30 years, they have gone through a process of
setting up separate business units to leverage their real estate holdings. According to
experts on European postal systems, the real estate unit often charges other business
units, cost centers, and shared service centers for usage of space through internal
transfer prices. This has helped improve transparency and performance accountability.
The transfer price system has also facilitated a regular review of internal lease
agreements, and has given management incentives to adapt space requirements to
changing needs based on projected volumes and budgets.

Fleet Management

Foreign postal operators have turned fleet management from a mainly technical
operation into a business function focused on maximizing usage of existing vehicles and
reducing fixed costs. One PPP approach is similar to a real estate sale and leaseback
agreement; the postal operator sells its aging vehicle fleet to a private firm which
specializes in leasing, finance and vehicle fleet management. The private firm then
leases a new fleet of vehicles to the postal operator and provides maintenance services.
Postal operators in Italy, Estonia, and the Netherlands have implemented such PPPs.
(See Appendix C for a description of their approaches.)

In this type of partnership, the postal operator may receive the following benefits:
= Animmediate cash injection from the sale of their old fleet;

= Increasing the flexibility or variabilization of operational costs for the new vehicle
fleet; and

= A modern fleet that keeps up with new automotive technologies, improves fuel
efficiency, and meets environmental standards and requirements.

Retail Partnerships

Another strategy used by European postal operators is to establish the retail post office
business as a separate business unit, incorporating it and ensuring private sector
partners’ commitment to developing the network through joint investments or an equity

7 n the United States as in Europe, retail post office sales generate a small proportion of total revenues. See U.S.
Postal Service, “Postal Facts, A Decade of Facts and Figures,” “Postal-Managed Retail Office Revenue,”
http://about.usps.com/who-we-are/postal-facts/welcome.htm (revenue from Postal Service owned facilities was
$10.6 billion in 2012, out of $65 billion total revenues). An evaluation by the firm decision/analysis partners confirmed
that the figure is as low or lower in Europe.
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participation in the new entity.'® Often, the investors have been banks engaged in the
delivery of financial services through postal retail facilities. This strategy reduces the
fixed cost burden for the postal operator, while maintaining the network’s ubiquitous
presence.

Similar to the Postal Service’s Contract Postal Units (CPUSs), foreign posts also contract
with small and individual entrepreneurs to operate a postal retail facility under a
franchise agreement. The franchise generally includes usage of the postal brand,
training, postal technology, and access to the post’'s management and business
systems. The agreement provides the small entrepreneur with a regular flow of clients
and visitors to whom other products and services can be offered. On the other hand,
franchising agreements with individual entrepreneurs can be more difficult to manage
and may prove riskier than other partnerships.

Table 3: Franchising

= Development of postal counters in retail shops. Between 1995 and 2006,
most of the 2,000 post offices were closed and franchised; they were
replaced with retail outlets in supermarkets, bookstores, stationers, and
other retailers.

Project Description

= In 2008, the Dutch Post still had 250 post offices in addition to 1,850
service points. It decided to extend to 2,600 the number of outlets and to
close all remaining self-standing post offices within the next three years.
The last one was closed in 2011.

= Long process from fully owned to fully franchised network allowed for a
smooth transition, reducing any harm to, and complaints from, from the
general public and stakeholders.

. . = Added customer convenience (more access points, longer opening
Main Business hours).

Objectives/Results
= Reduction of fixed costs consistent with mail volume declines.

= Closure of the remaining 250 post offices in 2008-2011 was expected to
contribute from 2013, a structural annual operational cost saving of 45
million euros compared to 2007.

'8 |n order to establish its retail facilities as a separate unit, the Postal Service would have to decouple retail from
delivery, and recommended by the OIG in Retail and Delivery: Decoupling Could Improve Service and Lower Costs,
Report No. RARC-WP-11-009, September 22, 2011, https://www.uspsoig.gov/foia_files/rarc-wp-11-009.pdf.

18 PostNL, “TNT Post to strengthen retail network,” March 5, 2008, http://www.postnl.com/about/historical-
information/newsitem.aspx?key=573478; PostNL, Business Developments, Annual Report 2012,
http://annualreport2012.postnl.com/report-of-the-board-of-management/mail-in-the-netherlands/business-
developments; and de Volkskrant, Small post offices are Bruna stores, December 12, 1995,
http://www.volkskrant.nl/vk/nl/2844/Archief/archief/article/detail/408833/1995/12/12/Kleine-postkantoren-worden-
Bruna-winkels.dhtml.
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Franchising strategies such as the ones used in Australia and the Netherlands are more
comprehensive than the Postal Service’s CPU program. The Dutch Post (now PostNL)
is a good example of a post that over time used these strategies to drastically reduce
fixed network costs. Over 15 years, PostNL has evolved from being fully owned-and-
operated by its mother company to a fully franchised retail network.

As e-commerce volumes grow, postal operators have set up dedicated parcel delivery
networks. Many posts are testing and deploying 24/7 self-service parcel lockers in order
to reduce the cost of failed deliveries and to increase customer convenience. To finance
these new postal infrastructure components and to limit fixed costs, several PPPs have
been used in Europe.

Table 4: Retail Location Partnerships

Case Study: Itella (Finland) Parcel Locker Partnership®

= Cooperation agreement between Itella (Finnish post) and retail chain
Kesko on the installation of Smartpost automatic parcel points in all (75) of
Kesko’s current “K-Citymarkets” by the end of 2013.

= In 2012, Itella signed a cooperation agreement with another major retail
_ o chain, S Group, which will see up to 350 parcel terminals established in
Project Description the retailer’'s supermarkets around Finland by 2015.

= The post provides the equipment, while the supermarket provides space,
maintenance, and servicing of the parcel terminal.

= This agreement is part of Itella’s strategy to deploy parcel terminals, which
started with the installation of 50 parcel points in 2011.

Main Business = Making terminals quickly available to a large number of customers.

Objectives/Results | . cystomer convenience (for pick up and return of e-commerce packages).

2 see Itella, “Smart automatic parcel will be K-city markets,” March 30, 2012,
http://www.posti.fi/tiedotteet/2012/20120330 Smartpostit Citymarketeihin.html and Post and Parcel, “Itella deal to run
parcel terminals in Finnish supermarkets,” August 14, 2012, http://postandparcel.info/49924/news/companiesl/itella-
deal-to-run-parcel-terminals-in-finnish-supermarkets/.
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U.S. Federal and State Government Agencies’ Experiences with PPPs

Government agencies in the United States have significantly increased their usage of
PPPs as they deal with aging infrastructure and resource constraints.** The most
frequent users of PPPs are state departments of transportation; toll roads are among
the most high-profile PPPs. This section will focus on limited examples that could be
adapted to the Postal Service’s needs under the right circumstances (More information
and case studies can be found in Appendix D).

Monetizing Underused Assets

Changing demand patterns and policy directions lead many agencies to consider
alternative ways to monetize assets they no longer use or just partially use, but which
they cannot or do not wish to sell. PPPs can generate financial value from underutilized
assets by providing new sources of revenue, or new sources of financing backed by the
market value of these assets.

Monetizing Real Estate

Several models can be considered for funding construction or renovations on
underutilized federal property. The Enhanced Use Lease (EUL) allows a private
developer to lease underutilized property, with rent paid by the developer in the form of
cash or in-kind services, most often tied to the agency’s programs. The National
Aeronautics and Space Administration (NASA) uses EULSs to attract private interest and
investment in order to further its mission, such as by using private sector assistance to
meet renewable energy goals; to extend NASA's research capabilities; to improve
infrastructure; and to generate revenue.?? The Postal Service has previously entered
into EULs as well.

2l See Fawn Johnson, “Why you won’t own your road,” National Journal, March 16, 2013,
http://www.nationaljournal.com/magazine/why-you-won-t-own-your-road-20130516.

*NASA, NASA Desk Guide for Enhanced Use Leasing of Real Property, February 2010,
http://www.hg.nasa.gov/office/codej/codejx/Assets/Docs/EUL_Desk_Guide Feb 2010.pdf, pp. 2-3, and NASA Office
of Inspector General, NASA'’s Infrastructure and Facilities: An Assessment of the Agency’s Real Property Leasing
Practices, August 9, 2012, http://oig.nasa.gov/audits/reports/FY12/1G-12-020.pdf, pp. 24-35.

B GAO Report No. GGD-99-23 contains a description of the EULSs relating to the Grand Central Station Post Office,
New York, NY, 1987 (99 years lease) and the Rincon Center Post Office, San Francisco, CA, 1985 (65 years lease).
GAO, Public-Private Partnerships: Key Elements of Federal Facility and Building Partnerships, February 3, 1999
http://www.gao.gov/products/GGD-99-23, pp. 7, 10, and 16. However the GAO in Report No. GAO-09 283-R noted
that the Postal Service had “little incentive to enter into EULs and rarely [did] so in large part because it had more
authority than other agencies to sell unneeded property outright and use the proceeds for any mission related
purpose. GAO, Federal Real Property: Authorities and Actions Regarding Enhanced Use Leases and Sale of
Unneeded Real Property, GAO-09-283, February 17, 2009, http://www.gao.gov/products/GAO-09-283R, p. 16. Even
after taking these comments into account, there are other reasons to use EULSs. Leveraging private sector innovation
is one such reason. In addition, even though the Postal Service has the legal authority to dispose of excess
properties, it faces a number of practical barriers to doing so. Because of these barriers, the Postal Service must
consider other options for making efficient use of real property.
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Table 5: Enhanced Use Lease

Case Study: Yuma, AZ, Desert Proving Ground?*

=  General Motors (GM) turned unused Army-owned land into a hot weather
vehicle test facility for joint GM/Army use.

= 50-year Enhanced Use Lease of 2,400 acres adjacent to Army’s vehicle test
facility
Project

Description = GM financed, built, and operates new testing facility ($100 million) on secure

Army-owned land.

= GM provides in-kind maintenance and engineering services in lieu of lease
rents.

= Facility is used by GM and the Army for individual and joint projects.

= Army monetizes unused land.

= Generates operational synergies between GM as a supplier and the Army.
Main Business . . . N
Objectives/Results Army receives services without tapping into federal funds.

= GM also benefits from pre-existing, secure environment.

= Local community benefits — 300 jobs created.

Infrastructure Financing and Operational Effectiveness

In many of the most high-profile uses of PPPs, new costly infrastructure is funded by the
private sector. To finance a seaport in Baltimore (see Table 6), a private operator
retained revenue from the core terminal operations, and therefore had an incentive to
develop the business further. In other scenarios, the private party derives its revenues
from annual performance-related fees made by the public agency. The fee-for-
performance approach requires a detailed definition of the quality indicators and
performance targets needed to help the public agency monitor compliance with service
level agreements. Such contracts can provide some assurance of effective
management of the facility by the private sector.

It should be noted, however, that experts indicate the “financing” component should not
be the sole justification of a PPP, since in the long run, private funds usually have
higher financing costs. Many other elements are considered in the screening process.
These include the public agencies’ recognition that private management would achieve
operational gains thanks to the application of specialized know-how. For example, the
private sector partner may provide specific marketing, sales, and operational skills that
the state agency did not possess. The state agency could provide oversight and
governance to enforce a pay-for-performance scheme.

#u.s. Army Enhanced Use Lease Program, Yuma Proving Ground, AZ — Army Enhanced Use Leasing Use
and Case Study, http://eul.army.mil/YumaGSA_Award.pdf, U.S. Army, Yuma Proving Ground: Yuma, Arizona,
http://eul.army.mil/ProjectSheets/yuma.htm, and NCPPP, Yuma Desert Proving Grounds: Yuma, Arizona,
http://www.ncppp.org/resources/case-studies/public-safety/yuma-desert-proving-grounds-yuma-arizona/.
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Table 6: Long-term Lease and Concession

Case Study: Baltimore Seagirt Marine Terminal®

= 50-year lease and concession to private operator Ports America (Highstar)
to operate and maintain a marine terminal.

= Ports America built a new container berth and funded new construction. It

Project also made a $100 million upfront cash payment and makes an annual
Description payment to the state; it derives its income from the revenue generated by
the Seagirt business.

= State agency retains ownership and responsibility for security, while private
partner keeps revenue from the terminal business.

» State should save $200 million in capital expenditure and $600 million in
operating and maintenance costs over the lifetime of the project.

Main Business Project is estimated to generate nearly $16 million per year in new tax
Objectives/Results revenue.

= Project created 2,700 one-time construction jobs, plus an estimated 3,000
jobs directly and indirectly through new business.

Promoting Innovation through Intellectual Property

PPPs can accelerate the launch of new services and grow a public agency’s ability to
innovate. The Cooperative Research and Development Agreement (CRADA) is a
frequently used tool created in 1986 to allow the private sector to leverage government-
owned intellectual property and publicly funded research. CRADASs are used, for
example, to allow private firms to commercialize research developed by government-
owned national laboratories. The government benefits by collecting direct payments or
royalties. In 2009 more than 4,000 such agreements were active across the federal
government. NASA plans to increase its use of CRADASs in order to stimulate innovation
and commercialization of new technologies. %°

Lowering the Cost of Capital to Support PPPs

Since the late 1980s Congress and the federal executive branch have proactively
supported the development and implementation of public-private partnerships to finance
and build public sector projects. Several federal credit assistance and financing tools
encourage states to pursue private participation in transportation infrastructure. At least
32 state governments have established infrastructure banks to support surface
transportation projects. The private activity bonds (PABs) program provides private
developers access to tax-exempt interest rates, which lower the cost of capital

% See Maryland Port Administration, Seagirt Marine Terminal,
http://www.mpa.maryland.gov/_media/client/terminals/smt.pdf, and WBAL TV News, Agreement Brings 5,700 New
Jobs to Baltimore Port, http://mpa.maryland.gov/_media/client/News-Publications/2009/11202009press.pdf.

% NASA, Plan for Accelerating Technology Transfer at NASA, October 31, 2012,
http://www.nasa.gov/pdf/709314main_ NASA PLAN_FINAL.pdf, p. 16.
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significantly. The Transportation Infrastructure Finance and Innovation Act (TIFIA) of
1998 established a credit program which secures loans or provides loan guarantees for
major transportation PPPs. Numerous state and local governments have used similar
tactics.

Lessons Learned from Foreign Posts and U.S. Agencies

The viability of a PPP is partly driven by industry-specific factors such as trends for
long-term demand and the variability of revenue streams. Lessons learned from PPPs
in the United States and abroad, however, point to common concerns and success
factors which affect the ability to engage potential partners, align public agency
stakeholders, and build and oversee sustainable partnerships. Experts warn PPPs
should not be pursued solely for short-term financial gain. They often involve higher
financing costs and service payments to private sector partners. Consideration of these
long term costs should not be obscured by the possibility of an initial financial boost.

Other specific concerns expressed by participants and observers in PPPs include

= Loss of public control and flexibility, by constraining the government’s ability to
make further policy decisions related to property covered by a PPP.

= Loss of future public revenues, particularly for PPPs relating to toll roads, which
have been criticized for trading valuable future toll revenue for upfront payments,
potentially short-changing the public sector over time.

= Limited accountability and transparency.
= Concerns about foreign investments in sensitive areas.?’

Governments can mitigate these concerns through careful preparation and
consideration of the tools and factors outlined below.

Dedicating Expert Resources to PPPs

The preparation and approval of PPPs requires complex coordination between different
agencies and levels of government, and a mix of financial, legal, technical, project
management, and communications skills. To facilitate

these tasks, several U.S. states have established PPP Several U.S. states and

offices as public agencies, government-owned foreign governments

corporations, or advisory boards, primarily in the last few E%\;e Sf?_t up dedicated
ofTTices.

" See Fawn Johnson, National Journal, Why you won't own your road, Fawn Johnson, National Journal, Oops!
Judge slams local public-private deal, May 13, 2013, http://transportation.nationaljournal.com/2013/05/00ps-judge-
slams-local-publicp.php, Charles Chieppo, GOVERNING, When public-private partnerships are a bad idea, March 13,
2013, http://www.governing.com/blogs/bfc/col-public-private-partnership-cincinnati-parking-lease.htmland The
Canadian Council for Public-Private Partnerships, Why Choose PPPs, http://www.pppcouncil.ca/resources/about-
ppp/why-ch