2001 Unit Cost Reduction

Calculations:

Against its actual obligations
 of $615 million for fiscal year 2001, SFA managed to a unit cost of $19.57.  This is a reduction of $.57 or about 3 percent to the comparable obligation unit cost of $20.14 from fiscal year 2000.  In fiscal year 2000, the SFA obligations were $595 million. 

The $615 million includes fiscal year 2001 operations funds provided by the Congress that were allocated by the Secretary to SFA for administration of the SFA programs, i.e., funds for salaries and benefits, for operations and modernization contracts, and for general operations such as travel, training, equipment, printing, etc.   


The table below provides detail on SFA's obligation unit costs between 2000-2001:  

Target Unit Cost Trends based on Obligations



 (In millions) 








Unduplicated Recipients
29.548
 
31.398
 

 
 
 
 
 

 
2000
 
2001
 





 
Obligations
 Unit $ 
Obligations
 Unit $ 

Labor
 $            92 
 
 $                 101 
 

Contracts
 $         456 
 
 $                 477 
 

Other
 $            47 
 
 $                   37 
 

Subtotal
 $         595 
 $   20.14 
 $                 615 
 $       19.57 

Discussion:

In managing its direct operating budget of $615 million, SFA focused on three categories of spending.  

· For compensation and benefits, SFA spent $100.8 million, an increase of approximately $9 million above prior year amounts.  The number of SFA staff increased by 19 or 1.6 percent from the prior year and accounted for approximately $1.6 million in growth.   The remaining increase in spending is attributable to salary and benefit cost of living increases and to the fiscal year 2000-performance bonus.  SFA is committed to reducing its staffing in 2001 and outyears as automated and reengineered systems and processes are implemented.

· Contracts for operations, modernization, and miscellaneous activities increased by approximately $21 million or 5 percent above the prior year.  The most significant growth pertained to modernization--the SFA investment in the future--that grew by $5 million to $72 million.  This investment was a solid one: in 2001, SFA replaced its expensive proprietary Internet system, released its electronic promissory note, turned on its state-of-the-art financial management system, retired the Central Data System, and developed electronic Forms 2000, the Schools Portal and Information for Financial Aid Professionals, eSign, and FISAP on the Web.  The SFA operations or legacy contracts showed only a modest $5 million or 1.4 percent increase in cost, reflecting the retirement of older systems due to modernization while serving additional students.

· Other costs such as travel, printing, equipment, and investment in SFA’s new DC facility declined by nearly $10 million or 21 percent when compared with similar costs in 2000.  

Additional Costs:

There are three additional cost categories that effect the overall SFA unit cost:  (1) shared or common services with the Department of Education; (2) contract costs of administering debt consolidation; and (3) contract costs for consolidating student loans.  The costs are detailed below:

Target Unit Cost Trends based on Obligations


(In millions)









Unduplicated Recipients
29.548
 
31.398
 

 
2000
 
2001
 

 



 
Obligations
 Unit $ 
Obligations
 Unit $ 

Labor
 $            92 
 
 $                 101 
 

Contracts
 $         456 
 
 $                 477 
 

Other
 $            47 
 
 $                   37 
 

Subtotal
 $         595 
 $   20.14 
 $                 615 
 $       19.57 

Common Services
 $            62 
 $     2.10 
 $                   74 
 $         2.36 

Debt Collection Support
 $            10 
 $     0.34 
 $                   10 
 $         0.32 

Loan Consolidation
 $            26 
 $     0.88 
 $                   43 
 $         1.37 

Total
 $         693 
 $   23.45 
 $                 742 
 $       23.62 

· Department of Education shared or common services costs include: (1) centralized IT services such as security, software licensing, networking, internet access, etc; (2) central telecommunications costs such as local and long distance services, etc.; (3) central support services such as rental of space, postage, copy and mail room services, training, pay and personal records, transit subsidy, health unit services, etc.; and (4) shared costs for Department administrative operations including CIO, CFO, General Counsel, and Management.   SFA does control many of these cost categories, e.g., rental of space, postage, health services, etc. These costs increased by $4 million in 2001, primarily for postage and enhanced IT services and security.  There are other costs, however, over which SFA has no direct control, but should rightfully share as a unit of the Department, e.g., Department administrative operations.  These costs increased by $8 million.
· SFA utilizes subsidy funds to support its Defaulted Debt Collection Services, primarily for receipt, storage, and dissemination of student records, and for recordation of actions undertaken by its contracted debt collection agencies.  Costs for these activities are relatively stable from year to year.

· SFA also uses subsidy funds for consolidation of student loans. Effective July 1, 2001, the interest rate on consolidated loans dropped from 8.19 percent to 5.99 percent for students who are no longer in school.  For students currently in school, the rated dropped to 5.39 percent.  SFA saw an immediate increase in loan consolidations in July, August and September of FY 2001.  
In addition, SFA loan consolidation processing increased from an average monthly total of 24,093 consolidations for the period of October 1999 through March 2001, to 34,421 consolidations for the last six months of fiscal year 2001.  This was a 43 percent increase, per month, in the loan consolidation volumes.  This heightened activity, good for the student, but not entirely under the control of SFA, increased SFA’s costs for administering the program.

Taken together, these three cost categories increased SFA's overall obligation level by $127 million to $742 million.  The resultant obligation unit cost is $23.62, an increase of $.17 or .7 percent above the modified calculation for fiscal year 2000 of $23.45.

These additional cost categories of spending are truly a mixed bag.  For shared costs with the Department, SFA is implementing programs to contain spending.  For example, the promotion of electronic FAFSA reduces printing, postage, and examination costs.  In 2002, our goal is to encourage 60 percent of our FAFSA filers to use electronic means as opposed to the approximate 40 percent of filers who used e-FAFSA in 2001.  We will save funds in 2002 thanks to e-FAFSA.  

Loan consolidation costs saw the largest increase in spending between 2000 and 2001, nearly $17 million. The increase was not due to uncontrolled cost increases.  This increase was due principally to the large numbers of students who took advantage of the drop in interest rates effective July 1, 2001. 

Preliminary analyses indicate that the unit cost of processing a loan consolidation actually dropped by about .2 percent from an average of $99.84 for the period of October 1999 through March 2001 to $99.68 for the last six months of 2001.  For that same period, deactivation/reactivation costs dropped from $10.15 to $9.70 per consolidation while check writing costs dropped from $2.04 to $1.38 per consolidation.  (SFA renegotiated its loan consolidation contract to a performance-based contract effective April 1, 2001.) 

� An Obligation is the reservation of Federal funds for an eventual cash payment for goods or services received.  Obligations are incurred at the moment of a legal commitment of the Federal government to pay for goods or services, e.g., upon signature of a contract between the government and contractor.





4
1

