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DMCS Replacement Business Case
Project Name:

Debt Management and Collections System Replacement 

Channel:



Students

Project Sponsor:

Jennifer Douglas

Project Lead:


Sybil Phillips/Gary Hopkins/Brian Sullivan
Project Description  

This business case identified the need to replace a legacy system - Debt Management and Collections System (DMCS).  In addition, this business case recommended technology solutions and implementation options.

DMCS is a major component of the FFEL System developed approximately 13 years ago.  This mainframe based FFEL system is co-owned by the Financial Partners Channel and the Students Channel.  Specifically, Collections, a Students Channel business operation has the ultimate operational ownership to DMCS.  

Functionally, DMCS provides for the processing of outstanding financial aid debts from the time a debt is assigned to Department of Education until it is paid-in-full or otherwise satisfied.  Technically, DMCS is part of the FFEL legacy system and maintained by Raytheon Systems Corporation.  The DMCS contract with Raytheon expired on September 30, 2001, and currently running on two additional six-month options and one three-month option. Strategically, the changing business requirements demand that the FFEL legacy system be retired or replaced with newer and better technologies. The imminent expiration of the current Raytheon contract enabled the management decision to analyze current situation and seek potential technological solutions to replace or retire all components of the FFEL system.   

What is the purpose of the initiative?
The objective is to conduct a final Commercial-off-the-Shelf (COTS) package selection to replace the current DMCS with a robust, modern and flexible technology solution is in tandem with retirement of the overall FFEL System.  The selected COTS package must meet the majority of Collections requirements, and preferably support the Common Servicing for Borrowers (CSfB) vision.  

This business case will be presented at the Investment Review Board for funding approval. 

The Need for Change  

Currently, Collections is challenged with:

· Intense pressure to maximize recovery rate while decreasing operational expenses and collection costs.

· Increasing recovery rate from 10.45% in FY00 to 11.36% in FY01.

· Reducing collection agency fee from 23% to 20% in the next two years.

· Growing defaulted loan portfolio. 

· Managing collection agencies’ performance and ensuring a performance-based environment.

· Improving Collections’ productivity through lean, efficient and automated processes.

· Lacking of sophisticated decisioning strategy capabilities within the computer system.

· Projected legacy system contract extension not to exceed December 2002.

Likewise, Collections’ partners are concerned with:

· Exchanging accurate and timely transactional, financial and skip tracing information in an automated fashion with Department of Education.

· Productive use of new technologies.

Description of the business problem to be addressed:

Congress established SFA in 1998 as a “performance based organization” (PBO) within Department of Education.  SFA is in the midst of a modernization effort to transform the organization by adopting commercial practices for functions such as loan origination, servicing and collection.  This business case seeks to analyze the current Collections business and systems situation, focus on strategic collections and recovery areas, and introduce suitable commercial practices.

Under the PBO statute, Collections has transformed itself from an internal collections department to a management organization managing 13 private collection agencies, and to whom Collections outsourced approximately 97% of its debts.  Through establishing contracts with private collection agencies (PCA) and implementing performance based collections practices with the PCAs, Collections earned a reputation of being one of the most aggressive and successful collections organizations within the Federal government.  In the quest to save money, boost efficiency and ensure an increase in recovery amount, Collections management has been continuously searching for new and creative management strategies to help reach its overarching business goals.

The current DMCS system has been patched and re-patched with years of changes in business requirements. The legacy system has become difficult to maintain, and it does not provide ad-hoc reporting tools to the management. More importantly, the rigidity of the system prevents and impedes the implementation of the management strategies and best practices.  The need to update and replace the current system has become a high priority at Collections.  The management in Collections is prepared to embrace new technologies enabling implementation of various collection strategies, to make a great leap forward in systems architecture and to anticipate change.

In addition, this initiative to replace the current DMCS applications with a robust, modern and flexible technology solution is in tandem with retirement of the overall FFEL System. 

The new solution will support SFA in its mission to lower unit costs, increase employee satisfaction and increase customer satisfaction. The new technology will enable the speedy implementation of the collection strategies, reduction in manual and tape processing, automation in workflow, user-friendly applications and reporting capability, as well as the scalability in effective sharing of information with external and internal partners. 

Overall, this initiative will enable Collections to capture the additional economic value of the defaulted loans, to enhance productivity as well as accelerating the cash flow to U.S. Treasury.   

What is the start date and end date of the initiative?

Recommended start date:  
November 19, 2001 

Projected end date: 

December 31, 2002

Project duration: 


14 months

What is the scope of the initiative, including what it is not?
This initiative includes the customization of the recommended COTS package, testing, and implementation of the solution as well as data conversion/migration and user training.

The scope shall not include:

Actual maintenance and support of the new system

What other business areas/external groups are affected by the implementation of this initiative, and how are they affected?

Replacement of DMCS will impact all areas in Collections that use DMCS to support their business functions.

· The new system will have a different user interface.

· New business processes and workflows will be required with the new system.

· Training and skills update of the Collections and PCA staff will be critical to enable effective use of the new system.

This initiative impacts external entities outside of Collections who use the services of or provide information to DMCS subsystems. These include Guaranty Agencies, collection agencies, the IRS and other government agencies, schools and borrowers.

· Information provided to the external entities from DMCS will need to be provided by the new system

· The new system will need to accept information that is currently supplied by external entities.

What systems are impacted by the implementation of this initiative, and how are they impacted?

This initiative aims to replace all of the DMCS subsystems. Such an effort has implications for all systems that interact with DMCS. 

The impacts are:

· DMCS currently interacts with the School and Lender system, Guaranty Agency system and Support System. It is assumed that these systems will be retired prior to the DMCS replacement and that the system interfaces between DMCS and these systems will be addressed by the FFEL Retirement initiative.

· External systems need to produce data files according to the new system’s requirements. 

What business processes are impacted by the implementation of this initiative, and how are they impacted?

Replacement of DMCS will impact virtually every business process that Collections engages in to support their business functions.

The impacts are: 

· Re-engineered business processes and new workflows will be required with the new system.

· Training and skills update of the Collections and PCA staff will be critical to enable effective use of the new system.

What are the impacts on the Enterprise from the implementation of this initiative?

The overall DMCS Replacement effort will enable SFA to streamline and modernize its debt collections processes thereby enabling an improvement in the collections effort.  This effort will provide greater fiscal integrity for SFA and the Department.  The new collections system will help Collections in achieving higher recovery rate and ultimately resulting in an accelerated cash flow to the U.S. Treasury.   

Leadership from Student Financial Assistance will need to make a critical decision in mid-January to determine future implementation options based on the COTS package selection result.

How will the initiative comply with the accessibility guidelines of The Department of Education and Student Financial Assistance?  

This initiative will adhere to Section 508 compliance.  The COTS package finalist will meet Section 508 (American Disability Act) requirements. 

Technologies Used

A number of collections software products are available in the current marketplace.  This analysis focuses on several proven products implemented by credit card companies or non-collateral personal loan businesses that most resemble the student loan business.  In addition, since Collections’ core competencies are collections through Federal tools and PCA performance management, the focus was placed on capabilities in data transfer and management tools.    

The following pre-screened collections and recovery software products are considered:  

	Number
	Company Name
	Product Name

	1
	London Bridge
	· Collection Manager

· Recovery Management System (RMS)

	2
	PaySys International
	· Collection, Tracking and Analysis System (CTA)

	3
	Fair, Isaac & Company
	· Triad Adaptive Control System

	4
	Raytheon
	· Debt Management System – currently under development

	5
	American Management System (AMS)
	· Computer Assisted Collection System (CACS Enterprise)

· Strata Enterprise

	6
	Total Systems Services (TSYS)
	· VU Point

· National Attorney Network (NAN)

· Teleskip

	7
	Towne Services 
	· Collection Works

	8
	BillMartrix Inc.
	· BillMatrix

	9
	BFrame Inc.
	· BFrame 2000

	10
	Ontario Systems
	· Flexible Automated Collection System (FACS)


In addition, the following pre-screened decision support software products are also considered:

	Number
	Company Name
	Product Name

	1
	Seisint (formerly known as eData)
	· Accurint – Borrower Locator

	2
	HNC
	· Capstone - Decision Manager

· Capstone - Model Manager

· Capstone - Strategy Manager


A high-level software gap analysis was conducted, and each COTS package was scored based on its capability vs. business requirements.  The top three choices are:

· Recovery Management Systems (RMS) by London Bridge

· Collection, Tracking and Analysis System (CTA) by PaySys International

· Debt Management System by Raytheon

Please note that AMS was initially reviewed because of its product features.  However, a recent finding discovered that the Federal Retirement Thrift Investment Board filed a $350 million lawsuit against AMS in July 2001 for not delivering systems on time and on budget.  It is recommended that AMS will not be further considered.

Recommended Next Step   

The recommendation is that SFA take a staged approach to first conduct a detailed COTS selection and gap analysis.   During this first stage, detailed business and technical requirements will be gathered; implementation feasibility and options as well as the costs/benefits associated with each of the option should be communicated to SFA management for making a key directional decision. Subsequently, the implementation plan (including customization, interface, data conversion, testing, user-training) will be carried out. 

Benefits   

The benefits that DMCS replacement brings are:

· Enabling speedy implementation of collections strategies.

· Generating cost savings primarily through reduced system maintenance costs.

· Providing management with decision support tools and capabilities to:

· Conduct portfolio management.

· Translate customer information into effective collection strategies. 

· Focus on debt collection outsourcing and collection agency performance management. 

· Improving the financial management for both FFEL and Direct Loan program and potentially accelerating the timing of the receipt of cash flow to U.S. Treasury.

· Enhancing employee satisfaction through a user-friendly system, automated process environment and updated skill sets.

Overall, this initiative supports the goals and objectives of SFA:

· Reduced Unit Cost

· Reduce Collection Agency Fee from 23% to 20% in the next two years.

· Lower overall IT costs from rationalized applications and right-sized platform.

· Increased collections through more timely use of shared information.

· Long-term reduction in defaults from greater certainty of prosecution.

· Customer Satisfaction

· Collector perceived as more in control and coordinated across multiple loan types.

· Potentially to focus on rehabilitation to a group of pre-defined borrowers.

· More frequent targeted transfer of accounts to collection agencies and credit bureaus.

· Increased funds back to the Federal government and eventually benefit the taxpayers and future borrowers.

· Employee Satisfaction   
· Empowering management with flexible reporting, data modeling and predictive modeling tools.

· Reducing manual work such as tape mounting, mailing and report distribution.

· Providing employees with a user-friendly system.

· Providing employees an opportunity to re-tool themselves and gain up-to-date skills.

· Fiscal Integrity
· Better financial tools to manage the defaulted loan portfolio

· Timely and accurate financial reporting capabilities 

Costs 

Fiscal year 2001 costs for DMCS include production maintenance, systems development and Virtual Data Center (VDC) operations.  The total systems cost was approximately $20 million.  

The recommended next-step to the SFA management is to perform an in-depth analysis on the COTS packages in the marketplace.  Further analysis will determine implementation effort, schedule and costs.

Total Cost of Ownership

What is the level of required enhancement after implementation?

It is expected that as management strategies and customer expectations change, enhancements will be made to provide increased customer and employee satisfaction and further reduce unit costs to the most economically advantageous extent. 

What is the life span of this initiative?

The recommended solution is a modern system, compatible with industry standards.  The system is expected to span a ten-year period.

Alternatives

Discuss what could be done in place of this initiative and describe the consequences of each alternative.

	Alternative
	Consequence

	Remain as-is
	· SFA will have to renew and renegotiate the DMCS legacy contract that is not consistent with SFA’s enterprise strategic planning. 

· The renewed DMCS contract will most likely cost more than current costs.



	Retain the existing system - eliminate unnecessary components
	· SFA continues to maintain an expensive mainframe platform. Constraints of existing applications (manual processing, debt management and reporting capabilities) continue to hinder more effective collections.

· SFA will have to renew and renegotiate the DMCS legacy contract that is not consistent with SFA’s enterprise strategic planning.



	Enhance the existing system – provide end users reporting tools
	· SFA continues to maintain an expensive mainframe platform. Constraints of existing applications (manual processing and debt management capabilities) continue to hinder more effective collections.

· SFA will have to renew and renegotiate any legacy contract that is not consistent with SFA’s enterprise strategic planning.




Risks

The following outlines the primary risks associated with the implementation of a new debt management system.  

	Risk
	Description of Risk
	Mitigation Plan



	Scope 
	The selection process may result in a COTS package only suitable for debt management, and not suitable for both servicing and collections.  


	Select the strong debt management COTS package that can be integrated with a strong loan servicing COTS package as part of DLSS Re-engineering. 



	Timeline
	The implementation effort and schedule may exceed the current contract expiration date of December 31, 2002.
	A variety of options are available from implementation of an industry standard COTS package to re-platforming the current DMCS.  Decision point in mid-January will determine approach.  


	Communication
	May not capture requirements from the entire user community.
	Integrated team pulled from SFA and Mod Partner; communicate the changes to the user community early and throughout the project.


	Resource
	Lack of resources within SFA; Inadequate existing contractor support due to contract demise or realignment.


	Close interaction with project sponsor and key decision makers; assistance from SFA contracting officer to ensure existing contractor fulfill all contractual obligations in any required transition tasks. 

 


Acquisition Strategy
Sources (Indicate the prospective sources of supplies or services that can meet the need of this project.  List the most likely offers for the requirement, and/or the manufacturer and model of the equipment that will most likely be offered).  

Project task orders will be awarded to the Modernization Partner under SFA’s existing agreement with Accenture.

Competition (Describe how competition will be sought, promoted, and sustained throughout the course of the acquisition, including any performance requirements that will be required.)  

The competitive procurement for this work has already been concluded, with the result being the award of the Modernization Partner Basic Purchase Agreement.  The Modernization Partner is required to use competitive procedures, where appropriate, in selecting subcontractors.

Contract Considerations (For each contract contemplated, discuss contract type selection; use of multiyear contracting, options, or other special contracting methods, ex: performance-based).
Multiple contracts are not anticipated for this effort.  Most task orders awarded to the Modernization Partner will be firm fixed price and performance based, including Share-in-Savings.
Schedule/Milestones (including acquisition cycle)

	#
	Milestone
	Start Date
	End Date

	1
	COTS Selection (including requirements gathering)
	November 19, 2001
	January 15, 2002

	2
	Business Case Feasibility and Options
	November 19, 2001
	January 15, 2002

	3
	Business Case Cost/Benefit
	January 15, 2002
	March 31, 2002

	4
	Conference Room Pilot and Gap Analysis
	January 15, 2002
	March 31, 2002

	5
	Management Check Point – Key Decision
	January 15, 2002
	

	6
	Design Phase – Customization of COTS (including interface)
	TBD
	TBD

	7
	Data Conversion 
	TBD
	TBD

	8
	Testing (unit test, integration test, parallel test, user test)
	TBD
	TBD

	9
	User training
	TBD
	TBD

	10
	Implementation and User Roll-out
	TBD
	TBD

	11
	System Maintenance and Support
	TBD
	-


The following time chart illustrates the sequence of DMCS replacement, relative to the overall FFEL retirement schedule.
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