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PREAMBLE

The Voluntary Flexible Agreement (VFA) Business Case team has been charged with the task of assessing and determining the actual and prospective impact of VFAs on the systems and processes of Student Financial Assistance (SFA) that relate to guaranty agencies (GAs).  The team was comprised of members of Financial Partners, SFA CIO, SFA CFO, Modernisation Partner, and support contractor staff.  Incorporated in the business case developed by the team are detailed cost, process, and timelines as well as the statutory obligations inherent to the VFAs.

OVERVIEW

Congress, as part of Section 428A of the 1998 Amendment to the Higher Education Act  (HEA) of 1965, allows the Department of Education to enter into VFAs with GAs to pilot alternatives to the current GA financing model.

Under the terms of the statute, a VFA incorporates and modifies the existing agreement between the Department and any participating guaranty agency in the Family Federal Educational Loan (FFEL) program.  The new arrangements are intended to enhance program integrity, increase cost efficiencies, and improve the availability and delivery of student financial aid.

The objective of the Business Case is to identify the set of new and existing processes needed to manage and monitor the execution of VFAs between ED and GAs, as well as provide a mechanism to collect and deliver data in the required congressional report by the period established by statute.

SCOPE

A VFA incorporates and modifies the guaranty agreements under sections (b) and (c) of the HEA, and is intended to enhance program integrity, increase cost efficiencies, and improve the availability and delivery of student financial aid. 

Within the Department, VFAs primarily affect the guaranty agency Payment Processing Operations, Oversight/Technical Assistance, and Reporting requirements.  Some flexibility allowed by the statute could require changes to business processes, systems, and operational procedures.  The VFA Business Case team has identified these potential modifications and process implications.

As a baseline, a VFA may include provisions in the following areas: 

· the issuance and monitoring of FFEL loans and insurance; 

· default aversion activities; 

· review and payment of default claims; 

· collection of defaulted loans; 

· internal accounting and auditing; 

· collection and reporting of Title IV data; 

· monitoring FFEL schools and lenders; 

· informational outreach to schools; and 

· other provisions as the Secretary may determine.

Among our Partners, VFAs are by statute agreements between the Department and the guaranty agency itself.  Responsibility for the operational interface with lenders, servicers, and schools is the responsibility of the agency, and the terms of the VFA do not alter any agreements, statutes, or regulations between these other parties.

SCHEDULE & MILESTONES

	#
	Milestone
	Start Date
	End Date

	1
	VFA Overview Kick Off
	01/17/01
	01/17/01

	2
	VFA Great Lakes Business Model Walk through
	01/25/01
	01/31/01

	3
	Cost impact and Operation Summary
	03/01/01
	03/12/01

	4
	Final Draft of Business Case
	01/31/01
	03/12/01

	5
	Executive Management review
	03/12/01
	03/16/01

	5
	Send Business Case to DSG
	03/21/01
	03/21/01

	6
	Send Business Case to IRB
	04/01/01
	04/15/01

	7
	Development Phase I:
	04/15/01
	06/30/01

	8
	Requirements Analysis and Design
	04/15/01
	05/30/01

	9
	Implementation Planning
	05/01/01
	06/30/01

	10
	Development Phase II:
	06/01/01
	09/30/01

	11
	 Development and Testing [1]
	06/01/01
	09/01/01

	12
	Implementation and Deployment [2]
	09/01/01
	09/30/01

	
	[1] Includes preliminary report output by 08/15/01 as required by statute and due in final form by 09/30/01.
	
	

	
	[2] Includes generation of data for the final report to Congress due by 09/30/01.
	
	

	
	
	 
	


RISK ANALYSIS

Moderate to High risks can be assigned to the financial and management aspects of VFA implementation, to the extent that under a specific agreement, in spite of the investment made by SFA to implement the program, management of the program by SFA and/or any specific GA may prove inadequate.  Mitigation strategies for these are clear documentation of the circumstances under which a VFA may be terminated, exercise of the negotiated provisions to terminate when required, and, scrutiny of each GA operating under a VFA.

Moderate to High risks can be assigned to the technology aspects of this implementation, to the extent that SFA are modifying a number of existing legacy systems, and all changes must be coordinated and integrated.  Mitigation strategy for this issue is structured testing and quality assurance in each operative unit.

Low to Moderate risks are assigned to scope and exposure, since the statute is specific as to what aspects of the legislation is flexible and the operating agreements were jointly developed by ED and each GA.

SUMMATION

We have conducted a thorough analysis of all aspects of this initiative, and feel strongly that the effort will be successful based upon a reliance of the interdependencies of the business and operational units.

Appendix A 

COST ESTIMATES

[image: image1.png]Costs BY BY+1 BY+2 BY+3 BY+4  Total
Development

Phase § (Analysis and Design)
Stage 1 - VFA/GA Processing Requirements Analysis and Design [1] $125,000 $ 125000
Stage 2 - VFA Impacts Analysis and Implementation Planning [2] $90,000 $ 90,000
Stage 3 - Other Project Support (CMM, QA/QC, etc.) [3] $32,250 $ 32,250

Phase l (System Modifications and Suppor)

Stage 4 - FMS Development, Testing, Training, Deployment [4] $425,000 $ 425000
Stage 5 - NSLDS Development, Testing, Training, Deployment [5] $55,000 $ 55,000
Stage 6 - PEPS Development, Testing, Training, Deployment [6] 0 $ -
Stage 7 - Cross Integration Testing, Training, and Deployment [7] $115,000 $ 115000
Stage 8 - Post Implementation Support [8] $35,000 $ 35,000
Stage 9 - VDC Costs [9] $31,500 $ 31,500
Stage 10 - Other Technical/Project Costs (i.e. CMM, QA/QC, Security, etc.) [10] $63,000 $ 63,000

Costs BY BY+1  BY+2 BY+3 BY+4 Total
Operations
FMS Production Processing, System Maint., Ad Hoc and VDC Costs [11] $21667  $136500 S0 %0 %0 $158,167
FP Data Mart Production Processing, System Maint., Ad Hoc and VDC Costs [12] $0 $68250 S0 S0 %0 $68,250
Loan Consolidation Production Processing, System Maint., Ad Hoc and VDC Costs [13] $15000  $94500 S0 %0 %0 $109,500
NSLDS Production Processing, System Maint., Ad Hoc and VDC Costs [14] $2333 $M700 S0 S0 %0 $17,033
PEPS Production Processing, System Maint., Ad Hoc and VDC Costs [15] 0 0 50 s % 0

Key Assumptions

Development Costs

1. Stage 1 assumes a 35 week effort with 3 contractor FTEs and that the majorty of the VFA requirements exists already

2. Stage 2 assumes a 3 week effort with 2-3 contractor FTES and that the majority of the VFA system/area impacts are determined already

3. Assumes other project costs will be 15% of Phase | costs

4. Stage 4 assumes costs for FMS based on the following
a. There is a single VFA form consistent across all participating VFA GA's
b. Any inconsistent VFA forms will be standardized. Meaning, the developed VFA form will be the “most comrmon denominator” of al the VFA agreerments
c. Any "non-standard” line iterns rmust be entered into the system manually as an AP Invoice (at the point on Invoice).
d. All'VEA GA's will continue to subrmit monthly forms.
e. All VFA forms will elate to exactly one monthly Form 2000 fiscal month and year.
1. There will be no file load (FTP) for VFA's (all VFA entries will be via the newly created forr).
4. No travel costs are included
h. The design is consistent with the standards and defivery of the SFA FMS Phase Il architecture

5. Stage 5 assumes costs for NSLDS based on the following
a. NSLDS' current fle structure will be in place.
b. Development/system moification costs will be required to support the new data elements and frequency of reporting requirements

Stage B assumes no costs for PEPS, however, the FP Channel will need to madify a record field — in the Scope field, add "VFA”
Stage 7 assumes B weeks of cross-application actity requiring 3-4 contractor FTEs

Stage 8 assumes 3-4 weeks of post-implementation Support requiring 1 contractor FTE

Assumes VDC costs will be 5% of Phase Il development costs

10. Assurnes other technical costs will be 10% of Phase Il development costs

6
7
8
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Operations Costs (per Jim Coffman)
Since there currertly is no information of estimated volume increases to develop a more accurate Operations Cost estimate the following assurption was used for items
11,12,13 and 14 (information from PEPS was that there was no impact) for each of the systmes listed (FMS, FP Data Mart, Direct Loans, and NSLDS)

~> Current syster cost for FYD1 x 5% = FY01 Operations Cost (see Note 1 below)

> Future years cost escalated by 5% for price inflation

Note 1: Annual Operations costs per system includes GA and Non-GA related costs. Validation effots to break out only GA related costs are on-going
[Assumptions 11,12, 13, 14 and 15 assume 2 months of Operations cost in BY based on operations calculation. (per Chris Ward)

Note 2: Operations costs have only been estimated through FY02. (per Johan Bos-Beiger)
Note 3: These costs represent high-level etimates for the additional expected volumes above what is currently handled at the VOC.
Note 4: No FMS data will be placed in the FP Data Mart until Noverber FYDT; therefore, no operations costs in the BY. (per Anna Aller)

FYD1 Surnmary:
FMS: 2.6 MM x 5% = $130K;
FP Data Mart: see Note 4 above;
Direct Loan Systerns (Loan Consolidation): $3.5 MM (LC:§700K + LC Web:§1.1MM) x 5% = $90K;
NSLDS: $280¢5% = §14K






Appendix B 
IMPLEMENTATION ALTERNATIVES

	Alternatives:
	Consequences:
	Costs Impact:

	Enhance an existing system.

Implement System changes to manage and fully support this mandate.
	Needs:   This is the solution of choice, elected by the VFA team, and represented by this Business Case.

Benefits: It potentially provides flexibility of processing (scalability & transferability); Improves internal controls; Eliminates data entry errors; Improves data integrity; Enhances tracking capability; Reduces improper payments; and facilitates recovery if VFA is terminated.

Constraints: Presumes the capability to handle all thirty six (36) GAs and every variation/mutation of flexibility possible.


	Development and Operational cost as presented in this  Business Case.



	Implement on smaller scale.

Scale enhancements to  accommodate four (4) pilot VFAs .


	Needs: Limit implementation to only address the requirements of the four (4) pilot VFAs, and not the full scope of the legislative mandate.

Benefits: It potentially provides flexibility of processing (scalability & transferability); Improves internal controls; Eliminates data entry errors; Improves data integrity; Enhances tracking capability; Reduces improper payments; and facilitates recovery if VFA is terminated.

Constraints: Assumes that no additional flexibility options will be added during the pilot phase.


	Scaled Development & Operational costs.

- Potential incremental expense beyond pilot, factored by the number of new agreements.

	Non-Technology Solution.

Change Business Processes but not Systems.

Manual System

Remain as is.


	Needs: Handle exceptions to the basic GA Payment and Reporting process allowed by VFAs (currently and/or potentially executed) with a manual process.

Benefits: No Development costs.

Constraints: Strong community desire for technological support; Potential for exponential increase in processing time and data entry error rates; Increase in FTE requirements; Reduced ability to accurately retrieve data; More difficult recovery if VFA is terminated.


	Operational costs for added FTEs, factored by number of agreements and frequency of reporting.

	Other.

Solicit vendor expertise to evaluate implementation options.
	Needs: Analysis of legislative requirements and current operational environment. (Already done by SFA and our MOD Partner)

Benefits: None.

Constraints: New contractual liaisons will have to be explored and established. There is an extremely low risk of SFA and MOD Partners misunderstanding and/or misinterpreting the legislative mandate.


	Unknown.


