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Federal Student Aid, an of�ce of the U.S. Department of Education, 
ensures that all eligible individuals can bene�t from federally funded 
or federally guaranteed �nancial assistance for education beyond 
high school. We consistently champion the promise of postsecondary 
education to all Americans�and its value to our society.



Dear Federal Student Aid Colleagues, 
Partners and Customers, 

I am pleased to present Federal Student Aid�s FY 2006 Five-Year Plan. � is document re� ects Federal Student Aid�s 
solid progress in meeting our strategic objectives since becoming a Performance-Based Organization. Speci� cally, the 
plan addresses our continuing e� orts to increase program integrity, improve customer service and achieve measurable 
results in the management and administration of the Title IV student � nancial assistance programs (Title IV). 

� e recent removal of our programs from the Government Accountability O�  ce�s (GAO) High-Risk List was a signi� cant 
accomplishment, a satisfying outcome of our aggressive e� orts to strengthen Federal Student Aid�s � nancial condition and 
to improve the integrity of the federal student � nancial assistance programs. � e business processes we have established 
to reduce the vulnerability of the Title IV programs to waste, fraud, abuse and mismanagement are central to our future 
success. � ey are key to our ongoing operational improvement and central to our strategic planning.

� e initial release of Federal Student Aid�s Five-Year Plan (FY 2004-2008) was a statement of strategic direction 
articulating our organization�s long-term goals. � e FY 2006�2010 Five-Year Plan updates our progress in achieving 
those objectives, details future initiatives and establishes performance standards for measuring our success. Starting 
with this edition, Federal Student Aid�s Five-Year Plan will be updated at the end of each � scal year. Each update will 
include measurable strategic objectives linked to Federal Student Aid�s day-to-day business processes and objectives. 
Our Annual Performance Report will carry this feature a step further, supplying more information on our continuing 
progress and enumerating concrete accomplishments and quanti� able results. 

As our organization continues its progress, we are guided by our commitment to the highest standards of management, 
� nancial responsibility and program integrity. We will continue our commitment to ensuring access to postsecondary 
education for all Americans, with the parallel goal of fostering a deepened awareness of the value of postsecondary 
education to individuals and to our nation as a whole. 

In carrying out our initiatives, we will continue to work closely with the community to communicate our progress clearly 
and frequently. Our progress is the result of the hard work of the talented and dedicated professionals at Federal Student 
Aid. � e collective e� orts of our more than 1,000 employees are critical to ensuring our success in meeting our goals and 
objectives, and in performing our mission with e�  ciency and distinction.

Sincerely, 

� eresa S. Shaw
Chief Operating O�  cer
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Federal Student Aid, a principal o�  ce of the U.S. Department 
of Education, ensures that all eligible individuals can bene� t
from federally funded or federally guaranteed � nancial 
assistance for education beyond high school. We consistently 
champion the promise of postsecondary education and 
training to all Americans � and its value to our society.

Mission and Organizational Structure
Federal Student Aid plays a central and essential role 
in the American community of postsecondary education. 
We partner with postsecondary schools and � nancial 
institutions to deliver programs and services that help 
students � nance their education beyond high school. 
Today, Federal Student Aid is responsible for a range 
of critical functions that include, among others:

 �  Processing millions of student � nancial aid 
applications; 

 �  Disbursing billions of dollars in aid funds to 
students through schools; 

 � Enforcing � nancial aid rules and regulations; 

 �  Partnering with schools, � nancial institutions 
and guaranty agencies to prevent fraud, waste 
and abuse;

 �  Educating students and families about the 
process of obtaining aid; 

 � Servicing millions of student loan accounts; 

 �  Informing borrowers of their repayment options 
and obligations and securing repayment from 
those who have defaulted on their loans; and

 �  Operating information technology systems and 
tools that manage billions of student aid dollars. 

� is is a complex, multifaceted mission that calls on 
a range of sta�  skills and demands coordination by all 
levels of management.

Designated a Performance-Based Organization (PBO) 
by Congress in 1998, Federal Student Aid emphasizes 
tangible results and e�  cient performance, as well as the 
continuous improvement of the processes and systems 
that support our mission. 

Federal Student Aid currently operates under a functional 
structure that aligns our organization closely with our 
strategic drivers, business objectives and mission goals. 
� is structure reinforces a key business goal: e�  cient and 
productive interaction with our many stakeholders. � is 
community of stakeholders includes students and parents, 
schools, lenders and guaranty agencies, as well as other 
federal entities and the Department of Education (�the 
Department�) itself. � e graphic below illustrates the 
current functional structure of Federal Student Aid. 

INTRODUCTION
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Chief Operating O�cer �eresa S. Shaw, who was appointed 
to a �ve-year term by the Secretary of Education in 2002, 
leads Federal Student Aid. In FY 2005, the organization 
operated on an annual administrative budget of $631 million. 
Our sta� of nearly 1,050 is augmented by contractors 

who provide outsourced business operations. �is  
workforce is based at locations throughout the  
country, including ten regional o�ces in addition  
to the Washington, D.C., headquarters. 

As a federally designated PBO, Federal Student Aid 
operates under a congressional mandate to achieve 
concrete mission results as we improve e�ciency in 
performance. Federal Student Aid has focused on 
innovations for upgrading student aid delivery and 

servicing operations, vendor and contract management, 
budgeting and cost control and �nancial and operational 
management. Much of the resulting performance 
improvement will stem from business process 
reengineering and large-scale technology integration.

�e map below highlights the locations of Federal Student Aid regional o�ces by city, with the number  
of Federal Student Aid employees based at each location indicated in parentheses.

Federal Student Aid Regional Map
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Programs
Federal Student Aid is responsible for helping students 
manage the costs of education beyond high school. 
� is duty includes administering the federal student 
� nancial assistance programs authorized under Title 
IV of the Higher Education Act (HEA) of 1965, as 
amended. � e Title IV programs collectively represent 
the nation�s largest source of � nancial aid for postsecondary 
students. In the paragraphs that follow we brie� y describe 
each of the major Title IV programs that deliver federal 
student aid to students and their families.

� e Federal Pell Grant (Pell Grant) Program helps 
ensure � nancial access to postsecondary education 
by providing grant aid to low- and middle-income 
undergraduate students. � e most need-focused of the 
Department�s student aid programs, Pell Grant awards 
vary according to the � nancial circumstances of students 
and their families. For the 2004-2005 award year, the 
Department disbursed $13.1 billion in Pell Grants 
averaging $2,469 to 5.3 million students. � e maximum 
Pell Grant award remained at $4,050 for the 2004-2005 
award year.

� e Federal Supplemental Educational Opportunity 
Grant (FSEOG), the Federal Work-Study (FWS) 
and the Federal Perkins Loan (Perkins) Programs 
are three campus-based programs through which 
the Department provides funds directly to eligible 
institutions, enabling them to o� er grants, employment 
and low-interest loans based on student need. For the 
2004-2005 award year, the Department disbursed 
approximately $3.3 billion in campus-based awards 
to approximately three million recipients.

� ere are two state formula grant programs. � e 
Leveraging Educational Assistance Partnership 
(LEAP) Program, authorized by Section 415A of the 
HEA of 1965 as amended, makes federal funds available 
to assist states in providing student � nancial assistance 
programs for individuals with substantial � nancial need. 
� e Special Leveraging Educational Assistance 
Partnership (SLEAP) Program was added to the 
LEAP Program in the 1998 Amendments to the HEA
(Section 415E). SLEAP makes federal funds available 
to states to cover a third of the cost of supplementing 
their respective LEAP programs, supplementing their 
LEAP Community Service Work-Study programs, 
and/or providing Merit and Academic Achievement, 
or Critical Careers Scholarships, to students with 
substantial � nancial need. 

Two major student loan programs account for nearly 
all of the remainder of the Department�s � nancial 
assistance for postsecondary education. Loans can 
either be subsidized or unsubsidized. With subsidized 
loans, the government pays the interest while the student 
is in school and during quali� ed periods of grace and 
deferment. � is is not the case with unsubsidized loans.

� e Direct Loan Program lends funds directly to 
students through participating schools. � e Department 
borrows these funds from the U.S. Treasury. In FY 2005, 
the Department awarded $12.8 billion1 in net loans to 1.9 
million Direct Loan Program recipients. 

Funds for the Federal Family Education Loan (FFEL) 
Program are provided by private and nonpro� t lenders. 
Loan guaranty agencies insure these funds, and they are 
reinsured in turn by the federal government. During FY 
2005, Federal Student Aid assisted in the delivery of $43 
billion2 in net loans to 5.8 million FFEL recipients. 

In FY 2005, Federal Student Aid delivered or facilitated 
the delivery of approximately $73 billion3 in federal 
aid to approximately 10 million postsecondary students 
and their families. Federal Student Aid interacts with 
approximately 6,100 schools, approximately 3,200 lenders, 
35 guaranty agencies and dozens of accrediting agencies, 
not to mention secondary markets, third-party servicers 
and a range of other organizations. 

In ful� lling our program responsibilities, Federal Student 
Aid directly manages or oversees more than $391 billion 
in outstanding loans � representing almost 80 million 
student loans to over 26 million borrowers. 

1  Excludes consolidation loans of $17.7 billion. 
 2  Excludes consolidation loans of $50.8 billion. 
3    Federal Student Aid�s FY 2005 Management Discussion and Analysis (MD&A) 

reported projected total aid of $74 billion. � e � gure reported in this document 
re� ects actual total aid delivered for FY 2005

INTRODUCTION continued
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Performance Goals,  
Objectives and Results
Since Federal Student Aid was named the federal  
government�s �rst PBO in 1998, we have introduced  
many concrete and measurable improvements in how  
we administer the federal student �nancial assistance  
programs. Our long-term strategic plan has been a  
critical success factor in this record of progress; it has  
delineated and guided our e�orts to improve how we  
oversee and administer student aid programs. At the  
same time, it has provided an indispensable yardstick  
for our own assessment of how well our organization  
is performing its mission as a PBO. �is Five-Year Plan  
adds detail to our planning or future progress. Appendix  
A provides Tactical Action Steps identi�ed in Federal 
Student Aid�s FY 2006 Annual Performance Plan to  
link our short-term initiatives to our long-term  
strategic objectives.

Several key strategic drivers have informed the scope  
and content of Federal Student Aid�s Five-Year Plan:

	 �	� �e President�s Management Agenda

	 �	� �e GAO High-Risk List

	 �	� PBO legislation

	 �	� �e Department�s Strategic Plan

	 �	� Customer needs

�e resulting plan is anchored in �ve core strategic  
objectives. Taken collectively, these objectives provide  
the framework for continuous improvement at Federal 
Student Aid, guiding us in managing the Title IV  
programs more e�ectively and providing clear strategic  
direction to Federal Student Aid and all of its internal  
and external constituencies.

Our core strategic objectives are:

	 1.	� To integrate Federal Student Aid systems and  
provide new technology solutions to deliver 
federal student aid in an e�cient and cost-
e�ective manner;

	 2.	� To improve program integrity to ensure access  
to postsecondary education, while reducing  
vulnerability to fraud, waste and abuse;

	 3.	� To reduce program administration costs to  
improve control over resources and maintain  
accountability for results; 

	 4.	 To improve human capital management; and

	 5.	 To improve products and services to provide  
		  better customer service.

�e graphic below illustrates the �scal scope of Federal Student Aid�s operations in FY 2005. 

INTRODUCTION continued

Total New Federal Aid



2006�2010 Five-Year Plan | 5

� is section summarizes Federal Student Aid�s goals 
and objectives for the period FY 2006 � FY 2010. 
Section � ree, Performance Management, provides 
a summary of our Performance Management tools 
as well as the corresponding Performance Standards.

OBJECTIVE ONE

Integrate Federal Student Aid systems 
and provide new technology solutions.

 Federal Student Aid will improve ef� ciency 
and productivity, reduce system maintenance 
and overhead costs and increase the operating 
ease for users of our systems. Federal Student 
Aid will continue to provide appropriate and 
integrated technology solutions that enable 
ongoing improvements for a more ef� cient 
and cost-effective delivery and administration 
of the federal student � nancial assistance pro-
grams. In addition, the organization will take 
advantage of new technologies to improve 
application processing, customer service, 
productivity and ef� ciency. 

Federal Student Aid has made considerable progress 
against our multiyear sequencing plan for system and 
business process integration. Several key initiatives were 
introduced including the Common Services for Borrowers 
initiative, which reengineers our organization�s back-o�  ce 
loan servicing, consolidation and default loan collection 
processes, saving America�s taxpayers an estimated 
$1 billion over the life of the contract. Similarly, Federal 
Student Aid initiated the reengineering of our front o�  ce 
functions of aid awareness, application, origination and 
disbursement business processes and systems with the 
launch of the ADvance initiative. With the Integrated 
Partner Management System project, Federal Student 
Aid will integrate the eligibility, certi� cation, demographic, 
� nancial, audit and default rate information we receive 
from schools, lenders, guaranty agencies and servicers. 
All of these initiatives are supported by the organization�s 
Information Framework initiative, which will ensure 
that accurate and consistent data is exchanged among 
all of our business partners. Appendices B and C illustrate 
Federal Student Aid�s Technical Improvement Plan and 
Integration initiatives.

Common Services for Borrowers
In FY 2004, Federal Student Aid awarded the Common 
Services for Borrowers (CSB) contract. CSB is an initiative 
to integrate our organization�s disparate back-o�  ce legacy 
student � nancial aid systems. CSB is designed to improve 
service to both internal and external customers and reduce 
operational costs. It integrates and replaces contracts for 
the Direct Loan Servicing System, the Debt Management 
and Collection System, the Direct Loan Consolidation 
System, the Conditional Disability Discharge Tracking 
System and the Debt Collection Service Information 
Center. When implemented, the CSB system will result 
in taxpayer savings of $1 billion over the ten-year term 
of the contract. 

ADvance 
In FY 2005, Federal Student Aid launched the ADvance 
initiative. ADvance will modernize our organization�s 
core front o�  ce business functions through the integration, 
reengineering or replacement of existing legacy aid delivery
systems. Formerly referred to as the Front-End Business 
Integration initiative, the ADvance solution fully integrates 
the Pell Grant award and Direct Loan origination and
disbursement processes. � e ADvance solution consolidates 
and streamlines common functions, providing an end-to-
end, online view of � nancial aid information for customer 
service representatives, schools and students. 

Integrated Partner 
Management System
� e development and implementation of an Integrated 
Partner Management System (IPMS) will signi� cantly 
enhance Federal Student Aid�s ability to reduce fraud, 
waste and abuse by improving our oversight and 
monitoring of over 10,000 participants in the Title IV 
programs. � is project, slated for contract award in FY 
2006, will reengineer or replace the legacy systems that 
maintain data for schools, lenders, servicers and 
guaranty agencies. � is data includes eligibility, 
certi� cation, demographic, � nancial, audit and default 
rate information. � e Integrated Partner Management 
System will incorporate a common routing ID, full 
partner security and partner access to enrollment 
information. IPMS will also enable a single sign-on 
for Federal Student Aid systems.

STRATEGIC OBJECTIVES
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STRATEGIC OBJECTIVES continued

Information Framework
Formerly referred to as the Enterprise Data Strategy,  
our Information Framework initiative ensures that  
accurate and consistent data is exchanged among  
Federal Student Aid�s automated systems, as well as  
among our employees, customers and partners. �e  
Information Framework provides a comprehensive  
and integrated view of program data, making it  
accessible to Federal Student Aid partners, including  
compliance and oversight organizations. �is solution 
facilitates the �ow of business data across the  
enterprise, organizes data structures and architecture,  
assigns primary ownership of data, establishes  
standards, documents data management and  
governance policies, identi�es access methods  
and improves quality and integrity. A far-reaching  
initiative that began in FY 2003, the program was  
expanded in FY 2005 to include the reengineering,  
or replacement and integration, of the National  
Student Loan Data System (NSLDS). 

OBJECTIVE TWO

Improve program integrity to facilitate access 
to postsecondary education, while reducing 
vulnerability of the federal student �nancial 
assistance programs to fraud, waste, abuse 
and mismanagement.

Federal Student Aid will ensure that student  
aid under the Title IV programs is delivered  
directly by Federal Student Aid and through 
school, lender and guarantor participants in  
a manner that reduces the vulnerability of  
these programs to fraud, waste, abuse and  
mismanagement. Federal Student Aid is con- 
tinually working to improve program integrity  
and is committed to continued success in the  
management of the Title IV programs.

Ensuring �nancial accountability and increasing  
program integrity e�orts will always be core priorities  
for Federal Student Aid. �e organization implemented 
sound �nancial management controls at every level and,  
in FY 2005, achieved our fourth consecutive unquali�ed 
audit opinion on our �nancial statements, with no  

material internal control weaknesses for the third  
straight year. As a result, the Title IV programs  
were removed from the GAO High-Risk List in  
2005. In addition, in FY 2005, Federal Student Aid  
accomplishments contributed to the Department of  
Education�s achievement of �green� status on the  
President�s Management Agenda (PMA) �nancial 
management initiative and enabled Federal Student  
Aid to move to �green� on progress on the PMA initiative  
related to reducing fraud and error in federal student  
�nancial assistance programs and de�ciencies in  
�nancial management. 

Federal Student Aid is continually reviewing oversight and 
monitoring procedures for those participating in the Title 
IV programs to ensure adequate safeguards exist to protect 
program resources. We are working with the O�ce of 
Management and Budget (OMB) to lower the incidence of 
improper payments in the Title IV programs and established  
a joint fraud identi�cation and elimination initiative  
with the Department�s O�ce of Inspector General (OIG).  
We created an enterprise risk management function to 
provide greater organizational strategic risk identi�cation  
and assessment capabilities and will continue to work with the 
higher education community to lower the incidence of default  
in Title IV loan programs. 

Removal from the GAO High-Risk List
Federal Student Aid�s leadership has focused consistently 
on key management issues identi�ed by the GAO. �is 
comprehensive management focus has spurred continuing 
improvements in our �nancial management and how 
we interact with and oversee program participants: i.e., 
schools, lenders, guaranty agencies, applicants and aid 
recipients. As a result, the Title IV programs were removed 
from the GAO High-Risk List in January 2005. 

Improper Payments
�e Improper Payments Information Act of 2002  
(IPIA), along with subsequent guidance from OMB,  
requires agencies to review all programs and activities  
annually. �e goal: identify those programs and activities 
most susceptible to improper payment practices. OMB�s 
guidance de�nes signi�cant improper payments in a given 
program and a given year as those exceeding both 2.5 
percent of that program�s annual payments and $10 million. 
For each program identi�ed as susceptible, agencies 
are required to report the annual amount of estimated 
improper payments, as well as the steps taken and actions 
planned to reduce them. �ese reports are submitted to  
the President and the Congress.
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STRATEGIC OBJECTIVES continued

In the � rst quarter of FY 2005, OMB introduced a new 
PMA initiative, Eliminating Improper Payments, to support 
agency e� orts to meet IPIA reporting requirements. 
� is initiative focuses on agency e� orts to make it easier 
for agencies to track the progress of activities aimed at 
identifying, reporting on and reducing improper payments 
through OMB�s quarterly scorecard process. At the 
same time, it provides for more comprehensive agency 
accountability to OMB through quarterly PMA scorecards. 

Federal Student Aid is working closely with OMB and 
the Department to (1) reduce the amount of improper 
payments in our programs, (2) lower the risk of improper 
payments in our programs and (3) improve the accuracy 
of our improper payment estimates.

Sound Financial Management 
Among Federal Student Aid�s front line initiatives to 
improve program integrity is the ongoing assessment 
and re� nement of our � nancial management and 
internal controls, a customary practice to ensure that 
reliable and timely information is available to management 
for critical day-to-day business operations. In addition, 
in November 2005, Federal Student Aid upgraded our 
Financial Management System (FMS). � is program of 
enhancements included migrating the Oracle Federal 
Financial application from version 11.0.3 to version 
11.5.10 and the Oracle database to version 10g, making 
Federal Student Aid the � rst federal entity to implement 
this solution. � e upgraded solution provides increased 
security, automated work� ow and reconciliation features 
and system balancing.

� e Federal Managers Financial Integrity Act of 1982, 
the Sarbanes-Oxley Act of 2002 and OMB Circular 
123 mandate continuing evaluation of and reporting 
on the e� ectiveness of internal � nancial reporting 
controls. Federal Student Aid will implement appropriate 
processes and procedures in FY 2006 to ensure enterprise-
wide compliance.

It is also important to note Federal Student Aid�s progress in 
eliminating fraud, waste and abuse in the Title IV programs, 
and in eliminating � nancial management de� ciencies. 
Our progress on both of these measures has contributed 
signi� cantly to our advancement to �green� on the PMA 
scorecard Elimination of Fraud and Error in Student Aid 
Programs and De� ciencies in Financial Management.

Program Management and Oversight 

Schools
Federal Student Aid is responsible for ensuring that 
the nearly 6,100 institutions of higher education that 
participate in Title IV programs comply with the 
government�s regulations for the federal student 
� nancial assistance programs. 

In support of this oversight and compliance role, 
Federal Student Aid administers the certi� cation 
process through which postsecondary institutions 
qualify to participate in Title IV programs. In essence, 
we determine whether institutions meet regulatory 
requirements for eligibility, administrative capability 
and � nancial responsibility. Similarly, we regularly 
monitor institutions that have already quali� ed for 
Title IV participation for compliance with applicable 
federal statutes, regulations and policies.

Federal Student Aid administers a formal process 
for compliance review that directly supports our 
application and eligibility monitoring e� orts. 
Compliance reviews are customarily triggered by 
speci� c, clearly de� ned circumstances � a school�s 
application for initial certi� cation or recerti� cation, 
for instance. Other compliance triggers include
serious de� ciencies identi� ed during independent 
audits, � nancial statements that do not conform to 
acceptable accounting standards and changes in a 
given school�s ownership. Our ongoing statistical 
analysis of school or student data can also signal 
the need for a compliance review. Similarly, external 
information, such as complaints from third parties or 
related intelligence suggesting systemic problems or 
other possible risks to Title IV funds, can also lead to 
compliance reviews. 

When problems are discovered, Federal Student Aid 
acts quickly to guarantee the rights of students and to 
protect the integrity of the Title IV programs and the 
interests of the American taxpayer. Administrative 
action can be taken and � nancial penalties assessed 
for violations of Title IV program requirements, up 
to and including the termination of an institution�s 
eligibility to participate in Title IV programs.  

Federal Student Aid devotes substantial energy and 
resources to improving our business processes for 
compliance monitoring, for fair and e� ective enforcement 
and for ensuring institutional access to federal student 
� nancial assistance programs. We have, for example, 
introduced new operational processes that support 
enhanced collaboration with the OIG. We regularly 
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augment and �ne-tune our review process, and work  
with other agencies and organizations on an ongoing  
basis to identify additional areas that could bene�t from 
improvement. In addition, Federal Student Aid actively 
collaborates with accrediting, state and licensing agencies 
to strengthen their school review practices. Among our 
important contributions in this regard are the sharing of 
information about schools and expert consultation on  
matters of institutional oversight. To cite an example that 
underscores our improvements in school oversight and 
management, in FY 2005, Federal Student Aid centralized 
the review process for all recerti�cations stemming from 
institutional mergers and acquisitions.

Financial Partners
Federal Student Aid is also responsible for the oversight  
of approximately 3,200 lenders, guaranty agencies,  
secondary market lenders and third-party servicers  
participating in the FFEL program. For this component  
of our mission, we monitor compliance with applicable 
Title IV program requirements through a review process 
that is similar to that used for monitoring compliance  
by schools. �is review process enables us to determine 
that lenders, guaranty agencies, secondary market  
lenders and third-party servicers remain �nancially  
stable and continue to operate in full compliance with  
applicable Title IV program requirements. 

We continue to improve Federal Student Aid�s internal 
procedures and controls in this segment of our  
operations, regularly increasing the frequency and  
level of compliance reviews. At the same time, we  
require comprehensive and consistent reporting by  
FFEL participants. Speci�cally, we monitor several  
key metrics to ensure that participants are complying  
with program requirements and that they remain  
�nancially sound. �ese metrics include �nancial  
partner data analysis, improper payment analysis,  
complaint resolution and federal subsidy �uctuations.

Moreover, Federal Student Aid acts in response to  
OIG and GAO investigations, as appropriate. We  
regularly analyze and evaluate data for lenders,  
guaranty agencies, secondary market lenders and  
third-party servicers, and perform on-site program  
reviews, as necessary, to identify signs of �nancial  
instability or noncompliance with applicable Title IV 
program requirements. When problems are discovered, 
Federal Student Aid acts quickly to guarantee the  
rights of students and to protect the integrity of the  

Title IV programs and the interests of the American  
taxpayer. Administrative action can be taken and  
�nancial penalties assessed for violations of Title IV  
program requirements, up to and including the  
termination of an entity�s eligibility to participate in  
Title IV programs.  

Federal Student Aid also administers the Exceptional  
Performer program, through which the Department  
formally recognizes superior performance by eligible  
participants. In addition, Federal Student Aid manages  
the Voluntary Flexible Agreement (VFA) program,  
a replacement for the standard guaranty agency  
agreement, promoting innovative methods for  
preventing default and dealing with delinquency.  
Currently, 14 lenders and servicers have earned the  
Exceptional Performer designation and �ve guaranty 
agencies have established VFAs with the Department. 

Aid Applicants
Every year, Federal Student Aid provides oversight of  
millions of aid applicants, ensuring the accuracy of  
applicant data and subsequent awards. In addition to 
processing more than 14 million applications annually, 
Federal Student Aid has implemented a range of  
measures to minimize fraud, waste and abuse, as  
well as errors in the application process. Data matching  
with other government agencies is one such approach  
for ensuring the accuracy of applicant submissions.  
For example, we exchange data with the Social Security 
Administration to verify social security number, name  
and date of birth, and we work closely with Homeland  
Security for applicants who are noncitizens. In addition, 
our agreement with the Department of Justice supports our 
e�orts to identify applicants who are barred from receiving 
federal bene�ts. Similarly, we use NSLDS to identify 
applicants who have defaulted on previous loans. 

�e Department is currently working with Congress and 
the Internal Revenue Service (IRS) to develop legislation 
that will allow Federal Student Aid to match applicants 
against IRS records. Such a match would identify 
discrepancies in income between the Free Application  
for Federal Student Aid (FAFSA) and tax returns �led  
with the IRS.

STRATEGIC OBJECTIVES continued
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Legislative and Regulatory 
Recommendations
Key among Federal Student Aid�s mission responsibilities is 
the task of developing legislative recommendations. � ese 
recommendations customarily center on improving and 
simplifying Title IV programs, minimizing administrative 
costs and improving program integrity. What we 
recommend informs the Department�s policy-making  
process, including its activities and decisions related to 
the reauthorization of the Higher Education Act. Federal 
Student Aid will continue to identify improvements and 
innovations that help reduce the cost of administering 
the Title IV programs, as well as approaches that limit 
the vulnerability of the Title IV programs to fraud, waste, 
abuse and mismanagement. We will also continue to 
identify, propose and implement improvements to the 
personnel and procurement � exibilities a� orded us 
in our enabling legislation to enhance our operational 
capabilities and to meet our stated objectives as a PBO.

Federal Student Aid will continue to propose legislative, 
regulatory and policy recommendations to the Department 
of Education�s O�  ce of Postsecondary Education based 
on the knowledge we gain from our business operations 
and our interactions with students, parents, schools, 
lenders, guaranty agencies and other participants in 
Title IV programs. In our statutory, regulatory or policy 
recommendations, we will focus on proposed changes that 
simplify the application process for students and streamline 
the processes and operations for schools and delivery partners. 

Default Prevention and Management 
Our organization has worked closely with the higher 
education community to develop comprehensive outreach 
initiatives to educate student loan borrowers about their 
repayment responsibilities. As the two graphics on pages 9 
and 10 illustrate, this activity has resulted in an appreciable 
decline in the Student Loan Cohort Default Rate. In FY 
2003, this metric reached 4.5 percent, the lowest default 
rate since we began capturing this measurement.

Federal Student Aid also reduced the default portion of 
the student loan portfolio from nearly 17 percent in FY 
1990 to almost six percent in FY 2005, even as the overall 
outstanding student loan portfolio was increasing by a 
factor of more than 517 percent during the same period.

As described in the Department�s Strategic Plan, Federal 
Student Aid has committed to meeting speci� c default 
recovery rates for both the Direct Loan and FFEL programs. 
� e default recovery rate is de� ned as the sum of collections 
on defaulted loans divided by the outstanding default 
portfolio at the end of the previous year. � e Direct Loan 
and FFEL default recovery rates were approximately 18.7 
and 19 percent, respectively, in FY 2005. Default recovery 
rates are projected to increase to over 20 and 22 percent, 
respectively, by FY 2010. 
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STRATEGIC OBJECTIVES continued

Risk Management 
Federal Student Aid has established an enterprise  
risk management function to develop risk assessments 
and provide a more strategic view of downstream 
risk potentials. �is approach will better equip senior 
management to anticipate, analyze and manage risks 
inherent in the federal student �nancial assistance  
programs. As an extension of these initial e�orts,  
Federal Student Aid is presently working to establish  
risk management as an institutional core competency.  
�e recently established Enterprise Risk Management 
(ERM) Group will provide risk management oversight  
and guidance to all business units. �e ERM Group  
will perform internal reviews and risk assessment,  
and drive strategies and formulate plans for assessing, 
monitoring and addressing risk. �e group will also  
provide internal audit tracking and resolution services  
for the organization. Beginning in FY 2006, the ERM 
Group will evaluate publicly traded schools to identify  
the characteristic risk factors, if any, that they pose.

Also in 2006, the group will begin e�orts to implement  
the ERM framework espoused by the Committee of 
Sponsoring Organizations of the Treadway Commission 
(COSO). We have begun the process of developing a  
strategy for implementing the COSO ERM Framework  
and plan to start implementation in the �rst half of 2006. 

Federal Student Aid/OIG Fraud Taskforce
Federal Student Aid is partnering with OIG on a joint 
fraud initiative to identify and reduce fraud associated  
with the administration of Title IV programs. �is 
initiative involves several teams comprised of individuals 
from both OIG and Federal Student Aid which are focused 

on assessing and quantifying risk and exposure associated 
with certain types of fraud (e.g., identity the�) or speci�c  
areas or programs that have been determined to be 
more susceptible to fraud or abuse. In support of this 
initiative, the OIG and Federal Student Aid are utilizing 
various data mining and data analysis techniques focused 
on fraud, audit and investigative activities; they are 
designed to improve our ability to detect, analyze and 
quantify data anomalies or patterns that could indicate 
irregularities. Federal Student Aid�s ERM Group is also 
working to develop ad hoc data mining capabilities that 
will complement the fraud e�ort with OIG by helping to 
facilitate the analysis of data from a broad range of systems. 
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STRATEGIC OBJECTIVES continued

OBJECTIVE THREE

Reduce program administration costs.

 Federal Student Aid will reduce the cost of 
administering the Title IV programs through 
strong � nancial, operational and budget 
management; the reengineering of overly 
complex business processes; and simpli� cation 
of the business application and computing envi-
ronment to reduce system complexity, minimize 
integration challenges, align contracts and reduce 
vendor management. Our aim is to improve the 
exchange of data with program participants 
and across the Federal Student Aid enterprise. 
In recent years, Federal Student Aid has main-
tained a relatively � at operating budget while 
supporting continued increases in program 
volume and workload. Federal Student Aid�s 
ability to manage and control operating expenses 
is based on a philosophy of good � scal manage-
ment and continuous process improvement prac-
tices that increase productivity and operational 
ef� ciencies as well as innovation in our products, 
services and supporting technologies.

Federal Student Aid continues to decrease the direct 
unit cost of delivering federal student aid through 
e�  ciency and productivity gains in our business 
processes. � ese gains allow Federal Student Aid to 
successfully manage dramatically increasing work-
loads and control and contain budgetary impact. 
We use our activity-based costing model to better 
manage costs and formulate budgets, forecast � nancial 
trends and identify targets for business process 
improvements. Procurement management and 
controls were also identi� ed as a critical component 
of enterprise cost control. As a result, Federal Student 
Aid established an Enterprise Procurement Plan to 
ensure e� ective contract management. Many of the 
systems integration initiatives outlined in Objective 
One will also provide signi� cant cost savings including 
a projected $1 billion from CSB and $500 million 
from the implementation of ADvance. Several 
program integrity initiatives identi� ed in Objective 
Two will contribute to enterprise cost management 
objectives, such as the program oversight and monitoring 
e� orts and rigorous default, � nancial and risk 
management initiatives.   

Activity-Based Costing
Federal Student Aid�s Activity-Based Costing (ABC) 
model permits us to measure the success of our cost 
reduction strategies; this approach results in more 
accurate management of our unit cost structure. � e 
ABC model drives allocations of dollars to speci� c 
activities, ultimately deriving a �unit cost� for those 
activities. Federal Student Aid uses the ABC model 
in a number of ways. It is used to identify targets for 
business process improvement, for instance, or to 
provide annual and year-over-year comparisons of 
unit cost performance. � is in turn allows us to 
formulate annual budgets more reliably and accurately.

� e Federal Student Aid team continues to enhance 
the ABC model to yield improved cost data and to 
provide an increasingly sound basis for the analysis of 
this data. In FY 2005, we reevaluated our baseline costs, 
focusing on two factors: data quality and reporting on 
business process metrics. We also used the ABC model 
extensively to assist in the formulation and evaluation 
of the FY 2007 budget.   
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� e chart below indicates Federal Student Aid�s 
progress in sustaining increased workloads at lower 
costs through gains in productivity and e�  ciency.
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Default Collections
�e default portion of the student loan portfolio  
serviced by private collection agencies is signi�cant,  
and we have made appreciable progress in reducing  
our costs in managing this segment of our business.  
For instance, we have reduced our cost-to-collect from 
the FY 1998 value of $0.21 per dollar collected to $0.16  
per dollar collected in FY 2004. During the same  
period, we have increased overall collections six-fold.  
In FY 2005, Federal Student Aid renegotiated our  
contracts with private collection agencies, resulting  
in an additional anticipated reduction in our cost-to- 
collect of 13 percent over the next three years. �e 
reduction is expected even in light of a projected  
additional 25 percent increase in default collections  
over the same period. 

Business Process Reengineering
Federal Student Aid continually evaluates opportunities  
to reengineer and automate existing processes and services. 
Our goal, of course, is better service at lower costs. �e 
widespread acceptance of FAFSA on the Web as the 
preferred method of applying for federal student aid has 
substantially increased the e�ciency and accuracy with 
which we process applications. Moreover, the consequent 
migration from paper-based to electronic applications 
inspired by the introduction of FAFSA on the Web now 
saves the Department approximately $23 million annually  
in processing costs and over $4 million in annual printing 
and postage costs. Also, Federal Student Aid introduced  

a revised FAFSA Worksheet in FY 2006, a lower-cost  
alternative to completing a (more costly) paper FAFSA  
as a prelude to entering the same data in the online version 
of the FAFSA. In addition, the systems integration initiatives 
that will culminate in CSB and ADvance will reengineer 
and integrate multiple existing business processes and 
systems into single integrated solutions. �e practical 
outcomes of these enterprise process innovations are  
better customer service and greater accuracy, with both 
results delivered at signi�cantly lower cost as well. 

�e chart included on page 15 in our discussion of  
Objective Five illustrates our progress in encouraging  
the widespread adoption of FAFSA on the Web as a  
replacement for its more costly paper-based alternative. 

Enterprise Procurement Plan
�e Enterprise Procurement Plan (EPP) delineates the 
strategy for planning, executing and managing contract 
acquisitions within Federal Student Aid. �ese processes 
and procedures are designed to ensure that Federal Student 
Aid receives the highest value of service from our contractors 
at the lowest possible cost. �e EPP assists us in de�ning 
meaningful and e�cient requirements, ensuring sound  
and equitable business arrangements, mitigating risks 
associated with contracts and ensuring e�ective 
competition and small business utilization. �e EPP  
also includes a sta� development component to ensure 
adequate sta� training on key business functions, notably  
project management and contract administration.

STRATEGIC OBJECTIVES continued
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OBJECTIVE FOUR

 Improve human capital management.

 Human capital management is a critical 
component of Federal Student Aid�s current 
business operations and future initiatives. 
Federal Student Aid continues to grow as an 
organization that empowers individuals to 
perform at a high level of effectiveness and 
ef� ciency. Federal Student Aid is utilizing 
innovative hiring and employee development 
techniques aimed at attracting and retaining 
highly quali� ed individuals to create a 
more productive, results-oriented workforce. 
Additionally, the organization is committed 
to workforce development and training 
to ensure a skilled and highly quali� ed 
professional workforce.

Federal Student Aid�s workforce development objectives 
include preparation of a skills catalog, succession 
planning, targeted development and training programs, 
human resources � exibilities, accountability and human 
capital planning. To date, an employee skills catalog was 
developed and is being used to identify training needs in 
the organization. Succession planning was initiated in 2004 
with the identi� cation of mission-critical positions and 
the determination of the �bench strength� that exists and 
strategies for closing any gaps. Federal Student Aid continues 
to provide a rich cadre of training and development activities 
for its employees. With respect to human resources � exibilities, 
Federal Student Aid participated in the �Extreme Hiring 
Makeover� sponsored by the Partnership for Public Service 
and continues to pursue full use of available authorities to 
improve hiring and performance management responsibilities. 
Accountability among Federal Student Aid�s workforce was 
strengthened by the alignment of performance agreements 
with the Annual Performance Plan and by steps taken to 
improve the quality and usefulness of performance standards. 
One of the most signi� cant accomplishments was the 
development of a Human Capital Plan in August 2004.
 

Leadership Development
Federal Student Aid will continue to invest in its 
current and future leaders. During FY 2006, Federal 
Student Aid will introduce a newly designed, comprehensive 
supervisory skills training program. � e program will 
train employees who are new to supervising in a federal 
environment or new to supervising altogether. For more 
experienced supervisors, the Executive Management Team 
has established a special training fund to support supervisors 
ready for leadership development through targeted 
programs o� ered by the O�  ce of Personnel Management, 
the Harvard Business School Executive Education Program or 
other recognized providers. In FY 2006, Federal Student 
Aid will o� er a comprehensive project  management 
curriculum to enhance employee project management 
skills. Federal Student Aid is also developing an approach to 
evaluate its satisfaction with the investments being made in 
various supervisor and leadership development programs. 

Succession planning will remain a priority for 2006 
and beyond. Federal Student Aid will update its 
succession plan and strengthen its succession planning 
e� orts to cultivate a strong pool of potential leaders at 
Federal Student Aid. In addition, Federal Student Aid 
will strengthen campus recruiting and use its intern 
program strategically to identify candidates for entry 
and junior level positions in the organization. We will 
also continue to leverage our strategic application of 
Excepted Service appointments, as provided by the 
PBO legislation, to � ll key positions in the organization. 
� is provision greatly enhances our ability to compete 
with the private sector for quali� ed candidates. 

Performance Management 
and Accountability
� e initiatives in the Human Capital Plan are geared 
to cultivating an environment that recognizes and 
values strong performance, while providing tools to 
identify and address poor performance so that the 
organization can successfully meet its current goals 
and future challenges. Federal Student Aid will 
continue to strengthen performance management in 
the organization by using a full complement of services 
to assist managers and employees with developing 
meaningful performance standards, giving and 
receiving useful performance feedback and employing 
other techniques to improve the motivation and 
performance of employees. 

STRATEGIC OBJECTIVES continued
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Talent Acquisition and Diversity 
Acquiring talent and maintaining a diverse workforce  
are priorities in the Human Capital Plan. We support  
these goals through an array of hiring, training and  
development strategies. Federal Student Aid will  
improve hiring by implementing a number of process  
improvements, notably a signi�cant reduction in  
the number of steps of the standard hiring process  
[previously 114 steps] and the improvement of  
manager satisfaction with the ease of hiring and  
quality of the candidates. Federal Student Aid will  
also develop and implement steps to ensure that we  
maintain a diverse workforce that values the full  
spectrum of viewpoints and perspectives inherent  
in a diverse and inclusive workgroup. 

Federal Student Aid�s training functions provide  
coaching services and training sessions to improve  
core business and mission-critical skills across the  
organization. Federal Student Aid sponsors the  
Learning Coupon, a program that encourages  
employees to take responsibility for their own career  
development by providing up to $500 for training in  
areas related to their �eld of work. In 2006 and beyond, 
Federal Student Aid will develop and provide training  
to all Federal Student Aid employees to improve  
awareness and knowledge of the functions of the  
Title IV programs, as well as Federal Student Aid�s  
systems, products and services, so that employees  
can provide better service to both internal and  
external customers.

OBJECTIVE FIVE 

Improve products and services to provide  
better customer service.

�Federal Student Aid will make a continuous  
effort to improve products and services to  
students and their families and program  
participants such as schools, lenders and  
guaranty agencies. Being aware of the  
concerns of customers is a critical component  
of our efforts to improve federal student aid  
products and services. Federal Student Aid  
intends to reduce the complexity of our  
products and services, ensure that compliance  
is maintained, provide customers with 24/7  
access and promote increased self-service  
opportunities for customers. In addition,  
Federal Student Aid will develop strategies  
to provide integrated solutions for customers.

Federal Student Aid continues to improve service to  
customers through process reengineering, innovation  
and improvement e�orts. We will continue to reduce  
the complexity of our products and services, increase  
customer awareness and access and promote customer  
self-service. In addition, many of our system integration  
e�orts such as CSB and ADvance support our goal of  
improving service to our varied customer base. In FY  
2006, Federal Student Aid will implement a multiyear  
enterprise strategic communications plan to augment  
existing communications practices. As customers� needs 
evolve, Federal Student Aid will continue to review  
our existing services, systems and procedures to ensure  
they provide superior value and world-class service.

FAFSA on the Web
Federal Student Aid has continued to emphasize process 
improvement and innovation in our programs, re�ning  
and consolidating our products and services and reducing 
costs to taxpayers. As noted above, a signi�cant achievement 
is the public�s enthusiastic acceptance of FAFSA on the 
Web as the preferred method of completing and �ling 
the FAFSA. Today, 90 percent of our 14.2 million yearly 
applicants apply for federal student aid electronically, an 
impressive adoption rate for what had been a process  
based entirely on a paper application only nine years ago. 

FAFSA on the Web dramatically increases the speed, 
accuracy and e�ciency of applying for federal student 
aid. At our FY 2005 peak, FAFSA on the Web served 
over 47,000 concurrent users, processed 85 application 
transactions per second and handled 191,000 applications 
per day. What�s more, FAFSA on the Web has achieved 
customer satisfaction scores that are impressive by any 
measure. Our ratings easily surpass most public sector 
benchmarks, and they compare favorably to high-
performing private sector brands like Mercedes Benz, 
Amazon.com and UPS.

STRATEGIC OBJECTIVES continued


