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Introduction

· Involved in one on one meetings all morning prior to the presentation so I think I know what you are interested in.

· Remind that we are in higher education finance business which remains a great business, and a high-growth business

· Beginning to see a few not so obvious signs that things are improving for Sallie Mae

2009 Plans

· Plan to add over $25 billion in assets for 2009 with funding of which not one dime was available a year ago

· FFELP will be financed entirely by government financing paid by the Treasury through Dept. of Education

· Expect to originate over $20 billion in loans

· Assets have a put on them at a fair return

· Put structure exists for 2008-09 and 2009-10 year

· Department of Education recently put out a notice that they will bid out servicing for the loans that are put to them; let’s just say that Sallie Mae will be very aggressive bidder in that process

Private Loan Funding Plans
· Private loans – have not been able to securitize well over year and a half have not been able to securitize
· Redesigned – have done $5 billion in private loans for 2008, expect to grow that nicely in 2009, all will be financed through our bank in Utah, funded through deposits at that bank

Summary:  2009 should be good year for generating revenue in our core student lending business.  Asset growth looks good as well for 2010

Have several fee businesses 
· Flat to slightly down as margin levels decrease 
· Service guarantees 
· Contingent collection – collection business of student loans, cutting back in collection business and looking at that business
· Little bit of loan servicing
· This decrease in fee business will be offset by several hundred millions of dollars of operating expense reduction in 2008 which will continue in 2009

Financing Question Marks

Lending business is strong but…we have financing question marks in 2009 obviously; two issues raised:  
· CP-LIBOR spread

· Natural spread between CP and LIBOR roughly 10bp

· Assets priced off CP
· Liabilities priced off LIBOR
· Fed intervened in CP; reducing CP rates more than 50bp or more at different times; creating mismatch for SLM which applies to $100 billion in assets

· Fed, Treasury, Congress, Education all recognize needs to be fixed; needs to be fixed legislatively, can’t be fixed by fiat; sense of urgency not quite same as SLM

· Best guess is that the will fix this in late January 
· $28 billion ABCP Facility created when ABS markets disappeared and they thought the company was going to be sold
· Expensive facility; ties up a lot of collateral, because it is mark to market

· Asset growth will generate quite a bit of net interest growth

· Still have to replace it by February
· Expect it will be rolled in Feb or sooner

· Expect to end 2009 at less than $10 billion in the facility by paying down through Dept. conduit and TALF plan
· Dept. of Education sponsoring their own ABCP Facility

· Expect it to be less expensive than banks

· 5 year facility

· Look forward to get that completed

· TALF

· Scheduled to be completed at end of January-early February

Operating Expenses

· Running at $1.2 billion/year now vs. $1.5 billion last year

· When all is said and done will have reduced operating staff by 25%

· Invest in private credit side of business; both in lending talent and banking compliance talent and will continue  

· Grow servicing portfolios for fee income:  FFELP lenders, can reduce servicing cost for federal governments direct loan portfolio; entice them to re-bid that contract, when they put out for RFP for FFELP servicing
· 35%-36% of all student loan servicing; haven’t financially capitalized on the scale that they have and others don’t
Credit loss situation

· Private borrowers not immune to today’s and tomorrow’s economics

· Overall, our delinquencies numbers are going up

· In both traditional and non-traditional

· Expect to charge-off $600-$650 million this year in a portfolio with $20 billion in repayment

· Expect large increase in chargeoffs in 2009

· Non-traditional loan “pig” moving through the python will charge off at very high levels in 2009 and extend into 10; at end of 2007, reserved $500 million specifically against those loans.

· Significantly upgraded quality of private credit portfolio

· FICOs well over 700; 733 is average FICO in the last quarter
· 70% of loans have co-signers and set 90% as target

· “Like this business a great deal”
· Can adjust price to cover funding cost

· Gross spread on the asset is roughly 10 over LIBOR, that about 12% today still less than credit cards
· At 90% co-signer level, these loans are made with parent or someone else close to borrower

· Financed at ILC in Utah – initial entrée into that market is quite encouraging

· $1.5 billion in funds in just the last quarter, at cost of LIBOR + 2
· Look at this business at just about 4% pre-tax level 
· During the course of 2008; managed not to stop spending at all; managed to get all the way to this point without breaking stride; temper the tenor of debate in Washington on both sides of the aisle; look forward to our achievements in 2009, anxious to see the markets, credit and equity, back to something approaching normal; probably not anytime soon.  
Questions and Answers
Question:  What are you seeing in terms of competition on private side?  What are other firms doing?  How big can your bank become?

Answer (Remondi):  
FFELP:  significant increase in volume as close to 100 lenders have dropped:  SLM will do $20 billion in FFELP originations, 100% of funding coming through Dept. of Education, unlimited source or capital, works due to scale structure 

Competition in private loan market

· Beginning this quarter, can start increasing the size of ILC in Utah
· Fund 100% of all new originations through bank deposits

· Raised $1.5 billion in deposits this quarter to date, average life of over 36 months for deposits
· Competition on private credit has disappeared at even a faster rate than FFELP
· Virtually all non-banks have exited due to funding and credit related issues
· On bank side, many of those  have cut back, more conservative in lending practices 
· Non-traditional got more aggressive than we should have

· Lower graduation rates than expected

· Many students incur debt levels in excess of what they could hope to earn to support their debt given their training

· No one has stepped into the breach with this market

· Traditional
· Charge-offs will peak next year 
Question:  What are macroeconomic expectations baked into private credit performance?
Answer (Remondi):  

· Model expected losses based on underlying characteristics of borrower, the school they attend, and the expected graduation rate; 
· Expect double-digit unemployment, translate to 5% type range for their borrower population which is college educated; true in all economic environments, good or bad.  
· Get out ahead of this; make conservative assumptions as to what we think worst-case scenarios.  Through November, running about $80 million less with actual chargeoffs than our models would suggest we would be.  

Question:  Aren’t you going to need substantially more capital to survive in the new world after the Dept. of Education programs end?  Don’t you have to create a substantial amount of dilution to get there?
Answer:  Jack Remondi:  

· Our capital models exist on managed loan basis.  Take into account on and off-balance sheet assets; allocate capital according to risk profile of business 
· 50bp of capital on managed basis for FFEL loans; credit losses based on small amount of risk sharing we take as 4-6 bp/year, over 70% funded for the full life of loan
Private credit side of the equation
· Allocated 8% capital to that portfolio; clearly inappropriate number on the non-traditional given experience
· Losses in 2% (peak in high 2s next year) for traditional portfolio
· Maybe it goes to 10%; maybe a little higher; can fund through internal capital
Funding structure has dramatic impact on the level of capital that is required

· Philosophy of lending to term:  70% of loans funding to term currently, 80% is normal level at which point dilution levels not as great as you might think or if any.

Question:  Not audible

Answer:  Jack Remondi:

Three pieces to his answer
· CP index issues – assets indexed based on 90 day commercial paper composite index (historically traded in tight bank of 6-12bp, average of 9), averaging from positive 40 to negative 230 this quarter, running at 55 month-to-date.  Issue needs to be fixed; difficult to know what margin will be.    

· New FFELP business asset yield is CP+119 during in-school and funding is CP+50; fixed, locked, no basis risk through 2009-10 academic year. 
· Average private credit loan is priced at  LIBOR + 10%, funding with bank deposits at average cost LIBOR + 2%, healthy margin, reason for that is that we are not funding them to term, deposits have term of a little over 3 years, after restructure product average loan life will be 6 years, have three year gap, take into consideration that looking to maintain 4% pre-tax margin for private loan business, 
· Funding it all with deposits – raised $1.5 billion since September 30th; could have raised more 

· Bank can only fund assets that are inside the bank 

· Want to fund private credit loans and FFELP loans with term ABS securities as preferred funding source; duration matched liabilities preferred funding source; if not to open, can grow the bank for three years worth of private credit lending activity exclusively through the bank and not run into any size or market share problems 
Question:  Update of what is happening on the political front regarding doing away with FFELP.  
Answer:  
Jack Remondi:  
· No radical changes in 2009; difficult to disrupt process that is working remarkably well

· Facility doing exactly what it is intended to do; every single dollar has gone to make a new student loan; as a result every student who applied for federal loan got it this year; 

· Two programs that are working:  Direct Lending and FFELP 

· Neither can expand to consume the other; certainly not from DL to FFELP 

· How to deliver loans; case SLM made is that infrastructure is of size and scale that we can make any loans to any student at any school

· Sallie Mae with 35-36% market share is an entity that should be part of the solution
· Dynamics are changing and part of that is our job; should not be a partisan fight 
Al Lord:  

· Debate between FFELP and Direct Lending

· Two different ways to essentially accomplish the same thing; get federal dollars in hands of students 
· Very different processes; we can manage both of them

· Don’t hear anything now about going one way or the other; don’t think government gains anything going one direction or the other
· Its politics though, so it is always speculative

Question:  Is there a scenario where the company is two companies:  one part of company has exclusive relationship with government taking off all the production and the other one is a higher margin but more risky business?

Answer:  

Al Lord:

· Answer is yes, but not sure this is the natural split

· Three of them mightily enjoyed about 4 hours; where do they see company in future years?

· See FFELP evolving along with Direct Lending or a hybrid of the two into servicing businesses; see ourselves as a major player in that business and a private credit business; not beyond realm of likelihood.
Question:  Company has businesses that are working well but have legacy portfolio (non-traditional) that is the overhang, the 800 lb. gorilla, what else can be done to isolate or control the risk to prevent that from infecting the company?
Answer:  

Jack Remondi:  

· Take a look at it from high-risk perspective; reserved as gre
· Extend loss expectation period from 2 years to 4 year period

· Chart on website, what is coming into repayment; amount of non-traditional loans entering repayment peaked in 2007, typically 75% charge-off within first 12 months of repayment; expect 2009 to be the peak in chargeoffs
· Represented 15% of total private credit portfolio
· Not putting the overall business at risk
· Stop lending to non-traditional schools

Question:  Is there a distinction between private and FFELP program, more economic sensitivity to the demand for people who cannot afford 12% rates vs. the government programs?
Answer:  Jack Remondi:  
· Countercyclical demand for education and education credit, second driver is tuition costs at state colleges and community colleges as state aid is reduced
· Much of demand can be covered through FFELP programs

· Graduate students can borrow 100% of GradPlus; little user of private loans
· Undergraduates:  Parents can borrow 100% in PLUS loan 
· 1-2-3 approach espoused by Sallie Mae
· 1 use free money, 2 federal loans, 3 private loans

· FFELP not most profitable; keeps total business in good relationships with schools; marketed that approach
· Expect increase in private loans given difficulties in home equity lines, 401k borrowings or even savings as market as eroded those accounts
· Economy requires us to be far more diligent and restrictive in our credit underwriting then we need to be 

Question:  Why so confident about your ability to roll the ABCP Facility within the time it has left?  How do you balance pricing power on private loan side with potential regulatory backlash?     
Answer:  

Jack Remondi

· Minimal credit exposure for banks since most of facility used to fund FFELP loans ($25 billion of $28 billion)
· Largest facility of its type out there; largest exposure that banks may have in conduit programs
· SLM and banks want to see it reduced in size dramatically; expensive to SLM, banks want to shrink balance sheets

· Why will it roll?

· Have vehicles that will allow this facility to be repaid as expected 

· Dept. of Education Conduit Facility - $16 billion

· TALF facility - $23 billion eligible for TALF program, we think,  T&Cs not defined yet
· Substantial assets eligible for both of these programs

· Expected closing dates in January/February, even if slip don’t expect significant issues
· SLM bears all market risk as they are “mark to market” to keep them at AAA level; bear all operating cost associated with the loans; makes no sense why the banks would want to own these loans rather than have Sallie Mae do this
· Constructive conversations with banks; reduced from $34 BN to $28 BN already; dialogue and due diligence sessions have been  
· Sallie Mae is in much better shape from liquidity, funding option, profit potential now than in January 2008

· SLM was not sure how to make FFELP loans in early 2008
· Liquidity solved through Conduit and TALF facility

Question:  What is potential for regulatory backlash for pricing loans at pretty healthy levels?
Answer:  

Al Lord

· If it becomes a battle, it becomes a battle among certain politicians and schools

· Schools inevitably ask students not to borrow to pay tuition; students are going to have debt. 
· Rate that we are charging is roughly 12%, a healthy rate, not as high as credit card rate, not 100bp that can be taken out of the 700 score borrower, it is that tight; cost of funds; cost of credit; cost of underwriting the asset; unfortunate students have to borrow to go to school
· 90% of loans will be co-signed, really a matter of the student and his/her parent negotiating this deal among themselves; nature of the beasts today
Jack Remondi:  

· If ABS markets return, now pricing at LIBOR + 900; used to fund them at 150bp over LIBOR; can’t match-fund it to its shortened life.  
