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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This Annual Report on Form 10-K contains �forward-looking� statements and information based on management�s current expectations as of the
date of this report. Statements that are not historical facts, including statements about our beliefs, opinions or expectations and statements that
assume or are dependent upon future events, are forward-looking statements. Forward-looking statements are subject to risks, uncertainties,
assumptions and other factors that may cause actual results to be materially different from those reflected in such forward-looking statements.
These factors include, among others, the risks and uncertainties set forth in Item 1A �Risk Factors� and elsewhere in this Annual Report on
Form 10-K and subsequent filings with the Securities and Exchange Commission (�SEC�); increases in financing costs; limits on liquidity;
increases in costs associated with compliance with laws and regulations; changes in accounting standards and the impact of related changes in
significant accounting estimates; any adverse outcomes in any significant litigation to which we are a party; credit risk associated with our
exposure to third parties, including counterparties to our derivative transactions; and changes in the terms of student loans and the educational
credit marketplace (including changes resulting from new laws and the implementation of existing laws). We could also be affected by, among
other things: changes in our funding costs and availability; reductions to our credit ratings or the credit ratings of the United States of America;
failures of our operating systems or infrastructure, including those of third-party vendors; damage to our reputation; failures to successfully
implement cost-cutting and restructuring initiatives and adverse effects of such initiatives on our business; risks associated with restructuring
initiatives, including our recently announced strategic plan to separate our existing operations into two, separate, publicly-traded companies;
changes in the demand for educational financing or in financing preferences of lenders, educational institutions, students and their families;
changes in law and regulations with respect to the student lending business and financial institutions generally; increased competition from
banks and other consumer lenders; the creditworthiness of our customers; changes in the general interest rate environment, including the rate
relationships among relevant money-market instruments and those of our earning assets versus our funding arrangements; changes in general
economic conditions; our ability to successfully effectuate any acquisitions and other strategic initiatives; and changes in the demand for debt
management services. The preparation of our consolidated financial statements also requires management to make certain estimates and
assumptions, including estimates and assumptions about future events. These estimates or assumptions may prove to be incorrect. All
forward-looking statements contained in this Annual Report on Form 10-K are qualified by these cautionary statements and are made only as of
the date of this report. We do not undertake any obligation to update or revise these forward-looking statements to conform such statements to
actual results or changes in our expectations. References to NewCo and SLM BankCo (as defined herein) forward-looking in nature and
dependent on the successful completion of the Spin-Off, as discussed herein.

Definitions for certain capitalized terms used in this Annual Report on Form 10-K can be found in the �Glossary� at the end of this report.

References in this Annual Report on Form 10-K to �we,� �us,� �our� �Sallie Mae� and the �Company,� refer to SLM Corporation and its subsidiaries,
except as otherwise indicated or unless the context otherwise requires.

AVAILABLE INFORMATION

Our website address is www.salliemae.com. Copies of our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports
on Form 8-K, as well as any amendments to those reports, are available free of charge through our website as soon as reasonably practicable
after they are electronically filed with, or furnished to, the SEC. In addition, copies of our Board Governance Guidelines, Code of Business
Conduct (which includes the code of ethics applicable to our Principal Executive Officer, Principal Financial Officer and Principal Accounting
Officer) and the governing charters for each committee of our Board of Directors are available free of charge on our website, as well as in print
to any stockholder upon request. We intend to disclose any amendments to or waivers from our Code of Business Conduct (to the extent
applicable to our Principal Executive Officer or Principal Financial Officer) by posting such information on our website. Information contained
or referenced on our website is not incorporated by reference into and does not form a part of this Annual Report on Form 10-K.
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PART I.

Item 1. Business
Overview

SLM Corporation, more commonly known as Sallie Mae, is the nation�s leading saving, planning and paying for education company. For 40
years, we have made a difference in students� and families� lives, helping more than 31 million Americans pay for college. We recognize there is
no single way to achieve this task, so we provide a range of products to help families whether college is a long way off or right around the
corner. We promote responsible financial habits that help our customers dream, invest and succeed.

We were formed in 1972 as the Student Loan Marketing Association, a federally chartered government sponsored enterprise (�GSE�), with the
goal of furthering access to higher education by providing liquidity to the student loan marketplace. On December 29, 2004, we terminated the
federal charter, incorporated SLM Corporation as a business corporation in the State of Delaware, and dissolved the GSE. Our principal
executive offices are located at 300 Continental Drive, Newark, Delaware 19713, and our telephone number is (302) 283-8000.

On May 29, 2013, we announced our intent to separate into two distinct publicly-traded entities � an education loan management business
(�NewCo�) and a consumer banking business (�SLM BankCo�). It is our intent to effect the separation through the distribution of the common stock
of NewCo, which was formed to hold the assets and liabilities associated with our education loan management business. In order to effect the
separation, we will first undergo an internal corporate reorganization, which is necessary for the contemplated separation of NewCo from our
consumer banking business. This internal corporate reorganization will be then followed by a pro rata share distribution of all of the shares of
NewCo common stock to our stockholders that will implement the actual separation of NewCo. Throughout this Annual Report on Form 10-K,
we sometimes collectively refer to the proposed internal corporate reorganization and separation as the �Spin-Off.� �NewCo� was incorporated
under the temporary name �New Corporation.� The actual and brand name of NewCo will be publicly disclosed prior to the Spin-Off in an
amendment to New Corporation�s Form 10 registration statement. For a discussion of the reasons for the Spin-Off, its mechanics and the
businesses to be retained by or transferred to and operated by NewCo and SLM BankCo, see the section titled �Reorganization and the Spin-Off.�

In this Annual Report on Form 10-K, we provide a review of our current business and operations as of and for the fiscal year ended
December 31, 2013, as well as information regarding the proposed separation of our existing businesses in the event of the completion of the
Spin-Off. Upon completion of the Spin-Off, SLM BankCo, a newly incorporated, publicly-traded holding company, will succeed and continue
to operate our consumer banking business through Sallie Mae Bank, Upromise, Inc. (�Upromise�) and Sallie Mae Insurance Services. SLM
BankCo will continue to use the brand name �Sallie Mae� and trade under our symbol �SLM.� NewCo, on the other hand, will hold the assets and
liabilities related to our education loan management business, which constitute substantially all of our assets and liabilities, and NewCo will
trade under a new symbol on the NASDAQ Global Select Market (the �NASDAQ�). Our historical financial statements prior to the Spin-Off will
become the historical financial statements of NewCo. As a result, the presentation of the financial results of the business and operations of SLM
BankCo, which will be the publicly-traded successor registrant to the Company, for periods arising after the completion of the Spin-Off will be
substantially different from the presentation of our financial results in this Annual Report on Form 10-K and in our prior filings with the SEC.
To provide additional information to our investors regarding the anticipated impact of the Spin-Off, we have included in this Annual Report on
Form 10-K certain unaudited pro forma financial information of SLM BankCo, on a stand-alone basis as of and for the year ended December 31,
2013, to provide some reference for SLM BankCo�s expected reissued historical financial statements post Spin-Off and future manner of
presentation of its financial condition and results of operations. See the section titled �SLM BankCo Pro Forma Financial Information
(Unaudited).�

For a discussion of the products and services to be offered by each of NewCo and SLM BankCo following completion of the Spin-Off, see the
sections titled �Business Segments,� �NewCo After the Spin-Off� and �SLM BankCo After the Spin-Off.�

2

Edgar Filing: SLM CORP - Form 10-K

6



The completion of the Spin-Off is subject to certain customary conditions, including final approval by our Board of Directors,
confirmation of the tax-free nature of the transaction by the Internal Revenue Service (�IRS�), and the effectiveness of New Corporation�s
registration statement, which was initially filed with the SEC on December 6, 2013 and subsequently amended on February 7, 2014,
which can be accessed through the SEC�s website at www.sec.gov/edgar. The contemplated Spin-Off will not require a stockholder vote.
Although we currently anticipate the Spin-Off will be completed during the first half of 2014, there can be no assurance as to when or if
the Spin-Off will ultimately occur. See the section titled �Risks Related to the Spin-Off� in Item 1A. �Risk Factors� for a discussion of the
risks and uncertainties related to the Spin-Off. All information in this Annual Report on Form 10-K regarding the proposed Spin-Off,
and any description of the anticipated consumer banking business of the registrant after the Spin-Off, is qualified by the foregoing.

Our Approach to Advising Students and Families How to Pay for College

Students and their families use multiple sources of funding to pay for their college education, including savings, current income, grants,
scholarships, federal education loans and Private Education Loans. We use �Private Education Loans� to mean education loans to students or their
families that are non-federal loans not insured or guaranteed under the previously existing Federal Family Education Loan Program (�FFELP�).
We advise students and their families to follow a three-step process to pay for college. In recent years, we have increased our focus on
business-to-consumer and business-to-business activities that align with each of these three steps and future plans revolve largely around
continuing to develop these types of activities.

Step 1: Use scholarships, grants, savings and income.

We make available to consumers at no charge an extensive online database of scholarships which includes information about more than three
million scholarships with an aggregate value in excess of $16 billion. Our Upromise consumer savings network helps families jumpstart their
save-for-college plan by providing financial rewards on everyday purchases. Traditional savings products, like High-Yield Savings Accounts,
Money Market Accounts and CDs, are available through Sallie Mae Bank.

Step 2: Pursue federal government loan options.

We encourage consumers to explore federal government loan options. Our free online tool, the Education Investment Planner, helps families
estimate the full cost of a college degree and build a customized plan to pay for the full cost of a college degree. The Education Investment
Planner takes families through a series of questions, prompting users to model various funding sources � including 529 college-savings plans,
parent and student savings and income, scholarships, federal and state grants, institutional aid, and if necessary, federal and private student loans.
The Education Investment Planner also estimates monthly payments on education loans and helps project how much a graduate would need to
earn to keep payments manageable.

Step 3: Consider affordable Private Education Loans to fill the gap.

We offer Private Education Loan products to bridge the gap between family resources, federal loans, grants, student aid and scholarships, and
the cost of a college education. While we actively maintain our presence in school marketing channels, we also continue to develop and evolve
our marketing efforts through various other direct and indirect marketing channels, such as direct mailings, Internet channels and marketing
alliances with various banks and financial institutions.
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Our Approach to Assisting Students and Families in Repaying their Education Loans

In total, we provide service to approximately 13 million FFELP Loan, Direct Loan and Private Education Loan customers including cosigners,
and post-default counseling to an additional 500,000 customers. This includes processing more than 70 million payments and making and
responding to approximately 500 million calls annually. Employee emphasis is placed on providing service with accuracy, courtesy, consistency
and empathy. If we fall short, we make it a priority to correct our mistake, and we make it a priority to prevent it from happening again.

We understand managing repayment of education loans is critical for students to achieve their educational goals, recognize their full earning
potential, and develop a strong credit profile. A key indicator of future success in loan repayment is graduation. We encourage customers to plan
for the full cost of their education to increase their likelihood of completing their course of study because we know that those who drop out or do
not complete their course of study are more likely to default on their education loans.

When it comes to repaying education loans, customer success means making steady progress toward repayment, instead of falling behind on
payments. Our experience has taught us that the transition from school to full repayment requires making and carrying out a financial plan. For
many, this is their first borrowing experience. For new graduates, salaries grow over time, typically making payments easier to handle as their
career progresses. It is also not uncommon for some to return to school, experience illness or encounter temporary interruptions in earnings.

To help customers manage these realities, we have made customer success and default prevention top priorities. Contact and counseling keep
customers on track, and we go beyond what is required in our efforts to assist customers with past-due student loan payments. That outreach
pays off: approximately 90 percent of federal loan customers we reach successfully leverage the options available to them to resolve their
delinquency. As a result of our outreach, the federal education loans we service default at rates 30 percent better than the national average.

Most customers tell us they want to repay their loans as quickly as they can, thus minimizing their borrowing costs. Customers who request
additional payment flexibility are most frequently in the early years of repayment. Having multiple repayment options from which to choose
helps customers find a plan that is right for their individual situation. No one option serves all, and we use a variety of tools � such as videos,
online resources, letters, text messaging, email, and live chat � to facilitate customer access to repayment information that allows them to make an
informed choice that�s right for their financial circumstance and goals.

One of the hallmarks of our responsible borrowing philosophy is to encourage payments, even small ones, instead of no payment. When done
while the student is in school and even when not required, even nominal payments may help minimize the accumulation of total indebtedness.
We also recognize that, during periods of repayment, customers may struggle to meet their financial obligations. We work with each individual
to understand their financial situations and identify alternative payment arrangements. And when we do, our counseling includes straight talk
about debt, including the impact of delaying repayment on total borrowing costs.

Business Segments

Currently, we have three primary operating business segments � Consumer Lending, Business Services and FFELP Loans. A fourth segment �
Other, primarily consists of the financial results of our holding company, including activities related to the repurchase of debt, the corporate
liquidity portfolio and all overhead, as well as the results from certain, smaller wind-down and discontinued operations.

A summary of financial information for each of our business segments for each of the last three fiscal years is included in �Note 15 � Segment
Reporting� to the consolidated financial statements.
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Consumer Lending Segment

In this segment, we originate, acquire, finance and service Private Education Loans. The Private Education Loans we make are primarily to
bridge the gap between the cost of higher education and the amount funded through financial aid, federal loans or customers� resources. We
continue to offer loan products to parents and graduate students where we believe we are competitive with similar federal education loan
products. In this segment, we earn net interest income on our Private Education Loan portfolio (after provision for loan losses). Operating
expenses for this segment include costs incurred to acquire and to service our loans.

Managed growth of our Private Education Loan portfolio is central not only to our strategy for growing the Consumer Lending segment but also
for the future of Sallie Mae Bank. In 2013, we originated $3.8 billion of Private Education Loans, an increase of 14 percent and 39 percent from
the years ended December 31, 2012 and 2011, respectively. As of December 31, 2013, 2012 and 2011, we had $37.5 billion, $36.9 billion, and
$36.3 billion of Private Education Loans outstanding, respectively. See Item 7. �Management�s Discussion and Analysis of Financial Condition
and Results of Operations � Business Segment Earnings Summary � �Core Earnings� Basis � Consumer Lending Segment� for a full discussion of our
Consumer Lending business and related Private Education Loan portfolio.

Private Education Loans in Context

Private Education Loans help students and families fill the gap between their own resources, financial aid, federal education loans, and the total
cost of college. Historically, Private Education Loans have not replaced federal aid and education loans. However, the interplay between federal
and Private Education Loans, their respective terms and conditions and interest rate structures has changed significantly over time. Most notably,
over time, federal education lending has expanded to include loans to graduate students and parents of undergraduate students sufficient to cover
the full cost of college and graduate school attendance.

We offer responsible Private Education Loan products to families and students. Since 2009, we have:

� voluntarily required school certification of both the need for, and the amount of, all of our Private Education Loans;

� introduced our Smart Option Student Loan product to emphasize payments while in school and to shorten repayment terms based on
loan amounts and class level;

� obtained cosigners on an average of 90 percent of all Private Education Loans originated; and

� offered, through our rate reduction program, temporary relief to assist customers having difficulty making payments on their Private
Education Loans.

In addition, we provide many repayment options � reduced monthly payments, interest-only payments, extended repayment schedules, temporary
interest rate reductions and, if appropriate, forbearance � all scaled to a customer�s individual circumstances. These programs, much like the
adjustments available to customers under federal student loans, must be used wisely given their potential to significantly increase the overall
costs of education financing to customers.

Private Education Loans bear the full credit risk of the customer and cosigner. We manage this risk by underwriting and pricing based upon
customized credit scoring criteria and the addition of qualified cosigners. For the year ended December 31, 2013, our annual charge-off rate for
Private Education Loans (as a percentage of loans in repayment) was 2.8 percent, as compared with 3.4 percent for the prior year.

The core of our marketing strategy is to generate student loan originations by promoting our products on campus through the financial aid office
and through direct marketing to students and their families. Since the beginning of 2006, virtually all of our Private Education Loans have been
originated and funded by Sallie Mae Bank, a Utah industrial bank subsidiary, which is regulated by the Utah Department of Financial
Institutions
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(�UDFI�) and the Federal Deposit Insurance Corporation (�FDIC�). At December 31, 2013, Sallie Mae Bank had total assets of $10.7 billion,
including $6.7 billion in Private Education Loans and $1.4 billion of FFELP Loans. As of the same date, Sallie Mae Bank had total deposits of
$9.3 billion. Sallie Mae Bank currently relies on both retail and brokered deposits to fund its assets and periodically sells originated Private
Education Loans to affiliates for inclusion in securitization trusts or collection. See the section titled �SLM BankCo Funding Sources� for a
description of SLM BankCo�s funding sources after the Spin-Off. Currently, Sallie Mae and its affiliates provide services and technology support
to Sallie Mae Bank through various service agreements. See the section titled �SLM BankCo�s Post-Separation Relationship with NewCo� for a
description of how these services will be provided after the Spin-Off.

Our ability to obtain deposit funding and offer competitive interest rates on deposits will become more important to sustain the continuing
growth of our Private Education Loan originations. Our ability to obtain such funding is also dependent in part on the capital level of Sallie Mae
Bank and compliance with other applicable regulatory requirements. At the time of this filing, there are no restrictions on Sallie Mae Bank�s
ability to obtain deposit funding or the interest rates Sallie Mae Bank charges other than those restrictions generally applicable to all similarly
situated banks.

At the time of this filing, Sallie Mae Bank remains subject to a cease and desist order originally issued in August 2008 by the FDIC and the
UDFI. In July 2013, the FDIC notified us that it plans to replace the existing cease and desist order on Sallie Mae Bank with a new formal
enforcement action against Sallie Mae Bank that would more specifically address certain cited violations of Section 5 of the Federal Trade
Commission Act (the �FTC Act�), including practices relating to payment allocation practices and the disclosures and assessments of certain late
fees, as well as alleged violations under the Servicemembers Civil Relief Act (the �SCRA�). In November 2013, the FDIC notified us that the new
formal enforcement action would be against Sallie Mae Bank and an additional enforcement action would be against Sallie Mae, Inc. (�SMI�), in
its capacity as a servicer of education loans for other financial institutions, and would include civil money penalties and restitution. Sallie Mae
Bank has been notified by the UDFI that it does not intend to join the FDIC in issuing any new enforcement action. For additional information
regarding these and related regulatory matters and the reserves we have recorded in connection therewith, see Item 3. �Legal
Proceedings�Regulatory Matters.� Our failure to comply with various laws and regulations, the terms of the cease and desist order, or to timely
address issues raised during any examination could result in limitations on our ability to obtain deposit funding in Sallie Mae Bank and could
materially and adversely impact Sallie Mae Bank�s business, financial condition and results of operations.

Key Drivers of Private Education Loan Market Growth

The size of the Private Education Loan market is based on three primary factors: college enrollment levels, the costs of attending college and the
availability of funds from the federal government to pay for a college education. The amounts that students and their families can contribute
toward a college education and the availability of scholarships and institutional grants are also important. If the cost of education continues to
increase at a pace exceeding family income and savings growth and the availability of federal fund grants, and scholarship levels remain
constant or decrease, more students and families can be expected to borrow privately. If enrollment levels or college costs decline or the
availability of federal fund grants and scholarships significantly increase, Private Education Loan originations could decrease.

� Undergraduate and graduate enrollments at four-year institutions increased by approximately 16 percent from 2007 to 2011. According
to ED�s projections released in January, 2013, enrollment is projected to increase by 12 percent from 2012 to 2021.1 While a clear trend
has not yet been identified, recent enrollment statistics indicate more moderate enrollment growth in the near term.

1 Source: U.S. Department of Education, National Center for Education Statistics, Projections of Education Statistics to 2021 (NCES 2013-008,
January 2013)
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� Average tuition and fees at four-year public institutions and four-year private institutions were $8,893 and $30,094, respectively for
Academic Year (�AY�) 2013-2014 and have increased at a compound annual growth rate of 6.7 percent and 4.7 percent, respectively,
since AY 2003-2004.2

� There has been a 48 percent increase in borrowing from federal loan programs since AY 2007-2008. In AY 2012-2013, borrowing from
federal loan programs, according to the College Board, totaled $101.5 billion, an increase of 136 percent since AY 2002-2003.3 A
substantial portion of this increase was driven by the creation of the Grad PLUS program in 2006 and increases in federal borrowing
limits in 2007 and 2008. The College Board also reported that, over the same time period, federal grants increased 198 percent to $47
billion. In AY 2012-2013, borrowing from Private Education Loan programs increased to an estimated $7.2 billion, up 13 percent over
the previous year; an increase of 3 percent as compared to AY 2002-2003 levels.2

Tuition and fees represent only a portion of total costs of attendance. Utilizing consistent data from available public sources with regard to room
and board, books and supplies and transportation costs, we have estimated total costs of college attendance have grown from approximately
$324 billion for AY 2007-2008 to $438 billion for AY 2012-2013.3

We face competition for Private Education Loans from a group of the nation�s larger banks and local credit unions.

Implications of the Spin-Off

If the Spin-Off occurs, SLM BankCo and its subsidiaries will continue to originate, finance and service Private Education Loans and earn
revenue on the Private Education Loan portfolio held by SLM BankCo and its affiliates. By agreement, NewCo will not originate Private
Education Loans prior to 2019. On a pro forma basis as of December 31, 2013 and as currently proposed as part of the Spin-Off, SLM BankCo
will retain approximately $6.5 billion of our Private Education Loan portfolio, and NewCo will continue to service and collect on its own
portfolio of education loans, as well as on those owned by numerous banks, credit unions and non-profit education lenders.

During a transition period, NewCo and its affiliates will assist SLM BankCo in the servicing and collections on the Private Education Loans held
by SLM BankCo and its affiliates. It is currently anticipated that NewCo will also continue to service Private Education Loans owned by SLM
BankCo with respect to individual borrowers who also have Private Education Loans which are owned by NewCo. NewCo will also service and
collect on SLM BankCo�s portfolio of FFELP Loans. For additional information, see the section titled �SLM BankCo�s Post-Separation
Relationship with NewCo.�

Business Services Segment

We are currently the largest holder, servicer and collector of loans made under the previously existing FFELP, and the majority of our income
has been derived, directly or indirectly, from our portfolio of FFELP Loans and servicing we have provided for FFELP Loans. In 2010,
Congress passed legislation ending the origination of education loans under FFELP. The terms and conditions of existing FFELP Loans were not
affected by this legislation. Our FFELP Loan portfolio will amortize over approximately 20 years. The fee income we have earned from
providing servicing and contingent collection services on such loans will similarly decline over time. For a full description of FFELP, see
Appendix A �Description of Federal Family Education Loan Program.� We also provide servicing, loan default aversion and defaulted loans
collection services on

2 Source: The College Board�Trends in College Pricing 2013. © 2013 The College Board. www.collegeboard.org. Cost of attendance is in
current dollars and includes tuition, fees and on-campus room and board.

3 Extrapolated from various materials produced by U.S. Department of Education, College Board, McKinsey & Company, MeasureOne,
National Student Clearing House, Company Analysis.
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behalf of Guarantors of FFELP Loans and other institutions, including the U.S. Department of Education (�ED�). With the elimination of FFELP
in July 2010, these FFELP-related revenue sources will continue to decline.

After the Spin-Off is completed, NewCo will perform substantially all of the activities of our existing Business Services segment, other than the
activities of Upromise and Sallie Mae Insurance Services, which will be carried on by SLM BankCo.

� Servicing revenues from the FFELP Loans we own and manage represent intercompany charges to the FFELP Loans segment at rates
paid to us by the trusts which own the loans. These fees are legally the first payment priority of the trusts and exceed the actual cost of
servicing the loans. Intercompany loan servicing revenues declined to $530 million in 2013 from $670 million in 2012. Intercompany
loan servicing revenues will decline as the FFELP portfolio amortizes. Prepayments of FFELP Loans could further accelerate the rate of
decline.

� In 2013, we earned account maintenance fees on FFELP Loans serviced for Guarantors of $38 million, down from $44 million in 2012.
These fees will continue to decline as the portfolio amortizes. Prepayments of FFELP Loans could further accelerate the rate of decline.

� We provide default aversion, post default collections and claims processing to 15 of the 30 Guarantor agencies that serve as an
intermediary between the U.S. federal government and FFELP lenders and are responsible for paying the claims made on defaulted
loans. In 2013, collection revenue from Guarantor clients totaled $303 million, compared to $264 million the prior year. As FFELP
Loans are no longer originated, these revenues will generally decline over time unless we acquire additional work for Guarantor clients.
The rate at which these revenues will decrease will also be affected by the Bipartisan Budget Act (the �Budget Act�) enacted on
December 26, 2013 and effective on July 1, 2014, which reduces the amount to be paid to Guarantor agencies for defaulted FFELP
Loans that are rehabilitated under Section 428F of the Higher Education Act (the �HEA�). The precise effect of the Budget Act will
depend on the decisions of our Guarantor agency clients about their continued participation in FFELP default collections, as well as by
how the fee reduction is implemented by ED. We earned approximately $283 million in fee income from these activities in 2013, and
we currently estimate the Budget Act will reduce fee income in 2014 by approximately $60 million.

In 2013, FFELP-related revenues accounted for 77 percent of total Business Services segment revenues, as compared with 82 percent and 82
percent, respectively, for the previous two years. Total Business Services segment revenues were $1.16 billion for the year ended December 31,
2013, down from $1.20 billion for the prior year.

The end of the FFELP program will likely cause owners of FFELP Loan portfolios as well as Guarantors of those loans to seek to further reduce
their FFELP servicing costs or sell those portfolios. Given the volume of FFELP Loans we service for our affiliates and third parties, we are, and
after the Spin-Off NewCo will be, uniquely situated to adapt to the increasing levels of education loan-specific disclosure, compliance, servicing
and collection standards which other financial institutions and servicers may not find economical to continue to support. Acquiring additional
FFELP servicing volume as others sell FFELP portfolios, exit existing FFELP servicing businesses or seek to find lower cost providers for those
services is a key component of our current Business Services growth strategy, notwithstanding the end of the FFELP program, and, after
completion of the Spin-Off, will be a key component of NewCo�s Business Services segment growth strategy.

ED Collection and Servicing Contracts

Since 1997, we have provided collection services on defaulted student loans to ED, and these collection services will continue to be provided by
the Company, or NewCo should the Spin-Off occur. The current contract runs through April 21, 2015. There are 21 other collection providers,
of which we compete with 16 providers for account allocation based on quarterly performance metrics. The remaining five providers are small
businesses that are ensured a particular allocation of business. As a consistent top performer, our share of allocated accounts
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has ranged from six percent to eight percent for this contract period. Currently, we are participating in ED�s procurement process for a new debt
collection contract and expect them to announce the recipients by April 30, 2014.

Since the second quarter of 2009, we have been one of four large servicers awarded a servicing contract by ED to service Direct Student Loan
Program (�DSLP�) federal loans owned by ED. We serviced approximately 5.7 million accounts under this DSLP servicing contract as of
December 31, 2013. The DSLP servicing contract spans five years with one five-year renewal at the option of ED. In November 2013, ED gave
notice to Sallie Mae of its intent to exercise its five-year renewal option to extend the DSLP servicing contract. As such, we will continue to
compete for DSLP servicing volume from ED with the three other large servicing companies that also have similar contracts. New account
allocations for the upcoming contract year are awarded annually based on each company�s performance on five different metrics over the most
recently ended contract year: defaulted borrower count, defaulted borrower dollar amount, a survey of borrowers, a survey of schools and a
survey of ED personnel. Pursuant to the contract terms related to annual volume allocation of new loans, the maximum any servicer could be
awarded is 40 percent of net new borrowers in that contract year. Our share of new loans serviced for ED under the contract increased to 18
percent in 2013 from 15 percent in the prior contract year as a result of our relative standing, as compared to other servicing companies, on the
ED Scorecard. We earned $109 million of revenue under the contract for the year ended December 31, 2013.

To date, the DSLP servicing contract with ED has not contributed meaningful net income to us; however, the opportunity to significantly and
profitably expand the services we can provide under the DSLP directly to ED or otherwise, has been an important component of the Business
Services segment�s growth strategy and will continue to be an important component of NewCo�s Business Services segment growth strategy if the
Spin-Off occurs. In fiscal year 2014, ED is projected to originate more than $112 billion in new federal education loans and spend more than
$1.7 billion in contracted services. To expand the services we provide under the DSLP, we or, upon completion of the Spin-Off, NewCo will
seek to improve on the performance metrics that determine the allocation of new accounts under the servicing contract with ED.

We have generated significant volumes of work and consistently delivered high levels of objectively measurable performance under both the ED
collection contract and the DSLP servicing contract. However, to date, the servicing contract structure has not permitted us to scale the work we
are doing to achieve meaningful profitability.

Other

Upromise generates transaction fees through our Upromise consumer savings network. Since inception through December 31, 2013, members
have earned approximately $800 million in rewards by purchasing products at hundreds of online retailers, booking travel, purchasing a home,
dining out, buying gas and groceries, using the Upromise World MasterCard, or completing other qualified transactions. We earn a fee for the
marketing and administrative services we provide to companies that participate in the Upromise savings network. We also compete with other
loyalty shopping services and companies. After the Spin-Off, the Upromise consumer savings network will be operated by SLM BankCo.

Previously, we provided program management services for 529 college-savings plans through our 529 college-savings plan administration
business and our Campus Solutions business provided processing capabilities to educational institutions designed to help campus business
offices increase their services to students and families. However, in the second quarter of 2013, we sold our Campus Solutions business and
recorded an after-tax gain of $38 million. Additionally, in the fourth quarter of 2013, we sold our 529 college-savings plan administration
business and recorded an after-tax gain of $71 million.

FFELP Loans Segment

Our FFELP Loans segment consists of our FFELP Loan portfolio (approximately $104.6 billion as of December 31, 2013) and the underlying
debt and capital funding the loans. We are currently the largest holder of
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FFELP Loans. FFELP Loans are insured or guaranteed by state or not-for-profit agencies and are also protected by contractual rights to recovery
from the United States pursuant to guaranty agreements among ED and these agencies. These guarantees generally cover at least 97 percent of a
FFELP Loan�s principal and accrued interest for loans disbursed. In the case of death, disability or bankruptcy of the borrower, these guarantees
cover 100 percent of the loan�s principal and accrued interest. See Item 7. �Management�s Discussion and Analysis of Financial Condition and
Results of Operations � Business Segment Earnings Summary � �Core Earnings� Basis � FFELP Loans Segment� for a full discussion of our FFELP
Loans segment. After completion of the Spin-Off, we anticipate that SLM BankCo will retain only Sallie Mae Bank�s FFELP Loan portfolio
(approximately $1.4 billion as of December 31, 2013), and NewCo will retain the remainder of our FFELP Loan portfolio (approximately
$103.2 billion as of December 31, 2013).

As a result of the long-term funding used in the FFELP Loan portfolio and the insurance and guarantees provided on these loans, the net interest
margin recorded in the FFELP Loans segment is relatively stable and the capital we choose to retain with respect to the segment is modest. For
more discussion of the FFELP and related credit support mechanisms, see Appendix A �Description of Federal Family Education Loan Program.�

In 2013, we sold Residual Interests in FFELP Loan securitization trusts to third parties. We continue to service the student loans in the trusts
under existing agreements, and after completion of the Spin-Off, NewCo and its affiliates will continue to service and collect the student loans
owned by such trusts. As a result of the sale of the Residual Interests in FFELP securitizations, we removed securitization trust assets of
$12.5 billion and the related liabilities of $12.1 billion from our balance sheet and recorded a $312 million gain as part of �gains (losses) on sales
of loans and investments� for the year ended December 31, 2013.

Our FFELP Loan portfolio will amortize over approximately 20 years. Our goal is to maximize the cash flow generated by the portfolio. We will
seek to acquire other third-party FFELP Loan portfolios to add net interest income and servicing revenue, and this FFELP Loan acquisition
strategy will be maintained by NewCo after the completion of the Spin-Off.

The HEA continues to regulate every aspect of the FFELP, including ongoing communications with borrowers and default aversion
requirements. Failure to service a FFELP Loan properly could jeopardize the insurance and guarantees and federal support on these loans. The
insurance and guarantees on our existing loans were not affected by the July 2010 termination of the FFELP program.

Other Segment

The Other segment consists primarily of the financial results related to activities of our holding company, including the repurchase of debt, the
corporate liquidity portfolio and all overhead. We also include results from certain, smaller wind-down and discontinued operations within this
segment. Overhead expenses include costs related to executive management, the Board of Directors, accounting, finance, legal, human
resources, stock-based compensation expense and certain information technology costs related to infrastructure and operations.

Supervision and Regulation

Overview

The following discussion addresses the significant areas of supervision and regulation applicable to our current business and operations.

We are subject to extensive regulation, examination and supervision by various federal, state and local authorities. Significant aspects of the
laws and regulations that apply to us and our subsidiaries are described below. These descriptions are qualified in their entirety by reference to
the full text of the applicable statutes, legislation, regulations and policies, as they may be amended, and as interpreted and applied, by federal,
state and local agencies. Such statutes, regulations and policies are continually under review and are subject to change at any time, particularly in
the current economic and regulatory environment.
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As noted in more detail below, in coming years we expect the regulators overseeing several of our businesses will increase in number or change
and consumer protection regulations and standards will evolve to become more detailed in scope. We expect this evolution will significantly add
to our compliance, marketing, servicing and operating costs. Currently enhanced operations and compliance processes cannot provide assurance
that past practices or products will not be the focus of examinations, inquiries or lawsuits, including, for example, the pending regulatory matters
described in Item 3. �Legal Proceedings.� Prior to 2009, one or more of our current or then-existing subsidiaries were involved in the origination
and sale of home mortgages, automobile loans, boat/RV/manufactured housing loans, construction loans, and other personal loans.

Dodd-Frank Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the �Dodd-Frank Act�) was adopted to reform and strengthen
regulation and supervision of the U.S. financial services industry. It contains comprehensive provisions to govern the practices and oversight of
financial institutions and other participants in the financial markets. It imposes significant regulations, additional requirements and oversight on
almost every aspect of the U.S. financial services industry, including increased capital and liquidity requirements, limits on leverage and
enhanced supervisory authority. It requires the issuance of many implementing regulations which will take effect over several years, making it
difficult to anticipate the overall impact to us, our affiliates, including Sallie Mae Bank as well as our customers and the financial industry more
generally. While the overall impact cannot be predicted with any degree of certainty, we are and will continue to be affected by the Dodd-Frank
Act in a wide range of areas.

The Consumer Financial Protection Act, a part of the Dodd-Frank Act, established the Consumer Financial Protection Bureau (the �CFPB�), which
has broad authority to write regulations under federal consumer financial protection laws and to directly or indirectly enforce those laws,
including regulatory oversight of the Private Education Loan industry, and to examine financial institutions for compliance. It is authorized to
collect fines and provide consumer restitution in the event of violations, engage in consumer financial education, track consumer complaints,
request data and promote the availability of financial services to underserved consumers and communities. It has authority to prevent unfair,
deceptive or abusive practices by issuing regulations that define the same or by using its enforcement authority without first issuing regulations.
The CFPB has been active in its supervision, examination and enforcement of financial services companies, most notably bringing enforcement
actions imposing fines and mandating large refunds to customers of several large banking institutions for practices relating to the sale of
additional products associated with the extension of consumer credit. Once Sallie Mae Bank has four consecutive quarters with total assets of at
least $10 billion, the CFPB will become its primary compliance supervisor. The UDFI and FDIC will remain the prudential regulatory
authorities with respect to Sallie Mae Bank�s financial strength.

Throughout 2013, the CFPB continued to be active in the student loan industry and undertook a number of initiatives relative to the Private
Education Loan Market and student loan servicing, including:

� In February 2013, the CFPB published a notice soliciting information on potential options to offer more affordable repayment options to
borrowers having difficulty repaying their private student loans. Based on the more than 28,000 comments received, on May 8, 2013,
the CFPB published a report highlighting the ways in which private student loan debt can be a roadblock to financial soundness for
consumers. The report analyzes the impact of private student loan debt on the broader economy, assesses recent actions of policymakers
in the student loan market and discusses policy options put forth by the public regarding private student loans. Reports such as these
may continue to influence regulatory developments in the student lending market. The report proposes a number of considerations for
policymakers and market participants, such as refinancing relief and monthly payments more closely correlated with a borrower�s
debt-to-income ratio. Certain of these CFPB recommendations in the report could negatively affect our private education loan portfolio
if implemented. For a discussion on our approach to helping customers, see the section titled �Our Approach to Assisting Students and
Families in Repaying their Education Loans.�
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� On October 16, 2013, the Private Education Loan Ombudsman within the CFPB submitted its second report based on Private Education
Loan inquiries received through the CFPB portal from October 1, 2012 through September 30, 2013, including 1,327 inquiries
transmitted to Sallie Mae during that period. The Dodd-Frank Act created the Private Education Loan Ombudsman within the CFPB to
receive and attempt to informally resolve inquiries about Private Education Loans. The Private Education Loan Ombudsman reports to
Congress annually on the trends and issues that it identifies through this process. The report offers analysis, commentary and
recommendations to address issues reported by consumers. The report�s key observations included: (1) just under 50 percent of all
private student loan inquiries received were related to consumers seeking a loan modification or other option to reduce their monthly
payment; (2) payment processing problems continue to represent a significant amount of the inquiries received by the CFPB, such as
confusion about payment application policies, the application of excess payments and underpayments, timing of payment processing,
access to payment histories, lost payments, obtaining payoff information and servicing transfers; and (3) many of the private student
loan inquiries mirror the problems heard from consumers in the mortgage market and that recent changes to mortgage servicing and
credit card servicing practices might be applicable to the Private Education Loan market.

� On December 3, 2013, the CFPB issued a final rule defining larger participants of the student loan servicing market. The rule, which
will become effective on March 1, 2014, will allow the CFPB to federally supervise certain nonbank student loan servicers for the first
time. Under the final rule, the CFPB will have supervisory authority over any nonbank student loan servicer that services more than one
million borrower accounts, including accounts for both Private Education Loans and federal student loans. Our student loan servicing
subsidiaries will be subject to this new oversight. The CFPB�s supervision will include gathering reports, conducting examinations for
compliance with federal consumer financial laws and taking enforcement actions as appropriate, similar to the CFPB�s current
supervisory authority over large bank student loan servicers.

Debt Collection Supervision

Consistent with the authority granted to it under the Dodd-Frank Act, the CFPB also maintains supervisory authority over larger consumer debt
collectors. On October 24, 2012, the CFPB issued its final debt collection larger participant rule and examination procedures. The rule defines
larger participants as third-party debt collectors, debt buyers and collection attorneys with more than $10 million in annual receipts resulting
from consumer debt collection. The rule became effective January 2, 2013. Under the rule, our collection subsidiaries are considered larger
participants and are subject to supervision. The issuance of the CFPB�s rules does not preempt the various and varied levels of state consumer
and collection regulations to which the activities of our subsidiaries are currently subject. We also utilize third-party debt collectors to collect
certain defaulted and charged-off education loans. We continue to be responsible for oversight of their procedures and controls.

Regulation of Sallie Mae Bank

Sallie Mae Bank was chartered in 2006 and is a Utah industrial bank regulated by the FDIC and the UDFI. We are currently not a bank holding
company and therefore are not subject to the regulation applicable to bank holding companies. However, we and our non-bank subsidiaries are
subject to regulation and oversight as institution-affiliated parties. The following discussion sets forth some of the elements of the bank
regulatory framework applicable to us, Sallie Mae Bank and our other non-bank subsidiaries.

General

Sallie Mae Bank is currently subject to primary regulation and examination by the FDIC and the UDFI. Numerous other federal and state laws as
well as regulations promulgated by the FDIC and the state banking regulator govern almost all aspects of the operations of Sallie Mae Bank and,
to some degree, our operations and those of our non-bank subsidiaries as institution-affiliated parties.
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Actions by Federal and State Regulators

Like all depository institutions, Sallie Mae Bank is regulated extensively under federal and state law. Under federal and state laws and
regulations pertaining to the safety and soundness of insured depository institutions, the UDFI and separately the FDIC as the insurer of bank
deposits have the authority to compel or restrict certain actions on Sallie Mae Bank�s part if they determine that it has insufficient capital or other
resources, or is otherwise operating in a manner that may be deemed to be inconsistent with safe and sound banking practices. Under this
authority, Sallie Mae Bank�s regulators can require it to enter into informal or formal supervisory agreements, including board resolutions,
memoranda of understanding, written agreements and consent or cease and desist orders, pursuant to which Sallie Mae Bank would be required
to take identified corrective actions to address cited concerns and to refrain from taking certain actions.

Enforcement Powers

We and our nonbank subsidiaries are �institution-affiliated parties� of Sallie Mae Bank, including our management, employees, agents,
independent contractors and consultants, and are generally subject to potential civil and criminal penalties for violations of law, regulations or
written orders of a government agency. Violations can include failure to timely file required reports, filing false or misleading information or
submitting inaccurate reports. Civil penalties may be as high as $1,000,000 a day for such violations and criminal penalties for some financial
institution crimes may include imprisonment for 20 years. Regulators have flexibility to commence enforcement actions against institutions and
institution-affiliated parties, and the FDIC has the authority to terminate deposit insurance. When issued by a banking agency, cease and desist
and similar orders may, among other things, require affirmative action to correct any harm resulting from a violation or practice, including
restitution, reimbursement, indemnifications or guarantees against loss. A financial institution may also be ordered to restrict its growth, dispose
of certain assets, rescind agreements or contracts, or take other actions determined to be appropriate by the ordering agency. The federal banking
regulators also may remove a director or officer from an insured depository institution (or bar them from the industry) if a violation is willful or
reckless.

At the time of this filing, Sallie Mae Bank remains subject to a cease and desist order originally issued in August 2008 by the FDIC and the
UDFI. In July 2013, the FDIC notified us that it plans to replace the existing cease and desist order on Sallie Mae Bank with a new formal
enforcement action against Sallie Mae Bank that would more specifically address certain cited violations of Section 5 of the FTC Act, including
practices relating to payment allocation practices and the disclosures and assessments of certain late fees, as well as alleged violations under the
SCRA. In November 2013, the FDIC notified us that the new formal enforcement action would be against Sallie Mae Bank and an additional
enforcement action would be against SMI, in its capacity as a servicer of education loans for other financial institutions, and would include civil
money penalties and restitution. Sallie Mae Bank has been notified by the UDFI that it does not intend to join the FDIC in issuing any new
enforcement action. For additional information regarding these regulatory and related matters and the reserves we have recorded in connection
therewith, see Item 3. �Legal Proceedings�Regulatory Matters.� We and Sallie Mae Bank may be required to, or otherwise determine to, make
changes to the business practices and products of Sallie Mae Bank and our other affiliates to respond to regulatory concerns. Following the
Spin-Off, Sallie Mae Bank will continue to oversee significant activities performed outside Sallie Mae Bank by affiliates.

Standards for Safety and Soundness

The Federal Deposit Insurance Act (the �FDIA�) requires the federal bank regulatory agencies such as the FDIC to prescribe, by regulation or
guideline, operational and managerial standards for all insured depository institutions, such as Sallie Mae Bank, relating to internal controls,
information systems and audit systems, loan documentation, credit underwriting, interest rate risk exposure, and asset quality. The agencies also
must prescribe standards for asset quality, earnings, and stock valuation, as well as standards for compensation, fees and benefits. The federal
banking regulators have adopted regulations and interagency guidelines prescribing standards for safety and soundness to implement these
required standards. These guidelines set forth the safety and soundness standards used to identify and address problems at insured depository
institutions before capital becomes impaired. Under the
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regulations, if a regulator determines that a bank fails to meet any standards prescribed by the guidelines, the regulator may require the bank to
submit an acceptable plan to achieve compliance, consistent with deadlines for the submission and review of such safety and soundness
compliance plans.

Dividends

The Federal Deposit Insurance Corporation Improvement Act generally prohibits a depository institution from making any capital distribution,
including payment of a dividend, or paying any management fee to its holding company if the institution would thereafter be undercapitalized.
In addition, federal banking regulations applicable to Sallie Mae Bank require minimum levels of capital that limit the amounts available for
payment of dividends. In addition, many regulators have a policy, but not a requirement, that a dividend payment should not exceed net income
to date in the current year. Finally, the ability of Sallie Mae Bank to pay dividends, and the contents of its respective dividend policy, could be
impacted by a range of regulatory changes made pursuant to the Dodd-Frank Act, many of which will require final implementing rules to
become effective.

In addition to the foregoing, Sallie Mae Bank�s annual business plans are periodically reviewed by the FDIC. Recently the FDIC expressed its
objection to the payment of dividends from Sallie Mae Bank to the Company prior to the completion of the Spin-Off. The bases for the objection
are unrelated to the current capitalization of Sallie Mae Bank or the results of its operations. The FDIC has stated its preference that Sallie Mae
Bank refrain from making periodic dividends to the Company for any reason other than the payment of the normal quarterly cash dividend paid
by the Company to holders of its two series of preferred stock until all terms of the pending formal enforcement action with the FDIC are
resolved and the Spin-Off has been completed. Sallie Mae Bank does not expect to declare such a dividend prior to the occurrence of the
Spin-Off and not doing so will not materially or adversely affect the financial condition, operations or liquidity of the Company and its
subsidiaries taken as a whole. If the FDIC continues its general objection to the payment of dividends from Sallie Mae Bank to its parent for an
extended period of time after the completion of the Spin-Off, SLM BankCo�s financial condition, operations, liquidity and ability to access
capital markets could be materially and adversely affected.

Capital Requirements under Basel III

The current risk-based capital guidelines that apply to Sallie Mae Bank are based on the 1988 Basel I capital accord. In 2007, the federal banking
regulators established capital standards based on the advanced internal ratings-based approach for credit risk and the advanced measurement
approaches for operational risk contained in the Basel Committee�s second capital accord, referred to as �Basel II,� for the largest and most
internationally active U.S. banking organizations, which do not and, following the Spin-Off, will not include Sallie Mae Bank. In December
2010, the Basel Committee reached agreement on a revised set of regulatory capital standards: Basel III. These new standards, which are aimed
at increasing the quality and quantity of regulatory capital, seek to further strengthen financial institutions� capital positions by mandating a
higher minimum level of common equity to be held, along with a capital conservation buffer to withstand future periods of stress.

In July 2013, the federal banking regulators issued the U.S. Basel III final rule. The final rule implements the Basel III capital framework and
certain provisions of the Dodd-Frank Act, including the Collins Amendment. Certain aspects of the final rule, such as the new minimum capital
ratios and the revised methodology for calculating risk-weighted assets, will become effective on January 1, 2015 for Sallie Mae Bank. Other
aspects of the final rule, such as the capital conservation buffer and the new regulatory deductions from and adjustments to capital, will be
phased in over several years beginning on January 1, 2015.

Consistent with the Basel Committee�s Basel III capital framework, the U.S. Basel III final rule includes a new minimum ratio of Common
Equity Tier 1 capital to risk-weighted assets of 4.5 percent and a Common Equity Tier 1 capital conservation buffer of greater than 2.5 percent
of risk-weighted assets that will apply to all U.S. banking organizations, including Sallie Mae Bank. Failure to maintain the capital conservation
buffer will result in increasingly stringent restrictions on a banking organization�s ability to make dividend payments and other capital
distributions and pay discretionary bonuses to executive officers. The final rule also increases the minimum ratio of Tier 1 capital to
risk-weighted assets from 4 percent to 6 percent, while maintaining the current
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minimum total risk-based capital ratio of 8 percent. In addition, for the largest and most internationally active U.S. banking organizations, which
do not, and following the Spin-Off will not, include Sallie Mae Bank, the final rule includes a new minimum supplementary leverage ratio that
takes into account certain off-balance sheet exposures.

The U.S. Basel III final rule focuses regulatory capital on Common Equity Tier 1 capital, and introduces new regulatory adjustments and
deductions from capital as well as narrower eligibility criteria for regulatory capital instruments. The new eligibility criteria for regulatory
capital instruments results in, among other things, cumulative perpetual preferred stock not qualifying as Tier 1 capital.

Stress Testing Requirements

As of December 31, 2013, Sallie Mae Bank had total assets of $10.7 billion. Once Sallie Mae Bank�s average total assets over four consecutive
quarters exceed $10 billion, it will subsequently become subject to annual Dodd-Frank Act stress testing requirements. The Dodd-Frank Act
imposes stress test requirements on banking organizations with total consolidated assets of more than $10 billion. The FDIC�s implementing
regulations require FDIC-regulated depository institutions, such as Sallie Mae Bank, to conduct annual company-run stress test scenarios
provided by the FDIC and publish a summary of those results.

Deposit Insurance and Assessments

Deposits at Sallie Mae Bank are insured by the Deposit Insurance Fund (the �DIF�), as administered by the FDIC, up to the applicable limits
established by law. The Dodd-Frank Act amended the statutory regime governing the DIF. Among other things, the Dodd-Frank Act established
a minimum designated reserve ratio (�DRR�) of 1.35 percent of estimated insured deposits, required that the fund reserve ratio reach 1.35 percent
by September 30, 2020, and directed the FDIC to amend its regulations to redefine the assessment base used for calculating deposit insurance
assessments. Specifically, the Dodd-Frank Act requires the assessment base to be an amount equal to the average consolidated total assets of the
insured depository institution during the assessment period, minus the sum of the average tangible equity of the insured depository institution
during the assessment period and an amount the FDIC determines is necessary to establish assessments consistent with the risk-based assessment
system found in the FDIA.

In December of 2010, the FDIC adopted a final rule setting the DRR at 2.0 percent. Furthermore, on February 7, 2011, the FDIC issued a final
rule changing its assessment system from one based on domestic deposits to one based on the average consolidated total assets of a bank minus
its average tangible equity during each quarter. The February 7, 2011 final rule modifies two adjustments added to the risk-based pricing system
in 2009 (an unsecured debt adjustment and a brokered deposit adjustment), discontinues a third adjustment added in 2009 (the secured liability
adjustment), and adds an adjustment for long-term debt held by an insured depository institution where the debt is issued by another insured
depository institution. Under the February 7, 2011 final rule, the total base assessment rates will vary depending on the DIF reserve ratio.

With respect to brokered deposits, an insured depository institution must be well-capitalized in order to accept, renew or roll over such deposits
without FDIC clearance. An adequately capitalized insured depository institution must obtain a waiver from the FDIC in order to accept, renew
or roll over brokered deposits. Undercapitalized insured depository institutions generally may not accept, renew or roll over brokered deposits.
For more information on Sallie Mae Bank�s deposits, see the section titled �Certain Unaudited Financial and Statistical Information of SLM
BankCo and Sallie Mae Bank.�

Regulatory Examinations

Sallie Mae Bank currently undergoes regular on-site examinations by Sallie Mae Bank�s regulators, which examine for adherence to a range of
legal and regulatory compliance responsibilities. A bank regulator conducting an examination has complete access to the books and records of
the examined institution. The results
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of the examination are confidential. The cost of examinations may be assessed against the examined institution as the agency deems necessary or
appropriate.

Source of Strength

Under the Dodd-Frank Act, we are required to serve as a source of financial strength to Sallie Mae Bank and to commit resources to support
Sallie Mae Bank in circumstances when we might not do so absent the statutory requirement. Any loans by us to Sallie Mae Bank would be
subordinate in right of payment to depositors and to certain other indebtedness of Sallie Mae Bank.

Community Reinvestment Act

The Community Reinvestment Act requires the FDIC to evaluate the record of Sallie Mae Bank in meeting the credit needs of its local
community, including low- and moderate-income neighborhoods. These evaluations are considered in evaluating mergers, acquisitions and
applications to open a branch or facility. Failure to adequately meet these criteria could result in additional requirements and limitations on Sallie
Mae Bank.

Privacy Laws

Financial institutions are required to disclose their policies for collecting and protecting confidential customer information. Customers generally
may prevent financial institutions from sharing nonpublic personal financial information with nonaffiliated third parties, with some exceptions,
such as the processing of transactions requested by the consumer. Financial institutions generally may not disclose certain consumer or account
information to any nonaffiliated third party for use in telemarketing, direct mail marketing or other marketing. Federal and state banking
agencies have prescribed standards for maintaining the security and confidentiality of consumer information, and Sallie Mae Bank is subject to
such standards, as well as certain federal and state laws or standards for notifying consumers in the event of a security breach.

Regulation of Systemically Important Non-Bank Financial Companies

As directed by the Dodd-Frank Act, on April 3, 2012, the Financial Stability Oversight Council (�FSOC�) approved the final rule and interpretive
guidance it will use for designating non-bank financial companies as systemically important to the financial stability of the United States and
subject to supervision by the Board of Governors of the Federal Reserve System (the �FRB�) under enhanced prudential supervision and
regulatory standards. To be subject to FRB enhanced supervision, a non-bank financial company�s material financial distress, its nature, scope,
size, scale, concentration, interconnectedness, or mix of activities, must pose a threat to the financial stability of the United States. For a further
discussion of the risks and implications of being designated a Systematically Important Financial Institution (�SIFI�), see Item 1A. �Risk Factors �
Legal, Regulatory and Compliance.�

While we have no way of knowing the qualitative judgments the FSOC will use in the future to determine if a non-bank financial company
merits SIFI designation, and no assurances can be given, we continue to believe it is unlikely the FSOC will determine that we qualify for SIFI
designation, especially in light of the proposed Spin-Off of NewCo from Sallie Mae Bank, which will reduce the complexity of both
organizations.

Oversight of Derivatives

The Dodd-Frank Act created a comprehensive new regulatory framework for derivatives transactions, to be implemented by the Commodity
Futures Trading Commission and the SEC. This new framework, among other things, subjects certain swap participants to new capital and
margin requirements, recordkeeping and business conduct standards and imposes registration and regulation of swap dealers and major swap
participants. The scope of potential exemptions remains to be further defined through agency rulemakings. Moreover, while we may or may not
qualify for exemptions, many of our derivatives counterparties are likely to be subject to the new capital, margin and business conduct
requirements.
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Other Significant Sources of Regulation

Many aspects of our businesses are subject to regulation by federal and state regulation and administrative oversight. Some of the most
significant of these are described below.

HEA

We are subject to the HEA and our student loan operations are periodically reviewed by ED and Guarantors. As a servicer of federal student
loans, we are subject to ED regulations regarding financial responsibility and administrative capability that govern all third-party servicers of
insured student loans. In connection with our servicing operations, we must comply with, on behalf of Guarantor clients, ED regulations that
govern Guarantor activities as well as agreements for reimbursement between ED and our Guarantor clients.

Federal Financial Institutions Examination Council

As a third-party service provider to financial institutions, we are also subject to examination by the Federal Financial Institutions Examination
Council (the �FFIEC�). The FFIEC is a formal interagency body of the U.S. government empowered to prescribe uniform principles, standards,
and report forms for the federal examination of financial institutions by the FRB, the FDIC, the National Credit Union Administration, the
Office of the Comptroller of the Currency and the CFPB and to make recommendations to promote uniformity in the supervision of financial
institutions.

Consumer Protection and Privacy

Our originating and servicing of federal and Private Education Loans and our debt collection and receivables management activities subject us to
federal and state consumer protection, privacy and related laws and regulations. Some of the more significant laws and regulations that are
applicable to our business include:

� various laws governing unfair, deceptive or abusive acts or practices;

� the federal Truth-In-Lending Act and Regulation Z issued by the FRB, which governs disclosures of credit terms to consumer
borrowers;

� the Fair Credit Reporting Act and Regulation V issued by the FRB, which governs the use and provision of information to consumer
reporting agencies;

� the ECOA and Regulation B issued by the FRB, which prohibits discrimination on the basis of race, creed or other prohibited factors in
extending credit;

� the SCRA, which applies to all debts incurred prior to commencement of active military service (including education loans) and limits
the amount of interest, including service and renewal charges and any other fees or charges (other than bona fide insurance) that are
related to the obligation or liability;

� the Fair Debt Collection Act, which governs the manner in which consumer debts may be collected by collection agencies;

� the Truth in Savings Act and Regulation DD issued by the FRB, which requires disclosure of deposit terms to consumers;

� Regulation CC issued by the FRB, which relates to the availability of deposit funds to consumers;
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� the Right to Financial Privacy Act, which imposes a duty to maintain the confidentiality of consumer financial records and prescribes
procedures for complying with administrative subpoenas of financial records;

� the Electronic Funds Transfer Act and Regulation E issued by the FRB, which governs automatic deposits to and withdrawals from
deposit accounts and customers� rights
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� the Telephone Consumer Protection Act, which governs communication methods that may be used to contact customers; and

� the Gramm-Leach-Bliley Act, which governs the ability of financial institutions to disclose nonpublic information about consumers to
non-affiliated third parties.

Employees

At December 31, 2013, we had approximately 7,200 employees, none of which are covered by collective bargaining agreements.

Reorganization and the Spin-Off

Background

On May 29, 2013, we first announced our intent to separate into two distinct publicly-traded entities � an education loan management business
and a consumer banking business. The education loan management business will be comprised primarily of our portfolios of education loans not
held by Sallie Mae Bank at the effective date of the Spin-Off, as well as servicing and collection activities on these loans and loans held by third
parties. The consumer banking business, comprised primarily of Sallie Mae Bank and its Private Education Loan origination business, the
Private Education Loans it holds and a related servicing business, will be a consumer banking franchise with expertise in helping families save,
plan and pay for college.

We are in the process of implementing our announced separation of our education loan management business in a new public company, NewCo,
which is to be preceded by a related internal corporate reorganization. In connection with the Spin-Off, a newly incorporated, publicly-traded
holding company, SLM BankCo, will succeed and continue to operate our consumer banking business through Sallie Mae Bank and Upromise,
Inc. and Sallie Mae Insurance Services. SLM BankCo will continue using the brand name �Sallie Mae� and trade under the symbol �SLM� on the
NASDAQ. NewCo was incorporated under the temporary name �New Corporation.� The actual and brand name of NewCo will be publicly
disclosed prior to the Spin-Off in an amendment to New Corporation�s Form 10 registration statement, which was initially filed with the SEC on
December 6, 2013 and subsequently amended on February 7, 2014, which can be accessed through the SEC�s website at www.sec.gov/edgar.
NewCo will trade under a new symbol on the NASDAQ.

Private education loan origination will continue to be operated out of Sallie Mae Bank as a subsidiary of SLM BankCo. Sallie Mae Bank was
chartered in 2006 and is a Utah industrial bank regulated by the UDFI and the FDIC. Sallie Mae Bank had total assets of $10.7 billion as of
December 31, 2013, $6.7 billion of which were Private Education Loans and $1.4 billion of which were FFELP Loans.

We have the sole and absolute discretion to determine (and change) the terms of, and whether to proceed with, the Spin-Off and, if we determine
to proceed, to determine the distribution date for the shares of NewCo common stock to the U.S. holders of our common stock. It is expected
that the Spin-Off, if completed, will occur in the first half of 2014. Our ability to timely effect the Spin-Off is subject to customary conditions,
including receipt of a private letter ruling from the IRS to the effect the Spin-Off will be tax-free to SLM BankCo and our stockholders, and the
effectiveness of the New Corporation registration statement, which was initially filed with the SEC on December 6, 2013 and subsequently
amended on February 7, 2014, which can be accessed through the SEC�s website at www.sec.gov/edgar. We cannot assure that we will be able to
complete the Spin-Off in a timely fashion, if at all. For these and other reasons, the Spin-Off may not be completed on the terms or timeline
contemplated. Further, if the Spin-Off is completed, we may not achieve the intended results or SLM BankCo may, following the Spin-Off, not
be composed as described herein. Any such difficulties could adversely affect our business, results of operations or financial condition. Further
information on the Spin-Off and SLM BankCo may be contained in our future filings with the SEC to the extent we determine, in our sole
discretion, to provide such information.
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The Spin-Off

If we determine to proceed with the Spin-Off, there will first be an internal corporate reorganization followed by a distribution of the shares of
common stock of NewCo, on a 1-to-1 basis, to the holders of shares of our common stock that will implement the actual separation of the
education loan management business. Before the Spin-Off can be effected, our Board of Directors will need to approve the record date and
distribution date for the distribution of all of the issued and outstanding shares of NewCo.

Internal Corporate Reorganization

The following diagrams show the progression of the Company, which is referred to below as �Existing SLM,� through the internal corporate
reorganization and the structure of SLM BankCo and NewCo after the Spin-Off, simplified for illustrative purposes. As used in the three
diagrams below:

� �Existing SLM� refers to SLM Corporation as of the date of this Annual Report on Form 10-K. As part of the internal corporate
reorganization, Existing SLM will become a limited liability company and ultimately be contributed to, and become a wholly owned
subsidiary of, NewCo.

� �SLM BankCo� refers to New BLC Corporation, a newly formed Delaware corporation that (a) is currently a subsidiary of Existing SLM
and (b) after the internal corporate reorganization, will replace Existing SLM as the publicly-traded parent company pursuant to the
SLM Merger (as defined herein) and change its name to �SLM Corporation.� SLM BankCo will own and operate the consumer banking
business and will be the company that distributes all of the issued and outstanding shares of NewCo common stock in the Spin-Off.

� �NewCo� refers to New Corporation, a newly formed Delaware corporation that (a) is currently a subsidiary of Existing SLM, (b) as part
of the internal corporate reorganization will be transferred by Existing SLM to, and become a subsidiary of, SLM BankCo and (c) will
be distributed to the Existing SLM stockholders pursuant to the Spin-Off. NewCo was formed to own and operate Existing SLM�s
education loan management business.

� �Bank� refers to Sallie Mae Bank, a Utah industrial bank that (a) is currently a subsidiary of Existing SLM and (b) as part of the internal
corporate reorganization, will be transferred by Existing SLM to, and become a subsidiary of, SLM BankCo.

� �Upromise� refers to Upromise, Inc., a Delaware corporation that operates the Upromise Rewards program that (a) is currently a
subsidiary of Existing SLM and (b) as part of the internal corporate reorganization will be transferred by Existing SLM to, and become
a subsidiary of, SLM BankCo.

� �Insurance Business� refers to the Existing SLM insurance services business which offers tuition insurance, renters insurance and student
health insurance to college students and higher education institutions. The Insurance Business (a) is currently operated through one or
more subsidiaries of Existing SLM and (b) as part of the internal corporate reorganization will be transferred by Existing SLM to, and
be operated through one or more subsidiaries of, SLM BankCo.

� �SMI� refers to Sallie Mae, Inc., a Delaware corporation that is currently a subsidiary of Existing SLM and is responsible for most of its
servicing and collection businesses. In connection with the internal corporate reorganization, SMI will contribute some of the assets and
liabilities of its private education loan servicing business to a new subsidiary, referred to herein as Private ServiceCo. After the internal
corporate reorganization, SMI will remain a subsidiary of Existing SLM and be an indirect subsidiary of NewCo.

� �Private ServiceCo� refers to SMB Servicing Company, Inc., a Delaware corporation formed to hold the private education loan services
assets to be transferred to it by SMI. Private ServiceCo is currently a subsidiary of SMI and as part of the internal corporate
reorganization will be transferred to, and become a subsidiary of, SLM BankCo.
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� �SLMIC� refers to Sallie Mae Investment Corporation, a Rhode Island corporation that owns the Residual Interests of the FFELP Loans
and Private Education Loans that have been funded through securitization
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trusts. SLMIC is currently a subsidiary of Existing SLM and after the internal corporate reorganization will remain a subsidiary of
Existing SLM and be an indirect subsidiary of NewCo.

� �Unsecured Debt� refers to Existing SLM�s unsecured public indebtedness of $18.3 billion outstanding as of December 31, 2013,
consisting of the senior notes and medium term notes. After the internal corporate reorganization, the Unsecured Debt will remain the
obligation of Existing SLM, which will be a subsidiary of NewCo.

� �Preferred Stockholders� refers to the holders of Existing SLM�s outstanding shares of the Series A Preferred Stock and the Series B
Preferred Stock. As part of the internal corporate reorganization and pursuant to the SLM Merger, all of the outstanding shares of
Existing SLM Series A Preferred Stock and Series B Preferred Stock will be converted, on a 1-to-1 basis, into substantially identical
shares of SLM BankCo preferred stock without any action being required by these holders.
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TRANSACTION STRUCTURE

(simplified for illustrative purposes)

The diagram below shows the structure of Existing SLM before the
Spin-Off:

The diagram below shows the structure of SLM BankCo, as the
publicly-traded successor to Existing SLM, immediately after
completion of the internal corporate reorganization but before the
separation and distribution:

The diagram below shows the structure of SLM BankCo and NewCo immediately after completion of the

Spin-Off:
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In connection with and just prior to the Spin-Off, Existing SLM will undergo an internal corporate reorganization to facilitate the separation of
the education loan management business and the consumer banking business in a manner intended to be largely tax-free to SLM BankCo.

As part of the internal corporate reorganization, Existing SLM has formed the following three new companies:

� NewCo, which is initially a wholly owned subsidiary;

� SLM BankCo, which is initially a wholly owned subsidiary; and

� A limited liability company wholly owned by SLM BankCo that is referred to as �Merger Sub.�
Pursuant to Section 251(g) of the Delaware General Corporation Law (�DGCL�), by action of Existing SLM�s Board of Directors and without the
requirement for a stockholder vote, Existing SLM will merge with and into Merger Sub (the �SLM Merger�). As a result of the SLM Merger:

� All issued and outstanding shares of Existing SLM�s common stock will be converted, through no action on the part of the holders
thereof and by operation of law, into shares of SLM BankCo common stock, on a 1-to-1 basis;

� Each series of issued and outstanding shares of Existing SLM�s 6.97% cumulative redeemable preferred stock, Series A, par value $.20
per share (the �Series A Preferred Stock�) and Existing SLM�s floating rate non-cumulative preferred stock, Series B, par value $.20 per
share (the �Series B Preferred Stock�) will be converted, through no action on the part of the holders thereof and by operation of law, into
the same series of substantially identical shares of SLM BankCo preferred stock, on a 1-to-1 basis;

� Existing SLM will be merged with and into Merger Sub and will become a limited liability company wholly-owned by SLM BankCo;
and

� SLM BankCo will change its name to �SLM Corporation.�
The charter and by-laws of SLM BankCo following the SLM Merger will be substantially identical to Existing SLM�s charter and by-laws as
they exist today.

Following the SLM Merger, through a series of internal transactions, all of the assets and liabilities related to Existing SLM�s consumer banking
business, including Sallie Mae Bank, a new private education loan servicing company, Existing SLM�s Upromise business and Sallie Mae
Insurance Services business, will be distributed by Existing SLM to SLM BankCo. Existing SLM will also distribute the capital stock of NewCo
to SLM BankCo. In addition, on a pro forma basis as of December 31, 2013 and as currently proposed as part of the Spin-Off, SLM BankCo will
retain an additional $578 million of cash primarily to offset the liability represented by SLM BankCo becoming the issuer of the Series A
Preferred Stock and the Series B Preferred Stock as a result of the SLM Merger. SLM BankCo will then contribute to NewCo, its direct
subsidiary, the limited liability company interests of Existing SLM, which will continue to own substantially all of the assets and liabilities
associated with portfolio of FFELP Loans and Private Education Loans not owned by Sallie Mae Bank, as well as substantially all of Existing
SLM�s existing business of servicing and collecting student education loans. Existing SLM will continue to hold substantially all of its assets and
liabilities related to the education loan management businesses, which will then be contributed by SLM BankCo to NewCo. Existing SLM�s
liabilities included, as of December 31, 2013, outstanding unsecured public debt of $18.3 billion and derivative contracts with a net liability of
$794 million.

Once the internal corporate reorganization is completed, SLM BankCo (as Existing SLM�s publicly-traded successor holding company) will
distribute all of the issued and outstanding shares of NewCo common stock, on the basis of one share of NewCo common stock for each share of
Existing SLM�s common stock issued and outstanding as of the close of business on the record date for the distribution. The completion of the
internal corporate reorganization is a condition to the distribution.

Edgar Filing: SLM CORP - Form 10-K

28



22

Edgar Filing: SLM CORP - Form 10-K

29



After the completion of the Spin-Off,

� SLM BankCo, as the publicly-traded successor to Existing SLM, will own the assets, liabilities and operations of Sallie
Mae Bank, including the student loans it holds, a new private education loan servicing business that will service the Private
Education Loans currently held and subsequently originated by Sallie Mae Bank, Upromise and the Sallie Mae Insurance
Services businesses; and

� NewCo will be an independent, publicly-traded company and will own, through its wholly-owned subsidiary Existing SLM, Existing
SLM�s portfolio of student loans not held by Sallie Mae Bank, together with substantially all of Existing SLM�s student loan servicing
and collection businesses.

Reasons for the Spin-Off

Our Board of Directors believes that separating us into two companies�an education loan management business and a consumer banking
business�is in our best interest and the best interests of our stockholders. We considered a wide variety of factors during our evaluation of the
Spin-Off. Among other things, our Board of Directors considered the following potential benefits of the Spin-Off:

� Distinct identities and strategies. The consumer banking business and the education loan management business have evolved
independently over time. The FFELP loan portfolio and related servicing businesses generate highly predictable income, but are in wind
down as the universe of FFELP loans amortizes over a period of approximately 20 years. By contrast, the Private Education Loan
business is expected to grow over time as Sallie Mae Bank continues to originate and service more Private Education Loans. The
additional expense of originating these loans, their higher rates of return and growth, their higher risk profile, the capital support risks
associated with ownership of a federally insured financial institution and increasing demands of regulatory compliance require a
different business model than that of the education loan management business. As a result, the investor bases for these two businesses
are different. The Spin-Off will allow investors to separately value SLM BankCo and NewCo based on their unique operating identities
and strategies, including the merits, performance and future prospects of their respective businesses. The Spin-Off will also provide
investors with two distinct and targeted investment opportunities.

� Enhanced strategic and management focus. The Spin-Off will allow each of SLM BankCo and NewCo to more effectively pursue its
respective distinct operating priorities and strategies, which have diverged over time, and will enable the management of each company
to focus on pursuing unique opportunities for long-term growth and profitability. For example, NewCo will seek to acquire additional
student loan portfolios and grow its servicing and collection businesses, while SLM BankCo will initially be focused on Private
Education Loan origination, servicing those loans and other activities related to or associated with Sallie Mae Bank, including the
Upromise Rewards program and the Sallie Mae Insurance services business.

� Distinct regulatory profiles. SLM BankCo and NewCo will be able to better manage their distinct regulatory profiles post-Spin-Off:

¡ Sallie Mae Bank, a Utah industrial bank and insured depository institution, will continue to be subject to prudential bank regulatory
oversight and periodic examination by both the UDFI and the FDIC. Sallie Mae Bank has voluntarily entered into the FDIC�s large
bank supervision program. In addition, it is further expected that by the end of 2014, Sallie Mae Bank and SLM BankCo will be
subject to the requirements established under the Dodd-Frank Act applicable to institutions with total assets greater than $10 billion,
including regulation by the CFPB and the establishment of an independent risk committee.

¡ NewCo will continue to be subject to CFPB enforcement, supervisory and examination authority. As a FFELP loan servicer, NewCo
will continue to be subject to the HEA and related regulations, in addition to regulation, and periodic examinations, by ED. As a
third-party service provider to financial institutions, NewCo will also continue to be subject to examination by the FFIEC. Although
NewCo
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will not be subject to direct regulatory oversight by the FDIC, certain subsidiaries of NewCo that will continue to be third-party
vendors of services to, and �institution affiliated parties� of, Sallie Mae Bank will continue to be subject to the FDIC�s examination and
enforcement authority. In addition, to facilitate compliance with certain consumer information privacy laws during an information
technology transition period post-Spin-Off in which both NewCo and SLM BankCo loans and associated customer accounts will
continue to be serviced from a single information technology system hosted by SMI, SMI will remain an affiliate of each of NewCo
and SLM BankCo for broader bank regulatory purposes for the duration of that transition period. Among other things, this will mean
that transactions between SMI and Sallie Mae Bank will remain subject to the affiliate transaction restrictions of Sections 23A and
23B of the Federal Reserve Act during this transition period.

� Reduced complexity. The Spin-Off of NewCo from SLM BankCo will reduce the complexity of both organizations, creating greater
transparency for investors and potentially unlocking further value in each company.

� Direct access to capital markets. The Spin-Off will create an independent equity structure for each of SLM BankCo and NewCo that
will afford each company direct access to the capital markets for the purpose of pursuing their unique operating strategies and facilitate
the ability of each company to effect future alliances and acquisitions utilizing their respective common stock. As a result, each
company will have more flexibility to capitalize on its unique opportunities.

There can be no assurance that the following the Spin-Off, any of the benefits described above or otherwise will be realized to the extent
anticipated or at all.

Our Board of Directors also considered a number of potentially negative factors in evaluating the Spin-Off, including the risks described in Item
1A. �Risk Factors�Risks Related to the Spin-Off� and the following:

� Possible loss of synergies and joint purchasing power and increased costs. Currently, the consumer banking business has historically
taken advantage of our size and purchasing power in procuring goods and services. After the Spin-Off, SLM BankCo may be unable to
obtain these goods and services at prices or on terms as favorable as those we have obtained prior to the Spin-Off. SLM BankCo will
also incur costs to build systems and administrative functions to replace those that will be retained by NewCo.

� Disruptions to the business as a result of the Spin-Off. The actions required to separate SLM BankCo�s and NewCo�s
respective businesses will take significant management time and attention and could disrupt our operations.

� One-time costs of the Spin-Off. NewCo and SLM BankCo will incur costs in connection with the transition to being two stand-alone
publicly-traded companies, including costs to separate information systems, accounting, tax, legal and other professional services costs,
recruiting and relocation costs associated with hiring key senior management personnel and costs related to establishing a new brand
identity in the marketplace for NewCo.

� NewCo may not realize anticipated benefits of the Spin-Off. NewCo may not achieve the anticipated benefits of the Spin-Off for a
variety of reasons, including, among others: (a) the Spin-Off will require significant amounts of management�s time and effort, which
may divert management�s attention from operating NewCo�s business; (b) following the Spin-Off, NewCo may be more susceptible to
market fluctuations and other adverse events than if it were still a part of the Company; (c) following the Spin-Off, NewCo�s business
will be less diversified than our business prior to the Spin-Off; and (d) NewCo may be unable to replace or supplement the revenue and
servicing fees from its FFELP Loan portfolio, which has a weighted average life of 7.6 years and will amortize over the next 20 years.

� SLM BankCo may not realize anticipated benefits of the Spin-Off. SLM BankCo may not achieve the anticipated benefits of the
Spin-Off for a variety of reasons, including, among others: (a) the Spin-Off will require significant amounts of management�s time and
effort, which may divert management�s attention from operating SLM BankCo�s business; (b) following the Spin-Off, SLM BankCo may
be
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more susceptible to market fluctuations and other adverse events than if it were still a part of the Company; (c) following the Spin-Off,
SLM BankCo�s business will be less diversified than our business prior to the Spin-Off; and (d) other actions required to separate SLM
BankCo�s and NewCo�s respective businesses could disrupt SLM BankCo�s operations. For additional information, see Item 1A. �Risk
Factors�Risks Related to the Spin-Off.�

� Limitations placed upon NewCo and SLM BankCo as a result of the tax sharing agreement. To preserve the tax-free treatment to the
Company of the Spin-Off, under the tax sharing agreement that NewCo will enter into with SLM BankCo, both SLM BankCo and
NewCo will be restricted from taking any action that prevents the distribution and related transactions from being tax-free for U.S.
federal income tax purposes. These restrictions could limit both SLM BankCo�s and NewCo�s near�term ability to repurchase its
respective shares or to issue additional shares, pursue strategic transactions or engage in other transactions that might increase the value
of its respective businesses. For additional information, see Item 1A �Risk Factors�Risks Related to the Spin-Off.�

Our Board of Directors concluded that the potential benefits of the Spin-Off outweighed these negative factors.

NewCo After the Spin-Off

Following completion of the Spin-Off, NewCo will hold the largest portfolio of education loans insured or guaranteed under FFELP Loans, as
well as the largest portfolio of Private Education Loans. FFELP Loans are insured or guaranteed by state or not-for-profit agencies and are also
protected by contractual rights to recovery from the United States pursuant to guaranty agreements among ED and these agencies. Private
Education Loans are education loans to students or their families that are non-federal loans and not insured or guaranteed under FFELP. Private
Education Loans bear the full credit risk of the customer and any cosigner and are made primarily to bridge the gap between the cost of higher
education and the amount funded through financial aid, federal loans or students� and families� resources. As of December 31, 2013,
approximately 85 percent of the FFELP Loans and 60 percent of the Private Education Loans held by NewCo were funded to term with
non-recourse, long-term securitization debt through the use of securitization trusts.

NewCo will service and collect on its own portfolio of education loans, as well as on those owned by ED, financial institutions, banks, credit
unions and non-profit education lenders. It will also provide servicing support for Guarantor agencies, which serve as intermediaries between the
U.S. federal government and FFELP lenders and are responsible for paying claims on defaulted FFELP Loans. These services include account
maintenance, default aversion, post default collections and claim processing. NewCo will also be one of four large servicers to ED under its
DSLP, and will provide collection services to ED. NewCo will also generate revenue through collection of delinquent debt (consisting of both
education loans as well as other asset classes) on behalf of its clients on a contingent basis. In addition, NewCo will service and collect on SLM
BankCo�s portfolio of FFELP Loans and, during a transition period, SLM BankCo�s portfolio of Private Education Loans. It is currently
anticipated that NewCo will continue to service Private Education Loans owned by SLM BankCo with respect to individual borrowers who also
have Private Education Loans which are owned by NewCo.

In 2010, Congress passed legislation ending the origination of education loans under the FFELP program. FFELP Loans that remain outstanding
will amortize over approximately the next 20 years, and NewCo�s goal is to maximize the cash flow generated by its FFELP Loan portfolio,
including by acquiring additional FFELP Loans from third parties and expanding its related servicing business.

As of December 31, 2013, on a pro forma basis, NewCo�s principal assets consisted of:

� $103.2 billion in FFELP Loans, which yield an average of 2.05 percent annually on a �Core Earnings� basis and have a weighted average
life of 7.6 years;
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� $31.0 billion in Private Education Loans, which yield an average of 6.31 percent annually on a �Core Earnings� basis and have a weighted
average life of 7.1 years;

� $6.9 billion of other interest-earning assets, including securitization trust restricted cash;

� a leading student loan servicing platform that services loans for more than 12 million FFELP Loan, Direct Loan and Private Education
Loan customers (including cosigners), including 5.7 million customer accounts serviced under NewCo�s contract with ED; and

� a leading student loan contingent collection platform with an outstanding inventory of contingent collection receivables of
approximately $16.2 billion, of which approximately $13.5 billion was student loans and the remainder was other debt.

In connection with the internal corporate reorganization, we will become a subsidiary of NewCo and will retain all of our liabilities and
obligations, including as obligor on our $18.3 billion of unsecured public debt outstanding as of December 31, 2013. We are also a party to
derivative contracts on which we had a net liability of $794 million as of December 31, 2013.

For more information regarding the businesses to be transferred to and operated by NewCo, NewCo pro forma financial information,
information regarding NewCo�s management and other information concerning NewCo, please review the registration statement on Form 10
filed by New Corporation, which was initially filed with the SEC on December 6, 2013 and subsequently amended on February 7, 2014, which
can be accessed through the SEC�s website at www.sec.gov/edgar.

SLM BankCo After the Spin-Off

Following completion of the Spin-Off, SLM BankCo will continue to originate Private Education Loans by promoting products on campus
through the financial aid office and through direct marketing to students and their families in the education loan market.

SLM BankCo will provide ongoing Private Education Loan servicing and collection on loans it originates and sells to third parties as a
secondary fee-based business. It will also continue to offer various products both to help families save for college � including its free Upromise
service that provides financial rewards on everyday purchases � and to protect their college investment through tuition, rental and life insurance
services.

SLM BankCo will continue to fund Private Education Loan originations through retail and brokered deposits, and obtain additional funding
through sales of Private Education Loans and their securitization.

Business of SLM BankCo

The following description of the business of SLM BankCo is based in part on Sallie Mae Bank�s current business plan. Sallie Mae Bank�s
business plan has been approved and is subject to periodic review by our Board of Directors and the Board of Directors of Sallie Mae Bank.
Sallie Mae Bank�s business plan is also reviewed annually by the FDIC as Sallie Mae Bank�s regulator. The business plan is based on assumptions
and other factors that are subject to change.

Private Education Loans

SLM BankCo will market, price, underwrite and disburse its Private Education Loan products. To maintain high credit standards, it will:

� focus its business on helping students attending four-year and graduate schools;

� continue the use of regularly revised and updated statistical underwriting models utilizing ten or more years of proprietary credit
performance data;

� generally require a credit qualified cosigner as a co-obligor; and
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� certify and disburse all Private Education Loans through schools.
In 2009, we introduced, and SLM BankCo will continue to offer, the Smart Option private education loan product emphasizing in-school
payment features to minimize total finance charges. The product features three repayment types. The first two, Interest Only and $25 Fixed Pay
options, require monthly payments while the student is in school and they accounted for approximately 56 percent of the Private Education
Loans originated during the fiscal year ended December 31, 2013. The third repayment option is the more traditional deferred private education
loan product where customers do not begin making payments until after graduation.

Private Education Loan Servicing

A subsidiary of SLM BankCo (�Private ServiceCo�) will provide servicing and loan collection for Private Education Loans originated and held by
Sallie Mae Bank, as well as those sold to third parties. As part of the Spin-Off of the consumer banking business and the education loan
management business, SLM BankCo will obtain ownership, and transition into management and operation of, all assets and personnel needed to
operate all aspects of its Private Education Loan business from asset origination to asset servicing to asset funding. Over time, SLM BankCo�s
business plan contemplates seeking additional funding, liquidity and revenue from the sale or securitization of loan assets it originates as well as
the servicing of the loan assets it sells to third parties. SLM BankCo�s business plan does not contemplate servicing financial assets originated by
other institutions. The physical and logistical separation of SLM BankCo�s servicing and collection platforms from those of NewCo is currently
expected to be completed within twelve months after completion of the Spin-Off, but could take significantly longer. During that period, SLM
BankCo�s Private Education Loan servicing will be conducted by NewCo, Sallie Mae Bank and Private ServiceCo employees pursuant to various
transition agreements. For further detail on these agreements, see the section titled �SLM BankCo�s Post-Separation Relationship with NewCo.�

Upromise

The Upromise save-for-college membership program stands alone as a consumer service committed exclusively to helping Americans save
money for higher education. Membership is free and each year more than one million customers enroll as members to use the service. Members
earn money for college by receiving cash back when shopping at on-line or brick-and-mortar retailers, booking travel, dining out or buying gas
or groceries at participating merchants or by using their Upromise MasterCard. As of December 31, 2013, more than 1,000 merchants
participated by providing discounts on purchases that are returned to the customer. Since inception, Upromise members have saved
approximately $800 million for college, and more than 340,000 members actively use the Upromise credit card for everyday purchases.

Sallie Mae Insurance Services

Through the existing Sallie Mae Insurance Services venture, SLM BankCo will continue to partner with an established insurance brokerage to
offer America�s college students and young adults insurance programs that address their unique life-stage needs, including tuition insurance,
renters insurance, life insurance and auto insurance.

SLM BankCo Funding Sources

Deposits

Sallie Mae Bank gathers low-cost retail deposits through its direct banking platform which serves as an important source of funding. Sallie Mae
Bank also utilizes brokered deposits as needed to supplement its funding needs and enhance its liquidity position. As of December 31, 2013,
Sallie Mae Bank had $9.3 billion of customer deposits, representing 86 percent of interest earning assets, composed of $2.9 billion of retail
deposits, $5.9 billion of brokered deposits and $0.5 billion of other deposits on a pro forma basis.
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Loan Sales and Securitizations

Prior to the Spin-Off, we have operated our Private Education Loan business as an integrated set of activities and used various subsidiaries to
perform the functions necessary to underwrite, originate, fund in the short-term, fund long-term, service and collect Private Education Loans.
These Private Education Loans are originated by Sallie Mae Bank and initially funded with its deposits. During the year-ended December 31,
2013 and December 31, 2012, Sallie Mae Bank sold loans to our affiliates in the amount of $2.4 billion and $2.6 billion, respectively. During the
same periods, Sallie Mae Bank originated $3.8 billion and $3.3 billion of Private Education Loans.

After the Spin-Off, SLM BankCo may continue to sell Private Education Loans to third parties through an open auction process as well as
through securitization transactions. It may retain servicing of these transferred Private Education Loans at prevailing market rates for such
services. As such, it may incur gains and losses on sales in future periods. Loan sales and securitization volumes will be determined to prudently
manage SLM BankCo�s asset values, growth rates, and capital and liquidity needs. NewCo may participate in open auction processes on arm�s
length terms. While there may be limited, near-term Private Education Loans sales to NewCo to facilitate an orderly transition after the
Spin-Off, neither SLM BankCo nor NewCo will have any ongoing obligation to buy or sell Private Education Loans to the other. Following the
Spin-Off, it is currently anticipated that Private Education Loans that are originated by SLM BankCo for individual borrowers who also have
Private Education Loans which are owned by NewCo, will be sold by SLM BankCo to NewCo from time to time.

Competitive Strengths

SLM BankCo will have the following competitive strengths:

Industry Leader with the Most Recognized Brand in Education Loan Industry. SLM BankCo will continue operating our Private Education Loan
origination business under the brand �Sallie Mae.� Once the Spin-Off is complete, SLM BankCo operations will contain all the capabilities,
resources and personnel responsible for generating our current Private Education Loan originations.

Simple Low-Cost Delivery System. SLM BankCo will leverage an experienced regional-based sales force and a well-established loan origination
network that operates through financial aid offices, direct marketing and the internet without the need for a physical distribution infrastructure. It
will also benefit from the ability of Sallie Mae Bank to gather deposits and to service accounts online without need of a branch network.

Disciplined Credit Approach. SLM BankCo will continue a disciplined approach to credit. It will use a proprietary scorecard and deploy
experienced credit analysts for selective review. Since the introduction of the Smart Option loan in 2009, approximately 92 percent of our Smart
Option loans have cosigners. As of December 31, 2013, the average FICO score at origination for our Smart Option loans was 746. To reinforce
responsible borrowing, SLM BankCo will continue to disburse loan proceeds directly to schools, encourage customers to make payments while
in school, and send statements to borrowers and cosigners during matriculation.

Strong Capital Position and Experienced Funding Capabilities. Sallie Mae Bank is well-capitalized. As of December 31, 2013, it had a Tier 1
risk-based capital ratio of 16.4 percent.

In addition, on a pro forma basis as of December 31, 2013 and as currently proposed as part of the Spin-Off, SLM BankCo will serve as an
additional source of strength by having $165 million of Series A Preferred Stock and $400 million of Series B Preferred Stock. The existing
Series B Preferred Stock could potentially qualify as Additional Tier 1 capital under Basel III standards were Basel III to apply at the SLM
BankCo level.

SLM BankCo will also retain experienced capital markets professionals currently responsible for securitizing our current Private Education
Loans in the asset-backed market.
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Attractive Customer Base. SLM BankCo�s customer base will be dominated by college students, graduate students and credit qualified cosigners.
SLM BankCo�s customer base also includes more than 12 million Upromise members who enroll in the college saving service. Customers who
are our current customers or will become customers of SLM BankCo through the Sallie Mae and Upromise brands following the Spin-Off may
also use SLM BankCo�s other products. Approximately 49 percent of Sallie Mae Bank�s depositors have another product with us.

Experienced Management Team. SLM BankCo�s management team is experienced industry professionals with extensive expertise in managing
rigorous underwriting, marketing, servicing, collection and financing platforms. Most have at least 25 years of experience in the financial
services and consumer banking industries. The SLM BankCo leadership team have been key players in the development and execution of our
Private Education Loan and consumer banking strategy, including the design of the Smart Option product.

SLM BankCo�s Post-Separation Relationship with NewCo

SLM BankCo will enter into a separation and distribution agreement with the Company and NewCo (the �Separation and Distribution
Agreement�). In connection with the closing of the Spin-Off, SLM BankCo will enter into various other agreements with NewCo to effect the
Spin-Off and provide a framework for its relationship with NewCo after the Spin-Off, such as a transition services agreement, a tax sharing
agreement, an employee matters agreement, a loan servicing and administration agreement, a joint marketing agreement, a key services
agreement, a data sharing agreement and a master sublease agreement. For additional information regarding the Separation and Distribution
Agreement and the other transaction agreements, see the registration statement on Form 10 filed by New Corporation, which was initially filed
with the SEC on December 6, 2013 and subsequently amended on February 7, 2014, which can be accessed through the SEC�s website at
www.sec.gov/edgar.

SLM BankCo Pro Forma Financial Information (Unaudited)

Shortly after the completion of the Spin-Off, SLM BankCo will be required to issue audited consolidated financial statements on a stand-alone
basis for SLM BankCo and its subsidiaries for each of the three years ended December 31, 2013. These carve-out financial statements will be
presented on a basis of accounting that reflects a change in reporting entity. Our historical financial statements prior to the Spin-Off will become
the historical financial statements of NewCo. As a result, the presentation of the financial results of the business and operations of SLM BankCo,
which will be the publicly-traded successor registrant to the Company, for periods arising after the completion of the Spin-Off will be
substantially different from the presentation of our financial results in this Annual Report on Form 10-K and in our prior filings with the SEC.
To provide additional information to our investors regarding the anticipated impact of the Spin-Off, we have included certain unaudited pro
forma financial information of SLM BankCo, on a carve-out stand-alone basis as of and for the year ended December 31, 2013, to provide some
reference for SLM BankCo�s expected reissued historical financial statements post Spin-Off and future manner of presentation of its financial
condition and results of operations.

The following unaudited condensed consolidated financial information of SLM BankCo as of and for the year ended December 31, 2013, which
has been adjusted pro forma for the effects of the Spin-Off as currently proposed, is presented for informational purposes only. These carve-out
pro forma financial statements and selected financial information are unaudited and represent only those operations, assets, liabilities and equity
that will form SLM BankCo on a stand-alone basis. These carve-out pro forma financial statements do not take into account certain yet to be
determined separation adjustments.

The stand-alone SLM BankCo unaudited financial information is comprised of financial information relating to Sallie Mae Bank, Upromise,
Sallie Mae Insurance Services, and the Private Education Loan origination functions. Also included are certain general corporate overhead
expenses allocated to SLM BankCo.

The stand-alone SLM BankCo unaudited financial information has then been adjusted to give effect to the Spin-Off of NewCo by way of a share
distribution. The unaudited balance sheet of SLM BankCo as of
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December 31, 2013 is adjusted pro forma for the effects of the Spin-Off as if it had been completed at December 31, 2013. The unaudited
condensed consolidated income statement of SLM BankCo for the year ended December 31, 2013 is adjusted pro forma for the effects of the
Spin-Off as if it had been completed on January 1, 2013. The stand-alone SLM BankCo financial information has further been adjusted pro
forma for the effects of the Spin-Off by reflecting that the Spin-Off will be accounted for as a distribution by means of a tax-free distribution of
the shares of common stock of NewCo, on a 1-to-1 basis, to the holders of shares of our common stock that will implement the actual separation
of the education loan management business from SLM BankCo. The Spin-Off will also account for the transfer of certain assets and liabilities
that were historically operated by NewCo and that will be held by SLM BankCo, SLM BankCo�s anticipated post-separation capital structure and
the impact of, and transactions contemplated by, certain agreements entered into by SLM BankCo in connection with the Spin-Off.

The unaudited condensed consolidated financial statements of SLM BankCo adjusted pro forma for the effects of the Spin-Off do not give effect
to future estimated annual cost increases after the Spin-Off, attributable to various factors such as the following:

� personnel required to operate as a stand-alone public company;

� possible changes in compensation with respect to new and existing positions;

� the level of assistance required from professional service providers; and

� the amount of capital expenditures for information technology infrastructure investments associated with being a stand-alone public
company.

In addition, prior to the Spin-Off, Sallie Mae Bank sold loans to affiliates for two reasons: (1) to fund the loans to term through the issuance of
an asset back securitization; and (2) to enable the affiliates to manage loans that were granted forbearance or were 90 days or more past due. As
a result of these past practices, Sallie Mae Bank�s historical credit results do not reflect charge-offs or recoveries. The following results, pro
forma for the effects of the Spin-Off, have not been adjusted to reflect what the delinquencies, charge-offs and recoveries would have been, had
Sallie Mae Bank not sold these loans to its affiliates. After the Spin-Off, Sallie Mae Bank�s results will reflect delinquencies and related
charge-offs/recoveries as it is contemplated that it will retain loans throughout the life of the account and will charge off loans at 120 days past
due.

The unaudited condensed consolidated financial statements of SLM BankCo adjusted pro forma for the effects of the Spin-Off have been
prepared in accordance with GAAP and related carve-out conventions.

The pro forma adjustments are based on preliminary estimates, accounting judgments and currently available information and assumptions that
our management believes are reasonable. The unaudited financial information of SLM BankCo adjusted pro forma for the effects of the Spin-Off
has been prepared for illustrative purposes only and is not necessarily indicative of the financial position (had the Spin-Off actually occurred on
December 31, 2013, for purposes of the pro forma balance sheet) or results of operations (had the Spin-Off actually occurred on January 1, 2013,
for purposes of the pro forma income statement), nor is such unaudited pro forma financial information necessarily indicative of the results to be
expected for any future period. A number of factors may affect the results. See the section titled �Risks Related to the Spin-Off� in Item 1A. �Risk
Factors� for a discussion of the risks and uncertainties related to the Spin-Off.

For additional information on the preparation of the unaudited pro forma condensed consolidated financial statements of NewCo and the
structure and accounting of the Spin-Off, please review the registration statement on Form 10 of New Corporation, which was initially filed with
the SEC on December 6, 2013 and subsequently amended on February 7, 2014, which can be accessed through the SEC�s website at
www.sec.gov/edgar.

Below is the unaudited condensed consolidated balance sheet for SLM BankCo pro forma for the effects of the Spin-Off as of December 31,
2013, assuming such Spin-Off occurred on December 31, 2013.
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SLM BANKCO

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

AS OF DECEMBER 31, 2013

(In millions)

Stand-alone
SLM 

BankCo(1)
Separation

Adjustments
Pro Forma

SLM BankCo
Assets
Interest earning assets:
Cash and investments $ 2,286 $ 578(a) $ 2,864
Private Education Loans (net of allowance for losses of $62) 6,506 �  6,506
FFELP Loans (net of allowance for losses of $6) 1,425 �  1,425
Other interest-earning assets 4 �  4

Total interest-earning assets 10,221 578 10,799
Other assets 486 �  486

Total assets $ 10,707 $ 578 $ 11,285

Liabilities and Equity
Deposits $ 8,952 $ �  $ 8,952
Other liabilities 588 �  588

Total liabilities 9,540 �  9,540

Preferred stock, par value $.20 per share, 20 million shares authorized
Series A: 3.3 million shares issued, respectively, at stated value of $50
per share �  165(a) 165
Series B: 4 million shares issued, respectively, at stated value of $100 per
share �  400(a) 400
Common stock �  �  �  
Additional paid-in capital 690 13(a) 703
Accumulated other comprehensive loss (3) �  (3) 
Retained earnings 475 �  475

Total stockholders� equity 1,162 578 1,740
Non-controlling interest 5 �  5

Total equity 1,167 578 1,745

Total liabilities and equity $ 10,707 $ 578 $ 11,285

(1) Represents the operations, assets, liabilities and equity of SLM BankCo, which will be comprised of Sallie Mae Bank, Upromise, Sallie Mae Insurance
Services, and the Private Education Loan origination functions. Included in these amounts are also certain general corporate overhead payables related to SLM
BankCo.

Notes:
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(a) In connection with the Spin-Off, SLM BankCo, by reason of a statutory merger, will succeed us as the issuer of the Series A Preferred
Stock and the Series B Preferred Stock. SLM BankCo will retain an additional $578 million of cash, $565 million of which will offset the
obligation attributable to the principal of the Series A Preferred Stock and the Series B Preferred Stock. The remainder of $13 million
will be treated as additional paid-in capital. The amount of additional cash retained beyond the amount related to offset the preferred
stock obligation was based upon meeting a targeted ending equity balance for SLM BankCo.

Below is the unaudited pro forma condensed consolidated income statement for SLM BankCo pro forma for the effects of the Spin-Off for the
year ended December 31, 2013. This assumes that the Spin-Off occurred on January 1, 2013, for purposes of this presentation.
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SLM BANKCO

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED INCOME STATEMENT

YEAR ENDED DECEMBER 31, 2013

(In millions)

Stand-alone
SLM 

BankCo(1)
Separation

Adjustments
Pro Forma

SLM BankCo
Interest income:
Total interest income $ 551 $ �  $ 551
Total interest expense 89 �  89

Net interest income 462 �  462
Less: provisions for loan losses 69 �  69

Net interest income after provisions for loan losses 393 �  393

Other income:
Gains on sales of loans and investments(2) 260 �  260
Other 38 �  38

Total other income 298 �  298

Expenses:
Operating expenses 268 4(a) 272
Acquired intangible asset amortization expense 3 �  3
Restructuring and other reorganization expenses 2 �  2

Total expenses 273 4 277

Income before tax expense 418 (4) 414
Income tax expense(3) 159 (2) 157

Net income 259 (2) 257
Less: net loss attributable to noncontrolling interest (1) �  (1) 
Preferred stock dividends �  20(b) 20

Income available to common shareholders $ 260 $ (22) $ 238

(1) Represents the operations, assets, liabilities and equity of SLM BankCo, which will be comprised of Sallie Mae Bank, Upromise, Sallie Mae Insurance
Services, and the Private Education Loan origination functions. Included in these amounts are also certain general corporate overhead expenses related to SLM
BankCo. General corporate overhead of $77 million consisted of costs primarily associated with accounting, finance, legal, human resources, certain
information technology, stock-based compensation, executive management and the Board of Directors.

(2) Gains on sales of loans and investments during the period represent $196 million of gains from the sale of loans to NewCo and $64 million from the sale of
investments.

(3)
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The pro forma income tax expense rate of approximately 38 percent is based on historical statutory rates. However, SLM BankCo�s post-spin effective tax rate
will increase to approximately 40 percent. The increase is primarily driven by operations being moved into Sallie Mae Bank. These operations are located in
jurisdictions with higher tax rates than current Sallie Mae Bank operations. The rate increase should have an immaterial impact on SLM BankCo�s equity.

Notes:

(a) Represents $21 million of personnel and information technology costs related to the servicing functions moving out of NewCo and into
SLM BankCo and $7 million in long-term service contracts with NewCo (primarily related to servicing and sales and marketing) and is
net of the $24 million intercompany servicing fee historically paid to NewCo to service SLM BankCo�s Private Education Loans.

(b) In connection with the Spin-Off, SLM BankCo, by reason of a statutory merger, will succeed us as the issuer of the Series A Preferred
Stock and the Series B Preferred Stock. The adjustment reflects the effect of the dividends on the Series A and B Preferred Stock.

32

Edgar Filing: SLM CORP - Form 10-K

43



Certain Unaudited Financial and Statistical Information of SLM BankCo and Sallie Mae Bank

This section provides an overview of certain unaudited financial and statistical information of SLM BankCo and Sallie Mae Bank. The
information includes SLM BankCo�s net interest margin and deposits adjusted pro forma for the effects of the Spin-Off and historical information
on Sallie Mae Bank�s net interest margin, allowance for loan losses, its key credit quality indicators, and its capital information.

Net Interest Margin

The following table shows SLM BankCo�s daily average net interest margin before provision for loan losses for the year ended December 31,
2013 adjusted pro forma for the effects of the Spin-Off.

Year ended December 31, 2013

(Dollars in millions)
Average
Balance

Interest
Income/
Expense % Yield

Average Assets
Private education loans $ 5,997 $ 489 8.16% 
FFELP loans 1,141 38 3.33
Taxable securities 493 20 3.98
Cash and short term investments 2,089 4 .20

Total interest-earning assets 9,720 $ 551 5.67% 

Non-interest-earning assets 651

Total assets $ 10,371

Average Liabilities and Equity
Brokered deposits $ 5,010 $ 62 1.24% 
Retail and other deposits 3,010 26 .87

Total interest-bearing deposits 8,020 88 1.10
Other interest-bearing liabilities 21 1 3.06

Total interest-bearing liabilities 8,041 $ 89 1.11% 

Non-interest-bearing liabilities 689
Equity 1,641

Total liabilities and equity $ 10,371

Net interest margin $ 462 4.75%
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The following table shows Sallie Mae Bank�s historical daily average net interest margin on the loans that are part of the Private Education Loan
portfolio for the year ended December 31, 2013.

Year ended
December 31, 2013

Net loan yield 8.16% 
Cost of funds (0.93) 

Private Education Loan spread 7.23% 

(Dollars in millions)
Average Private Education Loans $ 5,997

Allowance for Loan Losses

The following table summarizes Sallie Mae Bank�s historical allowance for loan losses activity for the year ended December 31, 2013.

Allowance for Loan Losses

(Dollars in millions) FFELP

Private
Education

Loans Total
Year ended December 31, 2013
Allowance at beginning of period $ 4 $ 65 $ 69
Less charge-offs(1) (2) �  (2) 
Plus recoveries �  �  �  

Net charge-offs (2) �  (2) 
Write-down to fair market value(2) �  (68) (68) 
Plus provisions 4 65 69

Allowance at end of period $ 6 $ 62 $ 68

(1) Private Education Loans were sold to NewCo prior to being charged off.

(2) Represents fair value write-downs on delinquent loans sold to NewCo recorded at the time of sale.
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Key Credit Quality Indicators

The following table highlights the principal historical balance of the Private Education Loan portfolio of Sallie Mae Bank stratified by the key
credit quality indicators as of December 31, 2013.

Credit Quality 
Indicators

Private Education Loans
December 31, 2013

(Dollars in millions) Balance %
Cosigner
With cosigners $ 5,899 90% 
Without cosigner 664 10

Total $ 6,563 100% 

FICO at Origination
Less than 670 $ 461 7% 
670 � 709 1,364 21
710 � 749 1,649 25
Greater than or equal to 750 3,089 47

Total $ 6,563 100% 

Average FICO at origination 746
Seasoning
1 � 12 payments $ 1,840 28% 
13 � 24 payments 1,085 17
25 � 36 payments 670 10
37 � 48 payments 362 6
More than 48 payments 31 �  
Not yet in repayment 2,575 39

Total $ 6,563 100% 

Delinquencies by vintage
Loans in school/grace/deferment $ 2,575 39% 
Loans in forbearance 16 �  
Loans in repayment:
Loans current 3,933 60
Loans delinquent 31 � 60 days 29 1
Loans delinquent 61 � 90 days 10 �  
Loans delinquent greater than 90 days �  �  

Total loans in repayment 3,972 61

Total Private Education Loans, gross 6,563
Unamortized premium/discount 5
Allowance for loan losses (62) 

Total Private Education Loans, net $ 6,506 100% 
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Deposits

The following tables show SLM BankCo�s deposits pro forma for the effects of the Spin-Off as of December 31, 2013.

Deposit Portfolio

(Dollars in millions)
December 31,

2013
% of
Total

%
Cost

Brokered deposits(1) $ 5,895 63% 1.15% 
Retail deposits 2,879 31 .93
Other deposits 521 6 .24

Total Sallie Mae Bank deposits 9,295 100% 1.03% 

Less deposits with SLM BankCo affiliates (293) 
Less pro forma reclasses to other liabilities (50) 

Total SLM BankCo deposits $ 8,952

(1) Total brokered deposits include money market deposit accounts, which are excluded from the maturity schedule below.

Deposit Maturity Schedule
(Dollars in millions) December 31, 2013
Brokered deposits(a)

Remaining maturity:
Three months or less $ 306
After three through six months 534
After six through twelve months 897
After twelve months 2,807

Total brokered deposits(a) $ 4,544

(a) The brokered deposits maturity schedule excludes money market deposit accounts.
Sallie Mae Bank Capital

The following tables show Sallie Mae Bank�s actual, reported capital levels and capital ratios as of December 31, 2013, which do not take into
account the effects of the change in reporting entity accounting treatment.

Capital Ratios

December 31, 2013
 Total risk-based capital 17.3% 
 Tier 1 risk-based capital 16.4% 
 Tier 1 leverage 11.7% 
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GAAP to Regulatory Capital Reconciliation

(Dollars in millions) December 31, 2013
Shareholder equity(1) $ 1,218
Less intangible assets �  
Less preferred stock(1) �  

Tangible common equity 1,218
Total assets 10,742
Less intangible assets �  

Tangible assets 10,742
Tangible common equity to tangible assets ratio 11.3% 
Tier 1 common equity:
Shareholder equity(1) 1,218
Qualifying capital securities:
Less goodwill �  
Less accumulated other comprehensive loss (3) 
Less other assets �  

Total Tier 1 capital 1,221
Less qualifying capital securities �  
Less preferred stock(1) �  

Total Tier 1 common equity 1,221
Net risk-weighted assets $ 7,472

(1) Does not include the Series A Preferred Stock and Series B Preferred Stock outstanding at the time of the closing of the separation
and distribution.

In July 2013, the federal banking regulators issued the U.S. Basel III final rule. For a more detailed description of the U.S. Basel III final rule,
please see Item 1A. �Risk Factors.� Sallie Mae Bank will be subject to the U.S. Basel III final rule, including its increased risk-based capital
requirements and increased leverage capital requirements beginning on January 1, 2015. In addition, as currently proposed as part of the
Spin-Off, SLM BankCo will serve as an additional source of strength by having $165 million of Series A Preferred Stock and $400 million of
Series B Preferred Stock. The existing Series B Preferred Stock could potentially qualify as additional Tier 1 capital under Basel III standards
were Basel III to apply at the SLM BankCo level.

At the date of this Annual Report on Form 10-K, the FDIC has lodged a continuing objection to the payment of dividends by Sallie Mae Bank to
the Company for any reason other than the payment of normal quarterly cash dividends paid by the Company to holders of its two series of
preferred stock. For more information on this matter and potential implications post-Spin-Off, see Item 1. �Business�Regulation of Sallie Mae
Bank�Dividends.�

Item 1A. Risk Factors
Our business activities involve a variety of risks. Below we describe the significant risk factors affecting our business. These risk factors should
be considered in connection with evaluating the forward-looking statements contained in this Annual Report on Form 10-K because these factors
could cause our actual results or financial condition to differ materially from those projected in forward-looking statements.

Economic Environment

Economic conditions could have a material adverse effect on our business, results of operations, financial condition and stock price.

Our business is always influenced by economic conditions. Economic growth in the United States remains slow and uneven. Our earnings are
dependent on the expected future creditworthiness of our student loan customers, especially with respect to our Private Education Loan
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portfolio. High unemployment rates and the failure of our in-school borrowers to graduate are two of the most significant macroeconomic
factors that could increase loan delinquencies, defaults and forbearance, or otherwise negatively affect performance of our existing
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education loan portfolios. Since 2009, the unemployment rate has been higher than historical norms. In 2008, the unemployment rate was 5.8
percent; it reached a high of 9.6 percent in 2010 and declined to 7.4 percent in 2013. Forbearance programs may have the effect of delaying
default emergence as customers are granted a temporary waiver from having to make payments on their loans. If the type and amount of federal
funds available to pay for a college education or refinance existing education loans increases, the volume of our new loan originations and the
repayment rates of our existing loans could be materially and adversely effected.

Further deterioration in the economy could result in a decrease in demand for consumer credit and credit quality could adversely be affected.
Higher credit-related losses and weaker credit quality could negatively affect our business, financial condition and results of operations and limit
funding options, including capital markets activity, which could also adversely impact our liquidity position.

Funding and Liquidity

Legislation passed by Congress in 2010 prohibits new loan originations under the FFELP program, and, as a result, interest income on the
existing FFELP Loan portfolio and fee-based revenue from servicing FFELP Loans will decline over time. We may not be able to develop
revenue streams to replace the declining revenue from FFELP loans.

In 2010, Congress passed legislation ending the origination of student loans under the FFELP program. All federal student loans are now
originated through the DSLP of the ED. The law did not alter or affect the terms and conditions of existing FFELP Loans. As a result of this
legislation, interest income on our FFELP Loan portfolio and fee-based revenue from servicing that portfolio and third-party FFELP Loans will
decline over time as existing FFELP Loans are paid down, refinanced or repaid after default by Guarantors. During the twelve months ended
December 31, 2013, our FFELP Loan portfolio declined by approximately $21.0 billion, or 17 percent, $12 billion of which was attributed to the
sale of Residual Interests in securitization trusts, and our intercompany FFELP Loan servicing revenue declined by approximately $140 million,
or 21 percent, compared to the prior year. If we do not acquire new loan portfolios or otherwise grow or develop new revenue streams to replace
or supplement our existing, and declining, FFELP net interest and servicing revenue, our consolidated revenue and operating income will
continue to decrease which could materially and adversely impact our earnings.

Our business can be affected by the cost and availability of funding in the capital markets.

The capital markets have from time to time experienced periods of significant volatility. This volatility can dramatically and adversely affect our
financing costs when compared to historical norms. Additional factors that could make financing more expensive or unavailable include, but are
not limited to, financial losses, events that have an adverse impact on our reputation, changes in the activities of our business partners, events
that have an adverse impact on the financial services industry, counterparty availability, changes affecting our assets, corporate and regulatory
actions, absolute and comparative interest rate changes, ratings agencies� actions, general economic conditions and the legal, regulatory,
accounting and tax environments governing our funding transactions. If financing becomes more difficult, expensive or unavailable, our
business, financial condition and results of operations could be materially and adversely affected.

During 2013, we funded Private Education Loan originations through term-brokered and retail deposits raised by Sallie Mae Bank. Assets
funded in this manner result in refinancing risk because the average term of the deposits is shorter than the expected term of some of the assets.
There is no assurance that this or other sources of funding, such as the term asset-backed securities market, will be available at a level and cost
that makes new Private Education Loan originations possible or profitable, nor is there any assurance that the loans can be refinanced at
profitable margins. For additional discussion on regulatory and compliance risks relating to Sallie Mae Bank, see below at Item 1A. �Risk Factors
� Legal, Regulatory and Compliance.� If we are unable to obtain funds from which to make new Private Education Loans, our business, financial
condition and results of operations would be materially adversely affected.
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The interest rate characteristics of our earning assets do not always match the interest rate characteristics of our funding arrangements,
which may increase the price of, or decrease our ability to obtain, necessary liquidity.

Net interest income is the primary source of cash flow generated by our portfolios of FFELP Loans and Private Education Loans. Interest earned
on FFELP Loans and Private Education Loans is primarily indexed to one-month LIBOR rates and either one-month LIBOR rates or the
one-month Prime rate, respectively, but our cost of funds is primarily indexed to three-month LIBOR, creating the possibility of re-pricing risk
related to these assets. In a declining interest rate environment, this difference in timing may compress the net interest margin on FFELP Loans
and Private Education Loans.

The different interest rate characteristics of our loan portfolio and liabilities funding these loans also result in basis risk and re-pricing risk. It is
not possible to hedge all of our exposure to such risks. While the asset and hedge indices are short-term with rate movements that are typically
highly correlated, there can be no assurance that the historically high correlation will not be disrupted by capital market dislocations or other
factors not within our control. In these circumstances, our earnings could be materially adversely affected.

Adverse market conditions or an inability to effectively manage our liquidity risk could negatively impact our ability to meet our liquidity and
funding needs, which could materially and adversely impact our business operations and our overall financial condition.

We must effectively manage the liquidity risk to which we are exposed. We require liquidity to meet cash requirements such as day-to-day
operating expenses, extensions of credit on our Private Education Loans, required payments of principal and interest on our borrowings, and
distributions to our stockholders. Our primary sources of liquidity and funding are from fees we collect for servicing education loans, payments
made on FFELP and Private Education Loans that we hold, proceeds and distributions from securitization transactions and trusts that we
undertake and offerings of debt and equity securities. We may maintain too much liquidity, which can be costly, or we may be too illiquid,
which could result in financial distress during times of financial stress or capital market disruptions.

Unexpected and sharp changes in the overall economic environment may negatively impact the performance of our loan and credit
portfolios.

Unexpected changes in the overall economic environment, including unemployment, may result in the credit performance of our loan portfolio
being materially different from what we expect. Our earnings are dependent on the expected future creditworthiness of our student loan
customers, especially with respect to our Private Education Loan portfolio. We maintain a reserve for credit losses based on expected future
charge-offs expected over primarily the next two years, which considers many factors, including levels of past due loans and forbearances and
expected economic conditions. However, management�s determination of the appropriate reserve level may under- or over-estimate future losses.
If the credit quality of our customer base materially decreases, if a market risk changes significantly, or if our reserves for credit losses are not
adequate, our business, financial condition and results of operations could suffer.

We are also subject to the creditworthiness of other third parties, including counterparties to derivative transactions. For example, we have
exposure to the financial conditions of various lending, investment and derivative counterparties. If a counterparty fails to perform its
obligations, we could, depending on the type of counterparty arrangement, experience a loss of liquidity or an economic loss. In addition, we
might not be able to cost effectively replace the derivative position depending on the type of derivative and the current economic environment,
and thus be exposed to a greater level of interest rate and/or foreign currency exchange rate risk which could lead to additional losses. Our
counterparty exposure is more fully discussed in Item 7. �Management�s Discussion and Analysis of Financial Condition and Results of
Operations � Liquidity and Capital Resources � Counterparty Exposure.� If our counterparties are unable to perform their obligations, our business,
financial condition and results of operations could suffer.
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Higher than expected prepayments of loans could reduce servicing revenues or reduce or delay payments we receive as the holder of the
Residual Interests of securitization trusts holding education loans.

FFELP Loans and Private Education loans may be voluntarily prepaid without penalty by borrowers or, in the case of FFELP Loans,
consolidated with the borrowers� other education loans through refinancing into the federal DSLP. FFELP Loans may also be repaid after default
by the Guarantors of FFELP Loans. Prepayment rates and levels are subject to many factors which are beyond our control, including repayment
through loan consolidation programs. When education loans contained within a securitization trust are prepaid, the fees we earn as servicer
decrease and the value of any Residual Interest we own in the securitization trust may decline. While some fluctuation in prepayment levels is to
be expected, extraordinary or extended increases in prepayment levels could materially adversely affect our liquidity, income and the value of
those Residual Interests.

Our credit ratings are important to our liquidity. A reduction in our credit ratings could adversely affect our liquidity, increase our
borrowing costs and limit our access to the capital markets.

We have unsecured debt that totaled, as of December 31, 2013, approximately $18.3 billion. In connection with our May 28, 2013
announcement of the proposed Spin-Off, three rating agencies took negative ratings actions with regard to our long-term unsecured debt ratings.
Fitch Ratings, Inc. (�Fitch�) lowered its senior unsecured long-term debt rating one notch to BB+, one notch below its investment grade, and also
placed its rating on negative watch. Moody�s Investors Services, Inc. (�Moody�s�) and Standard & Poor�s Ratings Services LLC (�S&P�) placed their
ratings on our senior unsecured long-term debt on review and watch, respectively, for possible downgrade. Moody�s current rating is Ba1, one
notch below its investment grade, and S&P�s rating is BBB-, its lowest investment grade. Fitch and S&P indicated that if the Spin-Off occurs as
planned, they expect to further lower their ratings by one notch and up to two notches, respectively. As a result of Fitch�s action, two of the three
credit rating agencies now rate our long term unsecured debt at below investment grade such that we are no longer considered an investment
grade issuer. Whereas we had previously been included in the Investment Grade Index, we are now included in the High Yield Index. This has
resulted in a higher cost of funds for us, and our senior unsecured debt to trade with greater volatility.

The negative actions taken by the credit rating agencies were based on concerns that the Spin-Off will have a negative impact on the holders of
our senior unsecured debt. According to their ratings reports, these concerns primarily focus on NewCo�s lack of future Private Student Loan
originations and related servicing income, the loss of access to the earnings, cash flow, equity and potential market value of Sallie Mae Bank, the
run-off of the FFELP Loan portfolio and strategic uncertainty as to the source of incremental earnings and cash flow to replace that in run-off,
and an expected increase in our cost of accessing the unsecured debt markets, including for refinancing purposes.

We utilize the unsecured debt markets to help fund our business. The amount, type and cost of our funding directly affects the cost of operating
our business and growing our assets and is dependent upon outside factors, including our credit ratings from ratings agencies. There can be no
assurance that our credit ratings will not be changed in the future. A reduction in the credit ratings of our senior unsecured debt could adversely
affect our liquidity, increase our borrowing costs or limit our access to the capital markets. We may also face additional challenges in the future,
including more limited capital resources to invest in or expand our businesses.

Our use of derivatives to manage interest rate sensitivity exposes us to credit and market risk that could have a material adverse effect on our
earnings.

We maintain an overall interest rate strategy that uses derivatives to minimize the economic effect of interest rate changes. Developing an
effective strategy for dealing with movements in interest rates is complex, and no strategy can completely avoid the risks associated with these
fluctuations. For example, our student loan portfolio remains subject to prepayment risk that could result in its being under- or over-hedged,
which could result in material losses. In addition, our interest rate risk management activities expose us to mark-to-market losses if interest rates
move in a materially different way than was expected when we entered into the related
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derivative contracts. As a result, there can be no assurance that hedging activities using derivatives will effectively manage our interest rate
sensitivity, have the desired beneficial impact on our results of operations or financial condition or not adversely impact our liquidity and
earnings.

Our use of derivatives also exposes us to market risk and credit risk. Market risk is the chance of financial loss resulting from changes in interest
rates, foreign exchange rates and market liquidity. Our Floor Income Contracts and some of the basis swaps we use to manage earnings
variability caused by having different reset characteristics on interest-earning assets and interest-bearing liabilities do not qualify for hedge
accounting treatment. Therefore, the change in fair value, called the �mark-to-market,� of these derivative instruments is included in our statement
of income. A decline in the fair value of these derivatives could have a material adverse effect on our reported earnings.

Credit risk is the risk that a counterparty will not perform its obligations under a contract. Credit risk is limited to the loss of the fair value gai
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