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PARTI CONSOLIDATED FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements
THE STUDENT LOAN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands, except share and per share amounts)

(Unaudited)
Three months ended Nine months ended
September 30, September 30,
2010 2009 2010 2009

NET INTEREST INCOME
Interest income $ 279,220 $ 194401 $ 819,364 $ 585,821
Interest expense (182,300) (120,290) (543,012) (382,748)
Net interest income 96,920 74,111 276,352 203,073
Provision for loan losses (72,886 ) (38,690 ) (158,173) (104,658)

Net interest income after provision
for loan losses 24,034 35,421 118,179 98,415
OTHER (LOSS) INCOME
Gains on loans sold 55,600 17,712 55,600 35,576
Fair value write down of loans held
for sale (900,849 ) 2,185 ) (900,849 ) (2,185 )
Fee and other (loss) income (3,373 ) 70,720 6,023 108,529
Total other (loss) income (848,622) 86,247 (839,226) 141,920
OPERATING EXPENSES
Salaries and employee benefits 7,516 7,859 23,081 25,265
Write-off of funding commitment fee
paid to principal stockholder 5,000 - 12,500 -
Other expenses 28,065 26,848 80,682 79,512
Total operating expenses 40,581 34,707 116,263 104,777
(Loss) income before income taxes (865,169) 86,961 (837,310) 135,558
(Benefit) provision for income taxes (325,522) 32,154 (318,943) 47,967
NET (LOSS) INCOME $ (539,647) $ 54,807 $ (518,367) $ 87,591
DIVIDENDS DECLARED AND
PAID $ 7,000 $ 7,000 $ 21,000 $ 42,600
BASIC AND DILUTED (LOSS)
EARNINGS PER COMMON SHARE $ (26.98 ) $ 274 $ (2592 ) $ 438
(based on 20,000,000 average shares
outstanding)

DIVIDENDS DECLARED AND
PAID PER COMMON SHARE $ 035 $ 035 $ 1.05 $ 213
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See accompanying Notes to the unaudited Consolidated Financial Statements.
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THE STUDENT LOAN CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share and per share amounts)

September 30, December 31,
2010 2009
(Unaudited)
ASSETS
Federally insured student loans $ — $ 17,948,706
Private education loans 3,722,533 7,432,471
Deferred origination and premium costs 104,498 548,083
Allowance for loan losses (37,588 ) (149,098
Student loans, net 3,789,443 25,780,162
Loans held for sale 33,486,095 2,409,267
Cash 588 17,998
Deferred income tax asset 214,743 =
Residual interests in securitized loans — 820,291
Other assets 2,459,295 1,990,523
Total Assets $ 39,950,164 $ 31,018,241
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Short-term borrowings, payable to principal stockholder $ 4,346,400 $ 5,131,000
Short-term secured borrowings, payable to the Department
of Education - 2,066,686
Long-term borrowings, payable to principal stockholder 2,800,000 4,391,000
Long-term secured borrowings 31,729,770 16,999,976
Deferred income tax liability — 410,546
Other liabilities 305,732 348,612
Total liabilities 39,181,902 29,347,820
Stockholders’ Equity
Common stock, $0.01 par value; authorized 50,000,000
shares; 20,000,000 shares issued and outstanding 200 200
Additional paid-in capital 143,185 141,869
Retained earnings 624,877 1,528,352
Total stockholders' equity 768,262 1,670,421
Total Liabilities and Stockholders' Equity $ 39,950,164 $ 31,018,241

The table below presents the carrying amounts of certain assets and liabilities of The Student Loan Corporation’s (the
Company) consolidated variable interest entities (VIEs) which are included in the Consolidated Balance Sheet

above. The assets in the table below include only those assets that can be used to settle obligations of the consolidated
VIEs. The liabilities in the table below include third party liabilities of consolidated VIEs only, and exclude
intercompany balances that eliminate in consolidation. The liabilities also exclude amounts for which creditors have
recourse to the general credit of the Company.

CONSOLIDATED
VIEs September 30,
2010
(Unaudited)
ASSETS

Private education loans $ 3,722,533
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Deferred origination

and premium costs 104,498

Allowance for loan

losses (37,588 )

Loans held for sale 28,232,963

Other assets(1) 2,137,687

LIABILITIES

Long-term secured

borrowings $ 31,729,770
Other liabilities 168,726

(1) Amount primarily represents restricted cash and cash equivalents of $1.2 billion and accrued interest receivable of
$0.9 billion

See accompanying Notes to the unaudited Consolidated Financial Statements.
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THE STUDENT LOAN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(Dollars in thousands, except per share amounts)

(Unaudited)
Nine Months Ended
September 30,
2010 2009
COMMON STOCK AND ADDITIONAL PAID-IN CAPITAL
Balance, beginning of period $ 142,069 $ 141,923
Capital contributions and other changes 1,316 107
Balance, end of period $ 143,385 $ 142,030
RETAINED EARNINGS
Balance, beginning of period $ 1,528,352 $ 1,452,280
Cumulative effect of adoption of accounting standards on January 1,
2010, net of taxes of $218.4 million (364,108 ) -
Net (loss) income (518,367 ) 87,591
Common dividends declared, $1.05 and $2.13 per common share
for the nine months ended
September 30, 2010 and 2009, respectively (21,000 ) (42,600 )
Balance, end of period $ 624,877 $ 1,497,271
TOTAL STOCKHOLDERS’ EQUITY $ 768,262 $ 1,639,301

See accompanying Notes to the unaudited Consolidated Financial Statements.
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THE STUDENT LOAN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

(Unaudited)

Cash flows from operating activities:

Net (loss) income $
Adjustments to reconcile net income to net cash from
operating activities:

Depreciation and amortization of equipment and
computer software

Amortization of deferred loan origination and purchase
costs

Provision for loan losses

Deferred tax provision

Other changes in loans held for sale including loan
origination and purchase costs

Change in accrued interest receivable

Proceeds from loans sold

Gains on loans sold

Fair value write down of loans held for sale

Accreted interest on residual interests

Gain on residual interest valuation

Loss on servicing asset valuation

Cash received on residual interests in trading
securitized assets

Change in other assets

Change in other liabilities

Other non-cash charges

Net cash provided by (used in) operating activities $

Cash flows from investing activities:

Change in loans $
Change in loan origination and purchase costs

Proceeds from loans sold and securitized

Change in restricted cash and cash equivalents

Capital expenditures on equipment and computer
software

Net cash provided by (used in) investing activities $

Cash flows from financing activities:

Net change in borrowings payable to principal
stockholder with original maturities of three months or
less $
Proceeds from other short-term borrowings

Repayments of other short-term borrowings

Proceeds from long-term borrowings

Repayments of long-term borrowings

Nine Months Ended
September 30,

2010 2009
(518,367 ) $ 87,591
7,700 7,763
95,402 65,451
158,173 104,658
(406,176 ) (43,893 )
(2,344,933) (3,564,051)
(54,784 ) (170,463 )
4,741,949 1,843,065
(55,600 ) (35,576 )
900,849 2,185
— (51,949 )
— (14,034 )
— 21,804
— 149,998
42,121 183,597
40,627 ) (39,110 )
48,573 13,988
2,574,280 $ (1,438,976 )
1,536,413 $ (1,703,364 )
18,397 (1,929 )
— 515,276
(183,973 ) (484,071 )
(5,345 ) (5,919 )
1,365,492 $ (1,680,007 )
(514,600 ) $ (5,105,200 )
6,330,755 1,887,241
(6,104,441) (5,656,628 )
2,853,449 14,214,731
(6,501,345) (2,178,501 )



Edgar Filing: STUDENT LOAN CORP - Form 10-Q

Dividends paid to stockholders (21,000 )
Net cash (used in) provided by financing activities $ (3,957,182)
Net (decrease) increase in cash $ (17,410 )
Cash — beginning of period 17,998
Cash — end of period $ 588
Supplemental disclosure:

Cash paid for:

Interest $ 511,845
Income taxes, net $ 54,780

$
$

(42,600 )
3,119,043

60
595
655

462,736
40,136

See accompanying Notes to the unaudited Consolidated Financial Statements.

10



Edgar Filing: STUDENT LOAN CORP - Form 10-Q

THE STUDENT LOAN CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unaudited)
September 30, 2010

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
New Developments

On September 17, 2010, The Student Loan Corporation (the Company) entered into an Agreement and Plan of Merger
(Merger Agreement) between the Company and a wholly-owned subsidiary of Discover Bank (Discover) (a
wholly-owned subsidiary of Discover Financial Services), for Discover to acquire the Company’s private student loan
business. Under the terms of the Merger Agreement, each share of the Company’s common stock issued and
outstanding immediately prior to the effective time of the merger will be converted into the right to receive $30.00 in
cash. Separately, on that same day, the Company entered into Asset Purchase Agreements, under which the Company
expects to sell certain of its residual interests in securitization trusts, ownership interest in its special purpose
subsidiaries, and other related loan assets to SLM Corporation (Sallie Mae) and Citibank, N.A. (CBNA) (Asset
Purchase Agreements).

Each of the Merger Agreement, and the Asset Purchase Agreements between the Company and Sallie Mae and CBNA
is conditioned on the successful closing of the others. In addition, the closing of the transactions contemplated by
these agreements is subject to the satisfaction or waiver of customary closing conditions (including, among others,
shareholder approval for the Merger Agreement and the Asset Purchase Agreement with Sallie Mae). The merger is
also conditioned upon repayment of the Company’s borrowings with CBNA and termination of the Company’s
Amended and Restated Omnibus Credit Agreement, entered into on January 29, 2010 (Amended and Restated
Omnibus Credit Agreement) with CBNA.

In connection with these transactions, a definitive proxy statement was filed with the U.S. Securities and Exchange
Commission (SEC) on November 1, 2010. Refer to Note 2 for a further discussion of the Asset Purchase Agreements.

Background

The accompanying unaudited Consolidated Financial Statements of the Company, a Delaware corporation, include the
accounts of the Company and its wholly owned subsidiaries, SLC Student Loan Receivables I, Inc, SLC Conduit I
LLC and its consolidated securitization trusts that are Variable Interest Entities (VIEs) and for which the Company is
the primary beneficiary. SLC Student Loan Receivables I, Inc. is a special-purpose entity formed in 2001 for the
purpose of acquiring student loans originated or acquired by the Company and transferring such loans to, and
depositing such loans in, securitization trusts. SLC Conduit I LLC is a limited liability company formed in 2009 for
the purpose of acquiring Federal Family Education Loan (FFEL) Program loans originated or acquired by the
Company and issuing funding notes to the U.S. Department of Education (the Department) sponsored student
loan-backed commercial paper conduit, Straight-A Funding, LLC (the Conduit). All intercompany balances and
transactions have been eliminated.

The Company, which has a trust agreement to originate loans through CBNA, is an originator, manager and servicer
of private education loans. In addition, the Company owns and services a portfolio of loans made in accordance with
federally sponsored guaranteed student loan programs. CBNA owns 80% of the Company’s outstanding common
stock and is an indirect wholly owned subsidiary of Citigroup Inc. (Citigroup).

11
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Interim Financial Information

In the opinion of management, all adjustments, consisting of normal, recurring accruals, necessary to state fairly the
Company’s financial position and results of operations in conformity with U.S. generally accepted accounting
principles (GAAP) have been reflected. The results for the three and nine months ended September 30, 2010 may not
be indicative of the results for the full year ending December 31, 2010. Certain financial information that is normally
included in annual financial statements prepared in accordance with GAAP, but is not required for interim reporting
purposes, has been condensed or omitted. The accompanying unaudited Consolidated Financial Statements should be
read in conjunction with the Consolidated Financial Statements and related Notes included in the Company’s 2009
Annual Report on Form 10-K and the Company’s Form 10-Q for the quarter ended June 30, 2010.

Basis of Presentation

The Company’s accounting policies are in conformity with GAAP. The Company’s operations are a single segment for
financial reporting purposes, as the Company’s operations consist only of originating, managing and servicing student
loans.

Certain amounts in the prior period’s financial statements have been reclassified to conform to the current period’s
presentation. Such reclassification had no effect on the Consolidated Balance Sheet and Consolidated Statements of
Operations as previously reported.

Use of Estimates

The preparation of the Consolidated Financial Statements in conformity with GAAP requires the Company to make
estimates based on assumptions about current and future economic and market conditions (including, but not limited
to, credit risk, market liquidity and interest rates) which affect reported amounts and related disclosures in the
Company’s financial statements. Although current estimates reflect existing conditions and expected trends, as
appropriate, it is reasonably possible that actual conditions in the future could differ from those estimates. Such
differences could have a material adverse effect on the Company’s results of operations and financial position. Among
other effects, such changes could result in credit losses in excess of established reserves in the Allowance for loan
losses and changes in the carrying value of the Company’s loans held for sale to adjust the carrying value to the lower
of cost or fair value.

Revenue Recognition

Revenues, which include net interest income, fees and gains on loans sold, if any, are recognized as they are

earned. Interest income includes special allowance payments (SAP) from and excess interest payments to the federal
government as prescribed under the Higher Education Act of 1965, as amended (the Higher Education Act), and is net
of amortization of premiums and origination costs. The Company accounts for premiums and origination costs in
accordance with Accounting Standards Codification (ASC) 310-20. Deferred premiums and origination costs on the
Company’s loan portfolio are amortized using the interest method and recognized as yield adjustments to net interest
income.

13
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Loans

The Company has a portfolio of student loans originated under the FFEL Program authorized by the Department
under the Higher Education Act which are insured by guaranty agencies (guarantors). The Company recognizes
student loan interest income as it is earned. SAP from and excess interest payments to the federal government, if any,
are recognized as yield adjustments to interest income.

The Company also has a portfolio of private education loans primarily consisting of CitiAssist® loans. Some of those
loans are insured against loss by private insurers or covered under other risk-sharing agreements with creditworthy
schools. Other loans, including many higher risk loans, are neither insured nor covered under risk-sharing
agreements. The Company is exposed to 100% of loss on such loans. Effective January 1, 2008, the Company elected
to stop insuring new CitiAssist loan originations.

Pursuant to the Asset Purchase Agreement described above and in more detail in Note 2, the Company intends to sell
certain of its FFEL Program and private education loans to Sallie Mae and CBNA. In accordance with this, at
September 30, 2010 these loans are classified as Loans held for sale.

Allowance for Loan Losses

The Company’s allowance for loan losses provides a reserve for estimated probable credit losses incurred in its FFEL
Program and private education loan portfolios. Losses that are probable and estimable are expensed currently which
increases the provision for loan losses. Actual losses are charged against the reserve as they occur, and subsequent
recoveries are credited back to the reserve.

For FFEL Program loans, the Company divides the portfolio into pools with similar risk characteristics based on loan
program type and loan status (in-school, grace, forbearance, repayment, and delinquency). For private education loans,
the pools are divided based on loan program type, school type, loan status, underwriting criteria and insurance
coverage. The allowance for each of these portfolios is based upon a migration analysis which utilizes historical
delinquency and credit loss experience, generally developed using six months of historical data, applied to the current
aging of the portfolio. Credit loss experience is based on net credit losses, after incorporating the impact of credit risk
insurance coverage obtained from third parties on certain loans and any risk-sharing agreements with certain schools.
The Company evaluates the output of the migration analysis and may make adjustments based on its consideration of
current trends and conditions, including, among other things, lending and collection policy changes, regulatory
changes and general economic conditions affecting borrowers, private insurers, risk sharers, and higher education
institution clients. Counterparty exposures are assessed on a quarterly basis by evaluating payment performance
trends, available financial performance, internal and external credit ratings, and news events. If the Company believes
that it is probable that any one of the counterparties will be unable to meet its contractual obligations, additional
reserves are recorded to reflect such event.

The Company ceases to accrue interest income on a student loan when one of the following events occurs: (1) a FFEL
Program loan loses its guarantee, (2) an insured private education loan reaches 150 days of delinquency or (3) an
uninsured private education loan reaches 90 days of delinquency. Accrual of interest is resumed if the loan guarantee
is reinstated or when principal and interest become current again. Interest received on non-accruing loans is recorded
directly into interest income. The Company immediately writes off the loan balance corresponding to the
unguaranteed portion of FFEL Program loans at the end of the month in which the loan is at least 270 days delinquent
and the uninsured portion of private education loans at the end of the month in which the loan is at least 120 days
delinquent. The Company also writes off the loan balances for loans in which the guarantee claim is not received for
FFEL Program and private education loans after 450 days and 240 days of delinquency, respectively. When loans or
portions of loans are written off, the Company reduces interest income by the amounts of accrued, uncollected interest
and unamortized deferred premiums and origination costs.

14
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The Company’s FFEL Program and private education loans contain terms that allow the borrower to postpone
payments while in school or to postpone or reduce payments if they meet certain income or financial hardship
criteria. The Company continues to accrue interest income on such loans. This accrued interest increases the
borrowers’ unpaid balance.

15
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Transfer of Student Loans
Whole Loan Sales

The Company accounts for its whole loan sales in accordance with the provisions of ASC 860-10-40. In order for a
transfer of financial assets to be considered a sale, the assets transferred by the Company must have been isolated from
the seller, even in bankruptcy or other receivership, and the purchaser must have the right to pledge or exchange the
assets transferred. In addition, the sale accounting rules of ASC 860-10-40-5 requires the Company to relinquish
effective control over the loans sold as of the sale date.

Loans Securitized

Prior to January 1, 2010, the Company used two distinct methods of accounting for its securitizations. Certain of the
Company’s securitizations met the qualifications of ASC 860-10-40-5 to be accounted for as a sale. The qualifications
were that the assets transferred were legally isolated from the Company, even in the event of a bankruptcy; that the
holders of the beneficial interests were not constrained from pledging or exchanging their interests; and that the
transferor did not maintain effective control over the transferred assets. The Company used a two-step structure with
a qualifying special purpose entity (QSPE) to obtain legal isolation. For the Company’s securitizations which were
accounted for as a sale, referred to as off-balance sheet securitizations, the transferred assets were removed from the
consolidated balance sheet and a gain or loss was recognized. The Company’s securitizations that failed to meet the
accounting requirements for a sale in accordance with ASC 860-10-40-5, referred to as on-balance sheet
securitizations, were accounted for as secured borrowings and the transferred assets were consolidated in the
Company’s financial statements.

As a result of changes in accounting standards effective January 1, 2010, the Company consolidated all of its former
QSPE’s. In addition, all of the Company’s future securitization transactions are likely to be accounted for as secured
borrowings and consolidated in the Company’s financial statements. For additional information, see Accounting
Changes below.

The Company’s on-balance sheet securitization transactions are collateralized by certain of its student loans, which are
recorded in Federally insured student loans, Private education loans and Loans held for sale and by accrued interest on
the student loans and restricted cash and cash equivalents, which are recorded in Other assets on the Consolidated
Balance Sheets.

Historically, the Company retained interests in off-balance sheet securitization trusts in the form of residual interests,
servicing assets, and retained notes. All of the Company’s retained interests were recorded at fair value in accordance
with GAAP. Unrealized gains and losses on retained interests were reported in Fee and other income. Accreted
interest on residual interests was reported in Interest income. The Company estimated the fair value of the residual
interests and servicing assets using an income approach which determined the present value of expected future cash
flows using modeling techniques that incorporated management’s best estimates of key assumptions, including
prepayment speeds, credit losses, borrower benefits and discount rates.

The Company receives cash from the trusts for servicing fee revenues, residual interest distributions and payments of
principal and interest on retained notes.

For additional information on the Company’s securitization activities see Note 9.

9
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Loans Financed through Department of Education Programs

The Company has funded certain of its FFEL Program loans through the Conduit. The funding received from the
Conduit is accounted for as secured borrowings. These borrowings are recorded in long-term secured borrowings and
the student loans pledged as collateral are recorded in Loans held for sale at September 30, 2010 and Federally insured
student loans at December 31, 2009 on the Company’s Consolidated Balance Sheets. See Note 6 for additional
information regarding the Conduit.

The Company also obtains debt financing through the Department’s Loan Participation Purchase Program (the
Participation Program). The borrowings through the Participation Program are collateralized by FFEL Program
Stafford and PLUS loans which are recorded in Loans held for sale on the Company’s Consolidated Balance

Sheets. Loans funded under the Participation Program are sold to the Department pursuant to the Department’s Loan
Purchase Commitment Program (the Purchase Program). Additional information pertaining to the Company’s
borrowings through the Participation Program can be found in Note 6.

Loans Held for Sale

Loans held for sale are loans that the Company intends to include in sale transactions, including loans that the
Company intends to sell pursuant to the Asset Purchase Agreements described above as well as loans that the
Company originates in anticipation of sale under the Purchase Program. Management continually assesses its future
loan sale plans and may transfer loans or record loans directly into the held for sale portfolio to meet the Company’s
anticipated near term sale requirements. In accordance with the guidance in ASC 310-10-35-49, these loans are
recorded at the lower of cost, consisting of principal and deferred costs, or fair value evaluated on an aggregate basis.

At September 30, 2010, loans held for sale were primarily composed of loans that the Company expects to sell to
Sallie Mae and CBNA pursuant to the Asset Purchase Agreements, which provide for a purchase price that is lower
than the carrying value of the loans.

During 2009, loans held for sale were primarily composed of loans to be sold to the Department under the Purchase
Program, which provides for a purchase price that is higher than the carrying value of the loans. During the quarter
ended September 30, 2009, the cost of certain loans held for sale, which could not be sold under the Purchase
Program, exceeded fair value. Accordingly, the Company recorded lower of cost or fair value write downs on these
loans held for sale of $2.2 million for both the three and nine months ended September 30, 2009 and the loans were
transferred from loans held for sale back into the operating loan portfolio during the period.

Changes in the Company’s loans held for sale are presented in the table below:

Three Months Ended Nine Months Ended

September 30, September 30,
(Dollars in thousands) 2010 2009 2010 2009
Balance at beginning of period $ 4,713,030 $ 1,574,653 $ 2,409,267 $ 1,072,316
Originations and purchases 94,742 1,897,265 2,604,227 3,752,164
Transfers into loans held for sale 34,344,446 — 34,344,446 -
Transfers back into the operating
loan portfolio (21,649 ) (51,429 ) (25,352 ) (55,241 )
Loan sales (4,686,350 ) (1,128,016) (4,686,350 ) (2,322,765)
Fair value write down of loans
held for sale (900,849 ) (2,185 ) (900,849 ) (2,185 )
Other (1) (57,275 ) (34,112 ) (259,294 ) (188,113 )
Balance at end of period $ 33,486,095 $ 2,256,176 $ 33,486,095 $ 2,256,176

17
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(1) Amounts include, among other things, borrower principal payments and loan cancellations.
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Restricted Cash and Cash Equivalents

Restricted cash and cash equivalents represents amounts related to the Company’s secured borrowings. This cash must
be used to make payments related to the secured borrowings and is classified as a component of Other assets.
Amounts on deposit in these accounts represent reserve accounts or are the result of timing differences between when
principal and interest is collected on the trust assets and when principal and interest is paid on trust liabilities.

Derivatives

The Company currently has one cross-currency swap and one interest rate swap. The cross-currency swap is intended
to manage the Company’s exposure to foreign currency exchange rate fluctuations related to its Euro denominated
secured borrowing. The Company’s interest rate swap is intended to economically hedge the Company’s exposure
resulting from fluctuations between prime and London Interbank Offered Rate (LIBOR) related to certain of its
secured borrowings collateralized by private education loans.

The Company historically had derivative financial instruments including interest rate swaps and floor options which
were intended to economically hedge the interest rate risk inherent in its residual interests and servicing assets in
off-balance sheet securitizations. The Company closed out of these positions during the fourth quarter of 2009 in
anticipation of changes in accounting standards effective January 1, 2010, which resulted in the consolidation of the
Company’s previously unconsolidated securitizations and the elimination of the related retained interests. The
Company’s derivative instruments do not qualify for hedge accounting under ASC 815 and are carried at fair value in
Other assets and Other liabilities with changes in fair value recorded currently in Fee and other income.

Internally Developed Software

Certain direct costs associated with the development of internal use software are capitalized. The Company capitalizes
development costs for internal use software in accordance with the provisions of ASC 350-40. These costs are
included in Other assets and are amortized by the straight-line method over the service period, not to exceed ten

years. Capitalization of development costs starts after the preliminary project stage is completed and ends when the
project is substantially complete and ready for its intended use. Capitalized internally developed software costs are
periodically reviewed for impairment. Capitalized costs of projects deemed to be obsolete or abandoned are written
off as operating expenses.

Accounting Changes
Subsequent Events: Amendments to Certain Recognition and Disclosure Requirements

In February 2010, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2010-09, Subsequent Events: Amendments to Certain Recognition and Disclosure Requirements. This ASU clarifies
that an entity that is an SEC filer is required to evaluate subsequent events through the date that the financial
statements are issued. However, an entity that is an SEC filer is not required to disclose the date through which
subsequent events have been evaluated. This ASU was effective beginning with the first quarter of 2010.

Additional Disclosures Regarding Fair Value Measurements

In January 2010, the FASB issued ASU 2010-06, Improving Disclosures about Fair Value Measurements. This ASU
requires disclosing the amounts of significant transfers in and out of Level 1 and 2 of the fair value hierarchy and
describing the reasons for the transfers. The disclosures are effective for reporting periods beginning after December
15, 2009. The Company adopted ASU 2010-06 as of January 1, 2010. Additionally, disclosures of the gross
purchases, sales, issuances and settlements activity in Level 3 of the fair value measurement hierarchy will be required
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Elimination of QSPEs and Changes in the Consolidation Model for Variable Interest Entities

In June 2009, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 166, Accounting for
Transfers of Financial Assets, an amendment of FASB Statement No. 140 (SFAS 166, now incorporated into ASC
Topic 860) and SFAS No. 167, Amendments to FASB Interpretation No. 46(R) (SFAS 167, now incorporated into
ASC Topic 810). The Company adopted both standards on January 1, 2010 and has elected to apply both standards
prospectively. Accordingly, prior periods have not been restated.

SFAS 166 eliminated QSPEs. SFAS 167 details three key changes to the consolidation model. First, former QSPEs
are now included in the scope of SFAS 167. In addition, the FASB has changed the method of analyzing which party
to a VIE should consolidate the VIE (known as the primary beneficiary) to a qualitative determination of which party
to the VIE has “power” combined with potentially significant benefits or losses, instead of the previous quantitative
risks and rewards model. The party that has “power” has the ability to direct the activities of the VIE that most
significantly impact the VIE’s economic performance. Finally, the new standard requires that the primary beneficiary
analysis be re-evaluated whenever circumstances change. The previous rules required reconsideration of the primary
beneficiary only when specified reconsideration events occurred.

Based on the qualitative analysis performed, the Company determined that it is the primary beneficiary of all of its
previously off-balance sheet securitizations because the Company was determined to be the variable interest holder
with the power to most significantly influence the economic performance of the trusts. In addition, through its
residual interest, the Company was determined to have the obligation to absorb losses and the right to receive benefits
of the VIE that could potentially be significant to the VIE. This resulted in the consolidation of all of the Company’s
previously off-balance sheet securitizations on January 1, 2010. The Company consolidated all of the former QSPEs
by initially measuring the assets and liabilities of the former QSPEs at their carrying values (the amounts at which the
assets and liabilities would have been carried in the Consolidated Financial Statements if the Company had always
consolidated these former QSPEs).

The consolidation of the Company’s previously unconsolidated securitization trusts on January 1, 2010 had the
following impact on the Company’s Consolidated Balance Sheet:

January 1,
(Dollars in thousands) 2010
Assets:
Federally insured student loans 11,825,513
Private education loans 2,064,716
Deferred origination and premium costs 247,902
Allowance for loan losses (6,987 )
Student loans, net 14,131,144
Residual interest in securitized loans (820,291 )
Other assets 274,666
Total Assets 13,585,519
Liabilities and Stockholders’ Equity:
Long-term secured borrowings 14,165,862
Deferred income taxes (219,113 )
Other liabilities 2,878
Total Liabilities 13,949,627
Retained earnings (364,108 )
Total Liabilities and Stockholders' Equity 13,585,519
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2. SIGNIFICANT TRANSACTIONS

Pursuant to the Asset Purchase Agreements described above, the Company intends to sell certain of its residual
interests in securitization trusts, ownership interest in its special purpose subsidiaries, and other related loan assets to
Sallie Mae and CBNA. The Company has determined that the transactions constitute a sale of loans and
extinguishment of debt and, accordingly, will account for these components of the transactions in accordance with the
guidance in ASC 310-10-35-49 and ASC 405-20-40-1, respectively.

As a result of executing the Asset Purchase Agreements the Company transferred the loans it expects to sell to Sallie
Mae and CBNA into Loans held for sale during the third quarter of 2010. ASC 310-10-35-49 requires that the loans
transferred into held for sale be carried at the lower of cost, consisting of principal and deferred costs, or fair

value. Based on the terms of the Asset Purchase Agreements, the loans were determined to have a fair value that was
lower than their carrying value. Accordingly, the Company recorded lower of cost or fair value write downs on these
loans of $900.8 million. The estimated fair values of these loans have been determined by the Company by allocating
the net proceeds under each asset purchase agreement to the related assets and liabilities by first estimating the fair
values of the assets and liabilities for which observable markets exist, such as those for the secured borrowings
included in the transactions, and allocating the remaining proceeds to the loans. The fair values of the secured
borrowings included in the transactions were determined by discounting cash flows using certain assumptions
including, among other things, maturity and discount rates.

Upon closing of the transactions contemplated by the Asset Purchase Agreements, which is expected to occur during
the fourth quarter of 2010, the Company expects to record a pre-tax gain of approximately $507 million primarily
related to extinguishment of the secured borrowings transferred to Sallie Mae and CBNA. The pre-tax gain will be
recognized in accordance with ASC 405-20-40-1, which specifies that a liability has been extinguished when i) the
debtor pays the creditor and is relieved of its obligation for the liability or ii) the debtor is legally released from being
the primary obligor under the liability, either judicially or by the creditor. The expected gain relates primarily to the
difference between the fair value and the carrying value of the Company’s secured borrowings collateralized by FFEL
Program loans. These borrowings generally have interest rates that are lower than prevailing interest rates and, as a
result, the fair value of these borrowings is less than carrying value.

The actual impairment charge and gain to be recorded upon closing of the transactions could differ materially from
these estimates based on various factors, including changes in economic conditions which affect the fair value of the

assets and liabilities included in the transactions, failure to satisfy closing conditions, additional costs incurred in
connection with these transactions, and changes in the composition, and amounts of the net assets sold.
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3. FUTURE APPLICATIONS OF ACCOUNTING STANDARDS
Credit Quality and Allowance for Credit Losses Disclosures

In July 2010, the FASB issued ASU No. 2010-20, Disclosures about Credit Quality of Financing Receivables and
Allowance for Credit Losses. The ASU requires a greater level of disaggregated information about the allowance for
credit losses and the credit quality of financing receivables. The period-end balance disclosure requirements for loans
and the allowance for loans losses will be effective for reporting periods ending on or after December 15, 2010, while
disclosures for activity during a reporting period that occurs in the loan and allowance for loan losses accounts will be
effective for reporting periods beginning on or after December 15, 2010.

Potential Amendments to Current Accounting Standards

The FASB is currently working on amendments to existing accounting standards governing financial instruments.
Upon completion of the standards, the Company will need to reevaluate its accounting and disclosures. The FASB is
proposing sweeping changes to the classification and measurement of financial instruments, hedging and impairment
guidance. This project will have a significant impact to the Company. However, due to ongoing deliberations of the
standard-setters, the Company is currently unable to determine the effect of future amendments or proposals at this
time.

4. STUDENT LOANS

The Company’s portfolio of student loans consists primarily of loans originated under government guaranteed loan
programs, principally the FFEL Program, and private education loans, primarily CitiAssist loans. Pursuant to the
Asset Purchase Agreements described in Notes 1 and 2 above, at September 30, 2010 the majority of these loans are
classified as Loans held for sale.

The Company’s loans are summarized by program type as follows:

September 30, December 31,

(Dollars in thousands) 2010 2009
Federal Stafford Loans $ - $ 10,414,533
Federal Consolidation Loans - 5,864,695
Federal SLS/PLUS/HEAL Loans — 1,669,478
Private education loans 3,722,533 7,432,471
Total student loans held, excluding deferred costs 3,722,533 25,381,177
Deferred origination and premium costs 104,498 548,083
Student loans held 3,827,031 25,929,260
Less: allowance for loan losses (37,588 ) (149,098 )
Student loans held, net 3,789,443 25,780,162
Loans held for sale, excluding deferred costs 33,808,484 2,381,026
Deferred origination and premium costs 578,460 28,241
Allowance for fair value write down of loans held for
sale (900,849 ) -
Loans held for sale 33,486,095 2,409,267
Other loans and lines of credit (1) - 5,616
Total loan assets $ 37,275,538 $ 28,195,045

(1) Recorded in Other Assets and included in Other in Note 5.

24



14

Edgar Filing: STUDENT LOAN CORP - Form 10-Q

25



Edgar Filing: STUDENT LOAN CORP - Form 10-Q

5. OTHER ASSETS

Other assets are summarized as follows:

September 30, December 31,
(Dollars in thousands) 2010 2009
Accrued interest receivable:
from student loan borrowers $ 1,083,978 $ 889,461
from federal government 6,207 1,607
Restricted cash and cash equivalents 1,163,168 690,536
Income taxes receivable 89,478 114,077
Deferred financing fees 73,876 39,667
Equipment and computer software (1) 22,154 24,745
Servicing asset from securitization activity - 176,587
Retained notes from securitization activities — 19,750
Other 20,434 34,093
Total other assets $ 2,459.295 $ 1,990,523

(1) Amounts are reflected net of accumulated depreciation and software amortization of $70.4 million and $67.0
million at September 30, 2010 and December 31, 2009, respectively.

6. SHORT- AND LONG-TERM BORROWINGS
The following table summarizes the Company’s total borrowings:

September 30,2010 December 31, 2009
Interest
(Dollars in thousands) Rates Ending Balance Ending Balance
Unsecured borrowings:
Short-term borrowings, payable to
principal stockholder
under the Original Omnibus Credit 2.43% to
Agreement 2.99% $ 1,591,000 $ 5,131,000
Long-term borrowings, payable to
principal stockholder

under the Original Omnibus Credit 2.82% to
Agreement 5.39% 2,800,000 4,391,000
Total unsecured borrowings $ 4,391,000 $ 9,522,000

Secured borrowings:

Short-term borrowings payable to the

Department - $ — $ 2,066,686
Short-term borrowings, payable to

principal stockholder

under the Amended and Restated 0.25% to
Omnibus Credit Agreement 4.76% 2,755,400 -
Senior notes on long-term secured 0.29% to% 21,104,965 6,812,894

borrowings from 4.75
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on-balance sheet securitizations(1)
Subordinated notes on long-term
secured borrowings

from on-balance sheet 0.50% to
securitizations(1) 2.04% 789,063 -
Long-term secured borrowings from
the Conduit(2) 0.70 % 9,835,742 10,187,082
Total secured borrowings $ 34,485,170  $ 19,066,662
Total Borrowings: $ 38,876,170  $ 28,588,662

(1) Interest due on secured borrowings from the Company’s on-balance sheet securitizations is variable based on
either 3-Month LIBOR, 1-Month LIBOR or prime, plus a fixed premium.

(2) Interest due on secured borrowings from the Conduit is variable based on the rates at which the Conduit is able to
issue commercial paper, plus fixed costs associated with the Conduit.
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The Company’s Amended and Restated Omnibus Credit Agreement as executed provided up to $6.6 billion in
aggregate credit for new borrowings, including separate tranches (with their own sublimits and pricing) for overnight
funding, FFEL Program loan funding, private education loan funding and illiquid asset funding. After completing two
private education loan securitizations in the first quarter of 2010, the Company reduced the aggregate commitment
amount by $1.0 billion to $5.6 billion. After completing another securitization in July 2010, the Company further
reduced the aggregate commitment amount under the credit agreement by $1.0 billion to $4.6 billion. The initial term
of the Amended and Restated Omnibus Credit Agreement expires on December 30, 2010 and all borrowings will be
due and payable on or before this date.

During the third quarter, both the Company and CBNA agreed to negotiate an additional 364 day term (the Additional
Term) in accordance with the provisions of the Amended and Restated Omnibus Credit Agreement. In addition, in
light of the expected transactions with Discover, Sallie Mae and CBNA, the Company and CBNA are currently
negotiating an extension of the Amended and Restated Omnibus Credit Agreement which would ensure the Company
has access to funding subsequent to December 30, 2010 if the transactions have not closed by that date, until the
earlier to occur of the closing of the transactions or the execution of the Additional Term. If no extension agreement
is reached, the Company and CBNA expect to begin negotiating the Additional Term during the fourth quarter of
2010. The merger of the Company with Discover is conditioned upon repayment and termination of the Amended and
Restated Omnibus Credit Agreement. If these transactions do not close by the end of the year, the Company expects
an extension or agreement for the Additional Term will be executed before the expiration of the initial term of the
Amended and Restated Omnibus Credit Agreement. However, there is no assurance that such extension or Additional
Term agreement will be executed on a timely basis, and, if not, whether and when the Company could obtain
sufficient alternate sources of financing on acceptable terms. If a suitable replacement or replacements, whether from
CBNA or otherwise, are not put in place on a timely basis, the Company will no longer have a guaranteed funding
source. This could have a material adverse effect on, among other things, the Company's ability to originate new
loans, repay its debt obligations, fund business operations and maintain the current level of profitability.

The Amended and Restated Omnibus Credit Agreement also requires a comprehensive package of representations,
warranties, conditions, covenants (including a borrowing base and various other financial covenants) and events of
default. CBNA'’s consent is generally required for the release of pledged collateral for whole loan sales, securitizations,
and participation in government funding programs. As a result of the impairment charge described in Note 2, the
Company breached one of the financial covenants in the Amended and Restated Omnibus Credit Agreement during
the third quarter of 2010. The Company requested, and CBNA granted, a waiver of this breach before it occurred.

At September 30, 2010, there were $4.4 billion of borrowings outstanding under the terms of the Omnibus Credit
Agreement dated November 30, 2000, between the Company and CBNA (Original Omnibus Credit Agreement) and
$2.8 billion outstanding under the Amended and Restated Omnibus Credit Agreement, which were collateralized

by the remaining, otherwise unencumbered FFEL Program and private education loans with a carrying value of $5.3
billion. At September 30, 2010, the Company had sufficient collateral to borrow the remaining $1.8 billion available
under the Amended and Restated Omnibus Agreement. These borrowings will continue to mature based on their
originally contracted maturities, unless a change of control or an event of default, as defined by the Amended and
Restated Omnibus Credit Agreement, occurs. A change of control is defined as any event that results in an entity
other than CBNA or its affiliates owning more than 50% of the voting equity interest in the Company. If a change of
control or an event of default (certain of which require explicit action by CBNA to effect an acceleration) under the
Amended and Restated Omnibus Credit Agreement were to occur, all outstanding borrowings under the Original
Omnibus Credit Agreement and the Amended and Restated Omnibus Credit Agreement would become due and
payable immediately. The borrowings outstanding under the Original Omnibus Credit Agreement are also subject to
the representations, warranties, conditions, covenants (including a borrowing base and various other financial
covenants) and events of default contained in the Amended and Restated Omnibus Credit Agreement.
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At September 30, 2010, $1.0 billion of the Company’s outstanding unsecured borrowings under the Original Omnibus
Credit Agreement and $2.1 billion of the Company’s secured borrowings from certain of its private education loan
securitizations included interest rate floor derivatives embedded in the respective debt instruments. These embedded
options have been determined to be clearly and closely related to the debt instruments as these terms are defined in
ASC 815 and, therefore, do not require bifurcation.

At September 30, 2010 and December 31, 2009, $0.2 billion of the Company’s senior notes from securitizations is
denominated in Euros and $0.1 billion of subordinated notes remains available for issuance. At September 30, 2010,
the Company had total authorized long-term secured borrowings of $31.8 billion, which were collateralized by FFELP
Program and private education loans with a carrying value of $26.5 billion and $5.6 billion, respectively. Principal
payments on the long-term secured borrowings are made as principal amounts are collected on the collateralized
loans. The secured borrowings from the Company’s securitizations mature from September 2014 through February
2045. Secured borrowings related to the Conduit will mature before the expiration of the Conduit Program in January
2014.

See the Consolidated Balance Sheet for additional information regarding collateralized assets related to the Company’s
long-term secured borrowings.

The Conduit provides additional liquidity support to eligible student lenders by providing funding for FFEL Program
Stafford and PLUS loans first disbursed on or after October 1, 2003 and before July 1, 2009, and fully disbursed by
September 30, 2009. In addition to providing financing at a cost based on market rates, a significant benefit to lenders
is that eligible loans are permitted to have borrower benefits, which are not permitted under the Participation and
Purchase Programs. Funding from the Conduit is provided indirectly by the capital markets through the sale to private
investors of government back-stopped asset-backed commercial paper (CP). The Company receives funding equal to
97% of the principal and interest to be capitalized of the pledged student loans. The CP issued by the Conduit has
short-term maturities generally ranging up to 90 days. In the event the CP issued by the Conduit cannot be reissued at
maturity and the Conduit does not have sufficient cash to repay investors, the Federal Financing Bank (FFB) has
committed to provide short-term liquidity to the Conduit. If the Conduit is not able to issue sufficient CP to repay its
investors or liquidity advances from the FFB, the Company can either secure alternative financing and repay its
Conduit borrowings or sell the pledged student loans to the Department at a predetermined price equal to either 97%
or 100% of the accrued interest and outstanding principal of pledged loans, based on first disbursement date and
certain other loan criteria. If the Company were to sell the pledged loans to the Department, this would likely result in
a significant loss to the Company.

7. FEE AND OTHER (LOSS) INCOME

Fee and other (loss) income is summarized as follows:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Late fees $ 3434 $ 1,309 $ 11,235 $ 3,785
Net mark-to-market loss on interest
rate derivative (8,883 ) - (8,972 ) -
(Loss) gain on foreign currency
translation

net of mark-to-market gain (loss)

on foreign currency swap 1,127 995 1,312 2,093

614 1,178 1,402 5,343
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Other origination and servicing fees

from CBNA
Net gains from securitization retained
interests
and related derivatives - 66,919
Other income 335 319

Total fee and other (loss) income $ (3,373 ) $ 70,720

1,046
$ 6,023

$

96,166
1,142
108,529
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8.RELATED PARTY TRANSACTIONS

CBNA, an indirect wholly owned subsidiary of Citigroup, owns 80% of the outstanding common stock of the
Company. Pursuant to various intercompany agreements, a number of significant transactions are carried out between
the Company and Citigroup, CBNA and/or their affiliates. Related party agreements with CBNA include the
Amended and Restated Omnibus Credit Agreement, a tax-sharing agreement and student loan originations and
servicing agreements. In addition, the Company maintains a trust agreement with CBNA through which it originates
FFEL Program loans. Also, the Company has an agreement for education loan servicing with Citibank (South
Dakota), National Association. Management believes that the terms under which these transactions and services are
provided are no less favorable to the Company than those that could be obtained from unaffiliated third parties.

The Company is part of a group of businesses within Citigroup, referred to as Citi Holdings. Citigroup intends to exit
these businesses as quickly as practicable in an economically rational manner through business divestitures, portfolio
run-off and asset sales. On September 17, 2010, the Company entered into a Merger Agreement with Discover and
Asset Purchase Agreements with Sallie Mae and CBNA. See Notes 1 and 2 for further information about these
agreements.

Detailed below is a summary of the Company’s transactions with either CBNA or other Citigroup affiliates which are
included in the accompanying Consolidated Statements of Operations:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Revenues:
Interest income $ 2 $ 111 $ 135 $ 378
Interest expense 70,158 69,287 244,809 275,910
Fee and other (loss) income:
Derivative valuation (loss) gain - (56,153 ) (267 ) 40,311
Other origination and servicing fees 672 1,178 1,534 5,343
Operating Expenses:
Salaries and employee benefits
Employee benefits and administration ~ $ 1,490 1,616 $ 4,571 $ 4982
Stock-based compensation 110 250 725 554
Other expenses
Servicing, professional and other fees
paid 13,797 16,814 43,376 48,229
Data processing and communications 2,196 2,074 7,042 6,019
Premises 548 534 1,607 1,622
Write-off of funding commitment fee 5,000 - 12,500 =
Other 837 543 2,342 2,034
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Asset Purchase Agreement

On September 17, 2010, the Company entered into an Asset Purchase Agreement by and among the Company,
CBNA, Citibank (South Dakota) National Association, and SLC Student Loan Receivables I, Inc. (the CBNA Asset
Purchase Agreement), whereby CBNA is expected to acquire from the Company (i) approximately $5 billion of
unsecuritized FFEL Program and private education loans, (ii) residual interests in and servicing rights for one
securitization trust holding approximately $2 billion of private education loans and a second securitization trust
holding approximately $800 million of FFEL Program loans, and (iii) other assets and liabilities, including the shares
of SLC Student Loan Receivables I, Inc., the depositor for the securitization trusts. The CBNA Asset Purchase
Agreement provides that CBNA will pay to SLC an amount equal to the aggregate principal amount outstanding under
SLC's Omnibus Credit Agreement together with all accrued and unpaid interest, excluding any termination fees
related to early prepayment thereof (after taking into account the application of the proceeds to SLC under the Sallie
Mae Asset Purchase Agreement), subject to certain adjustments as described in the CBNA Asset Purchase
Agreement. See Notes 1 and 2 for additional information related to the CBNA and Sallie Mae Asset Purchase
Agreements.

Funding Agreements

On January 29, 2010, the Company entered into the Amended and Restated Omnibus Credit Agreement with CBNA.
The Amended and Restated Omnibus Credit Agreement supersedes and replaces in its entirety the Original Omnibus
Credit Agreement and is effective as of January 1, 2010. The Company’s unsecured borrowings at December 31, 2009
represent borrowings outstanding under the terms of Original Omnibus Credit Agreement. The Amended and
Restated Omnibus Credit Agreement, as executed, provided up to $6.6 billion in aggregate credit for new borrowings,
including separate tranches (with their own sublimits and pricing) for overnight funding, FFEL Program loan funding,
private education loan funding and illiquid asset funding. After completing two loan securitizations in the first quarter
of 2010, the Company reduced the aggregate commitment amount under the credit agreement by a total of $1.0 billion
to $5.6 billion. After completing another securitization in July 2010, the Company further reduced the aggregate
commitment amount under the credit agreement by $1.0 billion to $4.6 billion. The initial term of the Amended and
Restated Omnibus Credit Agreement expires on December 30, 2010 and all borrowings will be due and payable on or
before this date.

At September 30, 2010 the Company had outstanding short- and long-term unsecured borrowings with CBNA under
the Original Omnibus Credit Agreement of $1.6 billion and $2.8 billion, respectively, and $5.1 billion and $4.4
billion, respectively, at December 31, 2009. In addition, the Company had $2.8 billion of short-term secured
borrowings under the Amended and Restated Omnibus Credit Agreement at September 30, 2010.

When the Amended and Restated Omnibus Credit Agreement was executed, the Company paid an upfront funding
commitment fee of $57.0 million to secure the funding commitment. For the three and nine months ended September
30, 2010, the Company recognized amortization of the upfront funding commitment fee of $9.3 million and $35.3
million, respectively, which is included in Interest expense. The Company also recorded write downs of the upfront
funding commitment fee of $5.0 million and $12.5 million in conjunction with the loan commitment reduction for the
three and nine months ended September 30, 2010, respectively, which are included as a component of Operating
expense. Under this agreement, CBNA also charges a monthly fee on the undrawn balance, for which the Company
recognized $8.2 million and $40.5 million, respectively, for the three and nine months ended September 30, 2010 in
Interest expense.

For further information on the Company’s borrowings with CBNA, see Note 6.
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Interest Rate Swap and Option Agreements

Historically, the Company maintained interest rate derivative and option agreements with CBNA, an investment-grade
counterparty. The interest rate derivative agreements were used in an effort to manage the interest rate risk inherent in
the retained interests in the Company’s off-balance sheet securitizations. The option agreements were designated as
economic hedges to the floor income component of the residual interests. The Company closed out of these derivative
positions during the fourth quarter of 2009 in anticipation of changes in accounting standards effective January 1,
2010, which resulted in the consolidation of the Company’s previously unconsolidated securitizations and elimination
of the related retained interests being hedged.

Student Loan Origination Agreement and Servicing Fees Earned

CitiAssist loans are originated and serviced under an intercompany agreement with CBNA. After final disbursement
by CBNA, the Company purchases all qualified private education loans at CBNA’s carrying value at the time of
purchase, plus a contractual premium. Total principal balances of CitiAssist loans purchased by the Company were
$0.1 billion and $0.8 billion for the three and nine months ended September 30, 2010, respectively, as compared to
$1.6 billion and $1.7 billion for the three and nine months ended September 30, 2009, respectively. Total premiums
paid by the Company related to CitiAssist loan purchases were $0.4 million and $5.1 million for the three and nine
months ended September 30, 2010, respectively, as compared to $10.3 million and $11.4 million for the three and nine
months ended September 30, 2009, respectively. At September 30, 2010, the Company was committed to purchase
CitiAssist loans of $0.4 billion.

Servicing, Professional and Other Fees Paid

The majority of the loan originations and servicing work on the Company’s FFEL Program and CitiAssist loan
portfolios was performed under the provisions of intercompany agreements with affiliates of the Company, including
Citibank (South Dakota), National Association.

Stock-based Compensation

The Company participates in various Citigroup stock-based compensation programs under which Citigroup stock or
stock options are granted to certain of the Company’s employees. The Company has no stock-based compensation
programs in which its own stock is granted. The Company pays Citigroup directly for participation in certain of its

stock-based compensation programs, but receives a capital contribution for those awards related to participation in the
employee incentive stock option program.
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CBNA Tax-sharing Agreement

The Company is included in the consolidated federal income tax return of Citigroup, as well as certain combined or
unitary state/local income or franchise tax returns of Citigroup or its subsidiaries. As such, the Company pays its
income taxes through CBNA. The taxes paid by the Company are based on an effective tax rate that approximates the
tax expense that would be recognized if the Company were to file such income tax returns on a stand-alone basis.

Other Intercompany Arrangements

Citigroup and its subsidiaries engage in other transactions and servicing activities with the Company, including cash
management, data processing, telecommunications, payroll processing and administration, facilities procurement,
underwriting, and others.

9. STUDENT LOAN SECURITIZATIONS AND VARIABLE INTEREST ENTITIES

The Company maintains programs to securitize certain portfolios of student loan assets. Prior to January 1, 2010, the
Company’s securitization transactions qualifying as sales under ASC 860-10-40-5 were off-balance sheet transactions
in which the loans were removed from the Consolidated Financial Statements of the Company and sold to an
independent trust. In order to pay for the loan assets, the trust sold debt securities, collateralized primarily by the
student loan assets, to outside investors. For off-balance sheet securitizations, the Company generally retained
interests in the form of subordinated residual interests (i.e., interest-only strips) and servicing rights.

The Company also entered into similar securitization transactions that did not qualify for sale treatment and,
accordingly, were accounted for as secured borrowings. These transactions do not give rise to a gain or loss on sale.
Student loan assets sold to these securitization trusts, along with other assets and liabilities of the trusts, remain
on-balance sheet. The Company’s FFEL Program loans that are funded through the Conduit are funded indirectly
through the sale of asset-backed CP to private investors and are also accounted for as secured borrowings with the
transferred assets remaining on-balance sheet. See Notes 1 and 6 for additional details about the Company’s secured
borrowings.

As a result of changes in accounting standards effective January 1, 2010, the Company has consolidated all of its
previously off-balance sheet securitization transactions. In addition, all of the Company’s future securitization
transactions will likely be accounted for as secured borrowings and consolidated in the Company’s financial
statements. For additional information about the changes in accounting standards and the impact of the consolidation
on the Company’s Consolidated Balance Sheet, see Accounting Changes in Note 1.

For an understanding of the carrying amount of assets pledged as collateral for secured borrowings through
securitizations and the related liabilities at September 30, 2010, refer to the table included on the Consolidated
Balance Sheet. The assets of the Company’s consolidated VIEs are restricted from being sold or pledged as collateral
for other borrowings and the cash flows from these restricted assets may be used only to pay obligations of the trust.

Under terms of all the trust arrangements, the Company has the option, but not the obligation, to provide financial
support, but has never provided such support. A substantial portion of the credit risk associated with the securitized
loans has been transferred to third party guarantors or insurers either under the FFEL Program or private credit
insurance.
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The following table summarizes the Company’s securitization activity:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Student loans securitized (1) $ 783,054 $ 4,036,209 $ 2,682,764 $ 4,623,494
Student loans funded through the
Conduit (1) - 1,934,041 547,541 10,477,198
Total student loans funded through
securitization financings (1) $ 783,054 $ 5,970,250 $ 3,230,305 $ 15,100,692
Net proceeds from student loans
securitized (2) $ 852,863 $ 3,296,688 $ 2,312,304 $ 3842814
Net proceeds from student loans
funded through the Conduit during
the current period (2) - 1,897,241 533,632 $ 10,389,529
Total net proceeds from
securitization financings(2) $ 852,863 $ 5,193929 $ 2,845,936 $ 14,232,343

(1) Amounts represent the principal amount of student loans securitized as of the securitization date.

(2) Amounts represent net proceeds from loans securitized or funded through the Conduit as of the securitization /
funding date.

The difference between student loans funded through securitization financings and net proceeds received is largely a
result of required overcollateralization, but also reflects issuance costs.

The following table summarizes the principal amounts and fair values of retained interests in the Company’s
off-balance sheet loan securitizations at December 31, 2009:

December 31, 2009

FFEL Private
Program Education
(Dollars in thousands) Loans Loans
Principal amounts $ 11,830,320 $ 2,066,492
Retained interests 868,529 148,099

The following table reflects amounts received from previously off-balance sheet securitization trusts:

(Dollars in thousands)

Cash received for servicing

Cash received on residual interests
Cash received on retained notes

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2009
$ 19,249 $ 58,937
47,428 149,998
502 1,893
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During the three and nine months ended September 30, 2009, the Company earned $19.1 million and $58.6 million,
respectively, of contractually specified servicing fees. The company also earned $0.4 million and $1.7 million of
interest on retained notes for the three and nine months ended September 30, 2009, respectively.
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Changes in the Company’s servicing assets are presented in the table below:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Balance at beginning of period $ - $ 185,998 $ 176,587 $ 208,133
Changes in fair value due to
changes in inputs and
assumptions — 8,141 — 2,555
Other changes (1) - (7,810 ) (176,587 ) (24,359 )
Balance at end of period $ - $ 186,329 $ - $ 186,329

(1) Amount for the nine months ended September 30, 2010 represents the elimination of servicing assets as the
Company consolidated previously off-balance sheet securitization trusts as a result of changes in accounting
standards. Amounts for the three and nine months ended September 30, 2009 represent the effects of excess
servicing income received and the passage of time.

The following table reflects net gains from securitization retained interests and related derivatives from off-balance
sheet securitization trusts, which are recorded in Fee and other income:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2009 2009
Gains related to residual interests $ 98,577 $ 14,034
Servicing revenue net of valuation gains and
losses on servicing assets 19,466 36,792
Mark-to-market (losses) gains on derivatives (56,153 ) 40,311
Realized and unrealized gains on retained notes 5,029 5,029
Net gains from securitization retained interests
and related derivatives $ 66,919 $ 96,166

The Company utilized discounted cash flow models to measure the fair value of its residual interests and servicing
assets. These models required management to make certain assumptions which, while based on relevant internal and
external data, inherently involved significant judgment and uncertainty. Key assumptions utilized to measure the fair
value of these retained interests include discount rates, basis spreads, anticipated net credit loss rates, anticipated
prepayment rates and projected borrower benefit utilization rates. The Company’s discount rate was the sum of a
risk-free rate and a risk premium, which reflected the prevailing economic and market conditions at the balance sheet

date.
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The key assumptions used to value the residual interests of securitized trusts were as follows:

December
31,2009

Discount rates:
FFEL Program Consolidation Loans 11.10 %
FFEL Program Stafford and PLUS loan 11.10 %
Private education loans 16.85 %
Constant prepayment rates:
FFEL Program Consolidation Loans 0.16% to 0.58%
FFEL Program Stafford and PLUS loan 4.44 %
Private education loans 3.45 %
Anticipated credit losses, net of insurance and
guarantees:
FFEL Program Consolidation Loans 0.27 %
FFEL Program Stafford and PLUS loan 0.57 %
Private education loans 0.90 %
Basis spread between LIBOR and Commercial Paper
rates 16 basis points
Utilization rates of borrower benefits:
Automated clearing house 2.6% to 38.1%
On time payments 0% to 34.5%

The key assumptions used to value the servicing assets of trusts related to securitization sales were as follows:

December 31, 2009
Discount rates:

FFEL Program Consolidation Loans 5.39 %
Private education loans 5.89 %
Constant prepayment rates:

FFEL Program Consolidation Loans 0.16% to 0.58%
Private education loans 3.45 %
Weighted average servicing margin 20 basis points

Principal amounts of off-balance sheet securitized loans and the related loan delinquencies (loans which are 90 days or
more past due) are presented in the following table:

December 31,

(Dollars in thousands) 2009
Principal amounts $ 13,896,812
Delinquencies 553,463

Credit losses, net of recoveries, for the Company’s off-balance sheet securitized loans are presented in the table below:

Three Months Ended Nine Months Ended
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September 30, 2009

Credit losses, net of recoveries: $ 3,448 $

September 30, 2009

9,273
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10. DERIVATIVE AGREEMENTS

The Company currently has one cross-currency swap and one interest rate swap. The cross-currency swap is intended
to economically hedge the Company’s exposure to foreign currency exchange rate fluctuations on its Euro
denominated secured borrowing and matures at the earlier of the date at which the respective notes mature, the trust
loan assets have been liquidated or 2032. The Company’s interest rate swap relates to one of the Company’s
securitization trusts that was consolidated as a result of changes in accounting standards and was included within the
Company’s financial statements beginning in the first quarter of 2010. The interest rate swap is intended to
economically hedge the trusts’ risk resulting from fluctuations between prime and LIBOR and matures in 2017.

Historically, the Company maintained interest rate derivative and option agreements with CBNA, an investment-grade
counterparty. The interest rate derivative agreements were used in an effort to manage the interest rate risk inherent in
the retained interests in the Company’s off-balance sheet securitizations. The option agreements were designated as
economic hedges to the floor income component of the residual interests. The Company closed out of these derivative
positions during the fourth quarter of 2009 in anticipation of changes in accounting standards effective January 1,
2010, which resulted in the consolidation of the Company’s previously unconsolidated securitizations and elimination
of the related retained interests being hedged.

The Company’s derivative instruments do not qualify for hedge accounting under ASC 815.

The fair values of the Company’s derivatives are included in Other assets and Other liabilities, respectively, and are
provided in the table below:

September 30, 2010 December 31, 2009
Fair Value Fair Value
(Dollars in
thousands) Notional Asset Liability Notional Asset Liability
Prime-LIBOR swap $ 1,772,609 $ 8,339 $ - $ - $ - $ -
Foreign currency
swap 232,050 - 26,374 232,050 - 17,381

Gains and losses on the Company’s derivatives are recorded in Fee and other income and are provided in the table
below:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Gains (losses) on foreign
currency swap $ 22,067 $ 10,100 $ (8,993 ) $ 12,788
Losses on prime-LIBOR swap (8,883 ) - (8,972 ) -
(Losses) gains on LIBOR-based
swaps - (221 ) - 10,210
(Losses) gains on interest rate
floor options - (55,932 ) — 30,101
Net gains (losses) on derivatives $ 13,184 $ 46,053 )$ (17,965 ) $ 53,099
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11. FAIR VALUE OF FINANCIAL INSTRUMENTS (ASC 825-10)

The estimated fair value of the Company’s financial instruments is presented in the following table:

September 30, 2010 December 31, 2009
Carrying Estimated Fair Carrying Estimated Fair
(Dollars in thousands) Value Value Value Value

Financial Assets:
Federally insured student loans ~ $ 27,551,884 $ 27,552,405 $ 20,719,055 $ 20,368,741

Private education loans 9,723,654 8,920,603 7,475,990 5,014,558
Cash and restricted cash and cash

equivalents 1,163,756 1,163,756 708,534 708,534
Accrued interest receivable 1,090,185 1,052,018 891,069 776,524
Derivative assets 8,339 8,339 - -
Residual interests in loans

securitized - - 820,291 820,291
Servicing assets - - 176,587 176,587
Retained notes from securitization

sales - - 19,750 19,750
Financial Liabilities:

Short-term borrowings $ 4,346,400 $ 4,364,998 $ 7,197,686 $ 7,219,301
Long-term borrowings 34,529,770 33,594,718 21,390,976 21,412,849
Derivative liabilities 26,374 26,374 17,381 17,381
Interest payable 55,516 55,516 63,898 63,898

In accordance with ASC 825-10, the estimated fair values have been determined by the Company using available
market information and other valuation methodologies that are described below. The fair value approximates the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. These estimates are subjective in nature and involve uncertainties and matters of
significant judgment. Accordingly, the estimates may not be indicative of the amounts that the Company could realize
in a current market exchange. Changes in assumptions could materially affect the estimates.

The difference between fair value and carrying value may vary from period to period based on changes in a wide
range of factors, including returns required by investors in financial instruments, LIBOR and CP interest rates,
portfolio mix of variable and fixed rate loans, growth of the portfolio, timing of contractual repricing, portfolio age,
default rates and maturity or contractual settlement dates.

Total Loan Assets

At September 30, 2010 the fair value of the Company’s loans held for sale which it intends to sell to Sallie Mae and
CBNA pursuant to the Asset Purchase Agreements was determined by the Company by allocating the net proceeds
under each asset purchase agreement to the related assets and liabilities by first estimating the fair values of the assets
and liabilities for which observable markets exist, such as those for the secured borrowings included in the
transactions, and allocating the remaining proceeds to the loans. The fair values of the secured borrowings included in
the transactions were determined by discounting cash flows using certain assumptions including, among other things,
maturity and discount rates. The fair value of the Company’s FFEL Program loans classified as held for sale which the
Company has the ability and intent to sell to the Department under the Purchase Program was determined using
contractual sales price. The fair value of all other loans was calculated by discounting cash flows through expected
maturity using the estimated current relevant yield curve for the interest rates. The carrying value is presented net of
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the allowance for loan losses.

At December 31, 2009, the fair value of the Company’s FFEL Program loans classified as held for sale which the
Company had the ability and intent to sell to the Department under the Purchase Program, was determined using
contractual sales price. The fair value of all other loans was calculated by discounting cash flows through expected
maturity using the estimated current relevant yield curve for the interest rates. The carrying value is presented net of
the allowance for loan losses.
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Cash, Restricted Cash and Cash Equivalents and Accrued Interest Payable
Due to the short-term nature of these instruments, carrying value approximates fair value.
Accrued Interest Receivable

Most of the Company’s accrued interest receivable relates to loans that are not currently in repayment. This accrued
interest will be added to the borrowers’ principal balances when the loans enter repayment. Accordingly, the fair value
of accrued interest receivable that is expected to be capitalized was calculated using the same methodology used for
the related loan assets. Accrued interest receivable on loans in repayment is considered short-term and, accordingly,
carrying value approximates fair value.

Derivatives

The fair value of derivative instruments was based upon quotes received from counterparties. These quotes are based
on the counterparties’ proprietary models utilizing specific terms and conditions of the derivatives and other market
observable inputs. Derivatives are recorded at fair value in the Company’s Consolidated Financial Statements. For
additional information about the Company’s derivatives, see Note 10.

Residual Interests in Loans Securitized, Servicing Assets and Retained Notes

The fair value of the residual interests in the loans securitized, servicing assets, and retained notes (collectively,
retained interests) at December 31, 2009 was determined using a discounted cash flow model. At December 31, 2009,
retained interests from securitization were recorded at fair value in the Company’s Consolidated Financial

Statements. For more information on student loan securitizations, see Note 9.

Short-Term and Long-Term Borrowings

The Company pays interest on its short- and long-term borrowings based on CP, LIBOR or prime rates. These
borrowings generally have variable interest rates with reset periods ranging from one day to every three months,
depending on the specific terms of each borrowing. Many of the Company’s borrowings are based on a base index
plus a credit premium. These credit premiums are fixed over the life of the related borrowing. The fair value of the
Company’s borrowings from CBNA, the Conduit and from its on-balance sheet securitization trusts was calculated by
discounting cash flows using, among other things, estimated assumptions including maturity and market discount
rates.

12. FAIR VALUE (ASC 860-50-35 and 50, ASC 820-10 AND ASC 825-10)

The Company determines fair value using valuation techniques that are based upon observable and unobservable
inputs. Observable inputs reflect market data obtained from independent sources, while unobservable inputs reflect the
Company’s market assumptions. These two types of inputs create the following fair value hierarchy:
Level 1 — Quoted prices for identical instruments in active markets.
Level 2 — Quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments in

markets that are not active and model-derived valuations whose inputs are observable or whose

primary value drivers are observable.

Level 3 — Instruments whose primary value drivers are unobservable.
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Items Measured at Fair Value on a Recurring Basis

The following table presents the Company’s financial assets and liabilities that are measured at fair value on a
recurring basis for each of these hierarchy levels:

September 30, 2010 December 31, 2009
Level 3

(Dollars in thousands) Level 2 ) Level 2 Level 3
Assets:
Other assets (2) $ 8,339 $ - $ - $ 196,337
Residual interests in securitized
loans - - - 820,291
Total Assets $ 8,339 $ - $ - $ 1,016,628
Liabilities:
Other liabilities $ 26374 $ - $ 17,381 $ -

(1) As aresult of changes in accounting standards effective January 1, 2010, which resulted in the consolidation of
the Company’s previously unconsolidated securitizations trusts, the Company no longer has any retained interests
in off-balance sheet securitizations, which were previously recorded in Level 3.

(2) Amount reported in Level 2 at September 30, 2010 represents an interest rate swap from one of the Company’s
securitization trusts that was consolidated as a result of changes in accounting standards, effective January 1,
2010.

Derivatives

The fair value of the derivatives instruments was based upon quotes received from counterparties. These quotes are
based on the counterparties’ proprietary models utilizing specific terms and conditions of the derivatives and other
market observable inputs. Derivatives are recorded at fair value and are included in Other assets and Other liabilities
in the table above and in the Company’s Consolidated Financial Statements. For more information on derivatives, see
Note 10.

Retained Interests in Securitized Loans

During 2009, the Company classified its residual interests, servicing assets and retained notes in its off balance-sheet
securitizations as Level 3 instruments and utilized discounted cash flow models to measure the fair value. These
models required management to make certain assumptions which, while based on relevant internal and external data,
inherently involve significant judgment and uncertainty. At December 31, 2009, all of the Company’s retained
interests in off-balance sheet securitizations were recorded at fair value in the Company’s Consolidated Financial
Statements. For more information on loan securitizations, see Note 9.
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The following table presents the changes in the Level 3 fair value category:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2010 2009 2010 2009
Residual interests in securitized loans:
Balance at beginning of period $ - $ 790,545 $ 820,291 $ 942,807
Total gains and losses (realized/unrealized)

included in earnings:
Interest income - 17,098 - 51,949
Fee and other income — 98,577 — 14,034
Purchases, issuances and settlements (1) - (47,428 ) (820,291) (149,998)
Balance at end of period $ - $ 858,792 $ - $ 858,792
Unrealized gains relating to assets still held

at the reporting date (2) $ - $ 98,577 $ - $ 14,034
Servicing assets and retained notes included
in Other assets:
Balance at beginning of period $ - $ 252,485 $ 196,337 $ 274,620
Total losses (realized/unrealized) included in
earnings:
Fee and other income - 15,476 - 14,419
Purchases, issuances and settlements (1) - (62,029 ) (196,337) (83,107 )
Balance at end of period $ - $ 205932 $ - $ 205,932
Unrealized gains relating to assets still held at

the reporting date (2) $ - $ 10,702 $ - $ 5,116

(1) Amount reported for the nine months ended September 30, 2010 represents the elimination of the Company’s
residual interests and servicing assets in its previously off-balance sheet securitization trusts as a result of changes
in accounting standards which resulted in the consolidation of these trusts.

(2) The difference between total gains and losses (realized /unrealized) included in earnings and unrealized gains and
losses relating to assets still held at the reporting date represents accreted yield.

Items Measured at Fair Value on a Non-recurring Basis

Certain assets and liabilities are measured at fair value on a non-recurring basis and therefore are not included in the
table above. These include assets such as loans held for sale that are measured at the lower of cost or fair value. The
Company’s loans held for sale includes loans which it intends to sell to the Department under the Purchase Program
and loans it intends to sell to Sallie Mae and CBNA pursuant to the Asset Purchase Agreements.

The fair value of the loans the Company intends to sell to the Department is determined using contractual sales price
and therefore classified in Level 1 of the fair value hierarchy. For the three and nine months ended September 30,
2010, the fair value of these loans exceeded the carrying value and therefore, no write down was necessary.
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The fair value of the Company’s loans held for sale which it intends to sell to Sallie Mae and CBNA was determined
by the Company by allocating the net proceeds under each asset purchase agreement to the related assets and
liabilities by first estimating the fair values of the assets and liabilities for which observable markets exist, such as
those for the secured borrowings included in the transactions, and allocating the remaining proceeds to the loans. The
fair values of the secured borrowings included in the transactions were determined by discounting cash flows using
certain assumptions including, among other things, maturity and discount rates. These loans are classified in Level 3
of the fair value hierarchy. Based on the terms of the Asset Purchase Agreements, the loans were determined to have
a fair value that was lower than their carrying value. Accordingly, the Company recorded lower of cost or fair value
write downs on these loans for the three and nine months ended September 30, 2010.

During the quarter ended September 30, 2009, the Company determined that certain loans held for sale under the
Purchase Program could not Company calculated the fair value of these loans by discounting cash flows through
expected maturity using the estimated current relevant yield curve for the interest rates and determined that the cost of
these loans exceeded fair value. As a result, the Company recorded lower of cost or fair value write downs on these
loans held for sale for both the three and nine months ended September 30, 2009 and the loans were transferred from
loans held for sale back into the operating loan portfolio during the period. These loans are classified in Level 3 of the
fair value hierarchy.

The following table presents the Company’s financial assets and liabilities that are measured at fair value on a
non-recurring basis for each of these hierarchy levels:

Fair Value Measurements Using

September 30, 2010 December 31, 2009
Quoted Prices in Quoted Prices
Active Markets for Significant in Active
Identical Assets Unobservable Inputs Markets for Identical
(Dollars in thousands) (Level 1) (Level 3) Assets (Level 1)
Assets:
Loans held for sale $ 42.498 $ 33,443,597 $ 2,409,267

The following table presents the Company’s lower of cost or fair value write downs on loans held for sale, which were
classified as Level 3, recorded in Fee and other (loss) income:

Fair Value Measurements Using

Three Months Ended Nine Months Ended
September 30, September 30,
(Dollars in thousands) 2010 2009 2010 2009
Fair value write down of
loans held for sale $ (900,849 ) $ (2185 ) $ (900,849 ) $ 218 )
13. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, the Company is involved in various litigation proceedings incidental to and typical
of the business in which it is engaged. In addition, the Company has been named as a defendant in various litigation
proceedings incidental to the Merger Agreement and Asset Purchase Agreements referred to in Notes 1 and 2. In the
opinion of the Company’s management, the ultimate resolution of these matters would not be likely to have a material
adverse effect on the results of the Company’s operations, financial condition or liquidity.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

Certain statements contained in this report that are not historical facts are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements are typically identified
by the words or phrases “believe”, “expect”, “anticipate”, “intend”, “estimate”, “may increase”, “may result in”, “may fluctuatc
similar expressions or future or conditional verbs such as “will”, “should”, “would” and “could”. These forward-looking
statements involve risks and uncertainties, which could cause The Student Loan Corporation’s (the Company) actual
results to differ materially from those the Company expects, including, but not limited to:

-the success of the Company’s proposed merger with a wholly-owned subsidiary of

Discover Bank (Discover) (a wholly-owned subsidiary of Discover Financial

Services) and the sale of certain of the Company’s assets, including residual interests

and servicing rights, to SLM Corporation (Sallie Mae) and Citibank, N.A. (CBNA);

-the amount, availability, and cost of future short- and long-term financing to the
Company from CBNA, securitizations, whole loan sales, and other sources;

-the Company’s ability to acquire or originate a sufficient volume of private education
loans in the amounts anticipated and with interest rates that generate sufficient yields
and margins;

-the effects of legislative and regulatory changes that affect the demand for,
collectability of and interest rates on student loans, especially the Health Care and
Education Reconciliation Act of 2010 which eliminated the origination of new
Federal Family Education Loan (FFEL) Program loans as of July 1, 2010;

-the success of the Company’s strategic repositioning efforts, including a more refined
origination strategy and pricing changes on its private education loan originations;

-the success of the Company’s marketing and sales efforts to grow and improve the
profitability of its private education loan business;

-actual credit losses, loan collection strategies and their impact on delinquency rates,
including but not limited to those associated with changes to the Company’s loss
mitigation programs, and the adequacy of loan loss reserves;

-fluctuations in interest rates and between various interest rate indices, particularly the
manner in which short-term rates affect the Company’s funding costs, consolidation
rates, the rates at which interest accrues on its loan portfolio and the effects of
interest rate fluctuations on the demand for student loans;

-the amount of loan subsidies and any effect on the Company’s net interest margin;

-general economic conditions, including, without limitation, the performance of
financial markets and unemployment rates;

-the availability of alternative financing options to students and their parents,
including competitive products offered by other lenders;
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-the amount of financial aid available to students and their parents and the cost of

education;

-prepayment rates on student loans and the quality and profitability of those loans that

move into repayment status, as well as actual experience with the repayment cycle of
the loan portfolio;

-the performance of the Company’s loan portfolio servicers, insurers, risk-sharers and

higher education institution clients;

-the Company’s and other servicers’ ability to continue to service the loan portfolio in

accordance with their contractual obligations;

-loan origination costs; and

-the adequacy of the Company’s capital expenditures and of funds allocated for future

capital expenditures.
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The following discussion should be read in conjunction with the accompanying unaudited Consolidated Financial
Statements and Notes, the Company’s 2009 Annual Report on Form 10-K, and the Company’s Form 10-Q for the
quarter ended June 30, 2010.

Management’s Discussion and Analysis provides the Company’s perspective on its operations and business
environment, including the following:

Business Overview — a general description of the Company’s business as well as the impacts of market conditions on the
business and business trends.

Business Highlights — a review of key events affecting the Company’s historical and future operating results.
Critical Accounting Estimates — an overview of accounting policies that require critical judgments and estimates.

Financial Condition — a discussion and analysis of the Company’s loan portfolio, disbursement and procurement activity
and allowance for loan losses.

Results of Operations — a review of the Company’s results of operations for the three and nine months ended September
30, 2010 and 2009 and discussion of the key factors impacting those results.

Liquidity and Capital Resources — an analysis of the Company’s sources and uses of cash and capital obligations.
Legislation and Regulations — a discussion of legislative activities that affect the student loan industry.
Business Overview

The Company is one of the nation’s leading originators and holders of student loans providing a full range of education
financing products and services to meet the needs of students, parents, schools and lenders. The Company was
incorporated in 1992 under the laws of the State of Delaware. CBNA owns 80% of the Company’s outstanding
common stock and is an indirect wholly owned subsidiary of Citigroup Inc. (Citigroup). The Company, which has a
trust agreement to originate loans through CBNA, is an originator, manager and servicer of private education

loans. In addition, the Company owns and services a portfolio of loans made in accordance with historical federally
sponsored guaranteed student loan programs. The Company is committed to providing exceptional service to
borrowers and schools, offering competitive and innovative products with solutions that allow students and their
families to finance the education of their choice.

The majority of the Company’s loans have been originated and guaranteed under the FFEL Program, authorized by the
U.S. Department of Education (the Department) under the Higher Education Act of 1965, as amended (the Higher
Education Act). Following the passage of H.R. 4872, the Health Care and Education Reconciliation Act of 2010,
effective July 1, 2010, all new federally sponsored guaranteed student loans are being originated through the Federal
Direct Loan Program. In compliance with this regulatory change, the Company is continuing to make disbursements
on existing FFEL Program loans, however is no longer originating new loans under the FFEL Program.
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While the elimination of the FFEL Program affects a portion of the Company’s strategy, since 2007, management has
pro-actively repositioned the Company towards an increased focus on its private education loan business. Strategic
repositioning activities include, among other things, changes in the private education loan underwriting process and
modifications to the Company’s risk-based pricing. The Company has also taken initiatives to reduce its expense base
and has continued to use the capital markets for long-term liquidity. These actions, in combination with the
Company’s extensive experience in originating and managing private education loans, which it introduced in 1997,
provide a strong foundation as the Company continues its mission to assist students with financing the education of
their choice. With the benefit of its experience and reputation in student lending, the Company will continue to offer
competitively priced private education loans for undergraduate, graduate, and professional students.

The earnings of the Company are primarily generated by the spread between the interest earned on its loan assets and
the interest paid on its borrowings. Net interest income is impacted by, among other things: spread changes between
the 90-day Commercial Paper rate as published by the Department (CP), the prime rate or the 91-day Treasury Bill
rate and London Interbank Offered Rate (LIBOR); credit premiums on the Company’s debt; utilization rates of
borrower benefits; private education loan pricing changes; and portfolio growth or contraction.

The Company utilizes funding from various sources for liquidity and to fund new loan originations including
securitizations, government sponsored programs and borrowings from CBNA. The Department sponsored student
loan-backed commercial paper conduit, Straight-A Funding, LLC (the Conduit) provides funding to the Company for
certain of its FFEL Program Stafford and PLUS loans which were fully disbursed by September 30, 2009. In

addition, since December 2008 the Company had been utilizing the Department’s Loan Participation Purchase Program
(the Participation Program) and Loan Purchase Commitment Program (the Purchase Program) available through the
Ensuring Continued Access to Student Loans Act (ECASLA) to fund new FFEL Program Stafford and PLUS loan
originations.

Gains on sales of loans through the Purchase Program, whole loan sales and off-balance sheet securitizations have
contributed significantly to the Company’s historical earnings. Future gains on sales of loans will depend on market
conditions and the Company’s operational strategies. In addition, as a result of changes in accounting standards
effective January 1, 2010, the Company does not expect to recognize gains or losses on future securitization
transactions when they are executed. See Note 1 to the Consolidated Financial Statements for additional information
related to these changes in accounting standards.

Business Highlights

On September 17, 2010, the Company entered into an Agreement and Plan of Merger (Merger Agreement) between
the Company and Discover for Discover to acquire the Company’s private student loan business. Under the terms of
the Merger Agreement, at the effective time of the merger, each share of the Company’s common stock issued and
outstanding immediately prior to the effective time of the merger would be converted into the right to receive $30.00
in cash. Separately, on that same day, the Company entered into Asset Purchase Agreements, under which the
Company expects to sell certain of its residual interests in securitization trusts, ownership interest in its special
purpose subsidiaries, and other related loan assets to Sallie Mae and CBNA (Asset Purchase Agreements). Each of the
Merger Agreement and the Asset Purchase Agreements between the Company and Sallie Mae and CBNA is
conditioned on the successful closing of the others. In addition, the closing of the transactions contemplated by these
agreements is subject to the satisfaction or waiver of customary closing conditions (including, among others,
shareholder approval for the Merger Agreement and the Asset Purchase Agreement with Sallie Mae). The merger is
also conditioned upon repayment and termination of the Company's Amended and Restated Omnibus Credit
Agreement with CBNA.
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The foregoing description of the contemplated transactions does not purport to be complete and is qualified in its
entirety by reference to the definitive proxy statement filed with the U.S. Securities and Exchange Commission (SEC)
on November 1, 2010.

As a result of executing the Asset Purchase Agreements, the Company transferred the loans it expects to sell to Sallie
Mae and CBNA into loans held for sale and recorded an impairment charge of $900.8 million to adjust the carrying
value to the lower of cost or fair value. Upon closing of the transactions contemplated by the agreements, which is
expected to occur during the fourth quarter of 2010, the Company expects to record a pre-tax gain of approximately
$507 million primarily related to the extinguishment of the debt transferred to Sallie Mae and CBNA. The actual gain
recorded upon closing of the transactions could differ from this estimate based on various factors, including failure to
satisfy closing conditions, additional costs incurred in connection with the transactions or changes in the composition,
and amounts of the net assets sold.

During the third quarter of 2010, the Company sold $4.6 billion of loans to the Department under the Purchase
Program, which resulted in a gain on sale of $55.6 million. The proceeds from this sale were used to pay back
borrowings from the Participation Program, under which the majority of these loans were originally funded, as well as
to pay down borrowings under the Amended and Restated Omnibus Credit Agreement. The Company also raised
$0.9 billion in a FFEL Program loan securitization transaction during the third quarter. The Company used the
proceeds from this securitization transaction as well as $2.8 billion of borrowings under the Amended and Restated
Omnibus Credit Agreement to pay down $3.7 billion of grandfathered borrowings under the Omnibus Credit
Agreement, dated November 30, 2000, between the Company and CBNA (Original Omnibus Credit Agreement)
which matured during the quarter. The Company also reduced the aggregate commitment under the Amended and
Restated Omnibus Credit Agreement by a total of $1.0 billion during the quarter.

In response to regulatory guidance, the Company is in the process of implementing changes to its private education
loan loss mitigation programs. These changes are decreasing the balance of loans in forbearance status and increasing
delinquencies and credit losses. In addition, the Company anticipates that a sub-portfolio of its higher risk insured
private education loans will exceed the aggregate maximum insurer coverage and as a result, recoveries from the
insurer on these loans are expected to cease during the fourth quarter. The Company has increased its allowance for
loan losses for its estimate of inherent losses associated with these changes.

On October 13, 2010, the Company’s Board of Directors elected not to declare a dividend in light of the expected
merger with Discover and asset purchase transactions with Sallie Mae and CBNA.

Impacts of Changes in Accounting Standards on the Company’s Financial Statements

Changes in accounting standards that were effective January 1, 2010 have significantly impacted the Company’s
balance sheet and results of operati