e e UTAH SYSTEM OF HIGHER EDUCATION

EXECUTIVE
DIRECTOR'S REPORT

UHEAA Board of Directors

August 27, 2015
uheaa

UTAH HIGHER EDUCATION
ASSISTANCE AUTHORITY

David A. Feitz, Executive Director UHEAA ¢ 60 South 400 West ¢ Salt Lake City, UT 84101 ¢ (801) 321-7210 ¢ dfeitz@utahsbr.edu



August 27, 2015 Board of Directors
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UHEAA's strategic business priorities =

- Bank of America portfolio Ba“kg‘ erica
- Federal servicing cumgrsmne
- Supplemental loans "
- Business development gtSSQSP T%SUQ%
- PHEAA document processing
- Default prevention services DRfeHE)at (;EntsuLny

for institutions



August 27, 2015

Successful purchase:
Student loan portfolio

- Wyoming portfolio completed
February 26, 2014

« $208 million
« 14 900 borrowers
« 46,250 loans

- Successful financing and
conversion

- Performing well and
according to plan

Board of Directors
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Board of Directors

Successful purchase:
Student loan portfolio

- Bank of America purchase completed
February 23, 2015

- $1.63 hillion
« 174,000 borrowers
« 226,000 loans

Bank of America
=
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Successful purchase:
Student loan portfolio

- Temporary “warehouse”
financing in place with Royal
Bank of Canada

- Warehouse facllity: retire with a
series of permanent financings

- Projected schedule:
- Summer 2015 (completed)
- Fall 2015
- Spring 2016
- Summer 2016

Board of Directors
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Strong investordemand T

charlesSCHWAB — $170 million

glc(ll]fglan $110 million

E Bank  $100 million

CORPORATE AMERICA IF
&FAMM CREDIT UNION $25 million

nelnet $10 million



August 27, 2015 Board of Directors

Successful purchase: uhecaa
Student loan portfolio

- Best ratings available: AAA FitChRatings

AA+  STANDARD
APOOR’S

- Strong balance sheet and favorable market reputation
- Long history of high quality servicing
- Transformational transaction for UHEAA

- Financial market challenges — may modify schedule
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Student loan portfolio conversion plan =

- Plan to convert loans from Xerox Education
Services to UHEAA’s in-house servicing operation

- Notice given to Xerox (See May 20, 2015 letter under Tab I1-A)

- Servicing conversion planning underway
« Scope document
- Data file layout

- Estimated timing of servicing conversion: First
guarter 2016



August 27, 2015 Board of Directors

Successful purchase: uheaa
Student loan portfolio

- In-house servicing preparation
- Office reconfiguration
- 74 new workstations created




August 27, 2015 Board of Directors

Successful purchase: uhecaa
Student loan portfolio

Approximately 45-50 new
positions will be created.

Before After
Bank of America Bank of America
Total staff 219 271

Dollar amount serviced $3.13 billion  $4.4 billion
Borrowers serviced 149,000 313,000
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UHEAA loan servicing volume ™

$4.4 Billion
313,000 Accounts

Portfolio Dollar Volume Number of Accounts

- $1.7
‘Billion

228,000

m Legacy FFELP Portfolio = Federal Contract m Legacy FFELP Portfolio = Federal Contract



August 27, 2015 Board of Directors
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Federal servicingupdate 7

« Federal contract allocation announcement: More
than doubles CornerStone’s current volume

- CornerStone’s continued strong performance metrics
- Current accounts: 85,000

- Estimated 2016 allocation: 101,000 accounts

- Estimated total 2016 federal accounts: 186,000
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Federal servicingupdate 7

- Management recommendation: Continue federal
contract for 2016

- 2016 allocation: Important step forward —
performance based

- Key consideration: Exiting federal contract would
e viewed unfavorably by financial markets.
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Federal servicingupdate 7

- Federal servicing contract: a
positive in the financial markets

- Viewed as an endorsement of
UHEAA'’s servicing capabillities

- Directly impacts UHEAA's ability to
attract investors and execute
favorable transactions in the
financial markets
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Federal servicingupdate 7

- UHEAA will refinance $1.2 billion to retire the
temporary warehouse facility in coming months.

- Estimated value of federal servicing contract in
financial markets: 5-7 basis points

- $2.6 to $3.6 million over weighted-average life of bonds
- More than offsets cost of remaining in federal contract

A [‘,\B*T



August 27, 2015 Board of Directors

Federal servicing update

FY 2016 CornerStone
- Projected revenue = $3.1 million

- Direct expenses = $3.7 million

« Incremental cost to remain in the Federal contract =
$600,000 this year

GCornerstone

EDUCATION LOAN SERVICES
by uheaa

UUUUUUUUUUUUUUUUUUU
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Federal servicingupdate 7

With 100,000 new accounts each year,

- CornerStone will cover its directly attributable
costs by 2018; and

- Make a $500,000 positive contribution to the
overall costs of UHEAA.

2016 2017 2018 2019
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Federal servicingupdate 7

- Received renewed Authority to
Operate from U.S. Department of
Education (ED) January 14, 2015

« 33% fee Iincrease for In-
repayment accounts

- New loan volume being received
daily from ED
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Federal servicing update 7

22,400 additional accounts totaling $134 million
received December 2014 — August 26, 2015

New COD Allocations
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— Bl mmmm Bl

Dec-14  Jan-15 Feb-15 Mar-15 Apr-15 May-15  Jun-15 Jul-15 Aug-15
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Federal servicingupdate 7

« Written confirmation from ED
that future allocations will be
based on performance.

‘. ..we're just trying to do it
strictly on performance, and,
there are metrics, so that’s the
way to go.”

- Arne Duncan, April 16, 2015 at a

hearing by the Senate Appropriations Committee Labor-
HHS-Education Subcommittee responding to a question
on future loan volume allocations.
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Federal servicing update

- Senate letter encouraging
Secretary to eliminate 25%
cap on NFP servicers
- Base allocations “strictly on

performance.”

- Senator Hatch and Senator Lee
signed the letter

(See May 26, 2015 letter under Tab II-A)
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Board of Directors

CO ntl Nu Ed adVO C acy AR SRR

1. Level playing field

2. Consolidation loans
« Consumer choice
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Loan guaranty agency:
business opportunity

- U.S. Department of Education
contacted UHEAA

- Explored UHEAA's interest to
acquire an exiting guaranty agency

- UHEAA business analysis of
opportunity:
- Limited economic benefit
- Unrealistic conversion schedule
- Other higher priorities for UHEAA

Board of Directors
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Financial strength: uhecaa
Federal Reserve Ratio

Consistently the strongest federal reserve ratio among the nation’s guarantors.

Federal Reserve Ratios of Guaranty Agencies
Ranked by FY 2014 Strongest Ratio
GA Code State Guarantor FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
749 Utah 2.087% 2.316% 2.585% 2.862% 3.168%
748 Texas 1.475% 1.913% 2.261% 2.400% 2.606%
951 Virginia/ECMC 1.217% 0.753% 0.915% 1.103% 1.433%
712 Florida 0.920% 0.988% 1.024% 1.069% 1.202%
733 New Hampshire 0.746% 0.894% 0.985% 1.000% 1.074%
740 Oklahoma 0.753% 0.809% 0.929% 0.993% 1.061%
738 North Dakota 0.868% 0.861% 0.892% 0.931% 1.021%
750 Vermont 0.802% 0.811% 0.841% 0.906% 0.938%
717 lllinois 0.762% 0.764% 0.797% 0.826% 0.863%
734 New Jersey 0.736% 0.812% 0.837% 0.870% 0.830%
722 Louisiana 0.635% 0.650% 0.612% 0.662% 0.688%

The Reserve Ratio is calculated by dividing the GA Federal Fund balance by the Original Principal Outstanding.
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Loan Guarantee Program (LGP) "

- Orderly business conclusion
over time

- Direct lending eliminated LGP’s
role in new loan origination

« Continue to collect defaulted
loans

« Rehabilitation

« Prudent establishment of an
operating fund reserve

- Supplement operating budgets
In future years
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UHEAA's student focus: uheaa
UHEAA Grants

« $100,000 allocated for 2016
« $11.4 million since 2000

« 12,550 students
» Flexible for institutions

- Focused on completion

- Directed at “high-need” students
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