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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This report contains forward-looking statements and information that are based on management's current expectations
as of the date of this document.  Statements that are not historical facts, including statements about the Company's
plans and expectations for future financial condition, results of operations or economic performance, or that address
management's plans and objectives for future operations, and statements that assume or are dependent upon future
events, are forward-looking statements. The words “may,” “should,” “could,” “would,” “predict,” “potential,” “continue,” “expect,”
“anticipate,” “future,” “intend,” “plan,” “believe,” “estimate,” “assume,” “forecast,” “will,” and similar expressions, as well as statements
in future tense, are intended to identify forward-looking statements.

The forward-looking statements are based on assumptions and analyses made by management in light of
management's experience and its perception of historical trends, current conditions, expected future developments,
and other factors that management believes are appropriate under the circumstances. These statements are subject to
known and unknown risks, uncertainties, assumptions, and other factors that may cause the actual results and
performance to be materially different from any future results or performance expressed or implied by such
forward-looking statements.  These factors include, among others, the risks and uncertainties set forth in “Risk Factors”
and elsewhere in this report, and include such risks and uncertainties as:

•

risks related to the Company's student loan portfolio, such as interest rate basis and repricing risk resulting from the
fact that the interest rate characteristics of the Company's student loan assets do not match the interest rate
characteristics of the funding for those assets, the risk of loss of floor income on certain student loans originated under
the Federal Family Education Loan Program (the “FFEL Program” or “FFELP”) of the U.S. Department of Education (the
“Department”), risks related to the use of derivatives to manage exposure to interest rate fluctuations, and potential
losses from loan defaults, changes in prepayment rates, guaranty rates, loan floor rates, and credit spreads;

•

risks related to the Company's funding requirements, including the Company's ability to maintain credit facilities or
obtain new facilities, the ability of lenders under the Company's credit facilities to fulfill their lending commitments
under these facilities, the Company's ability to satisfy debt obligations secured by student loan assets and related
collateral, and changes in the general interest rate environment and in the securitization markets for education loans,
which may increase the costs or limit the availability of financings necessary to purchase, refinance, or continue to
carry education loans;

•

risks from changes in the student loan and educational credit and services marketplace resulting from the
implementation of, or changes in, applicable laws, regulations, and government programs, including the
discontinuance of private sector student loan originations under the FFEL Program effective July 1, 2010, and new
regulations effective July 1, 2011 that could affect enrollment at for-profit schools, the uncertain nature of potential
initiatives by the Federal Government to consolidate FFELP loans to the Federal Direct Loan Program, and the
Company’s ability to maintain or increase volumes under its loan servicing contract with the Department to service
federally-owned student loans and to comply with agreements with third-party customers for the servicing of loans
under the Federal Direct Loan and FFEL Programs;

•risks from changes in the demand or preferences for educational financing and related services by educational
institutions, students, and their families;

•risks related to a breach of the Company's operational or information systems or infrastructure, or those of third-party
vendors;

•uncertainties inherent in forecasting future cash flows from student loan assets and related asset-backed
securitizations;

Edgar Filing: NELNET INC - Form 10-K

4



•
risks associated with litigation, complex government regulations, changes in general economic conditions (which
have recently led to higher rates of student loan defaults), changes in credit market conditions, and related party
transactions; and

•uncertainties inherent in the estimates and assumptions about future events that management is required to make in
the preparation of the Company's consolidated financial statements.

All forward-looking statements contained in this report are qualified by these cautionary statements and are made only
as of the date of this document. Although the Company may from time to time voluntarily update or revise its prior
forward-looking statements to reflect actual results or changes in the Company's expectations, the Company disclaims
any commitment to do so except as required by securities laws.

2
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PART I.
ITEM 1. BUSINESS

Overview

Nelnet, Inc. (the “Company”) is an education services company focused primarily on providing fee-based processing
services and quality education-related products and services in four core areas: asset management and finance, loan
servicing, payment processing, and enrollment services (education planning). These products and services help
students and families plan, prepare, and pay for their education and make the administrative and financial processes
more efficient for schools and financial organizations. In addition, the Company earns interest income on a portfolio
of federally insured student loans. Substantially all revenue from external customers is earned, and all long-lived
assets are located, in the United States.

The Company was formed as a Nebraska corporation in 1977 to service federal student loans for two local banks. The
Company built on this initial foundation as a servicer to become a leading originator, holder, and servicer of federal
student loans, principally consisting of loans originated under the FFEL Program (a detailed description of the FFEL
Program is included in Appendix A to the Company's 2011 Form 10-K filed on February 28, 2012 with the Securities
and Exchange Commission ("SEC")).

On March 30, 2010, President Obama signed into law the Health Care and Education Reconciliation Act of 2010 (the
“Reconciliation Act of 2010”). Effective July 1, 2010, this law prohibits new loan originations under the FFEL Program
and requires that all new federal loan originations be made through the Federal Direct Loan Program. This law does
not alter or affect the terms and conditions of existing FFELP loans.

As a result of the Reconciliation Act of 2010, the Company no longer originates new FFELP loans. However, a
significant portion of the Company's income continues to be derived from its existing FFELP student loan portfolio
and other FFELP service offerings. Interest income on the Company's existing FFELP loan portfolio, as well as
fee-based revenue from FFELP guaranty and third-party servicing, will decline over time as the Company's and the
Company's third-party lender clients' FFELP loan portfolios are paid down. As of December 31, 2012, the Company
has a $24.8 billion student loan portfolio that will amortize over the next approximately 20 years.

To reduce its reliance on interest income on student loans, the Company has significantly diversified and increased its
fee-based education-related services. In addition, the Company believes there will be opportunities to purchase
additional FFELP loan portfolios from current FFELP participants looking to adjust their FFELP businesses, which
will generate incremental earnings and cash flow. For the year ended December 31, 2012, the Company purchased
$3.9 billion (par value) of FFELP loans.

Customers

The Company serves several different groups of customers, including:

•Students and families
•Colleges and universities, specifically financial aid, business, and admissions offices
•Private, faith-based, and other K-12 schools
•Lenders, servicers, and state agencies in education finance
•Government entities

An increase in the size of the education market generally increases the demand for the Company's products and
services. As shown in the chart below, total student enrollment is projected to continue to grow for many years. An
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increasing number of students are pursuing a higher education, often with the help of financial aid by the federal
government, for whom the Company services loans. In addition, as the education market continues to grow, often with
budget and funding concerns, schools at all levels have an increasing need to become more efficient, offer consistent
and quality services, and recruit and retain students.

3
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(1)Source: Digest of Education Statistics 2011, National Center for Education Statistics, U.S. Department of
Education, June 2012, NCES 2012-001

Operating Segments

The Company operates as four distinct operating segments with several different brands. The Company's operating
segments offer a broad range of services designed to simplify education planning and financing for students and
families and the administrative and financial processes for schools and financial institutions. The Company's operating
segments are:

•Student Loan and Guaranty Servicing
•Referred to as Nelnet Diversified Solutions (“NDS”)

•Focuses on student loan servicing, student loan servicing-related technology solutions, and outsourcing services for
guaranty agencies and other entities

•Includes the brands Nelnet Loan Servicing, Firstmark Services, Nelnet Guarantor Solutions, 5280 Solutions,
Responsible Repay, and CampusGuard

•Tuition Payment Processing and Campus Commerce
•Commonly known as Nelnet Business Solutions (“NBS”)
•Focuses on tuition payment plans and online payment processing
•Includes the brand FACTS Management

•Enrollment Services
•Commonly called Nelnet Enrollment Solutions (“NES”)

• Focuses on education planning and enrollment-related services, including inquiry generation and
management

•Includes the brands CUnet, Peterson's, EssayEdge, and Sparkroom

•Asset Generation and Management
•Includes the acquisition and management of the Company's student loan assets

Segment Operating Results

The Company's operating segments are defined by the products and services they offer or the types of customers they
serve, and they reflect the manner in which financial information is currently evaluated by management. The
Company includes separate financial information about its operating segments, including revenues, net income or loss,
and total assets for each of the Company's segments, for the last three fiscal years in note 14 of the notes to the
consolidated financial statements included in this report.

4
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Fee-Based Operating Segments

Student Loan and Guaranty Servicing

The primary service offerings of this operating segment include:

•Servicing FFELP loans
•Originating and servicing non-federally insured student loans
•Servicing federally-owned student loans for the Department of Education
•Servicing and outsourcing services for FFELP guaranty agencies, including FFELP guaranty collection services

• Providing student loan servicing software and other information technology products and
services

As of December 31, 2012, the Company serviced $97.5 billion of student loans for 5.7 million borrowers. See Part II,
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations - Student Loan and
Guaranty Servicing Operating Segment - Results of Operations - Student Loan Servicing Volumes" for additional
information related to the Company's servicing volume.

The elimination of new FFELP originations in July 2010 will cause the FFELP-related revenue streams in this
operating segment to decline as FFELP loan portfolios are paid down. A description of each service offering follows.

Servicing FFELP loans

The Student Loan and Guaranty Servicing operating segment provides for the servicing of the Company's student loan
portfolio and the portfolios of third parties. The loan servicing activities include loan conversion activities, application
processing, borrower updates, payment processing, due diligence procedures, funds management reconciliations, and
claim processing. These activities are performed internally for the Company's portfolio in addition to generating
external fee revenue when performed for third-party clients.

The Company's student loan servicing division uses proprietary systems to manage the servicing process. These
systems provide for automated compliance with most of the federal student loan regulations adopted under Title IV of
the Higher Education Act of 1965, as amended (the “Higher Education Act”).

The Company serviced FFELP loans on behalf of approximately 50 third-party servicing customers as of
December 31, 2012. The Company's FFELP servicing customers include national and regional banks, credit unions,
and various state and non-profit secondary markets. The majority of the Company's external FFELP loan servicing
activities are performed under “life of loan” contracts. Life of loan contract servicing essentially provides that as long as
the loan exists, the Company shall be the sole servicer of that loan; however, the agreement may contain “deconversion”
provisions where, for a fee, the lender may move the loan to another servicer.

Originating and servicing non-federally insured student loans

The Student Loan and Guaranty Servicing operating segment provides origination and servicing activities for
non-federally insured loans. Although similar in terms of activities and functions as FFELP servicing (i.e.,
disbursement processing, application processing, payment processing, statement distribution, and reporting),
non-federally insured loan servicing activities are not required to comply with provisions of the Higher Education Act
and may be more customized to individual client requirements. The Company serviced non-federally insured loans on
behalf of approximately 20 third-party servicing customers as of December 31, 2012.
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Servicing federally-owned student loans for the Department of Education

In June 2009, the Company was one of four private sector companies awarded a student loan servicing contract by the
Department of Education to provide additional servicing capacity for loans owned by the Department. These loans
include Federal Direct Loan Program loans originated directly by the Department and FFEL Program loans purchased
by the Department. The Company earns a monthly fee from the Department for each unique borrower who has loans
owned by the Department and serviced by the Company. In September 2009, the Department began assigning
purchased FFELP loans to the four servicers. Beginning with the second year of servicing in June 2010, the
Department began allocating new loan volume among the four servicers based on five performance metrics.

5
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•
Three metrics measure the satisfaction among separate customer groups, including borrowers, financial aid personnel
at postsecondary schools participating in the federal student loan program, and Federal Student Aid and other federal
agency personnel or contractors who work with the servicers.

•Two performance metrics measure the success of default prevention efforts as reflected by the percentage of
borrowers and percentage of dollars in each servicer's portfolio that go into default.

Pursuant to the contract terms related to annual volume allocation of new loans, the maximum any servicer can be
awarded is 40 percent of new borrowers in that contract year. Based on the most recent survey results, the Company
was ranked first out of the four private sector companies and will be allocated 30 percent of new loan volume
originated by the Department during the period from August 15, 2012 through August 14, 2013 (the fourth year of the
servicing contract). The Department projects it will originate new loans for 3.6 million borrowers in total during the
fourth year of this contract, which is currently being allocated to the four servicers.  The Company is focused on
maintaining its current first place ranking out of the four servicers established by the Department and will continue to
search for areas that could be improved in order to do so.
The servicing contract with the Department spans five years (through June 2014), with one five-year renewal at the
option of the Department. Although the Company currently anticipates that the Department will exercise its option to
renew the servicing contract for five years at the end of the current term in 2014, there can be no assurance of such
renewal.

Servicing and outsourcing services for FFELP guaranty agencies, including FFELP guaranty collection services

The Student Loan and Guaranty Servicing operating segment provides servicing support for guaranty agencies, which
are the organizations that serve as the intermediary between the U.S. federal government and FFELP lenders, and are
responsible for paying the claims made on defaulted loans. The Department has designated approximately 30
guarantors that have been formed as either state agencies or non-profit corporations that provide FFELP guaranty
services in one or more states. Approximately half of these guarantors contract externally for operational or
technology services. The services provided by the Company include providing software and data center services,
borrower and loan updates, default aversion tracking services, claim processing services, and post-default collection
services. A significant portion of guaranty servicing revenue earned by the Company relates to rehabilitating
delinquent loans (collection services).

The Company's three guaranty servicing customers include Tennessee Student Assistance Corporation, College Assist
(which is the Colorado state-designated guarantor of FFELP student loans), and the National Student Loan Program.

Providing student loan servicing software and other information technology products and services

The Student Loan and Guaranty Servicing operating segment provides student loan servicing software, which is used
internally by the Company and licensed to third-party student loan holders and servicers. These software systems have
been adapted so that they can be offered as hosted servicing software solutions that can be used by third-parties to
service various types of student loans, including Private, Federal Direct Loan Program, and FFEL Program loans. The
Company earns a monthly fee from its remote hosting customers for each unique borrower on the Company's
platform, with a minimum monthly charge for most contracts. As of December 31, 2012, 6.9 million borrowers were
hosted on the Company's hosted servicing software solution platforms. In addition, this operating segment has
historically provided information technology products and services, with core areas of business in educational loan
software solutions, technical consulting services, enterprise content management solutions, and outsourcing and back
office support services. However, the elimination of new loan originations under the FFEL Program has reduced
theses service offerings over the past few years.
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Competition

The Company's scalable servicing platform allows it to provide compliant, efficient, and reliable service at a low cost,
giving the Company a competitive advantage over others in the industry for all of this segment's services, which are
discussed below.

Loan servicing

The principal competitor for existing and prospective FFELP and non-federally insured student loan servicing
business is SLM Corporation, the parent company of Sallie Mae. Sallie Mae is the largest for-profit provider of
servicing functions, as well as one of the largest service providers of non-federally insured student loans. In contrast to
its competitors, the Company has segmented its non-federally insured loan servicing on a distinct platform, created
specifically to meet the needs of non-federally insured student loan borrowers, their families, the schools they attend,
and the lenders who serve them. This ensures access to specialized teams with a dedicated focus on servicing these
assets.

6
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With the elimination of new loan originations under the FFEL Program, four servicers (referred to as Title IV
Additional Servicers, or "TIVAS"), including the Company, were named by the Department as servicers of federally
owned loans. The three competitors for gaining future servicing volume from the Department are Great Lakes
Educational Loan Services Inc. (“Great Lakes”), Pennsylvania Higher Education Assistance Agency (“PHEAA”), and
Sallie Mae.

In addition, non-profit organizations were authorized in 2012 to begin servicing loans for up to 100,000 borrower
accounts on behalf of the Department. As of December 31, 2012, there are 13 non-profit organizations servicing loans
on behalf of the Department. The ability of the non-profit organizations to retain or increase their borrower accounts
will depend on their ability to maintain compliance and meet performance requirements under their agreement with
the Department. The non-profit organizations will have their performance measured by the Department using the same
performance metrics as described previously for the four private sector companies awarded a servicing contract in
June 2009. If a non-profit organization servicing score is equal to or higher than that of the lowest score for each of
the four incumbent Federal Direct Loan Program servicers for each of the five performance metrics, the non-profit
organization will be allowed to compete with the TIVAS for a percentage of new borrowers for the next allocation
year. The Company currently licenses its hosted servicing software to four of the awarded non-profit organizations.
PHEAA is the only other TIVAS servicer offering a hosted Federal Direct Loan Program servicing solution to
non-profit organization servicers.

Guaranty servicing

With the elimination of new loan originations under the FFEL Program, services provided to guaranty agencies will
continue for agencies' existing portfolios; however, no new portfolios will be created. The Company currently
anticipates continuing to serve its existing guaranty customers as their portfolios pay down, but does not expect to
increase the number of its guaranty servicing customers.

Software and technology

The Company is one of the leaders in the education loan software processing industry. Many lenders in the FFEL
Program utilize the Company's software either directly or indirectly. Management believes the Company's competitors
in this segment are much smaller than the Company and do not have the depth of knowledge or products offered by
the Company. The Company's primary method of competition in this segment is based on its depth of knowledge,
experience, and product offerings in the education loan industry. In addition, the Company believes the investments it
has made to scale its systems and to create a secure infrastructure to support the Department of Education volume and
requirements increases its presence and attraction as a long-term partner in the remote servicing market.

Tuition Payment Processing and Campus Commerce

The Company's Tuition Payment Processing and Campus Commerce operating segment provides products and
services to help students and families manage the payment of education costs at all levels (K-12 and higher
education). It also provides innovative education-focused technologies, services, and support solutions to help schools
with the everyday challenges of collecting and processing commerce data. See Part II, Item 7, "Management's
Discussion and Analysis of Financial Condition and Results of Operations - Tuition Payment Processing and Campus
Commerce Operating Segment - Results of Operations" for a discussion of the seasonality of the business in this
operating segment.

K-12
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According to the National Center for Education Statistics, the K-12 market consists of nearly 22,500 private and
faith-based education institutions with over 50 students enrolled in 2009, the most current data available. In the K-12
market, the Company offers tuition management services, as well as assistance with financial needs assessment and
donor management.

The Company is the market leader, having actively managed tuition payment plans in place at over 4,800 K-12
educational institutions. Tuition management services include payment plan administration, incidental billing,
accounts receivable management, and record keeping. K-12 educational institutions contract with the Company to
administer deferred payment plans that allow the responsible party to make monthly payments over 6 to 12 months.
The Company collects a fee from either the institution or the payer as an administration fee.

The Company's financial needs assessment service, which serves over 3,600 schools and dioceses, helps K-12 schools
evaluate and determine the amount of grants and financial aid to disburse to the families it serves. The Company's
donor services allow schools to assess and deliver strategic fundraising solutions using the latest technology.

7
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Higher Education

The higher education market consists of nearly 4,400 colleges and universities. The Company offers two principal
products to the higher education market: actively managed tuition payment plans, and campus commerce technologies
and payment processing.

The Company has actively managed tuition payment plans in place at approximately 650 colleges and universities.
Higher education institutions contract with the Company to administer payment plans that allow the student and
family to make monthly payments on either a semester or annual basis. The Company collects a fee from the student
or family as an administration fee.

The Company's suite of campus commerce solutions provides services that allow for families' electronic billing and
payment of campus charges. Campus commerce includes cashiering for face-to-face transactions, campus-wide
commerce management, and refunds management, among others. The Company earns revenue for e-billing,
hosting/maintenance, credit card convenience fees, and e-payment transaction fees, which are powered by the
Company's QuikPAY system, a secure payment processing engine.

QuikPAY, a campus commerce product, is sold as a subscription service to colleges and universities. QuikPAY
processes payments through the appropriate channels in the banking or credit card networks to make deposits into the
client's bank account. It can be further deployed to other departments around campus as requested (e.g., application
fees, alumni giving, parking, events, etc.). Approximately 240 colleges and universities, representing over 380
campuses, use the QuikPAY system.

Competition

The Company is the largest provider of tuition management services to the private and faith-based K-12 market in the
United States. Competitors include financial institutions, tuition management providers, financial needs assessment
providers, accounting firms, and a myriad of software companies.

In the higher education market, the Company targets business offices at colleges and universities. In this market, the
primary competition is limited to three campus commerce and tuition payment providers, as well as solutions
developed in-house by colleges and universities.

The Company's principal competitive advantages are (i) the customer service it provides to institutions, (ii) the
information management tools provided with the Company's service, and (iii) the Company's ability to interface with
the institution clients. The Company believes its clients select products primarily on technological superiority and
feature functionality, but price and service also impact the selection process.

Enrollment Services

The Enrollment Services operating segment offers products and services that are focused on helping colleges recruit
and retain students and helping students plan and prepare for life after high school and/or military service. The
following are the primary products and services the Company offers as part of the Enrollment Services segment:

•Inquiry Generation - Inquiry generation services include delivering qualified inquiries or clicks to third-party
customers, primarily higher education institutions.

•
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Inquiry Management (Agency) - Agency services include managing the marketing activities for third-party customers,
primarily higher education institutions, in order to provide qualified inquiries or clicks.

•

Inquiry Management (Software) - Software services include the licensing of software to third-party customers,
primarily higher education institutions. This software is also used internally by the Company. The inquiry
management software has been adapted so that it can be offered as a hosted software solution that can be used by third
parties to manage and obtain qualified inquiries or clicks.

•
Digital Marketing - Digital marketing services include interactive services to connect students to colleges and
universities and are sold primarily based on subscriptions. Digital marketing services also include editing services for
admission essays.
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