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This report contains forwarboking statements and information that are basethanagement's current expectations as of theoddbés document
Statements that are not historical facts, includitefements about the Company's plans and expegafor future financial condition, results
operations or economic performance, or that addmemsagement's plans and objectives for future dpes and statements that assume o
dependent upon future events, are forward-lookitagements. The words “may,” “should,” “could,” “wiol” “predict,” “potential,” “continue,”
“expect,” “anticipate,” “future,” “intend,” “plan,™believe,” “estimate,” “assume,” “forecast,” “wjfl and similar expressions, as well as statemel
future tense, are intended to identify forward-limgkstatements.

"o " ow ”

The forwardlooking statements are based on assumptions amgsasanade by management in light of managemexpisrience and its perception
historical trends, current conditions, expectedridevelopments, and other factors that managebedietzes are appropriate under the circumsta
These statements are subject to known and unkndésis, runcertainties, assumptions, and other fadioas may cause the actual results
performance to be materially different from anyufiet results or performance expressed or impliedumh forwardooking statements. These fac
include, among others, the risks and uncertaist¢gorth in “Risk Factors” and elsewhere in tl@part, and include such risks and uncertainties as:

» risks related to the Company's student loan paotfeuch as interest rate basis and repricingraskilting from the fact that the interest
characteristics of the Company's student loan siskenhot match the interest rate characteristitkeofunding for those assets, the risk of
of floor income on certain student loans originatedler the Federal Family Education Loan Progrdma {FFEL Program” or “FFELP"pf
the U.S. Department of Education (the “Departmentsks related to the use of derivatives to managmsure to interest rate fluctuatic
and potential losses from loan defaults, chang@sdpayment rates, guaranty rates, loan floor rares credit spreads;

e risks related to the Company's funding requirementduding the Company's ability to maintain ciefdicilities or obtain new facilities, tl
ability of lenders under the Company's credit fée8 to fulfill their lending commitments underetbe facilities, the Company's ability
satisfy debt obligations secured by student loa®tasand related collateral, and changes in thergkemterest rate environment and in
securitization markets for education loans, whickyrimcrease the costs or limit the availabilityfiaincings necessary to purchase, refine
or continue to carry education loans;

e risks from changes in the student loan and edutaltioredit and services marketplace resulting ftbmimplementation of, or changes
applicable laws, regulations, and government prograncluding the discontinuance of private sestadent loan originations under the Ff
Program effective July 1, 2010, and new regulatiefisctive July 1, 2011 that could affect enrollrhan forprofit schools, the uncerte
nature of the potential impact of the Departmené® loan consolidation initiative or similar coriglaltion programs, and the Compagy’
ability to maintain or increase volumes under @an servicing contract with the Department to serfederallyewned student loans and
comply with servicing agreements with third-partstomers for the service of loans under the Fed¥ratt Loan and FFEL Programs;

» risks from changes in the demand or preferenceeduacational financing and related services by afiloral institutions, students, and ti
families;

e uncertainties inherent in forecasting futurehci@ws from student loan assets and related dsseted securitizatior

e risks associated with litigation, complex governmegulations, changes in general economic comditigvhich have recently led to hig
rates of student loan defaults), changes in cradiket conditions, and related party transactians;

e uncertainties inherent in the estimates and assangpabout future events that management is redjuodemake in the preparation of
Company's consolidated financial statements.

All forward-looking statements contained in this report ardifie@ by these cautionary statements and are noatieas of the date of this docum
Although the Company may from time to time voluityaupdate or revise its prior forwaldeking statements to reflect actual results omges in th
Company's expectations, the Company disclaims ammitment to do so except as required by secutdigs.
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PART L.
ITEM 1. BUSINESS

Overview

Nelnet, Inc. (the‘Company”) is an education services company focys@uarily on providing fee-based processing sasiand quality education-
related products and services in four core areas: financing, loan servicing, payment processamgl, enrollment services (education planning). T
products and services help students and familias, repare, and pay for their education and miageatiministrative and financial processes 1
efficient for schools and financial organizatiohs.addition, the Company earns interest income qoufolio of federally insured student loa
Substantially all revenue from external customemsarned, and all long-lived assets are locatettheitunited States.

The Company was formed as a Nebraska corporatid®77 to service federal student loans for two lld@@amks. The Company built on this ini
foundation as a servicer to become a leading atgimn holder, and servicer of federal student lpgriacipally consisting of loans originated undiee
FFEL Program (a detailed description of the FFEbgPam is included in Appendix A to this report).

On March 30, 2010, President Obama signed intotllesHealth Care and Education Reconciliation AcR@10 (the “Reconciliation Act of 201p”
Effective July 1, 2010, this law prohibits new loarnginations under the FFEL Program and requines$ &ll new federal loan originations be m
through the Federal Direct Loan Program. The newdaes not alter or affect the terms and conditmfrexisting FFELP loans.

As a result of the Reconciliation Act of 2010, f@empany no longer originates new FFELP loans. lditeh, interest income on the Compal
existing FFELP loan portfolio, as well as fee-basmeenue from guarantee and thparty FFELP servicing and education loan softwarenking an
consulting fees related to the FFEL Program, wdtlthe over time as the Company's and the Compahiy&party lender clients' FFELP lo
portfolios are paid down.

To reduce its reliance on interest income on stutteans, the Company has significantly diversifeead increased its fee-based educatilatec
services.

Customers
The Company serves several different groups obeoosts, including:

e Students and famili

e Colleges and universities, specifically financial, dusiness, and admissions offi
* Private, faith-based, and otherl®-school

e Lenders, servicers, and state agencies in edudatiamce

« Government entitie

An increase in the size of the education markeegly increases the demand for the Company's ptedind services. As shown in the chart be
total student enrollment is projected to continngtow for many years. An increasing number of shis are pursuing a higher education, often
the help of financial aid by the federal governmémt whom the Company services loans. In additaanthe education market continues to grow, «
with budget and funding concerns, schools at akle have an increasing need to become more effjcidfer consistent and quality services,
recruit and retain students.

Total Student Enrollment (millions)(1)

82

60 55
k) 1990

i 2000
40 H 2009
30 M 2019 (Projected)

PK-12 Higher Ed Total
(1) Source: Digest of Education Statistics 2018tidhal Center for Education Statistics, U.S. Dapant of Education, April 2011, NCES 2001£
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Operating Segments

The Company operates as four distinct operatingnsegs with several different brands. The Compaapkrating segments offer a broad ranc
services designed to simplify education plannind fimancing for students and families and the adstriative and financial processes for schools
financial institutions. The Company's operatingrsegts are:

e Student Loan and Guaranty Servic
» Referred to as Nelnet Diversified Solutions ("SI
* Focuses on student loan servicing, student seavicingrelated technology solutions, and outsourcing ses/for guaranty agenc
* Includes the brands Nelnet Loan Servicing, Firskn@ervices, Nelnet Guarantor Solutions, and 5280tBos

e Tuition Payment Processing and Campus Comr
e Commonly known as Nelnet Business Solutions (SXB
» Focuses on tuition payment plans and online paympertessin
* Includes the brand FACTS Managen

e Enrollment Service

e Commonly called Nelnet Enrollment Solutions (“SIE
» Focuses on education planning and enrollmelatted services, including interactive marke
* Includes the brands CUnet, Peterson's, EssayEggekrSom, and Student Marketing Gr

e Asset Generation and Managen
* Includes the acquisition and management of the Gorylp student loan ass

Segment Operating Results

The Company's operating segments are defined bprtukicts and services they offer or the typesustamers they serve, and they reflect the me
in which financial information is currently evaleat by management. Management evaluates the Corspgenérally accepted accounting princi
(“GAAP") based financial information as well as opng results on a non-GAAP performance measudegregl to as “base net incomé&fanagemer
believes “base net incometovides additional insight into the financial perhance of the core operations. For further infdroma see Part 11, Item
“Management's Discussion and Analysis of FinanCiahdition and Results of Operation$tie Company includes separate financial informagibou
its operating segments, including revenues, netnirecor loss, and total assets for each of the Coy'gaegments, for the last three fiscal yearota
14 of the notes to the consolidated financial statets included in this report.

Fee-Based Operating Segments

Student Loan and Guaranty Servicir

The five primary service offerings of this operatsegment and each offering's percentage of ttdale®t Loan and Guaranty Servicing revenue di
2011 are as follows:

*  Servicing FFELP loans ( 39%

» Servicing federally-owned student loans for Erepartment of Education ( 21%o

» Originating and servicing non-federally insusgddent loans ( 4%

e Servicing and outsourcing services for guaraggyncies ( 26%

»  Providing student loan servicing software artteoinformation technology products and servic&8%)




The following chart summarizes the Company's laanising volume (dollars in millions):

0O Government Servicing m Private Servicing mFFELP Servicing
$76,119
$75,000 $74,488 P
$67.965 $68,974
$61,477
$55,680 $44.579 $46,115
37316 $38,827
$50.000 $47,630 $37, -
$42,989 $21,792 $30,286
$12,863
$37,550 $8.241
$3,439
$1,722 $1,769 $1,740 $1.783
25,000 $1,791 $1,848 $1,819 $1.920 $1,931
$32,388 $32,979 $33,027 $32.105 $29,400 $28.801 —
» $27,989 $28,073
$- T T T T T T T T
Dec 31, 09 Mar31, 10 Jun 30, 10 Sep 30, 10 Dec31, 10 Mar31, 11 Jun 30, 11 Sep 30, 11 Dec31, 11
Company owne $23,139 $24,378 $26,351 $26,183 $23,727 $23,24 $22,757 $22,503 $22,650
% of Total 61.6% 56.7% 55.3% 47.0% 38.6% 34.2% 33.0% .29%0 29.8%
Number of borrowers:
Governmen
servicing: 441,913 1,055,896 1,530,308 2,510,630 2,804,502 2,814,142 2,666,183 2,966,706 3,036,534
FFELP
servicing: 2,311,558 2,327,016 2,329,150 2,227,288 1,98,7 1,870,538 1,837,272 1,812,582 1,799,484
Total: 2,753,471 3,382,912 3,859,458 4,737,918 4,B107,2 4,684,680 4,503,455 4,779,288 4,836,018

As discussed previously under "Overview," due ® Reconciliation Act of 2010, FFELP servicing rewergenerated from guarantee and tipiadty
FFELP servicing and education loan software liaegsind consulting fees related to the FFEL Progrédlindecline over time as the Company's
the Company's thirgiarty lender clients' FFELP loan portfolios aredpdown. However, these decreases will be partiafiget by the increase
revenue earned by the Company for servicing loanshie Department. In addition, the Company culyeoffers a hosted servicing software solu
that can be used by third-parties to service vartgpes of student loans including Federal Direzan Program and FFEL Program loans.

The following provides an overview of each senadfering included in this operating segment.

Servicing FFEL Program loans

The Student Loan and Guaranty Servicing operataggnent provides for the servicing of the Compasitsient loan portfolio and the portfolios
third parties. The loan servicing activities inautban conversion activities, application procegsiborrower updates, payment processing,
diligence procedures, funds management reconoifigtiand claim processing. These activities arfopeed internally for the Company's portfolic
addition to generating external fee revenue whefopaed for third-party clients.

The Company's student loan servicing division usexprietary systems to manage the servicing procEssse systems provide for automi
compliance with most of the federal student loagutations adopted under Title IV of the Higher Eahlien Act of 1965, as amended (thdighel
Education Act”).

The Company serviced FFELP loans on behalf of apmrately 60 third-party servicing customers as efcBmber 31, 2011The Company's FFEIL
servicing customers include national and regioreikis, credit unions, and various state and profit secondary markets. The majority of
Company's external FFELP loan servicing activitiess performed under “life of loarcbntracts. Life of loan contract servicing essdiytigrovides the
as long as the loan exists, the Company shalldsdte servicer of that loan; however, the agreémery contain “deconversiorpgrovisions where, fc
a fee, the lender may move the loan to




another servicer. In recent years, the Companyekpsrienced a reduction of thigdwty servicing customers and servicing volumetestarners shi
volume to another service provider or exit the FFEbgram completely.

Servicing federalhowned student loans for the Department of Education

In June 2009, the Company was one of four privat#os companies awarded a student loan servicingraxt by the Department of Educatior
provide additional servicing capacity for loans @drby the Department. These loans include FederatDLoan Program loans originated directly
the Department and FFEL Program loans purchasethd\Department. The Company earns a monthly fem fitte Department for each unic
borrower who has loans owned by the Departmentsandced by the Company. The contract spans fiaesy@hrough June 2014), with one fiyeal
renewal at the option of the Department. In Sepam2009, the Department began assigning purchaSEdR-loans to the four servicers. Beginr
with the second year of servicing in June 2010,0bpartment began allocating new loan volume antbadour servicers based on five perform:
metrics.

« Three metrics measure the satisfaction among sepeuatomer groups, including borrowers, finanaidl personnel at postsecondary scr
participating in the federal student loan programd Federal Student Aid and other federal agencsopeel or contractors who work with
servicers.

« Two performance metrics measure the success otillgfeevention efforts as reflected by the percgataf borrowers and percentage
dollars in each servicer's portfolio that go inedalilt.

Based on the second year of survey results, thep@oynis currently being allocated 16% of the neanleolume originated by the Department for
period from August 15, 2011 through August 14, 2¢h2 third year of the servicing contract). ThepBement projected an estimated 4.1 million
borrowers in total who will be allocated to the faervicers during the third year of this contract.

Management believes it is important to provide etiomal customer service at a reasonable pricedarao increase the Company's servicing voli
therefore, the Company has focused and will costitaufocus heavily on customer serviedated projects, default management activitiefiigiencies
and technology development to improve its allogatiofuture years of the contract.

Originating and servicing nofederally insured student loans

The Student Loan and Guaranty Servicing operateggnent provides origination and servicing actigitfer nonfederally insured loans. Althou
similar in terms of activities and functions (i.€lisbursement processing, application processiagmpnt processing, statement distribution,
reporting), norfederally insured loan servicing activities are nequired to comply with provisions of the Highedu€ation Act and may be m¢
customized to individual client requirements. Then(any serviced non-federally insured loans on lbeticapproximately 20 thirgsarty servicin
customers as of December 31, 2011 .

Servicing and outsourcing services for guarantyresiges

The Student Loan and Guaranty Servicing operatggnent provides servicing support for guaranty agsnwhich are the organizations that sen
the intermediary between the U.S. federal governmed FFELP lenders, and are responsible for patiiegclaims made on defaulted loans.
Department has designated 32 guarantors that lereformed as either state agencies orprofit corporations that provide FFELP guarantyvisss
in one or more states. Approximately half of thgearantors contract externally for operationalemhnology services. The services provided b
Company include providing software and data cesgevices, borrower and loan updates, default avetsacking services, claim processing serv
and post-default collection services.

The Company's three guaranty servicing customenside Tennessee Student Assistance CorporatiotedeoAssist (which is the Colorado state-
designated guarantor of FFELP student loans), leedNational Student Loan Program.

Providing student loan servicing software and otimformation technology products and servi

The Student Loan and Guaranty Servicing operataggnent provides student loan servicing softwardchvis used internally by the Company
licensed to thirgparty student loan holders and servicers. Thisveo# system has been adapted so that it can hedf#s a hosted servicing softn
solution that can be used by thjpdrties to service various types of student loankiding Federal Direct Loan Program and FFEL Paogloans. Th
Company earns a monthly fee from its remote hostirgomers for each unique borrower on the Compaigtform. As of December 31, 2019.€
million borrowers were hosted on the Company'sdtservicing software solution platforms. In adsitithis operating segment provides information




technology products and services, with core ardadsusiness in educational loan software solutidashnical consulting services, and entery
content management solutions.

The Company's clients within the education loankegnlace include large and small financial insiitos, secondary markets, loan originators,
loan servicers. A significant portion of the softeand technology services business was dependethiecexistence of and participants in the F
Program. The elimination of the FFEL Program redueducation loan software licensing opportunitiad &elated consulting fees received f
lenders using the Company's software products andces. However, the Company has leveraged iisi&ft, scalable, and compliant software t
used in servicing FFELP and Federal Direct LoangRmm loans to provide software hosting serviceghiad-parties, including the noprofit
organizations that may service Federal Direct LBeagram loans for the Department as allowed peptbeisions of the Reconciliation Act of 20
Management believes the increase in hosted softseaxécing revenue will exceed the decrease of\so#t services revenue earned from other Ff
products and services.

Competition

The Company's scalable servicing platform allowdoitprovide compliant, efficient, and reliable seevat a low cost, giving the Compan
competitive advantage over others in the indusinafl of this segment's services, which are dised$elow.

Loan servicing

The principal competitor for existing and prospeetFFELP and nofederally insured student loan servicing businesSLiM Corporation, the pare
company of Sallie Mae. Sallie Mae is the largestpimfit provider of servicing functions, as wel @ne of the largest service providers of non-
federally insured student loans.

With the elimination of the FFEL Program, four deers, including the Company, were named by thealtegent as servicers of federally ow
loans. The three competitors for gaining futureszieérg volume from the Department are Great Lakdadational Loan Services Inc. (“Great Lakes”
Pennsylvania Higher Education Assistance AgenciHERA”), and Sallie Mae.

In addition, nonprofit organizations may also service loans fotait00,000 borrower accounts on behalf of the Diepamt beginning the first quar
of 2012. The ability of the noprofit organizations to retain or increase theirrbaver accounts will depend on their ability to ntain compliance ar
meet performance requirements under their agreemigéimthe Department. The ngrefit organizations will have their performanceasered by tr
Department using the same performance metrics sarided previously for the four private sector camps awarded a servicing contract in .
2009. If a norprofit organization servicing score is equal tchigher than that of the lowest score for each efftur incumbent Federal Direct Lc
Program servicers for each of the five performanetrics, the nomprofit organization will be allowed to compete witke current Federal Direct Lc
Program servicers for a percentage of new borrofeerthe next allocation year.

Guaranty servicing

With the elimination of the FFEL Program, thesesgess will continue for agencies' existing portéaj however, no new portfolios will be created.
Company currently anticipates to continue to setseexisting guaranty customers as their portfofilay down but does not expect to increast
number of its guaranty servicing customers.

Software and technology

The Company is one of the leaders in the educdtian software processing industry. Many lendershin FFEL Program utilize the Compatr
software either directly or indirectly. Managemeéstieves the Company's competitors in this segrasninuch smaller than the Company and di
have the depth of knowledge or products offeredheyCompany. The Company's primary method of coitigetn this segment is based on its dt
of knowledge, experience, and product offeringthimeducation loan industry. In addition, the Comyphbelieves the investments it has made to
its systems and to create a secure infrastruabusapport the Department of Education volume andirements increases its presence and attract
a long-term partner in the remote servicing market.

Tuition Payment Processing and Campus Commerce
The Company's Tuition Payment Processing and Car@pusmerce operating segment provides products arces to help students and fami
manage the payment of education costs at all l€¥efs2 and higher education). It also provides wattve educatiofecused technologies, servic

and support solutions to help schools with the ey challenges of collecting and processing cornmdata.
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K-12

The K-12 market consists of nearly 25,000 privatd &ithbased educational institutions nationally of whagproximately 12,000 institutions hé
student enroliments greater than 200. In th&#2Kmarket, the Company offers tuition managementices, as well as assistance with financial n
assessment and donor management.

The Company is the market leader, having activeanaged tuition payment plans in place at approxitypa4,800 K12 educational institutior
Tuition management services include payment plamimgidtration, incidental billing, accounts receil@bmanagement, and record keepinglX-
educational institutions contract with the Compamyadminister deferred payment plans that allowrgeponsible party to make monthly paym
over 6 to 12 months. The Company collects a fem fe@gher the institution or the payer as an adriaii®on fee.

The Company's financial needs assessment servige Kel2 schools evaluate and determine the amount otgend financial aid to disburse to
families it serves. The Company's donor servickesvadchools to assess and deliver strategic fugish@isolutions using the latest technology.

Higher Educatior

The higher education market consists of nearly @,&flleges and universities. The Company offers principal products to the higher educa
market: actively managed tuition payment plans, @rdpus commerce technologies and payment progessin

The Company has actively managed tuition paymetsin place at approximately 686lleges and universities. Higher education ingtis contrac
with the Company to administer payment plans tHatathe student and family to make monthly paynsemn either a semester or annual basis
Company collects a fee from the student or famslya administration fee.

The Company's suite of campus commerce solutioogiges services that allow for families' electrobiling and payment of campus charg
Campus commerce includes cashiering for face-te-fiansactions, campugide commerce management, and refunds managemamgeothers. Tt
Company earns revenue for e-billing, hosting/maiatee, credit card convenience fees, ampéynent transaction fees, which are powered b
Company'QuikPAYsystem, a secure payment processing engine.

QuIikPAY, a campus commerce product, is sold as a suliscripervice to colleges and universiti€uikPAY processes payments through
appropriate channels in the banking or credit aativorks to make deposits into the client's bankoawt. It can be further deployed to o
departments around campus as requested (e.g.cappli fees, alumni giving, parking, events, etdpproximately 180colleges and universitie
representing over 370 campuses, usehigPAYsystem.

Competition

The Company is the largest provider of tuition ngeraent services to the private and faith-basetRKnarket in the United States. Competi
include financial institutions, tuition managemembviders, financial needs assessment providerspuating firms, and a myriad of softw:
companies.

In the higher education market, the Company targesiness offices at colleges and universitieshis market, the primary competition is limitec
three campus commerce and tuition payment providsre/ell as solutions developed in-house by celieand universities.

The Company's principal competitive advantagegiatbe customer service it provides to institugp(ii) the information management tools provi
with the Company's service, and (iii) the Compamsgity to interface with the institution client¥he Company believes its clients select proc
primarily on technological superiority and featfwactionality, but price and service also impa& felection process.

Enrollment Services

The Enroliment Services operating segment offesslycts and services that are focused on helpidgges recruit and retain students (interactive
list marketing services) and helping students plath prepare for life after high school and/or railjtservice (publishing services and resource cgY.
Interactive marketing products and services inclagency of record services, qualified inquiry gatien, pay per click services, inquiry manager
software, and other marketing management, alonlg edtl center solutions. The inquiry managementwse allows schools to manage their inq
flow and perform analytics on the inquiries receil® the school. The majority of interactive mankgtrevenue is derived from fees that are ec
through the




delivery of qualified inquiries or clicks to colleg and universities. List marketing services inelpdoviding lists to help higher education instiuog
and businesses reach the middle school, high scbaltége bound high school, college, and youndtadarket place. Publishing services include
preparation study guides, school directories artdbdses, and career exploration guides. Resountersénclude online courses, scholarship se
and selection data, career planning, and on-life@rimation about colleges and universities.

The Company delivers products and services ingignent through four primary customer channelsdrigducation, corporate and government, K-
12, and direct-t@onsumer. Many of the Company's products in thigremt are electronically transmitted or distributedine or in other digiti
media; however, products such as test preparatisty guides, school directories, and career exploraguides are also distributed as prit
materials.

Competition

In this segment, the primary areas in which the gamy competes are: interactive marketing, testgyegipn study guides, and online courses.

Several large competitors exist in the areas ofiilyggeneration and test preparation, but the Compmioes not believe any one competitor h
dominant position in all of the product and senaceas offered by the Company. The Company hasisessased competition in the area of call ce
operations, including outsourced inquiry validatias other companies have recognized the potaémtilais market.

The Company competes through various methods,dimgduprice, brand awareness, depth of product andce selection, and customer service.
Company is a “one stop shofor the education seeking family looking for carassessment, test preparation, and college infamathe Compar
also offers its institutional clients a range afvéges unrivaled in the education industry.

Regulations

Certain provisions in new regulations issued byDepartment under the Higher Education Act thaabse effective July 1, 2011 could have an im
on the Company's Enrollment Services operating segnin connection with services it provides to-foofit schools. The Higher Education ,
provides that to be eligible to participate in Fedlstudent financial aid programs (Title IV fundsylucational institutions, including farofit schools
must enter into a program participation agreemetit the Department. The agreement includes a numibeonditions with which an institution mi
comply to be granted initial and continuing elidjiljito participate. Among those conditions is algbition on institutions providing any commissi
bonus, or other incentive payment to any individoalentity engaged in recruiting or admission atiés, based on their success in sect
enrollments. Previous regulations included a nundbexctivities, or “safe harborsthat did not constitute prohibited incentive congetion. One ¢
those safe harbors permitted an institution to jgi®incentive compensation for interiegtsed recruitment and admission activities. Thealepent'
newly issued regulations repeal all existing safebbrs regarding incentive compensation in recrgjtthough exempting “clickbased payments
third parties who provide internet generated studesntact information. The new regulations alsoatzeliability for misrepresentation
advertisements, offers, and communications preddotprospective students, with associated pesdltienoncompliance with these standards.

In addition, these new regulations impose straility on educational institutions for misrepretgions made by entities, like us, who contrach
the institutions to provide marketing services.aA®sult, our school customers have demanded mtichited circumstances, we have acquiesced
subject to increased limitations of liability inrocontracts and, in some cases, to indemnify ostocners for actions by our thipghrty publishers. Tt
Company has developed proprietary software systerdgprocesses to detect and remediate potentiedpnésentation violations.

The Department also recently issued new regulatiorder Title IV of the Higher Education Act providi that forprofit schools are eligible
participate in Title IV student financial aid pregns only with respect to educational programs kisadl to “gainful employmentin a recognize
occupation. These regulations, most of which becefieetive July 1, 2011, require fprofit schools to provide prospective students wilch eligibl
program's recognized occupations, cost, completd®, job placement rate, and median loan debhade that have completed the program,
provide that Title IV funds may not be availablestadents enrolled in educational programs offérebr-profit schools if those programs do not n
certain debt-to-income ratios and loan repaymertioseto be measured beginning July 1, 2012.

Significantly all interactive marketing revenue (alinmakes up approximately 80 percehtotal revenue included in this segment) is gateet fron
for-profit schools. The regulations discussed above mdyect the Company to greater risk of liabilitydamay increase the Company's cos!
compliance with these regulations or limit the Camys ability to serve for-profit schools.
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In addition, these regulations could negatively dctpenrollment at for-profit schools, which coultvarsely affect interactive marketing revenue.

Asset Generation and Management Operating Segn

The Asset Generation and Management operating segnaudes the acquisition, management, and ol the Company's student loan as:
which was historically the Company's largest pradud service offering. The Company generates atantial portion of its earnings from the spri
referred to as the Company's student loan sprestdielen the yield it receives on its student loartfplio and the associated costs to finance

portfolio. See Part Il, Item 7, “Management's Dision and Analysis of Financial Condition and Rissof Operations Asset Generation a
Management Operating Segment - Student Loan Spgxealysis,” for further details related to the student loareagdr The student loan assets are
in a series of education lending subsidiaries aesigpecifically for this purpose. In addition be tstudent loan spread earned on its portfolio;aat:
and activity associated with managing the portfadiach as servicing of the assets and debt maimtenare included in this segment.

Student loans consist of federally insured studiesnts and norfiederally insured student loans. Federally insigtedient loans were made under
FFEL Program. The Company's portfolio of federafigured student loans is subject to minimal cregit as these loans are guaranteed b
Department at levels ranging from 97 percent to @@@ent. Substantially all of the Company's loartfplio ( 99 percent as of December 31, 2014
federally insured. The Company's portfolio of neddrally insured loans is subject to credit riskikir to other consumer loan assets.

The Higher Education Act regulates every aspetheffederally insured student loan program, incigdiertain communications with borrowers, |
originations, and default aversion. Failure to s@na student loan properly could jeopardize thargutee on federal student loans. In the caseath
disability, or bankruptcy of the borrower, the guatee covers 100 percent of the loan's principdleaerued interest.

FFELP loans are guaranteed by state agencies opnofih companies designated as guarantors, withD@partment providing reinsurance to
guarantor. Guarantors are responsible for perfagrogrtain functions necessary to ensure the prdgraoundness and accountability. Generally
guarantor is responsible for ensuring that loaassarviced in compliance with the requirement$efiigher Education Act. When a borrower def:
on a FFELP loan, the Company submits a claim tgtreantor who provides reimbursements of princial accrued interest subject to the applic
risk share percentage.

Origination and Acquisition

The Reconciliation Act of 2010 resulted in the Cemp discontinuing originations of new FFELP loarfleaive July 1, 2010. However, 1
Company believes there will be opportunities totoare to purchase FFELP loan portfolios from cutreRELP participants looking to adjust tt
FFELP businesses. For example, during 2011 and,28&@ompany purchased from various parties FF&U&ent loan assets (including the resi
interest of a FFELP securitization) of $2.8 billiand $3.4 billion, respectively.

Future cash flow from portfolio

The majority of the Company's portfolio of studédns is funded in assbacked securitizations that are structured to smlisily match the maturi
of the funded assets, thereby minimizing liquidisk. In addition, due to (i) the difference betwebe yield the Company receives on the loans
cost of financing within these transactions, afidtiie servicing and administration fees the Conypaarns from these transactions, the Compan
created a portfolio that will generate earnings sigdificant cash flow over the life of these tracigons.

Based on cash flow models developed to reflect gemant's current estimate of, among other facppepayments, defaults, deferment, forbear:
and interest rates, as of December 31, 2011 , ¢inep@ny currently expects future undiscounted clastsffrom its portfolio to be approximate$i.81
billion . The forecasted cash flow includes allfsaurrently funded in asset-backed securitizatiéissof December 31, 201 the Company had $2:
billion of loans included in assé&cked securitizations, which represented 87 peafdts total FFELP student loan portfolio. Thedoasted cash flc
does not include cash flows that the Company egpecteceive related to loans funded through theaBlenent of Education's Conduit Program
other warehouse facilities or loans acquired sulbseto December 31, 2011 . See Part Il, ltenM&rfagement's Discussion and Analysis of Fina
Condition and Results of Operations - Liquidity &alpital Resourcesfor further details related to the estimated futtash flow from the Compan
portfolio.

10




Floor Income

Loans originated prior to April 1, 2006 generallgre interest at the higher of a floating rate bagedhe Special Allowance Payment (or "SA
formula set by the Department and the borrower, kaléch is fixed over a period of time. The SAPrfoda is based on an applicable index plus a
spread that is dependent upon when the loan wgiated, the loan's repayment status, and fundmugess for the loan. The Company gene
finances its student loan portfolio with variabder debt. In low and/or declining interest rateiemmments, when the fixed borrower rate is higlmear
the rate produced by the SAP formula, the Compastytdent loans earn at a fixed rate while the @seon the variable rate debt typically continua
decline. In these interest rate environments, th@@ny may earn additional spread income thafetseo as floor income.

Depending on the type of loan and when it was oatgid, the borrower rate is either fixed to ternisaeset to an annual rate each July 1. As aty
for loans where the borrower rate is fixed to tetine, Company may earn floor income for an extenuiribd of time, which the Company refers t
fixed rate floor income, and for those loans whitie borrower rate is reset annually on July 1,Gleenpany may earn floor income to the next 1
date, which the Company refers to as variableftate income. In accordance with legislation enddte2006, lenders are required to rebate fixee
floor income and variable rate floor income to Bepartment for all new FFELP loans first originatedor after April 1, 2006.

Absent the use of derivative instruments, a riséntarest rates may reduce the amount of floor imeaeceived and this may have an impac
earnings due to interest margin compression cagducreasing financing costs, until such timetasfederally insured loans earn interest at a loke
rate in accordance with their special allowancenpayt formulas. In higher interest rate environmewtsere the interest rate rises above the bort
rate and fixed rate loans effectively become véeiahte loans, the impact of the rate fluctuatisneduced. The Company uses derivative instrur
as part of its overall risk management strateggluting interest rate swaps to hedge a portiomsdfoor income.

A summary of fixed rate floor income earned by @@npany follows (dollars in thousands).

Year ended December 31,

2011 2010
Fixed rate floor income, gross $ 164,70( 151,86
Derivative settlements (a) (20,24¢) (19,619
Fixed rate floor income, net $ 144,45¢ 132,24

() Includes settlement payments on derivatives uséedge student loans earning fixed rate floor ine

The high levels of fixed rate floor income earnedinlg 2011 and 201@re due to historically low interest rates. If nei&t rates remain low, t
Company anticipates continuing to earn significhxed rate floor income in future periods. See Hartitem 7A, “Quantitative and Qualitati
Disclosures about Market Risk - Interest Rate Riglyich provides additional detail on the Companggfplio earning fixed rate floor income and
derivatives used by the Company to hedge thesesloan

Interest Rate Risk Managemel

Because the Company generates a significant poofiits earnings from its student loan spread,ititerest rate sensitivity of the Company's bali
sheet is very important to its operations. The entriand future interest rate environment can andafiect the Company's interest income anc
income. The effects to the Company's results ofaijmns as a result of the changing interest ratér@enments ardéurther outlined in Part Il, Item
"Management's Discussion and Analysis of FinanCiahdition and Results of Operations - Asset Geiwrand Management Operating Segment -
Student Loan Spread Analysis" and Part Il, Iltem "Quantitative and Qualitative Disclosures Aboutrkizt Risk - Interest Rate Risk.”

Competition
Prior to July 1, 2010, two loan delivery programevided federally guaranteed student loans: thelHFB&gram and the Federal Direct Loan Prog
FFEL Program loans were provided by private seatsetitutions and are ultimately guaranteed by thep@tment, except for the risk sha

percentage, as discussed previously. Federal Dir@ah Program loans are provided to borrowers dyrduy the Department on terms similas
student loans historically provided under the FFEQgram.
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As discussed previously, as a result of the Rediation Act of 2010, effective July 1, 2010, than prohibits new loan originations under the F
Program and requires that all new federal loanimaigpons be made through the Federal Direct Loagam. The new law does not alter or affec
terms and conditions of existing FFELP loans.

Intellectual Property

The Company owns numerous trademarks and servicksnfdMarks”) to identify its various products ams@rvices. As of December 31, 201fhe
Company had seven pending andr8@istered Marks. The Company actively assertsgtds to these Marks when it believes infringemmaty exist
The Company believes its Marks have developed antrue to develop strong braméme recognition in the industry and the consurmenketplace
Each of the Marks has, upon registration, an imitefiduration so long as the Company continueséotiie Mark on or in connection with such g¢
or services as the Mark identifies. In order totgco the indefinite duration, the Company makesds to continue registration of the Marks.
Company owns one patent application that has beétished, but has not yet been issued, and hasaakbeely asserted its rights thereunde
situations where the Company believes its claimg bwinfringed upon. The Company owns many copyrigbtected works, including its varic
computer system codes and displays, Web sites,sbaoét other publications, and marketing collateFake Company also has trade secret rigk
many of its processes and strategies and its saftpr@duct designs. The Company's software produetprotected by both registered and corr
law copyrights, as well as strict confidentialitydaownership provisions placed in license agreesyeviich restrict the ability to copy, distribute
improperly disclose the software products. The Camypalso has adopted internal procedures designgebtect the Company's intellectual property.

The Company seeks federal and/or state protecfiontellectual property when deemed appropriate|uiding patent, trademark/service mark,
copyright. The decision whether to seek such ptiateanay depend on the perceived value of the ledglal property, the likelihood of secur
protection, the cost of securing and maintainingt tprotection, and the potential for infringemefhe Company's employees are trained ir
fundamentals of intellectual property, intellectypabperty protection, and infringement issues. Twmpany's employees are also required to
agreements requiring, among other things, confidktyt of trade secrets, assignment of inventioasgd non-solicitation of other employees post-
termination. Consultants, suppliers, and otherrimss partners are also required to sign nondiselasggreements to protect the Company's propri
rights.

Employees

As of December 31, 2011 , the Company had apprdei;n@,400employees. None of the Company's employees argex¥y collective bargainit
agreements. The Company is not involved in any nigtdisputes with any of its employees, and then@any believes that relations with
employees are good.

Available Information

Copies of the Company's annual reports on Form 1Quidrterly reports on Form 10-Q, current reportd=orm 8K, and amendments to such rep
are available on the Company's Web site free ofgehas soon as reasonably practicable after sydrtseare filed with or furnished to the Uni
States Securities and Exchange Commission (the "SH@vestors and other interested parties can actese treports and the Company's p
statements at http://www.nelnet.corihe Company routinely posts important informationinvestors on its Web site. The SEC maintaim$raerne
site (_http://www.sec.goy that contains periodic and other reports suclarasual, quarterly, and current reports on Form#100-Q, and &,
respectively, as well as proxy and informationestagnts regarding the Company and other comparagélghelectronically with the SEC.

The Company has adopted a Code of Conduct thateagpldirectors, officers, and employees, inclgdime Company's principal executive officer
its principal financial and accounting officer, anals posted such Code of Conduct on its Web siteeriments to and waivers granted with respe
the Company's Code of Conduct relating to its etteewofficers and directors which are required éodisclosed pursuant to applicable securities
and stock exchange rules and regulations will &ls@osted on its Web site. The Company's Corpdeaternance Guidelines, Audit Commil
Charter, Compensation Committee Charter, Nominaaimgy Corporate Governance Committee Charter, andRitk and Finance Committee Che
are also posted on its Web site.

Information on the Company's Web site is not inooged by reference into this report and shouldoeotonsidered part of this report.
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ITEM 1A. RISK FACTORS

We operate our business in a highly competitive magilated environment. We are subject to risk&uiting, but not limited to, market, liquidit
credit, regulatory, technology, operational, seguand other business risks such as reputatioraganelated to negative publicity and depende
on key personnel, customers, vendors, and systEmssection highlights specific risks that coufteet us. Although this section attempts to hight
key risk factors, other risks may emerge at anyetemd we cannot predict all risks or estimate tkter¢ to which they may affect our financ
performance. These risk factors should be readmjuaction with the other information included hid report.

Student Loan Portfolio

Our student loan portfolio is subject to certainsiis related to interest rates, our ability to marmathe risks related to interest rates, prepaymeuntg
credit risk, each of which could reduce the expeattash flows and earnings on our portfolio.

Interest rate risl- basis and repricing risk

We are exposed to interest rate risk in the forrbasfis risk and repricing risk because the intawmst characteristics of our student loan assetsot
match the interest rate characteristics of theifugébr those assets.

We fund the majority of our student loan asset$ wite-month or thremonth LIBOR indexed floating rate securities. Irdiidn, the interest rates
some of our debt are set via a “dutch auctionthrough a periodic remarketing. Meanwhile, thieiest earned on our student loan assets is idde
commercial paper and treasury bill rates. The difie interest rate characteristics of our loantasaed our liabilities funding these assets redn
basis risk. We also face repricing risk due totthméng of the interest rate resets on our liakghtiwhich may occur as infrequently as once a guar
contrast to the timing of the interest rate reset®ur assets, which generally occur daily. In elidimg interest rate environment, this may causk
student loan spread to compress, while in a rigiterest rate environment, it may cause the spi@attrease.

As of December 31, 2011 , we had $23.4 billion &0d® billion of FFELP loans indexed to the threenth financial commercial paper rate and
three-month treasury bill rate, respectively, bothwhich reset daily, and $19.6 billion of debt éxe&d to the threeronth LIBOR, which rese
quarterly, and $0.7 billion of debt indexed to tree-month LIBOR, which resets monthly. While these @sdi are all short term in nature with

movements that are highly correlated over a lopgeiod of time, there have been points in recestohy related to the U.S. and European debt
that have caused volatility to be high and coriefato be reduced. There can be no assurancehn@tdices' historically high level of correlatiwuill
not be disrupted in the future due to capital madislocations or other factors not within our contIn such circumstances, our earnings coul
adversely affected, possibly to a material ext&se Part Il, Item 7A, “Quantitative and Qualitatiésclosures About Market Risklnterest Rat
Risk.”

On December 23, 2011, the President signed thedlidated Appropriations Act of 2012 into law. ThA&t includes changes to the FFELP stu
lender payment index from the commercial paper tatthe onemonth LIBOR rate for the Special Allowance Paymealculation on outstandil
FFELP loans held by student loan lenders. As ofdbdser 31, 2011, we had $23.4 billion of loans inclitwe intend to make the election to che
the SAP calculation to the omeenth LIBOR rate. This change mitigates the Com{saayposure to basis risk and will allow the Comptmbette
match borrowing and lending rates. The Companyeatlyy expects the new formula to be developed armdlable for use in the second quarte
2012.

Interest rate risl- loss of floor income

We are exposed to interest rate risk because dhteeest rate characteristics of certain of oudent loan assets and the interest rate charditei
the related funding of those assets.

FFELP loans originated prior to April 1, 2006 geailrearn interest at the higher of a floating taésed on the Special Allowance Payment formu
by the Department and the borrower rate, whiclixidfover a period of time. We generally finance student loan portfolio with variable rate delm
low and/or declining interest rate environmentsewlhe fixed borrower rate is higher than the mteluced by the SAP formula, our student I
earn at a fixed rate while the interest on thealde rate debt typically continues to decline.Hese interest rate environments, we may earn edd
spread income that we refer to as floor income.

Depending on the type of loan and when it was oatgid, the borrower rate is either fixed to ternisaieset to an annual rate each July 1. As aty
for loans where the borrower rate is fixed to tewa,may earn floor income for an extended period of
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time, which we refer to as fixed rate floor incoraad for those loans where the borrower rate istrasnually on July 1, we may earn floor incon
the next reset date, which we refer to as varieddie floor income. In accordance with legislatioraeted in 2006, lenders are required to rebatel
rate floor income and variable rate floor incomehe Department for all new FFELP loans originatadr after April 1, 2006.

For the year ended December 31, 2011 , we earnéd.Billion of fixed rate floor income, net of $20million of settlements paid related
derivatives used to hedge loans earning fixedftate income. Absent the use of derivative instrmtse a rise in interest rates will reduce the arnt
of floor income received and this will have an iropan earnings due to interest margin compressaoised by increased financing costs until such
as the federally insured loans earn interest arabie rate in accordance with their SAP formulashigher interest rate environments, where
interest rate rises above the borrower rate aretlifrate loans effectively convert to variable datns, the impact of the rate fluctuations is resl
See Part Il, Iltem 7A, “Quantitative and Qualitat@esclosures About Market Risk - Interest Rate Risk

Interest rate risl- use of derivatives

We utilize derivative instruments to manage interate sensitivity. Our derivative instruments arended as economic hedges but do not qualil
hedge accounting; consequently, the change invidire, called the “mark-to-marketdf these derivative instruments is included in operating
results. Changes or shifts in the forward yieldveuran and have significantly impacted the valuatibour derivatives. Accordingly, changes or &
in the forward yield curve will impact our finantigosition, results of operations, and cash flows.

Developing an effective strategy for dealing wittovaments in interest rates is complex, and noegyatan completely insulate us from ri
associated with such fluctuations. Although weéediour derivative instruments are highly effectivecause many of our derivatives are not ba
guaranteed to a particular pool of student loarsare subject to prepayment risk that could résueing under or over hedged, which could resi
material losses. In addition, our interest ratk nenagement activities could expose us to subatanark-tomarket losses if interest rates move
materially different way than was expected basetherenvironment when the derivatives were entared As a result, we cannot offer any assur.
that our economic hedging activities will effeclivananage our interest rate sensitivity or have diesired beneficial impact on our results
operations or financial condition.

By using derivative instruments, we are exposeztédit and market risk.

We attempt to manage credit and market risks astgutivith interest rates by establishing and manigolimits as to the types and degree of risk
may be undertaken and by entering into transactiitls high-quality counterparties that are reviewed periodiichly our risk committee. As
December 31, 2011 all of our derivative counterparties had invegiingrade credit ratings. We also have a policyeafuiring that all derivativ
contracts be governed by an International Swapdemivatives Association, Inc. Master Agreement.

When the fair value of a derivative contract isifhes (an asset on our balance sheet), this gdgeralicates that the counterparty owes us il
derivative was settled. If the counterparty failperform, credit risk with such counterparty isialgto the extent of the fair value gain in theikive
less any collateral held by us. If we were unabledllect from a counterparty, we would have a legsal to the amount the derivative is recorde

the consolidated balance sheet. As of Decembe2(l,, the fair value of our derivatives, which had aifiee fair value in our favor (an asset on
balance sheet), was $92.2 million , of which $8@ibion related to the fair value of our cross-@rrey interest rate swaps. As of December 31, 2011
our trustee held $73.4 million of collateral frohetcounterparty on the cross-currency interestswsms.

When the fair value of a derivative instrument égative (a liability on our balance sheet), we wonlve the counterparty if the derivative was sd
and, therefore, have no immediate credit riskhéf negative fair value of derivatives with a cauparty exceeds a specified threshold, we may ta
make a collateral deposit with the counterpartye Threshold at which we may be required to podatehl is dependent upon our unsecured ¢
rating. Based on our current unsecured credihgati(Standard and Poor: BBBEstable outlook) and Moody's: Bal (stable outlypokye haw
substantially collateralized our corporate derwatiability position with our counterparties. Agch, further downgrades would not result in addi
collateral requirements of a material nature. Idiah, no counterparty has the right to terminigsecontracts in the event of further downgra
However, some long dated derivative contracts maweial optional termination provisions that carelzercised in 2016 and 2021. As@écember 3:
2011 , the fair value of derivatives with earlyntémation provisions was a negative $0.1 millionighility on our balance sheet).

Interest rate movements have an impact on the anufwollateral we are required to deposit with derivative instrument counterparties. Base
the interest rate swaps outstanding as of DeceBihet011 (for both the floor income and hybrid debt
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hedges), if the forward interest rate curve waslmsss point lower for the remaining duration cégh derivatives, we would have been required tt
$0.7 million in additional collateral. In additioif, the forward basis curve between 1-month aned@yh LIBOR experienced a one basis f
reduction in spread for the remaining duration of :3 Basis Swap derivatives (in which we pay Inthd_IBOR and receive &onth LIBOR), wi
would have been required to post $5.1 million idiidnal collateral.

With our current derivative portfolio, we do notreently anticipate any movement in interest rataging a material impact on our capital or liquir
profile, nor expect that any movement in intereges would have a material impact on our abilityrteet potential collateral deposits with
counterparties. Due to the existing low interegt environment, our exposure to downward movemienisterest rates on our interest rate swa
limited. In addition, the historical high corretat between 1-month andrBenth LIBOR and the limited notional amount of B&sis Swap derivativ
outstanding limits our exposure to interest ratez@meents on these derivatives.

However, if interest rates move materially and niegdy impact the fair value of our derivative potto or if we enter into additional derivatives
which the fair value of such derivatives becomeatieg, we could be required to deposit a significamount of collateral with our derivati
instrument counterparties. The collateral depositgnificant, could negatively impact our liqutigd and capital resources. As of December 31, 2011
the fair value of our derivatives, which had a riegafair value (a liability on our balance sheeips $43.8 million and we had $34.0 milliposted a
collateral to derivative counterparties.

The Company's cross-currency interest rate swapsleivatives entered into as a result of certagetbacked security financings. These derival
are entered into at the trust level with the corpagy. Trust related derivatives do not contaiedir contingent features related to the Companthe
trust's credit ratings. As such, there are no tenid requirements and as a result the impact ahgés to foreign currency rates has no impact €
amount of collateral the Company would be requitedeposit with the counterparty on these deristiv

Prepayment ris|

Higher rates of prepayments of student loans, dioty consolidation by the Department through thddral Direct Loan Program, would reduce
interest income.

Pursuant to the Higher Education Act, borrowers mi@pay loans made under the FFEL Program at argywiithout penalty. Prepayments may re
from consolidation of student loans by the Departhzes part of the Federal Direct Loan Program, tiistorically tends to occur more frequentl
low interest rate environments, from borrower défauvhich will result in the receipt of a guarantayment, and from voluntary full or par
prepayments, among other things.

On October 25, 2011, the White House and the Deyantt announced a shdetrm consolidation initiative to eligible studenah borrowers beginnii
in January 2012 and ending June 30, 2012. Thereeat's initiative will allow student loan borrovgewith at least one FFELP loan and at leas
federal student loan owned by the Department tovextrthe FFELP loans to the Federal Direct LoargRom, at which time all of the converted loi
as well as the borrower's existing Direct Loansulde considered a Special Direct ConsolidatioarLd_ess than $2.9 billion of our $24.3 bill
FFELP portfolio is eligible for this initiative. Bad on borrower responses to date, the Companyraaesxpect its portfolio of FFELP loans to
significantly impacted by this initiative. Howevef,this shortterm initiative is deemed to be beneficial to thepBrtment, it could be extended ¢
similar consolidation program could be initiatedttobould further increase prepayments and redueeeist income.

The rate of prepayments of student loans may teen€ed by a variety of economic, social, politiGaid other factors affecting borrowers, incluc
interest rates, federal budgetary pressures, andvilability of alternative financing. Our prafitould be adversely affected by higher prepayry
which reduce the balance of loans outstanding thedefore, the amount of interest income we receive

Credit risk

Future losses due to defaults on loans held byprgans sold to unaffiliated third parties whicle are obligated to repurchase in the event of i
delinquencies, present credit risk which could askiy affect our earnings.

Over 99 percentf our student loan portfolio is federally guarateThe allowance for loan losses from the fedgiaBured loan portfolio is based
periodic evaluations of our loan portfolios considg loans in repayment versus those in nonpayiatws, delinquency status, trends in defaults &
portfolio based on Company and industry data, paperience, trends in student loan claims rejefiieghayment by guarantors, changes to fel
student loan programs, current economic conditiand, other relevant factors. The federal governmenently guarantees 97 percent of the prini
and interest on federally insured student
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loans disbursed on and after July 1, 2006 (and &¥8emt for those loans disbursed prior to JulydQ&}, which limits our loss exposure on
outstanding balance of our federally insured ptidf&tudent loans disbursed prior to October B3l8re fully insured for both principal and intdres

Our nonfederally insured loans are unsecured, with neghgovernment nor a private insurance guarantegorflingly, we bear the full risk of loss
these loans if the borrower and co-borrower, iflimpple, default. In determining the adequacy & #llowance for loan losses on the riederally
insured loans, we consider several factors, inofgidoans in repayment versus those in a nonpastetgs, delinquency status, type of program, ti
in defaults in the portfolio based on Company amtlstry data, past experience, current economiditons, and other relevant factors. We pla
nonfederally insured loan on nonaccrual status whenctilection of principal and interest is 30 daystpdue and charge off the loan when
collection of principal and interest is 120 daystpdue.

The evaluation of the allowance for loan losseésligrently subjective, as it requires materialreates that may be subject to significant changet
December 31, 2011 , our allowance for loan lossas $48.5 million . During the year ended Decemiier2B11, we recognized a provision for Ic
losses of $21.3 million The provision for loan losses reflects the attifor the applicable period and provides an alloee at a level th
management believes is adequate to cover probadsded inherent in the loan portfolio. However, fatdefaults can be higher than anticipated dut
variety of factors such as downturns in the econoragulatory or operational changes, and otherreséen future trends. If actual performanc
worse than estimated, it would materially affect estimate of the allowance for loan losses andeleted provision for loan losses in our staters
of income.

We have participated interests in nfederally insured loans to unaffiliated third pesti Loans participated under these agreements i
accounted for as loan sales. Accordingly, the gigdtion interests sold are not included on oursotidated balance sheet. Under the terms ¢
servicing agreements, our servicing operationsohtigated to repurchase loans subject to the fyaation interests when such loans become 60
days delinquent. As of December 31, 2011 , we heabarve related to this obligation of $19.2 milliacluded in other liabilities on the consolide
balance sheet. The evaluation of the reserve tetat¢hese participated loans is inherently subjects it requires estimates that may be subg
changes. If actual performance is worse than el would negatively affect our results of cgténs.

Liquidity and Funding

We fund student loans in FFELP warehouse facilitiesd a Department conduit program. The current maities of these facilities do not mat
the maturity of the related funded assets. Therefpwe will need to modify and/or find alternativerfding related to the student loan collateral
these facilities prior to their expiration. If weannot find any funding alternatives, we would losair collateral, including the student loan ass:
and cash advances, related to these facilities.

The majority of our portfolio of student loans imfled with assetacked securitizations that are structured to anbisily match the maturity of tl
funded assets and there are minimal liquidity isgedated to these facilities. We also have stuttearts funded in FFELP warehouse facilities a
Department conduit program. The current maturibiethese facilities do not match the maturity o tielated funded assets. Therefore, we will ne
modify and/or find alternative funding related ke tstudent loan collateral in these facilities ptmtheir expiration.

We maintain three FFELP warehouse facilities acmilgsd in Part Il, Item 7, "Management's Discusséod Analysis of Financial Condition &
Results of Operations - Liquidity and Capital Reses." These facilities have revolving financingistures supported by 3@tay liquidity provisions
which expire in 2012 and 2013. In the event weusr&ble to renew the liquidity provisions, the faigk would become a term facility at a steppgd-
cost, with no additional student loans being elgifor financing, and we would be required to refioe the existing loans in the facilities by tHgial
maturity dates in 2014 and 2015. The warehousétfesiprovide for formula based advance rates ddpgy on FFELP loan type. The advance 1
may increase or decrease based on market condifidves FFELP warehouse facilities also contain faiancovenants relating to levels of
consolidated net worth, ratio of adjusted EBITDActoporate debt interest, and unencumbered cashviétation of these covenants could result
requirement for the immediate repayment of anytantiing borrowings under the facilities. As of Dexeer 31, 2011, $824.4 million was outstant
under the warehouse facilities and $58.5 milliors\wevanced as equity support.

In May 2009, the Department implemented a progradeuwhich it finances eligible FFELP Stafford @dJS loans in a conduit vehicle establis
to provide funding for student lenders (the “Condiogram”).Funding for the Conduit Program is provided by ¢hpital markets at a cost basec
market rates, in which we were advanced 97 pergktite student loan face amount. Excess amouniede® fund the remaining 3 percent of
student loan balances were contributed by us. Téweddt Program expires on May 8, 2014. The Studemin Short-Term Notes $tudent Loa
Note¢") issued by the Conduit Program are supported
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by a combination of (i) notes backed by FFELP lodiisa liquidity agreement with the Federal Fisarg Bank, and (iii) a put agreement provide«
the Department. If the conduit does not have gefiicfunds to pay all Student Loan Notes, thenehBtident Loan Notes will be repaid with fu
from the Federal Financing Bank. The Federal FimgnBank will hold the notes for a short periodtioie and, if at the end of that time, the Stu
Loan Notes still cannot be paid off, the underlyifigELP loans that serve as collateral to the Cdrirlaigram will be sold to the Department throu
put agreement at a price of 97 percent of the &mceunt of the loans. As of December 31, 2011, BRi8n was outstanding under this facility and
had $84.7 million of operating cash advanced irfélodity.

If we are unable to obtain cosffective funding alternatives for the loans in tREELP warehouse facilities or the Conduit Programor to the
facilities' maturities, our cost of funds could riease, adversely affecting our results of operatitfrwe cannot find any funding alternatives, weuld
lose our collateral, including the student loaregsand cash advances, related to these facilities.

We are exposed to mark-to-formula collateral suppask on our FFELP warehouse facilities.

Our warehouse facilities for FFELP loans providenfola based advance rates based on current mamkditions, which require equity support tc
posted to the facilities. As of December 31, 2(838.5 million was advanced as equity support utigese facilities. Should a significant change i
valuation of loans result in additional requireduigg funding support for the warehouse facilitiegater than what we can provide, the wareh
facilities could be subject to an event of defaeHulting in termination of the facilities and atceleration of the repayment provisions. If we ad
find any funding alternatives, we would lose oullateral, including the student loan assets anth ealvances, related to these facilities. A defan
the FFELP warehouse facilities would result in aerg¢ of default on our new $250.0 million unsecute of credit that would result in t
outstanding balance on the line of credit beconmimyediately due and payable.

Operations

Risks associated with our operations, as furthgrutised below, include those related to our infdomaechnology systems and security and pri
breaches, our ability to manage performance relaedgulatory requirements, and the importanceaihtaining scale by retaining existing custor
and attracting new business opportunities.

A failure in or breach of our operational or inforration systems or infrastructure, or those of ouritti-party vendors and other service provide
including as a result of cyber attacks, could diguour businesses, result in the disclosure or misuof confidential or proprietary informatiol
damage our reputation, increase our costs, and calesses.

As a loan servicer, hosted loan servicing softwamvider, and payment processor for the federabguwent, financial institutions, and the educe
industry that serves millions of customers throtigé Internet and other distribution channels acthesU.S., we depend on our ability to proc
secure, record, and monitor a large number of custdaransactions and confidential information aroatinuous basis.

Information security risks have significantly inased in recent years in part because of the pratife of new technologies, the use of the Inteame
telecommunications technologies to support and gg®@ustomer transactions, and the increased Sopti® and activities of organized crir
hackers, terrorists, activists, and other extepeities. Our operations rely on the secure proegsdransmission, and storage of confide
information in our computer systems and networksgt @sset Generation and Management, Student LodrnGararanty Servicing, Tuition Paym
Processing and Campus Commerce, and Enrollmenessing business segments rely on our digital tdobies, computer and email syste
software, and networks to conduct their operatitmaddition, to access our products and servim@scustomers may use personal smartphones,
PC's, and other mobile devices that are beyondanirol systems. Although we believe we have roinfsrmation security procedures and cont
our technologies, systems, networks, and our custgndevices may become the target of cyber attacksformation security breaches that cc
result in the unauthorized release, gathering, tadng, misuse, loss, or destruction of Companycwstomer confidential, proprietary, and o
information, or otherwise disrupt the Company'soar customers' business operations. A cyber atadkformation security breach of this nai
could significantly affect our ability to retainrategic business customers which could lead teceasad costs to retain customers or a materialok
future revenue.

Third parties with which we do business or thatliiate our business activities, including finarldistermediaries, data centers, data storage lots

collection services, distribution centers, or otlendors that provide services or security soldtiéor our operations, could also be source
operational and information security risk to ugluding from breakdowns or failures of their owrsms or capacity constraints.
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Although to date we have not experienced a matkrgal relating to cyber attacks or other informatecurity breaches, there can be no assurant
we will not suffer such losses in the future omarent threat remains undetected at this time.r8lrand exposure to these matters remains heigt
because of, among other things, the evolving natfirtnese threats, the size and scale of our segvicontracts and our contract with the fed
government.

As a result, cyber security and the continued dgrakbnt and enhancement of our training, contrafscgsses, and practices designed to protec
monitor our systems, computers, software, data,netorks from attack, damage, or unauthorizedsscoemain a priority for the Company and ¢
of our business segments. Additionally, we maintaghnology and telecommunication, professionalises, media, network security, privacy, injt
and liability insurance coverage to offset cost thay be incurred as a result of a cyber attagkformation security breach.

As cyber threats continue to evolve, we may beirequo expend significant additional resourcexaatinue to modify or enhance our protec
measures or to investigate and remediate any irdftiom security vulnerabilities.

Additionally, we must continually and costfectively maintain and improve our informationche&ology systems and infrastructure in orde
successfully deliver competitive products and ssErvito our customers. The widespread adoptioneof technologies and market demands c
require substantial expenditures to enhance systeastructure and existing products and servidésve fail to enhance and scale our systems
operational infrastructure or products and serviees operating segments may lose their competitisieantage and this could adversely a
financial and operating results.

We also face the risk of business disruption itesysoutages occur as a result of changes in inficiste, introduction of new software or softw
enhancements, relocation of infrastructure, owfailto perform required services, which could haveaterial impact upon our reputation and
ability to retain customers. Although we have basscontinuity management plans, a major physisakter or other calamity that causes signifi
damage to or the loss of our information systembusiness operations for a sustained period of towd adversely affect our business, cash fl
and ability to retain customers.

We must satisfy certain requirements necessary tntain the federal guarantees of our federally imged loans, and we may incur penalties or I
our guarantees if we fail to meet these requirement

We must meet various requirements in order to raainthe federal guaranty on our federally insureahk. The federal guaranty on our fede
insured loans is conditional based on our compéanith origination, servicing, and collection padis set by the Department and guaranty agel
Federally insured loans that are not originatesgbulised, or serviced in accordance with the Departsrand guaranty agency regulations may
partial or complete loss of the guaranty. If weenignce a high rate of servicing deficiencies (idahg any deficiencies resulting from the conven
of loans from one servicing platform to anotheroes in the loan origination process, establishm@nthe borrower's repayment status, and
diligence or claim filing processes), it could ri¢so the loan guarantee being revoked or deniednbst cases we have the opportunity to cure
deficiencies by following a prescribed cure procegsch usually involves obtaining the borrower'sffemation of the debt. The lender becol
ineligible for special allowance interest benefiitan the time of the first error leading to thero@jection through the date that the loan is cured

We are allowed three years from the date of tha tegection to cure most loan rejections. If a cceienot be achieved during this three year pe
insurance is permanently revoked, although we ramrdur right to collect the loan proceeds from liberower.

A guaranty agency may also assess an interesttpemaln claim payment if the error(s) does not lteigua loan rejection. These interest penaltie
not subject to cure provisions and are typicallgtesl to isolated instances of due diligence defficies.

Failure to comply with federal and guarantor regalss may result in loss of insurance or assessrotiimiterest penalties at the time of cli
reimbursement by us. A future increase in eithanlolaim rejections and/or interest penalties cteicome material to our operations.

As of December 31, 2011 , the Company serviced1$@lion of FFELP loans that maintained a fedegahrantee, of which $22.7 billion ag.4
billion were owned by the Company and third-paritees, respectively.
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Our largest feebased customer, the Department of Education, allesaFederal Direct Loan Program servicing volumedeal on our and ot
competitors' performance metrics. Failure to be reed above our competitors will lead to lower loaolwme allocations and could lower our abili
to renew the Department contract in 2014 and retdiosted servicing software clients who also senkegleral Direct Loan Program loans.

In June 2009, we were one of four private sectonmamnies awarded a student loan servicing contnadché Department of Education to prov
additional servicing capacity for loans owned bg tepartment. These loans include Federal DireenlLiBrogram loans originated directly by
Department and FFEL Program loans purchased bpépartment. The contract spans five years (thralugte 2011), with one fivgear renewal i
the option of the Department. In September 2008,Dkpartment began assigning purchased FFELP toaile four servicers. Beginning with
second year of servicing in June 2010, the Depantinegan allocating new loan volume originated urtde Federal Direct Loan Program amonc
four servicers based on five equally weighted permnce metrics.

« Three metrics measure the satisfaction among sepeawatomer groups, including borrowers, finanaidl personnel at postsecondary scr
participating in the federal student loan programd Federal Student Aid and other federal agencsopeel or contractors who work with
servicers.

« Two performance metrics measure the success ofildgfeevention efforts as reflected by the percgetaf borrowers and percentage
dollars in each servicer's portfolio that go inefalilt.

Based on the first and second years of surveyteeghe Company was ranked fourth out of the faiwgpe sector companies and has been allo
16% of new loan volume originated by the Departnfesrn the period from August 15, 2010 through Augls, 2012 (the second and third yeat
the servicing contract).

The Department projects it will originate new lodos 4.1 million borrowers in total during the third year of thismwtract (August 15, 2011 throu
August 14, 2012), which is currently being allochte the four servicers. As of December 31, 20the ,Company was servicing $46.1 billiohloans
for 3.0 million borrowers under this contract. Dhgi2011 , the Company earned $51.0 million in reeeumnder this contract.

Additionally, the Company offers a hosted servicgugtware solution that can be used by thgedty clients to service various types of studeank
including Federal Direct Loan Program and FFEL Paogloans. As of December 31, 2011, 9.6 millionrbaers were hosted on the Compa
hosted servicing software solution platforms.

Upon the expiration of the Department of Educationtract, any renewal to provide loan servicingh® Department could be subject to a bid
process in which we may not be successful. Notioioig. a renewal of a loan servicing contract uptmeixpiration would result in a significi
reduction in revenue and we would have to makeifsignt changes to our operations, which may resuthe recording of special charges, suc
workforce reduction costs, charges relating to obdating excess facilities, and impairments ofeassAdditionally, not obtaining a renewal of
Department loan servicing contract could put & tie long-term viability of the hosted servicimaftsvare solution agreements.

Management believes it is important to provide etiomal customer service at a reasonable pricederdo increase the Company's servicing voli
renew the Department contract, and grow the hastedcing software business; therefore, the Compeasyfocused and will continue to focus hes
on customer service-related projects, efficien@esurity, and technology development to improsealiocation in future years of the contract.

Regulatory and Legal

Federal and state regulations can restrict our bosss, and nhoncompliance with these regulations abrésult in penalties, litigation, and
reputation damage.

Our operating segments and commercial customerseaély regulated by federal and state governmeguilatory agencies. The laws and regula
enforced by these agencies are proposed or entxfewtect consumers and the financial industryaashole, not necessarily the Company,
operating segments, or our stockholders. Conselyyuehese laws and regulations can significanttgrathe business environment, limit busir
operations, increase costs of doing business, aund tead to fines or penalties if we were foundbéoout of compliance.

On July 21, 2010, President Obama signed into kevDodd-Frank Wall Street Reform and Consumer Etiote Act (the “Dodd-Frank Act”)The
Dodd+rank Act represents a comprehensive overhaul effittancial services industry within the United t8& and establishes the new fec
Consumer Financial Protection Bureau (the “CFPBRe CFPB, an independent agency within
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the Federal Reserve, will regulate consumer fir@rmioducts, including education loans, and otihearfcial services offered primarily for perso
family, or household purposes, and the CFPB andrdéderal agencies, including the SEC and the Cadlityn Futures Trading Commission (
“CFTC"), are required to undertake various assessmentaardaking to implement the law. Significant powpestaining to the CFPB became ac
with the recess appointment of Richard Cordroy asdior on January 4, 2012. The majority of thevisions in the Dodd=rank Act are aimed
financial institutions. However, there are compdseof the law that will have an impact on us, imihg new requirements for derivatives

securitizations as discussed below, corporate gavee and executive compensation provisions fotip@ompanies, and provisions which n
impact us as we work with financial institutionglasredit rating agencies.

The Dodd-Frank Act provides the CFTC and the SEtD siibstantial new authority to regulate over¢benter derivatives transactions, and inch
provisions that require derivatives transactionsbéo executed through an exchange or centrally exdeaunless an exemption applies base
regulations to be developed by the CFTC and the.SH@ CFTC and the SEC have initiated rulemakingcesses with respect to derivati
Although we cannot predict the ultimate outcomethase processes, new regulations in this area pmytrin increased costs and cash colle
margin requirements for the types of derivativesuse to hedge or otherwise manage our financi rislated to volatility in interest rates and fgn
currency exchange rates.

There are also provisions in the DoBdank Act that will affect future student loan golip securitization financing transactions whiasult in thi
issuance of assélcked securities. The SEC and federal bankingcéggiare directed to adopt regulations requirisgess of asset backed secur
or persons who organize and initiate asmetked securities transactions to retain a pomiothe underlying assets' credit risk, new disatesant
reporting requirements for each tranche of assetdshsecurities, including new lodevel data requirements, and new disclosure reopgngs relatin
to the representations, warranties, and enforcemenhanisms available to investors in asseked securities. The SEC has issued proposedutes
governing asset-backed securities. Although we @apredict the ultimate outcome of this rulemakitige DoddFrank Act provisions and ne
regulations in this area are expected to affectténes of future student loan securitization tratisas that we facilitate and result in greatek
retention and less flexibility for structuring sutthnsactions.

At this time, it is difficult to predict the extemd which the Dodd-rank Act or the resulting regulations will impamir business and operations.
rules and regulations are promulgated by the fédgmencies responsible for implementing and enfigr¢he provisions in the Doderank Act, we wil
need to apply adequate resources to ensure thateni@ compliance with all applicable provision@ngpliance with these new laws and regulat
may result in additional costs and may otherwiseeegkly impact our results of operations, financ@idition, or liquidity.

Certain provisions in new regulations issued byDepartment under the Higher Education Act thatbee effective July 1, 2011 could have an im
on our Enrollment Services operating segment imeotion with services it provides to fprefit schools. The Higher Education Act providbkat, tc
be eligible to participate in federal student fioi@haid programs (Title IV funds), educationaltingions, including forprofit schools, must enter int
program participation agreement with the Departm&he agreement includes a number of conditionk witich an institution must comply to
granted initial and continuing eligibility tparticipate. Among those conditions is a prohilpitmn institutions providing any commission, bonoe
other incentive payment to any individual or entdygygaged in recruiting or admission activities,dohen their success in securing enrollm
Previous regulations included a number of actisjtier “safe harbors,that did not constitute prohibited incentive comgetion. One of those si
harbors permitted an institution to provide inceatcompensation for internbsed recruitment and admission activities. Thealtepent's newl
issued regulations repeal all existing safe harbegsrding incentive compensation in recruitinguigsh exempting “click’®eased payments to th
parties who provide internet generated studentambribformation. The new regulations also creaibility for misrepresentation in advertiseme
offers, and communications presented to prospestivéents, with associated penalties for noncompéiavith these standards.

In addition, these new regulations impose strability on educational institutions for misrepretgions made by entities, like us, who contrach
the institutions to provide marketing services.aA®sult, our school customers have demanded mtichited circumstances, we have acquiesced
subject to increased limitations of liability inrotontracts and, in some cases, to indemnify ostocoers for actions by our third-party publishers.

The Department also recently issued new regulatiorder Title IV of the Higher Education Act providi that forprofit schools are eligible
participate in Title IV student financial aid pregns only with respect to educational programs kisadl to “gainful employmentin a recognize
occupation. These regulations, most of which becefieetive July 1, 2011, require fprofit schools to provide prospective students wich eligibl
program's recognized occupations, cost, complatd®, job placement rate, and median loan debhade that have completed the program,
provide that Title IV funds may not be availablestadents enrolled in educational programs offérebr-profit schools if those programs do not n
certain debt-to-income ratios and loan repaymertioseto be measured beginning July 1, 2012.

20




Significantly all interactive marketing revenue (et makes up approximately 80 percafttotal revenue included in the Enroliment Sers
operating segment) is generated fromgaofit schools. The regulations discussed above soéject us to greater risk of liability and magriease ot
cost of compliance with these regulations or limitr ability to serve foprofit schools. In addition, these regulations doukgatively impa
enrollment at for-profit schools, which could adsely affect interactive marketing revenue.

Effective July 1, 2010, the Reconciliation Act 0020 prohibits new loan originations under the FFEProgram and requires that all new fedel
loan originations be made through the Federal Ditecoan Program. As a result of this legislation, terest income on our existing FFELP lo¢
portfolio, as well as fe-based revenue from guarantee and thipdrty FFELP servicing and FFELP loan servicing softare licensing an
consulting fees will decline over time as our andrahird-party lender clients' FFELP loan portfolis are paid down.

On March 30, 2010, President Obama signed intotfeasReconciliation Act of 2010. Effective July 11D, this law prohibits new loan originatic
under the FFEL Program and requires that all nelerfd loan originations be made through the FedBirgict Loan Program. The new law does
alter or affect the terms and conditions of exgfELP loans.

As a result of the Reconciliation Act of 2010, weelanger originate new FFELP loans. As such, subsegto 2010, we will no longer recognize a
from originating and subsequently selling FFELPh®#o the Department under the Department's LoachBse Commitment Program (theurchas
Program”). During 2010 and 2009, we recognizedtpregains of $33.8 million and $36.6 million, respeely, from selling $2.1 billion of FFEL
loans to the Department during each of these yeader the Purchase Program.

In addition, as a result of the Reconciliation AEt2010, interest income on our existing FFELP Ipamtfolio, as well as febased revenue frc
guarantee and thirgarty FFELP servicing and FFELP loan servicingwafe licensing and consulting fees related to thELFProgram, will declin
over time as our and our third-party lender clieRESELP loan portfolios are paid down. During tleass ended December 31, 2011 , 2010 2804
we recognized approximately $367 million , $377 limil , and $247 million, respectively, of interest income on our FFELPnIgzortfolio,
approximately $91 million , $101 million , and $160llion , respectively, in guarantee and thirdtpdFELP servicing revenue, and approximatly
million , $8 million , and $7 million , respectiwelin FFELP loan servicing software licensing andsulting fees related to the FFEL Program.

If the Company is unable to grow or develop newergie streams, the Company's consolidated revertlepm@rating margin will decrease as a r¢
of the decline in FFELP loan volume outstanding.

Proposed changes to the FFEL Program could haveegative effect on our earnings and operatiol

On February 13, 2012, President Obama releasedpoged budget of the U.S. federal government ferfiscal year 2013. The budget cont
certain proposals that would impact the FFEL Pnograncluding proposals that impact FFELP studeminldolders and guaranty agencies.
President's proposals are subject to review by @ssgand possible changes. We cannot currenttiigornehether the current proposals to chang
FFEL Program will ultimately be enacted, but if Blahanges are enacted, they could have a sigrificbrerse impact on the amount of our revenue.

Exposure related to certain tax issues could de@eaur net income

We are subject to federal and state income tax Ewdsregulations. Income tax regulations are offiemplex and require interpretation. The ne¢
standards and the sourcing of receipts from intdagiersonal property and services have been thiectwf state audits and litigation with stateing
authorities and tax policy debates by various degeslatures. As the U.S. Congress and U.S. Supi@ourt have not provided clear guidance in
regard, conflicting state laws and court decisiorgate tremendous uncertainty and expense foryaxpaonducting interstate commerce. Chang
income tax regulations could negatively impact m@aults of operations. If states enact legislatater apportionment methodologies, or aggress
apply the income tax nexus standards, we may besoirject to additional state taxes.

From time to time, we engage in transactions inciwhihe tax consequences may be subject to undgrt&ixamples of such transactions include ¢
and business acquisitions and dispositions, fimgntiansactions, apportionment, nexus standards,iremome recognition. Significant judgmen
required in assessing and estimating the tax coesegs of these transactions. We prepare andafileeturns based on the interpretation of tax
and regulations. In the normal course of businesstax returns are subject to examination by wari@xing authorities. Such examinations may r
in future tax and interest assessments by thesegtaathorities. In accordance with authoritative@unting guidance, we establish reserves fc
contingencies related
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to deductions and credits that we may be unabdeistain. Differences between the reserves for datigencies and the amounts ultimately ower
recorded in the period they become known. Adjustsnour reserves could have a material effeaworfinancial statements.

The costs and effects of litigation, investigatiorns similar matters, or adverse facts and devel@nts related thereto, could materially affect ¢
financial position, results of operations, and caslows.

We may be involved from time to time in a variefyl@vsuits, investigations, or similar matters gagsout of our business operations. Our insur
may not cover all claims that may be asserted agais, and any claims asserted against us, regardfemerit or eventual outcome, may harm
reputation. If the ultimate judgments or settlerseint any litigation or investigation significantBxceed our insurance coverage, they could h
material adverse effect on our financial positi@sults of operations, and cash flows for any paldr period.

Principal Shareholder and Related Party Transactioss.

Our Chairman and Chief Executive Officer beneficiglowns 67.9 percent of the voting rights of ouragieholders and has day to day control over
all matters at our Company.

Michael S. Dunlap, our Chairman, Chief Executivdicaf, and a principal shareholder, beneficiallynew67.9 percentf the voting rights of ot
shareholders. In addition, Mr. Dunlap, Stephen @tdfield, our Vice Chairman, and Angela L. Mublen, Mr. Dunlap's sister, beneficially own st
that in the aggregate has 83.4 peradrihe voting rights of our shareholders. Accordjngach member of the Board of Directors and eaember c
management has been elected or effectively apgbbyteMr. Dunlap and can be removed by Mr. Dunlap.aresult, Mr. Dunlap, as Chairman, C
Executive Officer, and controlling shareholder, day to day control over all matters at our Compangl has the ability to take actions that be
him and Ms. Muhleisen but may not benefit otherariy shareholders, and may otherwise exercisedngrol in a manner with which other minoi
shareholders may not agree or which they may nudider to be in their best interests.

We have entered into contractual arrangements witlmion Bank & Trust Company (“Union Bank”).Union Bank is controlled by Farmers .
Merchants Investment Inc. “F&M”) which owns 81.4 percent of Union Bank's comwn stock and 15.4 percent of Union Bank's namting
preferred stock. Michael S. Dunlap, a significanhareholder of us as well as our Chief Executive @#r, Chairman, and a member of our Boa
of Directors, along with his spouse, owns or corlg@ total of 40.3 percerf the stock of F&M, while Mr. Dunlap's sister, Angla L. Muhleisen
owns or controls 38.6 percef F&M stock. The transactions with Union Bank presit conflicts of interest and pose risks to our saholders tha
the terms may not be as favorable to us as we coetetive from unrelated third parties.

Union Bank is controlled by F&M which owns 81.4 pent of Union Bank's common stock and 15.4 peroéidnion Bank's norvoting preferre
stock. Michael S. Dunlap, a significant sharehqgldsrwell as our Chief Executive Officer, Chairmangd a member of our Board of Directors, owr
controls 22.1 percerdf the stock of F&M, while Mr. Dunlap's spouse owts.1 percent of the stock of F&M, and Mr. Dunlagister, Angela |
Mubhleisen, owns or controls 38.6 percent of F&McktoMr. Dunlap serves as a Director and Rresident of F&M. Ms. Muhleisen serves as Dire
and CoPresident of F&M and as a Director, Chairpersorsiéient, and Chief Executive Officer of Union Batknion Bank is deemed to he
beneficial ownership of various shares of Nelnetase it serves in a capacity of trustee and hks\siing and/or investment power. As
December 31, 2011 , Union Bank was deemed to bzakdfiown 12.2 percent of the voting rights of amammon stock. As of December 31, 2Q11
Mr. Dunlap and Ms. Muhleisen beneficially owned%@ercent and 13.5 percent , respectively, of iy rights of our outstanding common stock.

We have entered into certain contractual arrang&mweith Union Bank. These transactions include:

* Loan purchases - During 2011 , we purchased ®llibn (par value) of FFELP student loans from Union Bax&.premiums were paid 1
these loan purchases.

* Loan servicing - As of December 31, 2011 , wevised $496.3 millionof loans for Union Bank. Servicing revenue earngdu from thi:
portfolio was $1.9 million for the year ended Det®m31, 2011 .

¢ Funding -We maintain an agreement with Union Bank, as teufbe various grantor trusts, under which Union Baas agreed to purchi
from us participation interests in student loahe (fFFELP Participation AgreementWe use this facility as a source to fund FFELP ety
loans. As of December 31, 2011 , $509.2 millafrioans were subject to outstanding participatiterests held by Union Bank, as trus
under this agreement. The agreement automaticafigws annually and is terminable by either partynufive business days notice. T
agreement provides beneficiaries
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of Union Bank's grantor trusts with access to itmests in interests in student loans, while prawgdiquidity to us on a short term basis.
can participate loans to Union Bank to the extdravailability under the grantor trusts, up to $#80lion or an amount in excess of $
million if mutually agreed to by both parties. Lagparticipated under this agreement have been atambior by us as loan sales. Accordin
the participation interests sold are not includaaor consolidated balance sheet.

We have from time to time repurchased certain ofawn assebacked securities (bonds and notes payable). Fmuating purposes, the
notes have been effectively retired and are ndudted on our consolidated balance sheet. Howelesgetsecurities are legally outstandir
the trust level and we could sell these notesitd tparties or redeem the notes at par as casénisrgted by the trust estate. During 201(
participated a portion of these securities to UrBamk, as trustee for various grantor trusts, drtdined cash proceeds equal to the par
of the notes. We entered into a Guaranteed Purchgssement with Union Bank whereby we must purchagse notes back from Uni
Bank at par upon the request of Union Bank. As ef@&nber 31, 2010, $107.1 million of these secsritiere outstanding and subject to
participation agreement and were included in “baoatis notes payablesn our consolidated balance sheet. During the dusirter of 2011, w
redeemed all outstanding notes under this participa

Operating cash The majority of our cash operating bank accoungsraaintained at Union Bank. We also invest casthéShort terr
Federal Investment Trust (“STFITYf the Student Loan Trust Division of Union Bankhieh we use as operating cash accounts. ,
December 31, 2011 , we had $119.5 millaeposited at Union Bank in operating accounts wested in the STFIT. Interest income ea
from cash deposited in these operating cash aceéomthe year ended December 31, 2011 was $0l@mil

529 Plan administration - We provide certain $28n administration services to certain collegdrggs plans (the “College Savings Plans”
through a contract with Union Bank, as the prograanager. Union Bank is entitled to a fee as progmnager pursuant to its progt
management agreement with the College Savings Plan2011 , we received fees of $2.3 millidrom Union Bank related to o
administration services provided to the Collegeiggs/Plans.

Lease arrangement - Union Bank leases spaceairircarporate headquarters building. During 2Q1Union Bank paid us approximat
$73,000 for rent.

Other fees paid to Union Bank - During 2011 , paed Union Bank approximately $357,06f administrative services, commissions,
expense, and cash management fees.

Other fees received from Union Bank - During 2QWwe received approximately $169,006m Union Bank related to an employee she
arrangement and for providing health and produgtiservices.

Investment services In December 2010, Union Bank established varioustdrwhereby Union Bank serves as trustee for thpose ¢
purchasing, holding, and selling investments irdeti loan asset backed securities. Union Banksiimdividual capacity, and us, have t
invested money into the trusts. As of December2B1,1 , we had $8.0 millioand Union Bank had $248.5 million, respectivelywésted il
the trusts.

Prior to May 1, 2011, we and Union Bank employedaie individuals as dual employees and such engasyprovided consulting a
advisory services to Union Bank as trustee forghassts, and Union Bank agreed to pay us for laeesof such employees' salary and pa
based on the value of such services rendered assvéie loss of value of such dual employees'iees\wo us. On May 9, 2011, one of
subsidiaries entered into a management agreemémtumion Bank, effective as of May 1, 2011, undérich the subsidiary performs varic
advisory and management services on behalf of UBiank with respect to investments in securitiesthoy trusts, including identifyir
securities for purchase or sale by the trusts. agreement provides that Union Bank will pay to shisidiary annual fees of 25 basis pc
on the outstanding balance of the investmentsartribsts. As of December 31, 201the outstanding balance of investments in thetdrwa
$394.2 million. In addition, Union Bank will pay additional fessthe subsidiary of 50 percent of the gains fithen sale of securities frc
the trusts. For the year ended December 31, 2@&lrecognized $5.1 million of fee revenue reldtethis agreement.

Defined contribution plan Union Bank administers our 401(k) defined contribitplan. Fees paid to Union Bank to administer plan
approximately $270,000 in 2011 , are paid by tl'sl participants.

Letter of credit - Union Bank has issued a $@8/@tter of credit for our benefit. Union Bank chadgeo fee for providing this servic
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The net aggregate impact on our consolidated sattmnof income for the years ended December 311, 22010 , and 200&lated to the transactic
with Union Bank as described above was income pf@apmately $4.3 million , $8.2 million , and $6million , respectively. See note 19 of the n
to the consolidated financial statements includetthis Form 10-K for additional information relatedthe transactions between us and Union Bank.

Transactions between Union Bank and us are gepdraied on available market information for complrassets, products, and services an
extensively negotiated. In addition, all relatedtyaransactions between Union Bank and us arecaeprby both the Union Bank Board of Direc
and our Board of Directors. Furthermore, Union B&nkubject to regulatory oversight and review sy EDIC, the Federal Reserve, and the St
Nebraska Department of Banking and Finance. TheCRidld the State of Nebraska Department of BankiagRinance regularly review Union Bar
transactions with affiliates. The regulatory stamtlapplied to the bank falls under Regulation Wijclv places restrictions on certain “covered”
transactions with affiliates.

We intend to maintain our relationship with Unioarl, which our management believes provides ceb@irefits to us. Those benefits include Ui
Bank's knowledge of and experience in the FFELRustrg, its willingness to provide services, andtiates liquidity and capital resources on
expedient basis, and the proximity of Union Bankto corporate headquarters located in Lincoln,rbigkta.

The majority of the transactions and arrangemeitts Wnion Bank are not offered to unrelated thiedtjies or subject to competitive bids. Accordin
these transactions and arrangements not only greeafiicts of interest, but also pose the risloto shareholders that the terms of such transa
and arrangements may not be as favorable to useasowdd receive from unrelated third parties. Mees¥o we may have and/or may enter
contracts and business transactions with relatetiepahat benefit Mr. Dunlap and his sister, adl @e other related parties, that may not benes
and/or our minority shareholders.

ITEM 1B. UNRESOLVED STAFF COMMENTS

The Company has no unresolved comments from tlffeo$thhe Securities and Exchange Commission reggris periodic or current reports under
Securities Exchange Act of 1934.

ITEM 2. PROPERTIES

The following table lists the principal facilitiger office space owned or leased by the Compangfd3ecember 31, 2011The Company owns t

building in Lincoln, Nebraska where its principdfice is located. The building is subject to a lisecuring the outstanding mortgage debt ol
property.

Approximate Lease expiration
Location Primary Function or Segment square feet date

Lincoln, NE Corporate Headquarters, Asset Generation and Mareage Student Loan

and Guaranty Servicing, Tuition Payment ProcesaimdjCampus

Commerce, Enrollment Services 126,00( -
Lincoln, NE Student Loan and Guaranty Servicing 54,00 December 2015
Aurora, CO Student Loan and Guaranty Servicing 96,00( February 2015
Highlands Ranch, CO Student Loan and Guaranty Servicing 84,00( March 2017
Paramus, NJ Enrollment Services 23,00 May 2013
Lawrenceville, NJ Enrollment Services 13,00 December 2012

The square footage amounts above exclude a toggbmioximately 37,000 square feet of owned offigace in Lincoln, Nebraska that the Comg
leases to third parties. In addition, not includtethe table is a new lease for additional offipace in Lincoln, Nebraska that commenced on Janly
2012. The new lease includes approximately 16,00@re feet and has an expiration date in Decemlibt. ZThe Company also leases approxim
80,000 square feet and 61,000 square feet of offieee in Jacksonville, Florida and Indianapofisiidna, respectively, where Asset Generatior
Management and Student Loan and Guaranty Servipegations were previously conducted. As of Decen®ie 2011, 15,000 square feet in
Indianapolis location was subleased to third paréied such subleases expire in March 2013 and Dee?®13. The Company leases other o
facilities located throughout the United Statese§éhproperties are leased on terms and for dusatiiat are reflective of commercial standards @
communities where these properties are located Ciimepany believes that its respective properties
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are generally adequate to meet its long term bssigeals. The Company's principal office is locaed21 South 13 Street, Lincoln, Nebras
68508.

ITEM 3. LEGAL PROCEEDINGS
General

The Company is subject to various claims, lawsuaitg] proceedings that arise in the normal courdsusiness. These matters principally consi
claims by student loan borrowers disputing the nearim which their student loans have been proceasdddisputes with other business entitie
addition, from time to time the Company receivesiimation and document requests from state or &degulators concerning its business pract
The Company cooperates with these inquiries angbrets to the requests. While the Company canndligirthe ultimate outcome of any inquiry
investigation, the Company believes its activitiese materially complied with applicable law, indilog the Higher Education Act, the rules

regulations adopted by the Department of Educatieneunder, and the Department's guidance regatbowe rules and regulations. Other tha
specifically discussed below, on the basis of presdormation, anticipated insurance coverage, aance received from counsel, it is the opinio
the Company's management that the dispositiontonate determination of these claims, lawsuits, prateedings will not have a material adv
effect on the Company's business, financial pasitio results of operations.

Bais Yaakov of Spring Valley v. Peterson's Nelnet,LC

On January 4, 2011, a complaint against Peterdmifeet, LLC (“Peterson's”g subsidiary of the Company, was filed in the WeBeral District Cou
for the District of New Jersey (the “District CoQrtThe complaint alleges that Peterson's senadirertising faxes to the named plaintiff in 202@3¢
that were not the result of express invitation ernpission granted by the plaintiff and did not ird# certain opt out language. The complaint
alleges that such faxes violated the federal TelepiConsumer Protection Act (the “TCPApPurportedly entitling the plaintiff to $500 per agion,
trebled for willful violations for each of the sfaxes. The complaint further alleges that Petessbad sent putative class members more than 1
faxes that violated the TCPA, amounting to morent$ad million in statutory penalty damages and mitv@n $15 million if trebled for willf
violations. The complaint seeks to establish ascktion for two different classes of plaintiffsta€s A, to whom Peterson's sent unsolicitec
advertisements containing opt out notices simdahbse contained in the faxes received by the datantiff; and

Class B, to whom Peterson's sent fax advertisentemigining opt out notices similar to those camdiin the faxes received by the named plai
As of the filing date of this report, the Districburt has not established or recognized any class.

On February 16, 2011, Peterson's filed a motiodigmiss the complaint based on a lack of federaktian or diversity jurisdiction with respect tce
complaint, which was denied by the District CountAypril 15, 2011, shortly after a similar motiondsmiss that had been granted in an unrelatec
involving alleged TCPA violations related to fax@as reversed by the U.S. Court of Appeals for thedl'Circuit (the “Appeals Court”\which ha:
jurisdiction over the District Court. On April 22011, Peterson's filed an answer to the complhirttalso filed a motion for reconsideration of
motion to dismiss. On May 17, 2011, the Appealsi€granted a petition for rehearing of the motiomismiss in the unrelated TCPA fax case, ar
May 31, 2011, Peterson's filed a motion for stagdieg the outcome of that rehearing. On SeptertBef011, the motion for stay was granted,
the motion for reconsideration was denied by thgtrigit Court. On September 20, 2011, the nameahiifiafiled a motion for reconsideration of t
District Court's order, and at a hearing on Noven#t# 2011 the District Court ordered counsel tbnsit a proposed order to modify the stay f
limited third party subpoena, which the Districti@oapproved on December 5, 2011. On January 18,28e U.S. Supreme Court issued a dec
in an unrelated TCPA case which held that fedevalts have federal question jurisdiction over pieveauses of action under the TCPA. On Jar
20, 2012, the named plaintiff requested that tag be lifted on the basis of the Supreme Courttssam, and on January 25, 2012 the District C
denied that request since the stay is based ooutteme of the Appeals Court rehearing, and thaseldieen no decision by the Appeals Court
respect to such rehearing.

Peterson's intends to continue to contest theviydrously. Due to the preliminary stage of thiattar and the uncertainty and risks inherent i<
determination and the overall litigation proce$sge Company believes that a meaningful estimate @fagonably possible loss, if any, or rang
reasonably possible losses, if any, cannot cugrdrgtimade.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable
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PART II.

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS, AND ISSUER PURCHASES OF
EQUITY SECURITIES

The Company's Class A common stock is listed aamett on the New York Stock Exchange under the syfhddl,” while its Class B common stc
is not publicly traded. The number of holders afarel of the Company's Class A common stock ands@®asommon stock as of January 31, 2012
860 and 22 respectively. The record holders of the ClasoBimon stock are Michael S. Dunlap and Stephen EeBigld, an entity controlled t
them, various members of their families, and veasi@state planning trusts established by them. Becawany shares of the Company's Cla
common stock are held by brokers and other ingiitston behalf of shareholders, the Company is lentbestimate the total number of benefi
owners represented by these record holders. Thewiog table sets forth the high and low salesgwitor the Company's Class A common stoc
each full quarterly period in 2011 and 2010 .

2011 2010
1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
High $ 240C $ 23.1¢ % 22.6¢ $ 246t $ 19.48  $ 21.4¢ $ 23.9¢ % 24.0¢
Low 20.81 19.6¢ 17.3¢ 17.7¢ 14.5¢ 17.72 17.7¢ 21.3¢

In the first quarter of 2007, the Company beganmagividends of $0.07 per share on the CompanissCA and Class B common stock which v
paid quarterly through the first quarter of 2008n May 21, 2008, the Company announced that itteaporarily suspending its quarterly divids
program. On November 5, 2009, the Company's BohRirectors voted to reinstate the quarterly dérid program effective for the fourth quarte
2009. Accordingly, a dividend of $0.07 per shanelte Company's Class A and Class B common stoskpail during the fourth quarter of 2009
during the first, second, and third quarters of®0h November 2010, the Nelnet Board of Directdeslared a fourth quarter cash dividend o
outstanding shares of Class A common stock ands@asommon stock of $0.49 per share. The dividenisted of a quarterly dividend of $0.07
share, and an additional $0.42 per share repregefifi.07 per share for each of the six quarter2008 and 2009 during which the Company
suspended dividend payments to preserve capitaigiarvolatile period in the market. The dividendsapaid on December 15, 2010 to sharehold:
record as of December 1, 2010.

Dividends of $ 0.07 , $0.10, $0.10, and $0.10spare on the Company’s Class A and Class B constumk were paid on March 15, 2011une 1£
2011, September 15, 2011 , and December 15, 2@kDpectively, to all holders of record as of Mat¢l2011 , June 1, 2011 , September 1, 20drk
December 1, 2011 , respectively.

The Company currently plans to continue making wgulr dividend payments, subject to future earnjroggpital requirements, financial condition,
other factors. In addition, the payment of dividensl subject to the terms of the Company's outstgnidnior subordinated hybrid securities, wt
generally provide that if the Company defers irdepayyments on those securities it cannot pay endd on its capital stock.

Performance Graph

The following graph compares the change in the dative total shareholder return on the Companyas€IA common stock to that of the cumule
return of the Dow Jones U.S. Total Market Index (tihoad equity market index presented in previasss), the S&P 500 Index, the Dow Jones
Financial Services Index (the industry index préserin previous years), and the S&P Financials Xndé&e S&P 500 Index and the S&P Financ
Index have been selected as the broad equity miaudest and the industry index, respectively, foegantation in the current and future years sine
S&P 500 Index is a well known index that the Comypmmanagement uses for various internal evaluatairthe Company's performance, anc
Company believes that the S&P Financials Indexhis industry index that is more frequently used @mpany performance comparisons
investment banking firms that follow the CompanyeTgraph assumes that the value of an investmehei€ompany's Class A common stock
each index was $100 on December 31, 2006 and ltrdividends, if applicable, were reinvested. Thefprmance shown in the graph represents
performance and should not be considered an indicaft future performance.
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COMPARISON OF 5§ YEAR CUMULATIVE TOTAL RETURN~

Among Nelnet, Inc., the DowJones US Index, the S&P 500 Index,
the DowJones US Financial Services Index, and the S&P Financials Index

" I L J

12/06 12/07 12/08 12/09 12110 12111

—&— Nelnet,Inc. —-a—-DowJonesUS ----©--- S&P 500 —— Dow Jones US Financial Services —&— S&P Financials

Company/Index 12/31/2001 12/31/200 12/31/200: 12/31/200! 12/31/201¢ 12/31/201.
Nelnet, Inc. $ 100.0C $ 47.18  $ 53.4¢ $ 6451 $ 91.7¢ $ 96.5(
Dow Jones US 100.0¢ 106.0: 66.61 85.7¢ 100.0¢ 101.4:
S&P 500 100.0( 105.4¢ 66.4¢ 84.0¢ 96.71 98.7¢
Dow Jones US Financial Services 100.0¢ 83.8¢ 34.8¢ 52.81 54.71 48.3¢
S&P Financials 100.0¢ 81.3i 36.3¢ 42.62 47.7¢ 39.6¢

The preceding information under the caption “Perfance Graph” shall be deemed to be “furnished’nmtt‘filed” with the Securities and Exchar
Commission.
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Stock Repurchases

The following table summarizes the repurchases laf<CA common stock during the fourth quarter ol 2®y the Company or anyaffiliated
purchaser” of the Company, as defined in Rule 1®@){3) under the Securities Exchange Act of 1934.

Total number of
shares purchased as  Maximum number of

Total number of part of publicly shares that may yet be
shares purchased Average price paid announced plans or purchased under the
Period Q) per share programs (2) plans or programs
October 1 - October 31, 2011 311,52 $ 19.0¢ 310,54 1,568,86!
November 1 - November 30, 2011 1,28¢ 21.4¢ 904 1,567,95!
December 1 - December 31, 2011 1,72¢ 23.2( 1,39: 1,566,56
Total 314,53t $ 19.0¢ 312,84:

(1) The total number of shares includes: (i) shareshaged pursuant to the stock repurchase prograsusdisd in footnote (2) below; and
shares owned and tendered by employees to satisfyvithholding obligations upon the vesting of rieséd shares. Shares of Clas
common stock purchased pursuant to the stock repsecprogram included 247 shares, 904 shares,, 888 dhares in October , November
and December 2011 , respectively, that had beerds® the Compang’'401(k) plan and allocated to employee particigasbunts pursug
to the plan$ provisions for Company matching contributionsliares of Company stock, and were purchased b@dhgany from the ple
pursuant to employee participant instructions 8pdse of such shares. Shares of Class A commak tetedered by employees to satisfy
withholding obligations included 977 shares, 38&rek, and 337 shares in October , November , acdriteer 2011 respectively. Unle:
otherwise indicated, shares owned and tendereanipyogees to satisfy tax withholding obligations evg@urchased at the closing price of
Company'’s shares on the date of vesting.

(2) On May 25, 2006, the Company announced that itsdoBDirectors authorized a stock repurchase @nogio repurchase up to a total of-
million shares of the Comparg/Class A common stock. On February 9, 2007, thagamy announced that its Board of Directors incrdde
ten million the total number of shares of Classofnmon stock authorized for repurchase under thgram. The program currently has
expiration date of May 24, 2012. Certain share refpases included in the table above were made antd¢a a trading plan adopted by
Company in accordance with Rule 10b5-1 under thoen®ees Exchange Act of 1934.

Equity Compensation Plans
For information regarding the Company's equity cengation plans, see Part I, Item 12 of this repor
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected financiadl ather operating information of the Company. $hkected financial data in the table is derivedn
the consolidated financial statements of the Coryppdie following selected financial data should fead in conjunction with the consolida
financial statements, the related notes, and “Mamamt's Discussion and Analysis of Financial Comiand Results of Operationsicluded in thi
report.

Year ended December 31,

2011 2010 2009 2008 2007
(Dollars in thousands, except share data)

Operating Data:
Net interest income $ 364,56! 371,07: 235,34! 187,89: 244,61-
Loan and guaranty servicing revenue 175,65 158,58 129,91: 124,05 150,14
Tuition payment processing and campus commerce

revenue 67,79 59,82« 53,89 48,15t 42,76¢
Enrollment services revenue 130,47( 139,89 119,39° 112,40! 103,90!
Other income 29,51: 31,31 26,46¢ 22,77¢ 30,42:
Gain (loss) on sale of loans and debt repurchas:

net 8,34( 78,63: 76,83: (51,419 3,597
Income from continuing operations $ 204,33! 189,03« 139,12! 26,84« 35,42¢
Income (expense) from discontinued operations — — — 1,81¢ (2,575
Net income $ 204,33t 189,03 139,12¢ 28,66: 32,85¢
Earnings (loss) per common share

Basic:

Continuing operations $ 4.24 3.82 2.7¢ 0.54 0.71

Discontinued operations — — — 0.04 (0.05)

Net earnings $ 4.2¢ 3.82 2.7¢ 0.58 0.66

Diluted:

Continuing operations $ 4.2¢ 3.81 2.7¢ 0.54 0.71

Discontinued operations — — — 0.04 (0.05)

Net earnings $ 4.2t 3.81 2.7¢ 0.58 0.66
Dividends per common share $ 0.37 0.70 0.07 0.07 0.28
Other Data:
Fixed rate floor income (a) $ 144,45: 132,243 145,098 37,457 10,347
Core student loan spread 1.52% 1.48% 1.18% 0.9%% 1.13%
Origination and acquisition of student loans $ 2,841,33 4,202,16. 2,779,87. 2,809,082 5,152,110
Student loans serviced (at end of period) (b) 76,119,71 61,477,651 37,549,563 35,888,693 33,817,458
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As of December 31,
2011 2010 2009 2008 2007
(Dollars in thousands, except share data)

Balance Sheet Data:

Cash and cash equivalents $ 42,57( 283,80: 338,18: 189,84 111,74¢
Student loans receivables, net 24,297,87 24,033,00 23,926,95 25,413,00 26,736,12
Goodwill and intangible assets 145,49: 155,83( 197,25! 252,23 277,52!
Total assets 25,852,21 25,893,89 25,876,42 27,854,89 29,162,78
Bonds and notes payable 24,434,54 24,672,47 24,805,28 26,787,95 28,115,82
Shareholders' equity 1,066,20! 906,63: 784,56: 643,22t 608,87¢
Tangible shareholders' equity 920,71 750,80: 587,30¢ 390,99 331,35
Book value per common share 22.62 18.7¢ 15.7: 13.0¢ 12.31
Tangible book value per common share 19.5¢ 15.5¢ 11.77 7.9 6.7C
Ratios:

Shareholders' equity to total assets 4.172% 3.5(% 3.03% 2.31% 2.0¢%

(@) Includes settlement payments on derivatives uséadge student loans earning fixed rate floor ine.

(b) The student loans serviced does not include loansced by EDULINX for all periods presented. Thengpany sold EDULINX in May 2007. As a result ofghiransactiol
EDULINX is reported as discontinued operations.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

(Management’s Discussion and Analysis of Financig@ondition and Results of Operations is for the yea ended December 31, 2011 , 20a6d
2009 . All dollars are in thousands, except per shaamounts, unless otherwise noted.)

The following discussion and analysis provides iinfation that the Company’'management believes is relevant to an assesameéninderstanding
the consolidated results of operations and findraadition of the Company. The discussion shdoédread in conjunction with the Compasny’
consolidated financial statements included in Arisual Report on Form 10-K for the year ended Dduamn31, 2011 .

Reclassifications

Certain amounts previously reported within the Canys consolidated statements of income have kEdassified to conform to the current pe
presentation. These reclassifications include:

* Reclassifying "software services revenue" to "laad guaranty servicing revent

» Reclassifying “professional and other servicésgcupancy and communications,” “postage and ihistion,” “advertising and marketing,”
and “trustee and other debt related fees” to “Gtbperating expenses.

* Reclassifying student list amortization, whichsapreviously included in “advertising and markgtito “depreciation and amortization.”
The reclassifications had no effect on consolidaktdncome or consolidated assets and liabilities.
OVERVIEW
The Company is an education services company fdcpsmarily on providing fee-based processing smwiand quality educaticelated produc
and services in four core areas: loan financingnIservicing, payment processing, and enrollmemnices (education planning). These products
services help students and families plan, pregard,pay for their education and make the adminiggand financial processes more efficient

schools and financial organizations. In addititie, Company earns interest income on a portfoliedérally insured student loans.
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The Company has certain business objectives ireheat include:

e Continue to grow and diversify fdgmsed revent
e Manage operating co:

e Maximize the value of existing portfo

e Use liquidity to capitalize on market opportuni

Achieving these business objectives has impactdduélhcontinue to impact the financial conditiondioperating results of the Company.
Continue to Grow and Diversify Fee-Based Revenue

The Company has expanded products and servicesagethdrom businesses that are not dependent ly@oRREL Program. The Company foct
primarily on expanding its febased products and services related to loan segvigayment processing, and enrollment servicesummary c
revenue from the Company’s fee-based operating segnis shown below.

Year ended December 31,

2011 2010 $ Change % Change
Student Loan and Guaranty Servicing $ 175,65 158,83t 16,81¢ 10.€ %
Tuition Payment Processing and Campus Commerce 67,79 59,82« 7,977 13.c
Enrollment Services (a) 130,47( 139,89 (9,427) (6.7)
Total revenue from fee-based businesses $ 373,92 358,55¢ 15,36¢ 4.2%

(&) Enroliment services revenue has been neggataféécted by the current regulatory uncertaintythie forprofit college industry, which h

caused schools to decrease spending on markeforgseds further discussed in this Item 7 underrtment Services Operating Segment
Results of Operations."
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As shown below, the Company's revenue and incorfeédéaxes related to its fdmsed operating segments continues to increasetablee belov
includes the consolidated operating results ofGbmpany excluding the Asset Generation and Manage@®gerating segment. Thus, the below t
reflects the operating results of the Company ésnfs not generating any earnings from its stuiétean portfolio.

Nelnet Consolidated Operating Results
(excluding Asset Generation and Management operating segment)

5500 (Dollars in millions)
246 458
$450
$400
$350
$300
$250
year ended year ended year ended year ended
12/31/08 12/31/09 12/31/10 12/31/11

—Revenue = adjusted operating expenses (a)

Income (loss) before taxes (a)
(%5 million) $67 million $80 million HOmillion

(a) Excludes restructure, impairment, and litigatioargjes. Additional information on total operatingperses by segment and these adjustr
thereto are further discussed in this Item 7 ufitflemagement's Discussion and Analysis of Finarn€@dition and Results of Operations."

Manage Operating Costs

Excluding the cost to provide enrollment servicdaspairment, restructure, and litigation charges] aollection costs related to loan rehabilita
revenue, operating expenses in 2011 remained labmpared to 2010, as further discussed in thia [f under "Results of Operation®perating
Expenses."

Maximize the Value of Existing Portfolio
Fixed rate floor income

Loans originated prior to April 1, 2006 generalfre interest at the higher of a floating rate basethe Special Allowance Payment formula set fe
Department and the borrower rate, which is fixedraa period of time. The SAP formula is based omaplicable indice plus a fixed spread th
dependent upon when the loan was originated, the’darepayment status, and funding sources for the. Idde Company generally finances
student loan portfolio with variable rate debt. ldw and/or declining interest rate environmentbew the fixed borrower rate is higher than the
produced by the SAP formula, the Compangtudent loans earn at a fixed rate while therésteon the variable rate debt typically contintm
decline. In these interest rate environmentsQibapany earns additional spread income that itsefeas floor income. For loans where the borr
rate is fixed to term, the Company earns floor medor an extended period of time, which the Conypafers to as fixed rate floor income.
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The Company has earned fixed rate floor incomesasrgarized below:

Year ended December 31,

2011 2010
Fixed rate floor income, gross $ 164,70( 151,86
Derivative settlements (a) (20,24¢) (19,619
Fixed rate floor income, net $ 144,45 132,24
Fixed rate floor income contribution to spread, net 0.6(% 0.52%

(&) Includes settlement payments on derivatives uséadge student loans earning fixed rate floor ine.

The high levels of fixed rate floor income earnenimg 2011 and 2018re due to historically low interest rates. Initidd, the 2011 amount increas
due to the purchase of the residual interest i9 $illion of consolidation loans in July 2011. ifterest rates remain low, the Company anticif
continuing to earn significant fixed rate floor éme in future periods. See Item 7A, “Quantitatired Qualitative Disclosures about Market Risk,”
which provides additional detail on the Companpbrtfolio earning fixed rate floor income and therivatives used by the Company to hedge -
loans.

Future Cash Flow from Portfolio

The majority of the Company’s portfolio of studémains is funded in assbacked securitizations that are structured to anlislly match the maturi
of the funded assets, thereby minimizing liquidisk. In addition, due to (i) the difference betwebe yield the Company receives on the loans
cost of financing within these transactions, atidtiie servicing and administration fees the Conypaarns from these transactions, the Compan
created a portfolio that will generate earnings sigdificant cash flow over the life of these tracigons.

As of December 31, 2011 , based on cash flow modied®loped to reflect managemanturrent estimate of, among other factors, pregays
defaults, deferment, forbearance, and interestsratee Company currently expects future undiscalrtash flows from its portfolio to |
approximately $1.81 billion .

A further description of these future cash flowa b& found in this Item 7 under "Liquidity and CapResources."

Use Liquidity to Capitalize on Market Opportunities

The Company has used and will continue to usemfwaved liquidity position to capitalize on marlaiportunities, including FFELP student I
acquisitions; strategic acquisitions and investméntits core business areas of loan financingy Ie@rvicing, payment processing, and enroll
services (education planning); and capital manageméiatives, including stock repurchases, defpurchases, and dividend distributions.

During 2011 , the Company has used its improvaddity to accomplish the following items:

¢ FFELP Student Loan Acquisitio
- Purchased $2.8 billioof FFELP student loal

e Acquisitions and Investments in Core Business #
- Purchased contracts with more than 370schools to provide tuition payment plan sen

« Capital Manageme
- Repurchased 1,436,423 shares of common stod@fad million ( $18.8%er share
- Repurchased $74.8 million notional amount oftdebognizing a gain d§7.0 millior

- Raised the quarterly dividend paid on the Comfsanommon stock to $0.10 per share ( $17.8 millioriotal dividends paid
2011)
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RESULTS OF OPERATIONS

The Company’s operating results are primarily dribg the performance of its existing portfolio &hd revenues generated by its Besed business
and the costs to provide such services. The padioce of the Companyportfolio is driven by interest income and losssated to credit quality
the assets along with the cost to administer andcgethe assets and related debt.

Net Interest Income

The Company generates a significant portion oke#mings from the spread, referred to as its stuldam spread, between the yield the Com|
receives on its student loan portfolio and the odftinding these loans. This spread income ismegoon the Compang’consolidated statements
income as net interest income. The amortizatiomédion of loan premiums and discounts, includingitzdized costs of origination, the 1.05% per
consolidation loan rebate fee paid to the Departjraerd yield adjustments from borrower benefit pamgs, are netted against loan interest incon
the Company’s consolidated statements of income amortization of debt issuance costs is includednterest expense on the Company’
consolidated statements of income.

Investment interest income, which is a componemaifinterest income, includes income from unresd interesearning deposits and investme
and funds in the Company’s special purpose entitiagch are utilized for its asset-backed seciaitons.

Net interest income also includes interest expamsensecured debt offerings. The proceeds frorsethmsecured debt offerings were used b
Company to fund general business operations anditcesset and business acquisitions.

Provision for Loan Losse

Management estimates and establishes an allowandeah losses through a provision charged to esaehosses are charged against the allov
when management believes the collection of the panrcipal is unlikely. Recovery of amounts predbucharged off is credited to the allowance
loan losses. Management maintains the allowanctefterally insured and ndiederally insured loans at a level believed to perapriate to provic
for estimated probable credit losses inherent enlttan portfolio. This evaluation is inherently gdiive because it requires estimates that me
susceptible to significant changes. The Companiyaes the allowance separately for its federalsuied loans and its non-federally insured loans.

The allowance for the federally insured loan pdidfs based on periodic evaluations of the Compsihyan portfolios considering loans in repayn
versus those in a nonpaying status, delinquentysstixends in defaults in the portfolio based @m@any and industry data, past experience, tre
student loan claims rejected for payment by guaranichanges to federal student loan programsemrugconomic conditions, and other rele
factors. The federal government guarantees 97 peotehe principal of and the interest on fedgrafisured student loans disbursed on and aftel
1, 2006 (and 98 percent for those loans disbursied  July 1, 2006), which limits the Compasylbss exposure on the outstanding balance
Company'’s federally insured portfolio. Student Isalisbursed prior to October 1, 1993 are fully resu

In determining the appropriateness of the allowdocéoan losses on the ndederally insured loans, the Company considersragfectors including
loans in repayment versus those in a nonpayingsstdelinquency status, type of program, trenddeiffaults in the portfolio based on Company
industry data, past experience, current economiditions, and other relevant factors. The Compdaygs a norfederally insured loan on nonacct
status when the collection of principal and intere80 days past due and charges off the loaraeadied interest when the collection of principal
interest is 120 days past due.

Other Income
The Company also earns fees and generates revemu®ther sources as summarized below.
Student loan and guaranty servicing reveaugtudent loan and guaranty servicing revenue stisf the the following items:
« Loan and guaranty servicing fe— Loan servicing fees are determined according teviddal agreements with customers and are calal
based on the dollar value of loans, number of lpanaumber of borrowers serviced for each custo@arranty servicing fees, generally,
calculated based on the number of loans servia#ddme of loans serviced, or amounts collected. Reeds recognized when earned purs

to applicable agreements, and when ultimate cadleés assured.
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* Software services revendeSoftware services revenue is determined from ioldiai agreements with customers and includes licans
maintenance fees associated with student loan addtyproducts. Computer and software consulting @mote hosting revenues
recognized over the period in which services ao¥iged to customers.

Tuition payment processing and campus commercenueveTuition payment processing and campus commercenueverimarily includes active
managed tuition payment solutions and online paymmtessing. Fees for these services are recaboizer the period in which services are prov
to customers.

Enrollment services reven— Enroliment services revenue primarily consisttheffollowing items:

« Interactive marketing— Interactive marketing revenue is derived primafilgm fees which are earned through the deliveryqodlifiec
inquiries or clicks. The Company recognizes revemben persuasive evidence of an arrangement edidigery has occurred, the fee is fi
or determinable, and collectability is reasonatdgumed. Delivery is deemed to have occurred attithe a qualified inquiry or click
delivered to the customer provided that no sigaificobligations remain. From time to time, the Campmay agree to credit certain inqui
or clicks if they fail to meet the contractual aher guidelines of a particular client. The Comp&ag established a sales reserve bas
historical experience. To date, such credits hasnbmmaterial and within management’s expectations

For a portion of its interactive marketing reventne, Company has agreements with providers of entiedia or traffic (“Publisherssed it
the generation of inquiries or clicks. The Compasgeives a fee from its customers and pays a f€ildishers either on a cost per inqt
cost per click, or cost per number of impressioasi® The Company is the primary obligor in thagection. As a result, the fees paid by
Company'’s customers are recognized as revenueharnf@es paid to its Publishers are included int‘t@grovide enrollment servicesi the
Company'’s consolidated statements of income.

e List marketinc— Revenue from the sale of lists is generally eaaretirecognized, net of estimated returns, uponetgl

e Publishing service— Revenue from the sale of print products is gengrdirned and recognized, net of estimated retup) shipment «
delivery.

* Resource center— Resource centers services include online coursémlasship search and selection data, career plgneind onlin
information about colleges and universities. Thegonity of these services are sold based on sulitamip and/or are performance ba:
Revenues from sales of subscription and performdrased services are recognized ratably over thra t#r the contract as earn
Subscription and performance based revenues receiveceivable in advance of the delivery of segsiis included in deferred revenue.

Other income -Other income primarily includes borrower late feedme, which is earned by the education lendingididries and is recogniz
when payments are collected from the borrower.

Operating Expenses

Operating expenses includes indirect costs incutmedcquire student loans; costs incurred to marsegeadminister the Compasystudent log
portfolio and its financing transactions; costsuimed to service the Compasystudent loan portfolio and the portfolios of ¢thparties; collection cos
related to rehabilitation revenue; the cost to mevenrollment services; costs incurred to provigidion payment processing, campus commu
resource center and list marketing services, aftiare and technical services to third parties;dbpreciation and amortization of capital assed
intangible assets; investments in products, sesyiaed technology to meet customer needs and suppatinued revenue growth; and other ger
and administrative expenses. The cost to provig®llenent services, as discussed previously, cthg$ costs incurred to provide interac
marketing and publishing services in the Compargnroliment Services operating segment. Operaimenses also includes impairment che
related to the impairment of goodwill and certaitangible assets and employee termination ben&asge termination costs, and the wdtewvn o
certain assets related to the Company's restragtimitiatives. Operating expenses in 2010 alstuttes a litigation settlement charge.
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Net Interest Income (net of settlements on derivas)

December 31, 2011 vs. 20 December 31, 2010 vs. 20

Year ended December 31, Increase(Decrease) Increase(Decrease)
2011 2010 2009 $ % $ %
Interest income:
Loan interest $ 589,68¢ 598,67* 609,92( (8,989 (1.5% (11,24% (1.8%
Investment interest 3,16¢ 5,25¢ 10,287 (2,08¢) (39.9) (5,03)) (48.9)
Total interest income 592,85¢ 603,93: 620,20' (11,077 (1.9 (16,276 (2.9
Interest expense:
Interest on bonds and notes payable 228,28¢ 232,86( 384,86: (4,579 (2.0 (152,005 (39.5)
Net interest income 364,56! 371,07: 235,34! (6,50¢€) (1.8 135,72¢ 57.7
Provision for loan losses 21,25( 22,70( 29,00( (1,450 (6.4) (6,300) (21.7)
Net interest income after provision for loan losses 343,31! 348,37: 206,34¢ (5,05€) (1.5 142,02¢ 68.¢
Derivative settlements, net (a) (7,840 (14,269 39,28¢ 6,42¢ (45.0) (53,550 (136.9)
Net interest income after provision for loan losgest of
settlements on derivatives) $ 33547 334,10° 245,63: 1,36¢ 0.4% 88,47¢ 36.C%

(&) The Company maintains an overall risk managemeatesfy that incorporates the use of derivativerimséents to reduce the economic et
of interest rate volatility. Management has struetithe majority of the Compars/'derivative transactions with the intent that e&
economically effective; however, the Compangerivative instruments do not qualify for hedgeaunting. Derivative settlements for e
applicable period should be evaluated with the Camg{s net interest income.

Net interest income after provision for loan lossed of settlements on derivatives, includes thieding items:

December 31, 2011 vs. 20 December 31, 2010 vs. 20

Year ended December 31, Increase(Decrease) Increase(Decrease)
2011 2010 2009 $ % $ %

Variable net interest income, net of settlements on

derivatives (a) $ 218,75: 241,19¢ 140,67¢ (22,44 (9.9% 100,52( 71.5%
Fixed rate floor income, net of settlements on\dgives

(b) 144,45:. 132,24: 145,09¢ 12,211 9.2 (12,85%) (8.9
Variable-rate floor income, net of settlements on

derivatives (c) — — 7,50z — — (7,502 (200.0
Investment interest (d) 3,16¢ 5,25¢ 10,281 (2,08¢) (39.7) (5,03)) (48.9
Corporate debt interest expense (e) (9,649 (21,89) (28,935 12,24: (55.9) 7,044 (24.9)
Provision for loan losses (f) (21,250) (22,700 (29,000 1,45( (6.4) 6,30( (21.7)
Net interest income after provision for loan losgest of ]

settlements on derivatives) $ 335,475 334,10‘ 245,63: 1,365 0.4% 88,47( 36.C%

(a) Variable student loan spread is impacted by vegiabte student loan interest, consolidation relf@és, amortization/accretion of Ic
premiums and discounts, and interest expense otsbermd notes. See Item 7 under "Asset GeneratidiMamagement Operating Segment
Results of Operations" for additional information.

(b) The Company has a portfolio of student loans thatearning interest at a fixed borrower rate whégbeeds the statutorily defined varie
lender rate generating fixed rate floor income. Be 7A, “Quantitative and Qualitative Disclosuadsout Market Risk — Interest Rate Risk”
for additional information.

(c) Loans that reset annually on July 1 can generatessxspread income compared with the rate bast#te@pecial allowance payment forn
in declining interest rate environments. The Comypafiers to this additional income as variatdée floor income. A portion of the Compar
portfolio was earning variable-rate floor incomeridg 2009 as a result of declining interest rats.variablerate floor income was earr
during 2011 and 2010.

(d) Investment interest decreased year over year diosviy interest rates and a decrease in averapehedd
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(e) Corporate debt interest expense includesdstezxpense incurred on the Company's 5.125% Sblaitas due 2010 (the “Senior Notgs”
Junior Subordinated Hybrid Securities, and $750onilunsecured line of credit.

Corporate debt interest expense decreased in 2iiifpared to 201@ue to a reduction in debt outstanding due to théurity of the Senic
Notes on June 1, 2010, the purchase of Junior 8irtzded Hybrid Securities during the third quaxé010, and using excess cash to
down a portion of the unsecured line of credit.

Corporate debt interest expense decreased in 2rhpared to 2009 ue to a reduction in debt outstanding due to timehase of certa
Senior Notes during the first, second, and thirdrtpgrs of 2009, the maturity of the Senior Noteslone 1, 2010, and the purchase of Ji
Subordinated Hybrid Securities during the thirdrtgraof 2010.

(f) The provision for loan losses represents the periexpense of maintaining an allowance sufficienalbsorb losses inherent in the Comps
portfolio of loans. The nofederally insured loan provision decreased $2.8ianiland $5.0 million during the years ended Decentkl
2011 and 2010, respectively, compared to the sarieds in 2010 and 2009. The decrease in 2010 2@09 is primarily due to a decreas
the dollar amount of the Company's rfederally insured student loan portfolio, includitigose loans in repayment and loans delinque
well as continued aging of the portfolio. The desein 2011 from 2010 is primarily due to the cmmid aging of the portfolio.

The federally insured loan provision increased $tifion during the year ended December 31, 20Ihmared to 2010, primarily due to
increase in delinquent loans. The federally insdoath provision decreased $1.3 million for the yeaded December 31, 2010 compare
2009, primarily due to a decrease in delinquemdoa

Other Income

December 31, 2011 vs. 20 December 31, 2010 vs. 20

Year ended December 31, Increase(Decrease) Increase(Decrease)
2011 2010 2009 $ % $ %

Loan and guaranty servicing revenue (a) $ 175,65 158,58: 129,91 17,07¢ 10.€% 28,67: 22.1%
Tuition payment processing and campus commerce

revenue (b) 67,797 59,82 53,89 7,97 13.2 5,93( 11.C
Enrollment services revenue (c) 130,47( 139,89° 119,39 (9,427 (6.7) 20,50( 17.2
Other income (d) 29,51: 31,341( 26,46¢ (1,797 (5.7 4,841 18.2
Gain on sale of loans and debt repurchases (e) 8,34( 78,63! 76,83: (70,29)) (89.9) 1,80( 2.3
Derivative market value and foreign currency adpesits

® (17,807 3,587 (30,807) (21,399 (596.9) 34,38¢ (111.¢)
Derivative settlements, net (g) (7,840 (14,269 39,28¢ 6,424 (45.0) (53,550 (136.9)
Total other income $ 386,13( 457,56¢ 414,98t (71,439 (15.60% 42,58: 10.5%

(a) "Loan and guaranty servicing revenuetreased year over year due to an increase in $eavicing revenue from the Departmen
Education, an increase in guaranty servicing regeasia result of recognizing revenue related tabiitation collections on defaulted loa
and due to the volume added to the the Companyiisgy platforms related to the hosted servicio§ware solution. This additional rever
was partially offset by a decrease in external AFEBErvicing revenue due to the loss of servicinigme from thirdparty customers as
result of these customers selling their portfolaogl portfolio runoff. See Item 7 under "Student hand Guaranty Servicing Operal
Segment — Results of Operations" for additionadrimfation.

(b) “Tuition payment processing and campus commeevenue’increased year over year due to an increase imuhger of managed tuiti
payment plans and an increase in campus commestencers.

(c) "Enroliment services revenue" decreased inl2@impared to 2018ue mainly to a decrease in interactive marketargises volume, as w
as decreases in publishing services revenue apndroescenter and list marketing revenue. Enrollnsemvices revenue has been negat
affected by the current regulatory uncertaintyhia forprofit college industry, which has caused schoolglécrease spending on marke
efforts.
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“Enroliment services revenue” increased in 2010 garad to 200@ue to an increase in interactive marketing revenffset by a reduction
revenue related to other enroliment products andcsss.

See Item 7 under “Enrollment Services Operatingr&ad - Results of Operations” for additional infation.
(d) The following table summarizes the components diébincome.

Year ended December 31,

2011 2010 2009
Borrower late fee income $ 12,647 12,39( 11,30¢
Investment advisory fees (1) 5,06 — —
529 Plan administration fees 2,27¢ 5,74¢ 3,40¢
Other 9,52¢ 13,17¢ 11,75¢
Other income $ 29,51: 31,31( 26,46¢

(1) Union Bank established various trusts whereby Uldank serves as trustee for the purpose of puneshabolding, managing, and sell
investments in student loan asset backed secumliging 2011, the Company entered into an agreétogorovide various advisory a
management services on behalf of Union Bank wisipeet to investments included in the trusts. Threegent provides that Union Be
will pay to the Company annual fees of 25 basisifgodn the outstanding balance of the investmentke trusts and 50 percent of

gains from the sale of securities from the truatsof December 31, 2011, the outstanding balanéeveStments in the trusts was $3¢
million.

(e) “Gain on sale of loans and debt repurchageflides the following:

Year ended December 31, 2011 Year ended December 31, 2010 Year ended December 31, 2009
Notional Purchase Notional Purchase Notional Purchase
amount price Gain amount price Gain amount price Gain
Gains on debt repurchases:
Junior Subordinated Hybrid
Securities $ 62,55¢ 55,65! 6,907 34,99t 30,07: 4,922 1,75(C 35C 1,40(C
Asset-backed securities 12,25¢ 12,19¢ 55 690,75( 650,78¢ 39,96! 348,15¢ 319,62 28,52¢
5.125% Senior Notes due 2010 — — — — — — 208,28 196,52¢ 11,75¢
$ 74,81 67,85( 6,96: 725,74* 680,86 44,88 558,18¢ 516,50¢ 41,68
Gain on sale of loans 1,37¢ 33,74¢ 35,14¢
Gain on sale of loans and debt
repurchases, net $ 8,34( 78,63! 76,83!

Due to improvements in the capital markets durif@1? the opportunities for the Company to repuretdebt at less than par are becor
more limited.

() The change in “derivative market value andefgn currency adjustments” is the result of thengeain the fair value of the Compasny’
derivative portfolio and transaction gains/lossesulting from the re-measurement of the Companyi®#enominated bonds to U.S. doll:
These changes are summarized below.

Year ended December 31,

2011 2010 2009
Change in fair value of derivatives - income (exgEn $ (50,519 (77,139 6,852
Foreign currency transaction adjustment - incomedase) 32,70¢ 80,721 (37,659
Derivative market value and foreign currency adpestts - income
(expense) $ (17,80 3,581 (30,809
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(g) The Company maintains an overall risk managemeatesty that incorporates the use of derivativerimsénts to reduce the economic et

of interest rate volatility. Management has struetuthe majority of the Compars/'derivative transactions with the intent that e
economically effective; however, the Companylerivative instruments do not qualify for hedgeaunting. Derivative settlements for e
applicable period should be evaluated with the Camg{s net interest income.

Further detail of the components of derivativelsstents is included in Item 7A, "Quantitative andal}ative Disclosures about Marl
Risk."

Operating Expenses

As shown below, excluding the costs to provide Bment services, impairment charges, restructudhgrges, a litigation settlement, and collec
costs related to loan rehabilitation revenue, dpageexpenses remained fairly flat in 2011 compae@010 and increased $19.0 million (6.6%
2010 compared to 2009.

December 31, 2010 vs.

December 31, 2011 vs. 2009 Increase
Year ended December 31, 2010 Increase(Decreas (Decrease)
2011 2010 2009 $ % $ %
Salaries and benefits $ 177,95: 166,01: 151,28! 11,94( 7.2% 14,72¢ 9.7%
Other expenses 126,04« 138,86¢ 134,59 (12,82¢) 9.2 4,271 3.2
Operating expenses, excluding cost to provide gneoit services;
impairment, restructure, and litigation chargeg] eallection
costs related to loan rehabilitation revenue 303,99! 304,87¢ 285,88 (884) (0.9% 18,991 6.€%
Cost to provide enrollment services 86,54¢ 91,64% 74,92¢
Impairment expense (a) — 26,59¢ 32,72¢
Restructure expense — 6,02( 7,98:
Litigation settlement (b) — 55,00( —
Collection costs related to loan rehabilitationeewe (c) 17,11t 19,34 4,11¢
Total operating expenses $ 407,65¢ 503,48t 405,63:
(@) As a result of the 2010 annual goodwill impairmegst, the Company recorded impairment charges @tréporting units. These charges consisted of ¢

(b)

(©

million related to its interactive marketing busiseand $2.7 million related to its list marketingsimess. As a result of the 2009 annual goodwiigirmen
test, the Company recorded impairment charges 2f783illion related to its list marketing business.

On August 13, 2010, the Company reached an agreégmerincipal to pay $55.0 million to settle alaons associated with the "qui tam" action brouigy
Jon H. Oberg on behalf of the United States of AcaerThe settlement agreement was finalized on l@et@5, 2010. As a result of the settlement
Company recorded a $55.0 million pre-tax chargénduthe third quarter of 2010 and paid the settietnoem November 3, 2010.

The Company incurred collection costs directly tesflato revenue earned from rehabilitation loanssehcosts are included in "other" under the ope
expense section of the consolidated statementgofiie and are shown separately in the above tabt®mparability purposes for the periods shown.

The change in operating expenses in 2011 compar2dli0 was due to the following items:

An increase in salaries and benefits due to addingurces in preparation to support the hostedcsegvsoftware product and to service
growth related to the government servicing conteantt the increase in the number of managed tugt@yment plans and campus comm
customers.

A decrease in other expenses due primarily to eedse in legal fees associated with the Obergtibg which was settled in 2010, as we

a decrease in amortization related to studentdists. The decrease in other expenses was padfédbt by an increase in expenses relat
the government servicing contract and preparatf@upport for the hosted servicing software product
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The change in operating expenses in 2010 compar2dd9 was due to the following items:
* Anincrease in salaries and benefits as a resualtiding resources to service the growth relateédg@overnment servicing contrz

* Anincrease in other expenses as a result of imguedditional costs related to the governmentisiny contract and an increase in legal
associated with the Oberg litigation in 2010.

Income Taxes
The Company's effective tax rate was 36.5% and%87d the years ended December 31, 2011 and 20d€pectively. The effective tax rate dul
2011 decreased compared to 2@L@ to a decrease in the Company's valuation atlogastate incentive tax credits, and an overdllicgon of th

Company's state effective tax rate.

The Company's effective tax rate was 37.5% and%83d the years ended December 31, 2010 and 20€8pectively. The effective tax rate dul
2010 increased compared to 2009 due to various statchanges and changes in the Company's grossogmized tax benefits liability.

Segment Operating Resul

Additional information on the Company’s resultsopferations is included with the discussion of tleen@anys operating segments in this Item 7 u
“Operating Segments.”

Financial Condition as of December 31, 2011 compaite® December 31, 2010

As of December  As of December Change
31, 2011 31, 2010 Dollars Percent

Assets:
Student loans receivable, net $ 24,297,87 23,948,01 349,86 1.5%
Student loans receivable - held for sale — 84,98 (84,987 (100.0)
Cash, cash equivalents, and investments 817,48 1,084,32: (266,84) (24.¢)
Goodwill 117,11¢ 117,11¢ — —
Intangible assets, net 28,374 38,71 (20,339 (26.7)
Fair value of derivative instruments 92,21¢ 118,34¢ (26,127 (22.7)
Other assets 499,14¢ 502,39: (3,249 (0.6)

Total assets $ 25,852,21 25,893,89 (41,674 (0.2%
Liabilities:
Bonds and notes payable $ 24,434,54 24,672,47 (237,93) (1.00%
Fair value of derivative instruments 43,84( 16,08¢ 27,75 172t
Other liabilities 307,63. 298,69¢ 8,934 3.C

Total liabilities 24,786,01 24,987,25 (201,24) (0.8
Shareholders' equity 1,066,20! 906,63: 159,57: 17.€

Total liabilities and shareholders' equity $ 25,852,21 25,893,89 (41,679 (0.2%

The primary items on the Company's balance sheestadent loans and bonds and notes payable. D2@h@, the Company acquired $2.8 billiot
student loans, which was partially offset by a dase of student loans as a result of repaymenttharidss of loans to consolidation to externatipa
See the activity of loans acquired and loan repaysi@ this Item 7 under "Asset Generation and Man@ent -Results of Operations." The chang
bonds and notes payable was the result of the Coynpaying down $448 million of unsecured corpomdt, partially offset by funding the ove
increase in student loan assets.
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OPERATING SEGMENTS

The Company earns fdmsed revenue through its Student Loan and Guaferyicing, Tuition Payment Processing and Campusir@erce, ar
Enrollment Services operating segments. In additibe Company earns interest income on its stubtemt portfolio in its Asset Generation ¢
Management operating segment. The Compmanperating segments are defined by the produdsanvices they offer or the types of customerg
serve, and they reflect the manner in which finahiciformation is currently evaluated by management

The accounting policies of the Compasiydperating segments are the same as those desarilm®te 2 in the notes to the consolidated fimnel
statements included in this Report. Intersegmemnemees are charged by a segment to another segthahtprovides the product
service. Intersegment revenues and expenses eled within each segment consistent with the rimecostatement presentation providec
management. Changes in management structure araadin methodologies and procedures may resutthamges in reported segment finar
information. In 2010, the Company began allocatingain corporate overhead expenses to the indiVidperating segments. These expenses in
certain corporate activities related to executianagement, human resources, accounting, legalpancy, and marketing. These costs are alloca
each operating segment based on estimated uselofstivities and services. These allocations wetenade in 2009, and thus are not reflected i
2009 segment operating results.

The management reporting process measures thermparioe of the Company’operating segments based on the managementusgrumft the
Company as well as the methodology used by manageimeevaluate performance and allocate resourgesiagement, including the Compasy’
chief operating decision maker, evaluates the pmidoce of the Comparg’operating segments based on their profitabiltg. discussed furth
below, management measures the profitability ofGbenpany’s operating segments based on “base camig” Accordingly, information regardir
the Company’s operating segments is provided basetbase net income.” The Company’s “base netrire€ds not a defined term within genere
accepted accounting principles (“GAAP&hd may not be comparable to similarly titted measueported by other companies. Unlike finai
accounting, there is no comprehensive, authorgagividance for management reporting.

“Base net income” is the primary financial performa measure used by management to develop the @gmgdaancial plans, track results, ¢
establish corporate performance targets and ineotmpensation. While “base net inconehot a substitute for reported results under GAthE
Company relies on “base net income” in operatisgoitsiness because “base net income” permits mangageo make meaningful period{p@rioc
comparisons of the operational and performancecatdis that are most closely assessed by manageMeantgement believes this informa
provides additional insight into the financial pgrhance of the core business activities of the Gomjs operating segments.

Accordingly, the tables presented below reflectsébaet income,vhich is reviewed and utilized by management to aganthe business for eact
the Company’s operating segments. Reconciliatidchesegment totals to the Compangbnsolidated operating results in accordance GRIAP are
also included in the tables below. Included belowler “Non-GAAP Performance Measures” is furtheccdssion regarding “base net inconaed it:
limitations, including a table that details thefeliences between “base net income” and GAAP nehirecby operating segment.

Income Taxes

For segment reporting, income taxes are applieécas 38% of income (loss) before taxes for eadividual operating segment. The differe
between the consolidated income tax expense andutimeof taxes calculated for each operating segiseimcluded in income taxes in Corpol
Activity and Overhead.

Reclassifications

Certain operating segment amounts previously redonave been reclassified to conform to the curpeniod presentation. These reclassifical
include reclassifying "software services revenue""lban and guaranty servicing revenue" and reiflasg "depreciation and amortizatiol
"impairment expense," "restructure expense," aidtion settlement," which were previously incaelin “other expensesThese reclassificatio
had no effect on any of the segments net income.
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Segment Results and Reconciliations to GA

Year ended December 31, 2011

Fee-Based
Tuition
Student Payment
Loan Processing Corporate
and and Asset Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- Generation and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 58 21 — 79 590,73¢ 5,074 (3,039 592,85: — 592,85:
Interest expense — — — — 221,67¢ 9,64¢ (3,039 228,28¢ — 228,28¢
Net interest income (loss) 58 21 — 79 369,06: (4,579 — 364,56¢ — 364,56¢
Less provision for loan losses — — — — 21,25( — — 21,25( — 21,25(
Net interest income (loss) after
provision for loan losses 58 21 — 79 347,81: (4,579 — 343,31 — 343,31
Other income (expense):
Loan and guaranty servicing
revenue 175,65' — — 175,65' — — — 175,65’ — 175,65’
Intersegment servicing revenue 69,031 — — 69,037 — — (69,03) — — —
Tuition payment processing and
campus commerce revenue — 67,791 — 67,791 — — — 67,791 — 67,791
Enroliment services revenue — — 130,47( 130,47( — — — 130,47( — 130,47(
Other income — — — — 15,41¢ 14,097 — 29,51: — 29,51:
Gain on sale of loans and debt
repurchases — — — — 1,43: 6,907 — 8,34( — 8,34(
Derivative market value and
foreign currency adjustments — — — — — — — — (17,807 (17,807
Derivative settlements, net — — — — (7,22¢) (612) — (7,840) — (7,840
Total other income (expense) 244,69: 67,791 130,47( 442,96: 9,621 20,39: (69,037 403,93° (17,807 386,13(
Operating expenses:
Salaries and benefits 102,87¢ 30,07( 25,15¢ 158,10: 2,791 17,051 — 177,95: — 177,95:
Cost to provide enrollment services — — 86,54¢ 86,54¢ — — — 86,54¢ — 86,54¢
Depreciation and amortization 6,84% 1,172 3,20¢ 11,221 — 1,39€ — 12,61¢ 17,12 29,74¢
Other 60,44 10,19: 9,428 80,05¢ 13,381 19,97¢ — 113,41% — 113,41%
Intersegment expenses, net 4,77€ 4,71¢ 3,521 13,011 70,01¢ (13,999 (69,037 — — —
Total operating expenses 174,93¢ 46,15( 127,85: 348,94: 86,19( 24,43¢ (69,037) 390,53 17,12¢ 407,65t
Income (loss) before income
taxes and corporate
overhead allocation 69,81¢ 21,66¢ 2,617 94,09¢ 271,24: (8,629) — 356,71¢ (34,93) 321,78]
Corporate overhead allocation @139 @379 @379 (6,899 (6,899 1379 _ _ _ _
Income (loss) before income
taxes 65,67¢ 20,28¢ 1,23¢ 87,20: 264,34¢ 5,171 — 356,71¢ (34,937) 321,78
Income tax (expense) benefit (24,959 (7,709 (471) (33,139 (100,45 2,86( — (130,726 13,27¢ (117,459
Net income (loss) $ 40,72( 12,58( 767 54,067 163,89¢ 8,031 — 225,99: (21,659 204,33t
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Year ended December 31, 2010

Fee-Based
Tuition
Student Payment
Loan Processing Asset Corporate
and and Generation Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 62 32 — 94 600,09¢ 8,10¢ (4,370 603,93: — 603,93:
Interest expense — — — — 215,33¢ 21,891 (4,370 232,86( — 232,86(
Net interest income (loss) 62 32 — 94 384,75¢ (13,787 — 371,07: — 371,07:
Less provision for loan losses — — — — 22,70C — — 22,70C — 22,700
Net interest income (loss) after
provision for loan losses 62 32 — 94 362,05¢ (13,787) — 348,37: — 348,37:

Other income (expense):

Loan and guaranty servicing
revenue 158,83t — — 158,83t — (254) — 158,58: — 158,58:

Intersegment servicing revenue

85,34: — — 85,34: — (85,349 — — —
Tuition payment processing and
campus commerce revenue — 59,82 — 59,82 — — — 59,82¢ — 59,82¢
Enrollment services revenue — — 139,89° 139,89° — — — 139,89° — 139,89°
Other income 51¢ — — 51¢ 18,63¢ 12,15; — 31,31( — 31,31(
Gain on sale of loans and debt
repurchases — — — — 73,70¢ 4,922 — 78,631 — 78,631
Derivative market value and
foreign currency adjustments — — — — — — — — 3,587 3,581
Derivative settlements, net — — — — (13,330 (928) — (14,269 — (14,269
Total other income (expense) 244,69¢ 59,82 139,89; 444,42 79,01: 15,89: (85,347 453,98; 3,587 457,56¢
Operating expenses:
Salaries and benefits 95,29¢ 27,18( 24,821 147,30( 4,52¢ 15,84¢ (1,66%) 166,01: — 166,01:
Cost to provide enroliment services — — 91,64 91,64 — — — 91,64 — 91,64
Depreciation and amortization 5,17¢ 1,33¢ 7,35¢ 13,871 3 1,82¢ — 15,70( 22,74« 38,44¢
Impairment expense — — 26,59¢ 26,59¢ — — — 26,59¢ — 26,59¢
Restructure expense 6,04( — — 6,04( — (20) — 6,02( — 6,02(
Litigation settlement — — — — — 55,000 — 55,000 — 55,000
Other 60,061 9,531 10,681 80,27¢ 12,74¢ 26,74¢ — 119,76¢ — 119,76¢
Intersegment expenses, net 5,221 3,57¢ 2,461 11,261 85,27¢ (12,859 (83,680 — —
Total operating expenses 171,79: 41,62: 163,57+ 376,99: 102,55¢ 86,53¢ (85,347 480,74: 22,74¢ 503,48¢

Income (loss) before income
taxes and corporate
overhead allocation 72,961 18,23: (23,677 67,52¢ 338,51 (84,429 — 321,61: (19,157 302,45:

Corporate overhead allocation (5,850 @.959 (1,959 (9,760 (9,759 19,51¢ — — = =

Income (loss) before income
taxes 67,111 16,281 (25,629 57,76: 328,75t (64,910 — 321,61: (19,157 302,45:

Income tax (expense) benefit

(25,502 (6,189 9,74( (21,959 (124,929 26,17¢ — (120,700 7,28( (113,420
Net income (loss) $ 41,60¢ 10,09: (15,889 35,81: 203,83( (38,73) — 200,91: (11,879 189,03
Additional information:
Net income (loss) $ 41,60¢ 10,09: (15,889 35,81¢ 203,83( (38,73) — 200,91:
Plus: Litigation settlement — — — — — 55,00( — 55,00(
Plus: Restructure expense 6,04( — — 6,04( — (20) — 6,02(
Plus: Impairment expense — — 26,59¢ 26,59¢ — — — 26,59¢
Less: Net tax effect (2,299 — (10,109 (12,409 — (20,892 — (33,299
Net income (loss), excluding
litigation settlement,
restructure expense, and
impairment expense $ 45,35¢ 10,09: 60z 56,04¢ 203,83( (4,649 — 255,23t
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Year ended December 31, 2009

Fee-Based
Tuition
Student Payment
Loan Processing Corporate
and and Asset Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- Generation and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 112 62 — 174 609,14 5,301 (2,009 612,70! 7,50 620,20°
Interest expense - - - - 357,93( 28,93t (2,009 384,86: - 384,86:
Net interest income (loss) 112 62 — 174 251,21 (23,549 — 227,84 7,50 235,341
Less provision for loan losses _ _ _ _ 20,00¢ _ _ 20,00¢ _ 20,00¢
Net interest income (loss) after
provision for loan losses 112 62 — 174 222,210 (23,549 — 198,84¢ 7,502 206,34¢
Other income (expense):
Loan and guaranty servicing
revenue 131,43 — — 131,43 — (1,526) — 129,91: — 129,91:
Intersegment servicing revenue 85,04¢ _ _ 85,04¢ _ _ (85,049 _ _ _
Tuition payment processing and
campus commerce revenue — 53,89¢ — 53,89¢ — — — 53,89 — 53,89¢
Enroliment services revenue o o 119,39° 119,39° o o o 119,39° o 119,39°
ity Iseine 644 = = 644 17,16¢ 8,65¢ = 26,46¢ = 26,46¢
Gain on sale of loans and debt
repurchases — — — — 63,67¢ 13,15¢ — 76,831 — 76,831
Derivative market value and
foreign currency adjustments — — — — — — — — (30,807) (30,807)
Derivative settlements, net _ _ _ _ 39.28¢ _ _ 39.28¢ _ 39.28¢
Total other income (expense) 217,12¢ 53,89 119,39° 390,42( 120,13: 20,28¢ (85,049 445,78t (30,807 414,98
Operating expenses:
Salaries and benefits 84,40¢ 25,54¢ 23,22: 133,17¢ 6,767 16,63¢ (5,456) 151,12¢ 15¢ 151,28¢
Cost to provide enroliment services _ 74.92¢ 74.92¢ _ _ _ 74.92¢ _ 74.92¢
Depreciation and amortization 9,02t 1,48¢ 3,95¢ 14 46¢ 9 1,77¢ — 16,247 22,24 38,49¢
Impairment expense — — 32,72 32,72 — — — 32,72 — 32,72
RESTUEE GIEEE 7,718 = = 7,718 = 267 = 7,98: = 7,98:
Other 41,70¢ 8,15¢ 9,267 50,13¢ 19,551 21,52¢ — 100,21¢ — 100,21¢
Intersegment expenses, net 4,20¢ 2,56¢ 1,566 8,42¢ 81,338 (10,179 (79.59) = = =
Total operating expenses 147,15: 37,75 145,66¢ 330,57+ 107,66¢ 30,03 (85,049 383,22t 22,40¢ 405,63
Income (loss) before income
taxes and corporate
overhead allocation 70,08¢ 16,20: (26,271) 60,02( 234,67t (33,290 — 261,40¢ (45,709 215,69¢
Corporate overhead allocation o o o o o o o o o o
Income (loss) before income
taxes 70,08¢ 16,20: (26,279 60,02( 234,67¢ (33,290 — 261,40¢ (45,709 215,69t
Income tax (expense) benefit (26,639 (6,156 9,98 (22,809 (89,179 19,18¢ - (92,800) 16,227 (76,579
Net income (loss) $ 4345 10,04¢ (16,289 37,21 145,49¢ (14,109 = 168,60¢ (29,48) 139,12!
Additional information:
Net income (loss) $ 4345 10,04¢ (16,287 37,21: 145,49¢ (14,109 — 168,60t
Plus: Restructure expense 7.71¢ _ _ 7.71¢ _ 267 _ 7,082
Plus: Impairment expense _ _ 32.72¢ 32.72¢ _ _ _ 32.72¢
Less: Net tax effect (2,932 — (12,43) (15,369 — 917 — (14,459
Net income (loss), excluding
restructure and impairment
expense 48,23¢ 10,04¢ 4,004 62,28¢ 145,49¢ (12,920 — 194,86:

44




Non-GAAP Performance Measures

In accordance with the rules and regulations of3&eurities and Exchange Commission, the Compaepapes financial statements in accordance
generally accepted accounting principles. In addito evaluating the Company’s GAARsed financial information, management also evesuth
Company’s operating segments on a non-GAAP perfocmaneasure referred to as “base net income” fon eperating segment. Whilddse ne
income” is not a substitute for reported resultsdemGAAP, the Company relies on “base net inconoefanage each operating segment be:
management believes these measures provide additdormation regarding the operational and perfance indicators that are most closely assi
by management.

“Base net income’ls the primary financial performance measure usganbnagement to develop financial plans, estald®iporate performan
targets, allocate resources, track results, evalp@tformance, and determine incentive compensafaaordingly, financial information is reporteo
management on a “base net income” basis by opgradgment, as these are the measures used redwatig Company chief operating decisi
maker. The Company’s board of directors utilizémse net income” to set performance targets antuaeamanagemernst’ performance. Ti
Company also believes analysts, rating agenciescaaditors use “base net income” in their evatratf the Companyg results of operations. Wt
“base net income” is not a substitute for reporesiilts under GAAP, the Company utilizes “baseimeime” in operating its business becaulsast
net income” permits management to make meaningéniop-to-period comparisons by eliminating the temapy volatility in the Companyg’
performance that arises from certain items thatpairearily affected by factors beyond the contrblntanagement. Management believease ne
income” provides additional insight into the fingadgerformance of the core business activitiehefCompany’s operations.

Limitations of “Base Net Income”

While GAAP provides a uniform, comprehensive basiaccounting, for the reasons discussed aboveagement believes that “base net incorise”
an important additional tool for providing a morentplete understanding of the Company’s resultspefrations. Nevertheless, “base net incoise”
subject to certain general and specific limitatitimat investors should carefully consider. Formepke, as stated above, unlike financial accour
there is no comprehensive, authoritative guidancenanagement reporting. The Company’s “basermueime”is not a defined term within GAAP a
may not be comparable to similarly titted measuegsorted by other companies. Investors, therefm@y not be able to compare the Company’
performance with that of other companies based Upase net income.” “Base net incom@Ssults are only meant to supplement GAAP resuyt
providing additional information regarding the ogwnal and performance indicators that are mastety monitored and used by the Company’
management and board of directors to assess penfieerand information which the Company believesmjgortant to analysts, rating agencies,
creditors.

Other limitations of “base net income” arise frohre tspecific adjustments that management makes tAFGresults to derive “base net income”
results. These differences are described below.

The adjustments required to reconcile from the Camgj{s “base net incomefheasure to its GAAP results of operations relatétems that ar
excluded from management’s evaluation of the Comgaoperating results. The following table refleatfuatments associated with these item
operating segment and Corporate Activity and Owadhe
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Derivative market value and foreign
currency adjustments

Amortization of intangible assets

Compensation related to business
combinations

Variable-rate floor income, net of
settlements on derivatives

Net tax effect (a)
Total adjustments to GAAP

Derivative market value and foreign
currency adjustments

Amortization of intangible assets

Compensation related to business
combinations

Variable-rate floor income, net of
settlements on derivatives

Net tax effect (a)
Total adjustments to GAAP

Derivative market value and foreign
currency adjustments

Amortization of intangible assets

Compensation related to business
combinations

Variable-rate floor income, net of
settlements on derivatives

Net tax effect (a)
Total adjustments to GAAP

Student Tuition
Loan Payment Asset Corporate
and Processing Generation Activity
Guaranty and Campus Enrollment and and
Servicing Commerce Services Management Overhead Total

Year ended December 31, 2011

— — — (7,579 25,37¢ 17,807

8,47( 5,00¢ 3,65( — — 17,12¢

(3,219 (1,902 (1,387 2,871 (9,649 (13,279

5,251 3,10¢ 2,26: (4,699 15,73t 21,65¢
Year ended December 31, 2010

— — — (3,046 (541 (3,587)

8,57¢ 5,75¢ 8,41 — — 22,74«

(3,259 (2,189 (3,199 1,157 21C (7,280

5,317 3,56 5,21 (1,889 (331 11,877
Year ended December 31, 2009

— — — 34,56¢ (3,767 30,80z

4,84¢ 7,44( 9,961 — — 22,24¢

— — — — 15¢ 15¢

— — — (7,502 — (7,502

(1,847 (2,827) (3,789 (10,285 2,51« (16,22))

3,00¢ 4,61: 6,174 16,78: (1,099 29,48:

(&) Income taxes are applied based on 38% for theiohai operating segmen

Differences between GAAP ar“Base Net Income”

Managemens financial planning and evaluation of operatinguits does not take into account the following Bebecause their volatility and
inherent uncertainty affect the period-to-periognparability of the Companyg’results of operations. A more detailed discussibthe difference
between GAAP and “base net income” follows.

Derivative market value and foreign currency adjusents: “ Base net incomeéxcludes the periodic unrealized gains and lodsssare caused

the change in fair value on derivatives used inGbepany’s risk management strategy in which then@any does not qualify for “hedge treatment

”

under GAAP. As such, the Company recognizes claimgédair value of derivative instruments currenify earnings. The Company maintains
overall interest rate risk management strategy thedrporates the use of derivative instrumentsetduce the economic effect of interest
volatility. Derivative instruments primarily uséy the Company to manage interest rate risk indunierest rate swaps and basis swaps. Manag
has structured the majority of the Compangérivative transactions with the intent that eiaatconomically effective. However, the Compangsiao
qualify its derivatives for “hedge treatment,” aihe@ stand-alone derivative must be markedatrket in the income statement with no considenaft
the corresponding change in fair value of the hddgem. The Company believes these point-in-time
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estimates of asset and liability values that alsesim to interest rate fluctuations make it difficio evaluate the ongoing results of operatioresirasg it
business plan and affect the period-to-period coatplity of the results of operations. Included‘base net incomeére the economic effects of
Companys derivative instruments, which includes any caaid pr received being recognized as an expensevanue upon actual derivat
settlements. These settlements are included inivatere market value and foreign currency adjusiteeand derivative settlements, neffi the
Company'’s consolidated statements of income.

“Base net income” excludes the foreign currencpgegtion gains or losses caused by the re-measnr@ithe Company’s Eurdenominated boni
to U.S. dollars. In connection with the issuandetlte Euro-denominated bonds, the Company has eshtarto crosssurrency interest ra
swaps. Under the terms of these agreements, theigal payments on the Eudenominated notes will effectively be paid at tlxelenge rate
effect between the U.S. dollar and Euro at theaissa date of the bonds. The croasrency interest rate swaps also convert theifigatate paid o
the Euro-denominated bonds (EURIBOR index) to alicibased on LIBOR. Included in “base net incore’ the economic effects of any cash
or received being recognized as an expense or uevapon actual settlements of the croggency interest rate swaps. These settlementsictelec
in “derivative market value and foreign currencyjustinents and derivative settlements, net” on tl@m@anys consolidated statements
income. However, the gains or losses caused byetheeasurement of the Eudenominated bonds to U.S. dollars and the changeaitket value ¢
the cross-currency interest rate swaps are exclirded“base net income” as the Company believegtiet-intime estimates of value that are suk
to currency rate fluctuations related to theserfga instruments make it difficult to evaluate thvegoing results of operations against the Comgany’
business plan and affect the period-to-period coatpkty of the results of operations. The re-mgament of the Eurdenominated bonds gener:
correlates with the change in fair value of thessmurrency interest rate swaps. However, the Compahyexperience unrealized gains or los
related to the cross-currency interest rate swiape itwo underlying indices (and related forwawmive) do not move in parallel.

The gains and/or losses included in “derivative keawvalue and foreign currency adjustments andvdgvie settlements, net” on the Company’
consolidated statements of income are primarilyseduby interest rate and currency volatility, aslwe the volume and terms of derivatives
receiving hedge treatment. “Base net incoraetludes these unrealized gains and losses aratdsdhe effect of interest rate and currency ilitye
related to the fair value of such instruments dytime period. Under GAAP, the effects of thesadiacon the fair value of the derivative instruns
(but not the underlying hedged item) tend to shawvenvolatility in the short term.

Amortization of intangible asset: “Base net incomeéxcludes the amortization of acquired intangiblesich arises primarily from the acquisition
definite life intangible assets in connection wittle Companys business and asset acquisitions, since the Conipels that such charges do not d
the Company’s operating performance on a long-teaisis and can affect the period-to-period comphiyabf the results of operations.

Compensation related to business combinatiofisie Company has structured certain business comidnisan which the consideration paid has t
dependent on the sellers' continued employment théhCompany. As such, the value of the considergiaid is recognized as compensation exj
by the Company over the term of the applicable esmpent agreement. “Base net inconegtludes this expense because the Company bebeeé
charges do not drive its operating performance tmmg-term basis and can affect the periogh¢oiod comparability of the results of operatiolfishe
Company did not enter into the employment agreesnantonnection with the acquisition, the amountl pa these former shareholders of the acq
entity would have been recorded by Gempany as additional consideration of the acquarity, thus, not having an effect on the Compangsult
of operations. The compensation expense relatétbse existing agreements was fully expensed i8.200

Variable-rate floor income, net of settlements oard/atives: Loans that reset annually on July 1 can generatessxspread income compared witt
rate based on the special allowance payment formudaclining interest rate environments. The Conypafers to this additional income as variable-
rate floor income. The Company excludes variabte-floor income, net of settlements paid on daies used to hedge student loan assets e:
variable-rate floor income, from its “base net im& since the timing and amount of variabé¢e floor income (if any) is uncertain, it has
eliminated by legislation for all loans originated and after April 1, 2006, and it is in exceserpected spreads. In addition, because variatbée-
floor income is subject to the underlying rate thoe subject loans being reset annually on Julyis,a factor beyond the Company's control which
affect the period-to-period comparability of resudf operations.

47




STUDENT LOAN AND GUARANTY SERVICING OPERATING SEGME NT — RESULTS OF OPERATIONS
The following are the primary service offerings tbempany offers as part of its Student Loan andr&ug Servicing segment:

e Servicing FFELP loar

e Originating and servicing noiederally insured student loe

e Servicing federallyawned student loans for the Department of Educ

e Servicing and outsourcing services for guarantyneige

e Providing student loan servicing software and othfarmation technology products and serv

The Student Loan and Guaranty Servicing operataggnent provides for the servicing of the Compastslent loan portfolio and the portfolios
third parties. The loan servicing activities incutban origination activities, loan conversion wties, application processing, borrower upd:
payment processing, due diligence procedures, foredggement reconciliations, and claim procesdihgse activities are performed internally for
Company's portfolio in addition to generating erédifee revenue when performed for third-partyrdse

Beginning in 2009, the Company began servicingddanthe Department of Education as further diseddelow.

This operating segment also provides servicingvitiets for guarantee agencies. These activitiesidiee providing software and data center serv
borrower and loan updates, default aversion trackervices, claim processing services, and posiuttafollection services.

This operating segment also provides student leavicing software, which is used internally by tBempany and licensed to thiphty student loe
holders and servicers. This software system has adapted so that it can be offered as a hostettisgy software solution that can be used by 1
parties to service various types of student loamduding Federal Direct Loan Program and FFEL Paogloans. In October 2011, the Comg
began hosting student loan servicing volume orséiwicing software platforms to a significant cusew. The Company earns a monthly fee 1
remote hosting customers for each unique borrowethe Company's platform. As of December 31, 2025 million borrowers were hosted on
Company's hosted servicing software solution ptatfo In addition, this operating segment providgsrimation technology products and servi
with core areas of business in educational loatwsoé solutions, technical consulting services, amigrprise content management solutions.

Direct Loan Servicing Contrac

In June 2009, the Company was one of four privatéos companies awarded a student loan servicingaa by the Department to provide additic
servicing capacity for loans owned by the Departmé&hese loans include Federal Direct Loan Progaans and FFEL Program loans purchase
the Department. The Company earns a monthly fem fitte Department for each unique borrower who basd owned by the Department
serviced by the Company. In September 2009, theaDeent began assigning purchased FFELP loan®tfotin servicers. Beginning with the sec
year of servicing, the Department began allocatieny loan volume among the four servicers basedverperformance metrics.

* Three metrics measure the satisfaction among sepeuatomer groups, including borrowers, finanaidl personnel at postsecondary scr
participating in the federal student loan prograars] Federal Student Aid and other federal ageecgomnel or contractors who work w
the servicers.

*  Two performance metrics measure the successfalili prevention efforts as reflected by the petage of borrowers and percentage of
dollars in each servicer's portfolio that go inedalilt.

Based on the first and second years of surveytegeghe Company was ranked fourth out of the faiuape sector companies and has been allo
16% of new loan volume originated by the Departnfesrh the period from August 15, 2010 through Augls, 2012 (the second and third yeat
the servicing contract). The Department projectwiit originate new loans for 4.1 millioborrowers in total during the third year of thisnt@ac
(August 15, 2011 through August 14, 2012), whichugently being allocated to the four servicergjhér allocations could increase total revenue
profit margins. The Company is focused on improvéugvey results to increase this allocation in feitperiods and has and will continue to i
additional operating expenses in support of thesiatives.
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The servicing contract with the Department spaws iears (through June 2014), with one fj@ar renewal at the option of the Department. $ary
loans under this contract will increase revenueezhby this segment. However, as the fede@lyed student loan portfolio becomes a larger po
of the Company's total student loan servicing jptidf operating margins are expected to be lowan thistorical levels achieved.

Segment Summary of Resul

Significant items impacting 2011 operating resirtdude:

A decrease in FFELP servicing revenue due tdadeof servicing volume from thinglarty customer
¢ Anincrease in government servicing revenue dusdeased volume from the Departm
¢ Excluding rehabilitation collections, a decreasguaranty servicing revenue due to the amortizaifadhe guaranty servicing portfol

e An increase in software services revenue as atre$uhe Company beginning to provide hosted studean servicing to a significa
customer in October 2011.

« A decrease in operating margin due to the goverhsamicing portfolio growing as a percentage & @ompany's total servicing portfo

¢ An increase in operating expenses due to incuraidditional costs related to the government sergi@ontract and the hosted servic
software product.

Student Loan Servicing Volumes (dollars in milliohs

O Government Servicing | Private Servicing mFFELP Servicing
$76,119
$75,000 $74,488 e
$67.965 $68,974
$61,477
$55,680 $44.579 $46,115
37316 $38,827
$50,000 $47,630 . —
$42,989 $21,792 $30,286
$12,863
$37,550 $8,241
$3,439
$1,722 $1,769 $1,740 $1.783
25,000 $1,791 $1,848 $1,819 $1.920 $1,931
$32,388 $32,979 $33,027 $32,105 $29,400 $28.801 P—
» $27,989 $28,073
$- T T T T T T T T
Dec 31, 09 Mar31, 10 Jun 30, 10 Sep 30, 10 Dec31, 10 Mar31, 11 Jun 30, 11 Sep 30, 11 Dec31, 11
Company owne: $23,139 $24,378 $26,351 $26,183 $23,727 $23,24 $22,757 $22,503 $22,650
% of Total 61.6% 56.7% 55.3% 47.0% 38.6% 34.2% 33.0% 2980 29.8%
Number of borrowers:
Governmen
servicing: 441,913 1,055,896 1,530,308 2,510,630 2,804,502 2,814,142 2,666,183 2,966,706 3,036,534
FFELP
servicing: 2,311,558 2,327,016 2,329,150 2,227,288 1,98,7 1,870,538 1,837,272 1,812,582 1,799,484
Total: 2,753,471 3,382,912 3,859,458 4,737,918 4,B07,2 4,684,680 4,503,455 4,779,288 4,836,018
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Summary and Comparison of Operating ResL

December 31, 2011 vs. December 31, 2010 vs.

Year ended December 31, 2010 Increase (Decrease) 2009 Increase (Decrease)
2011 2010 2009 $ % $ %
Net interest income $ 58 62 11z 4) (6.5)% (50 (44.9%
Loan and guaranty servicing revenue 175,65’ 158,83¢ 131,43 16,81¢ 10.€ 27,40! 20.¢
Intersegment servicing revenue 69,037 85,34: 85,04¢ (16,30%) (29.) 294 0.3
Other income — 51¢ 644 (519 (100.0) (125) (19.4)
Total other income 244,69 244,69¢ 217,12¢ 5) — 27,57( 12.7
Salaries and benefits 102,87¢ 95,29: 84,40¢ 7,58¢ 8.C 10,88¢ 12.¢
Depreciation and amortization 6,84% 5,17¢ 9,02t 1,66¢ 32.1 (3,84¢) (42.6)
Restructure expense — 6,04( 7,71F (6,040 (200.0 (1,675 (21.7)
Other expenses 60,44: 60,06! 41,70¢ 381 0.€ 18,35:¢ 44.C
Intersegment expenses, net 4,77¢ 5,221 4,29¢ (445) (8.5 922 21.4
Total operating expenses 174,93¢ 171,79 147,15: 3,14¢ 1.8 24,64: 16.7
"Base net income" before income taxes and
corporate overhead allocation 69,81: 72,96 70,08¢ (3,159 4.3 2,87¢ 4.1
Corporate overhead allocation (4,13¢) (5,85¢€) — 1,71¢ (29.9) (5,85¢€) (200.0
"Base net income" before income taxes 65,67 67,111 70,08¢ (1,43¢) (2.3 (2,979 4.2
Income tax expense (24,955 (25,507 (26,63¢€) 547 (2.7 1,13¢ 4.3
"Base net income" $ 40,72 41,60¢ 43,45: (88¢9) 2.1)% (1,849 (4.2%
Additional information:
"Base net income” $ 40,72 41,60¢ 43,45 (88¢) (2.9)% (1,844 (4.2%
Restructure expense (recovery) — 6,04( 7,71 (6,040 (100.0 (1,675 (21.7)
Net tax effect — (2,295 (2,939 2,29t (100.0 637 (21.7)
"Base net income," excluding restructure expense$  40,72( 45,35¢ 48,23¢ (4,639 (10.2)% (2,8872) (6.0)%
Before Tax Operating Margin, excluding restructure
expense and corporate overhead allocation 28.5% 32.2% 35.8%

Loan and guaranty servicing revent

Year ended December 31,

2011 2010 2009
Origination Servicing Total Origination Servicing Total Origination Servicing Total

revenue revenue revenue revenue revenue revenue revenue revenue revenue

FFELP servicing (a) $ — 27,27¢ 27,27¢ 254 36,75¢ 37,01: 1,89: 57,63( 59,52:

Private servicing (b) 1,451 8,46( 9,911 1,46: 7,841 9,304 81€ 7,45¢ 8,27(

Government servicing (c) — 50,97¢ 50,97¢ — 29,947 29,94 — 1,67¢ 1,67¢

Guaranty servicing (d) — 64,05( 64,05( 131 63,49t 63,62¢ 307 40,49¢ 40,801

Software services (e) — 23,44: 23,44: — 18,94¢ 18,94¢ — 21,16¢ 21,16¢
Loan and guaranty servicing

revenue $ 1,451 174,20t 175,65 1,84¢ 156,99( 158,83t 3,01¢ 128,42: 131,43
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Year ended December 31, 2011 compared to the yedeed December 31, 2010

Loan and guaranty servicing revent

(a) FFELP servicing revenue decreased in 2011 aczdpto 2010 due to the loss of servicing volunoenfthirdparty customers as a resul
these customers selling their portfolios to the @any and/or the Department of Education under gram that offered liquidity to stude
loan lenders. The decrease is also due to thirg-pastomers' FFELP portfolios decreasing in size t runoff.

(b) Non-federally insured servicing revenue increasedrdufl011 compared to 20Hue to an overall increase in volume and the aaditif ¢
new customer contract.

(c) Government servicing revenue increased du0igl compared to 20Xe to an increase in volume from the Departr

(d) Guaranty servicing revenue increased in 20@hpared to 201due to additional revenue earned from rehabilitatiollections on defaults
loan assets. For the year ended December 31,,20&1Company earned $34.2 million in revenue fretmbilitation collections comparec
$33.4 million for the same period in 201Excluding the rehabilitation collection revenueyenue from guaranty servicing decreased
million for the year ended December 31, 2011 combém the same period in 2010 due to the amonvizadf the guaranty servicing portfolio.

(e) In October 2011, the Company began providing hostedent loan servicing to a significant customdriclw resulted in an increase
software services revenue compared to the prior. yidds increase was offset by a reduction in rexedue to a decease in the numb
other products and services provided to externstiocners as a result of legislative changes intilndesit loan industry.

Intersegment servicing revenulntersegment servicing revenue includes serviciegemue earned for the Student Loan and GuarantyicBe
operating segment as a result of servicing loanthiw Asset Generation and Management operating ey

Operating expenses Excluding restructure expense and collectioncoslated to loan rehabilitation revenue, 2011 afiey expenseicrease
$12.1 million ( 8.3% ) compared with the same p&if02010 . These increases were due to incuadititional costs related to:

e Supporting the increase in government servicingiva
e Supporting initiatives to improve performance negtninder the government servicing cont

* Preparing for the additional volume that was adtethe Company's servicing platforms in October2@dlated to the hosted servic
software solution.

The Company expects continued compression of dpgratargin in this operating segment as a resuti@fyovernment servicing portfolio growing
a percentage of the Company’s total servicing pbotf

Year ended December 31, 2010 compared to the yedeed December 31, 2009

Loan and guaranty servicing reveni

(a) FFELP origination revenue decreased in 2010 condpaitth 2009 due to legislative changes and marlgstigtions causing lenders to exit
FFELP marketplace. In addition, effective July 01@, the Reconciliation Act of 2010 prohibits nesan originations under the FF
Program. FFELP servicing revenue decreased in 20&0to the loss of servicing volume from thpdrty customers as a result of tt
customers selling their portfolios to the Compang/ar the Department of Education under a progtfaat offered liquidity to student lo
lenders.

(b) Non-federally insured servicing revenue increased gu#i6il0 compared to 2009 due to an overall incréas®lume and the addition
customer contracts.

(c) Government servicing revenue increased du20iy) compared to 20@e to an increase in volume from the Departr

(d) Guaranty servicing revenue increased in 2010 coedptr 2009 due to additional revenue earned frdraliditation collections on default
loan assets. For the year ended December 31, g Gompany earned $33.4 million in revenue
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from rehabilitation collections compared to $7.8lion for the same period in 2009. Excluding reltigdtion collection revenue, revenue fr
guaranty servicing decreased $2.8 million for tearyended December 31, 2010 compared to the saioe pe2009 due to the amortizat
of the guaranty servicing portfolio and the elintioa of FFELP origination activity in 2010.

(e) Software services revenue decreased in 20b@aed to 2009s the result of a reduction in the number of mtsjéor external customers ¢
to the legislative changes in the student loanstigithroughout 2009 and 2010 .

Intersegment servicing revenulntersegment servicing revenue includes serviciegemue earned for the Student Loan and GuarantyicBe
operating segment as a result of servicing loanthiw Asset Generation and Management operating ey

Operating expenses Excluding restructure charges and collection fesd related to rehabilitation revenue, 2010 oiiegeexpenses increas&dl.]
million ( 8.2% ) compared to the same period in 200 he additional operating costs were incurred a#ect result of supporting the governr
servicing volume increase.

TUITION PAYMENT PROCESSING AND CAMPUS COMMERCE OPER ATING SEGMENT — RESULTS OF OPERATIONS

The Companys Tuition Payment Processing and Campus Commereetimy segment provides products and serviceglp $tudents and famili
manage the payment of education costs at all l€#elk?2 and higher education). It also providesowetive educatioriecused technologies, servic
and support solutions to help schools with the yley challenges of collecting and processing cornmdata.

In the K12 market, the Company offers actively managedotuipayment plans, as well as assistance with éishmeeds assessment and d
management. The Company offers two principal prtslde the higher education market: actively managetion payment plans and cam,
commerce technologies and payment processing. @& 30, 2011, the Company purchased contracts witte ithan 370 KE2 schools to provic
tuition payment plan services. This increased timaler of K-12 schools the Company works with byhejgercent.

This segment of the Compasybusiness is subject to seasonal fluctuationshwbirespond, or are related to, the traditionalost year. Tuitiol
management revenue is recognized over the courskecfcademic term, but the peak operational dietiviake place in summer and early
Revenue associated with providing electronic conemaubscription services is recognized over theiceperiod with the highest revenue mol
being July through September and December and danlihe Company operating expenses do not follow the seasonatithe revenues. This
primarily due to generally fixed yeaound personnel costs and seasonal marketing ddated on the timing of revenue recognition andn
expenses are incurred, revenue and pre-tax opgratingin are higher in the first quarter and loimethe second quarter.
Segment Summary of Resul
Significant items impacting 2011 operating resirtdude:

* Anincrease in revenue as a result of an increatigeinumber of managed tuition payment plans antbas commerce custom

« An improved operating margin, which includes stroagenue growth while still incurring expenses tedflato continued investments in r

products and services.
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Summary and Comparison of Operating ResL

December 31, 2011 vs. December 31, 2010 vs.

Year ended December 31, 2010 Increase (Decrease) 2009 Increase (Decrease)
2011 2010 2009 $ % $ %

Net interest income $ 21 32 62 (12) (34.9% (30 (48.9%
Tuition payment processing and campus commerce

revenue 67,797 59,82« 53,89/ 7,978 13.2 5,93( 11.C
Salaries and benefits 30,07( 27,18( 25,54¢ 2,89( 10.€ 1,631 6.4
Depreciation and amortization 1,174 1,33: 1,48¢ (159) (11.9 (157) (20.2)
Other expenses 10,19 9,531 8,15¢ 661 6.9 1,37: 16.€
Intersegment expenses, net 4,71¢ 3,57¢ 2,56: 1,13t 31.7 1,01¢ 39.€

Total operating expenses 46,15( 41,62: 37,75¢ 4,527 10.€ 3,86¢ 10.Z

"Base net income" before income taxes and corpc

overhead allocation 21,66¢ 18,23: 16,20: 3,43t 18.¢ 2,031 12t

Corporate overhead allocation (1,379 (1,957) — 57¢ (29.9 (1,952) (200.0

"Base net income" before income taxes 20,28¢ 16,281 16,20: 4,00¢ 24.¢ 79 0.5
Income tax expense (7,709 (6,189 (6,15¢€) (1,520 24.€ (33 0.5

"Base net income” $ 12,58( 10,09: 10,04¢ 2,48¢ 24.7% 46 0.5%
Before Tax Operating Margin, excluding corporate

overhead allocation 32.(% 30.5% 30.(%

Tuition payment processing and campus commercauevel uition payment processing and campus commer@nte has been increasing year
year as a result of an increase in the number ofwged tuition payment plans as well as an incremsampus commerce customers.

Operating expensegOperating expenses have also been increasing yeayear as a result of incurring additional caetsupport the increase in
number of managed tuition payment plans and caropomsnerce customers. In addition, the Company coesinio invest in new products and sen
to meet customer needs and expand product andccsenfferings. The amount and types of investmeraslarby the Company impacts opera
expenses and operating margin from period to period

ENROLLMENT SERVICES OPERATING SEGMENT — RESULTS OF OPERATIONS

The Enrollment Services operating segment offesslycts and services that are focused on helpidgges recruit and retain students (interactive
list marketing services) and helping students plath prepare for life after high school and/or railjtservice (publishing services and resource cgY.
Interactive marketing products and services inclagency of record services, qualified inquiry gatien, pay per click services, inquiry manager
software, and other marketing management, alonlg edtl center solutions. The inquiry managementwse allows schools to manage their inq
flow and perform analytics on the inquiries receil® the school. The majority of interactive mankgtrevenue is derived from fees that are ec
through the delivery of qualified inquiries or &&to colleges and universities. List marketing/gers include providing lists to help higher edima
institutions and businesses reach the middle schagit school, college bound high school, college] young adult market places. Publishing ser
include test preparation study guides, school threzs and databases, and career exploration guRlesource centers include online cou
scholarship search and selection data, careerip@remd on-line information about colleges andrarsities.

Certain provisions in new Gainful Employment regiolas issued by the Department under the Highecktilon Act that became effective July 1, 2
could have an impact on the Company's Enrollmemti&es operating segment, in connection with sewitt provides to foprofit schools. Th
Higher Education Act provides that to be eligibteparticipate in Federal student financial aid paogs (Title IV funds), educational institutio
including forprofit schools, must enter into a program partitgpaagreement with the Department. The agreemehtides a number of conditic
with which an institution must comply to be grantieitial and continuing eligibility to participateAmong those conditions is a prohibition
institutions providing any commission, bonus, drestincentive payment to any individual or entibgaged in recruiting or admission activities, bi
on their success in securing enroliments. Previegsilations included a number of activities, orfésharbors,”that did not constitute prohibit
incentive compensation. One of those safe harbermified an institution to provide incentive comgation for internebased recruitment a
admission activities. The Department's newly isstggfilations repeal all existing safe harbors migarincentive compensation in recruiting, tho
exempting “click”-based payments to third partidsowprovide internet
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generated student contact information. The newlagigus also create liability for misrepresentatianadvertisements, offers, and communical
presented to prospective students, with assocaadilties for noncompliance with these standards.

In addition, these new regulations impose stribility on educational institutions for misrepretsgions made by entities, like the Company,
contract with the institutions to provide marketisgyvices. As a result, the Company's school custemave demanded and, in limited circumsta
the Company has acquiesced to be subject to irextdamsitations of liability in its contracts andy some cases, to indemnify its customers for as
by its thirdparty publishers. The Company has developed ptapyiesoftware systems and processes to detect antkdiate potenti
misrepresentation violations.

The Department also recently issued new regulatiorder Title 1V of the Higher Education Act providi that forprofit schools are eligible
participate in Title IV student financial aid pregns only with respect to educational programs kiad to “gainful employmentin a recognize
occupation. These regulations, most of which becetffeetive July 1, 2011, require fprofit schools to provide prospective students weich eligibl
program's recognized occupations, cost, complatide, job placement rate, and median loan debhadet that have completed the program,
provide that Title IV funds may not be availablestadents enrolled in educational programs offéetbr-profit schools if those programs do not n
certain debt-to-income ratios and loan repaymeritioseto be measured beginning July 1, 2012.

Significantly all interactive marketing revenue (alinmakes up approximately 80 percehtotal revenue included in this segment) is gatset fron
for-profit schools. The regulations discussed above subject the Company to greater risk of liabilitydamay increase the Company's cos!
compliance with these regulations or limit the Camys ability to serve foprofit schools. In addition, these regulations donkgatively impa
enrollment at for-profit schools, which could adsaly affect interactive marketing revenue.

Segment Summary of Resul

Significant items impacting 201aperating results include a decrease in revenueopedating margin due to the effects from currexgutaton

uncertainty in the for-profit college industry, whihas caused schools to decrease spending ontingr&gorts.
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Summary and Comparison of Operating ResL

Year ended December 31,

December 31, 2011 vs. December 31, 2010 vs.
2010 Increase (Decrease) 2009 Increase (Decrease)

Enrollment services revenue $

Salaries and benefits

Cost to provide enroliment services
Depreciation and amortization
Impairment expense

Other expenses

Intersegment expenses, net

Total operating expenses

"Base net income" before income taxes and corporate

overhead allocation
Corporate overhead allocation

"Base net income" before income taxes
Income tax (expense) benefit

"Base net income” $

Additional information:
"Base net income" $
Impairment expense
Net tax effect

"Base net income," excluding impairment expense$

Before Tax Operating Margin, excluding corporate
overhead allocation, list cost amortization, and
impairment expense

Enrollment services revenue, cost to provide enmaht services, and gross profit

Enrollment services revenue

Cost to provide enrollment services
Gross profit

Gross profit %

Enrollment services revenue

Cost to provide enrollment services
Gross profit

Gross profit %

2011 2010 2009 $ % $ %
130,47( 139,89° 119,39° (9,42%) (6.7% 20,50( 17.2%
25,15¢ 24,82 23,22: 32¢ 1. 1,60¢ 6.8
86,54¢ 91,64 74,92¢ (5,099 (5.6 16,72 22.¢
3,20¢ 7,35¢ 3,95¢ (4,155 (56.5) 3,40( 85.¢
— 26,59¢ 32,72¢ (26,599 (100.0) (6,129 (18.7)
9,42t 10,68 9,261 (1,25¢6) (11.6) 1,414 15.%
3,521 2,461 1,56¢ 1,06( 43.1 89t 57.2
127,85! 163,57 145,66¢ (35,72)) (21.¢) 17,90¢ 12.2
2,617 (23,677 (26,277 26,29¢ (111.7) 2,59¢ 9.9
(1,379 (1,952) — 575 (29.9) (1,952 (100.0)
1,23¢ (25,629 (26,27)) 26,86 (104.8) 642 (2.4
(471 9,74( 9,98¢ (10,212 (104.6) (244 (2.9
767 (15,889 (16,287 16,65¢ (104.9% 39¢ (2.9%
767 (15,889 (16,287 16,65¢ (104.9% 39¢ (2.9%
— 26,59¢ 32,72¢ (26,599 (100.0) (6,129 (18.7)
— (10,109 (12,43) 10,10¢ (100.0) 2,32¢ (18.7)
767 602 4,002 16E 27.4% (3,402 (85.0%
4.1% 6.8% 7.8%
Year ended December 31, 2011
Resource
centers
Interactive Publishing and list
marketing (a) services (b) Subtotal marketing (c) Total
109,00: 9,50¢ 118,50° 11,96: 130,47
84,08¢ 2,46z 86,54¢
24,91¢ 7,04: 31,95¢
22.% 74.1% 27.%
Year ended December 31, 2010
Resource
centers
Interactive Publishing and list
marketing (a) services (b) Subtotal marketing (c) Total
115,88« 10,90¢ 126,79: 13,10¢ 139,89
88,55 3,094 91,64
27,331 7,81t 35,14¢
23.6% 71.€% 27.%
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Year ended December 31, 2009

Resource
centers
Interactive Publishing and list
marketing (a) services (b) Subtotal marketing (c) Total
Enrollment services revenue $ 94,59: 12,167 106,76( 12,637 119,39
Cost to provide enrollment services 70,75¢ 4,171 74,92¢
Gross profit $ 23,83¢ 7,99¢ 31,83«
Gross profit % 25.2% 65.7% 29.8%

Enroliment services revenue, cost to provide enreiit services, and gross pro

Year endedecember 31, 201dompared tdecember 31, 2010

@)

(b)

(©

Interactive marketing revenue decreased $6li&om( 5.9% ) for the year ended December 31, R@bmpared with 201@s a result of
decrease in interactive marketing services volurhe. gross profit margin for the year ended DecerthieP011 compared to 208@crease
as a result of more competitive pricing. Revenué jarofit margin have been affected by the curregutatory uncertainty in the fqrofit
college industry, which has caused schools to dserepending on marketing efforts.

Publishing services revenue decreased $1lbmil 12.9% ) for the year ended December 31, 2€@drhpared with 201@ue to competitio
related to online delivery of similar products ahd timing of book releases and types of produdl. §he gross profit margin for publishi
increased for the year ended December 31, 2011 a@upo the same period in 2010 as a result offairsithe mix of products sold.

Resource centers and list marketing revengecdsed $1.1 million ( 8.7% ) for year ended Decan®1, 2011 compared with 208e tc
decreases in customer spending in both resourdergamoducts and list sales.

Year endedecember 31, 201€ompared tdecember 31, 2009

@)

(b)

()

Interactive marketing revenue increased $&illBon ( 22.5% ) for the year ended December 311@compared with 2008s a result of ¢
increase in interactive marketing services volufiite2 gross profit margin for the year ended Decer3thie2010 compared to 20d@crease
as a result of a decrease in sales of productsanliigher profit margin.

Publishing services revenue decreased $1I1&mil 10.3% ) for the year ended December 31, 2@df@pared with 2008lue to competitio
related to online delivery of similar products. Tgn®ss profit margin for publishing and editing\sees increaseds a result of a shift in t
mix of products sold.

Resource centers and list marketing revencreased $0.5 million ( 3.7% ) for year ended Decan3i, 2010 compared with 200®esourc
centers revenue increased due to an increase imactmfor new customers and pricing increasesefasting customers. The increast
resource centers revenue was offset by a decnedisesales.

Depreciation and amortizatio. Depreciation and amortization for the years erdedember 31, 2011 , 2010, and 2009 , includes i$8lion , $6.€

million , and $2.9 million, respectively, of amortization expense relatedttalent list costs. In 2010, the Company accelértite amortization t
student list costs to better reflect the patterwlich the economic benefit of this asset is usegenerate revenue.

Impairment expensAs a result of the 2010 annual goodwill impairmist, the Company recorded impairment chargesatéporting units include

in the Enrollment Services operating segment. Tiobseges consisted of $23.9 million related tariteractive marketing business and $2.7 mi
related to its list marketing business. As a resfiithe 2009 annual goodwill impairment test, then(pany recorded impairment charges of $
million related to its list marketing business.

Operating expenses Excluding the cost to provide enrollment servicgisident list cost amortization expense, and impait charges, operati

expenses for year ended December 31, 2011 wasoftapared to 2010ue to a reduction in facilities costs, offset hydstment in new products ¢
services to meet customer needs and expand seiffécangs.
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Excluding the cost to provide enroliment servicgadent list amortization expense, and impairmbatges, operating expenses increased $3.5 n
(10.1%) for the year ended December 31, 2010 cozdpia 2009 as a result of investment in new pradaod services to meet customer need:
expand product and service offerings.

ASSET GENERATION AND MANAGEMENT OPERATING SEGMENT — RESULTS OF OPERATIONS

The Asset Generation and Management Operating Segnadudes the acquisition, management, and oviaeis the Company student loan asse
which was historically the Comparsylargest product and service offering. The Compgamerates a substantial portion of its earnings fthe sprea
referred to as the Compasystudent loan spread, between the yield it resedreits student loan portfolio and the associatesis to finance su
portfolio. The student loan assets are held inres®f education lending subsidiaries designedifipally for this purpose. In addition to the sam
loan spread earned on its portfolio, all costs actility associated with managing the portfoliogtsias servicing of the assets and debt mainter
are included in this segment.

Segment Summary of Resul
Significant items impacting 2011 operating resirtdude:
e Continued recognition of significant fixed ratedtdncome due to historically low interest ra

e The purchase of $2.8 billion of FFELP studerdan® during 2011 from various third parties, inchgdithe $1.9 billionloan acquisitio
described below.

Loan Acquisition

On July 8, 2011, the Company purchased the residtdest in $1.9 billionof securitized federally insured consolidation Ieaithe Compar
acquired the ownership interest in GCO SLIMS Tiwgving the Company rights to the residual int¢iasGCO Education Loan Funding Trusfthe
"GCO Trust"). The GCO Trust includes federally iresili consolidation loans funded to term with $1.Bidni of bonds and notes payable. -
Company has consolidated these trusts on its ddasedl balance sheet because management has detiné Company is the primary benefic
of the trusts. Upon acquisition of the assets, Goenpany recorded the student loans and bonds ated payable at fair value, resulting in
recognition of a student loan discount of $153.49ion and a bonds and notes payable discount ofi®lillion. These discounts will be accre
using the effective interest method over the liokthe underlying assets and liabilities.
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Student Loan Portfolic

The tables below outline the components of the Gomijs student loan portfolio:

As of As of As of
December 31, December 31, December 31,
2011 2010 2009
Held for Held for Held for sale Held for
investment investment €) investment
Federally insured loans:
Stafford and other $ 7,480,18: 7,927,52! — 7,620,79.
Consolidation 16,852,52 15,830,17. — 15,851,76
Total 24,332,70 23,757,69 — 23,472,55
Non-federally insured loans 26,91¢ 26,37( 84,981 163,32:
24,359,62 23,784,06 84,98’ 23,635,87
Unamortized loan (discount) premium and deferrégimmation
costs, net (13,26 207,57: — 341,97(
Allowance for loan losses — federally insured loans (37,209 (32,909 — (30,109
Allowance for loan losses — non-federally insureahis (11,27) (20,719 — (20,78%)
$ 24,297,87 23,948,01 84,98’ 23,926,95
Allowance for federally insured loans as a percgataf such loans 0.15% 0.14% 0.1%%
Allowance for non-federally insured loans as a petage of such
loans (b) 41.9% 40.6% 12.7°%

(&) On January 13, 2011, the Company sold a portéd non-federally insured loans for proceeds$6fl..3 million (100% of par value). TI
Company retained credit risk related to this pdidfand will pay cash to purchase back any loanglwbecome 60 days delinquent. A:
December 31, 2010, the Company classified thif@atas held-for-sale and the loans were carrigfdiavalue.

(b) The allowance for nofederally insured loans as a percentage of suamsls@nificantly increased during 2010. After sallia significar
portion of its non-federally insured loans in 2088d 2010, the remaining balance of federally insured loans classified as held

investment includes loans with higher credit risk.
Loan Activity

The following table sets forth the activity of IGadassified as “held for investment”:

Beginning balance (loans held for investment)
Loan originations
Loan acquisitions
Total originations and acquisitions (a)
Repayments, claims, capitalized interest, parttmpa, and other
Consolidation loans lost to external parties
Loans sold (b)
Loans reclassified to held for sale

Ending balance (loans held for investment)

Year ended December 31,

2011 2010 2009

23,784,06 23,635,87. 25,061,04
— 831,04 1,669,58;
2,841,33 3,371,11 1,110,29.
2,841,33 4,202,16. 2,779,87.
(1,650,48) (1,221,66) (1,443,19)
(585,23 (599,92) (430,47}
(30,05¢) (2,141,12) (2,331,38)

— (91,256 —

24,359,62 23,784,06 23,635,87

(&) The Reconciliation Act of 2010 resulted in the Camp discontinuing originations of new loans under EFEL Program effective Ji
1, 2010. However, the Company believes thereheilbpportunities to continue to
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purchase FFELP loan portfolios from current FFElRipipants looking to adjust their FFELP businss$®r example, during 2011 ¢
2010, the Company purchased $2.8 billion and $idr respectively, of FFELP student loans froarious third parties.

(b) During both 2010 and 2009, the Company sold $2libbiof student loans to the Department underag@m that provided liquidity
student loan lenders. The loan sales in 2011 watrsignificant.

Activity in the Allowance for Loan Losse

The provision for loan losses represents the piriexipense of maintaining an allowance sufficienabsorb losses, net of recoveries, inherent i
portfolio of student loans. Activity in the allowes for loan losses is shown below.

Year ended December 31,

2011 2010 2009
Balance at beginning of period $ 43,62¢ 50,88’ 50,92:
Provision for loan losses:
Federally insured loans 20,00( 18,70( 20,00(
Non-federally insured loans 1,25( 4,00( 9,00(
Total provision for loan losses 21,25( 22,70( 29,00(
Charge-offs:
Federally insured loans (17,166 (18,607) (14,959
Non-federally insured loans (4,147 (7,287 (5,309
Total charge-offs (21,319 (25,88 (20,25%)
Recoveries - non-federally insured loans 1,31( 1,26: 1,54:
Purchase (sale) of loans, net:
Federally insured loans 1,462 2,71( (520)
Non-federally insured loans — 22C —
Reserve related to loans reclassified to helddte s — (6,269) —
Transfer to/from repurchase obligation relatecomb sold/purchased, net 2,14¢ (2,000 (9,800
Balance at end of period $ 48,48: 43,62¢ 50,88
Allocation of the allowance for loan losses:
Federally insured loans $ 37,20t 32,90¢ 30,10z
Non-federally insured loans 11,273 10,71¢ 20,78¢
Total allowance for loan losses $ 48,48: 43,62¢ 50,88

Repurchase Obligation

As of December 31, 2011 , the Company had partieipa cumulative amount of $117.1 million of ni@aerally insured loans to third parties. Lc
participated under these agreements have beenrdgeddior by the Company as loan sales. Accordirthly participation interests sold are not inclt
on the Company’s consolidated balance sheets. Heeterms of the servicing agreements, the Compasgtvicing operations are obligatec
repurchase loans subject to the participation éstsrin the event such loans become 60 or 90 ddiygjdent.

In addition, on January 13, 2011, the Company sofibrtfolio of non-federally insured loans for peeds of $91.3 millior(100% par value). Tt
Company retained credit risk related to this pdidfand will pay cash to purchase back any loanglwvhecome 60 days delinquent.
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The Company’s estimate related to its obligatiorrépurchase these loans is included in “other lliggs” in the Companys consolidated balan
sheets. The activity related to this accrual isitked below.

Year ended December 31,

2011 2010 2009
Beginning balance $ 12,60( 10,60( —
Repurchase obligation transferred to/from the adlioge for loan losses related to loans
purchased/sold, net (2,14¢) 2,00( 9,80(
Repurchase obligation associated with loans sold 6,26¢ — —
Current period expense 2,50( — 80C
Ending balance $ 19,22¢ 12,60( 10,60(

Student Loan Status and Delinquenci

Delinquencies have the potential to adversely irnplae Company’s earnings through increased sexyieimd collection costs and account charge-
offs. The table below shows the Company’s stuttean delinquency amounts on loans held for investme

As of December 31,

2011 2010 2009
Dollars Percent Dollars Percent Dollars Percent
Federally Insured Loans:
Loans in-school/grace/deferment (a) $ 3,664,89! 4,358,61! $ 5,783,64:
Loans in forbearance (b) 3,330,45; 2,984,86! 2,495,67.
Loans in repayment status:
Loans current 14,600,37. 84.2% 14,309,48 87.2% 13,038,422 85.8%
Loans delinquent 31-60 days (c) 844,20: 4.8 794,14( 4.8 691,23: 4.t
Loans delinquent 61-90 days (c) 407,09: 2.3 306,85: 1.6 314,26! 2.1
Loans delinquent 91-270 days (c) 1,163,43 6.7 789,79¢ 4.8 906,60¢ 6.C
Loans delinquent 271 days or greater (c)(d) 322,25 1.6 213,94¢ 1.3 242,70( 1.€
Total loans in repayment 17,337,35 100.(% 16,414,21. 100.(% 15,193,23 100.(%
Total federally insured loans $ 24,332,70 23,757,69 $ 23,472,555
Non-Federally Insured Loans:
Loans in-school/grace/deferment (a) $ 2,05¢ 3,50( $ 34,81t
Loans in forbearance (b) 371 292 1,91¢
Loans in repayment status:
Loans current 16,77¢ 68.5% 16,67¢ 73.% 118,76: 93.8%
Loans delinquent 31-60 days (c) 70€ 2.8 1,54¢ 6.8 3,02t 2.4
Loans delinquent 61-90 days (c) 1,98 8.1 1,16: 5.2 1,55¢ 1.2
Loans delinquent 91 days or greater (c) 5,01¢ 20.5 3,19( 14.1 3,22¢ 2.8
Total loans in repayment 24,48 100.(% 22,57¢ 100.(% 126,56° 100.(%
Total non-federally insured loans $ 26,91¢ 26,37( $ 163,30:

(a) Loans for borrowers who still may be attending sthar engaging in other permitted educational ditis and are not yet required to m
payments on the loans.g., residency periods for medical students or a gpaec®d for bar exam preparation for law students.

(b) Loans for borrowers who have temporarily ceasedimgakill payments due to hardship or other factars;ording to a schedule approvet

the servicer consistent with the established laagnam servicing procedures and policies.

(c) The period of delinquency is based on the numbelagé scheduled payments are contractually pasaddeelate to repayment loans, the

receivables not charged off, and not in schoolcgrdeferment, or forbearance.
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(d) A portion of loans included in loans delinquent 2¥lys or greater include federally insured loansl@im status, which are loans that
gone into default and have been submitted to tlaeagny agency.

The delinquency trends on the Company's portfdiilmans have increased as of December 31, 2011odilne sustained downturn in the econom
addition, the Company has focused significant tand resources on the government servicing contrdgth has negatively impacted the delinque
performance of its portfolio. The increased delewgies resulted in an increase in the federallyradloan provision in 2011 compared to 2010.
The Company's nofederally insured loan portfolio has decreasedes@@08 as a result of loan sales, runoff, and t@gany no longer originatil
non-federally insured loans. The amortization & ttonfederally insured student loan portfolio during @0dnd 2011 resulted in provision expe
being less than charge-offs during these periods.

Student Loan Spread Analys

The following table analyzes the student loan sprea the Companyg’ portfolio of student loans and represents theagpron assets earnec
conjunction with the liabilities and derivative ingments used to fund the assets.

Year ended December 31,

2011 2010 2009
Variable student loan yield, gross 2.5¢% 2.64% 2.87%
Consolidation rebate fees (0.72) (0.6¢) (0.70
Premium/discount and deferred origination costsrédeation/accretion (a) (0.09) (0.20 (0.30
Variable student loan yield, net 1.77 1.7€ 1.87
Student loan cost of funds - interest expense (0.89) (0.89) (.40
Student loan cost of funds - bonds and notes paydibtount accretion (a) (0.0¢) — —
Student loan cost of funds - derivative settlements 0.0t 0.0z 0.1€
Variable student loan spread 0.92 0.9¢ 0.65
Variable rate floor income, net of settlements enatives — — (0.09)
Fixed rate floor income, net of settlements onwdgives 0.6C 0.5Z 0.5¢
Core student loan spread 1.52% 1.4€% 1.1€%
Average balance of student loans $ 24,045,00 25,212,19 24,794,31
Average balance of debt outstanding 24,237,45 25,327,21 25,286,53

(&) As previously disclosed, on July 8, 2011, @wnpany purchased the residual interest in $1l@mibf consolidation loans and recorded
loans and related debt at fair value resultinghia tecognition of a significant student loan disgoand bonds and notes payable disci
These discounts are being accreted using the fdaterest method over the lives of the undedyassets/liabilities.
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A trend analysis of the Company's core and variahldent loan spreads is summarized below.
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(@) The interest earned on the majority of the Gany's FFELP student loan assets is indexed tdahtieemonth commercial pap
indice. The Company funds the majority of its asseith the threanonth LIBOR indexed floating rate securities. Tledationshi}
between these two indices has a significant impactudent loan spread. This table (the right asstiws the difference between
average three-month LIBOR and commercial papecéaslby quarter.

The Company's variable student loan spread wasdreggrimarily by the following items:

e The tightening/widening of the CP/LIBOR spread @ages/decreases variable student loan spreadriefiiig the movement of the varic
interest rate indices received on the Companydestuloan assets, primarily threenth commercial paper, and paid on the debt td &uc!
loans, primarily LIBOR, was highly correlated. Thieortterm movement of these indices was dislocated bagnin August 2007, whic
negatively impacted the Compasynet interest income through the first half of 20Beginning in the third quarter of 2009, the ABQR
spread began to tighten to more historical lewgtich had a positive impact on spread. In 2010,aherage CP/LIBOR spread was 5 b
points compared to 28 basis points in 2009, whéesulted in an improved variable student loan spie@®10 compared with 2009. In 20
the average CP/LIBOR spread was 13 basis pointpamed to 5 basis points in 2010, which resulted thecrease in variable student |
spread in 2011 compared with 2010.

* A decrease in the amortization of loan premiumsfists and deferred origination costs as a re$uttams purchased at a discount, redu
the net costs being amortized.

The primary difference between variable studemt lsgread and core student loan spread is fixedloateincome, net of settlements on derivativéx
summary of fixed rate floor income and its conttibao to core student spread follows:

Year ended December 31,

2011 2010 2009
Fixed rate floor income, gross $ 164,70( 151,86: 147,10°
Derivative settlements (a) (20,24¢) (19,61%) (2,009
Fixed rate floor income, net $ 144,45 132,24: 145,09¢
Fixed rate floor income contribution to spread, net 0.6(% 0.52% 0.5¢%

(&) Includes settlement payments on derivatives uséadge student loans earning fixed rate floor ine.
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The high levels of fixed rate floor income earnedlicg 2011 , 2010 , and 20@e due to historically low interest rates. In &iddi, the 2011 amou
increased due to the purchase of the residualeisttén $1.9 billion of consolidation loans in J@@11. If interest rates remain low, the Comg
anticipates continuing to earn significant fixeterfloor income in future periods. See Item 7Quantitative and Qualitative Disclosures about M
Risk,” which provides additional detail on the Camny’s portfolio earning fixed rate floor income and therivatives used by the Company to he
these loans.

On December 23, 2011, the President signed thedidased Appropriations Act of 2012 into law. Thst includes changes to the FFELP stu
lender payment index from the commercial rate ® dhemonth LIBOR rate for the Special Allowance Paymesitulation on outstanding FFE
loans held by student loan lenders. As of DecerlkeP011, the Company had $23.4 billion of loanwich it intends to make the election to che
the SAP calculation to the omeenth LIBOR rate. This change mitigates the Com{saayposure to basis risk and will allow the Comptmbette
match borrowing and lending rates.

Summary and Comparison of Operating ResL

December 31, 2011 vs. 20 December 31, 2010 vs. 20

Year ended December 31, Increase (Decrease) Increase (Decrease)
2011 2010 2009 $ % $ %

Net interest income after provision for loan losses  $§ 347,81: 362,05¢ 222,21 (14,249 (3.9% 139,84¢ 62.€ %
Other income 15,41¢ 18,63¢ 17,16¢ (3,229 (17.9) 1,47(C 8.6
Gain on sale of loans and debt repurchases, net 1,437 73,70¢ 63,67¢ (72,279) (98.7) 10,03 15.€
Derivative settlements, net (7,22¢) (23,336) 39,28¢ 6,10¢ (45.¢) (52,627) (133.9)
Total other income 9,621 79,01: 120,13: (69,397 (87.¢) (41,119 (34.2)
Salaries and benefits 2,791 4,524 6,761 (1,739 (38.9) (2,249 (33.)
Other expenses 13,38: 12,75: 19,56¢ 62¢ 4.¢ (6,819 (34.9)
Intersegment expenses, net 70,01¢ 85,27¢ 81,33¢ (15,260) a7.9) 3,94: 4.8
Total operating expenses 86,19( 102,55 107,66¢ (16,369 (16.0 (5,119 (4.7)

"Base net income" before income taxes and corpore

overhead allocation 271,24 338,51° 234,67t (67,27%) (29.9) 103,84: 44.2
Corporate overhead allocation (6,89¢) (9,759 — 2,86: (29.9) (9,759 (200.0
"Base net income" before income taxes 264,34t 328,75¢ 234,67t (64,417 (19.6) 94,08: 40.1
Income tax expense (100,45)) (124,929 (89,179 24,47 (19.6) (35,75() 40.1

"Base net income" $ 163,89 203,83( 145,49¢ (39,93Y) (19.6% 58,33 40.1%

Net interest income after provision for loan loséest of settlements on derivativ..

December 31, 2011 vs. 20 December 31, 2010 vs. 20

Year ended December 31, Increase(Decrease) Increase(Decrease)
2011 2010 2009 $ % $ %
Variable interest income, net of settlements olivdéves
(@) $ 633,48¢ 674,82¢ 744,21 (41,340 (6.)% (69,387 (9.9%
Consolidation rebate fees (b) (174,38) (170,999 (174,07Y (3,389 2.C 3,077 (2.8)
Amortization/accretion of loan premiums/discounts a
deferred origination costs, net (c) (21,099 (50,73) (73,529 29,63¢ (58.9) 22,79¢ (31.0
Interest on bonds and notes payable (d) (204,946 (210,969 (355,929 6,022 (2.9 144,96: (40.7)
Bonds and notes payable discount accretion (e) (13,699 — — (13,695 (100.0 — —
Variable student loan interest margin, net of eaténts
on derivatives 219,36! 242,12¢ 140,68( (22,76¢€) 9.9 101,44¢ 72.1
Fixed rate floor income, net of settlements on
derivatives (f) 144,45: 132,24: 145,09¢ 12,21 9.2 (12,85%) (8.9
Investment interest (g) 1,051 1,421 6,724 (370) (26.0) (5,309 (78.9
Intercompany interest (3,039 (4,370 (2,007) 1,33t (30.5) (2,367) 118.2
Provision for loan losses (h) (21,250 (22,700 (29,000 1,45( (6.4) 6,30(C (21.7)
Net interest income after provision for loan los@est
of settlements on derivatives (|)) $ 340,58: 348,72: 261,49{ (8,14() (23)% 87,22‘ 33.4%
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@)

(b)

(©

(d)

(e)

(f)

@
(h)

(i)

Variable interest income, net of settlememtsderivatives, decreased year over year as a reSaltdecrease the yield earned on stud
loans, net of derivative settlements (2.63% in 200.67% in 2010, and 3.03% in 2009). In additidme average student loan portfq
decreased $1.2 billion ( 4.6% ) during 2011 comgidcethe same period in 2010 . The decreasgeld in 2010 compared to 2009 v
partially offset by a $0.4 billion ( 1.7% ) increaim the average student loan portfolio balance.

Consolidation rebate fees increased in 20Mpeved to 2010 due to the purchase of the residteakst in $1.9 billiorof consolidation loar
in July 2011. Consolidation rebate fees decreas&D10 compared to 20@fle to decreases in the average consolidationgdo#folio, for
which such fees are paid.

The amortization/accretion of loan premiumsgdiunts and deferred origination costs decregsad over year as a result of the purcha:
loans at a discount, which has reduced the ne$ t@shg amortized/accreted.

Interest expense decreased in 2011 compar210 as a result of a decrease in average destanding of $1.1 billion ( 4.3% Interes
expense decreased in 2010 compared to 2009 dugettr@ase in the cost of funds from 1.40% in 2@09.83% in 2010.

During July 2011, the Company recorded a discoanrttands and notes payable assumed as a resuét ptithhase of the residual interes
$1.9 billion of student loans and related debt. The bonds ateb mpayable discount is being accreted using tieetafe interest method ov
the lives of the bonds and notes payable.

Depending on the type of loan and when it was oéagd, the borrower rate on student loans is eftked to term or is reset to an annual
each July 1. As a result, for loans where the heeraate is fixed to term, the Company may eararfiacome for an extended period of til
which the Company refers to as fixed rate floooime. A summary of fixed rate floor income follows.

Year ended December 31,

2011 2010 2009
Fixed rate floor income, gross $ 164,70( 151,86 147,10°
Derivative settlements (a) (20,24¢) (19,61 (2,009
Fixed rate floor income, net $ 144,45 132,24 145,09¢

(a) Includes settlement payments on derivatives uséadge student loans earning fixed rate floor ine.

The high levels of fixed rate floor income earneding the years ended December 31, 2011 , 201@ 2809are due to historically lo
interest rates. In addition, the 2011 amount irsedadue to the purchase of the residual intere$tif billion of consolidation loans in Ji
2011.

Investment income decreased year over year dueégraase in interest rates as well as a decneaseiage cash held over the same pel

The provision for loan losses represents the periexpense of maintaining an allowance sufficienalbsorb losses inherent in the Compe
portfolio of loans. The nofederally insured loan provision decreased $2.8igniland $5.0 million during the years ended Decentkil
2011 and 2010, respectively, compared to the sareds in 2010 and 2009. The decrease in 2010 2@09 is primarily due to a decreas
the dollar amount of the Company's rfederally insured student loan portfolio, includitigose loans in repayment and loans delinque
well as continued aging of the portfolio. The desein 2011 from 2010 is primarily due to the cmméid aging of the portfolio.

The federally insured loan provision increased $tifion during the year ended December 31, 20Ihmared to 2010, primarily due to
increase in delinquent loans. The federally insdoaeh provision decreased $1.3 million for the yeaded December 31, 2010 compare
2009, primarily due to a decrease in delinquemdoa

The Company maintains an overall risk managemeatesfy that incorporates the use of derivativerimsents to reduce the economic ef
of interest rate volatility. Management has struetithe majority of the Compars/'derivative transactions with the intent that e&
economically effective; however, the Compangerivative instruments do not qualify for hedgeaunting. Derivative settlements for e
applicable period should be evaluated with the Camyg{s net interest income.

64




Other incomeThe following table summarizes the components gfiéoincome”.

Year ended December 31,

2011 2010 2009
Borrower late fee income $ 12,64 12,39( 11,30¢
Other 2,76¢ 6,24¢ 5,86«
Other income $ 15,41¢ 18,63¢ 17,16¢

Gain on sale of loans and debt repurchases, netsummary of gains from the sale of loans arfat depurchases follows:

Year ended December 31,

2011 2010 2009
Gain on sale of loans (a) $ 1,37¢ 33,74¢ 35,14¢
Gain on debt repurchases - asset-backed sec\bjies 55 39,96: 28,52¢
Gain on sale of loans and debt repurchases, net $ 1,43t 73,70¢ 63,67¢

(@) Included in the gain on sale of loans for the yeamded December 31, 2010 and 2009 are gains oB $88lion and $36.6 millior
respectively, resulting from the sale of $2.1 billiof student loans in each of these years to #ggaBment under a program that provi
liquidity to student loan lenders.

(b) During the years ended December 31, 2011 Q 2Qdnd 2009 , the Company repurchased asset-baekedities of $12.3 million $690.¢
million , and $348.2 million, respectively. Due to improvements in the captalirkets during 2011, the opportunities for the Canyptc
repurchase debt at less than par are becominglimoted.

Salaries and benefits and other expensd3uring the year ended December 31, 2011 , thegaomrecorded an other expense of $2.5 miltelatec
to its obligation to repurchase non-federally irslifoans. This expense was recorded due to mamsgsmrojected performance of the portfolic
loans subject to the repurchase obligation. BExotyuthis expense, “salaries and benefits” and “oéxpensestiecreased in 2011 compared with 2!
In addition, "salaries and benefits" and "otheremges" decreased significantly in 2010 comparé&tD@®. These decreases in 2011 and 2010 we
result of a reduction in associates as part ofCmmpany's restructuring initiatives and continueclt by the Company on managing costs , as we
reduction in marketing costs due the eliminationnefv loan originations under the FFELP Program.s€hdecreases were partially offset by
increase in fees paid to third parties for the isérg of the Company's student loan portfolio.

Intersegment expenses, I. Intersegment expenses include fees paid to theeBtusan and Guaranty Servicing operating segnamie servicin
of the Company’s student loan portfolio.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s fee generating businesses arecapital intensive and all produce positive operatiash flows. As such, a minimal amount of
and equity capital is allocated to the tegsed segments and any liquidity or capital neeglsatisfied using cash flow from operations. Tfars the
Liquidity and Capital Resources discussion is caoire¢éed on the Comparg/liquidity and capital needs to meet existing datligations in the Ass
Generation and Management operating segment.

The Company may issue equity and debt securitifseifiuture in order to improve capital, increageitity, refinance upcoming maturities, or prov
for general corporate purposes. Moreover, the Compaay from time-tdime repurchase certain amounts of its outstandewred and unsecu
debt securities, including debt securities which @ompany may issue in the future, for cash antihimugh exchanges for other securities. ¢
repurchases or exchanges may be made in open nhahsactions, privately negotiated transactionstioerwise. Any such repurchases or exche
will depend on prevailing market conditions, then@any’s liquidity requirements, contractual restrictiooempliance with securities laws, and o
factors. The amounts involved in any such traneastmay be material.

The Company has historically utilized operating hcdbw, secured financing transactions (which ideuwarehouse facilities, asdmeker
securitizations, and liquidity programs offered twe Department), operating lines of credit, andeothorrowing arrangements to fund its A
Generation and Management operations and studantdoquisitions. In addition, the Company has usgerating cash flow, borrowings on
unsecured line of credit, and unsecured debt offsrito fund corporate activities, business acdorst and repurchases of common stock.
Company has also used its common stock to parfiatigl certain business acquisitions.
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As of December 31, 2011, the Company had $470.KHomibf liquidity available for use (as summarizZeelow). In addition, the Company generat
significant amount of cash from operations. The @any will continue to use its strong liquidity ptsn to capitalize on market opportuniti
including FFELP student loan acquisitions; stratemgquisitions and investments in its core busiaesas of loan financing, loan servicing, payr
processing, and enrollment services (educationnptg); and capital management initiatives, inclgdistock repurchases, debt repurchases
dividend distributions.

Sources of liquidity currently availabl

The following table details the Company’s sourcequidity currently available:

@)

(b)

(€

As of December 31, 2011

Sources of primary liquidity:

Cash and cash equivalents $ 42,57(
Investments 50,78(
Unencumbered private student loan assets 18,00¢
Asset-backed security investments - Class B subatéd notes (a) 76,518
Asset-backed security investments (b) 72,51¢
Available balance on unsecured line of credit (c) 210,00(
Total sources of primary liquidity $ 470,38t

As part of the Company'’s issuance of abseked securitizations in 2008, due to credit mackaditions when these notes were issuec
Company purchased the Class B subordinated not®8605 million (par value). These notes are noluithed on the Company’consolidate
balance sheet. If the credit market conditions icoetto improve, the Company anticipates sellirgséhnotes to third parties. Upon a sa
third parties, the Company would obtain cash prdsesual to the market value of the notes on the afasuch sale. The amount include
the table above is the par value of these subadetinaotes and may not represent market value wgero§the notes.

The Company has repurchased its own dsmeled securities (bonds and notes payable). ¢demuating purposes, these notes are effect
retired and are not included on the Company’s dadeted balance sheet. However, as of DecembeB1] , $72.5 millionof thes:
securities are legally outstanding at the trustéll@nd the Company could sell these notes to tharties or redeem the notes at par as c:
generated by the trust estate. Upon a sale to pairties, the Company would obtain cash proceqdaldo the market value of the notes
the date of such sale. The amount included irntghke above is the par value of these notes andnoayepresent market value upon sa
the notes.

As of December 31, 201lthe Company had a $750.0 million unsecured lineredit with a maturity date of May 8, 2012. OnbReary 17
2012, the Company entered into a new $250.0 millinsecured line of credit. In conjunction with eirtg into this new agreement,
outstanding balance on the $750.0 million unsecliredof credit of $64.4 million was paid off inlfland the agreement was terminated
of Februaryl17, 2012, the $250.0 million unsecuned bf credit had an outstanding balance of $4dlBom and $210.0 million was availat
for future use. The $250.0 million line of creditminates on February 17, 2016. Included in théetabove is the amount of availability
the new line of credit as of February17, 2012.

Cash generated from operations

The Company has historically generated positivé éasv from operations. For the years ended Deaarii, 2011 , 2010 , and 200¢he Compan
had net cash flow from operating activities of $31@illion , $194.9 million , and $324.7 milliorrespectively.
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Liquidity Needs and Sources of Liquidity Availableto Satisfy Debt Obligations Secured by Student LoaAssets and Related Collateral

The Company had the following debt obligations tantding that are secured by student loan asseteetatdd collateral:

As of December 31, 2011

Carrying
amount Final maturity
Asset Generation and Management:
Bonds and notes issued in asset-backed secuptizati $ 21,222,97 11/25/15 - 7/27/48
FFELP warehouse facilities 824,41( 7/1/14
Department of Education Conduit 2,339,57! 5/8/14
Other borrowings 43,11¢ 11/14/12 - 3/1/22
$ 24,430,08

Bonds and notes issued in as-backed securitizations

The majority of the Company’s portfolio of studémdins is funded in assbacked securitizations that are structured to anlislly match the maturi
of the funded assets, thereby minimizing liquidisk. In addition, due to (i) the difference betwebe yield the Company receives on the loans
cost of financing within these transactions, atidtiie servicing and administration fees the Conypaarns from these transactions, the Compan
created a portfolio that will generate earnings sigdificant cash flow over the life of these tracigons.

As of December 31, 2011 , based on cash flow model®loped to reflect managementurrent estimate of, among other factors, pregays
defaults, deferment, forbearance, and interestsratee Company currently expects future undiscalrtash flows from its portfolio to |
approximately $1.81 billion as detailed below. TH&.81 billion includes approximately $340.4 miflio(as of December 31, 201} of
overcollateralization included in the asbeicked securitizations. These excess net assiéibpesare reflected variously in the following Bates o
the consolidated balance sheet: "student loarsvedale," "restricted cash and investments," andriged interest receivable.”
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The forecasted cash flow presented below incluldsams currently funded in asset-backed secuatitins. As of December 31, 201the Compan
had $21.1 billion of loans included in asbeicked securitizations, which represented 87 perogits total FFELP student loan portfolio. 1
forecasted cash flow does not include cash flowas ttie Company expects to receive related to |damded through the Department of Educatton’
Conduit Program and other warehouse facilitie®ans$ acquired subsequent to December 31, 2011 .

FFELP Asset-backed Securitization Cash Flow Forcast (a)

$1.81 billion
(dollars in millions)
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(&) The Company uses various assumptions, inaduygliepayments and future interest rates, when pgrepis cash flow forecast. These
assumptions are further discussed below.

Prepayments The primary variable in establishing a life o&h estimate is the level and timing of prepaymeépitispayment rates equal the amou
loans that prepay annually as a percentage of égenbing of period balance, net of scheduled ppalcpayments. A number of factors can a
estimated prepayment rates, including the leveooisolidation activity and default rates. Shoulg af these factors change, management may |
its assumptions, which in turn would impact thejgeted future cash flow. The Compasyash flow forecast above assumes prepaymentthatiear
generally consistent with those utilized in the @amy’s recent assbiacked securities transactions. If management aggdpayment rate assump
two times greater than what was used to forecastakh flow, the cash flow forecast would be reduneapproximately $310 million to $370 million

Interest rates The Company funds the majority of its studerin® with threemonth LIBOR ("LIBOR") indexed floating rate secigg. Meanwhile
the interest earned on the Compangtudent loan assets are indexed primarily to mnwercial paper rate ("CP"). The different intereste
characteristics of the Company’s loan assets atdities funding these assets result in basis riffke Company cash flow forecast assumes LIB
will exceed CP by 12 basis points for the life loé portfolio, which approximates the historicalat&inship between these indices. If the forec
computed assuming a spread of 24 basis points bet@® and LIBOR for the lifef the portfolio, the cash flow forecast would esluced b
approximately $80 million to $120 million .

On December 23, 2011, the President signed thedlidated Appropriations Act of 2012 into law. ThA&t includes changes to the FFELP stu
lender payment index from the commercial rate ® dhemonth LIBOR rate for the Special Allowance Paymeaitulation on outstanding FFE
loans held by student loan lenders. As of DecerlteP011, the Company had $23.4 billion of loanw/inich it intends to make the election to che
the SAP calculation to the omeenth LIBOR rate. This change mitigates the Com{saayposure to basis risk and will allow the Comptmbette
match borrowing and lending rates.

The Company uses the current forward interestyigie curve to forecast cash flows. A change ia tbrward interest rate curve would impact
future cash flows generated from the portfolio. iAaorease in future interest rates will reduce aheount of fixed rate floor income the Compan
currently receiving. The Company attempts to raiigthe impact of a rise in short-term
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rates by hedging interest rate risks. As of Decear8the2011 , the net fair value of the Companipterest rate derivatives used to hedge loanmsng
fixed rate floor income was a liability of $17.81Iliwin . See ltem 7A, "Quantitative and QualitatiRésclosures about Market Risk +aterest Rat
Risk."

FFELP Warehouse Facilities

The Company funds a portion of its FFELP loan asitjons using its FFELP warehouse facilities. Studean warehousing allows the Compan
buy and manage student loans prior to transfettiagh into more permanent financing arrangements.

On July 14, 2011, the Company renewed the liquid@seement on its existing FFELP warehouse fadilitg "NFSLW1} Warehouse") and entered i
an additional FFELP warehouse facility (the "NHELRfarehouse").

The Company's NFSLW-1 Warehouse facility has a maxn financing amount of $500.0 milligrnwith a revolving financing structure supportec
364-day liquidity provisions, which expires on July212. The final maturity date of the facility islyJd, 2014. In the event the Company is unab
renew the liquidity provisions by July 1, 2012, tflaeility would become a term facility at a steppeul cost, with no additional student loans b
eligible for financing, and the Company would bguieed to refinance the existing loans in the facty July 1, 2014.

The NFSLW} Warehouse facility provides for formula based abe rates, depending on FFELP loan type, up t@dmum of 85 percent to !
percent of the principal and interest of loansrited. The advance rates for collateral may increasecrease based on market conditions, but tfe
subject to a minimum advance of 84.5 to 90 perbased on loan type. As of December 31, 2011 , $49dlion was outstanding under the NFSLW-
Warehouse facility, $3.3 million was available fature use, and $38.4 million was advanced as ggujpport.

The NHELP-I Warehouse has a maximum financing arho@i$500.0 million , with a revolving financingratture supported by 36day liquidity
provisions, which expires on October 1, 2012. Tihalfmaturity date of the facility is July 1, 201. the event the Company is unable to renev
liquidity provisions by October 1, 2012, the fagilivould become a term facility at a steppgdleost, with no additional student loans beingilkelé for
financing, and the Company would be required tmegfce the existing loans in the facility by July2014.

The NHELP} Warehouse facility provides for formula based aahe rates, depending on FFELP loan type, up t@dmum of 93 percent to !
percent of the principal and interest of loanstited. The advance rates for collateral may increasecrease based on market conditions, but the
subject to a minimum advance of 85 to 90 percesethan loan type. As of December 31, 2011 , $3&ullibn was outstanding under the NHELP-
Warehouse facility, $172.3 million was available fisture use, and $20.1 million was advanced agegqupport.

On February 1, 2012, the Company entered into a FE&LP warehouse facility (the “NHELP-II WarehouseThe NHELPH Warehouse has
maximum financing amount of $250.0 million, withrevolving financing structure supported by 3y liquidity provisions, which expire on Janu
31, 2013. The final maturity date of the facilisydanuary 31, 2015. In the event the Company iblera renew the liquidity provisions by January
2013, the facility would become a term facility aasteppedsp cost, with no additional student loans beingiele for financing, and the Compe
would be required to refinance the existing loanthe facility by January 31, 2015.

The FFELP warehouse facilities contain financialemmants relating to levels of the Compangbnsolidated net worth, ratio of adjusted EBIT®
corporate debt interest, and unencumbered cash.viatgtion of these covenants could result in aunegment for the immediate repayment of
outstanding borrowings under the facilities.

Upon termination or expiration of the warehousélitees, the Company would expect to access thersgzation market, use operating cash, rel
sale of assets, or transfer collateral to satigfyr@maining obligations.

Department of Education Condu

In May 2009, the Department implemented a progradeuwhich it finances eligible FFELP Stafford @dJS loans in a conduit vehicle establis
to provide funding for student lenders (the "CondRrogram”). Loans eligible for the Conduit Pragrhad to be first disbursed on or after Octob
2003, but not later than June 30, 2009, and fuljpursed before September 30, 2009, and meet rcertaeér requirements. Funding for the Con
Program is provided by the capital markets at & based on market rates, with the Company beingrazhd 97 percent of the student loan
amount. Excess amounts needed to fund the remadpegcent of the student loan balances were tanéd by the Company. The Conduit Prog
expires on May 8, 2014. The Student Loan Sherm Notes ("Student Loan Notes") issued by thedddrProgram are supported by a combine
of (i)
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notes backed by FFELP loans, (ii) a liquidity agneat with the Federal Financing Bank, and (iii)ua @agreement provided by the Department. |
conduit does not have sufficient funds to pay aillognt Loan Notes, then those Student Loan Notdsbeirepaid with funds from the Fede
Financing Bank. The Federal Financing Bank willdhithe notes for a short period of time and, ifre end of that time, the Student Loan Notes
cannot be paid off, the underlying FFELP loans #eate as collateral for the Conduit Program welldold to the Department through a put agree
at a price of 97 percent of the face amount ofidhes. As of December 31, 2011 , the Company hagi iion borrowed under the facility ar&B4.7
million advanced as equity support in the facilBffective July 1, 2010, no additional loans cob&ifunded using the Conduit Program.

The Company expects to access the securitizatiokangrior to the Conduit Programimaturity to refinance the student loan collatereluded in th
Conduit with debt that is structured to match tregurity of the assets.

Other Liquidity Needs

On March 30, 2010, President Obama signed intotfenReconciliation Act of 2010. Effective July2010, this law prohibits new loan originatit
under the FFEL Program and requires that all nederfd loan originations be made through the Fedenact Loan Program. As a result of
Reconciliation Act of 2010, the Company no longegioates new FFELP loans.

Due to the legislative changes in the student lodunstry, the Company believes there will be oppaties to purchase FFELP loan portfolios
behalf of current FFELP participants looking towsdjtheir FFELP businesses.

The Company plans to fund FFELP student loan aitipnis from third parties using its agreement withion Bank, as trustee for various gra
trusts, under which Union Bank has agreed to pwelim the Company participation interests in stidoans (as described below); using its FF
warehouse facilities (as described above); andruaing to access the asset-backed securities market

Union Bank Participation Agreement

The Company maintains an agreement with Union Baskrustee for various grantor trusts, under whinfon Bank has agreed to purchase fron
Company patrticipation interests in student loahe (FFELP Participation Agreement"). As of DecemBgr 2011 , $509.2 milliorof loans wer
subject to outstanding participation interests hwldUnion Bank, as trustee, under this agreemerg. dgreement automatically renews annually a
terminable by either party upon five business dagtce. This agreement provides beneficiaries ofoblrBank's grantor trusts with access
investments in interests in student loans, whitevigling liquidity to the Company. The Company gaarticipate loans to Union Bank to the exter
availability under the grantor trusts, up to $750iam or an amount in excess of $750 millidrmutually agreed to by both parties. Loans pgpttec
under this agreement have been accounted for by @imepany as loan sales. Accordingly, the partt@painterests sold are not included on
Company'’s consolidated balance sheets.

Asse-backed securities transactions

Depending on market conditions, the Company argtefp continuing to access the asset-backed sesuritirket. Assdiacked securities transacti
would be used to refinance student loans includethé FFELP warehouse facilities, the DepartmenEddication Conduit facility, and/or existi
assetbacked security transactions. The FFELP wareh@agkties and Department Conduit facility have adee rates that are less than par. /
December 31, 2011 , the Company had approximate8/5Semillion advanced in the FFELP warehouse féediand approximatel$84.7 millior
advanced in the Department Conduit facility. Defieg on the terms of asse&cked security transactions, refinancing loankided in these facilitie
could produce positive cash flow to the Companydnjucing required advance rates and are conterdpbgtenanagement when making student
financing decisions.

During 2011, the Company completed an asset-baskedrities transaction totaling $384.4 million. ték issued in this asse&cked securitit
transaction carry interest rates based on a spgee&atBOR. The Company used the proceeds from #ie sf these notes to purchase principal
interest on student loans, including loans whicheygeviously financed in the NFSLW-I Warehouselitgc

Although the Company has recently demonstrateability to access the asset-backed securities rmarideexpects assbacked securities transactis
to remain a primary source of funding over the Idagn, the Company also expects its transactiommeb to be more limited and pricing |
favorable than prior to the credit market dislogatthat began in August 2007, with significantldweed opportunities to place subordinated trar
of assetracked securities with investors. At present, tbenffany is unable to predict when market conditioilsallow for more regular, reliable, a
cost-effective access to the term asset-backedisesumarket.
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Liguidity Impact Related to Hedging Activities

The Company utilizes derivative instruments to nggniaterest rate sensitivity. By using derivatimstiuments, the Company is exposed to marke
which could impact its liquidity. When the fair val of a derivative instrument is negative (a ligpibn the Company's balance sheet), it would dwe
counterparty if the derivative was settled. If tregative fair value of derivatives with a countatp exceeds a specified threshold, the Company
have to make a collateral deposit with the courateyp The threshold at which the Company may beired to post collateral is dependent upo
unsecured credit rating. Based on the Companytemuunsecured credit ratings (Standard and FBBRB- (stable outlook) and Moody's: Bal (ste
outlook)), the Company has substantially collaieeal its corporate derivative liability positiontivicounterparties. As such, further downgrades d
not result in additional collateral requirementsaofaterial nature. In addition, no counterparty tiee right to terminate its contracts in the eva
further downgrades. However, some long dated div&zgontracts have mutual optional terminationvisions that can be exercised in 2016 and 2
As of December 31, 2011the fair value of derivatives with early termiigt provisions was a negative $0.1 million (a litpion the Company
balance sheet).

Based on the derivative portfolio outstanding afDetember 31, 2011, the Company does not curramiicipate any movement in interest r.
having a material impact on its capital or ligudiprofile, nor does the Company expect that any enmnt in interest rates would hav
material impact on its ability to meet potentiallateral deposits with its counterparties. Howeveinterest rates moves materially and negati
impacts the fair value of the Company's derivagpetfolio or if the Company enters into additiordgrivatives in which the fair value of st
derivatives become negative, the Company coulceqeired to deposit additional collateral with ierigative instrument counterparties. The colla
deposits, if significant, could negatively impabetCompany's liquidity and capital resources. AsDetember 31, 2011 the fair value of tr
Company's derivatives which had a negative faiuedha liability on the Company's balance sheet) $4%8 million and the Company h&34.(
million posted as collateral to derivative countetjes.

Description of Other Debt Facilities

Unsecured Line of Credit

As of December 31, 2011, the Company had a $750l@munsecured line of credit with a maturity daif May 8, 2012. As of December 31, 2011
there was $64.4 milliomutstanding on this line. On Februaryl7, 2012, Goenpany entered into a new $250.0 million unseclired of credit. It
conjunction with entering into this new agreemdime, outstanding balance on the $750.0 million ums=tline of credit of $64.4 million was paid

in full and the agreement was terminated. As ofr&aty 17, 2012, the $250.0 million unsecured lifieredit had an outstanding balance of $
million and $210.0 million was available for futuose. The $250.0 million line of credit terminates February 17, 2016. Upon termination in 2
there can be no assurance that the Company wible to maintain this line of credit, find alterivat funding, or increase the amount outstan
under the line, if necessary.

The line of credit agreement contains certain fai@ncovenants that, if not met, lead to an evémtefault under the agreement. The covenants ie
maintaining:

* A minimum consolidated net woi
A minimum adjusted EBITDA to recourse indebtedn@ser the last four rolling quarte
e Alimitation on recourse indebtedn
« Alimitation on the percentage of non-federafigured loans in the Compasyportfolic
Many of these covenants are duplicated in the Coyipather lending facilities, including its FFElRrehouse facilities.

A default on the Company’s FFELP warehouse faetlitivould result in an event of default on the Camypgunsecured line of credit that would re
in the outstanding balance on the line of creditdpeing immediately due and payable.

The Company’s operating line of credit does notehamry covenants related to unsecured debt ratimsever, changes in the Compasiyatings (e
well as the amounts the Company borrows) have naugdications on the pricing level at which ther@many obtains funding.
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Junior Subordinated Hybrid Securities

In September 2006, the Company issued $200.0 midlggregate principal amount of Junior Subordinatgdrid Securities ("Hybrid Securities"),
which $100.7 million was outstanding as of Decen®er2011. The Hybrid Securities are unsecuredyabtins of the Company. The interest rat
the Hybrid Securities from the date they were idstieough the optional redemption date, SeptemBer2@11, was 7.40%, payable sesniually
Beginning September 29, 2011 through Septembe2@3%, the "scheduled maturity date," the interatt on the Hybrid Securities is equal to three-
month LIBOR plus 3.375%, payable quarterly, whicisv8.95% at December 31, 2011. The principal amoiutite Hybrid Securities will become ¢
on the scheduled maturity date only to the extieat the Company has received proceeds from theo$aertain qualifying capital securities priol
such date (as defined in the Hybrid Securitpg'spectus). If any amount is not paid on the sgleeddmaturity date, it will remain outstanding areh
interest at a floating rate as defined in the peofys, payable monthly. On September 15, 2061Ctrapany must pay any remaining principal
interest on the Hybrid Securities in full whether reot the Company has sold qualifying capital séies: At the Company's option, the Hyk
Securities are redeemable in whole or in part, tmg on or after September 29, 2011, at their fpacamount plus accrued and unpaid inte
provided in the case of a redemption in part thatgrincipal amount outstanding after such redesngs at least $50.0 million.

Debt Repurchases
Due to the Company's positive liquidity positiordaspportunities in the capital markets, the Compaay repurchased debt over the last several

Gains recorded by the Company from the purchasgebf are included in "gain on the sale of loans @@t repurchases, net" on the Company’
consolidated statements of income. A summary of oiggurchases follows:

Year ended December 31, 2011 Year ended December 31, 2010
Notional Purchase Notional Purchase
amount price Gain amount price Gain
Unsecured debt - Junior Subordinated Hybrid
Securities $ 62,55¢ 55,65: 6,907 34,99t 30,07: 4,92:
Asset-backed securities 12,25 12,19¢ 55 690,75( 650,78t 39,96.
$ 74,81 67,85( 6,96 725,74! 680,86: 44,88:

Due to improvements in the capital markets duriggj12 the opportunities for the Company to repuretdebt at less than par value are becoming
limited.

Stock Repurchases

During 2006, the Company's Board of Directors arifled a stock repurchase program to repurchaseslioithe Company's Class A common si
As of December 31, 2011 , approximately 1.6 millghrares may still be purchased under the program pftgram has an expiration date of May
2012. Certain share repurchases reflected in thle tzelow were made pursuant to a trading plan t@dopy the Company in accordance with F
10b5-1 under the Securities Exchange Act of 1934.

Shares repurchased by the Company during 2011 Gl@&e shown in the table below.

Total shares Purchase price (in Average price of shares

repurchased thousands) repurchased (per share)
Year ended December 31, 2011 1,436,42. $ 27,13 % 18.8¢
Year ended December 31, 2010 1,866,33, $ 39,808 $ 21.37

72




Contractual Obligations

The Company’s contractual obligations were as fadlo

As of December 31, 2011

Total Less than 1 year 1to 3 years 3to 5years More than 5 years
Bonds and notes payable $ 24,595,16 8,90( 3,163,98! 314,33! 21,107,94
Operating lease obligations (a) 19,21« 6,78 9,10 2,98¢ 334
Total $ 24,614,38 15,681 3,173,09 317,32: 21,108,28

(&) The Company is committed under noncancelable apgrétases for certain office and warehouse spackeguipment. Operating lei
obligations are presented net of approximately $ilkon in sublease arrangements.

As of December 31, 201,1the Company had a reserve of $15.0 million fozastain income tax positions (including the feddrahefit received fro
state positions). This obligation is not includedthe above table as the timing and resolutiorthef income tax positions cannot be reasor
estimated at this time.

As of December 31, 2011 , the Company had partietpa cumulative amount of $117.1 million of nedterally insured loans to third parties. Lc
participated under these agreements have beenrdgeddior by the Company as loan sales. Accordirthly participation interests sold are not inclt
on the Company’s consolidated balance sheets. Heeterms of the servicing agreements, the Compasgtvicing operations are obligatec
repurchase loans subject to the participation éstsrin the event such loans become 60 or 90 delymjdent. In addition, on January 13, 2011,
Company sold a portfolio of non-federally insurears for proceeds of $91.3 milli¢h00% par value). The Company retained credit mtated t
this portfolio and will pay cash to purchase baadl éoans which become 60 days delinquent. As ofebexer 31, 2011 the Company has $1¢
million accrued related to these repurchase olitigatwhich is included in "other liabilities" in @hCompanys consolidated balance sheet. TI
obligations are not included in the above table.

On January 8, 2010, the Company purchased cersagtsaof a software company that constituted anbasicombination. The initial considera

paid by the Company was $3.0 milliamcash. In addition to the initial purchase priadditional payments are to be made by the Compasgd o

certain operating results as defined in the puehageement. On February 1, 2011, the Company raadadditional payment of $1.3 million
Additional, contingent payments are payable in amoual installments due in March 2012 and March3241d in total are estimated by the Comp

as of December 31, 2011 , to be $3.5 million . €Bmated contingency payments are included ineloliabilities” in the Companyg’ consolidate

balance sheet. The contingent payments will be asored to fair value each reporting date untildbetingency is resolved, with all changes in

value being recognized in earnings. This obligatsonot included in the above table.

Dividends

Dividends of $0.07, $0.10, $0.10, and $0.10 peresloa the Company’s Class A and Class B commorkstece paid on March 15, 201Dune 1£
2011 , September 15, 2011 , and December 15, 2@Ebectively, to all holders of record as of Mat¢l2011 , June 1, 2011, September 1, 20k
December 1, 2011 , respectively.

The Company currently plans to continue making tuirdividend payments, subject to future earnirogital requirements, financial condition,

other factors. In addition, the payment of dividens subject to the terms of the Compangutstanding Hybrid Securities, which generallgvile
that if the Company defers interest payments osdlsecurities it cannot pay dividends on its capiteck.
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CRITICAL ACCOUNTING POLICIES

This Management’s Discussion and Analysis of Fifeln€ondition and Results of Operations discusses Companys consolidated financi
statements, which have been prepared in accordaitbeaccounting principles generally accepted ia thnited States. The preparation of ti
financial statements requires management to makeaes and assumptions that affect the reporteabats of assets and liabilities and the rep¢
amounts of income and expenses during the repopnigds. The Company bases its estimates and gihgnon historical experience and on var
other factors that the Company believes are reéd®nander the circumstances. Actual results majedifrom these estimates under van
assumptions or conditions. Note 2 of the consadiddinancial statements, which are included in Agsual Report on Form 1R-for the year ende
December 31, 2011, includes a summary of the stgmif accounting policies and methods used in tepgration of the consolidated finan
statements.

On an ongoing basis, management evaluates its estimategidgohents, particularly as they relate to accagnpolicies that management believes
most "critical" — that is, they are most importdatthe portrayal of the Compamsyfinancial condition and results of operations #imely requir
managemeng’ most difficult, subjective, or complex judgment$ten as a result of the need to make estimatestahe effect of matters that .
inherently uncertain. Management has identifiezl fiillowing critical accounting policies that arisalissed in more detail below: allowance for
losses, revenue recognition, impairment assessmaated to goodwill and intangible assets, inceaxes, and accounting for derivatives.

Allowance for Loan Losse

The allowance for loan losses represents managésnestimate of probable losses on student loans. @taluation process is subject to nume
estimates and judgments. The Company evaluatespihr@priateness of the allowance for loan losseissdiederally insured loan portfolio separa
from its non-federally insured loan portfolio.

The allowance for the federally insured loan pdidfes based on periodic evaluations of the Compsihgan portfolios considering loans in repayr
versus those in a nonpaying status, delinquentysstaends in defaults in the portfolio based @am@any and industry data, past experience, tren
student loan claims rejected for payment by guaranichanges to federal student loan programserugconomic conditions, and other rele
factors. Should any of these factors change, thiena®s made by management would also change, whi¢arn would impact the level of t
Company'’s future provision for loan losses.

In determining the appropriateness of the allowdocéoan losses on the ndederally insured loans, the Company considersragfectors including
loans in repayment versus those in a nonpayingsstdelinquency status, type of program, trenddeiffaults in the portfolio based on Company
industry data, past experience, current economigliions, and other relevant factors. Should anyheke factors change, the estimates mar
management would also change, which in turn womlpaict the level of the Company’s future provision Iban losses. The Company places a non
federally insured loan on nonaccrual status wherctilection of principal and interest is 30 dagstpdue and charges off the loan and accrued &l
when the collection of principal and interest i Hays past due.

The allowance for federally insured and rfederally insured loans and the repurchase obtigatelated to loans sold are maintained at a

management believes is appropriate to provide $timated probable credit losses inherent in the Ipartfolios. This evaluation is inherer
subjective because it requires estimates that raaubceptible to significant changes.
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Revenue Recognitio

Student loan income The Company recognizes student loan income as eianat of amortization of loan premiums and dis¢éswand deferre
origination costs. Loan income is recognized bagsah the expected yield of the loan after givinfgpetfto borrower utilization of incentives suct
principal reductions for timely payments (“borrowmanefits”)and other yield adjustments. The estimate of theoleer benefits discount is depenc
on the estimate of the number of borrowers who e¥éntually qualify for these benefits. For comipegi and liquidity purposes, the Compi
frequently changed the borrower benefit programs&dth amount and qualification factors. These pognatic changes must be reflected in
estimate of the borrower benefit discount. Loampuens/discounts, deferred origination costs, anudyeer benefits are included in the carrying vi
of the student loan on the consolidated balancetsired are amortized over the estimated life ofltla@. The most sensitive estimate related ti
amortization/accretion of loan premiums/discoudisferred origination costs, and borrower benefitshe estimate of the constant prepaymen
(“CPR"). CPR is a variable in the life of loan estimate tm&asures the rate at which loans in a portfolip efore their stated maturity. The CPI
directly correlated to the average life of the fmiv. CPR equals the percentage of loans thatgyepmnually as a percentage of the beginning abgd
balance, net of scheduled principal payments. Abemof factors can affect the CPR estimate, inclgdhe level of consolidation activity and def:
rates. Should any of these factors change, thenasts made by management would also change, whittri would impact the amount of Ic
premium/discount and deferred origination cost diration recognized by the Company in a particplkeniod.

Loan and guaranty servicing reven— Loan and guaranty servicing revenue consistsefdllowing items:

e Loan and guaranty servicing fe— Loan servicing fees are determined according tioviddal agreements with customers and are calal
based on the dollar value of loans, number of lpanaumber of borrowers serviced for each custo@earanty servicing fees, generally,
calculated based on the number of loans servieddme of loans serviced, or amounts collected. Regés recognized when earned purs
to applicable agreements, and when ultimate catleés assured.

* Software services revenueSoftware services revenue is determined from ioldiai agreements with customers and includes licans
maintenance fees associated with student loan addtyproducts. Computer and software consulting @mote hosting revenues
recognized over the period in which services ao¥iged to customers.

Tuition payment processing and campus commercenueveTuition payment processing and campus commercenuevprimarily includes active
managed tuition payment solutions and online paymetessing. Fees for these services are recaboizer the period in which services are prov
to customers.

Enrollment services reven— Enroliment services revenue primarily consisttheffollowing items:

« Interactive marketing— Interactive marketing revenue is derived primafilgm fees which are earned through the deliveryqodlifiec
inquiries or clicks. The Company recognizes revemben persuasive evidence of an arrangement edidigery has occurred, the fee is fi
or determinable, and collectability is reasonatdgumed. Delivery is deemed to have occurred attithe a qualified inquiry or click
delivered to the customer provided that no sigaificobligations remain. From time to time, the Campmay agree to credit certain inqui
or clicks if they fail to meet the contractual aher guidelines of a particular client. The Comp&iag established a sales reserve bas
historical experience. To date, such credits hasnbmmaterial and within management’s expectations

For a portion of its interactive marketing reveniie, Company has agreements with providers of enfiedia or traffic ("Publishers") usec
the generation of inquiries or clicks. The Compasgeives a fee from its customers and pays a f€ilpdishers either on a cost per inqt
cost per click, or cost per number of impressioasi® The Company is the primary obligor in thagection. As a result, the fees paid by
Companys customers are recognized as revenue and thedebso its Publishers are included in "cost tovjte enrollment services" in t
Company'’s consolidated statements of income.

e List marketinc- Revenue from the sale of lists is generally eaaratirecognized, net of estimated returns, uponeigl

e Publishing service- Revenue from the sale of print products is gengrdirned and recognized, net of estimated retup) shipment «
delivery.

* Resource center— Resource centers services include online coursgmlagship search and selection data, career plgn®@ind onlin
information about colleges and universities. Thgomiy of these services are sold based on sultgmmigp and/or are performance ba:
Revenues from sales of subscription and performbased services are
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recognized ratably over the term of the contractasied. Subscription and performance based resargeived or receivable in advanc
the delivery of services is included in deferrederaue.

Fees associated with the majority of the servicescdbed above are recognized in the period sexvice rendered and earned under se
arrangements with clients where service fees amdfior determinable and collectability is reasopadsured. The Compary'service fees a
determined based on written price quotations ariceragreements having stipulated terms and camditihat do not require management to maki
significant judgments or assumptions regarding@otgntial uncertainties.

The Company assesses collectability of revenuestauatiowance for doubtful accounts based on alremof factors, including past transaction his
with the customer and the credibrthiness of the customer. An allowance for dawbtfccounts is established to record accounts vablks a
estimated net realizable value. If the Companyrdgtees that collection of revenues is not reasgnabured at or prior to delivery of the Company’
services, revenue is recognized upon the receipasi.

Goodwill and Intangible Assets — Impairment Assegsits

The Company reviews goodwill for impairment anmpglis of November 30) and whenever triggering eventchanges in circumstances indicat
carrying value may not be recoverable. Goodwitested for impairment using a fair value approdctha reporting unit level. A reporting unit is
operating segment, or a business one level belatwoferating segment if discrete financial inforimrais prepared and regularly reviewed by seq!
management. However, components are aggregatesirgl@reporting unit if they have similar econoroharacteristics.

In April 2011, the FASB issued ASU 2011-08tangibles - Goodwill and Other: Testing for Godliwnpairment ("ASU 2011-08")This ASU amenc
FASB ASC Topic 350|ntangibles - Goodwill and Othetp simplify how an entity tests for goodwill impaient by allowing entities to first ass
certain qualitative factors to determine whether éixistence of certain events or circumstancesdvimald to a determination that it would be n
likely than not that the fair value of a reportingit is less than its carrying amount, insteadirst performing a fair value analysis for each mipg
unit. Entities that conclude, after assessing ¢ha&lity of events and circumstances, that it ismote likely than not that the fair value of a repg
unit is less than its carrying amount are not negito perform the twetep impairment test. This guidance became effectivSeptember 15, 2011
annual and interim impairment tests for fiscal gea@ginning after December 15, 2011, and early ttwlojs permitted. The Company adopted the
guidance for its 2011 annual goodwill impairmerdtté\s of November 30, 2011, the Company assessalitajive factors and concluded it was
more likely than not that the fair value of its oejing units were less than their carrying amoistsuch, the Company was not required to perfoe
two-step impairment test.

The new accounting guidance includes examples @fitsvand circumstances that an entity should cengidevaluating whether it is more likely tt
not that the fair value of a reporting unit is lékan its carrying amount, including macroeconogoaditions, industry and market considerati
overall financial performance, and entity specédients. The examples of events and circumstaneesadrintended to be altclusive, and an enti
may identify other relevant events or circumstartoesonsider in determining whether to performfirst step of the twasstep impairment test. None
the individual examples of events and circumstaraesintended to represent standalone events aunegtances that necessarily would requir
entity to perform the first step of the goodwillpairment test.

In reaching its conclusion about whether it is midtely than not that the fair value of a reportingit is less than its carrying amount, the Com
also considered the extent to which an adverset@rezircumstance, if any, effected the reportimit's fair value. The Company placed more we
on the events and circumstances that most affeeparting unit's fair value or the carrying amooftits net assets. The Company also consic
positive and mitigating events and circumstanaesddition, the Company compared recent fair vakleulations of reporting units, when availa
to the carrying amount of the reporting units icideng whether the first step of the impairment teas necessary.

The Company makes judgments about the recovesalufitpurchased intangible assets annually and whentiggering events or changes
circumstances indicate that an other than temponapairment may exist. Each quarter the Companyuates the estimated remaining useful live
purchased intangible assets and whether eventsamges in circumstances warrant a revision toeheming periods of amortization. Recoverak
of these assets is measured by comparison of thar@pamount of the asset to the future undiscedidash flows the asset is expected to gener
the asset is considered to be impaired, the amafierty impairment is measured as the differencesdset the carrying value and the fair value o
impaired asset.

The Company's evaluation of whether the fair valfia reporting unit is greater than its carryingoamt and assumptions and estimates about f
values and remaining useful lives of the Compaintangible and other lonlived assets are complex and subjective. They eaaffected by a varie
of factors, including external factors such as stduand economic trends, and internal factors sscbhanges in the Compasyjusiness strategy &
internal forecasts. Although the Company beliehes t
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historical assumptions and estimates used are mahoand appropriate, different assumptions atichates could materially impact the repol
financial results.

Income Taxes

The Company is subject to the income tax laws efulS and its states and municipalities in which@ompany operates. These tax laws are cor
and subject to different interpretations by theptyer and the relevant government taxing autheritie establishing a provision for income
expense, the Company must make judgments and rietatipns about the application of these inhereotiplex tax laws. The Company must
make estimates about when in the future certamsteill affect taxable income in the various taxgdictions. Disputes over interpretations of thk
laws may be subject to review/adjudication by tlart systems of the various tax jurisdictions orynie settled with the taxing authority uj
examination or audit. The Company reviews thesanuas quarterly and as new information becomedaiaj the balances are adjusted
appropriate.

Derivative Accounting

The Company records derivative instruments atfalune on the balance sheet as either an asseibdityi. The Company determines the fair value
its derivative contracts using either (i) pricingdels that consider current market conditions &edcbntractual terms of the derivative contradiip
counterparty valuations. These factors includerésterates, time value, forward interest rate cuavel volatility factors, as well as foreign exce
rates. Pricing models and their underlying assumngtimpact the amount and timing of unrealized gaimd losses recognized, and the use of dift
pricing models or assumptions could produce differnancial results. Management has structured ritagority of the Compang’ derivativi
transactions with the intent that each is econolgiedfective. However, the Compars/derivative instruments do not qualify for hedgeaanting
Accordingly, changes in the fair value of derivatimstruments are reported in current period egmihlet settlements on derivatives are includ
"derivative market value and foreign currency atifents and derivative settlements, net" on the @aleted statements of income.

RECENT ACCOUNTING PRONOUNCEMENTS

In April 2011, the FASB issued ASU 2011-0% Creditor's Determination of Whether a Restruatgrils a Troubled Debt Restructuringrhis ASL
amends FASB ASC Topic 31®eceivables to clarify when a loan restructuring constitugesroubled debt restructuring. Under the new guie
student loans for which concessions are granted moaybe considered troubled debt restructurings weaie previously not. This guidance beci
effective July 1, 2011, applied retrospectivelyJemuary 1, 2011. The Company has determined thisguédance has no impact on its student
receivable portfolio.

In April 2011, the FASB issued ASU 2011-08. Seeiti€al Accounting Policies - Goodwill and IntanggbAssets mpairment Assessments" relate:
the Company's adoption of this standard.

In June 2011, the FASB issued ASU 2011-G5mprehensive Income, “Presentation of Comprehenbicome."The objective of this ASU is

improve the comparability, consistency, and transpey of financial reporting and to increase thenginence of items reported in other comprehel
income. The new guidance requires all non-ownengésa in stockholdergquity be presented either in a single continutatesent of comprehens
income or in two separate but consecutive statesn&hie new guidance will be applied retrospectifehfiscal years, and interim periods within th
years, beginning after December 15, 2011. Thisandd will be effective for the Company in the figsiarter 2012. As of the filing date of this ref
the Company had not completed its evaluation af leiw guidance.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
(All dollars are in thousands, except share amountsinless otherwise noted)

Interest Rate Risk
The Companys primary market risk exposure arises from fludtret in its borrowing and lending rates, the sprieativeen which could impact 1
Company due to shifts in market interest rates.aBse the Company generates a significant portidts gfarnings from its student loan spread

interest sensitivity of the balance sheet is ap@yitability driver.
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The following table sets forth the Company’s logsets and debt instruments by rate characteristics:

As of December 31, 2011 As of December 31, 2010
Dollars Percent Dollars Percent
Fixed-rate loan assets $ 10,899,73 44.7% $ 8,525,27! 35.7%
Variable-rate loan assets 13,459,89 55.5 15,343,77 64.:
Total $ 24,359,62 100.% $ 23,869,05 100.(%
Fixed-rate debt instruments $ 29,517 0.1% $ 163,25! 0.7%
Variable-rate debt instruments 24,565,65. 99.¢ 24,509,21 99.:
Total $ 24,595,16 100.% $ 24,672,47 100.(%

Loans originated prior to April 1, 2006 generalfre interest at the higher of a floating rate basethe Special Allowance Payment formula set fe
Department and the borrower rate, which is fixedraa period of time. The SAP formula is based orapplicable indice plus a fixed spread thi
dependent upon when the loan was originated, #r@daepayment status, and funding sources for the [Bae Company generally finances its stu
loan portfolio with variable rate debt. In low aadHdeclining interest rate environments, when tked borrower rate is higher than the rate prod
by the SAP formula, the Compasystudent loans earn at a fixed rate while theeésteon the variable rate debt typically continteedecline. In thes
interest rate environments, the Company may eatitiadal spread income that it refers to as flowome.

Depending on the type of loan and when it was oatgid, the borrower rate is either fixed to ternisaeset to an annual rate each July 1. As aty
for loans where the borrower rate is fixed to tetine, Company may earn floor income for an extenuiribd of time, which the Company refers t
fixed rate floor income, and for those loans whitie borrower rate is reset annually on July 1,Gleenpany may earn floor income to the next 1
date, which the Company refers to as variableftate income. In accordance with legislation enddte 2006, lenders are required to rebate fixee
floor income and variable rate floor income to epartment for all new FFELP loans first originatedor after April 1, 2006. A summary of fix
rate floor income follows.

Year ended December 31,

2011 2010 2009
Fixed rate floor income, gross $ 164,70( 151,86: 147,10°
Derivative settlements (a) (20,24¢) (19,61%) (2,009
Fixed rate floor income, net $ 144,45 132,24: 145,09¢

(a) Includes settlement payments on derivatives uséadge student loans earning fixed rate floor ine.

The high levels of fixed rate floor income earnedinlg 2011 , 2010 , and 20@®e due to historically low interest rates. Initidd, the 2011 amou
increased due to the purchase of the residualeisttén $1.9 billion of consolidation loans in JW@11. If interest rates remain low, the Comg
anticipates continuing to earn significant fixeterfloor income in future periods.

Absent the use of derivative instruments, a risénfarest rates may reduce the amount of floor imegeceived and this may have an impac
earnings due to interest margin compression capgdtucreasing financing costs, until such timetesfederally insured loans earn interest at a ke
rate in accordance with their special allowancenpanyt formulas. In higher interest rate environmentsere the interest rate rises above the bort
rate and fixed rate loans effectively become vagiabte loans, the impact of the rate fluctuatisngduced.
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The following graph depicts fixed rate floor incofioe a borrower with a fixed rate of 6.75% and aPSite of 2.64%:
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Commercial Paper Rate

The following table shows the Company’s studenhlassets that are earning fixed rate floor incosmef&ecember 31, 2011 :

Borrower/ Estimated Balance of
Fixed lender variable assets earning fixed-rate
interest weighted conversion floor income as of

rate range average yield rate (a) December 31, 2011
< 3.0% 2.88% 0.24% $ 1,724,69:
3.0-3.49% 3.20% 0.56% 2,004,07
3.5-3.99% 3.65% 1.01% 1,963,49!
4.0-4.49% 4.20% 1.56% 1,500,23:
4.5 - 4.99% 4.72% 2.08% 853,67.
5.0-5.49% 5.24% 2.60% 570,03.
5.5 -5.99% 5.67% 3.03% 346,41
6.0 - 6.49% 6.18% 3.54% 404,60:
6.5 - 6.99% 6.70% 4.06% 361,06
7.0-7.49% 7.17% 4.53% 142,13:
7.5-7.99% 7.70% 5.06% 239,14t
8.0 - 8.99% 8.17% 5.53% 537,51.
> 9.0% 9.04% 6.40% 252,65¢
$ 10,899,73

(&) The estimated variable conversion rate is dbémated shorterm interest rate at which loans would convertatwariable rate. As
December 31, 2011 , the short-term interest rate2@abasis points.
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The following table summarizes the outstandingw@give instruments as of December 31, 2011 usetiddCompany to hedge loans earning fixed rate

floor income.

Notional Weighted average fixed rate
Maturity amount paid by the Company (a)
2013 2,150,001 0.85%
2014 750,00( 0.8t
2015 100,00( 2.2¢
2020 50,00( 3.2¢
3,050,001 0.87%

(a) For all interest rate derivatives, the Compiaageives discrete threeenth LIBOR

As of December 31, 2011 , the Company had $2.®bibf student loan assets that were eligible ta eariable-rate floor income.

The Company is exposed to interest rate risk ifdh@ of basis risk and repricing risk becauseititerest rate characteristics of the Compargsse!
do not match the interest rate characteristicheffunding. The Company attempts to match the ésterate characteristics of certain pools of
assets with debt instruments of substantially similharacteristics. Due to the variability in dioatof the Companyg assets and varying mar
conditions, the Company does not attempt to pdyfenatch the interest rate characteristics of thére loan portfolio with the underlying de
instruments. The Company has adopted a policy dbgieally reviewing the mismatch related to theeiest rate characteristics of its assets
liabilities together with the Compars/'outlook as to current and future market conditioBased on those factors, the Company uses dee
instruments as part of its overall risk managensenategy. Derivative instruments used as part®fGbmpanys interest rate risk management stra

currently include interest rate swaps, basis swaps,cross-currency swaps.

The following table presents the Company’s FFELRIesnt loan assets and related funding arrangeadgrlying indices as of December 31, 2011 :

Frequency of variable

Debt outstanding that
funded student loan

Index resets Assets assets (a)

3 month H15 financial commercial paper (b) Daily $ 23,391,11 —
3 month Treasury bill Varies 941,597 —
3 month LIBOR (c) Quarterly — 19,594,57
1 month LIBOR Monthly — 657,83(
Auction-rate or remarketing (d) Varies — 970,57
Asset-backed commercial paper (e) Varies — 3,163,98!
Other (f) 97,37: 43,11¢

$ 24,430,08 24,430,08

(&) The Company has certain basis swaps outs@mdiwvhich the Company receives three-month LIBOR pays onenonth LIBOR plus ¢
minus a spread as defined in the agreements (tBeBdsis Swaps"). The Company entered into theggali@e instruments to better ma
the interest rate characteristics on its studeam kssets and the debt funding such assets. Thwifgy table summarizes these derivative

of December 31, 2011 :
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Maturity Notional amounts

2021 $ 250,00(
2023 1,250,001
2024 250,00(
2026 800,00(
2028 100,00(
2036 700,00(
2039 150,00(
2040 200,00(

$ 3,700,001

(b) The Company’s FFELP student loans earn intdrased on the daily average @@ H15 financial commercial paper index calculabad:
fiscal quarter.

(c) The Company has Euro-denominated notes tpaiceeon the EURIBOR index. The Company has enteredderivative instruments (cross-
currency interest rate swaps) that convert the BJR index to three-month LIBOR. As a result, thasges are reflected in the thremntr
LIBOR category in the above table. See “Foreignr€wy Exchange Risk.”

(d) The interest rates on certain of the Compaag%et-backed securities are set and periodicedigtrvia a "dutch auction" Atiction Rat
Securities”) or through a remarketing utilizing raketing agents (“Variable Rate Demand Notes”)oA®ecember 31, 2011the Compan
is sponsor on $751.4 million of Auction Rate Setiesiand $219.2 million of Variable Rate Demanddsot

For Auction Rate Securities, investors and potéimiigestors submit orders through a broklealer as to the principal amount of notes
wish to buy, hold, or sell at various interest safEhe brokedealers submit their clients' orders to the aucsigent, who then determines
clearing interest rate for the upcoming periodefest rates on these Auction Rate Securities aet periodically, generally every 7 to
days, by the auction agent or agents. During tf& duarter of 2008, as part of the credit markisis; auction rate securities from vari
issuers failed to receive sufficient order inteffestn potential investors to clear successfullputéng in failed auction status. Since Febn
8, 2008, the Company’Auction Rate Securities have failed in this manb@der normal conditions, banks have historicallychased the
securities when investor demand is weak. HowevacesFebruary 2008, banks have been allowing awstto fail. Currently, all of tr
Companys Auction Rate Securities are in a failed auctiatus and the Company believes they will remaia failed status for an extenc
period of time and possibly permanently.

As a result of a failed auction, the Auction Raec@&ities will generally pay interest to the holdgra maximum rate as defined by
indenture. While these rates will vary, they wiérgerally be based on a spread to LIBOR or TreaSewcurities, or the Net Loan Rate
defined in the financing documents. Due to theethiuctions related to these securities, the Coynpaunld be subject to interest cc
substantially above the anticipated and historiatds paid on these types of securities.

For Variable Rate Demand Notes, the remarketingitagget the price, which is then offered to investtf there are insufficient potential |
orders to purchase all of the notes offered foe,stiie Company could be subject to interest cadbstantially above the anticipated
historical rates paid on these types of securities.

(e) Asset-backed commercial paper consists of #82dllion funded in the Company’s FFELP warehofasslities and $2.3 billion funded
through the Department’s Conduit Program. Fundiimghe Conduit Program is provided by the capitakrkets at a cost based on market
rates.

(f) Assets include restricted cash and investmentotrat assets. Debt outstanding includes otheratglgations secured by student loan a:
and related collateral.

On December 23, 2011, the President signed thedlidased Appropriations Act of 2012 into law. Thst includes changes to the FFELP stu
lender payment index from the commercial paper tatthe onemonth LIBOR rate for the Special Allowance Paymealculation on outstandii
FFELP loans held by student loan lenders. As ofelbdzer 31, 2011, the Company had $23.4 billion ahfin which it intends to make the electio
change the SAP calculation to the one-month LIB@tR.rThis change
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mitigates the Company's exposure to basis riskwatidallow the Company to better match borrowingdalending rates. The Company curre
expects the new formula to be developed and avaifabuse in the second quarter of 2012.

Financial Statement Impact of Derivative Instrumest

The Company recognizes changes in the fair valudediative instruments currently in earnings uslspecific hedge accounting criteria are

Management has structured the majority of the Caygaderivative transactions with the intent that eisclkconomically effective. However, 1
Companys derivative instruments do not qualify for hedgeaunting; consequently, the change in fair valughese derivative instruments is inclu
in the Companys operating results. Changes or shifts in the faiwéeld curve and fluctuations in currency rates significantly impact the valuati
of the Companys derivatives. Accordingly, changes or shifts te fhrward yield curve and fluctuations in curremeyes will impact the financi
position and results of operations of the Company.

The following table summarizes the effect of detiiv@instruments included in the consolidated siegiets of income. All gains and losses recogr
in income related to the Company's derivative #gtizre included in "derivative market value andeign currency and derivative settlements, ne
the consolidated statements of income.

Year ended December 31,

2011 2010 2009
Settlements:

Average/discrete basis swaps $ — 14C 11,48:
1:3 basis swaps 1,44¢ 1,19¢ 21,23
T-BIill/LIBOR basis swaps (259) (47 —
Interest rate swaps - floor income hedges (20,24¢) (19,619 (2,020
Interest rate swaps - hybrid debt hedges (744 (49%) —
Cross-currency interest rate swaps 11,87: 5,10¢ 8,631
Other 80 (547) 39
Total settlements - (expense) income (7,840 (14,269 39,28¢
Change in fair value - (expense) income (50,519 (77,139 6,852
Derivative impact included in the consolidatedestaénts of income $ (58,359 (91,399 46,13¢
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Sensitivity Analysis

The following tables summarize the effect on themPanys earnings, based upon a sensitivity analysis pegd by the Company assum
hypothetical increases in interest rates of 10@shgaints and 300 basis points while funding spse&nain constant. In addition, as it relates &
effect on earnings, a sensitivity analysis wasqrered assuming the funding indice increases 1Glpmsnts and 30 basis points while holding thet
indice constant, if the funding indice is differeghtin the asset indice. The effect on earnings peaformed on the ComparsyVvariable rate ass:
(including loans earning fixed rate floor incomeldaiabilities. The analysis includes the effectsh®e Companys interest rate and basis swap
existence during these periods.

Year ended December 31, 2011

Interest rates

Asset and funding indice mismatches

Change from increase Change from increase Increase of 10 basis Increase of 30 basis
of 100 basis points of 300 basis points points points
Dollar Percent Dollar Percent Dollar Percent Dollar Percent

Effect on earnings:
Decrease in pre-tax net income before impact

of derivative settlements $ (69,229 (21.5% $ (124,600 (38.79)% $ (24,23) T75% $ (72,710 (22.6%
Impact of derivative settlements 50,56¢ 15.7 151,70! 47.1 — — — —
Increase (decrease) in net income before 1$ (18,656 58% $ 27,10¢ 8.4% $ (24,23) (75% $ (72,71) (22.6%
Increase (decrease) in basic and diluted
earnings per share $ (0.249) $ 0.3¢ $ (0.32) $ (0.99)

Year ended December 31, 2010

Interest rates

Asset and funding indice mismatches

Change from increase Change from increase  Increase of 10 basis Increase of 30 basis
of 100 basis points of 300 basis points points points
Dollar Percent Dollar Percent Dollar Percent Dollar Percent

Effect on earnings:
Decrease in pre-tax net income before impact

of derivative settlements $ (66,449 (22.0% $ (121,07 (40.0% $ (25,32) B8.49% $ (75,98) (25.9)%
Impact of derivative settlements 71,71F 23.7 215,14 71.1 — — — —
Increase (decrease) in net income before 1$ 5,272 17% $  94,07( 3L.1% $ (25,32) (84% $ (75,98) (25.0%
Increase (decrease) in basic and diluted

earnings per share $ 0.07 $ 1.2C $ (0.32) $ (0.97)

Year ended December 31, 2009

Interest rates

Asset and funding indice mismatches

Change from increase Change from increase  Increase of 10 basis Increase of 30 basis
of 100 basis points of 300 basis points points points
Dollar Percent Dollar Percent Dollar Percent Dollar Percent

Effect on earnings:
Decrease in pre-tax net income before impact

of derivative settlements $ (85,279 (39.5% $ (148,58) (68.9% $ (25,289 11.9% $ (75,86) (35.29)%
Impact of derivative settlements 4,18¢ 1. 12,567 5.8 — — — —
Decrease in net income before taxes $ (81,080 (37.6% $ (136,019 63.0% $ (25,289 11.9% $ (75,86) (35.29%
Decrease in basic and diluted earnings pe

share $ (1.06) $ (@.77) $ (0.39) $ (0.99
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Foreign Currency Exchange Risk

During 2006, the Company completed separate ddétimgs of student loan asset-backed securitiesiticbuded €420.5 million and3562.7 millior
Euro Notes with interest rates based on a spredetBURIBOR index. As a result of these transastithe Company is exposed to market risk re
to fluctuations in foreign currency exchange rdtesveen the U.S. dollar and Euro. The principal aoctued interest on these notes isnesmsured
each reporting period and recorded on the Comparglance sheet in U.S. dollars based on the fo@igency exchange rate on that date. Chany
the principal and accrued interest amounts aswdtreSforeign currency exchange rate fluctuatiams included in thederivative market value a
foreign currency adjustments and derivative setiets, net” in the Company’s consolidated statemafitscome.

The Company entered into crossHency interest rate swaps in connection withisseance of the Euro Notes. Under the terms dcfettuerivativ
instrument agreements, the Company receives fraouaterparty a spread to the EURIBOR indice basedational amounts of €420.5 millicanc
€352.7 million and pays a spread to the LIBOR indiesed on notional amounts of $500.0 million an80$@ million, respectively. In addition, unc
the terms of these agreements, all principal paysnenm the Euro Notes will effectively be paid a¢ #xchange rate in effect between the U.S. ¢
and Euro as of the issuance of the notes.

The following table shows the income statement ichge a result of the meeasurement of the Euro Notes and the change ifathgalue of th
related derivative instruments. These items areidea in “derivative market value and foreign cag adjustments and derivative settlements, oet
the accompanying consolidated statements of income.

Year ended December 31,

2011 2010 2009
Re-measurement of Euro Notes $ 32,70¢ 80,721 (37,659
Change in fair value of cross currency interest sataps (14,28)) (74,899 2,491
Total impact to statements of income - income (espg $ 18,41¢ 5,827 (35,15)

The re-measurement of the Euro-denominated bondsrgky correlates with the change in fair valuetloé crosssurrency interest rate swa
However, the Company will experience unrealizechgair losses related to the crassrency interest rate swaps if the two underlyimdjces (an
related forward curve) do not move in parallel. gament intends to hold the cross-currency inteegst swaps through the maturity of the Euro-
denominated bonds.

Financial Statement Impact — Derivatives and Foreig Currency Transaction Adjustments

The following table summarizes all of the composeott “derivative market value and foreign currerajustments and derivative settlements, net”
included in the consolidated statements of income.

Year ended December 31,

2011 2010 2009
Change in fair value of derivatives $ (50,519 (77,13 6,852
Foreign currency transaction adjustment (Euro Notes 32,70¢ 80,721 (37,659
Derivative settlements, net (7,840 (14,269 39,28¢
Derivative market value and foreign currency adjesits and derivative
settlements, net - (expense) income $ (25,64 (10,677) 8,48¢

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Reference is made to the consolidated financigéstents listed under the heading “(a) 1. Consadi&tinancial Statementsf Item 15 of this repor
which consolidated financial statements are incafeal into this report by reference in respongéitltem 8.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
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ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Under supervision and with the participation oftagr members of the Compasgymanagement, including the chief executive anéfdimancia
officers, the Company completed an evaluation efdfiectiveness of the design and operation adigslosure controls and procedures (as defin
SEC Rules 13a-15(e) and 15d-15(e) under the SesuBixchange Act of 1934). Based on this evaluatibe Companys principal executive ai
principal financial officers concluded that the digsure controls and procedures were effectivefaleoend of the period covered by this repo
provide reasonable assurance that information requd be disclosed in reports the Company filesulimits under the Securities Exchange A
1934 is recorded, processed, summarized, and eghonithin the time periods specified in the SEfiks and forms, and is accumulated
communicated to the Company's management, inclutiagchief executive and chief financial officees appropriate to allow timely decisit
regarding required disclosure.

Changes in Internal Control over Financial Reportirng

There was no change in the Company’s internal obotrer financial reporting during the Compasiyast fiscal quarter that has materially affecta
is reasonably likely to materially affect, the Camg’s internal control over financial reporting.

Management's Report on Internal Control over Finandal Reporting

Management is responsible for establishing and taiaing adequate internal control over financigdaging (as defined in Rule 13&(f) under th
Exchange Act) for the Company. The Company's iatecontrol system was designed to provide reasenaédurance to the Company's manage
and board of directors regarding the preparatioth fair presentation of published financial stateteen accordance with U.S. generally acce
accounting principles. All internal control systems matter how well designed, have inherent litiutes. Therefore, even those systems determir
be effective can provide only reasonable assuraitberespect to financial statement preparation @redentation.

Management maintains a comprehensive system ofasnintended to ensure that transactions are ésé@cin accordance with manageme
authorization, assets are safeguarded, and firlamegards are reliable. Management also takes stepssure that information and communice
flows are effective and to monitor performance|udag performance of internal control procedures.

Management assessed the effectiveness of the Cghapaternal control over financial reporting as@écember 31, 201kased on the criteria 1
effective internal control described internal Control-Integrated Frameworissued by the Committee of Sponsoring Organizatafrifie Treadwa
Commission. Based on this assessment, managenievelehat, as of December 31, 2Qihe Company's internal control over financialowing is
effective.

The effectiveness of the Company's internal cordver financial reporting as of December 31, 26a% been audited by KPMG LLP, the Compe
independent registered public accounting firm,tated in their report included herein, which expegsan unqualified opinion on the effectivene:
the Company's internal control over financial rejmgras of December 31, 2011 .

Inherent Limitations on Effectiveness of Internal Gntrols

The Company's management, including the chief ekerand chief financial officers, understands ttra disclosure controls and procedures
internal controls over financial reporting are sdgbjto certain limitations, including the exerciggudgment in designing, implementing, and evahg
the controls and procedures, the assumptions usetetifying the likelihood of future events, atite inability to eliminate misconduct complet:
The design of a control system must reflect thétfzat there are resource constraints, and thefibenéa control system must be considered redatif
their costs. These inherent limitations include rbalities that judgments in decisiomaking can be faulty and that breakdowns can obegause ¢
simple error or mistake. Controls can also be arneented by the individual acts of some personscdlusion of two or more people, or
management override of the controls. The desiggngfsystem of controls is based in part on cegasumptions about the likelihood of future eve
and there can be no assurance that any desigrswdtieed in achieving its stated goals under akrg@l future conditions. Projections of
evaluation of controls effectiveness to future pési are subject to risks. Over time, controls magome inadequate because of changes in conc
or deterioration in the degree of compliance witligies or procedures.

As a result, there can be no assurance that theo@uyis disclosure controls and procedures or iat@wontrols over financial reporting will preverit
errors or fraud or ensure that all material infotiorawill be made known to management in a timely
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fashion. By their nature, the Company's or anyesysdf disclosure controls and procedures or intexoatrols over financial reporting, no matter f
well designed and operated, can provide only restslerassurance regarding management's controltivigiec

Report of Independent Registered Public Accountingrirm

The Board of Directors and Shareholders
Nelnet, Inc.:

We have audited Nelnet, Inc.'s internal controlrdugancial reporting as of December 31, 2011, Hase criteria established imternal Control -
Integrated Frameworlissued by the Committee of Sponsoring Organizatminghe Treadway Commission (COSO). Nelnet, Inthe Company
management is responsible for maintaining effecinternal control over financial reporting and fits assessment of the effectiveness of int
control over financial reporting, included in thecampanyinglanagement's Report on Internal Control over FiriahReporting. Our responsibilit
is to express an opinion on the Company's intezoatrol over financial reporting based on our audit

We conducted our audit in accordance with the statglof the Public Company Accounting Oversightri8g&nited States). Those standards ret
that we plan and perform the audit to obtain reabtassurance about whether effective internarabover financial reporting was maintained ir
material respects. Our audit included obtainingiaderstanding of internal control over financigdaging, assessing the risk that a material wea
exists, and testing and evaluating the design gretating effectiveness of internal control basedtlm assessed risk. Our audit also inch
performing such other procedures as we consideeedssary in the circumstances. We believe thataadit provides a reasonable basis for
opinion.

A company's internal control over financial repogtiis a process designed to provide reasonablaaassuregarding the reliability of financ
reporting and the preparation of financial statetmidor external purposes in accordance with gelyeaaicepted accounting principles. A compa
internal control over financial reporting includise policies and procedures that (1) pertaitnéonaintenance of records that, in reasonablel
accurately and fairly reflect the transactions aigpositions of the assets of the company; (2)ideveasonable assurance that transactior
recorded as necessary to permit preparation ohdiah statements in accordance with generally gecdepccounting principles, and that receipts
expenditures of the company are being made onlcoordance with authorizations of management arettors of the company; and (3) pro\
reasonable assurance regarding prevention or tidethction of unauthorized acquisition, use, opasstion of the company's assets that could h
material effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or det@isstatements. Also, projections of any evadn
of effectiveness to future periods are subjecthtrisk that controls may become inadequate becafuskanges in conditions, or that the degre
compliance with the policies or procedures may ritatate.

In our opinion, Nelnet, Inc. maintained, in all m@al respects, effective internal control overficial reporting as of December 31, 2011, bas¢
criteria established imternal Control - Integrated Framewoi&sued by the Committee of Sponsoring Organizatidribe Treadway Commission.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Blo@Wnited States), the consolidated bal:
sheets of Nelnet, Inc. and subsidiaries as of Deeedl, 2011 and 2010, and the related consolidatgdments of income, shareholders' equity
comprehensive income, and cash flows for eachejétars in the thregear period ended December 31, 2011, and our reptet! February 28, 20
expressed an unqualified opinion on those congelitiinancial statements.

/sl KPMG LLP

Lincoln, Nebraska
February 28, 2012

ITEM 9B. OTHER INFORMATION

During the fourth quarter of 2011 , no informatieas required to be disclosed in a report on Fory But not reported.
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PART IlI.
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORA TE GOVERNANCE

The information as to the directors, executive ogfifs, corporate governance, and Section 16(a) is&iedwnership reporting compliance of
Company set forth under the captions “PROPOSALHLECTION OF DIRECTORS - Nominees,” “EXECUTIVE OFHERS,” “CORPORATE
GOVERNANCE,” and “SECURITY OWNERSHIP OF DIRECTORBXECUTIVE OFFICERS, AND PRINCIPAL SHAREHOLDERS - 8®n 16
(a) Beneficial Ownership Reporting Compliande’the Proxy Statement to be filed on Schedule tdth the SEC, no later than 120 days after the
of the Company's fiscal year, relating to the ConyfmAnnual Meeting of Shareholders scheduled thdi¢ on May 24, 2012 (the “Proxy Statemént
is incorporated into this report by reference.

”

ITEM 11. EXECUTIVE COMPENSATION

The information set forth under the captions “CORRPOE GOVERNANCE” and “EXECUTIVE COMPENSATION'In the Proxy Statement
incorporated into this report by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information set forth under the captioSECURITY OWNERSHIP OF DIRECTORS, EXECUTIVE OFFICERBND PRINCIPAL
SHAREHOLDERS - Stock Ownershipfi the Proxy Statement is incorporated into thjgore by reference. There are no arrangements krioviime
Company, the operation of which may at a subsecqiegetresult in a change in the control of the Camyp

The following table summarizes information aboutnpensation plans under which equity securitiesaathorized for issuance.

Equity Compensation Plan Information

As of December 31, 2011

Number of shares remaining
Number of shares to be issue available for future issuance
upon exercise of outstanding  Weighted-average exercise  under equity compensation
options, warrants, and rights  price of outstanding options, plans (excluding securities

Plan category (a) warrants, and rights (b) reflected in column (a)) (c)
Equity compensation plans approved by
shareholders — — 3,406,61! (1)

Equity compensation plans not approved by
shareholders — — —

Total = — 3,406,61!

(1) Includes 2,619,721 , 170,914 , and 615,984dres of Class A Common Stock remaining avail&drlduture issuance under the Nelnet,
Restricted Stock Plan, Nelnet, Inc. Directors St@cknpensation Plan, and Nelnet, Inc. Employee SParehase Plan, respectively.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS AND DIRECTOR INDEPENDENCE

The information set forth under the captions “CERN/ARELATIONSHIPS AND RELATED TRANSACTIONS,” “CORPORTE GOVERNANCE -
Board Composition and Director Independence,” aBORPORATE GOVERNANCE - Board Committeeisi’ the Proxy Statement is incorpore
into this report by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information set forth under the caption “PRORPOS - RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTHEHD PUBLIC
ACCOUNTING FIRM - Independent Accountant Fees ardvi8es” in the Proxy Statement is incorporated this report by reference.
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PART IV.

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) 1. Consolidated Financial Statemen

The following consolidated financial statementsN#inet, Inc. and its subsidiaries and the Repoindépendent Registered Public Accoun
Firm thereon are included in Item 8 above:

Pac
Report of Independent Registered Public Accourfging F-2
Consolidated Balance Sheets as of December 31,&t1 2010 F-3
Consolidated Statements of Income for the yearse@ikcember 31, 2011, 2010, and 2009 4
Consolidated Statements of Shareholders' EquityComdprehensive Income for the years ended Dece8ihet011,
2010, and 2009 F5
Consolidated Statements of Cash Flows for the yeyadled December 31, 2011, 2010, and 2009 6
Notes to Consolidated Financial Statements F-7

2. Financial Statement Schedules

All schedules are omitted because they are notcghé or the required information is shown in ttlensolidated financial statements or n

thereto.

3. Exhibits

The exhibits listed in the accompanying index thibits are filed, furnished, or incorporated byereice as part of this report.

4. Appendix

Appendix A - Description of the Federal Family Edtion Loan Program

(b) Exhibits

Exhibit No.

Exhibit Index

Description

3.1

3.2

3.3

3.4

4.1

Second Amended and Restated Articles of Incorpmmaif Nelnet, Inc., and Articles of Amendment therdiled as Exhibit
registrant’s Quarterly Report for the period en8egtember 30, 2006, filed on Form @Q0and incorporated by reference t

Articles of Amendment to Second Amended and Redtatécles of Incorporation of Nelnet, Inc. Incomated by reference
3.1 to the registrant’s quarterly report for theipe: ended June 30, 2007, filed on Form 10-Q.

Fifth Amended and Restated Bylaws of Nelnet, las.amended as of February 3, 2010, filed as ExBibito the registrar
report of Form 8-K filed on February 9, 2010 ancoirporated herein by reference.

Sixth Amended and Restated Bylaws of Nelnet, las.amended as of March 18, 2011. Incorporatedfbyerece to Exhibit
registrant's current report on Form 8-K filed onrita24, 2011.

Form of Class A Common Stock Certificate ofifég Inc. Incorporated by reference to Exhibit 4olthe registrang F
Registration Statement.
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4.2

4.3

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

Exhibit Index

Certain instruments, including indenturesroét, defining the rights of holders of lotgrm debt of the registrant and its «
subsidiaries, none of which instruments author&zé&stal amount of indebtedness thereunder in exafes8 percent of the 1
of the registrant and its subsidiaries on a codatéd basis, are omitted from this Exhibit Indexspant to Iltem 601(b)(4
Regulation SK. Many of such instruments have been previoudgdfiwith the Securities and Exchange Commiss
registrant hereby agrees to furnish a copy of ach snstrument to the Commission upon request.

Registration Rights Agreement, dated as of Decemlber2003, by and among Nelnet, Inc. and the sloddels of Ne
signatory thereto. Incorporated by reference toiliik#.11 to the registrant’s Form S-1 Registrat®tatement.

Amended and Restated Participation Agreement, dasedf June 1, 2001, by and between NELnet, Inds@quently
National Education Loan Network, Inc.) and UnionnBaand Trust Company. Incorporated by referenc&xbibit 10.:
registrant's Form S-1 Registration Statement.

First Amendment of Amended and Restated Particpatigreement, entered into as of December 10, 26§ @nd betwe
Bank and Trust Company and NELnet, Inc. (subsedpuestamed National Education Loan Network, Inmorporated by
to Exhibit 10.31 to the registrant's Form S-1 Regt®on Statement.

Second Amendment of Amended and Restated ParfmipAgreement, dated as of December 1, 2002, bybanhseen Ur
and Trust Company and Nelnet, Inc. (f/k/a NELnetc.) (subsequently renamed National Education Lbeatwotr
Incorporated by reference to Exhibit 10.32 to thgistrant's Form S-1 Registration Statement.

Third Amendment to Amended and Restated Particdpatigreement between National Education Loan Netwbrc. ai
Bank and Trust Company, dated as of February 54.20@orporated by reference to Exhibit 10.61 ® tigistrant annual
the year ended December 31, 2003, filed on Form{.10-

Fourth Amendment of Amended and Restated Participa#tgreement, dated as of August 1, 2005, by astd/idsen Union
Trust Company and Nelnet, Inc. (f/k/a NELnet, Ins)bsequently renamed National Education Loan Nedwnc.). Incorp
reference to Exhibit 10.1 to the registrant's cgriyrtreport for the period ended September 30, 20/@8l on Form 10-Q.

Fifth Amendment of Amended and Restated Particpatigreement, dated as of November 1, 2005, bybatdeen Union
Trust Company and Nelnet, Inc. (f/k/a NELnet, Ins)bsequently renamed National Education Loan Nedwnc.). Incorp
reference to Exhibit 10.2 to the registrant's cgriyrtreport for the period ended September 30, 20/@8l on Form 10-Q.

Sixth Amendment of Amended and Restated Participatigreement, dated as of December 12, 2005, bybatween Ur
and Trust Company and Nelnet, Inc. (f/k/a NELnetc.) (subsequently renamed National Education Lbeatwotr
Incorporated by reference to Exhibit 10.3 to thgiseant's quarterly report for the period endegt&mber 30, 2008, file:
10-Q.

Seventh Amendment of Amended and Restated PatimipAgreement, dated as of July 1, 2008, by artd/éen Union
Trust Company and Nelnet, Inc. (f/k/a NELnet, Ins)bsequently renamed National Education Loan Bedwnc.). Incorp
reference to Exhibit 10.2 to the registrant's geriyrtreport for the period ended June 30, 2008dfdn Form 10-Q.

Eighth Amendment of Amended and Restated Participatgreement, dated as of December 24, 2008, dybatween Ul
and Trust Company and Nelnet, Inc. (f/k/a NELnetc.) (subsequently renamed National Education Lbkatwotr
Incorporated by reference to Exhibit 10.69 to tbgistrant's annual report for the year ended Deee®ib, 2008, filed on Fc

Ninth Amendment of Amended and Restated Parti@patigreement, dated as of January 23, 2009, bybatwieen Union
Trust Company and National Education Loan Netwdnk, Incorporated by reference to Exhibit 10.1 ke registrant's
report for the period ended March 31, 2010, filedcorm 10-Q.

Tenth Amendment of Amended and Restated Participatgreement, dated as of October 19, 2009, bybatdeen Union
Trust Company and National Education Loan Netwdnk, Incorporated by reference to Exhibit 10.2 ke registrant's
report for the period ended March 31, 2010, filedcorm 10-Q.

Eleventh Amendment of Amended and Restated Paatioip Agreement, dated as of December 14, 200%ray betwe
Bank and Trust Company and National Education LNatwork, Inc. Incorporated by reference to Exhibit3 to the r
quarterly report for the period ended March 31,@0iled on Form 10-Q.

Twelfth Amendment of Amended and Restated PartiicipaAgreement, dated as of January 1, 2010, bybataeen Union
Trust Company and National Education Loan Netwdnk, Incorporated by reference to Exhibit 10.4 e tegistrant's



report for the period ended March 31, 2010, filedcorm 10-Q.
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10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

Exhibit Index

Thirteenth Amendment of Amended and Restated Raation Agreement, dated as of September 1, 20¢Gnid betwe
Bank and Trust Company and National Education LNatwork, Inc. Incorporated by reference to Exhitit2 to the r
quarterly report for the period ended Septembeg8@0, filed on Form 10-Q.

Fourteenth Amendment of Amended and Restated Reatitn Agreement, entered into as of December2000, by anc
Union Bank and Trust Company and National Educatioan Network, Inc. Incorporated by reference tchiBit 10.]
registrant's annual report for the year ended Déeerdl, 2010, filed on Form 10-K.

Fifteenth Amendment of Amended and Restated Ppaticin Agreement, dated as of February 25, 201hnoybetween U
and Trust Company and National Education Loan Netkwimc. Incorporated by reference to Exhibit 10té&he registrar
report for the year ended December 31, 2010, Gile&orm 10-K.

Cancellation of the Fifteenth Amendment of Amended Restated Participation Agreement, dated asati16, 201
between Union Bank and Trust Company and NatiodalkBtion Loan Network, Inc. Incorporated by refeeeto Exhibit 1
registrant's quarterly report for the period enlfdch 31, 2011, filed on Form 10-Q.

First Amendment of Guaranteed Purchase Agreemateddis of March 22, 2011, by and between Nelnet,dnd Union
Trust Company. Incorporated by reference to ExHiBi2 to the registrant's quarterly report for peeiod ended March 31,
on Form 10-Q.

Guaranteed Purchase Agreement, dated as of Marct2Q®, by and between NELnet, Inc. (subsequerghyamed
Education Loan Network, Inc.) and Union Bank andstrCompany. Incorporated by reference to ExhibiBé to the r
Form S-1 Registration Statement.

First Amendment of Guaranteed Purchase Agreemea¢ddas of February 1, 2002, by and between NELnet, (sub
renamed National Education Loan Network, Inc.) &imion Bank and Trust Company. Incorporated by egfee to Exhibi
the registrant's Form S-1 Registration Statement.

Second Amendment of Guaranteed Purchase Agreedert] as of December 1, 2002, by and between Néheet(f/k/a/
Inc.) (subsequently renamed National Education Latwork, Inc.) and Union Bank and Trust Compamgokporated by
to Exhibit 10.38 to the registrant's Form S-1 Reegtoon Statement.

Agreement For Use of Revolving Purchase Faciligted as of January 1, 1999, by and between Uniok Bad Trust Cor
National Education Loan Network, Inc. Incorporabsdreference to Exhibit 10.78 to the registrantsnk S41 Registration S

Amendment to Application and Agreement for Standleyter of Credit, Loan Purchase Agreements, anadbiy Stuc
Purchase Agreements, dated effective October 213,2y and among National Education Loan Netwonk,,INelnet, In
Education Loan Funding, Inc., Union Bank and Tr@simpany, and Bank of America, N.A. Incorporatedrbference |
10.94 to the registrant's Form S-1 Registratiome@tant.

February 2004 Amendment to Application and Agreenfen Standby Letter of Credit, Loan Purchase Agresats anc
Student Loan Purchase Agreements, dated as of &b, 2004, among National Education Loan Netwdmk., Nel
Nelnet Education Loan Funding, Inc., Union Bank dmdst Company, and Bank of America, N.A. Incorgedaby ref
Exhibit 10.62 to the registrant’s annual reporttfue year ended December 31, 2003, filed on Fori.10

Amendment to Application and Agreement for Standleyter of Credit, Loan Purchase Agreements, anadbia Stuc
Purchase Agreements, dated effective November(iB,by and among National Education Loan Netwbr&,, Nelnet, In
Education Loan Funding, Inc., Union Bank and Tr@simpany, and Bank of America, N.A. Incorporatedreference |
10.63 to the registrant’s annual report for theryraled December 31, 2003, filed on Form 10-K.

Amendment to Application and Agreement for Standleyter of Credit, Loan Purchase Agreements, anadbiy Stuc
Purchase Agreements, dated effective December0D3, by and among National Education Loan Netwbr&,, Nelnet, In
Education Loan Funding, Inc., Union Bank and Tr@simpany, and Bank of America, N.A. Incorporatedreference |
10.64 to the registrant’s annual report for theryraled December 31, 2003, filed on Form 10-K.

April 2004 Amendment to Application and Agreememt $tandby Letter of Credit, Loan Purchase Agregmemd Standb
Agreements, dated effective April 15, 2004, amomrgiBof America, N.A., Nelnet Education Loan Fundihg., National |
Loan Network, Inc, Nelnet, Inc., and Union Bank afrdst Company. Incorporated by reference to ExHibBi67 to the r
quarterly report for the period ended March 31,£0ed on Form 10-Q.
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10.28

10.29

10.30

10.31

10.32

10.33+

10.34+

10.35+

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43+

10.44

Exhibit Index

Stock Purchase Agreement, dated as of April 5, 2@@dween National Education Loan Network, Inc. am@NET Ir
Solutions, Inc. Incorporated by reference to Exili.72 to the registrarst’quarterly report for the period ended March
on Form 10-Q.

Amendment of Agreements dated as of February 4,200and between National Education Loan Netwbr&, and Union
Trust Company. Incorporated by reference to ExHibitl to the registrant’s current report on Forik Bled on February 10

Amended and Restated Aircraft Management Agreenaened as of September 30, 2008, by and betwedonrdhEduca
Network, Inc., Duncan Aviation, Inc., and Union &irtial Services, Inc. Incorporated by referencExbibit 10.32 to the r
annual report for the year ended December 31, Z068,0n Form 10-K.

Amended and Restated Aircraft Joint Ownership Agret, dated as of September 30, 2009, by and betNa&onal [
Loan Network, Inc. and Union Financial Services,. Imcorporated by reference to Exhibit 10.33 te tbgistrant's annua
the year ended December 31, 2008, filed on Forn{.10-

Amendment of Agreements dated as of February 45,209 and between Union Bank and Trust CompanyNemibnal E
Loan Network, Inc., filed as Exhibit 10.1 to theyigtrant’s Current Report on Formk8filed on February 10, 2005 and il
herein by reference.

Nelnet, Inc. Employee Share Purchase Beamended. Incorporated by reference to Exhibl tdthe registrarg’ quarte
for the period ended September 30, 2005, filed @mFLO-Q.

Amended Nelnet, Inc. Employee Share Purchase RitesddNovember 10, 2010. Incorporated by refereadexhibit 10.
registrant's annual report for the year ended Déeerdl, 2010, filed on Form 10-K.

Nelnet, Inc. Employee Share Purchase Plan, as adehdough March 17, 2011. Incorporated by refezetocExhibit 1
registrant's quarterly report for the period eniedch 31, 2011, filed on Form 10-Q.

Office Building Lease dated June 21, 1996 betwedleM& Paine and Union Bank and Trust Companyedilas Exhibit 1
registrant's Current Report on Form 8-K filed ort@ber 16, 2006 and incorporated by reference herein

Amendment to Office Building Lease dated June XRQ7lbetween Miller & Paine and Union Bank and Trdsmpany
Exhibit 10.4 to the registrant's Current Reporfamnm 8-K filed on October 16, 2006 and incorporaigdaeference herein.

Lease Amendment Number Two dated February 8, 2664den Miller & Paine and Union Bank and Trust Camy filed &
10.5 to the registrant's Current Report on Formfedl on October 16, 2006 and incorporated byresfee herein.

Lease Amendment Number Three dated May 23, 2008eeet Miller & Paine, LLC and Union Bank and Trustr@any
Exhibit 10.6 to the registrant's Current Reporfamnm 8-K filed on October 16, 2006 and incorporaigdaeference herein.

Lease Agreement dated May 20, 2005 between Mill&atne, LLC and Union Bank and Trust Company, fasdExhibit 1
registrant's Current Report on Form 8-K filed ortéber 16, 2006 and incorporated by reference herein

Office Sublease dated April 30, 2001 between Uidank and Trust Company and Nelnet, Inc., filed =kilkit 10.8 to the r
Current Report on Form 8-K filed on October 16, 2@@d incorporated by reference herein.

Amended and Restated Credit Agreement for $750amiline of credit dated as of May 8, 2007 amondnig Inc., JPMor
Bank, N.A., individually and as Administrative AderCitibank, N.A., individually and as Syndicatigkxgent, and varic
parties thereto, filed as Exhibit 10.1 to the rergist's Current Report on FormK{filed on May 10, 2007 and incorporate
reference.

Nelnet, Inc. Restricted Stock Plan, as atledrthrough May 20, 2009, filed as Exhibit 10.1he registrans Current Repol
8-K filed on May 27, 2009 and incorporated herginréference.

Real Estate Purchase Agreement dated as of Oc3ah@007 between Union Bank and Trust Company érstl Rational L
USA, filed as Exhibit 10.1 to the registrant’s Gant Report on Form B-filed on November 2, 2007 and incorporate
reference.



10.45+ Nelnet, Inc. Directors Stock Compensation Plan,aagended through April 18, 2008, filed as Exhibit.1990 Neln
Registration Statement on Form S-8 filed on JuneQ@8 and incorporated herein by reference.
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10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

10.57

10.58*

Exhibit Index

Master Participation Agreement, dated as of July2288, by and between the United States Departofdaducation and N
Incorporated by reference to Exhibit 10.4 to thgiseant's quarterly report for the period endegt&mber 30, 2008, file:
10-Q.

Master Loan Sale Agreement, dated as of July 268 28y and between the United States DepartmeBdaotation and N
Incorporated by reference to Exhibit 10.5 to thgisegant's quarterly report for the period endegt&mber 30, 2008, file:
10-Q.

Loan Purchase Agreement, dated as of November(®B, Dy and between Nelnet Education Loan Fundimg, f/k/a NE
INC., a Nebraska corporation, acting, where appleaby and through Wells Fargo Bank, National Asstion, not indivic
as Eligible Lender Trustee for the Seller under\Warehouse Agreement or Eligible Lender Trust Agreet, and Union
Trust Company, a Nebraska state bank and trust @oeympcting in its individual capacity and as teestincorporated by
Exhibit 10.71 to the registrant's annual reporttfer year ended December 31, 2008, filed on Fori{.10

Loan Servicing Agreement, dated as of November2Z®8, by and between Nelnet, Inc. and Union Bant @rust
Incorporated by reference to Exhibit 10.72 to tegistrant's annual report for the year ended Deeeib, 2008, filed on Fc

Assurance Commitment Agreement, dated as of Nove@®e2008, by and among Jay L. Dunlap, individyaingie M
individually, and Michael S. Dunlap, individually\elnet, Inc., Union Bank and Trust Company, andnieas & N
Investment Inc. Incorporated by reference to ExHibBi73 to the registrant's annual report for tearyended December 31
on Form 10-K.

Funding Note Purchase Agreement, dated Bapfl3, 2009, among StraightFunding, LLC, a Delaware limited liability

as Conduit Lender, Nelnet Super Conduit Fundingz L& Delaware limited liability company, as FundMgte Issuer, Firs
Bank, a national banking association, as Eligitdader Trustee, The Bank of New York Mellon, a Nearkfbanking corpt
Conduit Administrator for the Conduit Lender, ax@#&ies Intermediary and as Conduit Lender Eligibkender Trustee
Education Loan Network, Inc., a Nevada corporatasthe SPV Administrator for the Funding Note ésiNelnet, Inc., a
corporation, as Sponsor, BMO Capital Markets CogpDelaware company, as Manager for the Conduitdégnand
Education Loan Network, Inc., a Nevada corporatasiMaster Servicer. Incorporated by referencextati 10.2 to the r
quarterly report for the period ended June 30, 26@9 on Form 10-Q.

Eligible Lender Trust Agreement, dated as of May 209 between Nelnet Super Conduit Funding, LLOgkaware limite
company, and Zions First National Bank, a natidmaking association, not in its individual capadiiyt solely as eligi
trustee on behalf and for the benefit of the Fugditote Issuer. Incorporated by reference to ExHiBi8 to the registrant'
report for the period ended June 30, 2009, fileédform 10-Q.

Student Loan Purchase Agreement, dated as of MagQ®, among National Education Loan Network,,lacNevada cc
Union Bank and Trust Company, a Nebraska bankimgozation, not in its individual capacity but sglels eligible lender
the benefit of the Seller and its assigns, Nelngie® Conduit Funding, LLC, a Delaware limited ligghicompany, and z
National Bank, a national banking association,indts individual capacity but solely as eligiblender trustee for the be
Purchaser and its assigns. Incorporated by referem&xhibit 10.4 to the registrant's quarterlyaredor the period ende
20009, filed on Form 10-Q.

Student Loan Servicing Contract between the Un8&ates Department of Education and Nelnet Servidih@. Incorpc
reference to Exhibit 10.1 to the registrant's geriyrtreport for the period ended June 30, 2018dfdn Form 10-Q.

Settlement Agreement, made and entered into bybatwleen the United States of America, acting thinoiagCommercial
Branch of the United States Department of Justick @n behalf of the United States Department ofdatan, Nelnet, In
Education Loan Funding, Inc., and Jon H. Obergdféhs Exhibit 10.1 to the registrant’s Current Repo Form 8K filed on
29, 2010 and incorporated herein by reference.

Guaranteed Purchase Agreement, dated as of Septémnd@10, by and between Nelnet, Inc. and UnionkBand Trust ¢
Incorporated by reference to Exhibit 10.3 to thgiseant's quarterly report for the period endegt&mber 30, 2010, file
10-Q.

Management Agreement, dated effective as of M&3011, by Whitetail Rock Capital Management, LLC ahdon Bank
Company. Incorporated by reference to Exhibit 10.8he registrant's quarterly report for the pergodied March 31, 20.
Form 10-Q.

Management Agreement, dated effective as of Jar2@r2012, by and between Union Bank and Trust Gomyp@and White
Capital Management, LLC.
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10.59*

10.60

10.61

21.1*

23.1*

31.1*

31.2*

32**

101.INS**

101.SCH**

101.CAL**

101.DEF**

101.LAB**

101.PRE*

Exhibit Index

Commercial lease agreement, dated effective astfi@r 31, 2011, by and between Union Bank andtT@aompany and N

Credit Agreement, dated as of February 17, 2012ngniNelnet, Inc., U.S. Bank National Associatios) Agiministrative Ag
Arranger and Book Runner, Wells Fargo Bank, Natigkesociation, as Syndication Agent, and CitibaNkA. and Roya
Canada, as Cbocumentation Agents, and various lender partieseto, filed as Exhibit 10.1 to the registrant'sr€nt F
Form 8-K filed on February 24, 2012 and incorpaidterein by reference.

Guaranty, dated as of February 17, 2012, by anchgneach of the subsidiaries of Nelnet, Inc. signesothereto, in fav
Bank National Association, as Administrative Ageiiied as Exhibit 10.2 to the registrant's Curr&gport on Form &
February 24, 2012 and incorporated herein by ratere

Subsidiaries of Nelnet, Inc.

Consent of KPMG LLP, Independent Registd?abllic Accounting Firm.

Certification Pursuant to Section 302 of B&banes-Oxley Act of 2002 of Chief Executive &dfiMichael S. Dunlap.
Certification Pursuant to Section 302 of Babanes-Oxley Act of 2002 of Chief Financial &éfi Terry J. Heimes.
Certification Pursuant to 18 U.S.C. Sectid@3b0, as Adopted Pursuant to Section 906 of thea®adrOxley Act of 2002.
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Libkse Document

XBRL Taxonomy Extension Definition Linkise Document

XBRL Taxonomy Extension Label LinkbaseoBument

XBRL Taxonomy Extension Presentationkbiase Document

* Filed herewith
** Furnished herewith
+ Indicates a management contract or compensatanygp arrangement contemplated by Item 15(a)(3yanmn 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Registhas duly caused this report to be signeds
behalf by the undersigned, thereunto duly authdrize

Dated:February 28, 2012
NELNET, INC

By: /s/ MICHAEL S. DUNLAP

Name: Michael S. Dunlap

Title: Chairman and Chief Executive Officer
(Principle Executive Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bddpwhe following persons on behalf of
Registrant and in the capacities indicated on #tedindicated.

Signature Title Date
/s/ MICHAEL S. DUNLAP Chairman and Chief Executive Offic February 28, 201
Michael S. Dunlap (Principle Executive Officer)
/sI TERRY J. HEIMES Chief Financial Officer (Principle February 28, 201
Financial Officer and Principal
Terry J. Heimes Accounting Officer)
/sl STEPHEN F. BUTTERFIELD Vice Chairman February 28, 201

Stephen F. Butterfield

/sl JAMES P. ABEL Director February 28, 201
James P. Abel
/sl KATHLEEN A. FARRELL Director February 28, 201

Kathleen A. Farrell

/sl THOMAS E. HENNING Director February 28, 201
Thomas E. Henning

/s/ BRIAN J O'CONNOR Director February 28, 201
Brian J. O'Connor

/s/ KIMBERLY K. RATH Director February 28, 201
Kimberly K. Rath

/sl MICHAEL D. REARDON Director February 28, 201
Michael D. Reardon
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Shareholders
Nelnet, Inc.:

We have audited the accompanying consolidated balgineets of Nelnet, Inc. and subsidiaries (theg2ory) as of December 31, 2011 and 20&fc¢
the related consolidated statements of incomeebbéders' equity and comprehensive income, and ftasis for each of the years in the thrgeal
period ended December 31, 201These consolidated financial statements areeonsibility of the Company's management. Ouraresipility is tc
express an opinion on these consolidated finast&ments based on our audits.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamiogUnited States). Those standards re:
that we plan and perform the audit to obtain reablnassurance about whether the financial statisnaea free of material misstatement. An &
includes examining, on a test basis, evidence stipgathe amounts and disclosures in the finansialements. An audit also includes assessir
accounting principles used and significant estimatade by management, as well as evaluating thralbfisancial statement presentation. We bel
that our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial stateteeeferred to above present fairly, in all materéspects, the financial position of Nelnet, laoc
subsidiaries as of December 31, 2011 and 2010 tlendesults of their operations and their castvsldor each of the years in the thrgear perio
ended December 31, 2011, in conformity with U&hegally accepted accounting principles.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Biodunited States), Nelnet, Inc.'s intel
control over financial reporting as of December 2Q11 , based on criteria establishedriternal Control - Integrated Frameworissued by th
Committee of Sponsoring Organizations of the TreadWwommission (COSO), and our report dated Febr2@r2012expressed an unqualifi
opinion on the effectiveness of the Company's irgkecontrol over financial reporting.

/s KPMG LLP

Lincoln, Nebraska
February 28, 2012




NELNET, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2011 and 2010

2011 2010

(Dollars in thousands, except share data)

Assets:
Student loans receivable (net of allowance for loases of $48,482 and $43,626, respectively) $ 24,297,87 23,948,01.
Student loans receivable - held for sale — 84,987
Cash and cash equivalents:
Cash and cash equivalents - not held at a relatey p 7,29¢ 6,952
Cash and cash equivalents - held at a related party 35,271 276,84¢
Total cash and cash equivalents 42,57( 283,80:
Investments 50,78( 43,23¢
Restricted cash and investments 614,32: 668,75
Restricted cash - due to customers 109,80¢ 88,52¢
Accrued interest receivable 308,40: 318,15:
Accounts receivable (net of allowance for doub#fatounts of $1,284 and $1,221, respectively) 63,65¢ 52,61«
Goodwill 117,11¢ 117,11¢
Intangible assets, net 28,37¢ 38,71:
Property and equipment, net 34,81¢ 30,57
Other assets 92,27t 101,05
Fair value of derivative instruments 92,21¢ 118,34¢
Total assets $ 25,852,21 25,893,89
Liabilities:
Bonds and notes payable $ 24,434,54 24,672,47
Accrued interest payable 19,63+ 19,15:¢
Other liabilities 178,18¢ 191,01°
Due to customers 109,80¢ 88,52¢
Fair value of derivative instruments 43,84( 16,08¢
Total liabilities 24,786,01 24,987,25
Shareholders' equity:
Preferred stock, $0.01 par value. Authorized 50000 shares; no shares issued or outstanding — —
Common stock:
Class A, $0.01 par value. Authorized 600,000,0G0 ey issued and outstanding 35,643,102 shares an
36,846,353 shares, respectively 35€ 36€
Class B, convertible, $0.01 par value. Authoriz¢gD60,000 shares; issued and outstanding 11,495,377
shares 11¢& 11¢&
Additional paid-in capital 49,24* 76,26:
Retained earnings 1,017,62! 831,05°
Employee notes receivable (1,140 (1,270
Total shareholders' equity 1,066,20! 906,63:
Commitments and contingencies
Total liabilities and shareholders’ equity $ 25,852,21 25,893,89

See accompanying notes to consolidated finanasstents.




NELNET, INC. AND SUBSIDIARIES
Consolidated Statements of Income
Years ended December 31, 2011, 2010, and 2009

2011 2010 2009

(Dollars in thousands, except share data)
Interest income:

Loan interest $ 589,68¢ 598,67" 609,92(
Investment interest 3,16¢ 5,25¢ 10,28
Total interest income 592,85¢ 603,93: 620,20°
Interest expense:
Interest on bonds and notes payable 228,28¢ 232,86( 384,86:
Net interest income 364,56! 371,07: 235,34!
Less provision for loan losses 21,25( 22,70( 29,00(
Net interest income after provision for loan losses 343,31¢ 348,37: 206,34¢
Other income (expense):
Loan and guaranty servicing revenue 175,65 158,58« 129,91
Tuition payment processing and campus commerceteve 67,79 59,82« 53,89«
Enrollment services revenue 130,47( 139,89 119,39°
Other income 29,51¢ 31,31( 26,46¢
Gain on sale of loans and debt repurchases, net 8,34( 78,63! 76,83!
Derivative market value and foreign currency adpnestts and derivative settlements, net (25,647 (10,677 8,48¢
Total other income 386,13( 457,56¢ 414,98t
Operating expenses:
Salaries and benefits 177,95 166,01 151,28
Cost to provide enroliment services 86,54¢ 91,647 74,92¢
Depreciation and amortization 29,744 38,44+ 38,49¢
Impairment expense — 26,59¢ 32,72¢
Restructure expense — 6,02( 7,982
Litigation settlement — 55,00( —
Other 113,41! 119,76¢ 100,21¢
Total operating expenses 407,65t 503,48¢ 405,63
Income before income taxes 321,78 302,45 215,69¢
Income tax expense 117,45 113,42( 76,57:
Net income $ 204,33t 189,03 139,12¢
Earnings per common share:
Net earnings - basic $ 4.24 3.82 2.7¢
Net earnings - diluted $ 4.2t 3.81 2.7¢
Weighted average common shares outstanding:
Basic 47,860,822 49,127,93 49,484,81
Diluted 48,047,66 49,326,68 49,685,14

See accompanying notes to consolidated financgdstents.
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NELNET, INC. AND SUBSIDIARITES

Consolidated Statements of Shareholders' Equity an€omprehensive Income

Years ended December 31, 2011, 2010, and 2009

Common stock shares Class A Class B Additional Employee Total
Preferred Preferred common common paid-in Retained notes shareholders'
stock shares Class A Class B stock stock stock capital earnings receivable equity
(Dollars in thousands, except share data)
Balance as of December 31, 2008 — 37,794,06 11,495,37 — 378 11£ 103,76: 540,52: (1,550 643,22t
Comprehensive income:
Net income — — — — — — — 139,12¢ — 139,12¢
Cash dividend on Class A and Class B
common stock - $0.07 per share — — — — — — — (3,497 — (3,49
Issuance of common stock, net of
forfeitures — 641,15! — — 7 — 4,36t — — 4,372
Compensation expense for stock based
awards — — — — — — 1,661 — — 1,661
Repurchase of common stock — (38,429 — — (1) — (429 — — (430)
Reduction of employee stock notes
receivable — — — — — — — — 101 101
Balance as of December 31, 2009 — 38,396,79 11,495,37 — 384 11£ 109,35¢ 676,15¢ (1,449 784,56!
Comprehensive income:
Net income — — — — — — — 189,03 — 189,03
Cash dividend on Class A and Class B
common stock - $0.70 per share — — — — — — — (34,13)) — (34,13))
Issuance of common stock, net of
forfeitures — 315,89« — — 3 — 5,22% — — 5,22¢
Compensation expense for stock based
awards — — — — — — 1,46¢ — — 1,46¢
Repurchase of common stock — (1,866,33) — — (19 — (39,78¢) — — (39,80%)
Reduction of employee stock notes
receivable — — — — — — — — 27¢ 27¢
Balance as of December 31, 2010 — 36,846,35 11,495,37 — 36€ 118 76,26 831,05" (1,170 906,63¢
Comprehensive income:
Net income — — — — — — — 204,33t — 204,33t
Cash dividend on Class A and Class B
common stock - $0.37 per share — — — — — — — (17,769) — (17,763
Contingency payment related to
business combination — — — — — — (5,897) — — (5,897)
Issuance of common stock, net of
forfeitures — 233,17 — — 2 — 4,69¢ — — 4,69¢
Compensation expense for stock bas
awards — — — — — — 1,301 — — 1,301
Repurchase of common stock —  (1,436,42) — — (14) — (27,12() — — (27,139
Reduction of employee stock notes
receivable = = = = — — — — 30 30
Balance as of December 31, 2011 — 35,643,10 11,495,37 — 35€ 11£ 49,24¢ 1,017,62! (1,140 1,066,20!

See accompanying notes to consolidated financsstents.
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NELNET, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

Years ended December 31, 2011, 2010, and 2009

Net income

Adjustments to reconcile net income to net caskigea by operating activities, net of busines:
and asset acquisitions:

Depreciation and amortization, including loan aedtdpremiums/discounts and deferred
origination costs

Provision for loan losses
Impairment expense
Derivative market value adjustment
Foreign currency transaction adjustment
Proceeds to terminate and/or amend derivativeumsgnts
Payments to terminate and/or amend derivativeunstnts
Gain on sale of loans
Gain from debt repurchases
Originations and purchases of student loans - tegldale
Change in investments - trading securities, net
Deferred income tax (benefit) expense
Non-cash compensation expense
Other non-cash items
Decrease (increase) in accrued interest receivable
Decrease (increase) in accounts receivable
Decrease (increase) in other assets
(Decrease) increase in accrued interest payable
(Decrease) increase in other liabilities
Net cash provided by operating activities
Cash flows from investing activities, net of busis@nd asset acquisitions:

Originations and purchases of student loans, imetutban premiums and deferred originatior
costs, net of discounts

Purchases of student loans from a related party
Net proceeds from student loan repayments, clatasfalized interest, participations, and ot
Proceeds from sale of student loans
Proceeds from sale of student loans to a relateg pa
Purchases of property and equipment, net
Decrease (increase) in restricted cash and invessmeet
Business and asset acquisitions, net of cash a&cfjuircluding contingency payments
Distribution from equity method investment
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Payments on bonds and notes payable
Proceeds from issuance of bonds and notes payable
Payments on bonds payable due to a related party
Proceeds from issuance of bonds payable due tatedearty
Payments of debt issuance costs
Dividends paid
Repurchases of common stock
Proceeds from issuance of common stock
Payments received on employee stock notes receivabl
Net cash used in financing activities
Net (decrease) increase in cash and cash equisalent
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2011 2010 2009
(Dollars in thousands)
$ 204,33t 189,03 139,12¢
72,551 91,24« 116,03¢
21,25( 22,70( 29,00(
— 26,59¢ 32,72¢
50,51 77,13¢ (6,8572)
(32,706 (80,727 37,65¢
13,60 15,36¢ 3,87C
(10,247 (3,349 (15,069
(1,379 (33,749 (35,149
(6,962) (44,88 (41,68
— (42,079 (13,349
(7,544 (43,23¢) 3,87¢
(7,726) 4,27¢ (19,057
2,02¢ 2,28( 2,644
552 40¢ 1,97¢
29,22( 11,16! 142,56
(11,040 (10,577 45
1,421 2,45¢ 5,407
(53¢) (67€) (61,745
(6,487 11,46¢ 2,671
310,86: 194,86¢ 324,70¢
(976,83) (3,137,211 (2,776,55)
(112 (989,169 (47,627
2,235,71! 1,821,58! 1,873,66!
121,34 2,202,422 2,317,09:
— — 76,44¢
(14,167 (12,770 (1,209
87,90¢ (43,265 371,78(
(14,029 (3,000 —
— 10C —
1,439,82: (161,29)) 1,813,60!
(2,938,61) (5,564,84,) (6,644,250
1,100,38- 5,452,29I 4,688,40-
(207,05() (111,679 (21,52()
— 218,72t —
(2,287) (9,319 (9,239
(17,767 (34,13) (3,497)
(27,139 (39,805 (430)
512 52¢& 44¢
30 27¢ 101
(1,991,91) (87,95) (1,989,97)
(241,23)) (54,38() 148,33«
283,80: 338,18: 189,84°
$ 42,57( 283,80: 338,18:




Supplemental disclosures of cash flow information:
Interest paid $ 206,11 224,83 434,83¢

Income taxes paid, net of refunds $ 133,18( 105,95¢ 101,49:

Supplemental disclosures of non-cash operatingsiting, and financing activities regarding the Camys acquisition of student loans are containatbie 3.

See accompanying notes to consolidated financsstents.
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NELNET, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Dollars in thousands, except share amounts, uplbdsswise noted)

1. Description of Busines

Nelnet, Inc. and its subsidiarie"Nelnet” or the “Company”) is an education servicesnpany focused primarily on providing fbased processii
services and quality educatioelated products and services in four core aremm financing, loan servicing, payment processarg] enrolimer
services (education planning). These produid services help students and families plan, peepend pay for their education and make
administrative and financial processes more efiiicfer schools and financial organizations. In &ddi the Company earns net interest income
portfolio of federally insured student loans. Sabslly all revenue from external customers isnedr and all long lived assets are located, ii
United States.

The Company was formed as a Nebraska corporatid®77 to service federal student loans for two lld@@amks. The Company built on this ini
foundation as a servicer to become a leading atgm holder, and servicer of federal student lpariscipally consisting of loans originated undes
Federal Family Education Loan Program (“FFELP” &FEL Program”) of the U.S. Department of Educat{tdme “Department”).To reduce it
reliance on interest income on student loans, tragany has significantly diversified and increagedee-based education-related services.

The Company operates as four distinct operatingnsegs. The Company's operating segments include:

Student Loan and Guaranty Servicing

Tuition Payment Processing and Campus Commerce
* Enrollment Services

¢ Asset Generation and Management

A description of each operating segment is includeldw. In addition, see note 14, “Segment Repgrtifor additional information on the Compar
segment reporting.

Fee-Based Operating Segments

Student Loan and Guaranty Servicing

The following are the primary service offerings Bempany offers as part of its Student Loan andr&ug Servicing operating segment:

e Servicing FFELP loar

e Originating and servicing noiederally insured student loe

e Servicing federallyawned student loans for the Department of Educ

e Servicing and outsourcing services for guarantyneige

« Providing student loan servicing software and othfarmation technology products and serv

The Student Loan and Guaranty Servicing operataggnent provides for the servicing of the Compastislent loan portfolio and the portfolios
third parties. The loan servicing activities incutban origination activities, loan conversion wties, application processing, borrower upd:
payment processing, due diligence procedures, foradsgagement reconciliations, and claim procesdihgse activities are performed internally for
Company's portfolio in addition to generating erédifee revenue when performed for third-partyrdke

In June 2009, the Department of Education namedCin@pany as one of four private sector companiegrd®d a servicing contract to sen
federally-owned student loans. In September 20489 Ctompany began servicing loans under this canffae contract spans five years, with one five-
year renewal at the option of the Department.

This operating segment also provides servicingvitiets for guarantee agencies. These activitiesidhee providing software and data center serv
borrower and loan updates, default aversion trackervices, claim processing services, and posiuttafollection services.

This operating segment also provides student leavicing software, which is used internally by tBempany and licensed to thiphrty student loe
holders and servicers. This software system has adapted so that it can be offered as a hostettisgy software solution that can be used by 1
parties to service various types of student loankding federally-owned student
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NELNET, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — (ooat)
(Dollars in thousands, except share amounts, uptbdsswise noted)

loans and FFEL Program loans. In addition, thisrafieg segment provides information technology piad and services, with core areas of bus
in educational loan software solutions, technicaisulting services, and enterprise content managesogutions.

Tuition Payment Processing and Campus Commerce

The Company's Tuition Payment Processing and Car@pusmerce operating segment provides products @rwices to help students and fami
manage the payment of education costs at all lg#ell?2 and higher education). It also provides watove educatiorfecused technologies, servic
and support solutions to help schools with the yley challenges of collecting and processing cornmdata.

In the K-12 market, the Company offers actively managedotuipayment plans as well as assistance with filshmeeds assessment and di
management. The Company offers two principal prtslde the higher education market: actively managetion payment plans and cam,
commerce technologies and payment processing.

Enroliment Service

The Enrollment Services operating segment offesslyets and services that are focused on helpirgges recruit and retain students (interactive
list marketing services) and helping students pladh prepare for life after high school and/or railtservice (publishing services and resource cg).
Interactive marketing products and services inclagency of record services, qualified inquiry gatien, pay per click services, inquiry manager
software, and other marketing management, alonly edtl center solutions. The inquiry managemeniwsne allows schools to manage their inq
flow and perform analytics on the inquiries receil®y the school. The majority of interactive mankgtrevenue is derived from fees that are ec
through the delivery of qualified inquiries or &&to colleges and universities. List marketing/gers include providing lists to help higher edima
institutions and businesses reach the middle schagi school, college bound high school, college] young adult market places. Publishing ser
include test preparation study guides, school thrées and databases, and career exploration guRlesource centers include online coul
scholarship search and selection data, careerip@remd on-line information about colleges andrarsities.

Asset Generation and Management Operating Segn

The Company's Asset Generation and Managementtogesegment includes the acquisition, managenamt,ownership of the Company's stus
loan assets, which was historically the Comparaygest product and service offering. Student Iee®s included in this segment are loans origil
under the FFEL Program, including the Stafford L&angram, the PLUS Loan program, the Supplemergahk for Students (“SLS’)rogram, an
loans that consolidate certain borrower obligati¢t@onsolidation”). The Company generates a substantial portion ofdtsings from the spre:
referred to as the Company's student loan spresdeln the yield it receives on its student loarifplio and the costs to finance the portfolio.
student loan assets are held in a series of educkinding subsidiaries designed specifically fos fpurpose. In addition to the student loan sg
earned on its portfolio, all costs and activityasated with managing the portfolio, such as sémgiof the assets and debt maintenance are inclim
this segment.

On March 30, 2010, President Obama signed intotfenHealth Care and Education Reconciliation AcR@10 (the "Reconciliation Act of 201D”
Effective July 1, 2010, this law prohibits new loariginations under the FFEL Program and requines &ll new federal loan originations be m
through the Federal Direct Loan Program. The newdaes not alter or affect the terms and conditiohexisting FFELP loans. As a result of
legislation, the Company no longer originates n&EEP loans.

2. Summary of Significant Accounting Policies and Pratices
Consolidation

The consolidated financial statements include tteants of Nelnet, Inc. and its consolidated subsik. All significant intercompany balances
transactions have been eliminated in consolidation.

The Company's education lending subsidiaries agaged in the securitization of education financeets These education lending subsidiaries
beneficial interests in eligible loans, subjectteditors with specific interests. The liabilitiebthe Company's education lending subsidiariesnal
the direct obligations of Nelnet, Inc. or any &f @ther subsidiaries. Each
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NELNET, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — (ooat)
(Dollars in thousands, except share amounts, uptbdsswise noted)

education lending subsidiary is structured to bekhaptcy remote, meaning that they should not heselidated in the event of bankruptcy of
parent company or any other subsidiary. For acéogmurposes, the transfers of student loans teligéle lender trusts do not qualify as salestha
trusts continue to be under the effective contfaghe Company. Accordingly, all the financial adties and related assets and liabilities, includiegt
of the securitizations are reflected in the Comfmognsolidated financial statements.

Reclassifications

Certain amounts previously reported within the Canys consolidated statements of income have bsdassified to conform to the current pe
presentation. These reclassifications include:

* Reclassifying “software services revenue” imah and guaranty servicing reveni

” o ”ou

* Reclassifying “professional and other servicés¢cupancy and communications,
and “trustee and other debt related fees” to “dtbperating expenses.

postage and ithistion,” “advertising and marketing,”

¢ Reclassifying student list amortization, whichsapreviously included in “advertising and markgtito “depreciation and amortization.”
The reclassifications had no effect on consolidattdncome or consolidated assets and liabilities.
Use of Estimates

The preparation of the consolidated financial steets in conformity with U.S. generally accepteccamting principles (“GAAP”)require:
management to make a number of estimates and assomthat affect the reported amounts of asseddiahilities, reported amounts of revenues
expenses, and other disclosures. Actual resultsdiffgy from those estimates.

Student Loans Receivab

Student loans consist of federally insured stutteanis and norfederally insured student loans. If the Companythasability and intent to hold loa
for the foreseeable future, such loans are heldrfeestment and carried at amortized cost. Amattizest includes the unamortized premiur
discount and capitalized origination costs and,feisof which are amortized to interest incomeahs which are held-fanvestment also have
allowance for loan loss as needed. Any loans thagamy has the ability and intent to sell are cfassias held for sale and are carried at the lavf
cost or fair value. Loans which are held for salendt have the associated premium or discount aigithation costs and fees amortized into inte
income and there is also no related allowancedf@n losses.

Federally insured loans may be made under the ARBQram by certain lenders as defined by the Hidluercation Act of 1965, as amended
“Higher Education Act”).These loans, including related accrued interestgaaranteed at their maximum level permitted utigeHigher Educatic
Act by an authorized guaranty agency, which hasrdract of reinsurance with the Department of EdooaThe terms of the loans, which vary or
individual basis, generally provide for repaymantrionthly installments of principal and intereseo®a period of up to 30 years. Interest rates ans
may be fixed or variable, dependent upon type, $evfrioan agreements, and date of origination.FELP loans, the education lending subsidii
have entered into trust agreements in which ureelfihancial institutions serve as the eligibledentrustees. As eligible lender trustees, thenfiie
institutions act as the eligible lender in acquruertain eligible student loans as an accommaodatiahe subsidiaries, which hold beneficial ingtd
in the student loan assets as the beneficiarisaaif trusts.

Substantially all FFELP loan principal and relatemtrued interest is guaranteed as defined by tgeddiEducation Act. These guarantees are
subject to the performance of certain loan sergiginocedures stipulated by applicable regulatidhthese due diligence procedures are not
affected student loans may not be covered by tlaeagitees should the borrower default. Such stuldamis are subject to “curgirocedures ar
reinstatement of the guaranty under certain cir¢antes.

Student loans receivable also includes non-fedemfiured loans. The terms of the rfederally insured loans, which vary on an individbasis

generally provide for repayment in monthly instadimts of principal and interest over a period otaB0 years. The nofederally insured loans are |
covered by guarantees or collateral should theoba@r default.
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NELNET, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements — (ooat)
(Dollars in thousands, except share amounts, uptbdsswise noted)

Allowance for Loan Losse

The allowance for loan losses represents manageestimate of probable losses on student loans pfiwvision for loan losses reflects the acti
for the applicable period and provides an allowaaice level that the Company's management belisvedequate to cover probable losses inhert
the loan portfolio. The Company evaluates the adegof the allowance for loan losses on its fedgiakured loan portfolio separately from its non-
federally insured loan portfolio. These evaluajwacesses are subject to numerous judgments aredtaimties.

The allowance for the federally insured loan pditfts based on periodic evaluations of the Comfmtoan portfolios considering loans in repayn
versus those in a nonpaying status, delinquentysstaiends in defaults in the portfolio based @am@any and industry data, past experience, tren
student loan claims rejected for payment by guarantchanges to federal student loan programserugconomic conditions, and other rele
factors. The federal government guarantees 97 peodehe principal of and the interest on fedgrafisured student loans disbursed on and afte:
1, 2006 (and 98 percent for those loans disbursied o July 1, 2006), which limits the Companyis$ exposure on the outstanding balance ¢
Company's federally insured portfolio. Student kdisbursed prior to October 1, 1993 are fully iesu

In determining the adequacy of the allowance fanltbsses on the ndederally insured loans, the Company considersraetactors including: loat
in repayment versus those in a nonpaying statlisgdency status, type of program, trends in degainl the portfolio based on Company and indt
data, past experience, current economic conditiang,other relevant factors. The Company placesrdederally insured loan on nonaccrual st
when the collection of principal and interest isdys past due and charges off the loan when tifection of principal and interest is 120 days

due.

Cash and Cash Equivalents

For purposes of the consolidated statements of ftasis, the Company considers all investments wigturities when purchased of three montt
less to be cash equivalents.

Investments

Investments are held to provide liquidity and toveeas a source of income. The Company's invessrastclassified as trading and are accounte
at fair value with unrealized gains and lossesuidet! in “other incomebn the consolidated statements of income. Secsithiat the Company has
intent and ability to hold to maturity are classifias held-to-maturity. The Company's held-to-nilgtsecurities are accounted for at amortized cost.
Restricted Cash and Investmen

Restricted cash primarily includes amounts for shidoan securitizations and other secured borrgsviiThis cash must be used to make payr
related to trust obligations. Amounts on deposithiese accounts are primarily the result of timiifferences between when principal and intere
collected on the trust assets and when principdliaterest is paid on trust liabilities. Restricteaish also includes collateral deposits with déire
counterparties.

Cash balances that the Company's indentured tlegissit in guaranteed investment contracts thabheldefor the related note holders are classifs
restricted investments. The Company has clasdifiese investments as held-to-maturity and accdantbem at amortized cost.

Restricted Casl- Due to Customers

As a servicer of student loans, the Company callsttident loan remittances and subsequently disbuhgse remittances to the appropriate let
entities. The Company also collects tuition payreemd subsequently remits these payments to themte schools. Cash collected for custol
and the related liability are included in the acpamying consolidated balance sheets.

Accounts Receivabl

Accounts receivable are presented at their neizegaé values, which includes allowances for daukdatcounts. Allowance estimates are based

individual customer experience, as well as theaigeceivables and likelihood of collection.
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Goodwill

The Company reviews goodwill for impairment anmpglis of November 30) and whenever triggering eventchanges in circumstances indicat
carrying value may not be recoverable. Goodwitested for impairment using a fair value approdctha reporting unit level. A reporting unit is
operating segment, or a business one level belatotberating segment if discrete financial inforiorais prepared and regularly reviewed by seg
management. However, components are aggregatesirgl@reporting unit if they have similar econoroharacteristics.

In April 2011, the Financial Accounting StandardsaB] ("FASB") issued Accounting Standards Updafes(U") 2011-08,Intangibles -Goodwill anc
Other: Testing for Goodwill ImpairmerftASU 2011-08"). This ASU amends FASB ASC Topic 3B60@angibles - Goodwill and Othetp simplify
how an entity tests for goodwill impairment by &liag entities to first assess certain qualitatiaetdérs to determine whether the existence of
events or circumstances would lead to a deternaindtiat it would be more likely than not that thé f/alue of a reporting unit is less than its giag
amount, instead of first performing a fair valuealgsis for each reporting unit. Entities that camle, after assessing the totality of events
circumstances, that it is not more likely than tiwtt the fair value of a reporting unit is lessrthis carrying amount are not required to perfohe
two-step impairment test (the tvabep impairment test is described below). This guig became effective on September 15, 2011 fawahranc
interim impairment tests for fiscal years beginnafter December 15, 2011, and early adoption imjiezd. The Company adopted the new guid
for its 2011 goodwill impairment test. As of Noveent80, 2011, the Company assessed qualitativerfaatad concluded it was not more likely t
not that the fair value of its reporting units wéess than their carrying amount. As such, the Gomgpvas not required to perform the taieyf
impairment test.

If the Company elects to not perform a qualitatigsessment or if the Company determines it is fikely than not that the fair value of a report
unit is less than the carrying amount, then the @amyg performs a twstep impairment test on goodwill. In the first stédpe Company compares
fair value of each reporting unit to its carryinglwe. If the fair value of the reporting unit exdsehe carrying value of the net assets assignéua
unit, goodwill is considered not impaired and theany is not required to perform further testilighe carrying value of the net assets assign
the reporting unit exceeds the fair value of thgoréng unit, then the Company must perform theosdcstep of the impairment test in orde
determine the implied fair value of the reportingts goodwill. If the carrying value of a repodiminit's goodwill exceeds its implied fair valuket
the Company would record an impairment loss equ#ie difference.

Determining the fair value of a reporting unit ilves the use of significant estimates and assumgtidhese estimates and assumptions in
revenue growth rates and operating margins usedhltaulate projected future cash flows, rifusted discount rates, future economic and m
conditions, and determination of appropriate madeehparables. Actual future results may differ friirose estimates.

Intangible Assets

Intangible assets with finite lives are amortizegotheir estimated lives. Such assets are amdrtising a method of amortization that reflects
pattern in which the economic benefits of the igihle asset is consumed or otherwise used up.alf pattern cannot be reliably determined,
Company uses a straight-line amortization method.

The Company evaluates the estimated remaining lubegs of purchased intangible assets and whethients or changes in circumstances warr
revision to the remaining periods of amortization.

Property and Equipmen

Property and equipment are carried at cost, netcofimulated depreciation. Maintenance and repegrslarged to expense as incurred, and 1
improvements, including leasehold improvements caggtalized. Gains and losses from the sale gigntg and equipment are included in determi
net income. The Company uses accelerated and tatieng methods for recording depreciation and amatiin. Accelerated methods are usec
certain equipment and software when this methobeigeved to provide a better matching of income argenses. Leasehold improvements
amortized over the lesser of their useful lifetw telated lease period.
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Impairment of Lon¢-Lived Assets

The Company reviews its loriyed assets, such as property and equipment arathgged intangibles subject to amortization, fqpaimment whenewv:
events or changes in circumstances indicate tieatdlrying amount of an asset may not be recower&acoverability of assets to be held and us
measured by a comparison of the carrying amouanadsset to estimated undiscounted future casls floypected to be generated by the asset.
carrying amount of an asset exceeds its estimatedef cash flows, an impairment charge is recoghimethe amount by which the carrying amour
the asset exceeds the fair value of the assetCbhgpany uses estimates to determine the fair \@llengived assets. Such estimates are gene
based on estimated future cash flows or cost sawasgociated with particular assets and are disedua present value using an appropriate dist
rate. The estimates of future cash flows associattidassets are generally prepared using a cesigeamethod, a lost income method, or an e»
return method, as appropriate. In utilizing suctthods, management must make certain assumptiong #iamount and timing of estimated fu
cash flows and other economic benefits from thetasshe remaining economic useful life of the tsssend general economic factors concernin
selection of an appropriate discount rate. The Gonipnay also use replacement cost or market coagpadpproaches to estimating fair value if «
methods are determined to be more appropriate.

Assumptions and estimates about future values emdining useful lives of the Company's intangibhel ather longived assets are complex ¢
subjective. They can be affected by a variety ofdes, including external factors such as indusing economic trends, and internal factors su
changes in the Company's business strategy armmhaht®recasts. Although the Company believes fiseohical assumptions and estimates use
reasonable and appropriate, different assumptiodsatimates could materially impact the reporiedricial results.

Other Assets

Other assets are recorded at cost or amortizedaswbtconsist primarily of debt issuance costs, esttidist costs, certain investments, and ¢
miscellaneous assets. Debt issuance costs areizedansing the effective interest method.

Fair Value Measurements
The Company uses estimates of fair value in apglyarious accounting standards for its financiateshents.

Fair value is defined as the price to sell an assétansfer a liability in an orderly transactibatween willing and able market participants. Ingyal
the Company's policy in estimating fair valuesaditst look at observable market prices for idealtiassets and liabilities in active markets, w
available. When these are not available, the Compaas unobservable inputs that reflect the Conmipangrket assumptions such as prices of si
instruments. Transaction costs are not includetthéndetermination of fair value. When possible, @wmpany seeks to validate the model's outf
market transactions. Depending on the availabdftypbservable inputs and prices, different valuatioodels could produce materially different
value estimates. The values presented may notsemtréuture fair values and may not be realizabtilitionally, there may be inherent weakness:
any calculation technique, and changes in the lyidgrassumptions used, including discount rated astimates of future cash flows, cc
significantly affect the results of current or fréwalues.

The Company categorizes its fair value estimatesedbaon a hierarchical framework associated witkeHevels of price transparency utilizec
measuring financial instruments at fair value. 6ification is based on the lowest level of inpudttis significant to the fair value of the instrum
The three levels include:

» Level 1: Quoted prices fadentical instruments in active markets. The types of finahaistruments included in Level 1 are highly lid
instruments with quoted prices.

» Level 2: Quoted prices f@imilar instruments in active markets, quoted prices feniital or similar instruments in markets thatmoeactive; an
model-derived valuations whose inputs are obseevablvhose primary value drivers are observable.

* Level 3: Instruments whose primary value drivars unobservable Inputs are developed based on the best informati@ilable; howeve
significant judgment is required by managementanatoping the inputs.
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The Company's accounting policy is to recognizedfers between levels of the fair value hierardityr@ end of the reporting period.

Fair value is best determined based upon quote#tangrices. However, in many instances, there areuoted market prices for the Compa
various financial instruments. In cases where quaterket prices are not available for identicalsonilar instruments, fair values are baset
estimates using present value or other valuationnigues. Those techniques are significantly aégdty the assumptions used, including the dist
rate and estimates of future cash flows. Accorgintjle fair value estimates may not be realizeghninmmediate settlement of the instrument.

Revenue Recognitio

Loan interest incom- Loan interest is paid by the Department or the dwer, depending on the status of the loan at tine ©f the accrual.
addition, the Department makes quarterly interabsigly payments on certain qualified FFELP loand thre student is required under the provis
of the Higher Education Act to begin repayment.rBaer repayment of FFELP loans normally begins imigix months after completion of the I
holder's course of study, leaving school, or cepsincarry at least one-half the normal ftilne academic load, as determined by the educad
institution. Borrower repayment of PLUS and Cordafion loans normally begins within 60 days frone tate of loan disbursement. Borro
repayment of noifiederally insured loans typically begins six montblowing a borrower's graduation from a qualifiggstitution and the interest
either paid by the borrower or capitalized annuatiyat repayment.

The Department provides a special allowance todengarticipating in the FFEL Program. The speallidwance is accrued based upon the f
quarter average rate of 4®eek Treasury Bill auctions (for loans originateibpto January 1, 2000) or the fiscal quarter agerrate of daily H1
financial commercial paper rates (for loans origgdeon and after January 1, 2000) relative to bkl pf the student loan.

The Company recognizes student loan income as eésaneé of amortization of loan premiums and def¢wagination costs and the accretion of |
discounts. Loan income is recognized based upoexpected yield of the loan after giving effectimrower utilization of incentives such as tinr
payments (“borrower benefits'and other yield adjustments. Loan premiums or distxy deferred origination costs, and borrower benare
amortized/accreted over the estimated life of then] which includes an estimate of prepayment spe@tie Company periodically evaluates
assumptions used to estimate the life of the |l@awasprepayment speeds.

The Company also pays the Department an annuabd$8s point rebate fee on Consolidation loans. @hebate fees are netted against loan in
income.

Student loan and guaranty servicing reveaustudent loan and guaranty servicing revenue stinsf the the following items:

« Loan and guaranty servicing fe— Loan servicing fees are determined according teviddal agreements with customers and are calad
based on the dollar value of loans, number of Ipangaumber of borrowers serviced for each custo@arranty servicing fees, generally,
calculated based on the number of loans servia#ddme of loans serviced, or amounts collected. Reeds recognized when earned purs
to applicable agreements, and when ultimate cadleés assured.

» Software services revendeSoftware services revenue is determined from iddial agreements with customers and includes licans
maintenance fees associated with student loan addtyproducts. Computer and software consulting @amote hosting revenues
recognized over the period in which services ao@iged to customers.

Tuition payment processing and campus commercenueveTuition payment processing and campus commercentevencludes actively manag

tuition payment solutions and online payment preices Fees for these services are recognized treepériod in which services are providel
customers.
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Enrollment services reveni- Enrollment services revenue primarily consisttheffollowing items:

. Interactive marketing- Interactive marketing revenue is derived primafilgm fees which are earned through the delivel
qualified inquiries or clicks. The Company recogsizevenue when persuasive evidence of an arramgerxists, delivery hi
occurred, the fee is fixed or determinable, antectdbility is reasonably assured. Delivery is dedrto have occurred at the tinm
qualified inquiry or click is delivered to the caster provided that no significant obligations remafrom time to time, t
Company may agree to credit certain inquiries imkslif they fail to meet the contractual or otlgelidelines of a particular clie
The Company has established a sales reserve badesdtarical experience. To date, such credits lmeen immaterial and with
management's expectations.

For a portion of its interactive marketing reventiee Company has agreements with providers of entiredia or traffi
(“Publishers™)used in the generation of inquiries or clicks. T®@mpany receives a fee from its customers and pafee t
Publishers either on a cost per inquiry, cost fiek,cor cost per number of impressions basis. Chenpany is the primary oblig
in the transaction. As a result, the fees paid i’y €Company's customers are recognized as reverdighanfees paid to |
Publishers are included in “cost to provide enrelfinservices” in the Company's consolidated statésief income.

. List marketinc- Revenue from the sale of lists is generally eaaratirecognized, net of estimated returns, uponetgl

. Publishing service- Revenue from the sale of print products is gengrdirned and recognized, net of estimated retunms;
shipment or delivery.

. Resource center- Resource centers services include online coursbslaship search and selection data, career pignain
online information about colleges and universiti#ge majority of these services are sold based uliscsiptions and/or a
performance based. Revenues from sales of subisorgntd performance based services are recogrétally over the term of t
contract as earned. Subscription and performansedbeevenues received or receivable in advancheoti¢livery of services
included in deferred revenue.

Other income Other income primarily includes borrower late feedme, which is earned by the education lendingididries and is recognized wt
payments are collected from the borrower.

Derivative Accounting

The Company records derivative instruments atvaine on the consolidated balance sheet as eithasset or liability. The Company determines
fair value for its derivative contracts using eitlig¢ pricing models that consider current marketditions and the contractual terms of the dene
contract or (ii) counterparty valuations. The fastthat impact the fair value of the Company's\dgives include interest rates, time value, fory
interest rate curve, and volatility factors, aslves foreign exchange rates. Pricing models ani thelerlying assumptions impact the amount
timing of unrealized gains and losses recognized, the use of different pricing models or assunmsticould produce different financial rest
Management has structured all of the Company'valiére transactions with the intent that each isneeically effective. However, the Compat
derivative instruments do not qualify for hedge aating. Accordingly, changes in the fair valuedefrivative instruments are reported in cur
period earnings. The changes in fair value on dérig instruments, as well as the settlement paysnerade on such derivatives, are include
“derivative market value and foreign currency atijuimnts and derivative settlements, net” on the @lideted statements of income.

Foreign Currency
During 2006, the Company issued Euro-denominatedifiowhich are included in “bonds and notes payabtethe consolidated balance she

Transaction gains and losses resulting from exahaate changes when meeasuring these bonds to U.S. dollars at the balaheet date are incluc
in “derivative market value and foreign currencyuatinents and derivative settlements, net” on tresolidated statements of income.
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Income Taxes

Income taxes are accounted for under the asseliaility method. Deferred tax assets and liatghtiare recognized for the future tax consequt
attributable to differences between the finandiatesnent carrying amounts of existing assets afulilies and their respective tax bases and oiog
loss and tax credit carry forwards. Deferred tasets and liabilities are measured using enactedatas expected to apply to taxable income it
years in which those temporary differences are ebepleto be recovered or settled. The effect onrdedetax assets and liabilities of a change ir
rates is recognized in income in the period theluisles the enactment date.

Income tax expense includes deferred tax expertiehwepresents the net change in the deferreddset or liability balance during the year, plug
change made in the valuation allowance, and cutenexpense, which represents the amount of teemtly payable to or receivable from a
authority plus amounts for expected tax deficiem¢ircluding both tax and interest).

Restructuring Activities

From time to time, the Company implements plansefgructure its business. In conjunction with thesstructuring plans, ortgme, involuntar
benefit arrangements and contract termination castsaccounted for in accordance with the Exit @pbsal Cost Obligations Topic of the FA
Accounting Standards Codification and are classifie restructuring expenses in the accompanyingotidated statements of income.

In conjunction with its restructuring plans, ther@many has entered into otigxe benefit arrangements with employees, who Hmeen involuntaril
terminated. The Company recognizes a liability wakwof the following conditions have been met @nel benefit arrangement has been communi
to the employees:

* Management, having the authority to approve theactommits to a plan of terminatic

* The plan of termination identifies the number ofpdogees to be terminated, their job classificationsunctions, and their locations and
expected completion date;

* The plan of termination establishes the terms efalnefit arrangement, including the benefits émaployees will receive upon termination
sufficient detail to enable employees to deterntiirgetype and amount of benefits they will receféy are involuntarily terminated; and

e Actions required to complete the plan of terminatiodicate that it is unlikely that significant atges to the plan of termination will be m
or that the plan of termination will be withdrawn.

Severance costs under such tinge termination benefit arrangements may inclutleoasome combination of severance pay, medical denta
benefits, outplacement services, and certain atbsts. Contract termination costs are expensdukeatdrlier of (1) the contract termination dat€2)
the cease use date under the contract. See ndteds3ructuring Charges,” for additional informatio
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3. Student Loans Receivable and Allowance for lam Losses

ASU 2010-20Disclosure about the Credit Quality of Financingderables and the Allowance for Credit Los€@sSU 2010-20"),requires entities
provide disclosures on a disaggregated basis. T3i@ defines two levels of disaggregatiompertfolio segment and class of financing receival#
portfolio segment is defined as the level at whichentity develops and documents a systematic mdtrodetermining its allowance for cre
losses. Classes of financing receivables geneaadlya disaggregation of a portfolio segment. Thengany evaluates the adequacy of the allow
for loan losses on its federally insured loan miidfseparately from its nofederally insured loan portfolio. Management hatetmined that each
the federally insured loan portfolio and the rfederally insured loan portfolio meets the defwitiof a portfolio segment. Accordingly, the polith
segment basis disclosures required by ASU 2i@&re presented in this note for each of thes#qgtios. The Company does not disaggregal
portfolio segment student loan portfolios into ekes of financing receivables as defined in ASU 2PA0In addition, as of December 31, 2Cdric
2010, the Company does not have any impaired laaniefined in the Receivables Topic of the FASECAS

Student loans receivable consisted of the following

As of December 31,

2011 2010
Held for Held for

investment investment Held for sale (a)
Federally insured loans $ 24,332,70 23,757,69 —
Non-federally insured loans 26,91¢ 26,37( 84,981
24,359,62 23,784,06 84,98’
Unamortized loan premiums/discounts and deferregination costs, net (13,26 207,57: —
Allowance for loan losses — federally insured loans (37,204 (32,909 —
Allowance for loan losses — non-federally insureahis (12,27 (20,719 —
$ 24,297,87 23,948,01 84,98’

Allowance for federally insured loans as a percgataf such loans 0.15% 0.14%

Allowance for non-federally insured loans as a petage of such loans 41.9(% 40.6%

(&) On January 13, 2011, the Company sold a pirtéd non-federally insured loans for proceeds$8fl.3 million (100% of par value). Tt
Company retained credit risk related to this pdigfand will pay cash to purchase back any loanglwbecome 60 days delinquent. As
December 31, 2010, the Company classified thif@artas held for sale and the loans were carriddiavalue.

Loan Acquisition

On July 8, 2011, the Company purchased the residtedest in $1.9 billion of securitized federallysured consolidation loans. The Comg
acquired the ownership interest in GCO SLIMS Tiyghe "SLIMS Trust") giving the Company rightsttee residual interest in GCO Education L
Funding Trust (the "GCO Trust"). The GCO Trust includes fediraisured consolidation loans funded to term with9 billion of notes payak
that carry interest rates on a spread to LIBORreisat and periodically reset via a "dutch auctiAtction Rate Securities").

On July 8, 2011, the SLIMS Trust included $46.2lioml of notes payable that carry a fixed interegérof 5.72%. All excess interest earned fron
GCO Trust must be used to pay the interest andipahon the notes payable in the SLIMS Trust uh# SLIMS notes are paid in full.

The Company has consolidated these trusts on iisotidated balance sheet because management feasided the Company is the prim
beneficiary of the trusts. Upon acquisition, then@any recorded all assets and liabilities of tiusts at fair value, resulting in the recognitiona
student loan fair value discount of $153.9 milleomd a bonds and notes payable fair value discdut®t.9 million. These discounts will be accre
using the effective interest method over the liokthe underlying assets and
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liabilities. All other assets acquired and lialdl# assumed (restricted cash, accrued interesivade/payable, and other assets/liabilities) \
recorded at cost which approximates fair value.

Activity in the Allowance for Loan Losse

The provision for loan losses represents the piriexipense of maintaining an allowance sufficienabsorb losses, net of recoveries, inherent i
portfolio of student loans. Activity in the allowes for loan losses is shown below.

Year ended December 31,

2011 2010 2009
Balance at beginning of period $ 43,62¢ 50,88’ 50,92:
Provision for loan losses:
Federally insured loans 20,00( 18,70( 20,00(
Non-federally insured loans 1,25( 4,00( 9,00(
Total provision for loan losses 21,25( 22,70( 29,00(
Charge-offs:
Federally insured loans (17,166 (18,607) (14,959
Non-federally insured loans (4,147 (7,287 (5,309
Total charge-offs (21,319 (25,88 (20,25%)
Recoveries - non-federally insured loans 1,31( 1,26: 1,54:
Purchase (sale) of loans, net:
Federally insured loans 1,46: 2,71( (520)
Non-federally insured loans — 22C —
Reserve related to loans reclassified to helddte s — (6,269) —
Transfer to/from repurchase obligation relatecomb sold/purchased, net 2,14¢ (2,000 (9,800
Balance at end of period $ 48,48: 43,62 50,88:
Allocation of the allowance for loan losses:
Federally insured loans $ 37,20¢ 32,90¢ 30,10z
Non-federally insured loans 11,273 10,71¢ 20,78¢
Total allowance for loan losses $ 48,48: 43,62¢ 50,88

Repurchase Obligation

As of December 31, 2011 , the Company had partietha cumulative amount of $117.1 million of nederally insured loans to third parties. Lc
participated under these agreements have beenrdgeddior by the Company as loan sales. Accordirthly participation interests sold are not inclt
on the Company’s consolidated balance sheets. Heeterms of the servicing agreements, the Compasgtvicing operations are obligatec
repurchase loans subject to the participation é@stsrin the event such loans become 60 or 90 ddiygjdent.

In addition, on January 13, 2011, the Company agbdrtfolio of non-federally insured loans for peeds of $91.3 millioff100% of par value). TI
Company retained credit risk related to this pdidfand will pay cash to purchase back any loanglvhecome 60 days delinquent.
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The Company’s estimate related to its obligatiorrépurchase these loans is included in “other lliggs” in the Companys consolidated balan
sheets. The activity related to this accrual isitkd below.

Year ended December 31,

2011 2010 2009
Beginning balance $ 12,60( 10,60( —
Repurchase obligation transferred to/from the adlioge for loan losses related to loans
purchased/sold, net (2,14¢) 2,00( 9,80(
Repurchase obligation associated with loans sgld (a 6,26¢ — —
Current period expense 2,50( — 80C
Ending balance $ 19,22¢ 12,60( 10,60(

(&) As discussed previously, on January 13, 2011, tmagany sold a portfolio of loans and retained e risk related to this portfolio. The
loans were classified as held for sale as of Deeer@h, 2010 and the loans were carried at fairevdlipon sale, the Company establish
repurchase obligation associated with those Idaaisatre estimated to become 60 days delinquent.

Student Loan Status and Delinquenci

Delinquencies have the potential to adversely irnplae Company’s earnings through increased sexyieimd collection costs and account charge-
offs. The table below shows the Company’s stuttean delinquency amounts on loans held for investme

As of December 31,

2011 2010
Dollars Percent Dollars Percent
Federally Insured Loans:
Loans in-school/grace/deferment (a) $ 3,664,89! $ 4,358,61!
Loans in forbearance (b) 3,330,45; 2,984,86!
Loans in repayment status:
Loans current 14,600,37. 84.2% 14,309,48 87.2%
Loans delinquent 31-60 days (c) 844,20: 4.8 794,14( 4.8
Loans delinquent 61-90 days (c) 407,09: 2.3 306,85: 1.6
Loans delinquent 91-270 days (c) 1,163,43 6.7 789,79¢ 4.8
Loans delinquent 271 days or greater (c)(d) 322,25 1.9 213,94¢ 1.3
Total loans in repayment 17,337,35 100.(% 16,414,211 100.(%
Total federally insured loans $ 24,332,70 $ 23,757,69
Non-Federally Insured Loans:
Loans in-school/grace/deferment (a) $ 2,05¢ $ 3,50(
Loans in forbearance (b) 371 292
Loans in repayment status:
Loans current 16,77¢ 68.5% 16,67¢ 73. %
Loans delinquent 31-60 days (c) 70€ 2.8 1,54¢ 6.8
Loans delinquent 61-90 days (c) 1,98 8.1 1,16: 5.2
Loans delinquent 91 days or greater (c) 5,01¢ 20.t 3,19( 14.1
Total loans in repayment 24,481 100.(% 22,57¢ 100.(%
Total non-federally insured loans $ 26,91¢ $ 26,37(
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(a) Loans for borrowers who still may be attending sthar engaging in other permitted educational dti¢is and are not yet required to m
payments on the loans.g., residency periods for medical students or a gpaciod for bar exam preparation for law students.

(b) Loans for borrowers who have temporarily ceasedimgatull payments due to hardship or other factaxgsording to a schedule approved by

servicer consistent with the established loan @agservicing procedures and policies.

(c) The period of delinquency is based on the numbetags scheduled payments are contractually pastddeelate to repayment loans, tha

receivables not charged off, and not in schoolgcgrdeferment, or forbearance.

(d) A portion of loans included in loans delinquent 2i&ys or greater include federally insured loanslém status, which are loans that have |

into default and have been submitted to the guaragency.

Loan Sales

See note 5, “Gain on Sale of Loans and Debt Repsges) net,” for a summary of loans sold by the Gomgluring 2011 , 2010, and 2009 .

Related Party Loan Activit

The Company sold and/or purchased loans to/fronotuBiank & Trust Company (“Union Bankgn entity under common control with the Comp.

See note 19, “Related Parties,” for additional infation.

4. Bonds and Notes Payable

The following tables summarize the Company’s ouiditag debt obligations by type of instrument:

As of December 31, 2011

Interest rate
range

Final maturity

Carrying
amount
Variable-rate bonds and notes (a):

Bonds and notes based on indices $ 20,252,40
Bonds and notes based on auction or remarketing 970,57
Total variable-rate bonds and notes 21,222,97
Commercial paper - FFELP warehouse facilities 824,41(
Department of Education Conduit 2,339,57!
Unsecured line of credit 64,39(
Unsecured debt - Junior Subordinated Hybrid Seearit 100,69’
Other borrowings 43,11¢
24 595,16
Discount on bonds and notes payable (160,629
Total $ 24.,434,54
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As of December 31, 2010

Carrying Interest rate
amount range Final maturity
Variable-rate bonds and notes (a):
Bonds and notes based on indices $ 20,170,21 0.30% - 6.90% 5/26/14 - 7/27/48
Bonds and notes based on auction or remarketing 944,56( 0.24% - 1.51% 5/1/11 - 7/1/43
Total variable-rate bonds and notes 21,114,77
Commercial paper - FFELP warehouse facility 108,38: 0.29% - 0.35% 7/29/13
Department of Education Conduit 2,702,34! 0.31% 5/8/14
Unsecured line of credit 450,00( 0.79% 5/8/12
Unsecured debt - Junior Subordinated Hybrid Seearit 163,25! 7.40% 9/15/61
Related party debt 107,05( 0.53% 5/20/11
Other borrowings 26,66¢ 0.26% - 5.10% 1/1/11 - 11/1/15
$ 24,672,47

(a) Issued in assdiacked securitizatiol
Secured Financing Transaction

The Company has historically relied upon securadrfting vehicles as its most significant sourcéuntling for student loans. The net cash flow
Company receives from the securitized student |g@merally represents the excess amounts, if amgrgted by the underlying student loans ove
amounts required to be paid to the bondholdersy aftducting servicing fees and any other experedating to the securitizations. The Company
rights to cash flow from securitized student loans subordinate to bondholder interests and méyofgienerate any cash flow beyond what is di
bondholders. The Company’s secured financing vesiduring the periods presented above include Marehouse facilities, assk&cker
securitizations, and the government’s Conduit Rangfas described below).

The majority of the bonds and notes payable amagily secured by the student loans receivablatedl accrued interest, and by the amoun
deposit in the accounts established under the cégpédond resolutions or financing agreementstaderariable rate bonds and notes are secure:
letter of credit and reimbursement agreement isdyealthird-party liquidity provider.

The Company funds loan acquisitions using loan hause facilities and assk&cked securitizations. Student loan warehousiegvalthe Company
buy and manage student loans prior to transfettiegh into more permanent financing arrangement2009, the Company funded certain loans u
the Department's Conduit Program.

FFELP warehouse facilitie

The Company funds a portion of its loan acquisgiosing its FFELP warehouse facilities.

On August 3, 2009, the Company entered into a FFBRehouse facility (the “2009 FFELP Warehouse likgi The 2009 FFELP Warehot
Facility had a maximum financing amount of $500.0iam, with a revolving financing structure supped by 364day liquidity provisions, which we
to expire on August 2, 2010.

On July 30, 2010, the Company renewed its FFELPelause facility (the “2009/2010 FFELP Warehouseiliggg. The 2009/2010 FFEL
Warehouse Facility had a maximum financing amodi$s®0.0 million, with a revolving financing struce supported by 36day liquidity provisions
which were to expire on July 29, 2011. As of Decen®i, 2010, $108.4 milliowas outstanding under the 2009/2010 FFELP WarehBasiity,
$391.6 million was available for future use, and3®®illion was advanced as equity support.

On July 14, 2011, the Company renewed the liquiddyeement on its existing FFELP warehouse fadithg “NFSLW-I Warehouse"and entere
into an additional FFELP warehouse facility (theHBELP-1 Warehouse”).

When the Company renewed the liquidity agreemenitoNFSLW{ Warehouse facility on July 14, 2011, it had a imaxm financing amount
$300.0 million which was increased to $500.0 millan August 10, 2011. The NFSLW-I Warehouse has a
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revolving financing structure supported by 3y liquidity provisions, which expires on July2012. The final maturity date of the facility islyd,
2014. In the event the Company is unable to ret@nliquidity provisions by July 1, 2012, the failwould become a term facility at a steppgd-
cost, with no additional student loans being elgifor financing, and the Company would be requii@definance the existing loans in the facility
July 1, 2014.

The NFSLW} Warehouse facility provides for formula based abe rates, depending on FFELP loan type, up t@dmum of 85 percent to !
percent of the principal and interest of loansrited. The advance rates for collateral may increasecrease based on market conditions, but tfe
subject to a minimum advance of 84.5 percent tp&@ent based on loan type. As of December 31, 2@81D6.7 millionwas outstanding under 1
NFSLW-I Warehouse facility, $3.3 million was availabt& future use, and $38.4 million was advanced agyegupport.

The NHELP-I Warehouse has a maximum financing arhoi$500.0 million , with a revolving financingratture supported by 36day liquidity
provisions, which expires on October 1, 2012. Tihalfmaturity date of the facility is July 1, 2014. the event the Company is unable to renev
liquidity provisions by October 1, 2012, the fagilivould become a term facility at a steppgdeost, with no additional student loans beingilkelé for
financing, and the Company would be required tmegfce the existing loans in the facility by July2014.

The NHELP} Warehouse facility provides for formula based athe rates, depending on FFELP loan type, up t@dmum of 93 percent to !
percent of the principal and interest of loansrited. The advance rates for collateral may increasecrease based on market conditions, but tfe
subject to a minimum advance of 85 percent to 3@qmet based on loan type. As of December 31, 208327.7 millionwas outstanding under 1
NHELP-1 Warehouse facility, $172.3 million was availalide future use, and $20.1 million was advancedaqsty support.

The FFELP warehouse facilities contain financialemmants relating to levels of the Compangbnsolidated net worth, ratio of adjusted EBIT®
corporate debt interest, and unencumbered cash.viatgtion of these covenants could result in aunegment for the immediate repayment of
outstanding borrowings under the facilities.

Asse-backed securitizations

During 2011 and 2010 , the Company completed dsseked securities transactions totaling $0.4 lilkod $1.9 billion respectively. Notes issuec
the 2011 and 2010 asset-backed securities traosadtarry interest rates based on a spread to LIBOR

As part of the Company's issuance of akseked securities in 2008, due to credit markeditimms when these notes were issued, the Con
purchased the Class B subordinated notes of $7#ibrpar value). These notes are not includedr@nCompany's consolidated balance sheet.
credit market conditions improve, the Company apdites selling these notes to third parties. Upesala to third parties, the Company would ok
cash proceeds equal to the market value of thesrartehe date of such sale. Upon sale, these natelsl be shown as “bonds and notes payabie”
the Company's consolidated balance sheet. The Gomipalieves the market value of such notes is atlgrdess than par value. The differe
between the par value and market value would begrézed by the Company as interest expense ovéifetaf the bonds.

Notes issued during 2006 includ€773.2 million (950 million in U.S. dollars) with viable interest rates initially based on a spresEWURIBOR (th
“Euro Notes”). As of December 31, 2011 and Decen®ier2010 , the Euro Notes were recorded on thepaogis balance sheet at $1.0 billion
Transaction gains or losses resulting from exchaatechanges when remeasuring these bonds talbll8:s at the balance sheet date are includ
“derivative market value and foreign currency atijients and derivative settlements, nat"the consolidated statements of income. Concilyresith
the issuance of the Euro Notes, the Company entetedross-currency interest rate swaps whichuntéer discussed in note @érivative Financi:
Instruments.”

The interest rates on certain of the Company'stdisssked securities are set and periodically reseavidutch auction" ("Auction Rate Securities"
through a remarketing utilizing remarketing agdfit@ariable Rate Demand Notes"). As of DecemberZ1L1, the Company is currently sponsor
$751.4 million of Auction Rate Securities and $218illion of Variable Rate Demand Notes.

For Auction Rate Securities, investors and potéirtigestors submit orders through a broklealer as to the principal amount of notes theynwasbuy
hold, or sell at various interest rates. The bralealers submit their clients' orders to the auctigant, who then determines the clearing integds
for the upcoming period. Interest rates on thesetido Rate Securities are reset periodically, galheevery 7 to 35 days, by the auction agel
agents. During the first quarter of 2008, as phthe credit
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market crisis, auction rate securities from varimssiers failed to receive sufficient order intéfesm potential investors to clear successful@sulting
in failed auction status. Since February 8, 2008pfathe Company's Auction Rate Securities havtedain this manner. Under normal conditic
banks have historically purchased these securities investor demand is weak. However, since Fepr2@08, banks have been allowing auctior
fail.

As a result of a failed auction, the Auction Rage&ities will generally pay interest to the holdéla maximum rate as defined by the indenturel&
these rates will vary, they will generally be basseda spread to LIBOR or Treasury Securities. Basedhe relative levels of these indices a
December 31, 2011 , the rates expected to be pdidebCompany range from 91-dayBIlt plus 125 basis points, on the low end, to LIB@lus 25|
basis points, on the high end. These maximum eaesubject to increase if the credit ratings @ntibnds are downgraded.

For Variable Rate Demand Notes, the remarketingtageet the price, which is then offered to investtf there are insufficient potential bid ordéo
purchase all of the notes offered for sale, the amyg could be subject to interest costs substinaalbve the anticipated and historical rates joa
these types of securities. The maximum rate foridde Rate Demand Notes is based on a spread taircéndices as defined in the underly
documents, with the highest to the Company beiimdplus 200 basis points.

Department of Educatics Conduit Program

In May 2009, the U.S. Department of Education imeated a program under which it finances eligidl&E=EP Stafford and PLUS loans in a con
vehicle established to provide funding for studentlers (the "Conduit Program”). Loans eligibletfte Conduit Program had to be first disburse
or after October 1, 2003, but not later than June2809, and fully disbursed before September 8092and meet certain other requirements. Fui
for the Conduit Program is provided by the capitalrkets at a cost based on market rates, with ¢timep@ny being advanced 97 percent of the st
loan face amount. Excess amounts needed to funethaining 3 percent of the student loan balanca® wontributed by the Company. The Cor
Program expires on May 8, 2014. The Student LoawrtSferm Notes (“Student Loan Notes§sued by the Conduit Program are supported
combination of (i) notes backed by FFELP loan$,a(lliquidity agreement with the Federal FinancBank, and (iii) a put agreement provided by
Department. If the conduit does not have sufficfends to pay all Student Loan Notes, then thdselé&ht Loan Notes will be repaid with funds fi
the Federal Financing Bank. The Federal FinanBiagk will hold the notes for a short period of tieued, if at the end of that time, the Student |
Notes still cannot be paid off, the underlying FFElbans that serve as collateral to the Conduigiara will be sold to the Department through &
agreement at a price of 97 percent of the face atrmfithe loans. As of December 31, 2011 and 20k Company had $2.3 billion and $2.7 billion
respectively, borrowed under the facility and $8hiflion and $94.1 millionadvanced as equity support in the facility. Effeetduly 1, 2010, r
additional loans could be funded using the ConBtdgram.

Unsecured Line of Credit

As of December 31, 2011, we had a $750.0 milliosecured line of credit with a maturity date ofyM& 2012. As of December 31, 2011 and 2
there was $64.4 million and $450.0 million, respady, outstanding on this line. On February 17120the Company entered into a new $2
million unsecured line of credit. In conjunctiontlvientering into this new agreement, the outstapdedance on the $750.0 million unsecured lir
credit of $64.4 million was paid off in full andelagreement was terminated. As of February 17,,2082$250.0 million unsecured line of credit
an outstanding balance of $40.0 million. The $258illion line of credit terminates on February PD16. Upon termination in 2016, there can b
assurance that the Company will be able to mairttamline of credit, find alternative funding, orcrease the amount outstanding under the lii
necessary.
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The new line of credit agreement contains certaianicial covenants that, if not met, lead to anmnéwé default under the agreement. The covel
include maintaining:

e A minimum consolidated net wol

e A minimum adjusted EBITDA to recourse indebtedn@sr the last four rolling quarte

e Alimitation on recourse indebtedn

e Alimitation on the percentage of non-federallyured loans in the Comparsyportfolic

Many of these covenants are duplicated in the Coyipather lending facilities, including its FFElRrehouse facilities.

The Company’s new operating line of credit doeshaate any covenants related to unsecured debgsatidowever, changes in the Compargting:
(as well as the amounts the Company borrows) haaest implications on the pricing level at whicke hompany obtains funding.

A default on the Company’s FFELP warehouse faeditivould result in an event of default on the Comyfsanew unsecured line of credit that wc
result in the outstanding balance on the line edlitrbecoming immediately due and payable.

Unsecured Fixed Rate Debt

Senior Notes

On May 25, 2005, the Company issued $275.0 miilioaggregate principal amount of Senior Notes duee ., 2010 (the “Senior NotesThe Senic
Notes were unsecured obligations of the Compang.iiiterest rate on the Notes was 5.125%, payabi@asaually. Upon maturity, the Company f

the remaining outstanding balance on the SenioeNiot full.

Junior Subordinated Hybrid Securiti

On September 27, 2006 the Company issued $200li@muiggregate principal amount of Junior SuborgidaHybrid Securities ("Hybrid Securities
The Hybrid Securities are unsecured obligationthef Company. The interest rate on the Hybrid Sdearfrom the date they were issued thrc
September 28, 2011 was 7.40%, payable semisally. Beginning September 29, 2011 througheepér 29, 2036, the "scheduled maturity date,
interest rate on the Hybrid Securities is equahteemonth LIBOR plus 3.375%, payable quarterly. Thegipal amount of the Hybrid Securities \
become due on the scheduled maturity date onlyéoektent that the Company has received proceeds the sale of certain qualifying cap
securities prior to such date (as defined in thérdlySecurities' prospectus). If any amount is peitd on the scheduled maturity date, it will ren
outstanding and bear interest at a floating rateedmed in the prospectus, payable monthly. OnteSeper 15, 2061, the Company must pay
remaining principal and interest on the Hybrid S&ms in full whether or not the Company has sgldilifying capital securities. At the Compai
option, the Hybrid Securities are redeemable inle/too in part, any time on or after September Z8,12 at their principal amount plus accrued
unpaid interest, provided in the case of a redesnpti part that the principal amount outstandirtgrasuch redemption is at least $50.0 million.

Related Party Transaction

Union Bank Participation Agreement

The Company maintains an agreement with Union Benkustee for various grantor trusts, under whlafon Bank has agreed to purchase fron
Company participation interests in student loahe (FFELP Participation Agreement”). The Compangsutis facility as an additional source to f
FFELP student loans. As of December 31, 201120 , $509.2 million and $350.4 millignrespectively, of loans were subject to outstag
participation interests held by Union Bank, asteasunder this agreement. The agreement autortatieaews annually and is terminable by ei
party upon five business days notice. This agreémpmvides beneficiaries of Union Baskgrantor trusts with access to investments irrésts it
student loans, while providing liquidity to the Cpamy. The Company can participate loans to UniankBo the extent of availability under the
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grantor trusts, up to $750.0 million or an amountekcess of $750.0 millioif mutually agreed to by both parties. Loans patited under th
agreement have been accounted for by the Compalgaassales. Accordingly, the participation instsesold are not included on the Company’
consolidated balance sheets.

Related Party Dek

The Company has from time to time repurchased ioedfaits own assebacked securities (bonds and notes payable). F@uating purposes, the
notes have been effectively retired and are ndtded on the Compang’consolidated balance sheets. However, theseitsexare legally outstandil
at the trust level and the Company could sell thestes to third parties or redeem the notes atapatash is generated by the trust estaseot
December 31, 2010the Company had $107.1 million of these securip@rticipated to Union Bank, as trustee for vagigrantor trusts, and such nc
were included in “bonds and notes payable” on tben@anys consolidated balance sheet. During the firsttguaf 2011, the Company redeemet
outstanding notes under this participation.

Other Borrowings

As discussed in note 3, "Student Loans Receivatderdlowance for Loan Losses," on July 8, 2011, @wnpany acquired the ownership intere
the SLIMS Trust which included $46.2 million of estpayable that carry a fixed interest rate of %.78s of December 31, 2011$29.5 million o
debt remained outstanding under this facility.

On October 13, 2006, the Company purchased a hgilgi which its corporate headquarters is locatedconnection with the acquisition of 1
building, the Company assumed the outstanding orotie property. As of December 31, 2011 and 2Q&6 outstanding balance on the note $43
million and $4.8 million , respectively.

As of December 31, 2011 and 2010 , bonds and matgable includes $8.9 million and $10.0 millionspectively, of notes due to a thipdrty. The
Company used the proceeds from these notes totimvesn-federally insured student loan assetsa\participation agreement.

As of December 31, 2010 , bonds and notes payableded a line of credit with a balance of $11.4ioni . The Company used the proceeds fron
line of credit to purchase federally insured studeans. This line of credit was paid off duringl20

One of the Company's education lending subsididngs irrevocably escrowed funds to make the remgiprincipal and interest payments
previously issued bonds and notes. Accordinglytheeithese obligations nor the escrowed funds mekided on the accompanying consolid
balance sheets. As of December 31, 2011 and 2839.7 million and $36.9 million , respectively,défeased debt remained outstanding.

Debt Covenant:

Certain bond resolutions contain, among other requénts, covenants relating to restrictions ontamdil indebtedness, limits as to direct and irx
administrative expenses, and maintaining certaiarftial ratios. Management believes the Compairiry é®@mpliance with all covenants of the b
indentures and related credit agreements as ofrbisee31, 2011 .

Maturity Schedule

Bonds and notes outstanding as of December 31, &@&ldue in varying amounts as shown below.

2012 $ 8,90(
2013 —
2014 3,163,98!
2015 209,17:
2016 105,16
2017 and thereafter 21,107,94

$ 24,595,16
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Generally, the Company's secured financing instnimeearing interest at variable rates can be reddeon any interest payment date at par
accrued interest. Subject to certain provisionsh@hds and notes are subject to redemption poionaturity at the option of certain education lerg
subsidiaries.

Debt Repurchase

The Company repurchased outstanding debt as sumedan note 5, "Gain on Sale of Loans and Debt Re#fases, net."

5. Gain on Sale of Loans and Debt Repurchasestne

“Gain on sale of loans and debt repurchases, ndtid accompanying consolidated statements of irdsmmomposed of the following items:

Year ended December 31,

2011 2010 2009
Gain on sale of loans, net (a) $ 1,37¢ 33,74¢ 35,14¢
Gain from debt repurchases (b) 6,96: 44,88 41,68
$ 8,34( 78,63: 76,83:

(&) The majority of gains from the sale of loans in@ddn the table above were the result of sellirntoto the Department under a proc
established to provide liquidity to student loanders. During each of 2010 and 2009, the Compalty &1 billion (par value) of stude
loans to the Department and recognized a gain ®B33iillion and $36.6 million, respectively.

(b) The activity included in "Gain from debt repurchsiSis detailed belov

Year ended December 31, 2011 Year ended December 31, 2010 Year ended December 31, 2009
Notional Purchase Notional Purchase Notional Purchase
amount price Gain amount price Gain amount price Gain
Gains on debt repurchases:
Unsecured debt - Senior Notes
due 2010 $ — — — — — — 208,28: 196,52¢ 11,75¢
Junior Subordinated Hybrid
Securities 62,55¢ 55,65: 6,907 34,99t 30,07 4,92; 1,75C 35C 1,40C
Asset-backed securities (1) 12,25¢ 12,19¢ 55 690,75( 650,78¢ 39,96: 348,15! 319,62 28,52¢
$ 74,81 67,85( 6,962 725,74" 680,86 44,88: 558,18¢ 516,50¢ 41,68:

(1) For accounting purposes, the assmtked securities repurchased by the Company #eetigély retired and are not included on
Company'’s consolidated balance sheets. Howevearf Becember 31, 2011the Company has purchased a cumulative amoi
$72.5 million of these securities that remain legally outstandihghe trust level and the Company could sell g¢hastes to thir
parties or redeem the notes at par as cash isajeddsy the trust estate. Upon a sale to thirtdgsathe Company would obtain ¢
proceeds equal to the market value of the noteshendate of such sale. The par value of these not%&2.5 millionas o
December 31, 2011 ) may not represent market \aflgach securities.

6. Derivative Financial Instruments

The Company is exposed to certain risks relatingstmngoing business operations. The primary riskmaged by using derivative instruments
interest rate risk and foreign currency exchangje ri

Interest Rate Ris}

The Companys primary market risk exposure arises from fludaret in its borrowing and lending rates, the sprieativeen which could impact 1
Company due to shifts in market interest ratesaBse the Company generates a significant portion of
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its earnings from its student loan spread, the@sterate sensitivity of the balance sheet is agkefitability driver. The Company has adoptedotiqy
of periodically reviewing the mismatch related he tinterest rate characteristics of its assetdiahilities together with the Compars/assessment
current and future market conditions. Based ondliastors, the Company uses derivative instrumasiyzart of its overall risk management strategy.

Basis Swap

The Company funds the majority of its student l@asets with one-month or threenth LIBOR indexed floating rate securities. Meaile; the
interest earned on the Compasngtudent loan assets is indexed to commercialr@amktreasury bill rates. The different interegercharacteristics
the Companyg loan assets and liabilities funding these aseststs in basis risk. The Company also facescagyirisk due to the timing of the inter
rate resets on its liabilities, which may occurirdsequently as once a quarter, in contrast totittnéng of the interest rate resets on its asselsch
generally occurs daily. In a declining intereseranvironment, this may cause the Comparsgudent loan spread to compress, while in agrisite
environment, it may cause the spread to increas@f ®ecember 31, 2011 , the Company had $23.iéiind $0.9 billiorof FFELP loans indexed
the three-month financial commercial paper rate thedhree-month treasury bill rate, respectivblith of which reset daily, and $19.6 billioh deb
indexed to three-month LIBOR, which resets quayterhd $0.7 billion of debt indexed to one-montBOR, which resets monthly.

Because of the different indice types and diffeiiadice reset frequencies, the Company is exposendterest rate risk in the form of basis risk
repricing risk, which, as noted above, is the tiskt the different indices may reset at differeegifiencies, or will not move in the same directic
with the same magnitude. While these indices drshalrt term in nature with rate movements thattaghly correlated over a longer period of ti
there have been points in recent history when Vityatas been high and correlation has been redluce

The Company has used derivative instruments toéédth the basis and repricing risk on certainesttidbans in which the Company earns int¢
based on a treasury bill rate that resets dailyaaadunded with debt indexed to primarily threenth LIBOR. To hedge these loans, the Compan
entered into basis swaps in which the Company vesdghreemonth LIBOR set discretely in advance and pays eklyereasury bill rate plus a spre
as defined in the agreement ("T-Bill/LIBOR Basis&ps").

However, the Company does not generally hedge dbkes lisk on those assets indexed to the commeraf@r rate that are funded with liabilitie:
which the Company pays primarily on the LIBOR irglisince the derivatives needed to hedge thisariskgenerally illiquid or noexistent and tr
relationship between these indices has been higirhelated over a long period of time.

The Company has also used derivative instrumertiedge the repricing risk due to the timing of ititerest rate resets on its assets and liabilitids
Company has entered into basis swaps in which tmep@ny:

» receives three-month LIBOR set discretely inatbe and pays a daily weighted average thmeeth LIBOR less a spread as define
the agreements (the “Average/Discrete Basis Swaps”)

* receives three-month LIBOR set discretely inatbe and pays omaenth LIBOR plus or minus a spread as defined éenabreemen
(the “1/3 Basis Swaps”)
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The following table summarizes the Company’s basiaps outstanding:

As of December 31, 2011

Notional amounts

T-Bill/LIBOR
Maturity 1:3 Basis Swaps Basis Swaps

2021 $ 250,00( —
2023 1,250,001 —
2024 250,00( —
2026 800,00( —
2028 100,00( —
2036 700,00( —
2039(a) 150,00( —
2040(b) 200,00( —

$ 3,700,001 —

As of December 31, 2010
Notional amounts
T-Bill/LIBOR
Maturity 1:3 Basis Swaps Basis Swaps

2011 $ = 225,00(
2021 250,00( —
2023 1,250,001 —
2024 250,00( —
2028 100,00( —
2039(a) 150,00( —
2040(b) 200,00( —

$ 2,200,001 225,00(

(a) This derivative has a forward effective statedin 2015.
(b) This derivative has a forward effective statedin 2020.

Interest rate swap-floor income hedges

FFELP loans originated prior to April 1, 2006 geailrearn interest at the higher of a floating fa#ésed on the Special Allowance Payment (or !
formula set by the Department and the borrower, kaltéch is fixed over a period of time. The SAPruia is based on an applicable indice plus a
spread that is dependent upon when the loan wgmated, the loals’ repayment status, and funding sources for the. [bhe Company genera
finances its student loan portfolio with variabéer debt. In low and/or declining interest rateiemments, when the fixed borrower rate is higimear
the rate produced by the SAP formula, the Compasitdent loans earn at a fixed rate while theésteon the variable rate debt typically continta
decline. In these interest rate environments, th@@ny may earn additional spread income thafetseo as floor income.

Depending on the type of loan and when it was oatgid, the borrower rate is either fixed to ternisaieset to an annual rate each July 1. As aty
for loans where the borrower rate is fixed to tetine, Company may earn floor income for an extenulribd of time, which the Company refers ti
fixed rate floor income, and for those loans whitie borrower rate is reset annually on July 1,Goenpany may earn floor income to the next i
date, which the Company refers to as variableftate income. In accordance with legislation enddte 2006, lenders are required to rebate fixee
floor income and variable rate floor income to Bepartment for all FFELP loans first originatedarafter April 1, 2006.
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Absent the use of derivative instruments, a riséntarest rates may reduce the amount of floor imeaeceived and this may have an impac
earnings due to interest margin compression cagdcreasing financing costs, until such timetasfederally insured loans earn interest at a loke
rate in accordance with their special allowancenpayt formulas. In higher interest rate environmewtsere the interest rate rises above the bort
rate and fixed rate loans effectively become véeiahte loans, the impact of the rate fluctuatisngduced.

As of December 31, 2011 and 2010 , the Company$ti@d billion and $8.5 billion respectively, of student loan assets that weneirgg fixed rat
floor income. The following tables summarize théstanding derivative investments used by the Compaeconomically hedge these loans.

As of December 31, 2011

Notional Weighted average fixed rate
Maturity amount paid by the Company (a)
2013 2,150,001 0.85%
2014 750,00( 0.8t
2015 100,00( 2.2¢€
2020 50,00( 3.2¢
3,050,001 0.87%
As of December 31, 2010
Notional Weighted average fixed rate
Maturity amount paid by the Company (a)
2011 4,300,001 0.5%%
2012 3,950,001 0.67
2013 650,00( 1.07
2015 100,00( 2.2€
2020 50,00( 3.2¢
9,050,001 0.6€%

(a) For all interest rate derivatives, the Compaaoeives discrete three-months LIBOR.

Interest rate swap—unsecured debt hedges

On September 27, 2006, the Company issued $200i6maggregate principal amount of Junior Suboatinl Hybrid SecuritiesAs of December 3
2011, $100.7 milliorof these notes were outstanding. The interestoratine Hybrid Securities from the date they weseiésl through September
2011 was 7.40%. Beginning September 29, 2011 thr&@eptember 29, 2036, the interest rate on theitdwcurities is equal to threeenth LIBOF
plus 3.375%, payable quarterly. As of December2B1,1 and 2010the Company had the following derivatives outdtag that are used to effectiv:
convert the variable interest rate on the Hybridusiéies to a fixed rate.
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As of December 31, 2011

Weighted average fixed
rate paid by the
Notional amount (a) Company (b)

$ 75,00( 4.28%

As of December 31, 2010

Weighted average fixed
rate paid by the
Notional amount (a) Company (b)

$ 100,00( 4.27%

(&) The effective start date on $75 milligmotional amount) of the derivatives outstandingMarch 2012 with a maturity date
September 29, 2036.

(b) For all interest rate derivatives, the Compeeuteives discrete threaenth LIBOR
Foreign Currency Exchange Risk

During 2006, the Company completed separate ddétimgs of student loan asset-backed securitiesiticbuded €420.5 million and352.7 millior
Euro Notes with interest rates based on a spredetBURIBOR index. As a result of these transastithe Company is exposed to market risk re
to fluctuations in foreign currency exchange rdtesveen the U.S. dollar and Euro. The principal anctued interest on these notes isnesmsured :
each reporting period and recorded on the Comparglance sheet in U.S. dollars based on the fo@igency exchange rate on that date. Chany
the principal and accrued interest amounts aswdtreSforeign currency exchange rate fluctuatiams included in thederivative market value a
foreign currency adjustments and derivative setiets, net” in the Company’s consolidated statemafitscome.

The Company entered into crossHency interest rate swaps in connection withisseance of the Euro Notes. Under the terms dfettuerivativ
instrument agreements, the Company receives fraouaterparty a spread to the EURIBOR indice basedational amounts of €420.5 millicanc
€352.7 million and pays a spread to the LIBOR indiesed on notional amounts of $500.0 million an80$@ million, respectively. In addition, unc
the terms of these agreements, all principal paysnem the Euro Notes will effectively be paid a¢ #xchange rate in effect between the U.S. ¢
and Euro as of the issuance of the notes.

The following table shows the income statement ichge a result of the meeasurement of the Euro Notes and the change ifathgalue of th
related derivative instruments. These items areidea in “derivative market value and foreign cag adjustments and derivative settlements, oet
the accompanying consolidated statements of income.

Year ended December 31,

2011 2010 2009
Re-measurement of Euro Notes $ 32,70¢ 80,721 (37,659
Change in fair value of cross currency interest sataps (14,287 (74,899 2,497
Total impact to statements of income - income (espg $ 18,41¢ 5,82z (35,15))

The re-measurement of the Euro-denominated bondsrgky correlates with the change in fair valuetloé crosssurrency interest rate swa
However, the Company will experience unrealizechgair losses related to the crassrency interest rate swaps if the two underlyimgjces (an
related forward curve) do not move in parallel. gement intends to hold the cross-currency inteegst swaps through the maturity of the Euro-
denominated bonds.
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Accounting for Derivative Financial Instrument:

The Company records derivative instruments on tmsalidated balance sheets as either an assabdityi measured at its fair value. Managemen
structured the majority of the Company’s derivatirensactions with the intent that each is econallyieffective; however, the Compayderivative
instruments do not qualify for hedge accounting a&esult, the change in fair value of the Compadsgrivatives at each reporting date are includ
“derivative market value and foreign currency atfents and derivative settlements, net” in the Camyfs consolidated statements of inco
Changes or shifts in the forward yield curve andtilations in currency rates can significantly ictpdoe valuation of the Comparsyderivatives
Accordingly, changes or shifts to the forward yieldve and fluctuations in currency rates will irapthe financial position and results of operatiof
the Company.

Any proceeds received or payments made by the Coynfzaterminate a derivative in advance of its eqon date, or to amend the terms o
existing derivative, are included in “derivative niat value and foreign currency adjustments andvaive settlements, netdn the consolidate
statements of income and are accounted for asrgehia fair value of such derivative. During theaggeended December 31, 2011 , 2010 , and 2009
the Company terminated and/or amended certain aterés for net proceeds of $3.4 million in 201let proceeds of $12.0 million in 201@&nd ne
payments of $11.2 million in 2009 , respectively.

The following table summarizes the fair value af @ompany’s derivatives not designated as hedging:

Fair value of asset derivatives Fair value of liability derivatives
As of As of As of As of

December 31, 2011 December 31, 2010 December 31, 2011 December 31, 2010
Average/discrete basis swaps $ — — — —
1:3 basis swaps 10,98¢ 10,48¢ 641 44
T-Bill/LIBOR basis swaps — — — 201
Interest rate swaps - floor income hedges 592 10,56¢ 18,38¢ 15,37:
Interest rate swaps - hybrid debt hedges — 1,132 24,81« 47C
Cross-currency interest rate swaps 80,63: 94,91¢ — —
Other 8 1,23¢ 1 2
Total $ 92,21¢ 118,34¢ 43,84( 16,08¢
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The following table summarizes the effect of deliv@instruments in the consolidated statemeniaadme. All gains and losses recognized in inc
related to the Company’s derivative activity arelued in “derivative market value and foreign emecy and derivative settlements, neti the
consolidated statements of income.

Year ended December 31,

Derivatives not designated as hedging 2011 2010 2009
Settlements:
Average/discrete basis swaps $ — 14C 11,48:
1:3 basis swaps 1,44¢ 1,19¢ 21,23:
T-BIill/LIBOR basis swaps (253) 47 —
Interest rate swaps - floor income hedges (20,24¢) (29,619 (2,020
Interest rate swaps - hybrid debt hedges (744) (49%) —
Cross-currency interest rate swaps 11,87: 5,10¢ 8,631
Other 8C (547 (39)
Total settlements - (expense) income (7,840 (14,269 39,28¢
Change in fair value:
Averagel/discrete basis swaps (14¢) 40€ (13,64
1:3 basis swaps 1,11¢ 6,13: 12,58°
T-Bill/LIBOR basis swaps 201 (202) (202)
Interest rate swaps - floor income hedges (12,169 (8,997) 2,26
Interest rate swaps - hybrid debt hedges (25,47%) (302) 1,817
Cross-currency interest rate swaps (14,287 (74,899 2,497
Other 251 62C 1,43:
Total change in fair value - (expense) income (50,519 (77,139 6,852
Re-measurement of Euro Notes (foreign currencystietion adjustment) -
(expense) income 32,70¢ 80,72: (37,65
Derivative market value and foreign currency adpesits and derivative
settlements, net - (expense) income $ (25,64)) (10,677 8,48¢

Derivative Instruments- Credit and Market Risk
By using derivative instruments, the Company isomeal to credit and market risk.

The Company attempts to manage credit and mardet d@ssociated with interest rates by establishimtmonitoring limits as to the types and de
of risk that may be undertaken and by entering irdasactions with higlgquality counterparties that are reviewed periodijchy the Company's ri
committee. As of December 31, 201all of the Company's derivative counterpartied imvestment grade credit ratings. The Company &
policy of requiring that all derivative contracts governed by an International Swaps and DerivathAgsociation, Inc. Master Agreement.

Credit Risk

When the fair value of a derivative contract isipes (an asset on the Company's balance she&t)gémerally indicates that the counterparty w
owe the Company if the derivative was settledh# tounterparty fails to perform, credit risk withch counterparty is equal to the extent of the
value gain in the derivative less any collaterdtdt®y the Company. If the Company was unable téecolfrom a counterparty, it would have a |
equal to the amount the derivative is recordedhenconsolidated balance sheet. As of December(@l1 2the trustee for certain of the Compa
asset-backed securities transactions held $73lébmdf collateral from the counterparty on thesseurrency interest rate swaps.
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The Company considers counterparties' credit riskmdetermining the fair value of derivative pasi on its exposure net of collateral. However
Company does not use the collateral to offsetaline amounts recognized in the financial statemfamtderivative instruments.

Market Risk

When the fair value of a derivative instrument égative (a liability on the Company's balance ghéleé Company would owe the counterparty i
derivative was settled and, therefore, has no inmtecredit risk. If the negative fair value ofridatives with a counterparty exceeds a spec
threshold, the Company may have to make a collatimaosit with the counterparty. The threshold &icl the Company may be required to |
collateral is dependent upon the Company's unseaursglit rating. At the Company's current unsedwredit rating (Standard and Poor: BBBtapl¢
outlook) and Moody's: Bal (stable outlook)), then@any has substantially collateralized its corporderivative liability position with i
counterparties. As such, further downgrades wouoldr@sult in additional collateral requirementsaaihaterial nature. In addition, no counterparty
the right to terminate its contracts in the everfuather downgrades. However, some long datedvdévie contracts have mutual optional terming
provisions that can be exercised in 2016 and 202g. fair value of the derivatives with terminatiprovisions as of December 31, 200As no
significant. As of December 31, 2011 , the Comphag $34.0 million posted as collateral to derivatounterparties, which is included irestricte
cash and investments” in the Company's consolidagéghce sheet.

Interest rate movements have an impact on the anajwollateral the Company is required to depesth its derivative instrument counterpart
With the Company's current derivative portfoliog tBompany does not currently anticipate any movéineinterest rates having a material impac
its capital or liquidity profile, nor expects thety movement in interest rates would have a maier@act on its ability to meet potential collatk
deposits with its counterparties. Due to the exgstow interest rate environment, the Company'osupe to downward movements in interest rate
its interest rate swaps is limited. In additidme tistorical high correlation between 1-month 8adonth LIBOR and the limited notional amoun
1:3 Basis Swaps derivatives outstanding limitsGloenpany's exposure to interest rate movementsese ttierivatives.

The Company's cross-currency interest rate swapslenvatives entered into as a result of certagetbhacked security financings. These derival
are entered into at the trust level with the corpagy. Trust related derivatives do not contaieddr contingent features related to the Compante
trust's credit ratings.

7. Investments

A summary of investments and restricted investmiiiisws:

As of December 31,

2011 2010

Investments:
Investments - trading securities (a)

Student loan auction rate asset-backed securities $ 42,41 11,861

Equity securities 6,847 6,25(

Debt securities (b) 1,521 25,12t

Total investments - trading securities $ 50,78( 43,23t

Restricted Investments (c):

Guaranteed investment contracts - held-to-maturity $ 236,89¢ 215,00¢

(@) The unrealized gain/loss on the Company'srigeskecurities as of December 31, 2011 and 2049 not significan

(b) Debt securities include corporate, mortghgeked security, and U.S. government bonds andTWeBsury securitie
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(c) Restricted investments are included in "Restrici@gsh and investments” on the Company's consolidetiethce shee

As of December 31, 2011 and 2010, the Company a2 3$nillion and $22.4 million, respectively, oher investments included in "other assets
the Company's consolidated balance sheets.

As of December 31, 2011, the stated maturitiesttier Company's held-tovaturity investments (restricted investments) drews in the followins
table:

Restricted
investments
Year of Maturity:
2017-2021 $ 27,35¢
After 2021 209,54«
Total $ 236,89¢
8. Intangible Assets and Goodwill
Intangible assets consist of the following:
Weighted
average
remaining As of December 31,

useful life as of
December 31,

2011 (months) 2011 2010
Amortizable intangible assets:
Customer relationships (net of accumulated amditizaf $59,893 and $47,770,
respectively) 63 $ 23,24( 28,57¢
Computer software (net of accumulated amortizabio$5,103 and $2,419,
respectively) 12 2,81t 5,49¢
Trade names (net of accumulated amortization &®&Pand $6,956, respectively) 12 2,31¢ 4,637
Total - amortizable intangible assets 54 $ 28,37¢ 38,71.

The Company recorded amortization expense on tengible assets of $17.1 million , $22.7 milliorand $22.2 millionfor the years end:
December 31, 2011 , 2010 , and 2Q08spectively. The Company will continue to anmatintangible assets over their remaining usefalsli As
December 31, 2011 , the Company estimates it edibrd amortization expense as follows:

2012 $ 18,63
2013 3,39¢
2014 2,10z
2015 82¢
2016 63¢
2017 and thereafter 2,77¢

$ 28,37

On January 8, 2010, the Company purchased cersagtsaof a software company that constituted enbasicombination. The initial considera
paid by the Company was $3.0 milliamcash. In addition to the initial purchase priadditional payments are to be made by the Compasgd o
certain operating results as defined in the puehageement. On February 1, 2011, the Company raadedditional payment of $1.3 million
Additional contingent payments are payable in twowal installments due in March 2012 and March 284@, in total, are estimated by the Comy
to be $3.5 million as of December 31, 2011 . The
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estimated contingency payments are included in€etoliabilities” on the Company's consolidated bet&sheets. The contingent payments wi
remeasured to fair value each reporting date thilcontingency is resolved, with all changes invalue being recognized in earnings. Substay
all of the purchase price was allocated to a coerpsftware intangible asset that is being amattizeer three years. There was no excess pur
price over net assets acquired (goodwill) recogheea result of this acquisition.

On June 30, 2011, the Company purchased contraitits more than 370 K2 schools to provide tuition payment plan servicEBe initia
consideration paid by the Company was $6.9 miliilorcash. The initial purchase price is subjecatijustment based on customer retentior
September 2011, the Company received approxim&tgly000as an adjustment to the purchase price. The fiuljaktiment to purchase price, if a
will occur on May 31, 2012. Substantially all betpurchase price was allocated to a customeiaeship intangible asset that is being amortizeel
three years.

The change in the carrying amount of goodwill bemaping segment was as follows:

Tuition Payment

Student Loan and Processing and Asset Generation
Guaranty Servicing  Campus Commerce Enrollment Services and Management (a) Total
Balance as of December 31, 2008 $ 8,59¢ 58,08¢ 66,61¢ 41,88 175,17¢
Impairment charge — — (31,46)) — (31,467
Balance as of December 31, 2009 8,59¢ 58,08¢ 35,15: 41,88: 143,71°
Impairment charge — — (26,599 — (26,599
Balance as of December 31, 2010 and
2011 $ 8,59¢ 58,08¢ 8,55: 41,88 117,11¢

(a) As aresult of the Reconciliation Act of 2010, tbempany no longer originates new (first disbursenERELP loans and net interest incc
of the Company's existing FFELP loan portfolio wdktcline over time as the Company's portfolio pdge/n. As a result, as this revel
stream winds down, goodwill impairment will be tyeyed for the Asset Generation and Managementtiegamit due to the passage of ti
and depletion of projected cash flows stemming fitenFFELP student loan portfolio. Other than thesét Generation and Managen
reporting unit, management believes the eliminatbr-FELP will not have an adverse impact on the ¥alue of the Company's ott
reporting units.

The Company reviews goodwill for impairment annpallhis annual review is completed by the CompasyofiNovember 30 of each year .
whenever triggering events or changes in circunegindicate its carrying value may not be recdslera

2009 Annual Goodwill Impairment Test

As a result of the 2009 annual test, the Compacgrded an impairment charge of $31.5 million redaie its list marketing business. The Compe
list marketing business had been negatively aftetie the economic recession and deterioration efdinect-toeconsumer student loan market
addition, during the fourth quarter of 2009, ther@any recognized an impairment charge of $1.2 onilbn certain intangible assets related to it
marketing business. These charges are includetipairment expenseih the Company's consolidated statements of incdnfermation related 1
the impairment charge follows:

Asset Operating segment Impairment charge

Amortizable intangible assets:

Customer relationships Enrollment Services $ 584

Trade names Enrollment Services 50€

Covenants not to compete Enrollment Services 21

Other Enrollment Services 15€
Goodwill Enrollment Services 31,46!

Total impairment charge $ 32,72¢
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2010 Annual Goodwill Impairment Test

As a result of the 2010 annual goodwill impairmedt, the Company recorded impairment charges @tréporting units included in the Enrollm
Services operating segment. These charges consis®23.9 million related to its interactive mariket business and $2.7 million related to its
marketing business. After recording these chargesgoodwill remained at these two reporting uniteese charges are included impairmen
expense” in the Company's consolidated stateméimsame.

The Company determined legislation and relatedipwdarutiny at forprofit schools may negatively affect enrolimentgtase schools which col
impact future revenue, operating margins, and d¢&sts related to the Company's interactive marlgtiusiness. In addition, the Company's
marketing business continued to be negatively &fteby the economic recession and deterioratidgheoflirect-to-consumer market.

With the exception of these two reporting unitspblovember 30, 2010, the fair value of each ef@ompany's reporting units significantly excee
the carrying value of the net assets assignedatauthit and the Company was not required to perfomther testing for impairment.

2011 Annual Goodwill Impairment Test

As further discussed in note 2, "Summary of Sigaifit Accounting Policies and Practices," as of Mdver 30, 2011, the Company asse
qualitative factors and concluded it was not mdkely than not that the fair value of its reportingits were less than their carrying amount. A
the Company was not required to perform the twp-stgairment test and determined there was no immgait of goodwill.

9. Property and Equipment
Property and equipment consisted of the following:

As of December 31,

Useful life 2011 2010

Computer equipment and software 1-5 years $ 79,89¢ 78,92¢
Office furniture and equipment 3-7 years 10,60 10,48!
Leasehold improvements 1-15 years 7,321 8,031
Transportation equipment 3-10 years 3,76¢ 3,76¢
Buildings 5-39 years 9,14« 8,49(
Land — 70C 70C
111,43: 110,40:

Accumulated depreciation 76,61« 79,83(
$ 34,81¢ 30,57

Depreciation expense for the years ended Decenihe03.1 , 2010 , and 2009 related to property apipenent was $9.9 million , $8.9 millignanc
$13.4 million , respectively.

10. Shareholders’ Equity
Classes of Common Stock
The Company's common stock is divided into two s#as The Class B common stock has ten votes per ahd the Class A common stock has

vote per share. Each Class B share is convertillayatime at the holder's option into one Classhare. With the exception of the voting rights #me
conversion feature, the Class A and Class B slzeeslentical in terms of other rights, includingidend and liquidation rights.
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Stock Repurchase

The Company has a stock repurchase program thaeexgn May 24, 2012 in which it can repurchaseeshaf the Company's Class A common s
on the open market, through private transactionstlterwise. Shares repurchased by the Companggi@fill , 2010 , and 20@%e shown in the tat
below.

Total shares Purchase price (in Average price of shares

repurchased thousands) repurchased (per share)
Year ended December 31, 2011 1,436,42. $ 27,13 % 18.8¢
Year ended December 31, 2010 1,866,33: 39,80¢ 21.3¢
Year ended December 31, 2009 38,42¢ 43(C 11.1¢

As of December 31, 2011 , 1.6 million shares mélst purchased under the Company's stock repsecheogram
Contingent Consideration - infiNET Integrated Soligns, Inc. (“infiNET”)

In 2004, the Company purchased 50% of the stockfdflET and, in 2006, purchased the remaining 50P4n&6NET’ s stock. infINET provide
software for customefiocused electronic transactions, information stggrand electronic account and bill presentmentcfilleges and universitie
Consideration for the purchase of the remaining 50%he stock of infINET included 95,380 restricteldares of the CompargyClass A commc
stock. The purchase agreement provided that ttf8805hares of Class A common stock issued in theisibon were subject to stock price guari
provisions whereby if on or about February 28, 2€ifel average market trading price of the Class tairoon stock was less than $104.8375 per !
and had not exceeded that price for any 25 conisecading days during the yeear period from the closing of the acquisitiorFebruary 28, 201
then the Company was required to pay additionah dasthe sellers of infiNET for each share of Cl#ssommon stock issued in an amc
representing the difference between $104.8375 tlesgyreater of $41.9335 or the gross sales prich seller obtained from a sale of the sh
occurring subsequent to February 28, 2011. On Repr28, 2011, the Company paid $5.9 million in cesBatisfy this obligation. This payment \
recorded by the Company as a reduction to additigeid-in capital.

11. Earnings per Common Share
Presented below is a summary of the componentstosegiculate basic and diluted earnings per shidre.Company applies the tvetass method «
computing earnings per share, which requires thaulgdion of separate earnings per share amountsrfeested sharbased awards and for comn

stock. Unvested shalesed awards that contain nonforfeitable rightdiv@ends are considered securities which partieipa undistributed earnin
with common stock. Earnings per share attributédblsommon stock is shown in the table below.
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A reconciliation of weighted average shares outitanfollows:

Year ended December 31,

2011 2010 2009
Net income attributable to Nelnet, Inc. $ 204,33t 189,03¢ 139,12!
Less earnings allocated to holders of unvestedct=st stock 1,26: 1,21¢ 88¢
Net income available to common stockholders $ 203,07: 187,81¢ 138,23t
Weighted average common shares outstanding - basic 47,860,82 49,127,93 49,484,81
Dilutive effect of the assumed vesting of restidcstock awards 186,84! 198,75. 200,32°
Weighted average common shares outstanding - dilute 48,047,66 49,326,68 49,685,14
Basic earnings per common share $ 4.24 3.82 2.7¢
Diluted earnings per common share $ 4.2¢ 3.81 2.7¢

Included in the Company's weighted average shanestamding during the years ended December 31, 2010 , and 2009 are 117,36hares
101,253 shares, and 96,6&2ares, respectively, of restricted stock unitsadsto certain associates of the Company and cestrstock units that w
be issued to nonemployee directors upon their tetitn from the board of directors under the Comgfsanonemployee directors' compensation
(see note 18, “Stock Based Compensation Plans -exgsioyee Directors Compensation Plan.”)

There were no shares that were antidilutive andnubided in average shares outstanding for theedil earnings per share calculation.
12. Income Taxes

The Company is subject to income taxes in the dn8tates and Canada. Significant judgment is reduim evaluating the Company's tax posit
and determining the provision for income taxes.iByithe ordinary course of business, there are ntemsactions and calculations for which
ultimate tax determination is uncertain.

As required by the Income Taxes Topic of the FASBcdunting Standards Codification, the Company reces in the consolidated financ
statements only those tax positions determinedetonbre likely than not of being sustained upon @ration, based on the technical merits of
positions. It further requires that a change irgjuént related to the expected ultimate resolutioumegertain tax positions be recognized in earnin
the period of such change.

As of December 31, 2011 , the total amount of grosecognized tax benefits (excluding the fedeemidiit received from state positions) Wl .¢
million which is included in “other liabilities” otthe consolidated balance sheet. Of this total,Gtrllion (net of the federal benefit on state iss
represents the amount of unrecognized tax bertéfitis if recognized, would favorably affect theeeffive tax rate in future periodshe Compan
currently anticipates uncertain tax positions w#crease by $2.3 millioprior to December 31, 2012 as a result of a lagsapplicable statute

limitations, settlements, correspondence with examiauthorities, and recognition or measuremensicierations with federal and state jurisdicti
however, actual developments in this area coultedifrom those currently expected. Of the $2.3 iomll anticipated decrease, $1.8 milliorif
recognized, would affect the Company's effective re. A reconciliation of the beginning and emdemount of gross unrecognized tax ben
follows:
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Gross balance - beginning of year

Additions based on tax positions of prior years
Additions based on tax positions related to theemtryear
Settlements with taxing authorities

Reductions for tax positions of prior years

Reductions based on tax positions related to theictyear
Reductions due to lapse of applicable statutenafditions

Gross balance - end of year

Year ended December 31,

2010
$ 10,54¢ 8,62¢
7,89¢ 401
4,35¢ 2,38¢
(417) (750)
(592) (117)
$ 21,79 10,54¢

All of the reductions due to the lapse of statdtknoitations and for prior year tax positions shoabove impacted the effective tax rate.

The Company's policy is to recognize interest apdafiies accrued on uncertain tax positions as glihterest expense and other expe
respectively. As of December 31, 2011 and 20104 $#lllion and $1.7 million in accrued interest goehalties, respectively, were included atHel
liabilities” on the consolidated balance sheetse Tompany recognized interest expense related deriain tax positions of $0.7 million argD.2
million for the years ended December 31, 2011 a2 respectively, and interest income of $0.8iomlfor the year ended December 31, 2
Penalties were accrued in the amount of $0.2 miliioboth 2010 and 2009The amount of penalties accrued in 2011 was igaffeeant. The impa
of timing differences and tax attributes are coasid when calculating interest and penalty accrasdsciated with the unrecognized tax benefits.

The Company and its subsidiaries file a consoldideleral income tax return in the U.S. and the @amy or one of its subsidiaries files income
returns in various state, local, and foreign judgdns. The Company is no longer subject to UeSlefal income tax examinations for years prit
2008. The Company is no longer subject to U.SeAtaial income tax examinations by tax authorigder to 2004. As of December 31, 201the ta:

years subject to examination by a significant flidgon are as follows:

U.S. Federal

The provision for income taxes consists of theofwlhg components:

2008 and 2009
California 2004 through 2009

Year ended December 31,

2011 2010 2009
Current:
Federal $ 123,73 102,16:. 88,41:
State 1,35¢ 6,821 7,194
Foreign 87 15¢ 23
Total current provision 125,17¢ 109,14° 95,63(
Deferred:
Federal (6,60¢6) 27z (15,947
State (1,116 4,00¢ (3,11)
Foreign 4 (8) 1
Total deferred (benefit) provision (7,72¢6) 4,27: (19,059
Provision for income tax expense $ 117,45. 113,42( 76,57
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The differences between the income tax provisiaonpuated at the statutory federal corporate tax aatkthe financial statement provision for ince
taxes are shown below:

Year ended December 31,

2011 2010 2009
Tax expense at federal rate 35.(% 35.(% 35.(%
Increase (decrease) resulting from:
State tax, net of federal income tax benefit 0.9 2.2 1.9
Provision of uncertain federal and state tax matter 1.1 0.4 —
Tax credits (0.4) (0.2) (0.4)
Valuation allowance (0.3) 0.1 (0.6)
Other 0.2 — (0.4)
Effective tax rate 36.5% 37.5% 35.5%

The Company's net deferred income tax liability jalihis included in “other liabilities’dn the consolidated balance sheets, consists dbtlosving
components:

As of December 31,

2011 2010
Deferred tax assets:
Student loans $ 23,60¢ 21,41:
Intangible assets 23,47¢ 20,57¢
Accrued expenses 3,28: 4,981
Net operating loss carryforwards 68C 2,081
Stock compensation 867 89¢
Deferred revenue 2,62°¢ 734
Foreign tax credit 397 721
Bond issuance costs 65€ 667
Other — 55
Total gross deferred tax assets 55,58¢ 52,12¢
Less valuation allowance (250) (1,167
Deferred tax assets 55,33¢ 50,96¢
Deferred tax liabilities:

Loan origination services 31,57¢ 36,87¢
Debt repurchases 30,637 33,39
Basis in certain derivative contracts 4,42( 10,64
Depreciation 5,81¢ 2,21°F
Other 454 53
Deferred tax liabilities 72,90¢ 83,18:
Net deferred income tax liability $ 17,56¢ 32,21¢

The Company has performed an evaluation of theveredility of deferred tax assets. In assessingréladizability of the Company's deferred
assets, management considers whether it is moedy ltkan not that some portion or all of the defdrtax assets will be realized. The ultin
realization of deferred tax assets is dependenh tipe generation of future taxable income during period in which those temporary differer
become deductible. Management considers the satkdeNersals of deferred tax liabilities, projeciaxable income, carry back opportunities, ant
planning strategies in making the assessment oatheunt of the valuation allowance. With the exwepbf a portion of the Company's state
operating loss, it is management's opinion
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that it is more likely than not that the deferrad aissets will be realized and should not be retibgea valuation allowance. The amount of defetas
assets considered realizable; however, could beceedin the near term if estimates of future ta@ahtome during the carry forward period
reduced. As of December 31, 2011 , various subrgididnave state net operating loss carry forwafdl.6 millionexpiring at various times throu
2030 and foreign tax credit carry forwards of $@lion expiring in 2018 . A valuation allowanceshbeen established at December 31, 20112846
of $0.3 million and $1.2 million, respectively, teduce deferred income tax assets to amounts @darbe realized. The net change in the valu
allowance for the year ended December 31, 2011 avdscrease of $0.9 millionwhich affected the Company's effective tax r&@ertain even
occurred during the year which, in the judgmentaihagement, changed the level of the Companyss is¢ditoperating loss and foreign tax credit ¢
forwards expected to be realized.

During 2010, the Company recorded a $55.0 millioetpx charge related to a legal settlement. Pricthéo Company filing its 2010 U.S. Fede
income tax return, it executed a binding agreemtit the Internal Revenue Service concluding that settlement payment was deductible &
ordinary and necessary business expense. Seefdleetjal Proceedings,” for additional informatiom this settlement.

As of December 31, 2011 and 2010 , current incawred receivable of $5.6 million and current incdapees payable of $2.6 millioare included i
"other assets" and “other liabilities,” respectivein the consolidated balance sheets.

13. Restructuring Charges
Restructuring Charge- Legislative Impact (2009 Restructuring Plan)

On May 8, 2009, as a result of the continued chgls in the economy and legislative changes irstient loan industry, the Company adopt
plan to further streamline its operations by cantig to reduce its geographic footprint and comkd# servicing operations and related suj
services.

Management developed a restructuring plan thattessin lower costs and provided enhanced synefthiesigh cross training, career developn
and simplified communications. The Company simeitifits operating structure to leverage its largeilifies and technology by closing certain offi
and downsizing its presence in certain geographgations. Approximately 300 associates were imghbte this restructuring plan. However,
majority of these functions were relocated to th@npPany's Lincoln headquarters and Denver officemlémentation of the plan began immedic
and was completed during the third quarter of 2010.

The total charge to earnings associated with #ssructuring plan was $11.7 million, of which $mlllion and $4.4 million was recognized in 2(
and 2010, respectively. The majority of this restiing charge and related activity impacted thenfany's Student Loan and Guaranty Serv
operating segment. See note 14, “Segment Repdnitgch identifies the income statement impactto$ trestructuring for each operating segment.
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Selected information related to the restructuringrge follows:

2008 2007
Restructuring Restructuring
2009 Restructuring Plan Plan (a) Plan (b)
Employee
termination Lease Lease Lease
benefits terminations terminations terminations Total
Restructuring accrual as of December 31, 2008 — — 58¢ 2,891 3,48(
Restructuring costs recognized in 2009 4,247 3,031 — — 7,27¢
Adjustment from initial estimate of charges — — 12 692 704
Cash payments (89¢) (605) (250) (650C) (2,407
Restructuring accrual as of December 31, 2009 3,34¢ 2,42¢ 351 2,93 9,05¢
Restructuring costs recognized in 2010 1,06¢ 3,36( — — 4,42¢
Adjustment from initial estimate of charges — — — 1,63¢ 1,63¢
Cash payments (3,380 (2,337) (128) (1,207 (7,047
Restructuring accrual as of December 31, 2010 1,03¢ 3,45¢ 225 3,36¢ 8,08(
Cash payments (689 (1,387 (223) (1,547 (3,839
35k 2,067 — 1,82¢ 4,24¢€

Restructuring accrual as of December 31, 2011

(a) During, 2008, the Company announced a plan to eedperating expenses related to its student logination and related businesses
result of ongoing disruptions in the credit markatsis restructuring plan was completed duringsbeond quarter of 2008.

(b) During 2007, the Company initiated a restructuniten to modify its student loan business modeldwaace of the enactment of the Coll
Cost Reduction Act, which impacted the FFEL Prograhis restructuring plan was completed as of Ddxm31, 2007.

The restructuring accrual as of December 31, 2012810 is included in “other liabilities” on thertsolidated balance sheets.
14. Segment Reporting

The Company earns fdmsed revenue through its Student Loan and Guaferyicing, Tuition Payment Processing and Campusr@erce, ar
Enrollment Services operating segments. In additibe Company earns interest income on its stubtemt portfolio in its Asset Generation ¢
Management operating segment. The Compmaaperating segments are defined by the produdisenvices they offer and the types of customesy
serve, and they reflect the manner in which finahitciformation is currently evaluated by managem&eie note 1, "Description of Business," fi
description of each operating segment.

The accounting policies of the Compasiydperating segments are the same as those deésariltbe summary of significant accounting polic
Intersegment revenues are charged by a segmemiothest segment that provides the product or sendicersegment revenues and expense
included within each segment consistent with theoine statement presentation provided to managen@dnges in management structur
allocation methodologies and procedures may resutthanges in reported segment financial infornmatim 2010, the Company began alloca
certain corporate overhead expenses to the indilidperating segments. These expenses includeircedgporate activities related to execu
management, human resources, accounting, legalpancy, and marketing. These costs are allocateédh operating segment based on estir
use of such activities and services. These allocativere not made in 2009, and thus are not refldotthe 2009 segment operating results.

Segment Operating Resul- “Base Net Income”

The tables below include the operating results astheof the Companyg’ operating segments. Management, including thef dperating decisic
maker, evaluates the performance of the Comparmgsating segments based on their profitability. Mgagment measures the profitability of
Company's operating segments based on “base rh@t Accordingly, information regarding the Company'sigiing segments is provided be
on “base net income.” The Company's “base netnietds not a defined
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term within generally accepted accounting pringpéd may not be comparable to similarly titled soeas reported by other companies. Ut
financial accounting, there is no comprehensivéhaitative guidance for management reporting. Wlibase net incomeis not a substitute f
reported results under GAAP, the Company reliesSbaise net incometo manage each operating segment because it kelieigemeasure provid
additional information regarding the operationad @erformance indicators that are most closelyssesEby management.

“Base net income” is the primary financial performa measure used by management to develop the @gmgdaancial plans, track results, ¢
establish corporate performance targets and inmeotimpensation. Management believes this infoongirovides additional insight into the finan
performance of the core business activities ofGbenpany’s operating segments. Accordingly, theemlgresented below reflect “base net income,”
which is the operating measure reviewed and utiliby management to manage the business, allocaturoes, and evaluate performa
Reconciliations of the segment totals to the Comjzamperating results in accordance with GAAP dse éncluded in the tables below.

Corporate Activity and Overhead

Included in the tables below are certain corpowatvities ("Corporate Activity and Overhead"). @orate Activity and Overhead includes
following items:

* Income earned on certain investment activ
* Interest expense incurred on unsecured debt traoiss
» Other products and service offerings that are nosiered operating segme

Corporate Activities also includes certain corperattivities and overhead functions related to etee management, human resources, accot
and finance, legal, and marketing. Beginning in®Qahese costs were allocated to each operatingesgighased on estimated use of such activitie
services.

Income Taxes

For segment reporting, income taxes are applieddas 38% of income (loss) before taxes for eadividual operating segment. The differe
between the consolidated income tax expense andutimeof taxes calculated for each operating segmseinicluded in income taxes in Corpol
Activity and Overhead.

Reclassifications

Certain operating segment amounts previously redonave been reclassified to conform to the curpeniod presentation. These reclassifical
include reclassifying "software services revenue""lban and guaranty servicing revenue" and reiflasg "depreciation and amortizatiol
"impairment expense," "restructure expense," aigdtion settlement," which were previously incaelin “other expensesThese reclassificatio
had no effect on any of the segments net income.
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Year ended December 31, 2011

Fee-Based
Tuition
Student Payment
Loan Processing Corporate
and and Asset Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- Generation and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 58 21 — 79 590,73¢ 5,074 (3,039 592,85: — 592,85:
Interest expense — — — — 221,67¢ 9,64¢ (3,039 228,28¢ — 228,28¢
Net interest income (loss) 58 21 — 79 369,06: (4,579 — 364,56¢ — 364,56¢
Less provision for loan losses — — — — 21,25( — — 21,250 — 21,250
Net interest income (loss) after
provision for loan losses 58 21 — 79 347,81: (4,575 — 343,31¢ — 343,31*
Other income (expense):
Loan and guaranty servicing
revenue 175,65' — — 175,65' — — — 175,65’ — 175,65’
Intersegment servicing revenue 69,037 — — 69,031 — — (69,037) — — —
Tuition payment processing and
campus commerce revenue — 67,791 — 67,791 — — — 67,791 — 67,791
Enroliment services revenue — — 130,47( 130,47( — — — 130,47( — 130,47(
Other income — — — — 15,41¢ 14,097 — 29,51: — 29,51:
Gain on sale of loans and debt
repurchases — — — — 1,432 6,907 — 8,34( — 8,34(
Derivative market value and
foreign currency adjustments — — — — — — — — (17,807 (17,807
Derivative settlements, net — — — — (7,22¢) (612) — (7,840) — (7,840
Total other income (expense) 244,69: 67,791 130,47( 442,96: 9,621 20,39: (69,037 403,93° (17,807 386,13(
Operating expenses:
Salaries and benefits 102,87¢ 30,07( 25,15¢ 158,10: 2,791 17,057 — 177,95: — 177,95:
Cost to provide enroliment services — — 86,54¢ 86,54¢ — — — 86,54¢ — 86,54¢
Depreciation and amortization 6,84% 1,172 3,20¢ 11,221 — 1,39€ — 12,61¢ 17,12 29,74¢
Other 60,44 10,19: 9,428 80,05¢ 13,381 19,97¢ — 113,41% — 113,41%
Intersegment expenses, net 4,77€ 4,71¢ 3,521 13,011 70,01¢ (13,999 (69,037 — — —
Total operating expenses 174,93¢ 46,15( 127,85: 348,94: 86,19( 24,43¢ (69,037) 390,53 17,12¢ 407,65t
Income (loss) before income
taxes and corporate
overhead allocation 69,81¢ 21,66¢ 2,617 94,09¢ 271,24: (8,629) — 356,71¢ (34,93) 321,781
Corporate overhead allocation @139 @379 @379 (6,899 (6,899 1379 _ _ _ _
Income (loss) before income
taxes 65,67¢ 20,28¢ 1,23¢ 87,20: 264,34¢ 5,171 — 356,71¢ (34,937) 321,78
Income tax (expense) benefit (24,959 (7,709 (a71) (33,139 (100,45 2,86( — (130,726 13,27¢ (117,459
Net income (loss) $ 40,72( 12,58( 767 54,067 163,89¢ 8,031 — 225,99: (21,659 204,33t
Total assets $ 123,30° 157,44« 45,73¢ 326,48¢ 25,821,80 24,73t (320,819 25,852,21 — 25,852,21
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Year ended December 31, 2010

Fee-Based
Tuition
Student Payment
Loan Processing Asset Corporate
and and Generation Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 62 32 — 94 600,09¢ 8,10¢ (4,370 603,93: — 603,93:
Interest expense — — — — 215,33¢ 21,891 (4,370 232,86( — 232,86(
Net interest income (loss) 62 32 — 94 384,75¢ (13,787) — 371,07: — 371,07:
Less provision for loan losses — — — — 22,70C — — 22,70C — 22,700
Net interest income (loss) after
provision for loan losses 62 32 — 94 362,05¢ (13,787) — 348,37: — 348,37:
Other income (expense):
Loan and guaranty servicing
revenue 158,83t — — 158,83t — (254 — 158,58¢ — 158,58:
Intersegment servicing revenue 85,34 _ _ 85,34 _ (85,349 _ _ _
Tuition payment processing and
campus commerce revenue — 59,82 — 59,82 — — — 59,82¢ — 59,82¢
Enrollment services revenue — — 139,89° 139,89' — — — 139,89' — 139,89°
Other income 51¢ — — 51¢ 18,63¢ 12,15: — 31,31¢ — 31,31¢
Gain on sale of loans and debt
repurchases — — — — 73,70¢ 4,922 — 78,631 — 78,631
Derivative market value and
foreign currency adjustments — — — — — — — — 3,587 3,587
Derivative settlements, net — — — — (13,336 (928) — (14,269 — (14,269
Total other income (expense) 244,69¢ 59,82¢ 139,89; 444,42( 79,01% 15,89% (85,347 453,98: 3,587 457,56¢
Operating expenses:
Salaries and benefits 95,29¢ 27,18( 24,821 147,30( 4,52¢ 15,84¢ (1,66%) 166,01: — 166,01:
Cost to provide enroliment services — — 91,64 91,64 — — — 91,64 — 91,64
Depreciation and amortization 5,17¢ 1,33¢ 7,35¢ 13,871 3 1,82¢ — 15,70( 22,74« 38,44«
Impairment expense — — 26,59¢ 26,59¢ — — — 26,59¢ —_ 26,59¢
Restructure expense 6,04( — — 6,04( — (20) — 6,02( — 6,02(
Litigation settlement — — — — — 55,000 — 55,000 — 55,000
Other 60,061 9,531 10,681 80,27¢ 12,74¢ 26,74% — 119,76¢ — 119,76¢
Intersegment expenses, net 5,221 3,57¢ 2,461 11,261 85,27¢ (12,859 (83,680 — — —
Total operating expenses 171,79« 41,62¢ 163,57« 376,99: 102,55« 86,53¢ (85,347 480,74: 22,74« 503,48¢
Income (loss) before income
taxes and corporate
overhead allocation 72,961 18,23: (23,677 67,52¢ 338,51 (84,429 — 321,61: (19,157 302,45:
Corporate overhead allocation (5,850 @.959 (1,959 (9,760 (9,759 19,51¢ _ — - —
Income (loss) before income
taxes 67,111 16,281 (25,629 57,76¢ 328,75¢ (64,910 — 321,61 (19,157 302,45:
Income tax (expense) benefit (25,507 (6,189 9,74¢ (21,959 (124,929 26,17¢ — (120,700 7,28¢ (113,420
Net income (loss) $ 41,60¢ 10,09z (15,889 35,81: 203,83( (38,73) — 200,91: (11,877 189,03«
Additional information:
Net income (loss) $ 41,60¢ 10,09z (15,889 35,81% 203,83( (38,73)) — 200,91:
Plus: Litigation settlement — — — — — 55,00( — 55,00(
Plus: Restructure expense 6,04( — — 6,04( — (20) — 6,02(
Plus: Impairment expense — — 26,59¢ 26,59¢ — — — 26,59¢
Less: Net tax effect (2,295 = (10,108 (12,409 = (20,897 = (33,299
Net income (loss), excluding
litigation settlement,
restructure expense, and
impairment expense $ 45,35¢ 10,09 602 56,04¢ 203,83( (4,649 — 255,23¢
Total assets $ 133,10¢ 121,817 52,99¢ 307,91¢ 26,008,86 11,97¢ (434,869 25,893,89 —_ 25,893,89
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Year ended December 31, 2009

Fee-Based
Tuition
Student Payment
Loan Processing Corporate
and and Asset Activity Adjustments GAAP
Guaranty Campus Enroliment Total Fee- Generation and and Base Net to GAAP Results of
Servicing Commerce Services Based Management Overhead Eliminations Income Results Operations
Total interest income $ 112 62 — 174 609,14¢ 5,391 (2,009 612,70% 7,50z 620,20"
Interest expense — — — — 357,93( 28,93t (2,009 384,86: — 384,86:
Net interest income (loss) 112 62 — 174 251,210 (23,549 — 227,84¢ 7,50z 235,34¢
Less provision for loan losses — — — — 29,00( — — 29,00( — 29,00(
Net interest income (loss) after
provision for loan losses 112 62 — 174 222,210 (23,549 — 198,84¢ 7,502 206,34¢
Other income (expense):
Loan and guaranty servicing
revenue 131,43° — — 131,43° — (1,526) — 129,91: — 129,91:
Intersegment servicing revenue 85,04¢ — — 85,04¢ — — (85,049 — — —
Tuition payment processing and
campus commerce revenue — 53,89 — 53,89 — — — 53,89¢ — 53,89¢
Enrollment services revenue — — 119,39' 119,39' — — — 119,39' — 119,39
Other income 644 — — 644 17,16¢ 8,65€ — 26,46¢ — 26,46¢
Gain on sale of loans and debt
repurchases — — — — 63,67¢ 13,15¢ — 76,831 — 76,831
Derivative market value and
foreign currency adjustments — — — — — — — — (30,807) (30,807)
Derivative settlements, net — — — — 39,28¢ — — 39,28¢ — 39,28¢
Total other income (expense) 217,12¢ 53,89¢ 119,39° 390,42( 120,13: 20,28t (85,049 445,78¢ (30,807) 414,98¢
Operating expenses:
Salaries and benefits 84,40¢ 25,54¢ 23,22: 133,17¢ 6,767 16,63¢ (5,456) 151,12¢ 15¢ 151,28¢
Cost to provide enrollment services — — 74,92¢ 74,92¢ — — — 74,92¢ — 74,92¢
Depreciation and amortization 9,02t 1,48¢ 3,95¢ 14,46¢ 9 1,77C — 16,241 22,24¢ 38,49¢
Impairment expense — — 32,72¢ 32,72¢ — — — 32,72¢ —_ 32,72¢
Restructure expense 7,718 — — 7,718 — 267 — 7,982 — 7,982
Other 41,70¢ 8,15¢ 9,267 59,13¢ 19,557 21,52¢ — 100,21¢ — 100,21¢
Intersegment expenses, net 4,29¢ 2,568 1,56€ 8,42¢ 81,33t (10,179 (79,592 — — —
Total operating expenses 147,15: 37,75¢ 145,66¢ 330,57« 107,66¢ 30,031 (85,04%) 383,22! 22,40¢ 405,63¢
Income (loss) before income
taxes and corporate
overhead allocation 70,08¢ 16,20z (26,271) 60,02( 234,67¢ (33,290 — 261,40¢ (45,709 215,69¢
Corporate overhead allocation — — — — — — — — — —
Income (loss) before income
taxes 70,08¢ 16,20z (26,271) 60,02( 234,67¢ (33,290 — 261,40¢ (45,709 215,69¢
Income tax (expense) benefit (26,636 (6,15€) 9,98¢ (22,809 (89,179 19,18¢ — (92,800 16,221 (76,579
Net income (loss) $ 43,45¢ 10,04¢ (16,287 37,21% 145,49¢ (14,109 — 168,60¢ (29,489 139,12¢
Additional information:
Net income (loss) $ 43,45: 10,04¢ (16,287 37,21% 145,49¢ (14,109 — 168,60¢
Plus: Restructure expense 7,71F — — 7,71F — 267 — 7,982
Plus: Impairment expense — — 32,72¢ 32,72¢ — — — 32,72¢
Less: Net tax effect (2,932 — (12,43) (15,369 — 917 — (14,457)
Net income (loss), excluding
restructure and impairment
expense $ 48,23¢ 10,04¢ 4,00 62,28¢ 145,49¢ (12,920 — 194,86+
Total assets $  146,53( 114,58: 76,140 337,25: 25,899,94 12,201 (372,97) 25,876,42 — 25,876,42
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The adjustments required to reconcile from the Camgfs “base net incometheasure to its GAAP results of operations relatétgms that at
excluded from management’s evaluation of the Comgaaperating results. The following tables refledjuatments associated with these item
operating segment and Corporate Activity and Ovadhe

Student Tuition
Loan Payment Asset Corporate
and Processing Generation Activity
Guaranty and Campus Enrollment and and
Servicing Commerce Services Management Overhead Total
Year ended December 31, 2011
Derivative market value and foreign
currency adjustments (a) $ = = — (7,579 25,37¢ 17,801
Amortization of intangible assets (b) 8,47( 5,00t 3,65( — — 17,12¢
Compensation related to business
combinations (c) — — — — — —
Variable-rate floor income, net of
settlements on derivatives (d) — — — — — —
Net tax effect (e) (3,219 (1,902 (1,387) 2,87 (9,649 (13,279
Total adjustments to GAAP $ 5,251 3,10¢ 2,26: (4,699 15,73t 21,65¢
Year ended December 31, 2010
Derivative market value and foreign
currency adjustments (a) $ — = — (3,04¢) (54)) (3,587)
Amortization of intangible assets (b) 8,57¢ 5,75¢ 8,41 — — 22,74«
Compensation related to business
combinations (c) — — — — — —
Variable-rate floor income, net of
settlements on derivatives (d) — — — — — —
Net tax effect (e) (3,259 (2,189 (3,199 1,157 21C (7,280
Total adjustments to GAAP $ 5,31% 3,561 5,21 (1,889 (33) 11,87%
Year ended December 31, 2009
Derivative market value and foreign
currency adjustments (a) $ — = — 34,56¢ (3,767) 30,80:
Amortization of intangible assets (b) 4 .84¢ 7,44 9,961 — — 22,24¢
Compensation related to business
combinations (c) — — — — 15¢ 15¢
Variable-rate floor income, net of
settlements on derivatives (d) — — — (7,507) — (7,5072)
Net tax effect (e) (1,847 (2,827 (3,789) (10,285 2,51¢ (16,227
Total adjustments to GAAP $ 3,00¢ 4,61° 6,17¢ 16,78: (1,099 29,48:

(a) Derivative market value and foreign currendjuatments: “Base net incomeXcludes the periodic unrealized gains and lodsgsare caust
by the change in fair value on derivatives usethenCompany’s risk management strategy in whichGbmpany does not qualify fohédge
treatment” under GAAP. Included in “base net inedrare the economic effects of the Compargérivative instruments, which includes
cash paid or received being recognized as an egpansevenue upon actual derivative settlemenBasé net incomealso excludes tt
foreign currency transaction gains or losses cabgdte re-measurement of the Company’s Euro-demated bonds to U.S. dollars.

(b) Amortization of intangible assets: “Base imebme”excludes the amortization of acquired intangil

(c) Compensation related to business combinations:ddrapany has structured certain business combirgatiomhich the consideration p.
has been dependent on the sellers' continued empluywith the Company. As such, the value
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of the consideration paid is recognized as comgremsaxpense by the Company over the term of thicable employment agreement. ~
compensation expense related to existing agreemerstdully expensed in 2009. “Base net income” edek this expense.

(d) Variablerate floor income: Loans that reset annually oy Jutan generate excess spread income comparedheitiate based on the spe
allowance payment formula in declining interesteranvironments. The Company refers to this additioncome as variableate flool
income. The Company excludes variatdée floor income, net of settlements paid on dgiwes used to hedge student loan assets e
variable-rate floor income, from its “base net ime since the timing and amount of variabég¢e floor income (if any) is uncertain, it |
been eliminated by legislation for all loans orggiad on and after April 1, 2006, and it is in excebexpected spreads. In addition, bec
variablerate floor income is subject to the underlying ride the subject loans being reset annually on Jylyt is a factor beyond t
Company's control which can affect the period-tagaecomparability of results of operations.

(e) Income taxes are applied based on 38% for theiohai operating segmen
15. Legal Proceedings
General

The Company is subject to various claims, lawsuaitg] proceedings that arise in the normal courdsusiness. These matters principally consi
claims by student loan borrowers disputing the nearim which their student loans have been proceasdddisputes with other business entitie
addition, from time to time, the Company receiigsrmation and document requests from state cerlddegulators concerning its business prac
The Company cooperates with these inquiries angbrets to the requests. While the Company canndligirthe ultimate outcome of any inquiry
investigation, the Company believes its activitiese materially complied with applicable law, indilog the Higher Education Act, the rules

regulations adopted by the Department of Educdtieneunder, and the Departmengjuidance regarding those rules and regulationgh® basis ¢
present information, anticipated insurance coveragel advice received from counsel, it is the apindof the Compang’ management that 1
disposition or ultimate determination of these rolgi lawsuits, and proceedings will not have a neltadverse effect on the Compasybusines
financial position, or results of operations.

Bais Yaakov of Spring Valley v. Peterson's Nelnet,LC

On January 4, 2011, a complaint against Peterdtmireet, LLC (“Peterson’'s”g subsidiary of the Company, was filed in the WeBeral District Cou
for the District of New Jersey (the “District CoQrtThe complaint alleges that Peterson's senadirertising faxes to the named plaintiff in 202@3¢
that were not the result of express invitation ernpission granted by the plaintiff and did not ird# certain opt out language. The complaint
alleges that such faxes violated the federal TelepiConsumer Protection Act (the “TCPApPurportedly entitling the plaintiff to $500 per agion,
trebled for willful violations for each of the sfaxes. The complaint further alleges that Petessbad sent putative class members more than 1
faxes that violated the TCPA, amounting to morent$ad million in statutory penalty damages and mitv@n $15 million if trebled for willfu
violations. The complaint seeks to establish asckstion for two different classes of plaintiffsta€s A, to whom Peterson's sent unsolicitec
advertisements containing opt out notices simidathbse contained in the faxes received by the dapteentiff; and Class B, to whom Peterson's
fax advertisements containing opt out notices sintib those contained in the faxes received byn#med plaintiff. As of the filing date of this rapy
the District Court has not established or recoghiney class.

On February 16, 2011, Peterson's filed a motiodigmiss the complaint based on a lack of federaktian or diversity jurisdiction with respect tce
complaint, which was denied by the District CountAypril 15, 2011, shortly after a similar motiondsmiss that had been granted in an unrelatec
involving alleged TCPA violations related to fax@as reversed by the U.S. Court of Appeals for thedl'Circuit (the “Appeals Court”\which ha:
jurisdiction over the District Court. On April 22011, Peterson's filed an answer to the complhirtalso filed a motion for reconsideration of
motion to dismiss. On May 17, 2011, the Appealsi€granted a petition for rehearing of the motiomismiss in the unrelated TCPA fax case, ar
May 31, 2011, Peterson's filed a motion for staydieg the outcome of that rehearing. On SeptertBef011, the motion for stay was granted,
the motion for reconsideration was denied by thstrigit Court. On September 20, 2011, the nameahiifiafiled a motion for reconsideration of t
District Court's order, and at a hearing on Noven#t#s 2011 the District Court ordered counsel tbnsit a proposed order to modify the stay f
limited third party subpoena, which the Districti@oapproved on December 5, 2011. On January 18,28e U.S. Supreme Court issued a dec
in an unrelated TCPA case which held that fedevalts have federal question jurisdiction over pigveauses of action under the TCPA. On Jar
20, 2012, the named plaintiff requested
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that the stay be lifted on the basis of the Supr€mert's decision, and on January 25, 2012 theiBtig€ourt denied that request since the stay s&t
on the outcome of the Appeals Court rehearing,thece has been no decision by the Appeals Countnegpect to such rehearing.

Peterson's intends to continue to contest thevaydrously. Due to the preliminary stage of thiattar and the uncertainty and risks inherent i<
determination and the overall litigation processs Company believes that a meaningful estimate i@agonably possible loss, if any, or rang
reasonably possible losses, if any, cannot cugrdrgimade.

Oberg Litigation

In September 2009, the Company was served withrap&int (the “Oberg Complaint’haming the Company as one of ten defendant studar
lenders in a “qui tamaction brought by Jon H. Oberg on behalf of thetéhhiStates of America. The Oberg Complaint alletyed the defendar
submitted false claims for payment to the Departrirenrder to obtain special allowance paymentsentain student loans at a rate of 9.5%, whicl
Oberg Complaint alleged were in excess of amousipted by law, and that approximately $407 millia unlawful 9.5% special allowance payn
claims were submitted by the Company. The Oberg [@aimt sought a judgment against the defendanteéramount of three times the amour
damages sustained by the government in connectittmtiae alleged overbilling by the defendants fpesal allowance payments, as well as
penalties.

During 2010, the Company entered into a settleragréement to settle all claims associated withGherg Complaint. As a result of the settlerr
the Company recorded a $55.0 million pa&-charge during the third quarter of 2010, anidl paat amount on November 3, 2010. The Com
believed it had strong defenses to the Oberg Cantplaut entered into the settlement agreementderoto eliminate the uncertainty, distraction,
expense of a trial.

16. Operating Leases
The Company is committed under noncancelable dpgr&ases for office and warehouse space and egup Total rental expense incurred by

Company for the years ended December 31, 2011Q 2atd 2009 was $8.2 million , $9.3 million , &tD.4 million, respectively. Minimum futul
rentals, as of December 31, 2011 , under noncarlesd@erating leases are shown below:

2012 $ 6,78
2013 5,70¢
2014 3,39¢
2015 1,65¢
2016 and thereafter 1,66/

$ 19,21

Future rental commitments for leases in the tabt®/a have been reduced by minimum non-cancelablease rentals aggregating approximagdly
million as of December 31, 2011 .

17. Defined Contribution Benefit Plan

The Company has a 401(k) savings plan that covestantially all of its employees. Employees maytdbante up to 100 percent of their ptax
salary, subject to IRS limitations. The Companychas up to 100 percent on the first 3 percent ofrdmtions and 50 percent on the next 2 per
The Company made contributions to the plan of $3ilflon , $3.1 million , and $3.2 million during ¢hyears ended December 31, 2011 , 2045
2009 , respectively. Union Bank, an entity undenown control with the Company, serves as the teustel administrator for the plan.
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18. Stock Based Compensation Plans
Restricted Stock Pla

The Company has a restricted stock plan that énaed to provide incentives to attract, retain, anadivate employees in order to achieve long
growth and profitability objectives. The restrictstbck plan provides for the grant to eligible eoyeles of awards of restricted shares of Cla
common stock. An aggregate of 4,000,000 sharedassG\ common stock have been reserved for issuamter the restricted stock plan, subje:
antidilution adjustments in the event of certaiarfjes in capital structure.

The following table summarizes restricted stochvétgt

Years ended December 31,

2011 2010 2009
Non-vested shares at beginning of year 311,11¢ 320,46 329,17:
Granted 82,84t 96,327 72,47
Vested (54,182 (48,527) (43,879
Canceled (54,067 (57,144 (37,310
Non-vested shares at end of year 285,71t 311,11¢ 320,46:

The fair value of restricted stock awards is deteeah on the grant date based on the Company's ptamkand is amortized to compensation cost
the related vesting periods. As of December 31120Qkere was $3.0 million of unrecognized compgasaost included in “additional paid-in capital”
on the consolidated balance sheet related toeesirstock, which is expected to be recognizedagpensation expense as shown in the table below.

2012 $ 952
2013 68C
2014 491
2015 34¢
2016 23t
2017 and thereafter 304

$ 3,011

To date, the shares issued under this plan vesediately or vest in either three or ten years. Chenpany pays dividends on neested stock. For tl
years ended December 31, 2011 , 2010 , and 20@9Cdmpany recognized compensation expense ofr§illiGn , $1.5 million , and $1.6 million
respectively, related to shares issued under 8tdated stock plan.

Employee Share Purchase Ple

The Company has an employee share purchase plangmirto which employees are entitled to purchasenwon stock from payroll deductions
15% discount from market value. All employees, othan those whose customary employment is 20 harulesss per week, who have been empli
for at least six months, or another period deteemhiby the Company's compensation committee nokdéess of two years, are eligible to purct
Class A common stock under the plan. During thesyeaded December 31, 2011 , 2010 , and 2@h8 Company recognized compensation ex
of approximately $137,000 , $141,000 , and $216,068spectively, in connection with issuing 29,98Bares, 31,729 shares, and 52,%hhres
respectively, under this plan.

Employee Stock Purchase Loan Pl:

The Company has entered into loan agreements wiflloyees pursuant to the Company's Employee StackhBse Loan Plan (the “Loan Plan”
Loans under this plan mature ten years from grate dnd bear interest equal to the three-month RB&e plus 50 basis points. As@&cember 3:
2011 and 2010, the balance of the loans grantddrithe Loan Plan was $1.1 million
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and $1.2 million, respectively, and is reflected as a reductiostéakholders' equity on the consolidated balaneetsh During 2010, the Compar
Board of Directors terminated the Loan Plan effectis of December 31, 2010 such that no futuredswvar loans will be made under the plan. ¢
termination does not affect loans outstanding.

Non-employee Directors Compensation Plan

The Company has a compensation plan for non-emeldirectors pursuant to which nemployee directors can elect to receive their anrataine
fees in the form of cash or Class A common staofcé. ionemployee director elects to receive Clagommon stock, the number of shares of Cla
common stock that are awarded is equal to the atafuithe annual retainer fee otherwise payableashalivided by 85% of the fair market value
share of Class A common stock on the date thesfpayable. Nommployee directors who choose to receive Classmnton stock may also elect
defer receipt of the Class A common stock untini@ation of their service on the board of directors

For the years ended December 31, 2011 , 2010 2@0@ , the Company recognized approximately $641,585,000 , and $575,00@espectively

of expense related to this plan. The following e¢atovides the number of shares issued under ldwisfor the years ended December 31, 2011 , 2010
and 2009 .

Shares issued - Shares issued -

not deferred deferred Total
Year ended December 31, 2011 13,05¢ 20,84: 33,90:
Year ended December 31, 2010 14,63: 12,46¢ 27,09¢
Year ended December 31, 2009 7,14z 36,07¢ 43,22

19. Related Parties

Union Bank is controlled by Farmers & Merchantsdstiment Inc. (“F&M”)which owns a majority of Union Bank's common steeid a minorit
share of Union Bank's noreting preferred stock. Michael S. Dunlap, a sigaifit shareholder, Chief Executive Officer, Chainmand a member
the Board of Directors of the Company, along with $pouse, owns or controls a significant portibthe stock of F&M, while Mr. Dunlap's sist
Angela L. Muhleisen, also owns or controls a sigaifit portion of F&M stock. Mr. Dunlap serves a®Daector and CdPresident of F&M. Mz
Muhleisen serves as Director and Bresident of F&M and as a Director, Chairpersoresklent, and Chief Executive Officer of Union Bahkkion
Bank is deemed to have beneficial ownership ofowsrishares of the Company because it serves ipaxita of trustee and has sole voting an
investment power. Mr. Dunlap and Ms. Muhleisen Ihiersly own a significant percent of the votinghits of the Company's outstanding comi
stock.

The Company has entered into certain contractuahgements with Union Bank. These transactionsamemnarized below.
Loan Sales and Purchase

During 2009 and 2008, the Company sold $76.4 mil(joar value) and $535.4 million (par value), resjwely, of FFELP student loans (thEFELF
Loans”) to Union Bank. The Company recognized losses o8 $fillion and $3.9 million, respectively, on thekman sales, which represen
unamortized loan costs on the portfolios. Thesadoaere sold pursuant to an affiliate transactioengtion granted by the Federal Reserve B
which allowed Union Bank to purchase FFELP loaonsnfthe Company. In connection with the exemptiod gne loan purchases by Union Bank
Assurance Commitment Agreement (the “Commitmenteggrent”)was also entered into, by and among, the CompanignBank, and Mr. Dunla
Per the terms of the Commitment Agreement, the Gmyprovided certain assurances to Union Bank dedigo mitigate potential losses relate
the FFELP Loans, including holding amounts in escegual to the unguaranteed portion and reimbursimgn Bank for losses, if any, related to
portfolio. As part of this agreement, the Compargsvalso obligated to buy back loans once they B86rédays delinquent. In 2010 and 2009,
Company bought back from Union Bank $11.7 milligrar( value) and $36.9 million (par value), respesiivin loans and incurred expense:
$128,000 and $374,000, respectively, related todhligation.
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In March 2010, the Company purchased $524.2 milljpar value) of federally insured student loansrfrdnion Bank, which represented
outstanding FFELP loans remaining under the promisof the Commitment Agreement. As a result of tban purchase, the Company no longer |
commitment to hold amounts in escrow, reimburseobank for losses, and buy back delinquent loatsed to this portfolio.

During the years ended December 31, 2011, 20102808, the Company purchased student loans of i®@libn (par value), $989.2 million (p
value), and $47.6 million (par value), respectiyéfgm Union Bank, which includes $535.9 millionagpvalue) and $36.9 million (par value) of lo
purchased in 2010 and 2009, respectively, undeCtimamitment Agreement as discussed previously. ldmjums were paid for loans purchase
2011, 2010, and 2009.

Loan Servicing

The Company serviced $496.3 million, $530.0 milli@md $539.8 million of loans for Union Bank as @&écember 31, 2011, 2010, and 2(
respectively. Servicing revenue earned by the Comf@m servicing loans for Union Bank was $1.9lioil, $1.8 million, and $1.9 million for t
years ended December 31, 2011, 2010, and 200%atasgy. As of both December 31, 2011 and 2016pants receivable includes $0.2 million
from Union Bank for loan servicing.

Funding

Participation Agreemer

The Company maintains an agreement with Union Baskrustee for various grantor trusts, under whinfon Bank has agreed to purchase fron
Company participation interests in student loahs (fFFELP Participation Agreement”yhe Company uses this facility as a source to flaRELF
student loans. As of December 31, 2011 and 20109.85million and $350.4 million, respectively, @faihs were subject to outstanding participz
interests held by Union Bank, as trustee, underdagreement. The agreement automatically renewsadiprand is terminable by either party upon
business days notice. This agreement provides io@aréfs of Union Bank's grantor trusts with accessivestments in interests in student loans, &
providing liquidity to the Company on a shéetm basis. The Company can participate loans torUBank to the extent of availability under
grantor trusts, up to $750 million or an amounéxtess of $750 million if mutually agreed to bytbpgarties. Loans participated under this agree
have been accounted for by the Company as loas. s&teordingly, the participation interests solé aot included on the Company's consolid
balance sheets.

Bonds and Notes Payat

The Company has from time to time repurchased icedfaits own assebacked securities (bonds and notes payable). Fauating purposes, the
notes have been effectively retired and are nduded on the Company's consolidated balance sheeteever, these securities are legally outstar
at the trust level and the Company could sell theges to third parties or redeem the notes aapaiash is generated by the trust estate. Durifi@,
the Company participated $218.7 million of theseusiéies to Union Bank, as trustee for various ¢patrusts, and obtained cash proceeds equal
par value of the notes. The Company has enterecai@uaranteed Purchase Agreement with Union Bdrécetry the Company must purchase t
notes back from Union Bank at par upon the reqgoiebnion Bank. As of December 31, 2010, $107.1iomllof these securities were outstanding
subject to the participation agreement and areuded in “bonds and notes payabtai the Company's consolidated balance sheet. Dtiiadirs
quarter of 2011, the Company redeemed all outstgrmutdtes under this participation.

Operating Cash Accounts

The majority of the Company's cash operating actsoare maintained at Union Bank. The Company akstigipates in the Short term Fed:
Investment Trust (“STFIT”) of the Student Loan Trsvision of Union Bank, which is included in “dagnd cash equivalents - held at a related party’
and “restricted cash - due to customers’the accompanying consolidated balance sheetef A&cember 31, 2011 and 2010, the Company
$119.5 million and $326.9 million, respectivelyy@sted in the STFIT or deposited at Union Bankperating accounts, of which $84.2 million :
$50.1 million as of December 31, 2011 and 201(eetvely, represented cash collected for custontetsrest income earned by the Company o
amounts invested in the STFIT for the years endeceber 31, 2011, 2010, and 2009 was $0.2 milfiarl, million, and $2.9 million, respectively.
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529 Plan Administration Services

The Company provides certain 529 Plan adminismagigrvices to certain college savings plans (thalé@e Savings Plansthrough a contract wi
Union Bank, as the program manager. Union Bankniitled to a fee as program manager pursuant tprdggram management agreement witt
College Savings Plans. For the years ended Dece®ih&011, 2010, and 2009, the Company has recédesdof $2.3 million, $5.7 million, and $.
million, respectively, from Union Bank related teetadministration services provided to the Coll8geings Plans.

Lease Arrangement

Union Bank leases approximately 4,000 square feété Company's corporate headquarters buildingoruBank paid the Company approxima
$73,000, $71,000, and $70,000 for commercial radtsiorage income during 2011, 2010, and 2009¢ntisely. The lease agreement expires on
30, 2018.

On October 31, 2011, the Company entered intoselagreement with Union Bank under which the Compdh lease office space of approximat
1,300 square feet for $25,000 per year. The inigah of the lease expires on November 30, 201@,the lease agreement provides for autor
renewals each year. The Company paid Union Bankoappately $4,000 during 2011 in accordance with Idase agreement.

Other Fees Paid to Union Bank

During the years ended December 31, 2011, 2010,2808, the Company paid Union Bank approximately, 80, $358,000, and $210,0
respectively, in administrative services; approxeha$104,000, $120,000, and $118,000, respectivelgommissions, and approximately $185,
177,000, and $72,000, respectively, in cash managefaees.

Other Fees Received from Union Bank

During the years ended December 31, 2011, 2010,2808, Union Bank paid the Company approximatel$#4$000, $112,000, and $110,C
respectively, under an employee sharing arrangemedtapproximately $25,000, $52,000, and $57,088pectively, for health and producti
services.

Investment Service

In December 2010, Union Bank established varioustsrwhereby Union Bank serves as trustee for tingose of purchasing, holding, managing,
selling investments in student loan asset backedrisies. Union Bank, in its individual capacityndathe Company have both invested money int
trusts. As of December 31, 2011 and 2010, the Casnpad $8.0 million and $4.9 million, respectivelyyested in the trusts, and such investment
included in "investments” on the consolidated bedasheets.

Prior to May 1, 2011, the Company and Union Banlpleyed certain individuals as dual employees arth smployees provided consulting
advisory services to Union Bank as trustee fordhessts, and Union Bank agreed to pay the Comppanthe share of such employees' salary
payroll based on the value of such services reddesevell as the loss of value of such dual em@syservices to the Company. On May 9, 2011
of the Company's subsidiaries entered into a manageagreement with Union Bank, effective as of Mag011, under which the subsidiary perfc
various advisory and management services on beffidlifnion Bank with respect to investments in sd@siby the trusts, including identifyi
securities for purchase or sale by the trusts. ddreement provides that Union Bank will pay to shiesidiary annual fees of 25 basis points ol
outstanding balance of the investments in the gruds of December 31, 2011 , the outstanding lsalasf investments in the trusts w$394.:
million . In addition, Union Bank will pay additional feesthe subsidiary of 50 percent of the gains ftomsale of securities from the trusts. Fo
year ended December 31, 2011 , the Company recy$&.1 millionof fee revenue related to this agreement, whiéhdtsided in “other income"
the consolidated statements of income.

401(k) Plan Administer

Union Bank administers the Company's 401(k) defigedtribution plan. Fees paid to Union Bank to adster the plan are paid by the f
participants and were approximately $270,000 , ¥XBY and $193,000 during the years ended Dece®ih@011, 2010, and 2009, respectively.
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Letter of Credit

As of December 31, 2011, Union Bank has issuedsz08® letter of credit for the Company's benefitidh Bank charged no fee for providing this
service.

20. Fair Value

The Company uses estimates of fair value in apglyarious accounting standards for its financiateshents.

The Company categorizes its fair value estimatesedan a hierarchical framework associated witkeHhevels of price transparency utilizec
measuring financial instruments at fair value. &dditional information regarding the Company's giek for determining fair value and the hierarct

framework, see note 2, "Summary of Significant Aatting Policies and Practices - Fair Value Meas@ren"

The following tables present the Company’s finahagsets and liabilities that are measured at/&dire on a recurring basis.

As of December 31, 2011

Level 1 Level 2 Level 3 Total
Assets:
Investments - trading securities (a):
Student loan auction rate asset-backed securities $ — 42,41 — 42.41:
Equity securities 6,847 — — 6,847
Debt securities 1,521 — — 1,521
Total investments - trading securities 8,36¢ 42,41 — 50,78(
Fair value of derivative instruments (b) — 92,21¢ — 92,21¢
Total assets $ 8,36¢ 134,63: — 142,99¢
Liabilities:
Fair value of derivative instruments (b): $ — 43,84( — 43,84(
Total liabilities $ = 43,84( — 43,84(
As of December 31, 2010
Level 1 Level 2 Level 3 Total
Assets:
Investments - trading securities (a)
Student loan auction rate asset-backed securities $ — — 11,86: 11,86:
Equity securities 6,25( — — 6,25(
Debt securities 25,12¢ — — 25,12¢
Total investments - trading securities 31,37¢ — 11,86: 43,23¢
Fair value of derivative instruments (b) = 118,34¢ — 118,34¢
Total assets $ 31,37t 118,34t 11,86: 161,58:
Liabilities:
Fair value of derivative instruments (b) $ — 16,08¢ — 16,08¢
Total liabilities $ — 16,08¢ — 16,08¢
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(&) Investments represent investments classified by tirapany as trading securities which are recordégiravalue on a recurring basis. Lev
investments are measured based upon quoted pmckfnelude investments traded on an active exchasgeh as the New York Stc
Exchange, as well as corporate, mortghgeked security, and U.S. government bonds and Tr&asury securities that trade in ac
markets. Level 2 and level 3 investments includelest loan auction rate asdeteked securities. The fair value for the studeanlauctio
rate assebacked securities is determined using indicativetegi from broker dealers or an income approachatialu technique (present va
using the discount rate adjustment technique) ¢basiders, among other things, rates currently resiein publicly traded debt markets
debt of similar terms to companies with comparaipéalit risk.

(b) All derivatives are accounted for at fair value @mecurring basis. The fair value of derivativeaficial instruments is determined usir
market approach in which derivative pricing modede the stated terms of the contracts and obseryaid curves, forward foreign currer
exchange rates, and volatilities from active market

When determining the fair value of derivatives, @@mpany takes into account counterparty creditfos positions where it is exposed to
counterparty on a net basis by assessing exposti@ ollateral held. The net exposures for eamimterparty are adjusted based on mi
information available for the specific counterparty

The following table presents a roll forward of flag value of level 3 (significant unobservable tg) assets.

Level 3
Balance at December 31, 2009 $ —
Total realized and unrealized gains (lossedyded in income, net (a) 15C
Purchases 12,06:
Redemptions/Sales (350)
Balance at December 31, 2010 11,86:
Total realized and unrealized gains (lossedyded in income, net (a) (78)
Purchases 93,82
Redemptions/Sales (63,19¢)
Transfers out of level 3 (b) (42,417
Balance at December 31, 2011 $ —

CY
Realized and unrealized gains (losses) relatedgt@bmpany's asset-backed securities investmentacunded in "other income" in
the Company's consolidated statements of income.

(b) On December 31, 2011, the Company transfetsegsset-backed securities investments from let@lével 2 as a result of an
increase in market activity for such securities.

The Company measures certain assets at fair value monrecurring basis in accordance with GAAP. theryears ended December 31, 2010
2009, these adjustments to fair value resulted fiteanwritedown to fair value of goodwill and intangible assdtor assets measured at fair value
nonrecurring basis during the years ended DeceBhe2011, 2010, and 2009 that were still held @ntthlance sheet at each respective period er
following table provides the fair value hierarchydathe carrying value of the related individualedssit year end.

Level 3
2011 2010 2009
Goodwill (a) $ 117,11¢ 117,11¢ 143,71
Intangible assets (b) 28,37¢ 38,71 53,53¢
$ 145,49: 155,83( 197,25!
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(&) Goodwill is reviewed annually for impairment andemlever triggering events or changes in circumstaingicate its carrying vali
may not be recoverable.

(b) Longlived assets, such as purchased intangibles subjechortization, are reviewed for impairment whesreevents or changes
circumstances indicate that the carrying amouincdisset may not be recoverable.

The following table presents the fair value adjwestis included in the consolidated statements afnivecrelated to the decrease in value of the ¢
assets. The fair value adjustments were recordatiebompany as impairment charges and are includ&chpairment expenseih the consolidate
statements of income.

Year ended December 31,

2010 2009
Goodwill $ (26,599 (31,467
Intangible assets — (1,267
$ (26,599 (32,729

The following table summarizes the fair valueslbbithe Company'’s financial instruments on thesolidated balance sheets:

As of December 31, 2011 As of December 31, 2010
Fair value Carrying value Fair value Carrying value
Financial assets:
Student loans receivable $ 23,894,00 24,297,87 24,836,53 23,948,01
Student loans receivable - held for sale — — 84,987 84,987
Cash and cash equivalents 42,57( 42,57( 283,80: 283,80:
Investments 50,78( 50,78( 43,23t 43,23¢
Restricted cash 377,42 377,42 453,74¢ 453,74¢
Restricted cash — due to customers 109,80¢ 109,80¢ 88,52¢ 88,52¢
Restricted investments 236,89¢ 236,89¢ 215,00¢ 215,00¢
Accrued interest receivable 308,40: 308,40: 318,15: 318,15:
Derivative instruments 92,21¢ 92,21¢ 118,34t 118,34t
Financial liabilities:
Bonds and notes payable 23,003,45. 24,434,54 24,651,19 24,672,47
Accrued interest payable 19,63 19,63« 19,15: 19,15:
Due to customers 109,80¢ 109,80¢ 88,52¢ 88,52¢
Derivative instruments 43,84( 43,84( 16,08¢ 16,08¢
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The methodologies for estimating the fair valuefioncial assets and liabilities that are measwethir value on a recurring basis are discu
above. The remaining financial assets and liéddlitvere estimated using the following methodsassimptions:

Student Loans Receivable and Student Loans Recdéa/— Held for Sale

The Company'’s student loans are accounted forsitaroat the lower of cost or market if the loamédd-forsale. Student loans classified as helc
sale at December 31, 2010 are those loans whic@ahgpany sold in January 2011 and were valued ubmgales price (100% of par value) les:
estimated credit risk related to this portfolio.eT@Bompany retained credit risk related to thisfpba and will pay cash to purchase back any I
which become 60 days delinquent. For all other dodair values were determined by modeling loarhdéswys using stated terms of the assets
internally-developed assumptions to determine aggregate poryield, net present value, and average life. Stgmificant assumptions used to pro
cash flows are prepayment speeds, default rates p€éunds, required return on equity, and futterest rates and indice relationships. A numlh
significant inputs into the models are internalgrided and not observable to market participants.

Cash and Cash Equivalents, Restricted Cash, RestddCash -Due to Customers, Restricted Investments, Accruetgiest Receivable/Payable &
Due to Customer:

The carrying amount approximates fair value dutiéovariable rate of interest and/or the short mités of these instruments.

Bonds and Notes Payab

Bonds and notes payable are accounted for at nostei financial statements except when denominiteal foreign currency. Foreign currency-
denominated borrowings are meeasured at current spot rates in the financigmstants. The fair value of bonds and notes payabk determine

from quotes from broker dealers or through stan@iamt! pricing models using the stated terms obttreowings, observable yield curves, and mz
credit spreads. Fair value adjustments for unselccogporate debt are made based on indicative gdiaten observable trades.

21. Quarterly Financial Information (Unaudited)

2011

First quarter Second quarter  Third quarter Fourth quarter

Net interest income $ 85,77 88,73¢ 96,76 93,29:
Less provision for loan losses 3,75C 5,25( 5,25( 7,00C
Net interest income after provision for loan losses 82,027 83,48¢ 91,511 86,29:
Loan and guaranty servicing revenue 40,41 41,73¢ 42,54¢ 50,96(
Tuition payment processing and campus commerceueve 19,36¢ 14,76 16,77+ 16,89:
Enrollment services revenue 33,86¢ 32,31t 35,50¢ 28,78
Other income 6,492 6,82¢ 3,931 12,26¢
Gain on sale of loans and debt repurchases, net 8,307 — — 33
Derivative market value and foreign currency adpesits and derivative settlements, (3,03¢) (20,33%) (13,63) 11,35t
Salaries and benefits (43,919 (42,887) (44,13)) (47,026)
Cost to provide enrollment services (22,839 (22,140 (23,82%) (A7,74¢)
Depreciation and amortization (6,77¢€) (6,769 (7,919 (8,287)
Operating expenses - other (26,105 (28,767 (28,909 (29,639
Income tax expense (32,929 (21,106 (24,410 (39,009
Net income $ 54,88( 37,12¢ 47,45 64,87¢
Earnings per common share - basic $ 1.1: 0.7¢ 0.9¢ 1.37
Earnings per common share - dilutive $ 11 0.7¢ 0.9¢ 1.37
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2010

First quarter Second quarter  Third quarter Fourth quarter

Net interest income $ 85,10¢ 97,41« 92,21: 96,33¢
Less provision for loan losses 5,00( 6,20( 5,50( 6,00(
Net interest income after provision for loan losses 80,10¢ 91,21 86,71: 90,33¢
Loan and guaranty servicing revenue 40,73¢ 42,15 38,08¢ 37,607
Tuition payment processing and campus commerceueve 17,38: 12,79t 14,52 15,12(
Enrollment services revenue 33,27: 35,40: 36,43¢ 34,78¢
Other income 7,26( 8,49¢ 9,43: 6,127
Gain on sale of loans and debt repurchases, net 10,177 8,75¢ 9,88t 49,81(
Derivative market value and foreign currency adpesits and derivative settlements, 1,682 (10,609 (35,39) 33,64(
Salaries and benefits (40,649 (40,96%) (41,08%) (43,32()
Cost to provide enrollment services (22,02%) (24,117 (23,709 (21,80:)
Depreciation and amortization (20,787 (9,728 (9,025 (8,90¢)
Impairment expense — — — (26,599
Restructure expense (1,197 (72) (4,75)) —
Litigation settlement — — (55,000 —
Operating expenses - other (29,05%) (33,349 (26,717 (30,64%)
Income tax (expense) benefit (32,597 (29,99¢) 22€ (51,057
Net income (loss) $ 54,32: 49,99: (369) 85,087
Earnings (loss) per common share - basic $ 1.0¢ 1.0C (0.07) 1.7¢
Earnings (loss) per common share - dilutive $ 1.0¢ 0.9¢ (0.09) 1.7¢

F-57




NELNET, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (ooat)
(Dollars in thousands, except share amounts, uptbdsswise noted)

22. Condensed Parent Company Financial Statements

The following represents the condensed balancashseof December 31, 2011 and 2@h@ condensed statements of income and cash foves€l

of the years in the three-year period ended DeceBthe2011 for Nelnet, Inc.

The Company is limited in the amount of funds ttex be transferred to it by its subsidiaries thioimercompany loans, advances, or cash divid
These limitations relate to the restrictions bystindentures under the education lending subgidialebt financing arrangements. The amounts &
and investments restricted in the respective resancounts of the education lending subsidiariessapwn on the consolidated balance shes

restricted cash and investments.

Balance Sheets
(Parent Company Only)
As of December 31, 2011 and 2010

2011 2010
Assets:
Cash and cash equivalents $ 15,59¢ 164,42¢
Investments 37,46¢ 43,23¢
Investment in subsidiary debt 149,02¢ 257,36
Restricted cash 34,17¢ 20,60¢
Restricted cash - due to customers 40,76¢ 51,257
Investment in subsidiaries 903,32¢ 1,071,66!
Other assets 191,75 108,26:
Fair value of derivative instruments 11,58¢ 23,42¢
Total assets $ 1,383,71 1,740,24.
Liabilities:
Notes payable $ 165,08 613,25!
Notes payable to related party — 107,05(
Accrued interest payable 27 3,24¢
Other liabilities 67,78 42,71
Due to customers 40,76¢ 51,257
Fair value of derivative instruments 43,84( 16,08¢
Total liabilities 317,50t 833,60
Shareholders' equity:
Common stock 471 48%
Additional paid-in capital 49,24* 76,26:
Retained earnings 1,017,622 831,05°
Employee notes receivable (1,140 (2,170
Total shareholders' equity 1,066,20! 906,63:
Total liabilities and shareholders' equity $ 1,383,71 1,740,24.
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Statements of Income

(Parent Company Only)
Years ended December 31, 2011, 2010, and 2009
2011 2010 2009

Operating revenues $ 4,30¢ 31,84¢ 30,89:
Operating expenses 6,63¢ 5,83¢ 4,42¢

Net operating (loss) income (2,330 26,00° 26,46¢
Net interest income 2,97( 5,77¢ 4,68(
Gain on purchase of debt 7,25¢ 26,12¢ 26,137
Derivative market value and foreign currency adjesits and derivative

settlements, net (55,91) (21,414 34,90:
Equity in earnings of subsidiaries 256,29¢ 188,73t 101,37
Income tax expense (3,94 (36,20¢) (54,43()

Net income $ 204,33t 189,03 139,12¢
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Statements of Cash Flows

(Parent Company Only)
Years ended December 31, 2011, 2010, and 2009
2011 2010 2009
Net income $ 204,33 189,03: 139,12!
Adjustments to reconcile income from continuing @piens to net cash provided by
operating activities:
Depreciation and amortization 423 722 1,264
Derivative market value adjustment 36,22¢ 2,07 (4,207)
Proceeds from termination of derivative instruments 13,607 12,78 3,87(
Payments to terminate derivative instruments (10,247 (76%) (15,069
Equity in earnings of subsidiaries (256,299 (188,73Y) (101,379
Gain on purchase of debt (7,25%) (26,129 (26,137
Purchase of subsidiary debt, net 108,33« 3,05¢ (183,90Y
Non-cash compensation expense 2,02¢ 2,28( 2,64¢
Change in investments - trading securities, net 5,76 (43,23¢) 3,87¢
Decrease in other assets 341,41, 361,02( 310,32¢
Decrease in accrued interest payable (3,21¢) (1,089 (903)
Increase (decrease) in other liabilities 17,34« 4,92: (47,39)
Net cash provided by operating activities 452,46! 315,94 82,11¢
Cash flows from investing activities, net of busis@cquisitions:
(Increase) decrease in restricted cash (3,087) 11,31 66,76¢
Capital contributions to/from subsidiary, net — — 28,16¢
Business acquisition - contingent consideration (5,897%) — —
Net cash (used in) provided by investing activities (8,976 11,318 94,931
Cash flows from financing activities:
Payments on notes payable (440,91) (317,08)) (183,747
Payments on notes payable due to a related party (207,05() (111,67Y) —
Proceeds from issuance of notes payable due fatadearty — 218,72! —
Dividends paid (27,769 (34,13) (3,499
Proceeds from issuance of common stock 51z 52¢ 44¢
Repurchases of common stock (27,13¢) (39,80%) (430)
Payments received on employee stock notes receivabl 3C 27¢ 101
Net cash used in financing activities (592,31 (283,16() (187,119
Net (decrease) increase in cash and cash equisalent (148,83) 44,09° (10,067)
Cash and cash equivalents, beginning of year 164,42 120,33: 130,39
Cash and cash equivalents, end of year $ 15,59¢ 164,42 120,33
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APPENDIX A

Description of
The Federal Family Education Loan Program

The Federal Family Education Loan Program

The Higher Education Act provides for a progranieaferal insurance for student loans as well asuveance of student loans guaranteed or insur
state agencies or private non-profit corporations.

The Higher Education Act authorizes certain studeans to be insured and reinsured under the FeBaraily Education Loan Program (“FFELPR”
The Student Aid and Fiscal Responsibility Act, éeddnto law on March 30, 2010, as part of the He@lare and Education Reconciliation Ac
2010, terminated the authority to make FFELP lo&ssof July 1, 2010, no new FFELP loans can beuntisid.

Generally, a student was eligible for loans maddeuthe Federal Family Education Loan Program @riig or she:
* had been accepted for enroliment or was enrollghod standing at an eligible institution of higleelucatior

e was carrying or planning to carry at least on#-the normal full-time workload, as determinedthg institution, for the course of study
the student was pursuing;

* was not in default on any federal education Ic
* had not committed a crime involving fraud in obtaghfunds under the Higher Education Act which fsiméd not been fully repaid; ¢
* met other applicable eligibility requiremet

Eligible institutions included higher educationalstitutions and vocational schools that compliedhvdpecific federal regulations. Each loal
evidenced by an unsecured note.

The Higher Education Act also establishes maximntarést rates for each of the various types ofdo@hese rates vary not only among loan t
but also within loan types depending upon wherldhe was made or when the borrower first obtainkzha under the Federal Family Education L
Program. The Higher Education Act allows lessezgalf interest to be charged.

Types of loans
Four types of loans were available under the Fééfamily Education Loan Program:

* Subsidized Stafford Loa

» Unsubsidized Stafford Loa
e PLUS Loan

e Consolidation Loar

These loan types vary as to eligibility requirenseniterest rates, repayment periods, loan lingits] eligibility for interest subsidies and spe
allowance payments. Some of these loan types hed@ther names in the past. References to themrigdonan types include, where appropriate,
predecessors.

The primary loan under the Federal Family Educatioan Program is the Subsidized Stafford Loan. &ttelwho were not eligible for Subsidi:
Stafford Loans based on their economic circumstnught have obtained Unsubsidized Stafford Lo@raduate or professional students and pa
of dependent undergraduate students might havénedt&#LUS Loans. Consolidation Loans were availdbl®orrowers with existing loans m:
under the Federal Family Education Loan Programather federal programs to consolidate repaymetiteborrower's existing loans. Prior to Jul
1994, the Federal Family Education Loan Prograrm affered Supplemental Loans for Students (“SLSris8pto graduate and professional stud
and independent undergraduate students and, uedainccircumstances, dependent undergraduatengtiide supplement their Stafford Loans.
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Subsidized Stafford Loans

General.Subsidized Stafford Loans are eligible for insumaad reinsurance under the Higher Education Atttefeligible student to whom the Ic
was made was accepted or was enrolled in goodistaatian eligible institution of higher educationvocational school and carried at least ba#-
the normal fulltime workload at that institution. Subsidized Stadf Loans had limits as to the maximum amount witcbld be borrowed for
academic year and in the aggregate for both unaéuate and graduate or professional study. Botliadrand aggregate limitations excluded Ic
made under the PLUS Loan Program. The SecretaBdoation had discretion to raise these limitsdmoanmodate students undertaking specia
training requiring exceptionally high costs of editicn.

Subsidized Stafford Loans were made only to stubdentowers who met the needs tests provided irHilgber Education Act. Provisions addres:
the implementation of needs analysis and the oelakiip between unmet need for financing and thdadoility of Subsidized Stafford Loan Progr
funding have been the subject of frequent and siteramendments.

Interest rates for Subsidized Stafford LoarFor Stafford Loans first disbursed to a “new” beves (a “new”borrower is defined for purposes of
section as one who had no outstanding balanceFenl@ral Family Education Loan Program loan on tite the new promissory note was signed)
period of enroliment beginning before January B113he applicable interest rate is fixed at 7%.

For Stafford Loans first disbursed to a “nebdrrower, for a period of enroliment beginning aratier January 1, 1981, but before September 933
the applicable interest rate is fixed at 9%.

For Stafford Loans first disbursed to a “neldrrower, for a period of enrollment beginning arafier September 13, 1983, but before July 1, 18&
applicable interest rate is fixed at 8%.

For Stafford Loans first disbursed to a borrowethvain outstanding balance on a PLUS, SLS, or Catat@n Loan, but not on a Stafford Loan, wt
the new loan is intended for a period of enrolimegginning before July 1, 1988, the applicablerggerate is fixed at 8%.

For Stafford Loans first disbursed before Octobefl992, to a “new’borrower or to a borrower with an outstanding beéaon a PLUS, SLS,
Consolidation Loan, but not a Stafford Loan, whiaenew loan is intended for a period of enrollmeeginning on or after July 1, 1988, the applic
interest rate is as follows:

« Original fixed interest rate of 8% for the fi48 months of repayment. Beginning on the first dayhe 49" month of repayment, tl
interest rate increased to a fixed rate of 10%eihier. Loans in this category were subject to exdaterest rebates and have |
converted to a variable interest rate based omdinel equivalent rate of the @ky Treasury bill auctioned at the final auctiorfiobe the
preceding June 1, plus 3.25%. The variable integstis adjusted annually on July 1. The maximot@arest rate for loans in this catec
is 10%.

For Stafford Loans first disbursed on or after 28y 1992, but before July 1, 1994, to a borrowith &n outstanding Stafford Loan made with a
8%, 9%, or 8%/10% fixed interest rate, the origirsgdplicable interest rate is the same as thepratéded on the borrower's previous Stafford L
(i.e., a fixed rate of 7%, 8%, 9%, or 8%/10%). Leadn this category were subject to excess intexdsites and have been converted to a va
interest rate based on the bond equivalent ratteoBlday Treasury bill auctioned at the final auctioriobe the preceding June 1, plus 3.1%.
variable interest rate is adjusted annually on Julyhe maximum interest rate for a loan in thigegary is equal to the loan's previous fixed rate,
7%, 8%, 9%, or 10%).

For Stafford Loans first disbursed on or after @etol, 1992, but before December 20, 1993, to eolv@r with an outstanding balance on a PL
SLS, or Consolidation Loan, but not on a Staffocdh, the original, applicable interest rate isdix 8%. Loans in this category were subject t@s:
interest rebates and have been converted to eblaiizerest rate based on the bond equivalentafatiee 91day Treasury bill auctioned at the fi
auction before the preceding June 1, plus 3.1%.vEni&able interest rate is adjusted annually oy JulThe maximum interest rate for a loan in
category is 8%.

For Stafford Loans first disbursed on or after @etol, 1992, but before July 1, 1994, to a “ndetrower, the applicable interest rate is variaid i
based on the bond equivalent rate of thel@i-Treasury bill auctioned at the final auctiofiobe the preceding June 1, plus 3.1%. The varisiges
rate is adjusted annually on July 1. The maximurarést rate for a loan in this category is 9%.
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For Stafford Loans first disbursed on or after Deber 20, 1993, but before July 1, 1994, to a boerowith an outstanding balance on a PLUS, .
or Consolidation Loan, but not on a Stafford Lo, applicable interest rate is variable and i®as the bond equivalent rate of thed2l Treasur
bill auctioned at the final auction before the pdiaog June 1, plus 3.1%. The variable interestisadeljusted annually on July 1. The maximum irgi
rate for a loan in this category is 9%.

For Stafford Loans first disbursed on or after JLly1994, but before July 1, 1995, where the Igaintended for a period of enrollment that include
begins on or after July 1, 1994, the applicablerggt rate is variable and is based on the bonivaquot rate of the 9tlay Treasury bill auctioned
the final auction before the preceding June 1, Bld%. The variable interest rate is adjusted allyhoa July 1. The maximum interest rate for a |
in this category is 8.25%.

For Stafford Loans first disbursed on or after ul\t995, but before July 1, 1998, the applicablerest rate is as follows:

* When the borrower is in school, in grace, or iraathorized period of deferment, the applicablerggerate is variable and is based or
bond equivalent rate of the @ty Treasury bill auctioned at the final auctiofiobe the preceding June 1, plus 2.5%. The variaizes
rate is adjusted annually on July 1. The maximut@rest rate is 8.25%.

*  When the borrower is in repayment or in a periotbdbearance, the applicable interest rate is kiand is based on the bond equiv:
rate of the 91day Treasury bill auctioned at the final auctiofobe the preceding June 1, plus 3.1%. The variaiéest rate is adjust
annually on July 1. The maximum interest rate 25%.

For Stafford Loans first disbursed on or after ul\t998, but before July 1, 2006, the applicablerest rate is as follows:

*  When the borrower is in school, in grace, or iraathorized period of deferment, the applicablerggerate is variable and is based or
bond equivalent rate of the @ty Treasury bill auctioned at the final auctiofiobe the preceding June 1, plus 1.7%. The varimizes
rate is adjusted annually on July 1. The maximut@rest rate is 8.25%.

*  When the borrower is in repayment or in a periotbdbearance, the applicable interest rate is kd¥iand is based on the bond equiv:
rate of the 91day Treasury bill auctioned at the final auctiofobe the preceding June 1, plus 2.3%. The variaiéest rate is adjust
annually on July 1. The maximum interest rate 25%o.

For Stafford Loans first disbursed on or after JulY006, the applicable interest rate is fixed.80%. However, for Stafford Loans for undergrads
the applicable interest rate was reduced in pHasesghich the first disbursement was made on araft

e July 1, 2008 and before July 1, 2009, the apple#iterest rate is fixed at 6.0C
e July 1, 2009 and before July 1, 2010, the appleaiterest rate is fixed at 5.6C
Unsubsidized Stafford Loans

General. The Unsubsidized Stafford Loan program was crebye@ongress in 1992 for students who did not quétif Subsidized Stafford Loans ¢
to parental and/or student income and assets iesexaf permitted amounts. These students weréeelntiit borrow the difference between the Staf
Loan maximum for their status (dependent or inddpat) and their Subsidized Stafford Loan eligipilihrough the Unsubsidized Stafford L
Program. The general requirements for Unsubsid&edford Loans, including special allowance payragiare essentially the same as thos
Subsidized Stafford Loans. However, the terms eflilmsubsidized Stafford Loans differ materiallynfr&ubsidized Stafford Loans in that the fec
government will not make interest subsidy paymanis the loan limitations were determined withosipext to the expected family contribution.
borrower is required to either pay interest from time the loan is disbursed or the accruing istesecapitalized when repayment begins and agrtio
of deferment and forbearance periods. Unsubsiditatford Loans were not available before Octobel9B2. A student meeting the general eligib
requirements for a loan under the Federal FamilycBtion Loan Program was eligible for an Unsubgiditafford Loan without regard to need.

Interest rates for Unsubsidized Stafford LoarUnsubsidized Stafford Loans are subject to the siameeest rate provisions as Subsidized Sta
Loans, with the exception of Unsubsidized Staffoodns first disbursed on or after July 1, 2008,chtrietain a fixed interest rate of 6.80%.
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PLUS Loans

General. PLUS Loans were made to parents, and under cectemiomstances spouses of remarried parents, ofndepé undergraduate stude
Effective July 1, 2006, graduate and professiohadents were eligible borrowers under the PLUS Lpagram. For PLUS Loans made on or ¢
July 1, 1993, the borrower could not have an adversdit history as determined by criteria estaklisby the Secretary of Education. The
provisions applicable to PLUS Loans are similathtose of Stafford Loans with respect to the involeat of guarantee agencies and the Secret
Education in providing federal insurance and reiasoe on the loans. However, PLUS Loans differ iigantly, particularly from the Subsidiz
Stafford Loans, in that federal interest subsidynpants are not available under the PLUS Loan Progaad special allowance payments are |
restricted.

Interest rates for PLUS LoansFor PLUS Loans first disbursed on or after Jandar¥981, but before October 1, 1981, the applicatibrest rate
fixed at 9%.

For PLUS Loans first disbursed on or after Octdhe¥981, but before November 1, 1982, the applecatierest rate is fixed at 14%.

For PLUS Loans first disbursed on or after Noventher982, but before July 1, 1987, the applicabierest rate is fixed at 12%.

Beginning July 1, 2001, for PLUS Loans first diskent on or after July 1, 1987, but before Octobd©92, the applicable interest rate is variableia
based on the weekly average gma+ constant maturity Treasury bill yield for #last calendar week ending on or before June 26edimeg July 1 c
each year, plus 3.25%. The variable interest sateljusted annually on July 1. The maximum intenast is 12%. Prior to July 1, 2001, PLUS Loar
this category had interest rates which were baseth® 52week Treasury bill auctioned at the final aucti@idhprior to the preceding June 1, |
3.25%. The annual (July 1) variable interest raj@siment was applicable prior to July 1, 2001was the maximum interest rate of 12%. PLUS L
originally made at a fixed interest rate, which édoeen refinanced for purposes of securing a Mariaterest rate, are subject to the variable
rate calculation described in this paragraph.

Beginning July 1, 2001, for PLUS Loans first diskent on or after October 1, 1992, but before JullP94, the applicable interest rate is variableia
based on the weekly average gmar constant maturity Treasury yield for the zendar week ending on or before June 26 preceldilygl of eac
year, plus 3.1%. The variable interest rate is stdp annually on July 1. The maximum interest itH0%. Prior to July 1, 2001, PLUS Loans in
category had interest rates which were based ob2keeek Treasury bill auctioned at the final aucti@hdhprior to the preceding June 1, plus 3.
The annual (July 1) variable interest rate adjustmes applicable prior to July 1, 2001, as wasttlhgimum interest rate of 10%.

Beginning July 1, 2001, for PLUS Loans first disked on or after July 1, 1994, but before July B8 %he applicable interest rate is variable ai
based on the weekly average gmar constant maturity Treasury yield for the zendar week ending on or before June 26 preceldilygl of eac
year, plus 3.1%. The variable interest rate is stdfi annually on July 1. The maximum interest is@%. Prior to July 1, 2001, PLUS Loans in
category had interest rates which were based ob2keeek Treasury bill auctioned at the final aucti@hdhprior to the preceding June 1, plus 3.
The annual (July 1) variable interest rate adjustmes applicable prior to July 1, 2001, as wastlgimum interest rate of 9%.

For PLUS Loans first disbursed on or after Julyl298, but before July 1, 2006, the applicable eggtrate is variable and is based on the
equivalent rate of the 9day Treasury bill auctioned at the final auctiofobe the preceding June 1 of each year, plus 3Tt#%.variable interest rate
adjusted annually on July 1. The maximum interat is 9%.

For PLUS Loans first disbursed on or after Jul2d06, the applicable interest rate is fixed at 8.5%
SLS Loans

General.SLS Loans were limited to graduate or professishadents, independent undergraduate students,egashdent undergraduate students, i
students' parents were unable to obtain a PLUS .LBacept for dependent undergraduate studentsbisitiyg for SLS Loans was determined withi
regard to need. SLS Loans were similar to Staffasdns with respect to the involvement of guararggencies and the Secretary of Educatic
providing federal insurance and reinsurance onldhes. However, SLS Loans differed significanthgrticularly from Subsidized Stafford Loa
because federal interest subsidy payments weravaitable under the SLS Loan Program and spedi@mlahce payments were more restricted.
SLS Loan Program was discontinued on July 1, 1994.
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Interest rates for SLS Loans<The applicable interest rates on SLS Loans maderd&dctober 1, 1992, and on SLS Loans originallgienat a fixe
interest rate, which have been refinanced for pgep®f securing a variable interest rate, are iicldrib the applicable interest rates describedPldd S
Loans made before October 1, 1992.

For SLS Loans first disbursed on or after Octoher992, but before July 1, 1994, the applicableradt rate is as follows:

* Beginning July 1, 2001, the applicable intenmede is variable and is based on the weekly aveoaggear constant maturity Treas!
yield for the last calendar week ending on or befoune 26 preceding July 1 of each year, plus 3Tt . variable interest rate is adjus
annually on July 1. The maximum interest rate i%1Prior to July 1, 2001, SLS Loans in this catggoad interest rates which w:
based on the 5@&eek Treasury bill auctioned at the final auctiaidhprior to the preceding June 1, plus 3.1%. Tieual (July 1
variable interest rate adjustment was applicaliter po July 1, 2001, as was the maximum interetst od 11%.

Consolidation Loans

General. The Higher Education Act authorized a program unaeich certain borrowers could consolidate theiriougs federally insured educat
loans into a single loan insured and reinsured basis similar to Stafford Loans. Consolidation h®a&ould be obtained in an amount sufficient ta
outstanding principal, unpaid interest, late chaygad collection costs on federally insured angeied student loans incurred under the Federailf
Education Loan and Direct Loan Programs, includid)S Loans made to the consolidating borrower, el & loans made under the Perkins 1
(formally National Direct Student Loan Program)dEgally Insured Student Loan (FISL), Nursing Studesan (NSL), Health Education Assista
Loan (HEAL), and Health Professions Student LoaR$H) Programs. To be eligible for a FFELP Consaiialoan, a borrower had to:

* have outstanding indebtedness on student loade mnder the Federal Family Education Loan Prognaaiior certain other federal
student loan programs; and

* be in repayment status or in a grace period orslt@ibe consolidate
Borrowers who were in default on loans to be cadatéd had to first make satisfactory arrangementgepay the loans to the respective holder(
had to agree to repay the consolidating lender madeincomesensitive repayment arrangement in order to inclinde defaulted loans in t
Consolidation Loan. For applications received oafter January 1, 1993, borrowers could add additimans to a Consolidation Loan during the 180-

day period following the origination of the Conslaltion Loan.

A married couple who agreed to be jointly liableao@onsolidation Loan for which the application waseived on or after January 1, 1993, but bs
July 1, 2006, was treated as an individual for pags of obtaining a Consolidation Loan.

Interest rates for Consolidation Loan:iFor Consolidation Loans disbursed before July 841%he applicable interest rate is fixed at tresatgr of:
e 9%, ol
» The weighted average of the interest rates onoiduesl consolidated, rounded to the nearest whotept

For Consolidation Loans disbursed on or after Jylyt994, based on applications received by theelebdfore November 13, 1997, the applic
interest rate is fixed and is based on the weightedage of the interest rates on the loans calaeli, rounded up to the nearest whole percent.

For Consolidation Loans on which the applicatiorsweceived by the lender between November 13, 188d,September 30, 1998, inclusive,
applicable interest rate is variable accordinghfollowing:

* For the portion of the Consolidation Loan whictc@nprised of FFELP, Direct, FISL, Perkins, HPSLNSL loans, the variable inter
rate is based on the bond equivalent rate of théa§1Treasury bills auctioned at the final auctiefope the preceding June 1, plus 3.
The variable interest rate for this portion of ensolidation Loan is adjusted annually on Julyfie maximum interest rate for t
portion of the Consolidation Loan is 8.25%.
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» For the portion of the Consolidation Loan whichaitributable to HEAL Loans (if applicable), the izdole interest rate is based on
average of the bond equivalent rates of thel@l-Treasury bills auctioned for the quarter endinge 30, plus 3.0%. The variable inte
rate for this portion of the Consolidation Loanadjusted annually on July 1. There is no maximuterést rate for the portion o
Consolidation Loan that is represented by HEAL Lan

For Consolidation Loans on which the applicatiorswaceived by the lender on or after October 1818% applicable interest rate is determ
according to the following:

» For the portion of the Consolidation Loan whichcemprised of FFELP, Direct, FISL, Perkins, HPSL,N8L loans, the applicat
interest rate is fixed and is based on the weightestage of the interest rates on the R#AL loans being consolidated, rounded u
the nearest one-eighth of one percent. The maxiiterest rate for this portion of the Consolidatlaran is 8.25%.

» For the portion of the Consolidation Loan whichaigibutable to HEAL Loans (if applicable), the ¢&ipable interest rate is variable an
based on the average of the bond equivalent rétdse®1day Treasury bills auctioned for the quarter endlnge 30, plus 3.0%. T
variable interest rate for this portion of the Caligation Loan is adjusted annually on July 1. Ehir no maximum interest rate for
portion of the Consolidation Loan that is represdrity HEAL Loans.

For a discussion of required payments that redueedturn on Consolidation Loans, see “Fees - Rdieaton Consolidation Loans” in this Appendix.
Interest rate during active duty

The Higher Education Opportunity Act of 2008 redigke Servicemembers Civil Relief Act to includeBEFProgram loans. Interest charges on F
Program loans are capped at 6% during a periotinef on or after August 14, 2008, in which a borrolas served or is serving on active duty ir
Armed Forces, National Oceanic and Atmospheric Adshiation, Public Health Services, or National @lualhe interest charge cap includes
interest rate in addition to any fees, service gbsr and other charges related to the loan. Thascapplicable to loans made prior to the date
borrower was called to active duty.

Maximum loan amounts

Each type of loan was subject to certain limitstba maximum principal amount, with respect to aegivacademic year and in the aggres
Consolidation Loans were limited only by the amooheligible loans to be consolidated. PLUS LoarseMimited to the difference between the
of attendance and the other aid available to thdestt. Stafford Loans, subsidized and unsubsidizede subject to both annual and aggregate |
according to the provisions of the Higher Educatanh

Loan limits for Subsidized Stafford and Unsubsidiz&tafford Loans.Dependent and independent undergraduate studengsswiject to the sar
annual loan limits on Subsidized Stafford Loansieipendent students were allowed greater annualliwais on Unsubsidized Stafford Loans
student who had not successfully completed the year of a program of undergraduate educationdcbatrow up to $3,500 in Subsidized Staf
Loans in an academic year. A student who had ssftdgscompleted the first year, but who had notcassfully completed the second year, ¢
borrow up to $4,500 in Subsidized Stafford Loans gmademic year. An undergraduate student who heckssfully completed the first and sec
years, but who had not successfully completed émeamder of a program of undergraduate educationldcborrow up to $5,500 in Subsidi:
Stafford Loans per academic year.

Dependent students could borrow an additional ¥2i@@nsubsidized Stafford Loans for each yearrafargraduate study. Independent students
borrow an additional $6,000 of Unsubsidized Staffooans for each of the first two years and antamthl $7,000 for the third, fourth, and fifth ye
of undergraduate study. For students enrolled dgqams of less than an academic year in lengtHirtties were generally reduced in proportion to
amount by which the programs were less than oneigdangth. A graduate or professional studenti@dorrow up to $20,500 in an academic
where no more than $8,500 was representative dfidizbd Stafford Loan amounts.

The maximum aggregate amount of Subsidized Sta#iotdUnsubsidized Stafford Loans, including thatipo of a Consolidation Loan used to re
such loans, which a dependent undergraduate stutinhave outstanding is $31,000 (of which only,$28 may be Subsidized Stafford Loans)
independent undergraduate student may have angaggrenaximum of $57,500 (of which only $23,000 ntey Subsidized Stafford Loans). ~
maximum aggregate amount of Subsidized Stafforddmslibsidized Stafford Loans, including the portidra Consolidation Loan used to repay ¢
loans, for a graduate or professional student,
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including loans for undergraduate education, is88@30, of which only $65,500 may be SubsidizedfStdfLoans. In some instances, schools ¢
certify loan amounts in excess of the limits, sasHor certain health profession students.

Loan limits for PLUS Loans.For PLUS Loans made on or after July 1, 1993, tireual amounts of PLUS Loans were limited only by student
unmet need. There was no aggregate limit for PLO&nks.

Repayment

Repayment periodsLoans made under the Federal Family Education [Rragram, other than Consolidation Loans and loamsgbrepaid under
incomebased or extended repayment schedule, must préidepayment of principal in periodic installmemtger a period of not less than five
more than ten years. A borrower may request, waticarrence of the lender, to repay the loan in tkas five years with the right to subseque
extend the minimum repayment period to five ye8iace the 1998 Amendments, lenders have been eequiroffer extended repayment schedul
new borrowers disbursed on or after October 7, 1888 accumulate outstanding Federal Family Edupatioan Program Loans of more tl
$30,000, in which case the repayment period magneitip to 25 years, subject to certain minimumyepant amounts. Consolidation Loans mus
repaid within maximum repayment periods which vdepending upon the principal amount of the borrsveutstanding student loans, but may
exceed 30 years. For Consolidation Loans for whiehapplication was received prior to January 31 %he repayment period cannot exceed 25y
Periods of authorized deferment and forbearancexkided from the maximum repayment period. Initaatd if the repayment schedule on a |
with a variable interest rate does not provideadjustments to the amount of the monthly installinperyment, the maximum repayment period me
extended for up to three years.

Repayment of principal on a Stafford Loan doeshagfin until a student drops below at least a tialé course of study. For Stafford Loans for wl
the applicable rate of interest is fixed at 7%, iygayment period begins between nine and twelvatinscafter the borrower ceases to pursue at |
half-time course of study, as indicated in the promigssaite. For other Stafford Loans, the repaymentopebegins six months after the borro
ceases to pursue at least a half-time course dy sfthese periods during which payments of priricpa not due are the “grace periods.”

In the case of SLS, PLUS, and Consolidation Lo#resyepayment period begins on the date of firghulisement of the loan, except that the borr
of a SLS Loan who also has a Stafford Loan maypguos repayment of the SLS Loan to coincide withathmencement of repayment of the Stal
Loan.

During periods in which repayment of principal &juired, unless the borrower is repaying undemaomebased repayment schedule, paymen
principal and interest must in general be maderateaof at least $600 per year, except that solaer and lender may agree to a lesser rate atrae
before or during the repayment period. Howevem atinimum, the payments must satisfy the intedest &ccrues during the year. Borrowers
make accelerated payments at any time without penal

Income-sensitive repayment schedul8ince 1993, lenders have been required to off@niesensitive repayment schedules, in addition to sta
and graduated repayment schedules, for Staffor&, @ibd Consolidation Loans. Beginning in 2000, é&gachave been required to offer income-
sensitive repayment schedules to PLUS borrowersedls Use of incomesensitive repayment schedules may extend the maxirepayment peric

for up to five years if the payment amount est&iglis from the borrower's income will not repay than within the maximum applicable repayn
period.

Income-based repayment schedulgffective July 1, 2009 borrower in the Federal Family Education LoangPao or Federal Direct Loan Progr:
other than a PLUS Loan made to a parent borrowangrConsolidation Loan that repaid one or morepaPLUS loans, may qualify for an income-
based repayment schedule regardless of the dishersedates of the loans if he or she has a pditiahcial hardship. A borrower has a finan
hardship if the annual loan payment amount baseal Byear repayment schedule exceeds 15% of the boradjusted gross income, minus 1t

of the poverty line for the borrower's actual fansize. Interest will be paid by the Secretary dfi€ation for subsidized loans for the first threaury
for any borrower whose scheduled monthly paymentoissufficient to cover the accrued interest. fesge will capitalize at the end of the pai
financial hardship period, or when the borroweribgegnaking payments under a standard repaymentstcherhe Secretary of Education will car
any outstanding balance after 25 years if a borrawe has made payments under this schedule mestsrccriteria.

Deferment periodsNo principal payments need be made during certaiiogs of deferment prescribed by the Higher Edanafct. For a borrowe
who first obtained a Stafford or SLS loan which wlésbursed before July 1, 1993, deferments ardadblai

» during a period not exceeding three years whilebttreower is a member of the Armed Forces, an effin the Commissioned Corps
the Public Health Service or, with respect to adoeer who first obtained a student loan
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disbursed on or after July 1, 1987, or a studeant for a period of enrollment beginning on or aftely 1, 1987, an active duty membe
the National Oceanic and Atmospheric Administrat@orps;

* during a period not exceeding three years whilébtiveower is a volunteer under the Peace Corps

» during a period not exceeding three years whigeborrower is a fultime paid volunteer under the Domestic Volunteer @{c1973

» during a period not exceeding three years wthige borrower is a fultime volunteer in service which the Secretary ofiéation ha
determined is comparable to service in the Peacp @ounder the Domestic Volunteer Act of 1970 wdthorganization which is exen
from taxation under Section 501(c)(3) of the In&#fiRevenue Code;

» during a period not exceeding two years while togdwer is serving an internship necessary to vecpiofessional recognition requi
to begin professional practice or service, or dified internship or residency program;

» during a period not exceeding three years whilebtireower is temporarily totally disabled, as eltiled by sworn affidavit of a qualifi
physician, or while the borrower is unable to seamployment because of caring for a dependentisvbo disabled;

» during a period not exceeding two years whikeltbrrower is seeking and unable to find tuthe employmen

» during any period that the borrower is pursuanfgll-time course of study at an eligible institution, (@ith respect to a borrower who fi
obtained a student loan disbursed on or after Bul87, or a student loan for a period of enrofiieeginning on or after July 1, 1987
pursuing at least a half-time course of study);

* during any period that the borrower is pursuingarse of study in a graduate fellowship prog!

e during any period the borrower is receiving rehgdiibn training services for qualified individualas defined by the Secretary
Education;

» during a period not exceeding six months whileliberower is on parental leave;

» only with respect to a borrower who first obtairedtudent loan disbursed on or after July 1, 19874 student loan for a period
enrollment beginning on or after July 1, 1987, dgra period not exceeding three years while theoba@r is a fulltime teacher in
public or nonprofit private elementary or secondsgkiool in a “teacher shortage area$ prescribed by the Secretary of Education)
during a period not exceeding one year for motheith, preschool age children, who are enteringesentering the work force and w
are paid at a rate of no more than $1 per hour ithare the federal minimum wage.

For a borrower who first obtained a loan on orrajtdy 1, 1993, deferments are available:
» during any period that the borrower is pursuabdgast a halfime course of study at an eligible instituti

» during any period that the borrower is pursuingarse of study in a graduate fellowship prog!

e during any period the borrower is receiving rehgdiibn training services for qualified individualas defined by the Secretary
Education;

* during a period not exceeding three years wthieborrower is seeking and unable to find fitie employment; ar

e during a period not exceeding three years for aasaon which has caused or will cause the borrowenamic hardship. Econon
hardship includes working full time and earningaamount that does not exceed the greater of thededgnimum wage or 150% of t
poverty line applicable to a borrower's family semed state of residence. Additional categoriescohemic hardship are based on
receipt of payments from a state or federal pubdisistance program, service in the Peace Corpmtidbruly 1, 2009, the relationst
between a borrower's educational debt burden andrtier income.
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A borrower serving on active duty during a war trey military operation or national emergency, erfprming qualifying National Guard duty dur
a war or other military operation or national enggrgy may obtain a military deferment. Eligible mawers may receive the deferment for
outstanding Title IV loans in repayment effectivet@er 1, 2007, for all periods of active duty sesvthat include that date or begin on or aftet
date. The deferment period includes the borroveergice period and 180 days following the demodilon date.

A borrower serving on or after October 1, 2007, meeive up to 13 months of active duty studenémeént after the completion of military servic
he or she meets the following conditions:

* is a National Guard member, Armed Forces resenarsbyar, or retired member of the Armed For
» is called or ordered to active duty; i
» is enrolled at the time of, or was enrolled withir months prior to, the activation in a prograna@ateligible institutior

The active duty student deferment ends the earfiathen the borrower returns to an enrolled staiust the end of 13 months.
PLUS Loans first disbursed on or after July 1, 2G08 eligible for the following deferment options:

* A parent PLUS borrower, upon request, may deferé¢payment of the loan during any period duringolitthe student for whom the Ic
was borrowed is enrolled at least half time. Algmm request, the borrower can defer the loan fersilkmonth period immediate
following the date on which the student for whora than was borrowed ceases to be enrolled athedfstime, or if the parent borrow
is also a student, the date after he or she céabesenrolled at least half time.

* A graduate or professional student PLUS borromay defer the loan for the sironth period immediately following the date on wi
he or she ceases to be enrolled at least half filmis.option does not require a request and mayréeted each time the borrower ce:
to be enrolled at least half time.

Prior to the 1992 Amendments, only certain of teéetments described above were available to PLWSGamsolidation Loan borrowers. Prior to
1986 Amendments, PLUS Loan borrowers were notledtto certain deferments.

Forbearance periodsThe Higher Education Act also provides for periedgorbearance during which the lender, in casa bbrrower's tempora
financial hardship, may postpone any payments. #obeer is entitled to forbearance for a period exteeding three years while the borrower's
burden under Title IV of the Higher Education Aeth{ch includes the Federal Family Education LoaongPam) equals or exceeds 20% of
borrower's gross income. A borrower is also emtitie forbearance while he or she is serving in alifying internship or residency program
“national service positiontinder the National and Community Service Trust @fc1993, a qualifying position for loan forgivenassder the Teach
Loan Forgiveness Program, or a position that gealifiim or her for loan repayment under the Studean Repayment Program administered by
Department of Defense. In addition, mandatory adbtrative forbearances are provided in exceptiariaumstances such as a local or nati
emergency, a military mobilization, or when the graphical area in which the borrower or endorssides has been designated a disaster area
President of the United States or Mexico, the Piitidster of Canada, or by the governor of a state.

Interest payments during grace, deferment, and feanance periodsThe Secretary of Education makes interest paynantsehalf of the borrow
for certain eligible loans while the borrower issichool and during grace and deferment periodsrdst that accrues during forbearance periodsit
the loan is not eligible for interest subsidy paytseduring inschool, grace, and deferment periods, may be paitthty or quarterly by the borrow:
Any unpaid accrued interest may be capitalizedheyiénder.

Fees

Guarantee fee and Federal default feEor loans for which the date of guarantee of ppatiwas on or after July 1, 2006, a guarantee agefac
required to collect and deposit into the Federati&nt Loan Reserve Fund a Federal default fee amasunt equal to 1% of the principal amount o
loan. The fee was collected either by deductiomftbe proceeds of the loan or by payment from otioer-ederal sources. Federal default fees ¢
not be charged to borrowers of Consolidation Loans.




Origination fee. Beginning with loans first disbursed on or afialy 1, 2006, the maximum origination fee which Iddoe charged to a Stafford Lc
borrower decreased according to the following sakeed

* 1.5% with respect to loans for which the first distement was made on or after July 1, 2007, aratéddily 1, 200t
* 1.0% with respect to loans for which the first distement was made on or after July 1, 2008, aratddily 1, 2009; at
*  0.5% with respect to loans for which the first distement was made on or after July 1, 2009, armtddiuly 1, 201(

A lender could charge a lesser origination fee taff&d Loan borrowers as long as the lender did¢d@usistently with respect to all borrowers \
resided in or attended school in a particular sRegardless of whether the lender passed allpartton of the origination fee on to the borrowtke
lender had to pay the origination fee owed on éaah it made to the Secretary of Education.

An eligible lender was required to charge the beeoof a PLUS Loan an origination fee equal to 3%he principal amount of the loan. This fee
to be deducted proportionately from each disbursgemithe PLUS Loan and had to be remitted to ther&ary of Education.

Lender fee. The lender of any loan made under the Federal ahailication Loan Program was required to pay adeke Secretary of Education. |
loans made on or after October 1, 2007, the feeagaal to 1.0% of the principal amount of such IcEms fee could not be charged to the borrower.

Rebate fee on Consolidation LoanThe holder of any Consolidation Loan made on cerafctober 1, 1993, is required to pay to the Sagreoi
Education a monthly rebate fee. For loans maderaiter October 1, 1993, from applications receipedr to October 1, 1998, and after Januan
1999, the fee is equal to 0.0875% (1.05% per anmirti)e principal and accrued interest on the Clidation Loan. For loans made from applicati
received during the period beginning on or aftetoDer 1, 1998, through January 31, 1999, the f8e0517% (0.62% per annum).

Interest subsidy payments

Interest subsidy payments are interest payments @aithe outstanding principal balance of an elgilban before the time that the loan er
repayment and during deferment periods. The SegrefaEducation and the guarantee agencies enteririterest subsidy agreements whereby
Secretary of Education agrees to pay interest dulpgiyments on a quarterly basis to the holderdigible guaranteed loans for the benefit of stus
meeting certain requirements, subject to the heldsmpliance with all requirements of the HigheluBation Act. Subsidized Stafford Loans
eligible for interest payments. Consolidation Lo&émswhich the application was received on or aflanuary 1, 1993, are eligible for interest sut
payments. Consolidation Loans made from applicatieteived on or after August 10, 1993, are ekygiolr interest subsidy payments only if
underlying loans consolidated were Subsidized &tdff oans. Consolidation Loans for which the amglin is received by an eligible lender ot
after November 13, 1997, are eligible for interaghsidy payments on that portion of the Consoliatioan that repaid subsidized Federal Fa
Education Loan Program Loans or similar subsidipeshs made under the Direct Loan Program. The o the Consolidation Loan that reg
HEAL Loans is not eligible for interest subsidygaedless of the date the Consolidation Loan wasmad

Special allowance payments

The Higher Education Act provides for special abmee payments (SAP) to be made by the Secretafgwdation to eligible lenders. The rates
special allowance payments are based on formutaslifier according to the type of loan, the date lban was originally made or insured, and the
of funds used to finance the loan (taxable or teeagpt).

Stafford Loans.The effective formulas for special allowance paytrrates for Subsidized Stafford and Unsubsidizedf&d Loans are summarizec

the following chart. The T-Bill Rate mentioned imetchart refers to the average of the bond equivalield of the 91day Treasury bills auction
during the preceding quarter.
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Date of Loans Annualized SAP Rate

On or after October 1, 1981 T-Bill Rate less Applicable Interest Rate + 3.5%
On or after November 16, 1986 T-Bill Rate less kggble Interest Rate + 3.25%
On or after October 1, 1992 T-Bill Rate less Applicable Interest Rate + 3.1%
On or after July 1, 1995 T-Bill Rate less Applicable Interest Rate + 3.%%
On or after July 1, 1998 T-Bill Rate less Applicable Interest Rate + 2.8%
3 Month Commercial Paper Rate less Applicable &#eRate -
On or after January 1, 2000 2.34%90

On or after October 1, 2007 and held by a DepartroéiEducatior
certified not-forprofit holder or Eligible Lender Trustee holding 3 Month Commercial Paper Rate less Applicable &#emRate -
behalf of a Department of Education certified nmtprofit entity 1.94%W®

3 Month Commercial Paper Rate less Applicable &#eRate -
All other loans on or after October 1, 2007 1.79%®®)

® Substitute 2.5% in this formula while such loars iarschool, grace, or deferment status

@ Substitute 2.2% in this formula while such loars iarschool, grace, or deferment status.

® Substitute 1.74% in this formula while such loaresia-school, grace, or deferment status.

® Substitute 1.34% in this formula while such loaresia-school, grace, or deferment status.

® Substitute 1.19% in this formula while such loaresia-school, grace, or deferment status.

©The Military Construction and Veterans Affairs aRdlated Agencies Appropriations Act of 2012 proside alternate calculation metl
that substitutes for 3 Month Commercial Paper Rat®¥onth London Inter Bank Offered Rate (LIBOR) fdnited States dollars in effect"
each of the days in such quarter as compiled aedged by the British Banker's Association." Thistmod has to be selected by each le
or beneficial holder before April 1, 2012 and applio all loans held under the same lender ideatiin number for the quarter beginr
April 1, 2012 and all succeeding 3-month periods.

PLUS, SLS, and Consolidation LoanThe formula for special allowance payments on PL8IS3, and Consolidation Loans are as follows:

Date of Loans Annualized SAP Rate
On or after October 1, 1992 T-Bill Rate less Applicable Interest Rate + 3.1%

3 Month Commercial Paper Rate less Applicable &#eRate -
On or after January 1, 2000 2.64%M

PLUS loans on or after October 1, 2007 and held Bepartment ¢
Education certified not-foprofit holder or Eligible Lender Trust
holding on behalf of a Department of Education ified not-for-3 Month Commercial Paper Rate less Applicable b&#erRate -

profit entity 1.94%W
3 Month Commercial Paper Rate less Applicable &#eRate -
All other PLUS loans on or after October 1, 2007 1.79%®

Consolidation loans on or after October 1, 2007 &etd by ¢
Department of Education certified not-fprefit holder or Eligible
Lender Trustee holding on behalf of a DepartmentEdiicatior3 Month Commercial Paper Rate less Applicable &serRate -

certified not-for-profit entity 2.24%W
3 Month Commercial Paper Rate less Applicable &#eRate -
All other Consolidation loans on or after Octobe2@07 2.09%®

®The Military Construction and Veterans Affairs aRdlated Agencies Appropriations Act of 2012 proside alternate calculation metl
that substitutes for 3 Month Commercial Paper RatMonth London Inter Bank Offered Rate (LIBOR) fdnited States dollars in effect
each of the days in such quarter as compiled dedsed by the British Banker's Association." Thistmod has to be selected by each le
or beneficial holder before April 1, 2012 and applio all loans held under the same lender ideatifin number for the quarter beginr
April 1, 2012 and all succeeding 3-month periods.

For PLUS and SLS Loans made prior to July 1, 1294, PLUS loans made on or after July 1, 1998, whigdr interest at rates adjusted annt
special allowance payments are made only in quadaring which the interest rate ceiling on sucank operates to reduce the rate that w
otherwise apply based upon the applicable forntde “Interest Rates for PLUS Loans”
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and “Interest Rates for SLS Loan&pecial allowance payments are available on varigdte PLUS Loans and SLS Loans made on or afterl]
1987, and before July 1, 1994, and on any PLUS &@aade on or after July 1, 1998, and before JarLia?@00, only if the variable rate, whict
reset annually, based on the weekly average oneegestant maturity Treasury yield for loans maedéle July 1, 1998, and based on thed@y-oi
52-week Treasury bill, as applicable for loans madeoafter July 1, 1998, exceeds the applicable mawi borrower rate. The maximum borro
rate is between 9% and 12% per annum. The porificany, of a Consolidation Loan that repaid a HEAban is ineligible for special allowan
payments.

Recapture of excess intere. The Higher Education Reconciliation Act of 200Byides that, with respect to a loan for which fingt disbursement «
principal was made on or after April 1, 2006, iethpplicable interest rate for any thmenth period exceeds the special allowance supposl
applicable to the loan for that period, an adjustimaust be made by calculating the excess intemedtcrediting such amounts to the Secreta
Education not less often than annually. The amotiahy adjustment of interest for any quarter Wwélequal to:

» the applicable interest rate minus the speciahallxe support level for the loan, multipliec

» the average daily principal balance of the loanrduthe quarter, divided |

« four.
Special allowance payments for loans financed by-exempt bonds The effective formulas for special allowance paytrates for Stafford Loa
and Unsubsidized Stafford Loans differ dependingwdrether loans to borrowers were acquired or oaigid with the proceeds of taxemp
obligations. The formula for special allowance pays for loans financed with the proceeds of éagmpt obligations originally issued prior

October 1, 1993 is:

T-Bill Rate less Applicable Interest Rate + 3.5%
2

providedthat the special allowance applicable to the loaag not be less than 9.5% less the Applicable éstdRate. Special rules apply with res
to special allowance payments made on loans

» originated or acquired with funds obtained frtira refunding of taxexempt obligations issued prior to October 1, 198

» originated or acquired with funds obtained frawllections on other loans made or purchased witid$ obtained from tagxemp
obligations initially issued prior to October 1,90

Amounts derived from recoveries of principal onrisaligible to receive a minimum 9.5% special adoee payment may only be used to origina
acquire additional loans by a unit of a state ealgovernment, or non-profit entity not owned ontolled by or under common ownership of a for-
profit entity and held directly or through any sidgigry, affiliate or trustee, which entity has aalounpaid balance of principal equal to or less
$100,000,000 on loans for which special allowangese paid in the most recent quarterly paymentrgooSeptember 30, 2005. Such entities
originate or acquire additional loans with amoutesived from recoveries of principal until Decemi8dr, 2010. Loans acquired with the proceec
tax-exempt obligations originally issued after Octobef993, receive special allowance payments madsher loans. Beginning October 1, 200¢
order to receive 9.5% special allowance paymensnder must undergo an audit arranged by the 8egref Education attesting to proper billing
9.5% payments on only eligible “first generationida“second generationbans. First generation loans include those loampieed using func
directly from the issuance of the tax-exempt olilgga Secondjeneration loans include only those loans acquistdg funds obtained directly frc
first-generation loans. Furthermore, the lendertroadify compliance of its 9.5% billing on suctalts with each request for payment.

Adjustments to special allowance payme. Special allowance payments and interest subsidgnpats are reduced by the amount which the len
authorized or required to charge as an originafii@n In addition, the amount of the lender origimatfee is collected by offset to special allowe
payments and interest subsidy payments. The Higbacation Act provides that if special allowancgrpants or interest subsidy payments havt
been made within 30 days after the Secretary ofc&itn receives an accurate, timely, and complegeigst, the special allowance payable tc
lender must be increased by an amount equal tdaifeinterest accruing on the special allowance iaterest subsidy payments due the lender.
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MANAGEMENT AGREEMENT

This MANAGEMENT AGREEMENT (the “Agreement™), effective as of ﬂﬂs& day of
January, 2012, by and between Union Bank and Trust Company, a Nebraska banking corporation
and trust company, not in its individual capacity, but solely as trustec under the Trust
Agreements (as defined below) (the “Trustee™), and Whitetail Rock Capital Management, LLC,
a Nebraska limited liability company and registered investment adviser (the “Manager™).

WHEREAS, the Trustee has entered into various trust agreements (each, a “Trust
Agreement” and collectively, the "Trust Agreements™) entitled the Michael S. Dunlap
Irrevocable Trust £'b/o Matthew W. Dunlap, the Michael S. Dunlap Irrevocable Trust b/o Jacob
R. Dunlap, the Michael L. Dunlap Irrevocable Trust £b/o Hunter R. Dunlap, the Michael S.
Dunlap Five Year Even Payment Grantor Retained Annuity Trust, the Michael S. Dunlap Ten
Year Even Payment Grantor Retained Annuity Trust, the Michael S. Dunlap Fifteen Year Even
Payment Grantor Retained Annuity Trust, the Michael 5. Dunlap Five Year Progressive Payment
Grantor Retained Annuity Trust, the Michael S, Dunlap Ten Year Progressive Payment Grantor
Retained Annuity Trust, and the Michael S. Dunlap Fifteen Year Progressive Payment Grantor
Retained Annuity Trust (each, a “Trust” and collectively, the “Trusts™);

WHEREAS, the Trustee is authorized to engage an investment adviser to manage the
agsets of the Trusts pursuant to the terms of the Trust Agreements; and

WHEREAS, the Trustee wishes to engage the Manager to act as Investment Adviser
under the terms of this Agreement and in accordance with the Trust Agreements.

NOW, THEREFORE, in consideration of the mutual covenants and promises contained
herein, the parties, intending to be legally bound, hereby agree as follows:

1. Services. The Manager agrees to act as investment adviser with respect to the
assets of each Trust in accordance with the investment objectives and limitations set forth in each
Trust Agreement. Manager shall provide the services of those of its officers or employees as
may be required to furnish the services requested by the Trustee under this Agreement.

2. Term and Termination. The initial term of this Agreement shall be for the period
commencing on the date first sel forth above, and ending on the first anniversary thereof (such
period, as it may be extended, being referred to as the “Management Period™), unless sooner
terminated in accordance with the provisions of this Section 2. The Management Period shall
automatically renew for successive one-year periods after the initial Management Period without
necessity of documentation unless both parties mutually agree to terminate.

Either party may terminate this Agreement at any time, without penalty, by giving the
other party at least 60 days’ prior written notice. Termination of this Agreement will not affect
the liabilities or obligations of the parties from transactions initiated before termination of this
Agreement or Trustee's obligation to pay advisory fees as set forth in this Agreement. Upon the
termination of this Agreement, Manager will have no obligation to recommend or take any
action with regard to the securities, cash or other invesimenis held by the Trustee pursuant to the
Trust Agreements.
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3. Compensation.

(a) Fees. The Trustee shall pay to the Manager annual fees in an amount
equal to five basis points (0.05%) per annum of the aggregate value of the assets of the
Trusts as calculated by the Manager as of the last day of each calendar quarter. Fees are
payable quarterly in arrears, The Trustee and Manager acknowledge that the initial assets
of the Trusts consist of Class B shares of Melnet, Inc. common stock (the *Class B
Shares™), which are freely convertible into Class A shares of Nelnet, Inc. common stock.
The parties agree that the value of any Class B Shares held in the trusts will be based
upon the most recent closing price for Nelnet, Inc. Class A shares of common stock on
the New York Stock Exchange or such other national securities exchange on which
Nelnet, Inc. common stock trades.

(b) Reimbursement of Expenses. The Trustee shall reimburse Manager for all
reasonable and necessary expenses incurred or paid by Manager in connection with, or
related to, the performance of its services under this Agreement. Manager shall submit to
the Trustee itemized monthly statements, in a form satisfactory to the Trustee, of such
expenses incurred in the previous month. The Trustee shall pay to Manager amounts
shown on each such statement within 30 days afier receipt thereof.

4, Cooperation. The Trustee shall provide such access to its information and
property as may be reasonably required in order to permit Manager to perform its obligations
hereunder.

5 Standard of Care and Liability. In providing services hercunder, Manager shall
act with the care, skill, prudence and diligence under the circumstances then prevailing that a
prudent person acting in a like capacity and familiar with such matters would use in the conduct
of an enterprise of a like character and with like aims. Except when otherwise specifically
required by law, Manager shall only be liable to Trustee for any direct and foreseeable losses,
including reasonable attorney’s fees, resulting from negligence or willful misconduct of Manager
or breach of this Agreement by the Manager. Except as may otherwise be provided by law,
Manager will not be liable to Trustee for any act or failure to act by the Trustee, any broker-
dealer to which transactions are directed, or by any other third party. The federal and state
securities laws impose liabilities under certain circumstances on persons who act in good faith,
and therefore nothing in this Agreement will waive or limit any rights that Trustee may have
under those laws. Trustee and Manager acknowledge and agree that each of the Trust
Agreements contains provisions regarding investment of the Trusts’ assets and that nothing
contained herein will be deemed to impose liability on Manager for managing the Trusts” assets
in accordance with the Trust Agreements.

6. Proprietary Information.

(a) Proprietary Information.

(i) Manager acknowledges that its relationship with the Trustee is one of trust
and confidence and that in the course of providing services to the Trustes,
Manager will have access to and contact with Proprietary Information, as defined
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below. Manager will not, during the Management Period or at any time
thereafter, disclose to others, or use for its benefit or the benefit of others, any
Proprietary Information.

(ii)  For purposes of this Agreement, Proprietary Information shall mean, by
way of illustration and not limilation, all information (whether or not patentable
and whether or not copyrightable) owned, possessed or used by the Trustee,
including, without limitation, any invention, formula, vendor information,
customer information, apparatus, equipment, trade secret, process, research,
report, technical data, know-how, computer program, software, software
documentation, hardware design, technology, marketing or business plan,
forecast, unpublished financial statement, budget, license, price, cost and
employee list that is communicated to, learned of, developed or otherwise
acquired by Manager in the course of its service as a consultant to the Trustee.

(iii) Manager's obligations under this Section 5(a) shall not apply to any
information that (a) is or becomes known to the general public under
circumstances involving no breach by Manager or others of the terms of this
Section 5(a), (b) is generally disclosed to third parties by the Trustee without
restriction on such third parties, or (¢) is approved for release by written
authorization of the Board of Directors of the Trustee.

(iv)  Upon termination of this Agreement or at any other time upon request by
the Trustee, Manager shall promptly deliver to the Trustee all records, files,
memoranda, notes, designs, data, reports, price lists, customer lists, drawings,
plans, computer programs, software, software documentation, sketches, research
notehooks and other documents (and all copies or reproductions of such
materials) relating to the business of the Trustee,

(v} ~ Manager represents that its performance under this Agreement does not,
and shall not, breach any agreement that obligates it to keep in confidence any
trade secrets or confidential or proprietary information of it or of any other party
or to refrain from competing, directly or indirectly, with the business of any other
party. Manager shall not disclose to the Trustee any trade secrets or confidential
or proprietary information of any other party.

(b) Remedies. Manager acknowledges that any breach of the provisions of
this Section 6 shall result in serious and irreparable injury to the Trustee for which the
Trustee cannot be adequately compensated by monetary damages alone. Manager agrees,
therefore, that, in addition to any other remedy it may have, the Trustee shall be entitled
to enforce the specific performance of this Agreement by Manager and to seek both
temporary and permanent injunctive relief (to the extent permitted by law) without the
necessity of proving actual damages.

7. Independent Contractor Status, Manager shall perform all services under this
Agreement as an “independent contractor.”
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8. Proxy Voting. Trustee hereby designates and authorizes Manager to vote all
proxies for securities held in the Trusts in accordance with Manager’s wrilten proxy voting
policy. In conneclion with such voting, Manager is authorized to take into account the wishes of
the settlor of the Trusts. Trustee will forward promptly to Manager copies of all proxies and
shareholder communications relating to securities in the Trusts. Trustee agrees that Manager
will not be liable for failing to vote any proxies or take any other action when it has not received
such proxies or other shareholder communications on a timely basis.

9. Services fo Other Clients. Trustee understands that Manager may perform
investment management services for other clients with various investment objectives and
policies. Trustee acknowledges that Manager may give advice and take action with respect to
such clients which may differ from advice given, or the timing or nature of action taken under
this Agreement. Trustee acknowledges that Manager may recommend the purchase or sale of
securities or other investments held under the Trust Agreements that affiliates of the Manager
(“Affiliated Persons”) may also purchase or sell for their own account. Trustee further
acknowledges that Manager shall have no obligation to recommend for purchase or sale by the
Trustee. any security or other investmeni that Afhliated Persons may purchase or sell for its or
their own account or any other client accounts, This Agreement does not limit or restrict in any
way Manager or any of its Affiliated Persons from buying, selling or trading in any securities or
other investments for their own accounts.

Manager or its Affiliated Persons may provide services for, or solicit business from
various companies, including issuers of securities that Manager may recommend for purchase or
sale by Trustee. In providing these services, Manager or its Affiliated Persons may obtain
material, nonpublic or other confidential information that, if disclosed, might affect an investor’s
decision to buy, sell or hold a security. Under applicable law, Manager and its Affiliated Persons
cannot improperly disclose or use this information for their personal benefit or for the benefit of
any person, including clients of Manager. If Manager or any Affiliated Person obtains material,
nonpublic or other confidential information about any issuer, Manager is prohibited from
disclosing the information to Trustee or using it for Trustee’s benefit.

10.  Notices. All notices required or permitted under this Agreement shall be in
writing and shall be deemed effective upon personal delivery or upon deposit in the United
States Mail, by registered or certified mail, postage prepaid, addressed to the other party as set
forth below:

{a) If to Manager:
Whitetail Rock Capital Management, LLC
c/o Matthew Brinkman

121 South 13™ Street, Suite 121
Lincoln, NE 68508
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If to the Trustee;

Union Bank and Trust Company
c/o Alice Skultety

6801 South 27" Street

Lincoln, NE 68512

11.  Entire Agreement. This Agreement constitutes the entire agreement between the
parties and supersedes all prior agreements and understandings, whether written or oral, relating
to the subject matter of this Agreement.

12.  Amendment. This Agreement may be amended or modified only by a written
instrument executed by both the Trustee and Manager.

13.  Governing Law. This Agreement shall be construed, interpreted and enforced in
accordance with the laws of the State of Nebraska.

14.  Assignment. Except as otherwise provided herein, none of the rights, duties or
obligations of cither party to this Agreement may be assigned without the consent of the other.
“Assignment™ shall have the definition given under the Investment Advisers Act of 1940 (the
"Advisors Act").

| B Miscellaneous.

(a) No delay or omission by the Trustee in exercising any right under this
Agreement shall operate as a waiver of that or any other right, A waiver or consent given
by the Trustee on any one occasion shall be effective only in that instance and shall not
be construed as a bar or waiver of any right on any other occasion.

(b)  The captions of the sections of this Agrcement are for convenience of
reference only and in no way define, limit or affect the scope or substance of any section
of this Agreement.

(c)  In the event that any provision of this Agreement shall be invalid, illegal

or otherwise unenforceable, the validity, legality and enforceability of the remaining
provisions shall in no way be affected or impaired thereby.
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IN WITNESS WHEREOF, the parties hereto have executed this Management
Agreement as of the day and year set forth above.

DMWEST 25806531 v2

Whitetail Rock Capital Management, LLC

e A bt

Title: Pregdent

Union Bank and Trust Company
A
By: /ﬂ% X .W i
Title: ALICE SKULTETY \
VICE PRESIDENT & {
SENIOR TRUST OFFICER
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COMMERCIAL LEASE

THIS COMMERCIAL LEASE (the ~1.ease”) is made and entered into v and berween

Union Bank and Trust Company, 3643 South 48" Street, Lincoln, NE 68506, (e ~Landlord™)
and Neiner Inc., 121 South 13 Sireet. Lincoln, Nebraska 68508 (the ~lTenant™) on this 31 day of
Oclober, 207

WIHEREAS, the Landiord and Tenant desue that Tenant lease office spuce within Ligen

Bank and Trus: Company. 2720 Soath 177" Streer, Omaha, NE, 68154 | and more specifically

will consist of approximatety 1,267 square feet. s identified on the foor plun attached hereto
and incorporated herein gs Exhibit “A7 (the "Branch Propeny™); and

L

NOW, THEREFORE. for good and valuable consideration, the parties sgrce us follows;

BRrANCH PROPERTY. Subject to the terms and conditions set forth herein, Lundlord
torchy lenses and grants Tenant exelusive use of the gbove deseribed Branch Property for
ctiht Nelowt, Ine. employees to ocoupy the above referenced square fovlage

[NPTIAL TERM. The initial term of this Agreement shall commence on November 1,
2011, and expire on November 30, 2012, Either parly may terminate this Agresment al
the ond of the Initial Term by providing written aotiee to the other party within ninery
davs ofF execution of the Lease.

RENEWAL QFTION. Provided thar Tenant is not in defaull of eny marenial term,
condition of covenant contained in s Lease atl the tune of renewal or police of
tenmiiation 90 days prior © any Renewal Term is not provided. (s Lease shall
autematically renew annually for one (1) consecutive vears) cach (the “Renewal
Teoms™) on the same terms and conditions set forth herein, subject w the rent adjustment
deserthed in section & hereof.  The Imitial Term and the Renewal Terms. 2 sy, shall be
relerted to collectively herein ag the “Term™

RENT. The Tenant shall pay w the Lusdlord the base resnt (or the Braunch Propeny as
Tl b s

Fyrm. Hent;

imusl & First Renewasl Term * 325,000.00 annualby/S2.05% 37 monthly
* 53,000 sonually/$230 monthly tor each
additional emplovee added  Bevond  the
imitial eight

[f Tenanl eaercises its option to renew heyond the First Renewal Terms pursuany to
Suction 3 above, the Annual Rental increase for each such Renewal Term shail be
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indexed to the CPL as determuned by the U.S. Bureau of Labor Statistics once per
Renewal Temn,

RENTAL PAYMENT. The rent for the first month {or part of a month of the first month
is not 4 full month) shail be puid on the first full day of the Initial Term, The rent for each
succeeding month (or part month if the last period is not a full month) shall be due on the
first day of cach month. Payments shall be made to Union Baok ane Trust Company,
Accounts Mayvable, 4243 Pioneers Wouods Drive, Lincoln, NE 685306,

to Tenant's usc of the Branch Property shall be pud by Landlord. meluding, but not
limited to, ehestricity, heating, and ar-conditioning.

LISE AND QUCUPANCY. Tenant shall conduct all stodent lemding activinies in
pecordance with industry standards and providing or promoling such services as are
customarily offered by Tenant at other office locations of Tenant and for no other use:

Tenant shall not conduct or offer banking services such as raking deposits or making
trmes.

SHINAGE. Tepant 15 expressly permtied o place sipnage withm the Branch Propeny.
Tenant shall not be permilted to place signage on the extenor of the Union Bank and
Trust Mroperty

TEMANT'S EMPLOYEES. While sorking at the Branch Facility, Venamt’s employees
shall be entifled to use restrooms, “break rmooms™ and other similar facilibes provided by
Landlord for the convenienee of Landlord’s emplovees, Tenant™s employees ghell be
entitfied 1o the use, without charge. of an adequate number of designated employee
parking spaces on premise if available,

INSURANCE, Tenunt shall carry personal property msurance, public abnlity insurance
with 2 limit not less than § 100000000, and worker's compensanon coversee with
respeet 10 s operations in the Branch Facility, Upon Landlord’s requesi. Tenamt shall
fumish a certificate or other documentation evidencing said coverage, Tenant shall name
Landlord as addibonal insured to all coverages.

1AXES Tenane shall pav all personal properly taxes, license feex, and other
povernmental charges on or relating 10 the Tenam'™s aperution of the Branch Faciliy;
provided, however, that the foregoing shall pot include any federal or stale income or
franchise taxes of Landlord. or any real estute taxes,

LANDLORD'S ACCESSE Landlond shall have secess to the Branch Property at all times,
WARRANTIES OF TITLE AND QUIFT POSSESSION. The Lundlord warrants that

the Landlord bas full nght to make this Lease subject to the terms of this Lease, and the
Tenant shall huve quiet and pesceable possession of the Branch Property during the term
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0t this Lease as against the acts of all parues clatming title to. or a right to the possession
of, the Branch Property

ASSIGNMENT AND SUBLETTING. Tepant may nol assipn or transter this Lease or
any interesl ity Lease or any portion of this Lease without the pnior wniten consent of
Landlord 1o cach instance. Tenanl may not sublet the Branch Property or any part of the
Hranch Property without the prior wnten consent of Landlord in each instance.

LASDLORD MAY ASSIGHK,. Landlord's rights to assign this Lease are and shall remain
unguiatilicd. No assignment by Landlord shall release Lindlord of any of s obligations
under this Lease for any time prier 1o the date of the assignment. Landlond's assignee
shall me subject to the terms of the Lease until the Leuse i3 terminated,

FIRE AND OTHER CASUALTY. 1If by fre or other casualty the Bronch Property is
destroved ur dumaged to the extent that the Tenant is deprived of vccupancy or use of the
Branch Property s matedally impaired, this Lease shall terminate immediately and any
prepayinents of rent shall be refunded pro-rata by the Landlord; provided, however. that
il the Branch Property can be and is repaired within ninety (W) days from 1he date of
such event, then al the Landlord's option, by ootice in wnting 1o the Tenant, maded
within tarty {307 days afler such domage or destruction, this Lease shall remam in full
ertect, but the rent for the period dunng which the Branch Property 15 entenantable shall
e abated pro-rate IF by fire or other casualty the Branch Properiy 12 rendered
unicirantable, this Lease shall wenminate mmmedhately and any prepayments of rent shall
e relunded pro-rata by the Landlord; provided, however, that if the Branch Property can
be and is repaired within ninety {90) doys from the date of such event, then at the
Pemntt’ s option. by notice in writing to the Landlord, mailed within tharey (305 days afier
sueh damage or destruction, this Lease shail remain in full affect. b the remt for the
penoad during which the Branch Property 15 untenantable spall be abued pro-rata,

SURKENDER. On the last day of the term of this Lease or on the carlier termination of
this Luewse, the Tenant shall peaceably swrender the Branch Propenty in poed condition
and repair, reasonable wear and tear excepred,

HOLDING OVER. In the event that the Tenant remains in possession of the premises
after the expiration of this Lease without the exceution of & new lease. Landlord may lake
aoy legal action to remove the Tepant. If the Landlord accepts a rert pavinent fur a
penod of tme after the end of the Leose or otherwise acknowledees the tenaney, the
ettt 12 devmed W be oceupying the premises as 2 Tenan! from munth-to-month. Any
month-t-month tenancy is subject to all the conditions, provisions. and obligaions of
this Lewse, The hase rent for the hold-over peniod shall be equal to the base ront due in
the [nst month preceding (he hold-over perigd

DEFAULT OF TENANT. A default by Tenant under this Lease shall oceur if any of the
g oceur:
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B Any one or more reat payments due from the Tenam to the Landlond shall be and
remain unpaid in whele or part after they are due and payable, if Tenant shall not
pay the same within ten ( H0) days after written notice from Landiord:

The Tenamt violates or delaulls in any of the other covenanis. agreements,
stipulations, or condibons herein and such violation or default shall continue for a
period of thirty (30) dave after written nolice from the Landlord of such violation
or default or, as to matters that cannel be reasonably remedied in thirty (30) days,
shall fail 1o commence etforts (o remedy such default within sach thinty (30) day
period and thereafter diligently to prosecute such efforts,

LANDLORD'S REMEDIES UPON TENANT'S DEFALUILT The remedies provided in
this paragraph are not exclusive and are in addition fo any other remedies now or later
allowed] by law, Upen default of the Tenant:

n The Landlord may, at its option, declare this Lease forfeited, the Lease's berm
ended, have the right 1o recater the Branch Property. and heve the nght to take
paassession of the Branel Property withowt any further obligation ¢ Tenant.
Landlord may instead elect 1o keep Tenant in possession and continue to have all
rights and remedies under this Lease. If Landiord elects o keep Tenant in
possession. Landlord shall heve the rights under subpamgraph & for any future
defaults or for any previows defaull which remains uncured,

G If Landlord elects under subparmgraph o, Landiord may fease the premises ot s

rate of rent determined by Landlord to be reasonabic.

INTEREST. 1F the Tepant fhils to perform any of its promises contained in this Lease,
inclucing the failure 1o pay rent, then any unpad remt and any sum advanced by the
Landlord under the terms of this Lease shall bear interest from the due date or the date of
payment by the Landiord. respectively, to the date of payment to the Landlord by the
Tenanl at the rate of 8% per annum.,

DEFAULT OF LANDLORD. The Landlord shall not be decned to be in defuult under
this Lease untl he Tenant has given the Landlord written notice specilyving the nature of
the defhull and until the Landlord fails te cure the default within thirty (30) days after
receipt of sueh notice or within such reasonable time thereafter as mas be necessary to
cure such default where such default is of such a character as to reasonably réquire more
than thivty (307 days to cure,

REASONABLE CONSEMNT. Whenever the Landlond's or the Tenant’s consent shall be
required  under this Leasc. such approval or consent shall pet be arhbitranly or
uprensonably conditioned, delayed, or withheld. The consent of Lundlord or of Tenam
shall be deemed to have been given. unless within twenty (20) days of the request for
such approval or consent, the Landlord or the Tenant. as approprmate. notifics the
requesting party that the receiving party is denving such approval or consent. The refusal
must state the reasonable pround for the refusal 1o gram such approval or consent.
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MOHACE. IFany notice is required 10 be given under this Lease. it may be anly be given
i writing und delivered by mail, welegram, personal delivery, Tacsimile wansnussion, or
cleciromic data transmission. Delivery of notice shull be etfective as follows

4 Delivery by any means other than mail shall be effective upon receipt.
h. Delivery by mail may be by first class mail, certificd mail or registered mal,
€ Delivery by first class mail 15 complete upon the third postal business day after

waihing, Delivery by ceified mail or registered mail is complete vpon delivery:

if the cerfified mail s not delivered as @ result of refusal o accepi. thea upon the

date of the refusal 1o accept; or if there 18 a8 failure of delivery as 2 result of the

inability of the post office w deliver after three attempls at delivery (o the last-

koown address as provided in this Lease) have been made, then upon the date of

the last altempt.

Delivery muy be made to any sgent for scrvice of process,

3 ITthe party 15 a corpotation, delivery of notice may be made to any officer. [Fthe
purty is a partnership, nofiee may be given o any partner.

=

ADDRESSES. Each pany shall supply any adidress changes to the olber party in writing.
Any party may chappe 15 address by giving notice io writing, stating its new address.
The newly designated address shall he that party’s address for the purpose of all
communications, demands, nolices or objections permitted or reguired 1o be given or
servad] under this Lease

Union Bank and Trust Company: Meloet, lne:

Afen Fosler At Tims Tewss
£731 Calvert Stroet Addregs: 121 Sowh 137 Street
PO Box 82535 Lineoln, WE 65508

Lascnln, WE 68501
O

Py, Guthery, Hause & Gesslond
Hoh Shortndge

00 LIS Bank Building

273 South 13" Street

Lowwln, NE 68508

SUCCUESSORS AND ASSIGNS, This Lease shall be binding on and =Lall wore o the
henetit of the parties to this Ledse and their respective assigns, executors, heirs, persenal
represeniatives, and successors.

AMEMDMENT, No smendment of this Lease shall be vulid unless it is in wriling and is
sipned by the parties or by their duly authonzed representatives, and unless it specifies
the nature and extent of the amendment,
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SEVERABLE PROVISIONS. Each provision. scction, sentence, clause, phrase, and
word of this Lease is intended to be severable, T any provision, section. sentence, clause,
phrase, or word hereof is illegal or invalid for any reason whatsoever, such illegality or
mvalidity shall not atfect the validity of the remainder of this Lease, Provided. however.
in the event that it 15 determined by a court of competent junsdiction that the Tenant must
divest itself of any interest in the Branch Property or must cease ils business on the
Branch Property, then this Lease shall termunate.

ENTIRE AGREEMENT. This Lease contains the entire understanding of the parties
herela with respect to the transactions contemplated hereby and supersedes all prior
agreements and understandings between the parties with respeet (o such subject matter,

REPRESENTATIONS. No represemtalions, warmpnfivs, undenzkings, or promises,
whether oral, implied, written. or otherwise, have been made by either party hereto to the
other unicss expressly stated in this Lease. Neither party has relicd on any verbal
representations, agreements, or understandings not expressly st forth in this Lease,

DUPLICATE ORIGINALS. This Lease may be exceuted in several duplicate originuls,
but all copics shall be only one agreement,

CAPTIONS, HEADINGS, OR TITLES. Al cuptions, headings. o0 stles in the
paragraphs or sections of this Lease are inserted for convenience of reference only and
shzll not constitule 2 part of thizs Lease as a limitation of the seope of the paricular
parngraphs or sections to which they apply.

WAIVER. Any waiver by any party of a default of any other party of this Lease shall not
affect or impair any right ansing from any subsequent default. No custom or practice of
the parties which varies from the terms of this Leasc shall be a waiver of any panty's right
ta demund exact compliance with the terms of this Lease,

CONFIDENTIALITY, Tenanmt must sign the Landlond's Confidentichts Apreement.
attached hereto as Exhibit *B”. Tenant's employees will receive annual security training.
which will include education an confidentiality requirements.

GLUIDELINES.  In addition to the terms and conditions set forh within this Lease,
Landlord requests Tenant's employees follow and adhere to the additional puadelines laid
out in Exhibit =C™,

NEBRASKA LAW. This Leasc shall be construed and enforced in accordance with the
lvwse ol the State of Nebeaska,
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IN WITNESS HEREOF, the parties herelo execute

nhove wirillen

Unien Bank and Trust Company
[}

By: (g - H LAl A
Lanalord =

Nc!ry{-h‘rr\

}3;.-:&_71: -'VL-.. ,fG ,-}—

l'engin

this Lense effective as of the dale first
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EXHIBIT C - GUIDELINES

» Tenant's staff may be issued bank 24 hour access keys.

#  Landlord’s Security Department will provide initial and regular basic bullding security
training, This training will include education on confidentiality.

+ Landlord's building, located at 2720 South 177™ Street, Omaha, NE, 68154, is closed o
the public on approved bank holidays.,

= Tenant has access to restrooms and break room.

s Tenant may utilize existing bank office furniture, with normal wear expected,

* Tenant must supply its own telecommunications and data connections to the
building, but may utilize existing wiring to the offices. Netwaork servers may be
placed in Landlord's server raom, however, access Is restricted,

e Tenant will supply its own office equipment and supplies

&  Tenant will maintain an orderly office appearance similar to other hank offices due
to the open office environment.

* Tenant’s staff will maintain business casual dress code similar to bank staff
standards.

¢ landlord will supply rautine cleaning services for the Branch Property.

= Tenant may utilize staff parking areas.

* Tenant must observe general building guidelines such as, decorations, offica
appearance, food, nolse, and all other general envirgnmental issues similar to
sxisting bank standards.

# Tenant will provide to Landlord a list of names and contact information of all staff
members utiizing Branch Property.

= Tenant's staff cannot enter the bullding between 6:55 a.m. and 7:15 a.m.,

Commuetiol Less Agrentnent - URT & Neinat
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List of Direct and Indirect Subsidiaries of Nelnet,Inc. as of December 31, 2011

Name
National Education Loan Network, Inc.
Nelnet Capital LLC

Nelnet Guarantor Solutions, LLC (formerly NelnetaBantee
Services LLC; formerly GuaranTec LLP)

National Higher Education Loan Program, Inc.

5280 Solutions LLC (f/k/a Nelnet Technology Sergidé C)
(d/b/a Idaho Financial Associates, Charter Acc@ystems
and 5280 Solutions)

FirstMark Services, LLC
Health Education Solutions, Inc. (f/k/a Classiitdnc.)
EFS Finance Co., LLC

Nelnet Management Corporation-1 (formerly Nelnetdgnt
Loan Warehouse Corporation — 1)

Nelnet Student Loan Funding Management Corjorat
Nelnet Student Loan Funding, LLC
NHELP-I, LLC

Nelnet Education Loan Funding, Inc. (f/k/a NEBHELP,
INC.)

Nelnet Canada, Inc.

Nelnet Business Solutions, Inc. (f/k/a FACTS Maragat
Co.) (dba FACTS Management and infiNET Integrated
Solutions)

Nelnet Asset Management, Inc. (f/k/a LoanSTAR Fogdi
Group, Inc.)

Nelnet Academic Services, LLC (f/k/a Nelnet MenLLC)
Loanstar Assets GP, LLC

Loanstar Assets LP, LLC

Loanstar Assets Partners, LP

CUnet, LLC

Peterson’s Nelnet, LLC (formerly NELN Acquisiti, LLC)
M & P Building, LLC

First National Life Insurance Company of theAUS
Unilink USA, LLC

Unilink Data Systems Pty Ltd

Nelnet Servicing, LLC

Nelnet Diversified Solutions, LLC (formerly NLS Hiihg
Company, LLC)

Nelnet Enrollment Solutions, LLC

Nelnet Superconduit Funding, LLC

Nelnet FFELP Student Loan Warehouse-I, LLC
Merchant Preservation Services, LLC

Organized in

Nevada
Nebraska

Florida
biska

Colorado
Colorado
Florida
Nebraska

Nevada
Nevada
Delaware
Delaware

Nebraska
Canada

Nebraska

Texas
Nebraska
Delaware
Delaware
Delaware
Delaware
Nebraska
Nebraska
Nebraska
Nebraska

Australia
Nebraska

Nebraska
Nebraska
Delaware
aldelre
Nebraska

Relationship to Nelnet

Inc.
ireBx Subsidiary
Direct Subsidiary

imedt Subsidiary
Indirect Subsidiary

Indirect Subsidiary
Indirect Subsidiary
Indirect Subsidiary
Indirect Subsidiary

Indirebisiliary
Indirect Subsidiary
irext Subsidiary
Indirect Subsidiary

Indirect Subsidiary
Indirect Subsidiary

Indirect Subsidiary

Indirect Subsidiary
Direct Subsidiary
Indirect Subsidiary
Indirect Subsidiary
Indirect Subsidiary
Indirect Subsidiary
Indirect Subsidiary
Direct/Indirect
Indirect Subsidiary
Indirect Subsidiary
IndirSubsidiary
Indirect Subsidiary

Direct Subsidiary
ilect Subsidiary
inect Subsidiary

Indirect Subsidiary
Indirect Subsidiary

Exhibit 21.1

Percentage Ownership

100%
100%

100%
100%

100%
100%
100%
100%

100%
100%
100%
100%

100%
100%

100%

100%
100%
100%
100%
100%
100%
100%
100%
100%
50%
50%
100%

100%
100%
100%

100%
100%
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Cost Effective Technologies, Inc.

Next Gen Web Solutions, LLC

Whitetail Rock Capital Management, LLC
Municipal Tax Investment, LLC
Globalnet, LLC

5280 Dynamic Solutions, LLC

Nelnet B2B Services, LLC

NHELP-III, LLC

GCO SLIMS Trust-I

GCO Education Loan Funding Trust-|

Nebraska
Nebraska
Nebeask
Nebraska
Nebraska
Nebraska
Nebraska
Delaware
Delaware
Delaware

dirbtt Subsidiary
Indigbsidiary
Direct Subsidiary
Dir8cibsidiary
Direct Subsidiary
Indirgabsidiary
Direct/Indirect
Indirect Subsidiary
Indirect Subsidiary
ndirfect Subsidiary

Note: This list does not include Nelnet Studentidausts utilized in asset backed security finagsin

75%
50%
100%
100%
50%
50%
100%
100%
100%
100%



Consent of Independent Registered Public Accountingirm

The Board of Directors
Nelnet, Inc.:

We consent to the incorporation by reference in Begistration Statements on Form8SNos. 333112374, 333144790, 333151991, an
333-161814 and the Registration Statement on Fotfh[So. 333-144789 of Nelnet, Inc. of our reports dated Felyr28, 2012 with respect to t
consolidated balance sheets of Nelnet, Inc. andidiabbies as of December 31, 2011 and 2010, andefla¢ed consolidated statements of ince
shareholders' equity and comprehensive income,castl flows for each of the years in the thyear period ended December 31, 2011, an

effectiveness of internal control over financiapoeting as of December 31, 2011, which reports appe the December 31, 2011 annual repol
Form 16-K of Nelnet, Inc.

/sl KPMG LLP

Lincoln, Nebraska
February 28, 2012



Exhibit 31.1
Exhibit 31.1
Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002

I, Michael S. Dunlap, certify that:
1. I have reviewed this annual report on Form 16fKlelnet, Inc. and subsidiaries (the “Company”

2. Based on my knowledge, this report does not coraainuntrue statement of a material fact or omgtede a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to t
period covered by this report;

3. Based on my knowledge, the financial statements,ather financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amngtfe periods presented in this report;

4, The registrant's other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and proceduresawused such disclosure controls and procedurbes tesigned und
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is me
known to us by others within those entities, pattdy during the period in which this report i prepared;

(b) Designed such internal control over financial réipgr;, or caused such internal control over finahporting to be design
under our supervision, to provide reasonable amsareegarding the reliability of financial repogiand the preparation
financial statements for external purposes in ataece with generally accepted accounting principles

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and pregéntehis repol
our conclusions about the effectiveness of thelalisce controls and procedures, as of the endeopéniod covered by tt
report based on such evaluation; and

(a) Disclosed in this report any change in the regigsainternal control over financial reporting thatcurred during tf
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahmeport) that has materia
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officers and Méalisclosed, based on our most recent evaluafianternal control over financi
reporting, to the registrant's auditors and thdtaxanmittee of the registrant's board of direct@mspersons performing the equiva
functions):

(a) All significant deficiencies and materialakaesses in the design or operation of internairobaver financis
reporting which are reasonably likely to adversaffect the registrant's ability to record, processnmarize and rep:
financial information; and

(b) Any fraud, whether or not material, thatohxes management or other employees who have diségn role
in the registrant's internal control over financigborting.

Date: February 28, 2012 /s/ MICHAEL S. DUNLAP

Michael S. Dunlap
Chairman and Chief Executive Officer
Principal Executive Officer




Exhibit 31.2

Certification Pursuant to Section 302 of the Sarbaes-Oxley Act of 2002

I, Terry J. Heimes, certify that:

1.

2.

5.

Date:

I have reviewed the annual report on Form 1d8f-Klelnet, Inc. and subsidiaries (the “Company”

Based on my knowledge, this report does not coraainuntrue statement of a material fact or omgtede a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to t
period covered by this report;

Based on my knowledge, the financial statements,ather financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amngtfe periods presented in this report;

The registrant's other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and proceduresawused such disclosure controls and procedurbes tesigned und
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is me
known to us by others within those entities, pattdy during the period in which this report i prepared;

(b) Designed such internal control over financial réipgr;, or caused such internal control over finahporting to be design
under our supervision, to provide reasonable amsareegarding the reliability of financial repogiand the preparation
financial statements for external purposes in ataece with generally accepted accounting principles

(c) Evaluated the effectiveness of the regissatisclosure controls and procedures and pregéntehis repol
our conclusions about the effectiveness of thelalisce controls and procedures, as of the endeopéniod covered by tt
report based on such evaluation; and

(d) Disclosed in this report any change in thgistrant's internal control over financial repogtithat occurre
during the registrant's most recent fiscal qug(ttez registrant's fourth fiscal quarter in the caan annual report) that t
materially affected, or is reasonably likely to evélly affect, the registrant's internal contrgko financial reporting; and

The registrant's other certifying officers and Méalisclosed, based on our most recent evaluafianternal control over financi
reporting, to the registrant's auditors and thdtaxanmittee of the registrant's board of direct@mspersons performing the equiva
functions):

(a) All significant deficiencies and materialakeesses in the design or operation of internairobaver financis
reporting which are reasonably likely to adversaffect the registrant's ability to record, processnmarize and rep:
financial information; and

(b) Any fraud, whether or not material, thatohxes management or other employees who have diségn role
in the registrant's internal control over financigborting.

February 28, 2012 /s TERRY J. HEIMES

Terry J. Heimes
Chief Financial Officer
Principal Financial Officer and Principal Accourgi®fficer




Exhibit 32

Certification Pursuant to Section 906 of the Sarbaes-Oxley Act of 2002

In connection with the Annual Report of Nelnet,.land subsidiaries (the “Company”) on FormK.@er the year ended December 31, 201
filed with the Securities and Exchange Commissinrtlee date hereof (the “Reportiye certify pursuant to 18 U.S.C. § 1350, as adopteduant t
8§ 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh1934; an

2. The information contained in the Report faphgsents, in all material respects, the finanamaldition and results of
operations of the Company.

Date: February 28, 2012 By: /s/ MICHAEL S. DUNLAP

Name: Michael S. Dunlap
Title: Chairman and Chief Executive Officer
Principal Executive Officer

By: /s/ TERRY J. HEIMES

Name: Terry J. Heimes
Title: Chief Financial Officer
Principal Financial Officer and Principal Accourgi®fficer




