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THE BUSINESS & MARKET STATISTICS

Share Price (6/5/17) $40.00

52-Week High/Low $55.05/$31.49

Book Value/Share $48.94

Market Cap $1.8B

Total Debt $23.6B

Total Equity/Assets 8.14%

TTM Revenue $830.6M

EPS (TTM) $6.10

 Nelnet is an education-focused finance and services 
company

 Core business is in runoff

 Appears to be highly leveraged and in decline

 Second largest business is subject to a government 
RFP

 Founder & Insiders owns 37 % of the company

 We believe it is exceptionally safe, high quality, and 
offers at least 100% upside with very limited 
downside risk



HISTORY

 Founded in 1996 with $50k to issue and service 
federal student debt, which they grew to 109 mm

 IPO’d in 2003, raising $168M and has compounded 
book value at 20% since

 Began diversifying to other education-related 
businesses in 2005 – these now generate $880M of 
revenue and $80M of EBITDA

 In 2010, were no longer able to issue Federal 
student debt, so core business is in runoff

 Run by a master capital allocator who has built a 
diversified company positioned for future growth



SEGMENT #1: ASSET GENERATION & MANAGEMENT

 Has historically issued loans under the Federal 
Family Education Loan Program (FFELP) – these 
loans are federally guaranteed

 Loans are match-funded using ABS’s that are non-
recourse to the parent company

 Beginning in 2010, private lenders such as Nelnet 
were no longer able to originate FFELP loans

 80% of cash flows will occur in next 7 years

 Are able to acquire other FFELP portfolios

 Undiscounted Cash Flows - $48 a share



SEGMENT #2: NELNET DIVERSIFIED SOLUTIONS (LOAN SERVICING)

 Has historically serviced FFELP and private loans –
largest revenue source outside of loan portfolio

 In 2009, was selected as 1 of 4 servicers of Federal 
Direct Program, the largest pool of government 
student loans – contract was for 10 years

 With contract set to expire in 2019, the Dept. of 
Education has decided to select a single servicing 
platform, which will be one of the most valuable 
non-military government contracts in history

 Nelnet created a JV with another issuer, which is 1 
of 3 finalists to win the contract – process has been 
redefined and delayed by new administration



SEGMENT #3: NELNET BUSINESS SOLUTIONS (EDUCATION 
COMMERCE & PAYMENT PROCESSING)

 FACTS and RenWeb serve private, K-12 schools in 
US and Australia – market leader with over 13k 
schools & 3M students

 FACTS provides payment solutions that enable 
billing and collection that is convenient for all

 RenWeb allows schools to automate admin 
processes such as admissions, billing, attendance, 
etc.

 Nelnet Campus Commerce is similar to FACTS, but 
for higher education institutions

 Grown revenue from $24M in 2005 to $126M in 
2016 and continues to have a long growth runway



SEGMENT #4: TELECOMMUNICATIONS (ALLO)

 In 2016, Nelnet acquired ALLO, a Nebraska-based 
Fiber telecom company for $50M

 This was the first meaningful departure from the 
company’s educational roots

 ALLO is a capital-intensive business and Nelnet’s 
existing businesses are generating significant cash

 $50M purchase plus $120M of capex over first 2 
years focused on Nelnet’s home of Lincoln

 Will be a drag on earnings in short-term

 Nelnet’s “Railroad & Utilities”



SEGMENT #5: CORPORATE & OTHER

 Catch-all for a number of small businesses under 
the Nelnet umbrella, as well as corporate overhead

 2 most notable companies are Peterson’s (test prep 
services) and Whitetail Rock Capital Management 
(investment advisor)

 With negative earnings, we effectively view this 
segment as the overhead which supports the other 
businesses



HUDL

 Software company that allows coaches and athletes 
to edit and share video for coaching and recruiting 
purposes

 Has nearly 5.5M unique users and 150k active 
teams including 29 NBA teams and FC Barcelona

 In 2015, raised a $72.5M Series B led by Accel 

 Nelnet has been an investor since the beginning 
and now owns 18.6% of the company, or $46.5M 
based on the 2015 valuation



HUDL



NELNET INNOVATION – SILICON PRAIRIE

Source: Nelnet annual letters



CAPITAL ALLOCATION



ROLLED-UP VALUATION

(in thousands) Low Base High

Segment Value

Loan Servicing 190,041$     506,776$     760,164$     

Edcuation Commerce & Payment Processing 453,090        679,635        906,180        

Corporate & Other (168,656)      (210,820)      (252,984)      

Asset Generation & Management 1,619,566    1,799,335    2,020,000    

Hudl 46,500          93,000          139,500         *$46.5M per 2015 valuation

Allo 97,523          146,284        195,045        *Book value of $97.5M - purchase price + capex

Corporate Cash/Investments 418,478        418,478        418,478        *Backs out Hudl investment and adds equity of warehouse facility

Corporate Debt 76,397          76,397          76,397          

Total Value 2,580,145    3,356,290    4,109,986    

Per Share Value 61.12$          79.50$          97.36$          

% return over today 52.80% 98.76% 143.39%



SUMMARY

 Buy low risk loan book and get everything else for “free”

 No credit for re-investment of cash flow from loan book.

 Limited analyst coverage, no presentations, or earnings calls.

 Fortress balance sheet – Debt free

 Invest next to Dunlap family – Mike Dunlap is 53

 Get a Buffett “Quality” company at a Cigar Butt price

 Lots of optionality beyond core businesses

 Read the letters!



RIMMY MALHOTRA - RIMMY@NICOYACAPITAL.COM
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