EDGAROnline

NEWTEK BUSINESS SERVICES INC

FORM 10-Q

(Quarterly Report)

Filed 08/12/11 for the Period Ending 06/30/11

Address 1440 BROADWAY
17TH FLOOR
NEW YORK, NY 10018
Telephone 212 356 9500
CIK 0001094019
Symbol NEWT
SIC Code 7389 - Business Services, Not Elsewhere Classified
Industry  Business Services
Sector Services
Fiscal Year 12/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2011, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2011

OR

0O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

New York 11-350463€
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
1440 Broadway, 17 floor, New York, NY 10018
(Address of principal executive offices (Zip Code)

Registrant’s telephone number, including area code(212) 356-9500

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sexcti3 or 15(d) of the Securities Exchange Act
of 1934 during the past 12 months (or for suchtengeriod that the registrant was required todileh reports) and (2) has been subject to
filing requirements for the past 90 days. YE&§ No O

Indicate by check mark whether the registrant liésnitted electronically and posted on its corpovegbsite, if any, every Interactive Data |
required to be submitted and posted pursuant te R of Regulation $-(Section 232.405 of this chapter) during the pdéng 12 months (i
for such shorter period that the registrant wasired to submit and post such files). Y&d No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchangg. A

Large accelerated file [ Accelerated file O
Non-accelerated file [ Smaller reporting compar
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yes[O No

As of August 5, 2011, there were 35,769,473 ofGbenpany’s Common Shares outstanding.
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Item 1. Financial Statements.

Operating revenue

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2011 AND 2010

(In Thousands, except for Per Share Data)

Net change in fair value ¢

SBA loans

Credits in lieu of cash and notes payable in csdditieu of casl
Total net change in fair valt

Operating expense

Electronic payment processing ca
Salaries and benefi

Interest

Depreciation and amortizatic
Provision for loan losse
Other general and administrative cc

Total operating expens

Income (loss) before income tax
(Provision) benefit for income tax

Net (loss) incomi

Net loss attributable to n-controlling interest:
Net (loss) income attributable to Newtek Business/fges, Inc

Weighted average common shares outstar- basic
Weighted average common shares outstan- diluted
(Loss) earnings per she- basic and dilute

See accompanying notes to these unaudited condeossdlidated financial statements.

3

Three Months Ended

Six Months Ended

June 30, June 30,
2011 2010 2011 2010
$32,32: $28,00¢ $62,84F  $53,85¢
(2,686) 1,047 (3,85¢) 2,02¢
1 13 76 174
(2,68E) 1,06( (3,787) 2,20(
17,62¢ 17,24¢ 34,72: 33,12
5,52¢ 4,69¢ 10,70¢ 9,68¢
804 1,017 1,85¢ 2,28¢
1,02¢ 1,17¢ 2,05¢ 2,431
73 40C 86 85¢
4,44: 4,01z 8,65¢ 8,03¢
29,501 28,55 58,09: 56,41¢
13€ 514 97¢C (360)
(447) 37¢C (80%) 667
(311) 884 167 307
24 47 55 157
$ 287 $ 931 $ 222 $ 464
35,71¢ 35,64¢ 35,69¢ 35,64¢
35,71¢ 35,80: 36,35( 35,79¢
$ (0.0) $ 00 $ 0.01 $ 0.01
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2011 AND DECEMBER 31, 2010
(In Thousands, except for Per Share Data)

ASSETS

Cash and cash equivalel

Restricted cas

Broker receivablt

SBA loans held for investment, net (includes $13,60d $19,092, respectively, related to securitnatust
VIE)

SBA loans held for investment, at fair value (irde#s $3,510 and $0, respectively, related to sézatitn trust
VIE)

Accounts receivable (net of allowance of $428 at@3} respectively

SBA loans held for sale, at fair val

Prepaid expenses and other assets, net (inclu@@szbi $866, respectively, related to securitizatiost VIE)

Servicing asset (net of accumulated amortizatiahalowances of $5,545 and $5,189, respectiv

Fixed assets (net of accumulated depreciation amattization of $15,676 and $14,719, respectiv

Intangible assets (net of accumulated amortizaifdpl 2,456 and $11,881, respective

SBA loans transferred, subject to premium reco($46392 and $21,212, respectively, at fair va

Credits in lieu of cas

Goodwill

Total asset

LIABILITIES AND EQUITY

Liabilities:
Accounts payable and accrued expel
Notes payable (includes $13,941 and $15,104, réisphc related to securitization trust VII
Deferred revenu
Liability on SBA loans transferred, subject to piem recourse
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities

Commitments and contingenci
Equity:
Newtek Business Services, Inc. stockhol’ equity:
Preferred stock (par value $0.02 per share; autbdadrl,000 shares, no shares issuec
outstanding
Common stock (par value $0.02 per share; authoB2e@00 shares, 36,701 issued; 35,716
and 35,666 outstanding, respectively, not includiBghares held in escro
Additional paic-in capital
Accumulated defici
Treasury stock, at cost (985 and 1,035 sharesecésply)
Total Newtek Business Services, Inc. stockhol’ equity
Non-controlling interest:
Total equity
Total liabilities and equit

December 31

June 30,
2011 2010
Unauditec (Note 1)
$ 11,70 $ 10,38.
8,58( 10,747
8,79¢ 12,05¢
21,89( 23,74
10,121 2,31(
10,94¢ 9,99(
2,44¢ 1,01«
8,33¢ 7,80¢
3,06¢ 2,22¢
2,91¢ 3,21(
2,03¢ 2,75%
1,392 31,18¢
25,07 35,49¢
12,097 12,09:
$129,40! $ 165,01
$ 12,37: $ 10,32:
30,491 28,05
1,69 1,76¢
1,392 30,78:
25,07 35,49
2,53¢€ 3,00z
73,56¢ 109,42
734 734
57,67¢ 57,65(
(3,219 (3,436
(604) (667)
54,59( 54,28¢
1,25] 1,30¢
55,84! 55,59+
$129,40¢!  $ 165,01

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE SIX MONTHS ENDED JUNE 30, 2011 AND 2010
(In Thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net cashigesl by (used in) operating activitie

Income from tax credit

Accretion of interest expen:

Fair value adjustments on SBA loe

Fair value adjustment of credits in lieu of cast antes payable in credits in lieu of ci

Deferred income taxe

Depreciation and amortizatic

Provision for loan losse

Other, ne

Changes in operating assets and liabilil
Originations of SBA loans held for s¢
Originations of SBA loans transferred, subjecttenpium recours
Proceeds from sale of SBA loans held for ¢
Proceeds from sale of SBA loans, achieving sateis
Liability on SBA loans transferred, subject to prem recourse
Broker receivablt
Accounts receivabl
Prepaid expenses, accrued interest receivablethed asset
Accounts payable, accrued expenses and deferredue
Other, ne

Net cash provided by (used in) operating activi

Cash flows from investing activitie
Return of investments in qualified busines
Purchase of fixed assets and customer merchantats
SBA loans originated for investment, 1
Payments received on SBA loe
Change in restricted ca
Purchase of nc-controlling interes

Net cash used in investing activiti

(630)
70€
3,85¢

(76)

(550)
2,05¢
86
222

(33,579
(274)
32,67
26,61
(29,39)
3,267
(95€)
(50€)
2,14¢
(3,286)
2,557

24F
(69¢)
(8,629)
1,69-
1,94¢
(200)
(5,63%)

See accompanying notes to these unaudited condeossdlidated financial statements.
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(1,302)
1,47¢
(2,026)
(174)
(75€)
2,431
852

(31)

(129)
(23,53¢)

25,83(

(1,599)

(3,237)
62¢
204

(1,059)
(2,119

111
(925)
(3,10¢)
1,29:
(1,620)

(4,259
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2011 AND 2010 (COITINUED)

2011

2010

Cash flows from financing activitie

Net borrowings (repayments) on bank lines of cr $ 3,811  $(10,38))
Proceeds from bank term note paye — 12,50(
Payments on bank term note paye (208) (26€)
Change in restricted cash due to debt refinan (75C) —
Change in restricted cash related to securitize 3,05¢ —
Payments on senior not (2,209 —
Other (30E) (27€)
Net cash provided by financing activiti 4,39 1,57¢
Net increase (decrease) in cash and cash equis 1,31¢ (4,797
Cash and cash equivaler- beginning of periot 10,38 12,58:
Cash and cash equivaler end of perioc $11,701  $ 7,79(
Supplemental disclosure of cash flow activities
Reduction of credits in lieu of cash and notes plyan credits in lieu of cash balances due toveeyi of tax credits t
Certified Investor: $11,107  $ 12,46(
Refinance of line of credit to term loi $ — $ 2,08:

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, In“Newtek” or the “Company”) is a holding company f&everal wholly- and majority-owned subsidiaries,
including twelve certified capital companies whante referred to as Capcos, and several portfoliopemies in which the Capcos own non-
controlling or minority interests. The Company gdo®s a “one-stop-shop” for business services teithall- and mediunsized business marl
and uses state of the art web-based proprietamntdagy to be a low cost acquirer and providerrofdoicts and services. The Company
partners with companies, credit unions, and asgon#to offer its services.

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing third party credit card processing andathapproval services to the small- and mediumdsize
business market.

Managed Technology Solutions (previously referreda as Web Hosting):CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgy
Services, offers shared and dedicated web hostidgedated services to the small- and medium-dimesiness market.

Small Business FinancePrimarily consists of Newtek Small Business Finamce. (“NSBF”), a nationally licensed, U.S. SmBlisiness
Administration (“SBA”) lender that originates, selind services loans to qualifying small businessbih are partially guaranteed by the
SBA,; and CDS Business Services, Inc. d/b/a Newtesiriss Credit (“NBC”) which provides receivablediincing.

All Other: Includes results from businesses formed from Imaests in Qualified Businesses made through Capagrams which cannot be
aggregated with other operating segments.

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidacoeydinates and
integrates activities of the segments, contractis alliance partners, acquires customer oppores)iand owns our proprietary NewTracker™
referral system. This segment includes revenuesapdnses not allocated to other segments, includtegest income, Capco management fee
income and corporate operations expenses.

Capco: Twelve certified capital companies which invessimall- and medium-sized businesses. They geneoateash income from tax
credits and non-cash interest expense.

The condensed consolidated financial statementewftek Business Services, Inc., its subsidiariescamsolidated entities included herein
have been prepared by the Company in accordanheaadounting principles generally accepted in thédd States of America and include
wholly- and majority-owned subsidiaries, and selpaatfolio companies in which the Capcos own rmamtrolling minority interest in, or tho
variable interest entities of which Newtek is calesed to be the primary beneficiary. All inter-canp balances and transactions have been
eliminated in consolidation. Non-controlling intste (previously shown as minority interest) areoregrd below net income (loss) under the
heading “Net loss attributable to non-controllimgerests” in the unaudited condensed consolidagdmnents of operations and shown as a
component of equity in the condensed consolidasahioe sheets.

The accompanying notes to unaudited condensed lideitsal financial statements should be read inwaetjon with Newtek’s 2010 Annual
Report on Form 10-K. These financial statementHhmen prepared in accordance with instructio®tan 10Q and Article 10 of Regulatic
S-X and, therefore, omit or condense certain faesand other information normally included in fic&l statements prepared in accordance
with accounting principles generally accepted i thnited States. In the opinion of managemengdjlistments, consisting of normal recur
items, considered necessary for a fair presentatiee been included. The results of operationarfianterim period may not give a true
indication of the results for the entire year. Thecember 31, 2010 condensed consolidated balaeet Isas been derived from the audited
financial statements of that date but does notiohelall disclosures required by accounting priresgenerally accepted in the United States of
America.

All financial information included in the tables the following footnotes is stated in thousandsegt per share data.
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NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United States of Ame
requires management to make estimates and assasiiat affect the reported amounts of assetsiabitities and disclosures of contingent
assets and liabilities at the date of the constddifinancial statements, and the reported amafrresvenue and expense during the reporting
period. The level of uncertainty in estimates assbanptions increases with the length of time dhé&lunderlying transactions are complete.
The most significant estimates are with respewttaation of investments in qualified businessesetimpairment valuation, allowance for
loan losses, valuation of servicing assets, chhegk-reserves, tax valuation allowances and the/édile measurements used to value certain
financial assets and financial liabilities. Actuasults could differ from those estimates.

Revenue Recognition
The Company operates in a number of different seggn®evenues are recognized as services are eshded are summarized as follows:

Electronic payment processing revenueElectronic payment processing income is derivethftbe electronic processing of credit and debit
card transactions that are authorized and capttredgh third-party networks. Typically, merchaate charged for these processing services
on a percentage of the dollar amount of each tddiaseplus a flat fee per transaction. Certain rhant customers are charged miscellaneous
fees, including fees for handling charge-backsturns, monthly minimum fees, statement fees aes fier other miscellaneous services.
Revenues derived from the electronic processingadterCard® and Visa® sourced credit and debit tamsactions are reported gross of
amounts paid to sponsor banks.

The Company also derives revenues from actingagepiendent sales offices (“ISO”) for third-party geesors (“residual revenue”) and from
the sale of credit and debit card devices. Residuanue is recognized monthly, based on contrhaggraements with such processors to share
in the residual income derived from the underlyingrchant agreements. Revenues derived from sabsguigment are recognized at the time
of shipment to the merchant.

Web hosting revenueWeb hosting revenues are primarily derived from thiyrrecurring service fees for the use of its vaelsting, web
design and software support services. Customearsétes are billed upon service initiation andragnized as revenue over the estimated
customer relationship period of 2.5 years. Payrfaaniveb hosting and related services is generaltgived one month to three years in
advance. Deferred revenues represent customerypnepds for upcoming web hosting and related sesvice

Income from tax credits: Following an application process, a state will fyoéi company that it has been certified as a Caple.state then
allocates an aggregate dollar amount of tax créalitse Capco. However, such amount is neithergeized as income nor otherwise recorded
in the financial statements since it has yet tedmmed by the Capco. The Capco is legally entitteshrn tax credits upon satisfying defined
investment percentage thresholds within specifieeé requirements and corresponding non-recaptueeptages. At June 30, 2011, the
Company had Capcos in five states and the DisifiCtolumbia. Each statute requires that the Capeest a threshold percentage of Certified
Capital in Qualified Businesses within the timenfies specified. As the Capco meets these requireprieatvoids grounds under the statute for
its disqualification for continued participationtime Capco program. Such a disqualification, oictdgfication” as a Capco, results in a
recapture of all or a portion of the allocated ¢eedits; the proportion of the recapture is redunegl time as the Capco remains in general
compliance with the program rules and meets thgrpssively increasing investment benchmarks.

As the Capco continues to make its investmentsualied Businesses and, accordingly, places areasing proportion of the tax credits
beyond recapture, it earns an amount equal todheecapturable tax credits and records such amesutincome from tax credits,” with a
corresponding asset called “credits in lieu of ¢ashthe accompanying condensed consolidated belaheets. The amount earned and
recorded as income is determined by multiplyingttial amount of tax credits allocated to the Capgthe percentage of tax credits immune
from recapture (the earned income percentage) uhdestate statute. To the extent that the investmeguirements are met ahead of schedule,
and the percentage of non-recapturable tax crisdiiscelerated, the present value of the tax ceadiied is recognized currently and the asset,
credits in lieu of cash, is accreted up to the amofitax credits available to the Certified Invast If the tax credits are earned before the state
is required to make delivery (i.e., investment iegments are met ahead of schedule, but creditslgrbe used by the certified investor in a
future year), then the present value of the tagitsearned are recorded upon completion of theireaents. The receivable (called “credits in
lieu of cash”) is accreted to the annual delivezabhount which can then be delivered to the insigraompany investors in lieu of cash
interest. Delivery of the tax credits to the CeetifInvestors results in a decrease of the recksivaatd the notes payable in credits in lieu of
cash.
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The allocation and utilization of Capco tax credstsontrolled by the state law. In general, the&aapplies for tax credits from the state ar
allocated a specific dollar amount of credits which available to be earned. The Capco providest#te with a list of the Certified Investors,
who have contractually agreed to accept the taditsrén lieu of cash interest payments on theiesof he tax credits are claimed by the
Certified Investors on their state premium tax metas provided under each state Capco and tax3tate regulations specify the amount of tax
credits a Certified Investor can claim and thequin which they can claim them. Each state pecaltyi reviews the Capco’s operations to
verify the amount of tax credits earned. In additithe state maintains a list of Certified Investand therefore has the ability to determine
whether the Certified Investor is allowed to cldahis deduction.

Sales and Servicing of SBA Loans (Including Premiunncome): NSBF originates loans to customers under the SB4nam that generally
provides for SBA guarantees of 50% to 75% of eaeln | with 90% under a previous government stimpheagram, subject to a maximum
guarantee amount. Generally, NSBF sells the gueedrtortion of each loan to a third party via arA$8gulated secondary market transac
utilizing SBA Form 1086 for a price equal to theaganteed loan amount plus a premium that includés én upfront cash payment and the
value of future net servicing income and retairessithguaranteed principal portion in its own poitfoPrior to October 1, 2010, NSBF
recognized the revenue item “Premium on loan salesdf capitalized loan expenses and the discomitite retained unguaranteed portion;
subsequent to the adoption of fair value of SBA ®{ans on October 1, 2010, NSBF recognizes prenunroan sales as equal to the cash
premium plus the fair value of the servicing incofRevenue is recognized on the trade date of theagteed portion, except as described
below.

Prior to February 7, 2011, SBA Form 1086 requiregart of the transferor’s representations andamsies that the transferor repay any
premium received from the transferee if either$BA 7(a) loan borrower prepays the loan within @9<lof the transfer settlement date or 1
to make one of its first three loan payments aftersettlement date in a timely fashion and thecgeds to default within 275 days of the
settlement date. Based on management'’s best estamdtconsidering historical prepayment performanficke loan portfolio, the Company
took the position that the premium was fully recagd at trade date, and a provision against theipra was not required at the time of the
sale. However, effective January 1, 2010, Accogn8tandards Codification (“ASC") Topic 860, “Traess and Servicing,” precludes sale
treatment of the transferred guaranteed portionsigthis warranty period; rather NSBF is requitecccount for this as a financing
arrangement with the transferee. Until the warrgrgiod expires, such transferred loans are clads#fs “SBA Loans Transferred, subject to
premium recourse” with a matching liability “Lialtyf on SBA Loans Transferred, subject to premiucotgse.” At the expiration of the
warranty period, the sale of the guaranteed pastafrthese loans as well as the correspondingigaétognized, and the asset and liability
eliminated. After February 7, 2011, the new SBARd086 allowed the Company to recognize premiurarime concurrent with the date of
transfer, as was done prior to January 1, 201G Aesult, “SBA loans transferred, subject to premiecourse” and “Liability on SBA loans
transferred, subject to premium recourse” will @oue to decrease throughout 2011 with the expectdhiat they will reach zero by
December 31, 2011. At June 30, 2011, there wass@#eloan remaining accounted for under ASC Topi@ 86 transferred and subject to
premium recourse.

Upon recognition of each loan sale, the Comparginstservicing responsibilities and receives sargiéees of a minimum of 1% of the
guaranteed loan portion sold. The Company is redquin estimate its adequate servicing compensatitite calculation of its servicing asset.
The purchasers of the loans sold have no recoortbetCompany for failure of customers to pay ant®eontractually due.

Subsequent measurements of each class of serassggs and liabilities may use either the amontizahethod or the fair value measurement
method. NSBF has chosen to apply the amortizatiethad to its servicing asset, amortizing the aissptoportion to, and over the period of,
the estimated future net servicing income on traedging sold guaranteed portion of the loans askssing the servicing asset for impairn
based on fair value at each reporting date. Iretlemt future prepayments are significant or impairta are incurred and future expected cash
flows are inadequate to cover the unamortized siwyiassets, additional amortization or impairnwrerges would be recognized. In
evaluating and measuring impairment of servicirgetss NSBF stratifies its servicing assets basegeanof loan and loan term which are the
key risk characteristics of the underlying loanlsodhe Company uses an independent valuationajsdd estimate the fair value of the
servicing asset by calculating the present valuestimated future net servicing cash flows, usisgpanptions of prepayments, defaults,
servicing costs and discount rates that NSBF betienarket participants would use for similar assENdSBF determines that the impairment
for a stratum is temporary, a valuation allowarsceecognized through a charge to current earnimghé amount the amortized balance
exceeds the current fair value. If the fair valfi¢he stratum were to later increase, the valuaitowance may be reduced as a recovery.
However, if NSBF determines that impairment fotratsim is other than temporary, the value of theising asset and any related valuation
allowance is written-down.

Interest and Small Business Administration (“SBA”) Loan Fees—SBA Loansinterest income on loans is recognized as earneahd are
placed on non-accrual status if they are 90 dagschee with respect to principal or interest andhe opinion of management, interest or
principal on individual loans is not collectible, @ such earlier time as management determinés tha

9



Table of Contents

the collectability of such principal or interestuslikely. Such loans are designated as impairedauzrual loans. All other loans are defined as
performing loans. When a loan is designated asawondal, the accrual of interest is discontinued, @any accrued but uncollected interest
income is reversed and charged against currenatipes. While a loan is classified as non-accradl the future collectability of the recorded
loan balance is doubtful, collections of interesd @rincipal are generally applied as a reductioprincipal outstanding.

The Company passes certain expenditures it inoutsetborrower, such as forced placed insuransefficient funds fees, or fees it assesses,
such as late fees, with respect to managing thre [Baese expenditures are recorded when incurred.t®the uncertainty with respect to
collection of these passed through expendituressessed fees, any funds received to reimbursedtimpany are recorded on a cash basis as
other income.

Insurance commissionsRevenues are comprised of commissions earned amyres paid for insurance policies and are recogh&dhe
time the commission is earned. At that date, thiriegs process has been completed and the Compangstimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohical cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues generated by BB®ell as revenues derived from operating unésdhnnot be aggrega
with other business segments, and one-time reasserigains on qualified investments. Revenuecisroed when there is pervasive evidence
of an agreement, the related fees are fixed, thécse and or product has been delivered, and ¢dhieation of the related receivable is assured.
Other income particular to NBC includes the follogricomponents:

» Receivable feeReceivable fees are derived from the funding (paseh of receivables from finance clients. The Campacognizes th
revenue on the date the receivables are purchasepesicentage of face value as agreed to by idet @t which time the Company takes
ownership of the receivables. The Company alsahasigements with certain of its clients wherelpuitchases the client’s receivables and
charges interest at a specified rate based omtloeirat of funds advanced against such receivables fllnds provided are collateralized and
the interest income is recognized as ear

» Late feesl ate fees are derived from receivables the Compasyalready purchased that have gone over a ceddd (usually over 30
days) without payment. The client or the cI’s customer is charged a late fee according togheeaent with the clien

« Billing fees:Billing fees are derived from billing-only (non-fince) clients. These fees are recorded when eastéeh occurs when the
service is rendere:

» Other feesThese fees include annual fees, due diligence feesjnation fees, under minimum fees, and othes facluding financ:
charges, supplies sold to clients, NSF fees, wies find administration fees. These fees are chapgetdfunding, takeovers or liquidation
finance clients. The Company also receives comonssgvenue from various sourc

The detail of total operating revenues includethencondensed consolidated statements of operasi@ssfollows for the three and six months
ended:

Three months Six months

ended June 30: ended June 30:
(In thousands): 2011 2010 2011 2010
Electronic payment processing $20,71¢ $20,40¢ $40,80: $39,16(
Web hosting 4,767 4,81z 9,59¢ 9,601
Interest incomt 64t 452 1,371 8432
Income from tax credit 317 55€ 63C 1,30z
Premium incomt 4,25¢ 193 7,27: 19¢
Servicing fee 72¢ 674 1,37( 1,132
Insurance commissior 26¢ 204 52t 412
Other income 62¢ 71C 1,28( 1,21¢
Totals $32,32: $28,00¢ $62,84¢ $53,85¢
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Electronic Payment Processing Costs

Electronic payment processing costs consist pratlgipf costs directly related to the processingnefrchant sales volume, including
interchange fees, VISA and MasterCard dues andgsissats, bank processing fees and costs paid-depaity processing networks. Such
costs are recognized at the time the merchantactings are processed or when the services arerpexfl. Two of the most significant
components of electronic processing expenses iadghtdrchange and assessment costs, which arg e bredit card associations.
Interchange costs are passed on to the entitynig$he credit card used in the transaction andsassnt costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumetreldc payment processing costs also include
residual expenses. Residual expenses represemidieet® third-party sales referral sources. Redid¥penses are paid under various formulae
as contracted with such third-party referral sosrteit are generally linked to revenues derivethfrserchants successfully referred to the
Company and that begin using the Company for matgh@cessing services. Such residual expensdgcally ongoing as long as the
referred merchant remains a customer of the Compadyare recognized as expenses as related revereuessognized in the Company’s
condensed consolidated statements of operations.

Restricted Cash

Restricted cash includes cash collateral relating letter of credit; monies due on SBA loan-relatemittances and insurance premiums
received by the Company and due to third partiashdeld by the Capcos restricted for use in magaad operating the Capco, cash held for
future repayment under the Capital One loan agragmeking qualified investments and for the payhwérincome taxes; cash held in a pre-
funding account which will be used to purchasereiunguaranteed portions of SBA 7(a) loans (asexfdinber 31, 2010 only), cash reserves
and prepaid interest associated with the secuiitizaand a cash account maintained as a reseaiesaghargeback losses.

Purchased Receivables

Purchased receivables are recorded at the poiiméwhen cash is released to the seller. A mgjofithe receivables purchased have recourse
and are charged back to the seller if aged ove®®@r 120 days, depending on contractual agreemBaotchased receivables are included in
accounts receivable on the condensed consolidaladd®e sheet.

Investmentsin Qualified Businesses

The various interests that the Company acquirdés igualified investments are accounted for unbesd methods: consolidation, equity met
and cost method. The applicable accounting methgemerally determined based on the Company’sgatierest or the economics of the
transaction if the investee is determined to baréable interest entity.

Consolidation Methodnvestments in which the Company directly or indilye owns more than 50% of the outstanding votiegusities, those
the Company has effective control over, or thossnu to be a variable interest entity in which@oenpany is the primary beneficiary are
generally accounted for under the consolidatiorhabf accounting. Under this method, an investiedimancial position and results of
operations are reflected within the Company’s cosdd consolidated financial statements. All sigaifit inter-company accounts and
transactions are eliminated, including returnsrafgipal, dividends, interest received and investtmedemptions. The results of operations
cash flows of a consolidated operating entity acduided through the latest interim period in whilke Company owned a greater than 50%
direct or indirect voting interest, exercised cohtwver the entity for the entire interim periodveas otherwise designated as the primary
beneficiary. Upon dilution of control below 50%, \@won occurrence of a triggering event requirirgprsideration as to the primary
beneficiary of a variable interest entity, the aoting method is adjusted to the equity or costhmetf accounting, as appropriate, for
subsequent periods.

Equity MethodInvestments that are not consolidated, but oveckwtiie Company exercises significant influence aaeunted for under the
equity method of accounting. Whether or not the Gany exercises significant influence with respecir investee depends on an evaluation
of several factors including, among others, reprg®n on the investee’s Board of Directors anchemship level, which is generally a 20% to
50% interest in the voting securities of the ineesincluding voting rights associated with the @any’s holdings in common, preferred and
other convertible instruments in the investee. Wnkle equity method of accounting, an investeet®ants are not reflected within the
Company’s condensed consolidated financial statespnbowever, the Company’s share of the earnindssses of the investee is reflected in
the Company’s condensed consolidated financiaistants.

Cost MethodInvestments not accounted for under the consotidair the equity method of accounting are accoufaednder the cost method
of accounting. Under this method, the Company’sesbéthe net earnings or losses of such investsrientot included in the Company’s
condensed consolidated financial statements. Howewust method impairment charges are recognizedeeessary, in the Company’s
condensed consolidated financial statements.dfinistances suggest that the value of the investesubsequently recovered, such recove
not recorded until ultimately liquidated or reatize
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The Company’s debt and equity investments havetantislly been made with funds available to Newttglough the Capco programs. These
programs generally require that each Capco meéhianum investment benchmark within five years dfia funding. In addition, any funds
received by a Capco as a result of a debt repayareaquity return may, under the terms of the Cgpograms, be reinvested and counted
towards the Capcos’ minimum investment benchmarks.

Securitization Activities

NSBF engaged in a securitization of the unguaranpeetions of its SBA 7(a) loans in 2010. Becaumettansfer of these assets to the Ne\
Small Business Loan Trust 2010-1 (the “Trust”) asiable interest entity (“VIE”), did not meet theteria of a sale, it was treated as a secured
borrowing. NSBF continues to recognize the asdetiseoVIE in loans held for investment and the agsted financing of the VIE in notes
payable on the accompanying condensed consolitialadce sheets.

The liabilities recognized as a result of consdiittathe VIE do not represent additional claimstlee Company’s general assets; rather, they
represent claims against the specific assets df ifieConversely, assets recognized as a resaib$olidating the VIE do not represent
additional assets that could be used to satisfyjnslagainst the Company’s general assets. All@btfsets and the liabilities of the VIE are
presented parenthetically on the accompanying ew®ateconsolidated balance sheets.

Stock - Based Compensation

All share-based payments to employees are recayymzbe financial statements based on their falo@s using an option-pricing model at the
date of grant. The Company recognizes compensatiastraight-line basis over the requisite serpi@od for the entire award. The
Company has elected to adopt the alternative tiansnethod for calculating the tax effects of shhased compensation. The alternative
transition method includes a simplified method stablish the beginning balance of the additioné&{racapital pool related to the tax effects
of employee share-based compensation, which isad@ito absorb tax deficiencies.

Fair Value

The Company adopted the methods of fair value hoevits financial assets and liabilities. The Compaarries its credits in lieu of cash,
prepaid insurance and notes payable in crediigindf cash at fair value. In addition, the Compatected on October 1, 2010 to fair value its
SBA loans held for investment, SBA loans held falesand SBA loans transferred subject to premiwouese. The Company also carries
impaired loans and other real estate owned avédire. Fair value is based on the price that wbeldeceived to sell an asset or paid to transfer
a liability in an orderly transaction between manparticipants at the measurement date. In orderctease consistency and comparability in
fair value measurements, the Company utilizedraviue hierarchy that prioritizes observable andhservable inputs used to measure fair
value into three broad levels, which are descriedw:

Level 1 Quoted prices in active markets for identical assetiabilities. Level 1 assets and liabilitieslinde debt and equity securities ¢
derivative contracts that are traded in an actikaehange market, as well as certain U.S. TreastingrdJ.S. Government and
agency mortgac-backed debt securities that are highly liquid armedatively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssouated prices for similar assets or liabilitiggpted prices in markets that are
not active; or other inputs that are observableaorbe corroborated by observable market dataufustantially the full term of the
assets or liabilities. Level 2 assets and liakiitinclude debt securities with quoted prices dénatraded less frequently than
exchange-traded instruments and derivative comtrabbse value is determined using a pricing modidl iwputs that are
observable in the market or can be derived prifigifieom or corroborated by observable market datas category generally
includes certain U.S. Government and agency moetdpagked debt securities, corporate debt secyriteas/ative contracts and
residential mortgage loans h-for-sale.

Level 3 Unobservable inputs that are supported by litttammarket activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufiieancial instruments whose value is determinédgipricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which the determinatioriadf value requires significal
management judgment or estimation. This categongigdly includes certain private equity investmerggained residual interes
in securitizations, residential mortgage servidigfpts, and highly structured or lo-term derivative contract
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Income Taxes

Deferred tax assets and liabilities are computegdbaipon the differences between the financiadistant and income tax basis of assets and
liabilities using the enacted tax rates in effectthe year in which those temporary differenceseapected to be realized or settled. If available
evidence suggests that it is more likely than hat some portion or all of the deferred tax assétsiot be realized, a valuation allowance is
required to reduce the deferred tax assets torttoeiat that is more likely than not to be realized.

The Company’s U.S. Federal and state income taxnefprior to fiscal year 2007 are closed and mamagt continually evaluates expiring
statutes of limitations, audits, proposed settlemashanges in tax law and new authoritative rging

Accounting for Uncertainty in Income Taxes

The ultimate deductibility of positions taken opexted to be taken on tax returns is often uncertaiorder to recognize the benefits
associated with a tax position taken (i.e., getheeatleduction on a corporation’s tax return), ¢éiméity must conclude that the ultimate
allowability of the deduction is more likely thaptnlIf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than not),
the benefit associated with the position is recogghiat the largest dollar amount that has more a0P% likelihood of being realized upon
ultimate settlement. Differences between tax pas#titaken in a tax return and recognized will gaiheresult in (1) an increase in income
taxes currently payable or a reduction in an inctemaefund receivable or (2) an increase in ardefetax liability or a decrease in a deferred
tax asset, or both (1) and (2).

Concentrations of Credit Risk

Financial instruments that potentially subject @@mpany to concentrations of credit risk consistagh, cash equivalents and accounts
receivable. The Company maintains its cash and easivalents with major financial institutions aaictimes, cash balances with any one
financial institution may exceed Federal Depossuliance Corporation (FDIC) insured limits.

The Company sells its services to businesses thmughe United States. The Company performs omgoiedit evaluations of its customers’
financial condition and, generally, requires cafal, such as accounts receivable and/or othetsasfthe client, whenever deemed necessary.
For the three and six months ended June 30, 204 2@10, no single customer accounted for 10% oermbthe Company’s revenue, or of
total accounts receivable at June 30, 2011 andbleee31, 2010.

Fair Value of Financial I nstruments

As required by the Financial Instruments Topichef EASB ASC, the estimated fair values of finanmatruments must be disclosed.
Excluding fixed assets, intangible assets, goodea#itl prepaid expenses and other assets (excladingted below), substantially all of the
Company’s assets and liabilities are considereghfifal instruments as defined under this stand&ail.value estimates are subjective in nature
and are dependent on a number of significant asomspassociated with each instrument or grouprofiar instruments, including estimates

of discount rates, risks associated with spedifiarfcial instruments, estimates of future cash $lewd relevant available market information.

The carrying values of the following balance shieshs approximate their fair values primarily doaheir liquidity and short-term or
adjustable-yield nature:

. Cash and cash equivalel

. Restricted cas

. Broker receivablt

. Accounts receivabl

. Notes payabl

. Accrued interest receivable (included in prepaipemses and other asse

. Accrued interest payable (included in accounts pleyand accrued expens
. Accounts payable and accrued expet
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The carrying value of investments in Qualified Biesises (included in prepaid expenses and otheéspgssedits in lieu of cash and notes
payable in credits in lieu of cash as well as SBénk held for investment, SBA loans held for s&®A loans transferred, subject to premium
recourse and liability on SBA loans transferredjaat to premium recourse (for loans funded afegst8mber 30, 2010) approximate fair value
based on management’s estimates.

New Accounting Standards

In February 2010, the FASB issued ASU No. 2010*A&endments for Certain Investment Funds” and ic@&wgber 2009, the FASB issued
ASU No. 2009-17, “Improvements to Financial Repagtby Enterprises Involved with Variable Interestifies”. These ASUs amend the VIE
guidance of ASC Topic 810, which the Company adbpte July 1, 2010. This guidance amends FIN 46{R)odified in ASC Topic 810, to
require the Company to perform an analysis of egshvestments to determine whether variable @deor interests give the Company a
controlling financial interest in a VIE. This analy identifies the primary beneficiary of a VIEths enterprise that has both the power to direct
the activities of significant impact on a VIE artobligation to absorb losses or receive beniéita the VIE that could potentially be
significant to the VIE. It also amends ASC Topi®8&t require ongoing reassessments of whetherianpeise is the primary beneficiary of a
VIE. As a result of adoption, the Company is noglenconsidered the primary beneficiary of OnLAN,G (*OnLAN"), a VIE for which the
Company was considered the primary beneficiaryvaimdh required the financial performance of OnLAdNdEe consolidated in the Company’s
financial statements, and the Company was no lorggprired to consolidate OnLAN in its financialtst@aents effective July 1, 2010. As a
result of the adoption of the new VIE guidance B@\810, the Company recorded a cumulative-effgoisent to increase retained earnings
by $99,000 in 2010 which represented the differdretereen the cumulative net losses previously dambthrough the consolidation of

OnLAN and its actual investment. The Company’s gqualue of the OnLAN investment recorded on thenPany’s books as of June 30,

2011 and December 31, 2010 is $128,000 and $105,88@ectively, and is included in prepaid expersesother assets on the accompanying
condensed consolidated balance sheets.

In July 2010, the FASB issued ASU No. 2010-20, @sures about the Credit Quality of Financing Readdes and the Allowance for Credit
Losses,” which requires significant new discloswbsut the allowance for credit losses and theitcge@lity of financing receivables. The
requirements are intended to enhance transparegeyding credit losses and the credit quality ahland lease receivables. Under this
statement, allowance for credit losses and famevalre to be disclosed by portfolio segment, weniéglit quality information, impaired
financing receivables and nonaccrual status abe foresented by class of financing receivable.|Bssce of the nature and extent, the finar
impact and segment information of troubled debtruesurings will also be required. The disclosuaes to be presented at the level of
disaggregation that management uses when assessingonitoring the portfolio’s risk and performangais standard is effective for interim
and annual reporting periods after December 150 20he adoption did not have a material impactren@ompany because the Company
already includes the necessary disclosures imigm€ial statements.

In January 2011, the FASB issued ASU No. 2011-Dgférral of the Effective Date of Disclosures ab®dtdubled Debt Restructurings in
Update No. 2010-20,” which defers the effectiveedaiated to the disclosures required in ASU NA.(2R0, enabling creditors to provide such
disclosures after the FASB completes their projéantfying the guidance for determining what congéis a troubled debt restructuring. As the
provisions of this ASU only defer the effective elaf disclosure requirements related to troubldut destructurings, the adoption of this ASU
will have no impact on the Company’s condensed @lideted statements of operations and balance sheet

In April 2011, the FASB issued ASU No. 2011-02, Gkeditor's Determination of Whether a Restructuiim@ Troubled Debt Restructuring.”
The provisions of ASU No. 2011-02 provide additibgaidance related to determining whether a credigs granted a concession, include
factors and examples for creditors to considevaluating whether a restructuring results in a yldlgpayment that is insignificant, prohibit
creditors from using the borrower’s effective rast to evaluate whether a concession has beetedremthe borrower, and add factors for
creditors to use in determining whether a borrowexperiencing financial difficulties. A provision ASU No. 2011-02 also ends the FASB's
deferral of the additional disclosures about tredtdiebt restructurings as required by ASU No. 2BQ.0Fhis standard is effective for interim
and annual reporting periods beginning on or dftere 15, 2011. The Company is currently evaluatiegmpact of adopting ASU No. 200p-
on its condensed consolidated statements of opesaéind balance sheets.

In May 2011, the FASB issued ASU No. 2011-04nfendments to Achieve Common Fair Value MeasurerardtDisclosure Requirements
U.S. GAAP and IFRSs,” which amends the currentfalue measurement and disclosure guidance of AGficB20 “Fair Value
Measurement” to include increased transparencymarealuation inputs and investment categorizafidre guidance provided in ASU

No. 201:-04 is effective prospectively for interim and aahperiods beginning after December 15, 2011. Tow@any does not expect the
adoption of these provisions to have a materiakichpn its condensed consolidated statements oatipes and balance sheets.
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NOTE 3 — FAIR VALUE MEASUREMENTS:
Fair Value Option Elections

Effective January 1, 2008, the Company adoptedvidire accounting concurrent with the electionhef fair value option. The accounting
standard relating to the fair value measuremeatifiels the definition of fair value and descrilmesthods available to appropriately measure
fair value in accordance with GAAP. The accounsitgndard applies whenever other accounting stasdadiiire or permit fair value
measurements. The accounting standard relatirtgetéatr value option for financial assets and fitiahliabilities allows entities to irrevocably
elect fair value as the initial and subsequent mmessent attribute for certain financial assets famghcial liabilities that are not otherwise
required to be measured at fair value, with chamyéasir value recognized in earnings as they ocltwalso establishes presentation and
disclosure requirements designed to improve conlyilayabetween entities that elect different me&snent attributes for similar assets and
liabilities.

On January 1, 2008, the Company elected the faievaption for valuing its Capcos’ credits in lieficash, notes payable in credits in lieu of
cash and prepaid insurance.

On January 1, 2010, the Company elected the faiewaption for valuing its liability on SBA loansansferred, subject to premium recourse.

On October 1, 2010, the Company elected the féiravaption for valuing its SBA 7(a) loans fundedamafter that date which are included in
SBA loans held for investment, SBA loans held falesand SBA loans transferred, subject to premiecourse.

The Company elected the fair value option in otdeeflect in its financial statements the assuongtithat market participants use in evalu
these financial instruments.

Fair Value Option Election — Credits in Lieu of Ca$, Prepaid Insurance and Notes Payable in CreditsiLieu of Cash

Under the cost basis of accounting, the discourtrased to calculate the present value of thdtsriedieu of cash and notes payable in cre
in lieu of cash did not reflect the credit enhaneats that the Company’s Capcos obtained from Ghantt. (“Chartis”) (the renamed property
and casualty holdings of American International @xdnc., “AlG”), namely its AA+ rating at such tenfor their debt issued to certified
investors. Instead the cost paid for the credibeckments was recorded as prepaid insurance antizedmn a straight-line basis over the
term of the credit enhancements.

With the adoption of the fair value measuremerfir@ncial assets and financial liabilities and éhection of the fair value option, credits in |

of cash and notes payable in credits in lieu oh@ae valued based on the yields at which finariegtuments would change hands between a
willing buyer and a willing seller when the formiemot under any compulsion to buy and the la#terat under any compulsion to sell, both
parties having reasonable knowledge of relevansfabe accounting standards require the fair valub®fissets or liabilities to be determil
based on the assumptions that market participaeténupricing the financial instrument. In develupthose assumptions, the Company
identified characteristics that distinguish manetticipants generally, and considered factorsifipe¢o (a) the asset type, (b) the principal (or
most advantageous) market for the asset group(cdmdarket participants with whom the reportingitgnivould transact in that market.

Based on the aforementioned characteristics amiwm of the Chartis credit enhancements, the Compatfieves that market participants
purchasing or selling its Capcos’ debt, and theeefis credits in lieu of cash and notes payablerédlits in lieu of cash, view nonperformance
risk to be equal to the risk of Chartis nonperfonggrisk and as such both the fair value of crediteeu of cash and notes payable in credits in
lieu of cash should be priced to yield a rate e¢puabmparable U.S. Dollar denominated debt insemisiissued by Chartis’ parent, AIG.
Because the value of notes payable in credit®indif cash directly reflects the credit enhancerobtdined from Chartis, the unamortized cost
relating to the credit enhancement will cease tedparately carried as an asset on Company’s cead@onsolidated balance sheets and is
incorporated in notes payable in credits in liecash.
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Assets and Liabilities Measured at Fair Value on &ecurring Basis as of June 30, 2011 are as follo\is thousands):

Fair Value Measurements Usir

Total Gain:
Total Level 1 Level 2 Level & and Losse
Assets:
Credits in lieu of cas $25,07: $— $25,07: $— $ —
Liabilities:
Notes payable in credits in lieu of ce $25,071 $— $25,07" $— $ 76
Assets and Liabilities Measured at Fair Value on &ecurring Basis as of December 31, 2010 are as tolls (In thousands):
Fair Value Measurements Usir
Total Gain:
Total Level 1 Level 2 Level & and Losse
Assets:
Credits in lieu of cas $35,49¢ $— $35,49¢ $— $ —
Liabilities:
Notes payable in credits in lieu of ce $35,49¢ $— $35,49¢ $— $ 38

Credits in lieu of cash and Notes payable in creditin lieu of cash

The Company elected to account for both crediteinof cash and notes payable in credits in liecash at fair value in order to reflect in its
condensed consolidated financial statements tharggfons that market participant’s use in evaluatirese financial instruments.

Fair value measurements:

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance risRhartis. The closest trading
comparators are the debt of Chartis’ parent, AlGeréfore the Company calculates the fair valueoti bthe credits in lieu of cash and notes
payable in credits in lieu of cash using the yialflgarious AlIG notes with similar maturities tochkaof the Company’s respective Capcos’ debt
(the “Chartis Note Basket”). The Company electediszontinue utilizing AlG’s 7.70% Series A-5 Junfubordinated Debentures because
those long maturity notes began to trade with attarestics of a preferred stock after AlG receifi@ancing from the United States
Government. The Company considers the Chartis Rasket a Level 2 input under fair value accountsigce it is a quoted yield for a similar
liability that is traded in an active exchange nedrhe Company selected the Chartis Note Baskitieasost representative of the
nonperformance risk associated with the Capco rimgeause they are Chartis issued notes, are gctieeled and because maturities match
credits in lieu of cash and notes payable in csdditieu of cash.

After calculating the fair value of both the creadit lieu of cash and notes payable in creditgein bf cash, the Company compares their va
This calculation is done on a quarterly basis. @aton differences primarily due to tax creditegit versus delivery timing may cause the
value of the credits in lieu of cash to differ frdihat of the notes payable in credits in lieu aftcaBecause the credits in lieu of cash asset has
the single purpose of paying the notes payableddits in lieu of cash and has no other value é#oGbmpany, Newtek determined that the
credits in lieu of cash should equal the notes plsyia credits in lieu of cash.

On December 31, 2010, the yield on the Chartis Bateket was 4.38%. As of June 30, 2011, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes averageth% reflecting changes in interest rates imtlaeketplace. This increase in yield decreased
both the fair value of the credits in lieu of casid the fair value of the notes payable in craditeeu
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of cash. The Company decreased the value of tligtsia lieu of cash to equal the value of the agiayable in credits in lieu of cash because
the credits in lieu of cash can only be used tisfyathe liability and must equal the value of tietes payable in credits in lieu of cash at all
times. The net change in fair value reported inGbenpany’s condensed consolidated statements otimes for the three and six months
ended June 30, 2011 was a gain of $1,000 and $768pectively.

On December 31, 2009, the yield on the Chartis Batgket was 6.92%. As of June 30, 2010, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes avera§etl?% reflecting changes in interest rates imtlaeketplace. This decrease in yield increased
both the fair value of the credits in lieu of casid the fair value of the notes payable in craditeeu of cash. The Company increased the v

of the credits in lieu of cash to equal the valtithe notes payable in credits in lieu of cash bheeahe credits in lieu of cash can only be used
to satisfy the liability and must equal the valdi¢he notes payable in credits in lieu of cashlldiraes. The net change in fair value reported in
the Company’s condensed consolidated statemeigenitions for the three and six months ended 30n2010 was a gain of $13,000 and
$174,000, respectively.

Changes in the future yield of the Chartis Notel®asvill result in changes to the fair values of dredits in lieu of cash and notes payable in
credits in lieu of cash when calculated for futpegiods; these changes will be reported througtChmapany’s condensed consolidated
statements of operations.

Fair Value Option Election — Liability on SBA Loans Transferred, Subject to Premium Recourse

Effective January 1, 2010, a new accounting stahdadified into ASC Topic 860, “Transfers and Seiwy,” requires for the guaranteed
portions transferred that the Company, due to thenpjum warranty formerly incorporated in SBA For@86 (see the discussion above),
establish a new asset related to the guarante¢idipof SBA 7(a) loans contractually sold but sebj® premium recourse and a matching
liability until the end of the warranty period. Gemporaneous with the adoption of this new accogndtandard the Company elected the fair
value option for valuing this new liability, whidk captioned in the condensed consolidated finhstagéements as “Liability on SBA loans
transferred, subject to premium recourse.” At theef management elected to adopt the fair valuempiecause it more accurately reflected
the economics of the transaction. For liabilitiesated prior to October 1, 2010 and prior to thepgidn of fair value for the loans themselves,
within the fair value hierarchy that prioritizessgsvable and unobservable inputs used to meadurafae, the Company utilizes Level 3
unobservable inputs which reflect the Company’s assumptions about the assumptions that marketiparits would use in pricing the
liability (including assumptions about risk). Ther@pany values the liability based on the probabditpayment given the Company’s history
of returning premium: the transferee will receid®% of the guaranteed portion from either the heeroor the SBA and approximately 3% of
the premium amount from the Company. The aforeroaat return of premiums is triggered by eithertibeower’s prepayment of the loan
within 90 days of the transfer settlement datéherliorrower’s default within 275 days of the setiéét date on loans where any of the
borrower’s first three payments were delinquent.

For liabilities created on or after October 1, 20th@ fair valuing of the loans themselves provittesseconomic gain to be recognized from the
transfer. Continuing to value the liability basedtbe likelihood of repaying the premium warrantyuld effectively double count the gain
from creating the loan. As such, the Company chanige valuation of the liability for loans issuedrhatch the amount received from the
transfer.

After February 7, 2011, the new SBA Form 1086 afidlie Company to recognize premium income conctwéh the trade date, as was done
prior to January 1, 2010. As a result of this,lh&ances at December 31, 2010 in “Liability on SBAns transferred, subject to premium
recourse” will decrease throughout 2011 with thpeestation that they will reach zero by December28,1. At June 30, 2011, there was one
SBA loan remaining accounted for under ASC Topi@ 86 transferred and subject to premium recourse.

Liabilities Measured at Fair Value on a Recurring Basis as of June 30, 2011 are as follows (In thousks):

Fair Value Measurements Usir

Total Gain:
Total Level 1 Level 2 Level 3 and Losse
Liabilities:
Liability on SBA loans transferred, subject to piem recourse $1,39:2 $— $— $1,39:2 $ —
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Liabilities Measured at Fair Value on a Recurring Basis as of December 31, 2010 are as follows (In tisands):

Fair Value Measurements Usir

Total Gain:
Total Level 1 Level Z Level 3 and Losse
Liabilities:
Liability on SBA loans transferred, subject to piem recourse $30,78! $— $— $30,78: $ —

Below is a summary of the activity in the liabilijn SBA loans transferred, subject to premium reseéor the six months ended June 30, ©
(In thousands):

Balance at December 31, 2C $ 30,78
SBA loans sold, no longer subject to premium rese (29,39)
Balance at June 30, 20 $ 1,397

Fair Value Option Election — SBA 7(a) Loans

On October 1, 2010, the Company elected to utitizefair value option for SBA 7(a) loans fundedasrafter that date. Management believed
that doing so would promote its effort to both slifypand make more transparent its financial staeta by better portraying the true economic
value of this asset on its balance sheet and staiteofi operations. Primarily, NSBF has made SBA It{ans carrying guarantees of 75% and
85%; from 2009 through early 2011 under a specijam, most of the loans NSBF originated carriggi@arantee of 90%. NSBF, both
historically and as a matter of its business pdatls the guaranteed portions via SBA Form 1086 tiné secondary market when the guarar
portion becomes available for sale upon the cloaimdjfully funding of the SBA 7(a) loan and retaihe unguaranteed portions. Management
recognized that the economic value in the guardnpeetion did not inure to NSBF at the time of ttedle but rather when the guaranty
attached at origination; amortization accountingtbyhature does not recognize this increase inevat the true time when it occurred. Under
the fair value option, the value of the guaranseretorded when it economically occurs at the paiinthe creation of the loan, and is not
delayed until the sale occurs. Contemporaneoustyyalue of the unguaranteed portion will also éednined to reflect the full, fair value of
the loan.

Although the fair value election is for the ent8BA 7(a) loan, the Company primarily sells the guéeed portions at the completion of
funding. The need to record the fair value fordaranteed portion of the loan will primarily ocaunen a guaranteed portion is not traded at
period end (“SBA loans held for sale”). The unguméead portion retained is recorded under “SBA Idagld for investment.”

SBA Loans Held for | nvestment

For loans that completed funding before Octob&01,0, SBA loans held for investment are reportetigit outstanding unpaid principal
balances adjusted for chargfs, net of deferred loan origination costs arelalowance for loan losses. For loans that coraglainding on ¢
after October 1, 2010, management elected to &irevSBA loans held for investment within the faatue hierarchy that prioritizes observable
and unobservable inputs utilizing Level 3 unobsklw@nputs which reflect the Company’s own expéctet about the assumptions that market
participants would use in pricing the asset (intlgdassumptions about risk). Because there cuyréntio secondary market for sales of
individual unguaranteed portions, the Company aseambination of trading information from the gugtesed sales, as was previously used to
determine the discount on the unguaranteed portaondsthe historical performance of NSBF’s loangliggd to their outstanding unpaid
principal balances. If a loan measured at fair @adusubsequently impaired, then the fair valuthefloan is measured based on the present
value of expected future cash flows discountethi@ldan’s effective interest rate, or the fair watf the collateral if the loan is collateral
dependent. Because the loans bear interest aiadlearate, NSBF does not have to factor in interat® risk.

SBA LoansHeld For Sale

Prior to October 1, 2010, loans originated andridésl for sale in the secondary market, that igjtteranteed portions of SBA 7(a) loans, were
carried at the lower of aggregate cost or fair gaas determined by aggregate outstanding commiisnfiem
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investors. For guaranteed portions funded on er &ctober 1, 2010, management elected to fairv@BA loans held for sale within the fair
value hierarchy that prioritizes observable andbseovable inputs used to measure fair value utgitievel 2 assets. These inputs include debt
securities with quoted prices that are tradedflesgiently than exchange-traded instruments or kaltees determined using a pricing model
with inputs that are observable in the market. 3émmondary market for the guaranteed portions remdly robust with broker dealers acting as
primary dealers. NSBF sells regularly into the nedind can quickly price its loans for sale. Thenpany values the guaranteed portion based
on market prices equal to the guaranteed loan anpbus a premium that includes both an upfront gasjment (utilizing quoted prices) and

the value of a stream of payments representingcsegvincome received in excess of NSBF’s servigogt (valued using a pricing model with
inputs that are observable in the market).

SBA Loans Transferred, Subject to Premium Recourse

Effective January 1, 2010, a new accounting stahdadified into ASC Topic 860, “Transfers and Seinvg,” required for the guaranteed
portions transferred that the Company, due to thenjum warranty formerly incorporated in SBA For@86 (the warranty ceased as part of
the form on February 7, 2011), establish a newtastaed to the guaranteed portion of SBA 7(ah$oeontractually sold but subject to
premium recourse. Prior to October 1, 2010, guarxhtoans transferred in the secondary marketaaried at cost. For guaranteed portions
funded on or after October 1, 2010, managementesldo fair value SBA loans transferred, subjegiremium recourse within the fair value
hierarchy that prioritizes observable and unobdsevenputs utilizing Level 2 assets. The Compariyes the guaranteed portion based on
market prices equal to the guaranteed loan amdustgopremium that includes both an upfront caghmaant (utilizing quoted prices) and the
value of a stream of payments representing sexyicicome received in excess of NSBF's servicing ¢eeued using a pricing model with
inputs that are observable in the market).

After February 7, 2011, the new Form 1086 alloves@ompany to recognize premium income concurretht thie date of transfer, as was done
prior to January 1, 2010. As a result of this, lthéances at June 30, 2011 and December 31, 20BBiA loans transferred, subject to premi
recourse” will continue to decrease throughout 2@ith the expectation that they will reach zeroscember 31, 2011. At June 30, 2011,
there was one SBA loan remaining accounted for uUAGE Topic 860 as transferred and subject to puemriecourse.

Fair Value Measurements at June 30, 2011 Usini

Total Gains anc

(In thousands): Total Level 1 Level 2 Level 3 (Losses)
Assets
SBA loans held for investme $ 10,12 $— $ — $ 10,12: % (93¢)
SBA loans held for sal 2,44¢ — 2,44¢ — 29¢
SBA loans transferred, subject to premium reco 1,392 — 1,392 — (3,216
Total asset $ 13,96 $— $ 3,84( $ 10,12 $ (3,85%)
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(In thousands):
Assets

SBA loans held for investme

SBA loans held for sal

SBA loans transferred, subject to premium reco

Total asset

Fair Value Measurements at December 31, 2010 Usin

Total Gains anc

Total Level 1 Level 2 Level 3 (Losses)
$ 231 $— $  — $ 2310 $ (285)
1,01¢ — 1,01¢ — 32
21,21; — 21,21; — 3,74
$ 24,53¢ $— $ 22,22¢ $ 2,31( $ 3,49¢

Below is a summary of the activity in SBA loansd#dr investment, at fair value for the six monémsled June 30, 2011 (In thousands):

Balance at December 31, 20

SBA loans held for investment, originat

Payments receive
Fair value los!

Balance at June 30, 20

Other Fair Value Measurements

$ 2,31(
8,85¢
(105)
(93¢)
$10,12-

Assets Measured at Fair Value on a Non-recurring Bsis are as follows (In thousands):

Assets
Impaired loan:

Other rec-estate owne

Total asset

Fair Value Measurements at June 30, 2011 Using:

Total Level 1 Level 2 Level 3 Total Losse!

$ 5,75¢ $— $ — $ 5,75¢ $  (86)
287 — 287 — (30)

$ 6,04C $— $ 287 $ 5,752 $ (11¢)
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Fair Value Measurements at December 31, 2010 Usin

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 5,81 $— $ — $ 5,81 $ (1,84))
Impaired customer merchant accot — — — — (25
Other rec-estate owne 327 — 327 — (8)
Total asset $ 6,14 $— $ 327 $ 5,818 $ (1,880

Impaired loans

Impairment of a loan is measured based on the preaéue of expected future cash flows discountatieloan’s effective interest rate, or the
fair value of the collateral if the loan is colletbdependent. Impaired loans for which the cagymount is based on the fair value of the
underlying collateral are included in assets apdnted at estimated fair value on a mecurring basis, both at initial recognition of iaigment
and on an on-going basis until recovery or chaffefdhe loan amount. The determination of impamhinvolves management’s judgment in
the use of market data and third party estimatgarding collateral values. Valuations in the levkimpaired loans and corresponding
impairment affect the level of the reserve for |basses.

Impaired customer merchant accounts

Customer merchant accounts are reviewed for impaitiwhenever events or changes in circumstancésabedhat the carrying value may not
be recoverable. In reviewing for impairment, thergiag value is compared to the estimated undistalifuture cash flows expected. If such
cash flows are not sufficient to support the assettorded value, an impairment charge is recodrizeeduce the carrying value of the
customer merchant account to its estimated faireval' he determination of future cash flows as asglthe estimated fair value of customer
merchant accounts involves significant estimatetherpart of management.

Other real-estate owned (included in Prepaid expers and other assets)

The estimated fair value of other real-estate ows@alculated using observable market informatincluding bids from prospective
purchasers and pricing from similar market trarisastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withisgdhe Company’s interests. Where bid informai®not available for a specific property,
the valuation is principally based upon recentdeation prices for similar properties that havenbesld. These comparable properties share
comparable demographic characteristics. Otherastate owned is generally classified within Levelf 2he valuation hierarchy.
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NOTE 4 — SBA LOANS:

SBA loans are geographically concentrated in Feo(i7% of the portfolio) and New York (11% of thertiolio). Below is a summary of the
activity in the SBA loans held for investment, n€SBA loan loss reserves for the six months eriiewe 30, 2011 (In thousands):

Balance at December 31, 2C $26,05:
SBA loans funded for investme 8,77t
Fair value adjustmen (93¢)
Loans foreclosed into real estate ow (23)
Payments receive (1,692
Provision for SBA loan losse (86)
Discount on loan originations, n (77
Balance at June 30, 20 $32,01:

Below is a summary of the activity in the resereelban losses for the six months ended June 30, 2@ thousands):

Balance at December 31, 20 $3,56(
SBA loan loss provisio 86
Recoveries 7
Loan charg-offs (379
Balance at June 30, 20 $3,27¢

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 301 Zth thousands):

Balance at December 31, 20 $ 1,01¢
Originations of SBA Loans held for se 33,847
Fair value adjustmel 264
SBA loans sol¢ (32,677
Balance at June 30, 20 $ 2,44¢

All loans are priced at the Prime interest rates@pproximately 2.75% to 3.75%. The only loans wifixed interest rate are defaulted loans of
which the guaranteed portion sold is repurchasaa the secondary market by the SBA, while the urantaed portion of the loans still
remains with the Company. As of June 30, 2011 aeceinber 31, 2010, net SBA loans receivable helthf@stment with adjustable interest
rates amounted to $29,596,000 and $23,306,00(zcteply.

For the six months ended June 30, 2011 and 20&@ dimpany funded approximately $42,622,000 and4826000 in loans and sold and
transferred approximately $31,997,000 and $23,586d) the guaranteed portion of the loans, respelgti Receivables from loans traded but
not settled of $8,796,000 and $12,058,000 as of 30n 2011 and December 31, 2010, respectivelyprasented as broker receivable in the
accompanying condensed consolidated balance sheets.

The outstanding balances of loans past due niresty dr more and still accruing interest as of BMe2011 and December 31, 2010 amounted
to $44,000 and $535,000, respectively.

At June 30, 2011 and December 31, 2010, total ilmdaion-accrual loans amounted to $8,547,000 arid6®00, respectively. For the six
months ended June 30, 2011 and for the year endedriiber 31, 2010, the average balance of impaoréincrual loans was $8,377,000 and
$8,385,000, respectively. Approximately $2,507,86d $2,516,000 of the allowance for loan lossegwadocated against such impaired non-
accrual loans, respectively.
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The following is a summary of SBA loans held fovéstment as of:

(In thousands) June 30, 2011 December 31, 201!

Fair Value Cost Basit Fair Value Costs Basi
Due in one year or le: $ — $ — $ — $ 11
Due between one and five yei — 4,65¢ — 3,89t
Due after five year 11,344 22,08¢ 2,59t 24,89¢
Total 11,344 26,741 2,59t 28,80«
Less: Allowance for loan loss: — (3,279 — (3,560)
Less: Deferred origination fees, t — (1,579 — (1,502
Less: Fair value adjustme (1,229 — (28E) —
Balance (net $10,12: $21,89( $ 2,31( $ 23,74:

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets whesfaard SBA loans are accounted for as sold anddhes to service those loans are
retained. The Company measures all separately mezatyservicing assets initially at fair valueprfcticable. The Company reviews
capitalized servicing rights for impairment whighperformed based on risk strata, which are deterhdn a disaggregated basis given the
predominant risk characteristics of the underlyimans. The predominant risk characteristics are teem and year of loan origination.

The changes in the value of the Company’s servidgigs for the six months ended June 30, 2011 wer®llows:

(In thousands)

Balance at December 31, 2C $2,22¢
Servicing rights capitalize 1,19¢
Servicing assets amortiz: (356
Balance at June 30, 20 $3,06¢

The estimated fair value of capitalized serviciigits was $3,068,000 and $2,225,000 at June 3@, 20d December 31, 2010, respectively.
The estimated fair value of servicing assets dt batance sheet dates was determined using a dis@ia of 17%, weighted average
prepayment speeds ranging from 1% to 11%, depenging certain characteristics of the loan portfolveighted average life of 3.55 years,
and an average default rate of 7%. The Companyarseéglependent valuation specialist to estimagealr value of the servicing asset.

The unpaid principal balances of loans servicedfbers are not included in the accompanying cosel#consolidated balance sheets. The
unpaid principal balances of loans serviced foerttwithin the NSBF originated portfolio were $281,000 and $179,894,000 as of June 30,
2011 and December 31, 2010, respectively. The dnwaicipal balances of loans serviced for othengctvwere not originated by NSBF and
are outside of the Newtek portfolio were $75,080,80d $73,062,000 as of June 30, 2011 and Dece3ih@010, respectively.

NOTE 6 — NOTES PAYABLE:

In February 2011, NBC entered into a three year difcredit with Sterling National Bank in an ambup to $10,000,000 that refinanced their
facility with Wells Fargo Bank. This facility wilbe used to purchase receivables and for other ngiapital purposes. The interest rate is set
at 5.00% or prime plus 2.00%, whichever is highéth interest on the line to be paid monthly ineams. The line is collateralized by the
receivables purchased, as well as all other ass¢te Company. Newtek guarantees the line anddiitian deposited $750,000 with Sterling
collateralize the guarantee. The balance of thedircredit, included in bank notes payable oncthredensed consolidated balance sheet at
June 30, 2011, was $5,088,000 and the interesatatene 30, 2011 was 5.25%. The agreement inckui#sfinancial covenants as minimum
tangible net worth and maximum leverage ratio aé agethe Parent having to meet a maximum leveratie test and a future net loss test.
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In June 2011, NSBF obtained from Capital One, N‘8apital One”) an increase in its total revolviagdit facility from $12 million to $27
million. The term of the new revolving credit fatjlis eighteen months, at which time the outstagdialance will be converted into a three
year term loan. This line supplements the financimgently in place from Capital One and will eratlie Company to use this revolvi

facility to finance both the government-guarantaad non-guaranteed portions of U.S. Small BusiAessinistration (“SBA”) 7(a) loans. As
of June 30, 2011, NSBF had $9,831,000 outstandidgthe lines of credit. The interest rate on&b2,000,000 portion of the facility,
collateralized by the government guaranteed podfdBBA 7(a) loans, is set at Prime plus 1.00%, thede is a quarterly facility fee equal to
25 basis points on the unused portion of the remgleredit calculated as of the end of each caleqdarter. The interest rate on the
$15,000,000 portion of the facility, collateraliziey the non-guaranteed portion of SBA 7(a) loasiset at Prime plus 1.875%, and there is a
quarterly facility fee equal to 25 basis pointstba unused portion of the revolving credit caloedbas of the end of each calendar quarter. For
the six months ended June 30, 2011, NSBF capith$$264,000 of deferred financing costs attributablthe increased credit line. The facility
agreement includes financial covenants at the NB8| lwith its consolidated subsidiaries, includanminimum fixed charge coverage ratio,
minimum EBITDA requirements and minimum cash reguients held at Capital One.

NOTE 7 — TREASURY STOCK:

In connection with the Company’s 401(k) plan, at®aber 31, 2010, the Company elected to make ahingtcontribution in the form of
Company stock equal to 50% of the first 2% of empds 2010 contributions, up to a maximum match%f In March 2011, in connection
with this match, 49,813 treasury shares were tegired to the Company’s 401(k) plan at a value of#3 per share.

NOTE 8 — STOCK OPTIONS AND RESTRICTED STOCK:

The Company had three and two share-based compmmpkns as of June 30, 2011 and 2010, respegti8blareholders of the Company
approved a new share-based plan at the annualngektiing the second quarter of 2010. For the sintis ended June 30, 2011 and 2010,
compensation cost charged to operations for thizses pvas $193,000 and $0, respectively, and isidiezl in salaries and benefits in the
accompanying condensed consolidated statemenfseodtions.

In March 2011, Newtek granted certain employeescetives and board of directors an aggregate @210D0 shares of restricted stock valued
at $1,941,000. The grants vest on July 1, 2014 fainealue of these grants was determined usieddalr value of the common shares at the
grant date. The restricted shares are forfeitaptanearly voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted stegted. Under the terms of the plan, these shaaedsvdo not include voting rights until the
shares vest. The Company charged $186,000 andGRIBi operations in the six months and three nwettded June 30, 2011, respectively,
in connection with the vesting period associatetth Wiese grants.

There were no options granted during the six moatited June 30, 2011.

As of June 30, 2011 and December 31, 2010, thesebyZA' 11,000 and $37,000 of total unrecognized emsgtion costs related to non-vested
share-based compensation arrangements grantedthed2000, 2003 and 2010 plans. That cost is eggéaotbe recognized ratably through
July 2014.

NOTE 9 — INCOME TAXES:

The Company'’s effective tax rate for the six morghded June 30, 2011 was 83% and is comprisedief deferred tax benefit and a current
tax provision.

The deferred rate was positively impacted by tlieation of a portion of a net operating loss gaiwrward (“NOL”) at NSBF for which a
reserve had previously been taken. Based on NSBFfent and expected performance for the remaioftiére year, the Company believes
there is sufficient evidence to conclude that inisre likely than not those NOLs will be used foe 2011 tax year. Only the portion of the N
that is anticipated to be utilized in the curreaealyhas been released. The utilization of thidbtmefit caused a higher than expected tax rate fol
this six month period. The Company also experiertbedollowing non-recurring tax event; an equitgthod investment that was previously
written off for book purposes reported in April 20anticipated cancellation of indebtedness incameetreported on its 2010 tax return,
however, the 2010 tax return has not been filedlyetto extensions. This event is projected toterepproximately $1.3 million of taxable
income for the 2010 tax year which will be offsgtthe Company’s available NOLs. This event has lveengnized in the six month period
ended June 30, 2011 and created a deferred taisipmoof approximately $550,000.
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The Company recorded approximately $1,300,000a@srant tax provision for the six months ended J8®e2011 based on its annualized
projected taxable income for the year after utila@ of the remaining NOLs (excluding the remainfolly reserved NOLs not used in 2011 at
NSBF and CDS)

(Provision) benefit for income taxes for the sixnties ended June 30, 2011 and 2010 is as followth@usands):

2011 2010
Current:
Federal $ (827) $—
State (52€) (88)
(1,359 (88)
Deferred:
Federal 46¢ 64z
State and loce 82 113
55C 75%
Total (provision) benefit for income tax $ (80%) $667

NOTE 10 — (LOSS) INCOME PER SHARE:

Basic (loss) income per share is computed bas¢leoweighted average number of common shares adistaduring the period. The effect
common share equivalents is included in the caticulaf diluted loss per share only when the eftéddheir inclusion would be dilutive.

The calculations of (loss) income per share were:

Three months Six months
ended June 30: ended June 30:
(In thousands except per share data): 2011 2010 2011 2010
Numerator for basic and diluted E~ (loss) income available |
common shareholde $ (287) $ 931 $ 22z $ 464
Denominator for basic EF- weighted average shar 35,71¢ 35,64¢ 35,69¢ 35,64¢
Effect of dilutive securitie — 15¢& 654 14¢
Denominator for diluted EP- weighted average shar 35,71¢ 35,80: 36,35( 35,79¢
(Loss) earnings per share: Basic and dilt $ (0.0 $ 0.0¢ $ 0.01 $ 0.01
The amount of ar-dilutive shares/units excluded from above i
follows:
Stock options 88¢ 992 0 992
Warrants 5C 26¢€ 50 26€
Contingently issuable shar 83 83 83 83

NOTE 11 — COMMITMENTS AND CONTINGENCIES:

In the ordinary course of business, the Company firwai time to time be party to lawsuits and claifile Company evaluates such matters on
a case by case basis and its policy is to conigstausly any claims it believes are without conlipglmerit. The Company is currently

involved in various contract claims and litigatioratters. Management has reviewed all claims agiastompany with counsel and has taken
into consideration the views of such counsel akecoutcome of the claims, and on that basis thragamy has determined that it irasonabl
possible” that claims will result in a loss in thear term which it estimates to be between $100a@0$500,000.
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NOTE 12 - SEGMENT REPORTING:

Operating segments are organized internally prigmbsi the type of services provided. The Company &ggregated similar operating segm
into six reportable segments: Electronic paymeatgssing, Managed technology solutions, Small legsifinance, All other, Corporate and
Capcos.

The Electronic payment processing segment is aegeme of credit card transactions, as well as &eter of credit card and check approval
services to the small- and mediwgized business market. Expenses include direct ¢osiuded in a separate line captioned electrpajonen
processing costs), professional fees, salariebandfits, and other general and administrativescaditof which are included in the respective
caption on the condensed consolidated statemefgentions.

Effective with the quarterly report for the threemths ended March 31, 2011, we have elected tomeraur Web hosting segment “Managed
technology solutions.” The Managed technology sohgt segment consists of NTS, acquired in July 2004 believe the arrival of our new
cloud offerings and cloud architecture will accatercustomer transition from self-managed appboatio our secure offsite information
technology services. The new name better encomp#ssdull range of services we provide to and rgarfar our customers including web
hosting, web design, email and related functionine database management, data storage and rgcovesnet based web-page systems with
document sharing and time management, larger aiggtom architecture, and 24 hour/7 day a week-haSed customer support. NTS
generates expenses such as professional fees|l @agddenefits, and depreciation and amortizatidmich are included in the respective
caption on the accompanying condensed consolicgdééeiments of operations, as well as licenseseag] fent, and general office expense:

of which are included in other general and admiatste costs in the condensed consolidated statisnoéoperations.

The Small business finance segment consists of|8uainess Lending, Inc., a lender that primarifigimates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through its licensed SBA lender; The Texaigadtbne Group which manages the
Company’s Texas Capco; and NBC which provides attsoteceivable financing, billing and accounts neslgle maintenance services to
businesses. NSBF generates revenues from saleard, Iservicing income for those loans retainezbatracted to service by NSBF and
interest income earned on the loans themselvesleTider generates expenses for interest, profeddiess, salaries and benefits, depreciation
and amortization, and provision for loan lossdspfalvhich are included in the respective captiontloe condensed consolidated statements of
operations. NSBF also has expenses such as loavergexpenses, loan processing costs, and otpensgs that are all included in the other
general and administrative costs caption on theleesed consolidated statements of operations.

The All Other segment includes revenues and exgegmdmarily from qualified businesses that receiiragstments made through the
Company’s Capcos which cannot be aggregated wihkr atperating segments. The two largest entiti¢ésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andrigssi Connect, LLC, a provider of sales and proogssrvices.

Corporate activities represent revenue and expenesiocated to our segments. Revenue includessist income and management fees
earned from Capcos (and included in expenses i€#dpeo segment). Expenses primarily include cotparperations related to broad-based
sales and marketing, legal, finance, informatiamt®logy, corporate development and additionalscassociated with administering the
Capcos.

The Capco segment, which consists of twelve Cagmrserates non-cash income from tax credits, istémeome and gains from investments
in qualified businesses which are included in otheome. Expenses primarily include non-cash irste@@d insurance expense, management
fees paid to Newtek (and included in the Corpoaatévities revenues), legal, and auditing feeslarges from investments in qualified
businesses.

Management has considered the following charatiesiszhen making its determination of its operatamgl reportable segments:

. the nature of the product and servic

. the type or class of customer for its products serdices

. the methods used to distribute its products origepits services; an

. the nature of the regulatory environment (for exampanking, insurance, or public utilitie
The accounting policies of the segments are theesenthose described in the summary of signifisaobunting policies.
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The following table presents the Company’s segritdatmation for the three and six months ended Bhe2011 and 2010 and total assets as
of June 30, 2011 and December 31, 2010 (In thow3and

For the three For the three For the six For the six

months ende months endec months ende months ende

June 30, 201 June 30, 201! June 30, 201 June 30, 201!
Third Party Revenue
Electronic payment processi $ 20,717 $ 20,407 $ 40,80 $ 39,17(
Managed technology solutio 4,761 4,81¢ 9,591 9,60¢
Small business financ 6,29¢ 1,94: 11,35 3,26¢
All other 347 382 701 71¢
Corporate activitie 304 532 63¢ 1,24(
Capcos 324 59€ 663 1,37¢
Total reportable segments 32,75¢ 28,67 63,75¢ 55,37
Eliminations (436) (668) (919) (1,515
Consolidated Total $ 32,32 $ 28,00¢ $ 62,84¢ $ 53,85¢
Inter -Segment Revenu
Electronic payment processi $ 277 $ 204 $ 552 $ 29t
Managed technology solutio 133 10C 29¢ 207
Small business financ 15 18¢ 35 262
All other 26¢ 3,23¢ 53¢ 3,371
Corporate activitie 40€ 512 812 977
Capcos 19t 48C 38¢ 887
Total reportable segments 1,29¢ 4,71¢ 2,62¢ 5,99¢
Eliminations (1,299 (4,719 (2,624 (5,999
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxe
Electronic payment processi $ 1,34 $ 1,36¢ $ 2547 $ 245
Managed technology solutio 997 1,194 2,22¢ 2,12¢
Small business financ 1,03¢ 557 2,30¢ 447
All other (342 (21%) (63€) (569)
Corporate activitie (2,419 (1,729 (4,379 (3,255
Capcos (489 (66€) (1,096 (1,567

Totals $ 13€ $ 514 $ 97( $ (360)
Depreciation and amortization
Electronic payment processi $ 38C $ 397 $ 762 $ 81:
Managed technology solutio 35k 467 73C 957
Small business financ 224 194 41€ 40¢€
All other 20 33 41 78
Corporate activitie 47 81 10t 171
Capcos 3 3 5 6
Totals $  1,02¢ $ 117¢ $  2,05¢ $ 243
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Identifiable assets
Electronic payment processi
Managed technology solutio
Small business financ
All other
Corporate activitie
Capco

Consolidated total

28

As of
As of December 31
June 30,
2011 2010
$ 12,50: $ 10,00¢
10,93¢ 11,40:
71,50¢ 95,17
2,661 4,445
2,917 2,62¢
28,87: 41,35¢
$129,40! $ 165,01!
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.
Introduction and Certain Cautionary Statements

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends retatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shosldead in conjunction with the condensed consadiddinancial statements and the
accompanying notes.

The statements in this Quarterly Report on FormQLay contain forward-looking statements relatiogtich matters as anticipated future
financial performance, business prospects, legistalevelopments and similar matters. The Privateu8ties Litigation Reform Act of 19¢
provides a safe harbor for forwa-looking statements. In order to comply with thente of the safe harbor, we note that a varietyaotdrs
could cause our actual results to differ materidhym the anticipated results expressed in the &wdalooking statements such as intensified
competition and/or operating problems in its opergtbusiness projects and their impact on reveramsbsprofit margins or additional factors
as described in Newtek Business Services’ previdilistl registration statements as more fully déssu under “Risk Factors” above.

Our Capcos operate under a different set of rufesach of the six jurisdictions which place varyieguirements on the structure of our
investments. In some cases, particularly in Lowigjave don’t control the equity or management gtialified business but that cannot always
be presented orally or in written presentations.

Executive Overview

For the quarter ended June 30, 2011, the Compauaytezl income before income taxes of $136,000 ceedse of $378,000 from $514,000 for
the same quarter of 2010. This decrease was dpgtito the accrual of severance pay of $276,000assettlement of a license dispute
resulting in an additional $190,000 of expenselierquarter. The Company had a net loss of $(287 @@mpared to net income of $931,000
for the second quarter of 2010 primarily due tevagrovision of $447,000 for 2011 as compared texebenefit of $370,000 for the same
quarter of 2010 (see Note 9 for a full discussibthe tax provision). Total revenues increased £#3$6,000 to $32,322,000, or 15.4%, from
$28,006,000 for the quarter ended June 30, 20iGipally due to increased revenues in the Smallrimss finance and Electronic payment
processing segments.

The increase in the Company’s cash and cash eguigalrom $10,382,000 at December 31, 2010 to $11000 at June 30, 2011 is primarily
due to the Company receiving the remaining procéeds its 2010 securitization of the unguarantegethined loan portions of SBA 7(a) loa
previously set aside for post-closing loan origimatwhich offset loan originations and positiveeagting cash flow which in turn, benefitted
from a reduction in the outstanding broker recdigab

In June 2011, NSBF obtained from Capital One, NuAincrease in its total revolving credit facilftpm $12,000,000 to $27,000,000. The t
of the new revolving credit facility is eighteen ntbs, at which time the outstanding balance wilcbeverted into a three year term loan. This
line supplements the financing currently in plawerf Capital One, N.A. and will enable the Compamyse this revolving facility to finance
both the government-guaranteed and non-guaranteédrpof SBA 7(a) loans.

Finally, in January 2011, we rolled out our direwdia advertising campaign under our banner Thdl&usiness Authority. This marketing
campaign ties together a year-long co-promotioh vatlio station 77 WABC Radio in which its persdtied will broadcast “Live from 77
WABC and The Small Business Authority Studios”; gwotion of our “The Small Business Authority Ind&X"and “The SBA Market
Sentiment Survey” ™ reflecting our polling and asseent of business conditions for small businesbesctive use of social media
marketing; and our new web site www.thesba.com

Recent developments
Electronic payment processing segment:

Recent security breaches in the ne

There have been several security breaches in raegrg reports and the history of internet hackiag $hown that even the most sophisticated
companies are subject to hacking and security hemadVhile we are taking what we believe to be stigustandard precautions, we cannot
guarantee that our systems will not be penetraiteidd future. If a breach of our system occurspvey be subject to liability, including claims
for unauthorized purchases with misappropriated g#ormation, impersonation or other similar fraaldims. Similar risks exist with regard
the storage and transmission of such data by meegsors. Small and medium —sized businessesarget market, are less prepared for the
technical complexities of safeguarding cardholdead
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than their larger counterparts. In the event of-oompliance by a customer of card industry rules.amwd our customers could face fines from
payment card networks. If we are liable for anylspayments, there can be no assurance that we Wwewddtle to recover such fines from our
customer.

Durbin Amendmeni

On July 21, 2010, the U.S. Congress passed the-Batk Wall Street Reform and Consumer Protection(AAct”). Section 1075 of the Act,
also known as the Durbin Amendment, required ttdeFa Reserve Board (FRB) to implement regulatiefeting to debit interchange, debit
networks and merchant routing and acceptance df tlabsactions. The FRB issued regulations inlfinem on Wednesday, June 29, 2011.
The FRB regulations applicable to debit intercharages become effective on October 1, 2011 andsigftiificantly reduce market rates
charged by debit card issuers to a base compoeemtff$0.21 plus an additional allowance of 5 bpsiats of the transaction value to account
for fraud costs.

Included in electronic payment processing costsHferCompany’s merchant processing business arehreinge costs related to both debit and
credit card processing merchant volumes and tréinsac Such interchange costs for the six montldeerdune 30, 2011 totaled approximately
$26 million. Debit card activity for the six monthaded June 30, 2011, represented approximatelyd33&rchant processing volume and
55% of all card transactions processed by our naatsh Interchange costs are billed to the Compgrgald issuers (banks, credit unions, etc.)
that typically are part of the VISA, MasterCard anter similar networks. The impact of the Durbim@&ndment when effective on October 1,
2011, is expected to result in a significant reurcin the Company’s interchange costs relatecetuitccard processing activities.

The Company’s electronic payment processing rev@ate substantially derived from contracted ratest$ services with each individual
merchant. Such rates are intended to cover the @oywgpcosts, including interchange costs billed tyy card issuers, in addition to generating
a profit. The Company believes that the impachefDurbin Amendment will, in addition to reducimddrchange costs, result in a reduction of
its revenues for debit card related activity assult of competitive forces in the market placee Tompany at this time is continuing to ana
and evaluate its pricing strategy relative to dehitd processing volume and transactions and pigdton the results of operations of the
Electronic payment processing segment once thededit interchange rates become effective on Octbp2011.

Small business finance segment:

The Company’s SBA lender, a principal componerthif segment, engages exclusively in making loamgagily guaranteed by the SBA. A
failure of the Federal government to resolve itgent debt issues could affect the ability of tiASo continue to issue loan guarantees which
would have an adverse effect on our business.

In addition, while we do not believe it will impaeur pricing of guaranteed loan sales in the steon, the recent downgrade by Standard and
Poor’s of the U.S. AAA debt rating to AA+ could werthine confidence in the U.S. debt and in turnatffeicing in the long term.
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Business Segment Results:
The results of the Company’s reportable segmentthéthree and six months ended June 30, 2012@h@ are discussed below:

Electronic Payment Processing

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Electronic payment processi $20,71¢ $20,40: $ 311 2%
Interest incom 3 4 (D (25)%
Total revenu 20,717 20,40° 31C 2%
Expenses
Electronic payment processing cc 17,62¢ 17,24° 381 2%
Salaries and benefi 98¢ 1,04¢ (58) (6)%
Professional fee 61 73 (12 (16)%
Depreciation and amortizatic 38C 397 17) (D%
Other general and administrative cc 31€ 27¢€ 40 14%
Total expense 19,37: 19,03¢ 334 2%
Income before income tax $ 1,344 $ 1,36¢ $ (29 (2)%

Three months ended June 30, 2011 and 2010:

Electronic payment processing revenue increaset, 8@ or 2% between periods due to growth in o@emienue of 3% while a reduction in
revenue from acquired portfolios decreased ovgrallvth in revenue by 1% between periods due to hartcattrition and other factors. Groy
in organic revenue was approximately 7% and waga@aecombination of growth in processing volumed additional fee-based services
provided to our merchants. Processing volumes fesarably impacted by an increase in the averageb®u of processing merchants under
contract between periods of approximately 5%. lditih, organic revenue between periods increaseda an increase of approximately 2%
in the average monthly processing volume per meitcAdne increase in the average monthly processihgne per merchant is due in part to
the addition of several larger volume processingcimnts as well as period-oveeriod growth in processing volumes from existingramants
Total organic revenue in 2011 was adversely immhlstieapproximately 4% due to the overall pricingcrof merchant sales volumes realized
between periods.

Electronic payment processing costs increased $881gr 2% between periods. Electronic payment msing costs resulting from acquired
portfolios had the overall effect of decreasinghsaasts by less than 1% between periods due tohmetrattrition and other factors. Organic
electronic payment processing costs had the effdocreasing electronic payment processing cogt3% between periods. Processing
revenues less electronic payment processing cosgsdin”) decreased approximately .6% from 15.59201.0 to 14.9% in 2011. A lower
contribution to margin from acquired portfolios ¢diputed 0.4% to the decline in margin. The introtilon of new, higher margin products and
services in the latter half of 2010 partially offfee impact in 2011 of lower margins realized tlua change in the mix of merchants and their
related transaction processing activity betweemsygadecrease in margin dollars of $70,000 wabkzed between periods.

Excluding electronic payment processing costs,rathsts decreased $47,000 or 3% between periogseBation and amortization costs
decreased $17,000 between periods as the restdttain previously acquired portfolio intangiblesets becoming fully amortized between
periods. Remaining costs decreased $30,000 or 22 mxrease in marketing related costs of $52y@@®more than offset by cost reductions
in salaries and wages and professional fees betpergods. Marketing expense increased in conjunctitth the launch oThe Small Business
Authority,a new marketing campaign initiated by the Compaggifining in January 2011.

Income before income taxes decreased $24,000 384,000 in 2011 from $1,368,000 in 2010. A decréadke dollar margin of operating
revenues less electronic payment processing castsodthe reasons noted above was partially dffget decrease in other expenses between
periods.
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Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Electronic payment processi $40,80! $39,16( $1,641 4%
Interest incom 4 10 (6) (60)%
Total revenu 40,80¢ 39,17( 1,63¢ 4%
Expenses
Electronic payment processing ca 34,72 33,11¢ 1,602 5%
Salaries and benefi 2,052 2,12 (75) (D%
Professional fee 11¢ 161 (42 (26)%
Depreciation and amortizatic 762 81: (52) (6)%
Other general and administrative cc 603 49¢ 10E 21%
Total expense 38,25¢ 36,71¢ 1,54( 4%
Income before income tax $ 2,54 $ 2,452 $ 95 4%

Six months ended June 30, 2011 and 2010:

Electronic payment processing revenue increasés#t$1000 or 4% between periods due to growth inmmg@evenue of 5% while revenue

from acquired portfolios decreased overall revegnosvth by 1% between periods due to merchantiattriind other factors. Growth in orga
revenue was approximately 8% and was due to a emtibn of growth in processing volumes, selectae ihcreases and additions to services
provided to our merchants. Processing volumes fesarably impacted by an increase in the averageb®u of processing merchants under
contract between periods of 5%. In addition, orgaaivenue between periods increased due to arese approximately 3% in the average
monthly processing volume per merchant. The ineréashe average monthly processing volume per naetcis due in part to the addition of
several larger volume processing merchants asasgieriod-over-period growth in processing volufnesh existing merchants. Total organic
revenue in 2011 was adversely impacted by apprdri;n&8% due to the overall pricing mix of merchaates volumes realized between
periods.

Electronic payment processing costs increased $160 or 5% between years. Electronic payment jgieg costs resulting from acquired
portfolios had the overall effect of decreasinghsaasts by less than 1% between periods due tohaetrattrition and other factors. Organic
electronic payment processing costs had the effdéatreasing electronic payment processing cogtsightly more than 5% between periods.
Processing revenues less electronic payment plingesssts (“margin”declined approximately .5% from 15.4% in 2010 t®%4 in 2011. Th
effect of a lower margin from acquired portfoliasntributed .4% to the decline in margin. The introion of new, higher margin products and
services in the latter half of 2010 substantiaffget the impact in 2011 of lower margins realizieek to a change in the mix of merchants and
their related transaction processing activity befmvgears. The increase in margin dollars was $88@@ween periods.

Excluding electronic payment processing costs,rathsts decreased $63,000 or 2% between perioggeCiation and amortization decreased
$51,000 between periods as the result of previcasiyired portfolio intangible assets becomingyfalinortized between periods. Remaining
costs decreased $12,000 or .4% as an increaseketing related costs of $86,000 was more tharebfig cost reductions in salaries and
wages and professional fees between periods. Magkexpense increased in conjunction with the lausfcThe Small Business Authority,
new marketing campaign initiated by the Companyirb@gg in January 2011.

Income before income taxes increased $95,000 cio4B2,547,000 in 2011 from $2,452,000 in 2010. Aeréase in the dollar margin of
operating revenues less electronic payment prawgssists due to the reasons noted above couplbdawiécrease in other expenses result
the increase in income before income taxes betwesnds.
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Managed Technology Solutions

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Web hosting $4,767% $4,81:2 $ (45 (D)%
Interest incom — 2 (2) (200%
Total revenue 4,767 4,814 (47) ()%
Expenses
Salaries and benefi 1,21z 1,25( (37 (3)%
Interest 27 28 @ (4)%
Professional fee 204 12t 79 63%
Depreciation and amortizatic 35E 467 (112 (24)%
Other general and administrative cc 1,971 1,75( 221 13%
Total expense 3,77( 3,62( 15C 4%
Income before income tax $ 997 $1,194 $ (197) (16)%

Three months ended June 30, 2011 and 2010:

Revenue is derived primarily from recurring feemfrhosting websites, including monthly contractssteared hosting, dedicated servers, and
cloud instances (the “plans”). Web hosting revebe®sveen periods decreased $45,000, or 1%, to $00@7or the three months ended

June 30, 2011 over the same period in 2010 dualéxease in the total number of plans offset mipaimproved revenue per plan as a result
of the growth of cloud instances and an increashédrsales of custom website development serviestomer service and competitive pricing
succeeded in lowering the rate of attrition, blésand marketing efforts have yet to provide sidfit new accounts to keep the overall plan
count from declining. However, management’s inisrd grow revenues through higher service offegitgcustomers to drive greater revenue
and margin per plan, although this may resultiovaer number of plans sold overall.

The decrease in revenue reflects a 4,362 decnedlse average number of total plans for the threaths ended June 30, 2011 as compared to
the same period in 2010, or 7%, to 57,123 from &8, 4ffset by an increase in the average quartergnue per plan of 7% to $83.45 from
$78.26. Improvement in revenue per plan primaefjects the growth in cloud instances, web desayemnue, and customers purchasing higher
cost plans and utilizing additional options and/&es. Web design revenue, included in web hosengnue above, grew approximately
$55,000, or 57%, to $152,000 for the three montited June 30, 2011, as compared to $97,000 faratime period in 2010. The average
number of cloud instances increased by 134, or 764%23 for the three months ended June 30, 20dth 189 for the same period in 2010
reflecting the Company’s introduction of a custorsealable cloud offering. The decrease in the aeetatal plans is mainly reflected in the
shared and dedicated segments. The average nufrdedticated server plans for the three months edded 30, 2011, which generate a hi
monthly fee versus shared hosting plans, decrdas8d4 between periods, or 14%, to an average8891from an average of 2,203 for the
same period in 2010. The average number of shargtihly plans decreased by 4,181, or 7%, to 54,8dthé three months ended June 30,
2011, from 59,092 for the same period in 2010. Catitipn from other web hosting providers as welb#iernative website services continues
to have a negative effect on plan count growth tvimcturn limits revenue growth.

Total expenses increased by 4%, or $150,000, éthiee months ended June 30, 2011 over the satoe pe2010. The majority of the
increase in total expenses reflects a $221,00@&ser in other general and administrative costaa#P,000 increase in professional fees. The
increase in other general and administrative degismarily due to a one-time expense of $190 &3ulting from the resolution of a licensing
dispute and a $50,000 increase in marketing expefifiset by a $19,000 decrease in general officerses. Marketing expense increased in
conjunction with the launch dthe Small Business Authoritynew marketing campaign initiated by the Companjaeinuary 2011. The incre

in professional fees is primarily due to an inceegsaudit fees for a SAS 70 engagement and araserin web design costs in direct
connection with the additional service offeringctsstomers for custom website development. Salanidsbenefits decreased $37,000 primarily
due to a reduction in headcount between years$Ih2,000 decrease in depreciation and amortizagisuted from a long term trend in
reducing capital expenditures, as well as reduostsdor new equipment overall, more efficient aexisting equipment within the datacer
for shared and dedicated plans and the utilizagfasioud architecture to more efficiently providergces to customers.
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Income before income taxes decreased 16% or $1®@7008997,000 for the three months ended June@(, fom $1,194,000 for the same
period in 2010.

Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Web hosting $9,597 $9,601 $ @ 0%
Interest incom — 3 3) (200%
Total revenue 9,591 9,604 (7) 0%
Expenses
Salaries and benefi 2,39¢ 2,66¢ (26¢) (10)%
Interest 54 46 8 17%
Professional fee 38¢ 26¢ 11¢ 44%
Depreciation and amortizatic 73C 957 (227) (29)%
Other general and administrative cc 3,79¢ 3,54( 25¢ 7%
Total expense 7,36¢ 7,47¢ (209 (D)%
Income before income tax $2,22¢ $2,12¢ $ 10z 5%

Six months ended June 30, 2011 and 2010:

Revenue is derived primarily from recurring feemfrhosting websites, including monthly contractssteared hosting, dedicated servers, and
cloud instances (the “plans”). Web hosting revebetsveen periods decreased $4,000, or less thaitol$8,597,000 for the six months ended
June 30, 2011 over the same period in 2010 dualéxease in the total number of plans offset mipaimproved revenue per plan as a result
of the growth of cloud instances and an increasbdrsales of custom website development servi@estomer service and competitive pricing
succeeded in lowering the rate of attrition, blésand marketing efforts have yet to provide sigfit new accounts to keep the overall plan
count from declining. However, management’s inisrd grow revenues through higher service offesitgcustomers to drive greater revenue
and margin per plan, although this may result loveer number of plans sold overall.

The decrease in revenue reflects a decrease avérage number of total plans by 4,408 for thergixths ended June 30, 2011 as compared t
the same period in 2010, or 7%, to 57,618 from B2 @ffset by an increase in average monthly reveeuglan of 8% to $27.76 from $25.80.
Improvement in revenue per plan primarily reflettis growth in cloud instances, web design reveané,customers purchasing higher-cost
plans and utilizing additional options and servid&gb design revenue, included in web hosting regeabove, grew approximately $144,000,
or 81%, to $321,000 for the six months ended J&B11, as compared to $177,000 for the samecperin010. The average number of
cloud instances increased by 98, or 53%, to 28th®six months ended June 30, 2011, from 18fisame period in 2010 reflecting the
Company’s introduction of a customer scalable clofidring. The decrease in the average total pngainly reflected in the shared and
dedicated segments. The average number of dedisatedr plans for the six months ended June 301,20kich generate a higher monthly fee
versus shared hosting plans, decreased by 264 &efpeziods, or 12%, to an average of 1,939 froravanage of 2,203 for the same period in
2010. The average number of shared hosting planreased by 4,242, or 7%, to 55,397 for the six imophded June 30, 2011, from 59,63
the same period in 2010. Competition from other Wwesting providers as well as alternative webstgises continues to have a negative
effect on plan count growth which in turn limitsvezue growth.

Total expenses decreased by 1%, or $109,000, éssithmonths ended June 30, 2011 over the samedparR010. The majority of the
decrease in total expenses reflects the $268,06@akee in salaries and benefits primarily dueredaction in headcount between years which
occurred mainly in the second quarter of 2010 &edb27,000 decrease in depreciation and amodizatisulting from a long term trend in
reducing capital expenditures, as well as reduostsdor new equipment overall, more efficient aexisting equipment within the datacer
for shared and dedicated plans and the utilizaifazioud architecture to more efficiently providergces to customers. The increase of
$119,000 in professional fees was primarily duartoncrease in audit fees for a SAS 70 engagenmehaa increase in web design costs in
direct connection with the additional service dfigrto customers for custom website developmeng. 269,000 increase in other general and
administrative costs
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was primarily due to a one-time expense of $190408 result of the resolution of a licensing dispan increase of $40,000 in marketing
expense and the purchase of a software upgradectiost plan for software that provides site adntiaison tools and other services to
customers. Marketing expense increased in conpmetith the launch ofhe Small Business Authoritynew marketing campaign initiated by
the Company in January 2011.

Income before income taxes increased 5% or $102@®$2,228,000 for the six months ended June 301 2®m $2,126,000 for the same
period in 2010. The improvement in profitabilitystdted primarily from the decrease in salaries lagwkfits and depreciation and amortization.

Small Business Finance

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Premium incom $ 4,25¢ $ 19z $ 4,06 2,106%
Servicing fee 72¢ 673 56 8%
Interest incomt 61€ 36¢€ 252 69%
Management fee 14€ 14€ — — %
Other income 54¢ 56E (17 (3)%
Total revenu 6,29¢ 1,94: 4,35¢ 224%
Net change in fair value ¢
SBA loans transferred, subject to premium reco (2,709 1,047 (2,750 (263)%
SBA loans held for sal (370 — (370 — %
SBA loans held for investme (619 — (613) — %
Total net change in fair valt (2,68¢) 1,04 (3,739 (357)%
Expenses
Salaries and benefi 1,11¢ 857 25¢ 30%
Interest 451 413 38 9%
Management fee — 115 (115) (100)%
Depreciation and amortizatic 224 193 31 16%
Provision for loan losse 74 401 (327) (82)%
Other general and administrative cc 712 454 25¢ 57%
Total expense 2,57 2,43: 144 6%
Income before income tax $ 1,03¢ $ 557 $ 47¢ 86%

Three months ended June 30, 2011 and 2010:

Revenue is derived primarily from premium incomegmted by the sale of the guaranteed and peribdicaguaranteed portions of SBA
loans. Additionally, the Company derives revenwerfiinterest income on SBA loans held for investnzemt those awaiting sale recognition,
servicing fee income on the guaranteed portior8BA loans previously sold, servicing income forrisariginated by other lenders for which
NSBF is the servicer, and financing and billingveees, classified as other income above, provideMBC. Most SBA loans originated t
NSBF charge an interest rate equal to the Pringeplats an additional percentage amount; the inteaés resets to the current Prime rate «
monthly or quarterly basis, which will result inastges to the amount of interest accrued for thattinand going forward and a enortizatior
of a loan’s payment amount until maturity.

Prior to February 7, 2011, guaranteed portions BoBBA secondary market transactions includedeanprm warranty which precluded sale
treatment until the end of the expiration of thenaaty period usually 90 to 270 days thereaftechduansferred loans are classified as “SBA
loans transferred, subject to premium recoursefi witmatching liability, “Liability on SBA loans tnaferred, subject to premium recoursetie
Company fair values these SBA loans transferreetassl liability, resulting in a
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fair value gain. At the expiration of the warrapigriod, the sale of the guaranteed portions ofethesns as well as the corresponding gain is
recognized into premium income, the asset andiligleliminated, and any fair value gain is revetsgffective February 7, 2011, the SBA
removed the premium warranty allowing the Compangetognize premium income concurrent with the détale for guaranteed portions
sold on or after that date and eliminating addgitmthe SBA loans transferred asset and liab#itythe remaining transferred loans with the
premium warranty achieved sale status during tlatgo the balances at June 30, 2011 in “SBA |t@msferred, subject to premium recourse”
and “Liability on SBA loans transferred, subjecipt@mium recourse” decreased from year end; théhcartinue to do so with the expectation
that they will reach zero balances by the fourtartgr 2011. At June 30, 2011, there was one SBA lieid accounted for under ASC Topic &

as transferred and subject to premium recourse.

On October 1, 2010, the Company elected to utitizefair value option for SBA 7(a) loans fundedarrafter that date. As a result, the
Company recorded changes in the fair value fogtleranteed portions that were not sold at periad(¢BA loans held for sale”) and for
loans funded and sold on or after October 1, 2Bb0these fair value loans, premium on loan sajesiks the cash premium and servicing a
paid by the purchaser in the secondary markegligemunt created on the unguaranteed portion frensale which formerly reduced premium
income is now included in the fair value line iteamd, by not capitalizing various transaction exqgsnthe salary and benefits and loan
processing expense, included in other general dmingstrative costs, portray a value closer todagh outlay to operate the lending business.
Period to period comparisons will now reflect thdfféerences between fair value accounting anddhmer cost basis until prior periods using
cost basis accounting are no longer presented.

For the three months ended June 30, 2011, the Gompaognized $2,615,000 of premium income fronadd2s sold aggregating $20,103,!
which was not subject to the premium warranty ab@43,000 from 23 loans aggregating $14,670,00Gquely transferred that achieved sale
status during the quarter. Because of the premiamanty in existence at that time delaying salegedion, the Company did not record
premium income during the second quarter 2010herlf7 guaranteed loans transferred aggregatin@®1,000. Premiums on guaranteed loan
sales averaged 112.11% with 1% servicing in thersgquarter 2011 compared with 109.15% with 1%isiny in the quarter ended June 30,
2010.

Servicing fee income increased by $56,000 due pifyna revenue generated by the FDIC servicingtamt, which totaled $279,000 for the
three months ended June 30, 2011 compared with,81®4or the three months ended June 30, 2010 khasvan increase in the average N!
originated serviced portfolio from $137,406,000 ttee three month period ending June 30, 2010 td 58,000 for the second quarter of
2011. This increase was the direct result of remelaan originations which began at the end of 2a0fs increase was partially offset by an
$82,000 decline in servicing fee income relateguaranteed loan repurchases by the SBA.

Interest income increased by $252,000 primarily uan improvement in non-performing loans and algrowth of the portfolio. The
average outstanding performing portfolio of SBArsdeld for investment increased from $20,179,006P5,386,000 for the quarters ended
June 30, 2010 and 2011, respectively. Additionaliis increase included the reversal of a $70,@d@ction in interest income recorded in the
second quarter of 2010 as a result of loans beamgterred into nonperforming status. These ine®agere partially offset by a reduction in
total amount of interest earned from SBA loansdfamed, subject to premium recourse, which add&gd®0 during the three months ended
June 30, 2011 compared with $99,000 in the pridogeAs the transferred loans achieve sales sthisisnterest income will decrease.

During the second quarter of 2010, the Companyrdaszba fair value gain of $1,047,000 related t@g@dranteed loans transferred aggregating
$12,534,000. During the second quarter of 201T7(&,000 of previously recorded fair value gain wesersed and corresponding premium
income recognized; this amount represents theagsaciated with 23 previously transferred loanaliteg $14,670,000. Also in the current
period, the Company recorded a fair value loss3@0$000 for “SBA loans held for sale”; this amouvepresents a decrease in the fair value
associated with the guaranteed portion of fullydeeh loans, but that remained unsold at the endeopériod. Since the Company adopted fair
value accounting in the fourth quarter of 2010rehegas no corresponding amount in the prior pei@thnges in loans held for investment
which have been measured at fair value are repies@s “Fair value adjustment on SBA loans heldrfeestment.” During the second quarter
of 2011, loans originated and held for investmegragated $5,905,000 and had a correspondingdhievoss of $613,000. Since the
Company adopted fair value accounting in the fogttarter of 2010, there was no corresponding amiouthe prior period.

Salaries and benefits increased by $259,000 priyndue to the addition of staff in the originatiregrvicing and liquidation departments, as
well as an increase in staff to service outsiddraots. This increase was partially offset by aréase in payroll expense at NBC for the quarter
ended June 30, 2011 as compared to the quarted dode 30, 2010. Combined headcount increasedlPy ®om an average of 44 for the
three months ended June 30, 2010 to an averadgefof the three months ended June 30, 2011. Addilip, prior to September 30, 2010,
certain direct salary and benefit costs to originains were deferred and amortized over the ocdnthlife of the SBA loan using a method
that approximated the effective interest methodhén
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three months ended June 30, 2010, this equate®BtO@) of expense being deferred. Starting on @ctbp2010 as discussed above, the
Company began recording the origination of loarsetaon the fair value method which requires theampfexpensing of such direct costs.

Interest expense increased by $38,000 for the thieehs ended June 30, 2011 compared with the panw in 2010. Interest expense
includes amortization of deferred financing costsogiated with the lines of credit held by NSBF &L of $63,000 and $54,000 for the
guarters ended June 30, 2011 and 2010, respectiMadyincrease in amortization of deferred finagainsts for 2011 was related to the
securing of a new term loan with Sterling NatioBahk in the first quarter 2011 as well as the sézation of SBA 7(a) loans in the fourth
quarter of 2010. While the average debt outstanbiniSBF increased from $12,377,000 to $20,213f060¢he quarters ended June 30, 2010
and 2011, respectively, the average interest magped from 6.3% to 4.9%. Although the average delkdtanding at NBC increased from
$3,541,000 to $4,981,000 for the three months edded 30, 2010 and 2011, respectively, the averageest rate decreased from 6.48% to
6.34% during the same period.

Consideration in arriving at the provision for loass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dnelr@ollateral as well as current economic coadgi For all loans originated on or prior to
September 30, 2010, management performed a lodoabyreview for the estimated uncollectible portafmon-performing loans; subsequent
to September 30, 2010, management began recoriliograoriginations on a fair value basis whichuées a valuation reduction of the
unguaranteed portion of loans held for investmerat kevel that takes into consideration futuredgsd his valuation reduction is reflected in
line item above: Net Change in Fair Value of SBAahs Held for Investment.

The combined provision for loan loss and net chandair value increased from $401,000 for the ¢hmeonths ended June 30, 2010 to
$687,000 for the corresponding period in 2011. Tinisease of $286,000 period over period refleutsincrease in provision consistent with
additions to the overall portfolio. The allowance foan loss including the net change in fair vah@eased from $3,698,000 or 12.6% of the
gross portfolio balance of $29,285,000 at June8@p to $3,892,000 or 10.7% of the gross portfoétance of $36,505,000 at June 30,

2011. This decrease as a percentage of the grasslipdbalances reflects the positive performantéhe portfolio, resulting in a return to me
historical levels of reserves. Total impaired naoraal loans decreased from $8,666,000 or 29.68eofotal portfolio at June 30, 2010 to
$8,334,000 or 22.8% at June 30, 2011 with $2,71Bdd®B1.3% and $2,507,000 or 30.1% of the allowdacéan losses being allocated
against such impaired non-accrual loans, respégtiVbe year over year reduction in non-performliiogns results from an improvement in the
overall economic climate and less delinquent ldanke portfolio. The year over year reductiontie specific reserve reflects both the overall
collateralization on the non-performing portfoli® &ell as the increase in the portion of that mlidfmaking periodic payments pending return
to performing status reducing the need for a spe@terve at this time.

Other general and administrative costs increasegPb$,000 due primarily to the Company recordiranleelated expenses based on the fair
value method which requires the upfront expensirguoh direct costs as well as an increase in kahprocessing and servicing costs as a
result of the increase in loans originated durhmgdurrent quarter. Additionally, marketing costsreased by $52,000 primarily in conjunction
with the launch offhe Small Business Authoritynew marketing campaign initiated by the Companjainuary 2011. These increases were
offset by a $52,000 decrease in professional feesapily due to the timing of accounting-relategperses and employee search expenses
recorded in the prior period.

Loan originations and the recognition of loan tfarsfrom prior quarters resulted in premium inconedl in excess to offset the reversal of
fair value adjustment recorded in the current garafthis premium income, combined with improvementsiterest and servicing income
generated by the addition to and enhanced perfarenafthe portfolio, were sufficient to offset afiloinal servicing expenses and resulted in an
increase to income before income taxes of $479%0@@pared to the same quarter one year ago.
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Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Premium incom $ 7,272 $ 19z $7,07¢ 3,66¢%
Servicing fee 1,36¢ 1,12¢ 23¢ 21%
Interest incomu 1,31( 70z 60¢ 87%
Management fee 29¢ 29¢ — — %
Other income 1,11C 94¢ 162 17%
Total revenu 11,35 3,26t 8,08¢ 24&%
Net change in fair value ¢
SBA loans transferred, subject to premium reco (3,216 2,02¢ (5,242) (259%
SBA loans held for sal 29¢€ — 29¢€ — %
SBA loans held for investme (93§) — (93§) — %
Total net change in fair valt 3,85¢ 2,02¢ (5,889 (290)%
Expenses
Salaries and benefi 2,22( 1,652 56¢ 34%
Interest 1,082 74€ 33€ 45%
Management fee — 23C (230 (100)%
Depreciation and amortizatic 41€ 40€ 10 2%
Provision for loan losse 86 858 (767) (90)%
Other general and administrative cc 1,38z 957 42€ 45%
Total expense 5,181 4,84¢ 345 7%
Income before income tax $ 2,30¢ $ 447 $ 1,861 41€%

Six months ended June 30, 2011 and 2010:

For the six months ended June 30, 2011, the Compmognized $4,350,000 of premium income from B#sold aggregating $32,677,000
which was not subject to the premium warranty ad@#2,000 in premium income associated with 46daeggregating $29,219,000 subject to
the premium warranty and previously transferred #thieved sale status during the six month peBegause of the premium warranty in
existence at that time delaying sale recognitiba,Gompany did not record premium income duringstkhenonths ended June 30, 2010 for the
44 guaranteed loans transferred aggregating $28836but instead recognized a fair value gainismudsed below. Premiums on guaranteed
loan sales for the first six months averaged 11%.¥8th 1% servicing in 2011 compared with 109.21%#hvw% servicing in 2010.

Servicing fee income increased by $239,000 dueaiiynto revenue generated by the FDIC servicingtiazt, which totaled $550,000 for the
six months ended June 30, 2011 compared with $288d the six months ended June 30, 2010 as welhancrease in the average NSBF
originated serviced portfolio from $132,352,000 tlee six month period ending June 30, 2010 to 242000 for the first half of 2011. This
increase was the direct result of renewed loariratpns which began at the end of 2009. This iaseewas partially offset by a $114,000
decline in servicing fee income related to guarathiean repurchases by the SBA.

Interest income increased by $608,000 due prim#gilpterest on SBA loans, which increased by $300.as a result of the growth and
positive performance of the portfolio; the averagéstanding performing portfolio of SBA loans hébd investment increased from
$20,140,000 to $25,716,000 for the six months edded 30, 2010 and 2011, respectively. Additionahis period over period increase
included the reversal of a $70,000 reduction irrest income recorded in the second quarter of a8X0result of loans being transferred into
nonperforming status. In addition, interest earfnech SBA loans transferred, subject to premium vese, increased by $227,000 during the
six months ended June 30, 2011, as the transfEraed achieve sales status this interest inconieledrease.
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Other income increased by $162,000 primarily duartdncrease in revenue earned by Newtek BusinestitCFees earned on receivables
purchased and billing services increased by af&t®8,000 during the six months ended June 301 281compared with the six months en
June 30, 2010, which was primarily attributablamoincrease in the number of clients serviced dsasen increase in the amount of
receivables purchased from existing clients. Addgily, $132,000 of packaging fee income, which pegliously been capitalized at NSBF, is
now recognized upfront as a result of the adopioiair value accounting for loans funded on oeafDctober 1, 2010. These increases were
partially offset by a reduction in income earnedemthe FDIC consulting contract in the curreniqekin the amount of $132,000.

During the first half of 2010, the Company recora@ekt fair value gain of $2,026,000 related t@ddranteed loans transferred aggregating
$23,536,000, of which 4 achieved sale status duhiagame period. During the first half of 2011aassult of the elimination of the premium
warranty, only 2 loans transferred did not achisale status, while 43 previously transferred logese recognized as sales, thereby reducing
the corresponding fair value adjustment by a nefwarhof $3,216,000. In addition, the Company reedrd fair value gain of $296,000 for
“SBA loans held for sale.” Changes in loans heldifieestment which have been measured at fair valeeepresented as “Fair value
adjustment on SBA loans held for investment.” Dgrihe six months ended June 30, 2011, loans otegrend held for investment aggregated
$8,775,000 resulting in a corresponding fair vaass of $938,000.

Salaries and benefits increased by $568,000 priynduie to the addition of staff in the originatiregrvicing and liquidation departments, as
well as an increase in staff to service outsiddreats. This increase was partially offset by arease in payroll expense at NBC for the six
months ended June 30, 2011 as compared to theosithmended June 30, 2010. Combined headcountseueoy 14.6% from an average of
42 for the six months ended June 30, 2010 to arageeof 47 for the six months ended June 30, 2@dditionally, prior to September 30,
2010, certain direct salary and benefit costs igimate loans were deferred and amortized ovectimeractual life of the SBA loan using a
method that approximated the effective intereshioetIn the six months ended June 30, 2010, thiated to $136,000 of expense being
deferred. Starting on October 1, 2010 as discuabede, the Company began recording the originatfdoans based on the fair value method
which requires the upfront expensing of such dicests.

Interest expense increased by $336,000 for theenths ended June 30, 2011 compared with the sarmapn 2010, due primarily to
$227,000 of interest expense for Liability for SRAans transferred, subject to premium recourséhasransferred loans achieve sales status
this interest expense will decrease. Interest esg@rcludes amortization of deferred financing s@stsociated with the lines of credit held by
NSBF and NBC of $141,000 and $125,000 for the sixtins ended June 30, 2011 and 2010, respectiviedyintrease in amortization
deferred financing costs for 2011 was due to tlelacation of amortization in connection with tleéimancing of the term loan with Wells
Fargo, and the securing of a new term loan withliStgeNational Bank in the first quarter 2011 adives the securitization of SBA 7(a) loan:
the fourth quarter of 2010. While the average aeitstanding by NSBF increased from $12,192,000.& 2,000 for the periods ended
June 30, 2010 and 2011, respectively, the averdgeest rate dropped from 6.74% to 4.62%. Althotinghaverage debt outstanding at NBC
increased from $2,716,000 to $4,931,000 for thersixnths ended June 30, 2010 and 2011, respectthelaverage interest rate decreased
8.54% to 6.05% during the same periods.

Consideration in arriving at the provision for ldass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dhner@ollateral as well as current economic coadgi For all loans originated on or prior to
September 30, 2010, management performed a lodoanyreview for the estimated uncollectible porta@dmon-performing loans; subsequent
to September 30, 2010, management began recoriliograoriginations on a fair value basis whichuées a valuation reduction of the
unguaranteed portion of loans held for investmera kevel that takes into consideration futuredssd his valuation reduction is reflected in
line item above: Net Change in Fair Value of SBAahe Held for Investment.

The combined provision for loan loss and net chandair value increased from $853,000 for thersianths ended June 30, 2010 to
$1,024,000 for the corresponding period in 2011s Tiitrease of $171,000 period over period is aiant with the expansion of the
unguaranteed portfolio during 2011. The allowararddan loss including the net change in fair vahereased from $3,698,000 or 12.8% of
the gross portfolio balance of $29,285,000 at Bihe2010 to $3,892,000 or 12.03% of the gross plotbalance of $36,505,000 at June 30,
2011. This decrease as a percentage of the gragslipdbalances reflects the positive performantéhe portfolio, resulting in a return to me
historical levels of reserves. Total impaired naoraal loans decreased from $8,666,000 or 29.68eofotal portfolio at June 30, 2010 to
$8,334,000 or 22.8% at June 30, 2011 with $2,71Bd®B1.3% and $2,507,000 or 30.1% of the allowdacéan losses being allocated
against such impaired non-accrual loans, respéytiVee year over year reduction in non-performiogns results from an improvement in the
overall economic climate and less delinquent ldanke portfolio. The year over year reductionhe specific reserve reflects both the overall
collateralization on the non-performing portfoli® well as the increase in the portion of that mhidfmaking periodic payments pending return
to performing status reducing the need for a spe@terve at this time.
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Other general and administrative costs increasepf$,000 due primarily to the Company recordiranleelated expenses based on the fair
value method which requires the upfront expensirguoh direct costs as well as an increase in BRahprocessing and servicing costs as a
result of the increase in loans originated durhmgydurrent quarter. Additionally, marketing costsreased by $108,000 primarily in conjunci
with the launch offhe Small Business Authoritynew marketing campaign initiated by the Companjainuary 2011. These increases were
partially offset by a $30,000 decrease in professidees primarily due to the timing of accountmdgted expenses and employee search
expense recorded in the prior period.

The increase of loan originations and the recogmitif loan transfers from prior periods resultegiemium income sufficient to offset the
reversal of the fair value adjustment recordeddhl2 This, combined with improvements in serviciimgerest, and other income generated by
the addition to and enhanced performance of théqgbior, were sufficient to offset additional seririg expenses and resulted in an improver
to income before income taxes of $1,861,000 whempzawed to the first half of 2010.

All Other
The All Other segment includes primarily Newtekuremce Agency, LLC and qualified businesses thagived investments made through the
Company’s Capcos which cannot be aggregated whitr @tperating segments.

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Insurance commissior $ 26¢ $ 204 $ 65 32%
Other income 74 142 (68) (48)%
Interest incomu 4 36 (32 (89%
Total revenu 347 382 (35 (9)%
Expenses
Salaries and benefi 49¢ 39¢ 101 25%
Professional fee 58 45 14 31%
Depreciation and amortizatic 20 33 (13 (39)%
Other general and administrative cc 111 121 (10 (8)%
Total expense 68¢ 597 92 15%
Loss before income tax: $(342) $(215) $ 127 59%

Three months ended June 30, 2011 and 2010:

Total revenue decreased $35,000 for the three re@mttied June 30, 2011 as compared to the same pe@610 primarily due to a $68,000
decrease in other income and a $32,000 decredsiiast income offset in part by a $65,000 incedasnsurance commissions. Other income
decreased $68,000 primarily due to a reductionanagement fee revenue from a non-consolidateddiahsi Interest income decreased as a
result of a decrease in cash and cash equivalaritggdhe six months ended June 30, 2011 as compdthk the six months ended June 30,
2010.

Salaries and benefits increased by $101,000, ort®58499,000, for the three months ended June(@®0l,2as compared to $398,000 for same
period in 2010 primarily due to the addition of dayges for our new payroll services subsidiary f&ssional fees increased by $14,000, or
31%, to $59,000 for the second quarter ended 28Tbmpared to $45,000 for 2010 primarily due tananease in consulting fees related to
payroll services. Depreciation and amortizationrdased $13,000, or 39%, primarily due to fixed &stet have become fully depreciated.
Other general administrative costs decreased by$00or 8% to $111,000, for the second quarteeer®®11, as compared to $121,000 for
2010.
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Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Insurance commissiot $ 52t $ 412 $ 11z 27%
Other income 17C 26C (90 (35)%
Interest incomu 6 47 (41) (87)%
Total revenu 701 71¢ (18) 3)%
Expenses
Salaries and benefi 934 801 13z 17%
Professional fee 12: 10z 21 21%
Depreciation and amortizatic 41 78 (37 (47)%
Other general and administrative cc 241 301 (60) (20)%
Total expense 1,33¢ 1,282 57 4%
Loss before income tax: $ (63¢) $ (563 $ 75 13%

Six months ended June 30, 2011 and 2010:

Revenues decreased $18,000 for the six months ehuoed30, 2011 as compared to the same periodlih @@marily due to a $90,000
decrease in other income and a $41,000 decreasiiast income, offset in part by a $113,000 iaseein insurance commissions. Other
income decreased $90,000 primarily due to a redmidti management fees. Interest income decreasedessilt of a reduction in cash and ¢
equivalents during the six months ended June 301 28 compared with the six months ended June(3®,. 2

Salaries and benefits increased by $133,000, ortb79834,000, for the six months ended June 301284 compared to $801,000 for same
period in 2010 primarily due to the addition of pali/services employees. Professional fees inciehges21,000, or 21%, to $123,000 for the
second quarter ended 2011 as compared to $10230Q010 primarily due to an increase in consulfems related to payroll services.
Depreciation and amortization decreased $37,0087%, primarily due to fixed assets that have bexéully depreciated. Other general
administrative costs decreased by $60,000, or 20$241,000, for the six months ended June 30, 284 tpmpared to $301,000 for 2010 due
to decreases in insurance, travel and other geaffieé expenses.
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Corporate activities

The Corporate activities segment implements busiagategy, directs marketing, provides technolmggrsight and guidance, coordinates and
integrates activities of the other segments, cotgraith alliance partners, acquires customer dppdies, and owns our proprietary
NewTracker™ referral system and all other intelleciproperty rights. This segment includes reveanckexpenses not allocated to ol
segments, including interest income, Capco managef@e income and corporate operations expenseseldperating expenses consist
primarily of internal and external public accougtiexpenses, internal and external legal expensegrgl sales and marketing, IT developm
corporate officer salaries and rent for the priatgxecutive office.

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Management fee $ 28¢ $ 524 $ (235 (45)%
Interest incomt 15 5 10 20%
Other income — 3 3 (100%
Total revenue 304 532 (22€) (43)%
Expenses
Salaries and benefi 1,70¢ 1,14z 56& 49%
Professional fee 284 391 (207 2N%
Depreciation and amortizatic 47 81 (34 (42)%
Other general and administrative cc 67¢ 641 38 6%
Total expense 2,71¢ 2,25¢ 462 20%
Loss before income tax: $(2,419) $(1,729) $ 69C 40%

Three months ended June 30, 2011 and 2010:

Revenue is derived primarily from management fegsexl from the Capcos. Management fee revenuenéddli5%, or $235,000, to $289,000
for the three months ended June 30, 2011, from $84or the three months ended June 30, 2010. dkamant fees, which are eliminated
upon consolidation, are expected to continue tdiree the future as the Capcos mature and utilieé cash. If a Capco does not have cu
or projected cash sufficient to pay management tbes such fees are not accrued.

Total expenses increased $462,000, or 20%, fathtlee months ended June 30, 2011 from the samedpier2010. The increase in total
expenses was primarily due to a $565,000 increasalaries and benefits, a $38,000 increase i géreeral and administrative costs, parti
offset by a $107,000 decrease in professionaldadsa $34,000 decrease in depreciation and amiotizd he increase in salaries and benefits
resulted from additional headcount and increaskdhseosts, in addition to $276,000 accrued foresence pay related to the departure of an
executive officer. The decrease in professionad feg@rimarily due to placement fees in 2010 thatat recur in 2011 and the Company
exploring various financing and restructuring altgives in 2010 that resulted in significant omeetiprofessional fees for the three months
ended June 30, 2010. The increase in other gesedaddministrative costs included a $65,000 iner@asarketing relating to launch dhe
Small Business Authoritypartially offset by a $28,000 decrease in teleghdnsurance, computer and other expenses.

Loss before income taxes increased $690,000 fahtlee months ended June 30, 2011, as comparkd same period in 2010, primarily due
to the decrease in management fee revenue andraase in salaries and benefits including accraedrance pay.
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Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Management fee $ 62C $ 1,224 $ (604 (49)%
Interest incom 19 13 6 46%
Other income — 3 3 (100)%
Total revenu 63¢ 1,24( (607) (48)%
Expenses
Salaries and benefi 3,10t 2,43¢ 66€ 27%
Professional fee 53t 64€ (111) A%
Depreciation and amortizatic 10t 171 (66) (39%
Other general and administrative cc 1,27: 1,23¢ 34 3%
Total expense 5,01¢ 4,49¢ 52% 12%
Loss before income tax: $(4,379) $(3,25%) $1,12¢ 35%

Six months ended June 30, 2011 and 2010:

Revenue is derived primarily from management fegsexl from the Capcos. Management fee revenuenéddlio%, or $604,000, to $620,000
for the six months ended June 30, 2011, from $1(@®for the six months ended June 30, 2010. Managefees, which are eliminated upon
consolidation, are expected to continue to dedlirtbe future as the Capcos mature and utilize tash. If a Capco does not have current or

projected cash sufficient to pay management fées, such fees are not accrued.

Total expenses increased $523,000, or 12%, fosighmonths ended June 30, 2011 from the same peridd10. The increase in total exper
was primarily due to a $666,000 increase in saaaie benefits, a $34,000 increase in other geaathhdministrative costs, partially offset by
a $66,000 decrease in depreciation and amortizaimhan $111,000 decrease in professional feesinthease in salaries and benefits res
from additional headcount and increased salanscostddition to $276,000 accrued for severanger@lated to the departure of an executive
officer. The decrease in professional fees is piilgndue to placement fees in 2010 that did notiren 2011 and the Company exploring
various financing and restructuring alternative2@®1.0 that resulted in significant one-time proiesal fees for the six months ended June 30,
2010. The increase in other general and administrabsts included a $199,000 increase in marke#tajing to launch oThe Small Business
Authority, partially offset by a $165,000 decrease in tebeygh insurance, computer, travel and other expenses

Loss before income taxes increased $1,124,00hé&osix months ended June 30, 2011, as comparéé 8atne period in 2010, primarily due
to the decrease in management fee revenue andraade in salaries and benefits including accregdrance pay.

43



Table of Contents

Capco

As described in Note 3 to the condensed consolidétancial statements, effective January 1, 2808 Company adopted fair value
accounting for its financial assets and finangailities concurrent with its election of the fai@lue option for substantially all credits in liet
cash, notes payable in credits in lieu of cashpegaid insurance. These are the financial asadttabilities associated with the Company’s
Capco notes that are reported within the CompaBgjsco segment. The tables below reflect the effefdtse adoption of fair value
measurement on the income and expense items (inffomdax credits, interest expense and insurarperese) related to the revalued
financial assets and liability for the three andraibnths ended June 30, 2011 and 2010. In additiemet change to the revalued financial
assets and liability for the three and six monttdeel June 30, 2011 and 2010 is reported in thé'ieé change in fair market value of Credits
in lieu of cash and Notes payable in credits in i cash” on the condensed consolidated stateaf@perations.

The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco sdgmiénontinue to incur losses going
forward. The Capcos will continue to earn cash stweent income on their cash balances and incurmastagement fees and operating
expenses. The amount of cash available for invedtared to pay management fees will be primarilyeshefent upon future returns generated
from investments in qualified businesses. Incoreftax credits will consist solely of accretiontbé discounted value of the declining dollar
amount of tax credits the Capcos will receive i filiture; the Capcos will continue to incur nonkcagerest expense.

Three months
ended June 30:

(In thousands): 2011 2010 $ Change % Change
Revenue
Income from tax credit $ 317 $ 55€ $ (239 (43)%
Interest incom 6 39 (33 (85)%
Other income 1 1 0 0%
Total revenu 324 59€ (272 (46)%
Net change in fair market value
Credits in lieu of cash and Notes payable in cseiditieu of casl 1 13 (12 (92)%
Expenses
Management fee 43t 55E (120 (22)%
Interest 327 577 (250) (43)%
Professional fee 51 68 17 (25)%
Other general and administrative cc (3 75 (78) (104)%
Total expense 81C 1,27¢ (465) (36)%
Loss before income tax: $(48E) $ (66€) $ (187) 27%

Three months ended June 30, 2011 and 2010:

Revenue is derived primarily from non-cash inconoenftax credits. The decrease in income from taxlits for the three months ended
June 30, 2011 versus the three months ended Ju28BD reflects the effect of the lower interes¢ i@sed under fair value accounting. The
amount of future income from tax credits revenulk fluictuate with future interest rates. Howeveveofuture periods through 2016, the
amount of tax credits, and therefore the incomeQtbpany will recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees decre2&edr $120,000, to $435,000 for
the three months ended June 30, 2011 from $555¢0@Be same period ended 2010. Management fedshwahe eliminated upon
consolidation, are expected to decline in the fifas the Capcos mature and utilize their cashresttexpense decreased 43%, or $250,000, to
$327,000 for the three months ended June 30, 2041 $577,000 as a result of the lower interestuatdl under the fair value accounting for
the period. Other general and administrative costseased $78,000 primarily due to a one-time &ujeist for a loan that was previously
written off and a receivable recorded for the goteed portion of $51,000 and a $30,000 decreassnirexpense resulting from a sublease,
offset by $3,000 increase in general office expgnRental income from the sublease is recorded adfset to rent expense.
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Six months
ended June 30:
(In thousands): 2011 2010 $ Change % Change
Revenue
Income from tax credit $ 63C $ 1,302 $ (672 (52)%
Interest incom 31 68 (37 (54)%
Other income 2 6 (4) (67)%
Total revenu 663 1,37¢ (713 (52)%
Net change in fair market value
Credits in lieu of cash and Notes payable in cseiditieu of casl 76 174 (98) (56)%
Expenses
Management fee 912 1,287 (375) (29)%
Interest 723 1,492 (769 (52)%
Professional fee 13t 17z (38) (22)%
Other general and administrative cc 65 16E (100) (61)%
Total expense 1,83¢ 3,11 (1,287) (4D)%
Loss before income tax: $(1,096) $(1,567) $ (47)) (30)%

Six months ended June 30, 2011 and 2010:

Revenue is derived primarily from non-cash inconoenftax credits. The decrease in total revenu¢h®isix months ended June 30, 2011
versus the same period in 2010 reflects the effettte lower interest rate used under fair valusoaating. The amount of future income from
tax credits revenue will fluctuate with future irdst rates. However, over future periods througt62¢he amount of tax credits, and therefore
the income the Company will recognize, will deceetiszero.

Expenses consist primarily of management fees anecash interest expense. Management fees decr2@&gdr $375,000, to $912,000 for
the six months ended June 30, 2011 from $1,287@0Me same period ended 2010. Management feeshwahe eliminated upon
consolidation, are expected to decline in the fuas the Capcos mature and utilize their casltrdsttexpense decreased 52%, or $769,000, to
$723,000 for the six months ended June 30, 2011 $b,492,000 as a result of the lower interestuagzl under the fair value accounting for
the period. Professional fees decreased $38,080eamllt of a reduction in legal and consultingfééhe $100,000 decrease in other general
and administrative costs was primarily due to atime adjustment for a loan that was previouslhtten off and a receivable recorded for the
guaranteed portion of $51,000 and a decrease g0881n rent expense resulting from a subleasegbffy a $2,000 increase in other exper
Rental income from the sublease is recorded asfset ®o rent expense.

Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies agsatibed in Note 2 of the Notes to Consolidateéfaial Statements included in its Form
10-K for the fiscal year ended December 31, 201@is&ussion of the Company'’s critical accountintjgies, and the related estimates, are

included in Management'’s Discussion and AnalysiRe$ults of Operations and Financial PositionsrFisrm 10-K for the fiscal year ended
December 31, 2010.

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tveatve months are anticipated to be funded prilp#inrough cash generated from
operations, available cash and cash equivalentjrexcredit lines, and additional securitizatiamighe Company’s SBA lenderunguarantee
loan portions.

In order to operate, the Company’s SBA lender ddp@m the continuation of the SBA 7(a) guarantead program of the United States
Government. For 2010 and the first quarter of 20E1Company benefitted from the increase in theéaquae on SBA 7(a) loans to 90% from
75% which effectively reduced the amount of thenlttee Company retained and increased the amoyreofium the Company earned on a
loan. The return to the 75% guarantee level fonsogpproved after December 31,
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2010 will require the Company to commit greatethcasources to fund SBA 7(a) loans. The CompanBA Eender depends on the
availability of purchasers for SBA loans held fatestransferred to the secondary markets and #raipm earned therein to support its lending
operations. At this time the secondary markettier$BA loans held for sale is robust but duringz@@8 — 2009 financial crisis the Company
had difficulty selling its loans for a premium dradl.

The Companys SBA lender has historically financed the operetiof its lending business through loans or creditities from various lendel
and will need to continue to do so in the futurngcislenders invariably require a security intereghe SBA loans as collateral which, under
applicable law, requires the prior approval of th& Small Business Administration. If the Compangudtl ever be unable to obtain the
approval for its financing arrangements from theASBwould likely be unable to continue to makeas.

As an alternative to holding indefinitely the ports of SBA loans remaining after sale of the guech portions in the SBA supervised
secondary market, the Company has undertaken twisee these unguaranteed portions. In Decemb#® 2he first such securitization trust
established by the Company issued to one investesnn the amount of $16 million which receiveStandard and Poor’s rating of AA. The
SBA lender used the cash generated from the traasdo retire its outstanding term loan from Cap®ne, N.A. and to fund a $3 million
account which during the first quarter of 2011 ha®ed unguaranteed portions originated subsequém securitization transaction. While
this securitization process can provide a long-temding source for the SBA lender, there is ndaiety that it can be conducted on an
economic basis. In addition, the securitization naeism itself does not provide liquidity in the dhterm for funding SBA loans.

In December 2010, the SBA lender entered into ameewlving loan agreement with Capital One, N.A. dp to $12 million to be used to fund
the guaranteed portions of SBA loans and to beidepith the proceeds of the sale in the secondaagkat of those portions. Also, in June
2011, the SBA lender entered into a new revolvaanlagreement with Capital One, N.A. for up to #fillion to be used to fund the
unguaranteed portions of SBA loans and to be repéfdthe proceeds of loan repayments from thedweers as well as excess cash flow of
NSBF. As a result of these two facilities, the SBAder was able to increase the amount of loazenifund at any one tim

Through February 28, 2011, the receivables finanaimt (“NBC”) utilized a $10 million line of cretiprovided by Wells Fargo Bank to
purchase and warehouse receivables. On FebruaB028, NBC entered into a three year line of creflitp to $10 million with Sterling
National Bank which replaced the Wells Fargo lifikeere is no cross collateralization between thdiStelending facility and the Capital O1
term loan and credit facility; however, a defauitder the Capital One term loan or line of credit erieate a default under the Sterling line of
credit. The availability of the Sterling line ofedlit and the performance of the Capital One temndoare subject to compliance with certain
covenants and collateral requirements as set fiottheir respective agreements, as well as limigstrictions on distributions or loans to the
Company by the respective debtor, none of whichhaaterial to the liquidity of the Company. At Jus@ 2011, the Company and its
subsidiaries were in full compliance with appli@bdan covenants. The Company guarantees theseflmatihe subsidiaries up to the amount
borrowed; in addition, the Company deposited $7800ith Sterling to collateralize the guarantee.oAdune 30, 2011, the Compasyinuset
sources of liquidity consisted of $11,701,000 imestricted cash and cash equivalents, $1,045,08itahle through the Capital One revolving
loan and $292,000 available through the Sterlingddal Bank line of credit.

Restricted cash of $8,580,000 as of June 30, 2pdimarily held in the Capcos and NSBF. For thpdda, restricted cash can be used in
managing and operating the Capcos, making qualifieelstments and for the payment of Capco genetatexs. For NSBF, approximately
$1,407,000 is due to participants, $1,316,000 estduCapital One and $1,078,000 is held by thergemation trust as a reserve on future
nonperforming loans. In addition, as discussed apthe Company deposited $750,000 with Sterlingpttateralize its guarantee, which has
been classified as restricted cash.
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In summary, Newtek generated and used cash asviollo

(Dollars in thousands)

Six
months ended
June 30,
2011 2010
Net cash provided by (used in) operating activi $ 2,557 $(2,117)
Net cash used in investing activiti (5,635 (4,257)
Net cash provided by financing activiti 4,39i 1,57¢
Net increase (decrease) in cash and cash equis 1,31¢ (4,797
Cash and cash equivalents, beginning of pe 10,38: 12,58
Cash and cash equivalents, end of pe $11,70: $ 7,79(

Net cash flows provided by (used in) operatingwtitis increased $4,670,000 to net cash flow predily operations of $2,557,000 for the
month period ended June 30, 2011 compared to Bbtftaws used in operations of $(2,113,000) fordixemonth period ended June 30, 2010.
The change primarily reflects the operation of $fBA lender: a $3,262,000 reduction in the brokeeneable related to the sale of guaranteed
portions of SBA loans offsetting the originationlodns which were not sold by period end. The bro&eeivable arises from loans traded but
not settled before period end and represents tleianof cash due from the purchasing broker; thelarhvaries depending on loan originat
volume and timing of sales at quarter end. Durirggix months ended June 30, 2011, as discuss&d,gdhe SBA removed the premium
warranty thereby permitting the recognition of sedary market sales of guaranteed portions: the @ompriginated $15,852,000 of these
SBA loans held for sale and sold $32,677,000. Rerstx months ended June 30, 2010, because dighesktant premium warranty, the
Company transferred, rather than recognized as $881536,000 of the guaranteed portions of SBA Io@ns in return for the “Liability for
SBA loans transferred, subject to recourse” of 26,000. Upon the expiration of the premium warygmriods for the transferred loans, the
transfers are accounted for as sales, the assédithilitly will be eliminated, the gain on fair wa for the liability will be reversed, and the gain
on sale will be recognized: in the six months endlenk 30, 2011 $26,613,000 of previously transfegiearanteed portions achieved sales
status eliminating that amount of the asset as age$29,391,000 of the matching liability.

Net cash used in investing activities primarilyludes the purchase of fixed assets and customeuats; activity regarding the unguarant
portions of SBA loans, changes in restricted caghagtivities involving investments in qualifieddinesses. Net cash used in investing
activities increased by $1,382,000 to cash us&{®5635,000) for the period ended June 30, 2011peoed to cash used of $(4,253,000) fol
six months ended June 30, 2010. The increase musesd in investing activities for the six monthsled June 30, 2011 was primarily due to a
greater amount of SBA loans originated for investm#(8,623,000) in 2011 versus $(3,108,000) inR@ffset by an increase in payments
received on SBA loans from $1,292,000 in 2010 t®$2,000 in 2011 and greater returns from qualifieestments in 2011, $245,000 as
compared to the return of $111,000 in 2010. Thenghan restricted cash provided $1,949,000 of ¢ashin 2011 versus $(1,620,000) of ce
used in 2010.

Net cash provided by financing activities primaiitgludes the net borrowings (repayments) on bam&spayable as well as securitizal
activities. Net cash provided by financing actedtincreased by $2,822,000 to cash provided oP$4080 for the period ended June 30, 2011
from cash provided of $1,575,000 for the periodeghdune 30, 2010. The primary reason for the iser@zs the 2011 period reflects the
release of approximately $3,058,000 of restricieshaelated to the securitization that was deséghas a pre-funding account in December
2010 and was used during the six months to puranagearanteed portions of SBA 7(a) loans. Offsegttinis increase was cash used of
$750,000 to establish a restricted cash accouhtStgrling National Bank to collateralize the Comyja guarantee on the new line. Payments
on senior notes related to the securitization fla@eember 2010 used $1,209,000 of cash for the sitims ended June 30, 2011. The net
borrowings on bank lines of credit of $3,811,000tf@ six months ended June 30, 2011 reflectsapetyments on the Company’s lines of
credit with Wells Fargo and Sterling of $(20,000ygroceeds of $3,830,000 from the Capital Onedsed for the origination of SBA loans,
while the same period in 2010 reflects net repaymen$10,381,000 which represented borrowingsherWells Fargo line of $2,419,000 to
fund the increase in accounts receivables purchasisét by repayments to GE of $12,800,000. Dutivggsix months ended June 30, 2010
Company received $12,500,000 of proceeds from #@Et&l One term note and used the funds to repaptitstanding amount on the GE line
of credit.

47



Table of Contents

The $1,319,000 increase in cash and cash equisate@011 is primarily due to receiving the remagnproceeds from its 2010 securitization
of the unguaranteed, retained loan portions of SBA loans, previously set aside for post-closoanlorigination, which offset loan
originations and positive operating cash flow whiemefitted from a reduction in the outstandingkbraeceivable.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

We consider the principal types of risk in our Imesis activities to be fluctuations in interestsatean portfolio valuations and the availability
of the secondary market for our SBA loans heldstde. Risk management systems and proceduressigmele to identify and analyze our
risks, to set appropriate policies and limits amddntinually monitor these risks and limits by meaf reliable administrative and information
systems and other policies and programs.

Our SBA lender primarily lends at an interest @t@rime, which resets on a monthly or quarterlgibaplus a fixed margin. Our receivable
financing business purchases receivables priceduate to a similar prime plus a fixed margin streex The Capital One term loan and
revolver loan, the securitization notes and the B8ésvling line of credit are on a prime, which tesen a monthly basis, plus a fixed margin
basis. As a result the Company believes it hasmadtits cost of funds to its interest income irfitancing activities. However, because of the
differential between the amount lent and the smalheount financed, a significant change in markttrest rates will have a material effect on
our operating income. In periods of sharply risimgrest rates, our cost of funds will increasa alower rate than the interest income earne
the loans we have made. This should improve ouopetating income, holding all other factors constblowever, a reduction in interest ra
as has occurred since 2008, has and will restiftarCompany experiencing a reduction in operatiegine because interest income will
decline more quickly than interest expense, regylth a net reduction of benefit to operating ineom

Our SBA lender depends on the availability of seleay market purchasers for the guaranteed portdS8A loans and the premium received
on such sales to support its lending operationshiattime the secondary market for the guaranpeetions of SBA loans is robust but during
the 2008 and 2009 financial crisis the Companydifftulty selling its loans for a premium. Althobgiot expected at this time, if such
conditions did recur, our SBA lender would moselikcease making new loans and could experienobstantial reduction in profitability.

We do not have significant exposure to changingredt rates on invested cash which was approxiyn@ggl,281,000 at June 30, 2011. We do
not purchase or hold derivative financial instrutseor trading purposes. All of our transactions eonducted in U.S. dollars and we do not
have any foreign currency or foreign exchange igk.do not trade commodities or have any commaatitye risk.

We believe that we have placed our demand deposith, investments and their equivalents with higlit-quality financial

institutions. Invested cash is held almost exclelgiat financial institutions with ratings from &tiard and Poor’s of Aer better. The Compa
invests cash not held in interest free checkingawcts or bank money market accounts mainly in Ur8asury-only money market instruments
or funds and other investment-grade securitiefAkine 30, 2011, cash deposits in excess of FRUCSAPC insurance totaled approximately
$2,510,000 and funds held in U.S. Treasury-only eyamarket funds or equivalents in excess of SIRGramce totaled approximately
$3,076,000.

Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedures.

Our management, with the participation of our Cleigécutive Officer and Chief Accounting Officer,adwated the effectiveness of our
disclosure controls and procedures as of the etitegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Accounting Officer concluded that our diseloes controls and procedures were effective aseoétid of the period covered by this report
and provide reasonable assurance that the infamediquired to be disclosed by us in reports filader the Exchange Act is recorded,
processed, summarized and reported within the pien@ds specified in the SEC’s rules and formscldsure controls and procedures include,
without limitation, controls and procedures desijieensure that information required to be disatiolgy an issuer in the reports that it files or
submits under the Exchange Act is accumulated anthwnicated to the issuer's management includsgrincipal executive and principal
financial officers, or persons performing similan€tions, as appropriate to allow timely decisicggarding required disclosure. A controls
system, no matter how well designed and operatathat provide absolute assurance that the objsctif/he controls systems are met, and no
evaluation of controls can provide absolute assugrdimat all control issues and instances of fréwhy, within a company have been detected.
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(b) Changein Internal Control over Financial Reporting.

No change in our internal control over financigdoging occurred during the quarter ended Jun@@01 that has materially affected, o
reasonably likely to materially affect, our intekeantrol over financial reporting.

(c) Limitations.

A control system, no matter how well designed apelrated, can provide only reasonable, not absastrances that the control system’s
objectives will be met. Furthermore, the desigia abntrol system must reflect the fact that theeerasource constraints, and the benefits of
controls must be considered relative to their cd&tgause of the inherent limitations in all cohtrgstems, no evaluation of controls can
provide absolute assurance that all control isandsinstances of fraud, if any, within the Comphaye been detected. These inherent
limitations include the realities that judgmentsiacision-making can be faulty, and that breakdogarsoccur because of simple errors or
mistakes. Controls can also be circumvented byntthieidual acts of some persons, by collusion af wv more people, or by management
override of the controls. The design of any systéiwontrols is based in part upon certain assumptabout the likelihood of future events, |
there can be no assurance that any design wilesdcin achieving its stated goals under all paaéhtiure conditions. Over time, controls may
become inadequate because of changes in conditialeterioration in the degree of compliance wishpiolicies or procedures. Because of the
inherent limitations in a cost-effective controbsym, misstatements due to error or fraud may camedmot be detected. We periodically
evaluate our internal controls and make changé@spoove them.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

We are not involved in any material pending litigat We and/or one or more of our investee comsaaie involved in lawsuits regarding
wrongful termination claims by employees or coreutis, none of which are individually or in the aggate material to Newtek.

Iltem 6. Exhibits

Exhibit
No.

311

31.2

32.1

101.INS*

101.SCH*
101.CAL*
101.DEF*
101.LAB*
101.PRE*

Description

Certification by Principal Executive Officer reqged by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende

Certification by Principal Financial Officer reqai by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende

Certification by Principal Executive and Principahancial Officers pursuant to 18 U.S.C. SectioB(,3s adopted pursuant
Section 906 of the Sarbal-Oxley Act of 2002

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr
XBRL Taxonomy Extension Definition Linkbase Documh
XBRL Taxonomy Extension Labels Linkbase Docurr
XBRL Taxonomy Extension Presentation Linkbase Doent
XBRL Taxonomy

* XBRL (eXtensible Business Reporting Languagepiniation is furnished and not filed or a part aégistration statement or prospectus
for purposes of sections 11 or 12 of the Securfigtsof 1933, is deemed not filed for purposeseaifton 18 of the Securities Exchange
Act of 1934, as amended, and otherwise is not stitgdiability under these sectior
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the

undersigned thereunto duly authorized.

Date: August 12, 201

Date: August 12, 201

NEWTEK BUSINESS SERVICES, INC.

By: /s/ Barry Sloan
Barry Sloan:
Chairman of the Board, Chief Executive Offiaad
Secretar
(Principal Executive Office

By: /s/ Jennifer C. Eddelsc
Jennifer C. Eddelsc
Chief Accounting Office
(Principal Financial Officel
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Exhibit 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a) AND 15d-14(a)
UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED

[, Barry Sloane, certify that:
1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”);

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or amgttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this
report;

4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hay

a) designed such disclosure controls and procedoresused such disclosure controls and procedoifes designed
under our supervision, to ensure that materiakinégion relating to the registrant, including ithesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

b) designed such internal control over financiglorting, or caused such internal control over faiahreporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguorinciples;

c) evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntai report ou
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of tHegeovered by thi
report based on such evaluation; i

d) disclosed in this report any change in the regit’s internal control over financial reporting thatooed during tht
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ameport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

a) all significant deficiencies and material weaknsssethe design or operation of internal contra¢iofinancial reportin
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

Dated: August 12, 2011

/sl Barry Sloane

Barry Sloane

Chief Executive Office
(Principal Executive Officer
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Exhibit 31.2

CERTIFICATION PURSUANT TO RULE 13a-14(a) AND 15d-14(a)
UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED

[, Jennifer C. Eddelson, certify that:
1. | have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”).

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or amgttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this
report;

4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hay

a) designed such disclosure controls and procedoresused such disclosure controls and procedoifes designed
under our supervision, to ensure that materiakinégion relating to the registrant, including ithesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

b) designed such internal control over financiglorting, or caused such internal control over faiahreporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguorinciples;

c) evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntai report ou
conclusions about the effectiveness of the disctsantrols and procedures, as of the end of tHegeovered by thi
report based on such evaluation; i

d) disclosed in this report any change in the regit’s internal control over financial reporting thatooed during tht
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ameport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

a) all significant deficiencies and material weaknsssethe design or operation of internal contra¢iofinancial reportin
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

Dated: August 12, 2011

/s/ Jennifer C. Eddelson
Jennifer C. Eddelsa

Chief Accounting Office
(Principal Financial Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2011 (the “RepaoiftNewtek Business Services, Inc. (the
“Company”), as filed with the Securities and Excpar€ommission on the date hereof, Barry Sloan€hésf Executive Officer, and Jennifer
C. Eddelson, as Chief Accounting Officer, of thengpany, each hereby certifies, pursuant to 18 U.81850, as adopted pursuant to §906 of
the Sarbanes-Oxley Act of 2002, that, to each efficknowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; a
(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company

/s/ Barry Sloane
Barry Sloane, Chief Executive Offic
(Principal Executive Officer

/s/ Jennifer C. Eddelsc
Jennifer C. Eddelson, Chief Accounting Offit
(Principal Financial Officer

Dated: August 12, 2011
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