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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2008

Commission file number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

New York 11-350463€

(State or other jurisdiction of (I.R.S. Employer
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1440 Broadway, 17" Floor New York, New York 10018
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Registrant’s telephone number, including area code(212) 356-9500

Securities Registered Pursuant to Section 12(b) tifie Act: None
Securities Registered Pursuant to Section 12(g) tfe Act:

Common Shares, par value $0.02 per share
(Title of class)

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405c08#turities Act.  Yed No
Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yes[ No

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sewtl3 or 15(d) of the Securities Exchange Act
of 1934 during the past 12 months (or for such telngreriod that the registrant was required todileh reports) and (2) has been subject to
filing requirements for the past 90 days. Y&d No O

Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of Regulation S-K it oontained herein, and will not be
contained, to the best of registrant’s knowledgealdfinitive proxy or information statements incorgted by reference in Part IIl of this Form
10-K or any amendment to this Form 10-Kx]

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting
company (all as defined in Rule -2 of the Act).



Large Accelerated file O Accelerated filel O

Non-accelerated file O Smaller reporting compar

Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxgfe Act). Yes[ No

The aggregate market value of the voting and ndmga@ommon equity held by non-affiliates of thegistrant was approximately $27,500,000
as of the last business day of the registrant’srsfiscal quarter of 2008.

As of March 9, 2009 there were 37,031,656 shamegeisand outstanding of the registrant’s CommomeShaar value $0.02 per share.
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PART |
ltem 1 BUSINESS
Overview

Newtek Business Services, . (“we,” “the Company” or “Newtek”) is a corporatidormed under the laws of New York that serves as a
holding company for several wholly- and majority+ted subsidiaries, including 15 certified capitaihgpanies which we refer to as
Capcos, and several portfolio companies in whiehGapcos own non-controlling or minority intere$tée are a direct distributor of
business services to the small- and medium-sizethéss market. We provide a “one-stop-shop” turrdaytion with 7 different service
lines. Our target market represents a very siganifienarketplace in the United States non-farm peigaoss domestic product (“GDP”).
According to statistics published by the U.S. SrBalsiness Administration (the “SBA”), approximaté&$% of the GDP in the United
States comes from small businesses and approxing8eb of businesses in the United States which baeeor more employees fit into
this market segment. As of December 31, 2008, wieolvar 91,000 business accounts. We use state afrtlweb-based proprietary
technology to be a low cost acquirer and providgaroducts and services to our small- and mediumaesbusiness clients. We partner
with AIG, Merrill Lynch, Morgan Stanley, the Creditnion National Association (CUNA) with its 8,706edit unions and 80 million
members, the Navy Federal Credit Union with 2.4iarilmembers, Microsoft, Pershing, PSCU Financah&es, Inc., the nation’s
largest credit union service organization, Fisesluons, Inc. d/b/a IntegraSys, General Motors dity Dealers Association and
Daimler Chrysler Minority Dealers Association, aflwhom have elected to offer certain of our busingervices and financial products
rather than try to provide some or all of them clisefor their customers. We have deemphasizeddayco business, which we are in the
process of winding down, in favor of growing oureogting businesses and do not anticipate creatipgnew Capcos in the foreseeable
future. Our services offerings incluc

. Electronic Payment ProcessingCredit card, debit card, check conversion, and AGHitions

. Web Hosting: Full service web host including domain registratéomd online shopping cart toc
. Business Lending:Business loans to start up, acquire, or expandsenbss

. Insurance ServicesNationwide commercial, health and benefits, andqeal lines of insuranc
. Accounts Receivable FinancingReceivable purchasing and financing serv

. Web Design and DevelopmeniCustomized web design and development sen

. Data Backup, Storage and RetrievalFast, secure, ¢site data backup, storage and retrie

. Payroll: Payroll management processing and employee tag

The Company’s principal business segments, whietCitbmpany operates in a coordinated manner in todmovide services to the smadiad
medium-sized business market, are:

Electronic Payment ProcessingMarketing, credit card processing and check appresmvices to the small- and medium-sized business
market.

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgy Services (“NTS”), which offers shared and datied web
hosting and related services to the small- and umediized business market.

Small Business FinancePrimarily consists of Newtek Small Business Finaree. (‘“NSBF”), a nationally licensed, SBA lendéeat
originates, sells and services loans to qualifgnmll businesses, which are partially guaranteetti&yBbBA and CDS Business Services,
Inc. d/b/a Newtek Business Credit (“NBC”) which piges receivable financing.

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, direct&etiag, provides technology oversight and guidance,
coordinates and integrates activities of the segsneontracts with alliance partners, acquirersasusr opportunities, and owns our
proprietary NewTracker™ referral system. Revenutetpenses not allocated to other segments, imgudterest income, Capco
management fee income and corporate operationsiggpe

Capcos:Fifteen certified capital companies which invessimall- and medium-sized businesses. They geneoateash income from ts
credits and non-cash interest and insurance expense

Financial information for each segment can be foardote 25 to the Consolidated Financial Statement

Business Strategy

Key elements of our strategy to grow our business a

Continue to focus our business model to serverttadl- and mediur-sized business markiWe are focused on developing and marke
business services and financial products and ssndoned at the small-and medium-sized businessem®ur business model is to get
that market to view us as “The Company” to go todib of its business service needs. We are nowigirtg one or more services to over
91,000 client accounts. We intend to continue velage the Newtek™ brand as a one-stop-shop profadéhe small-and medium size
business marke
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« Continue to implement a strategy of acquiring costcs at low cosWe seek to acquire customers at a low cost thraeuggitiona
strategy centered on our alliance partners andNewTracker™ technology. Our alliance partners usepooprietary NewTracker™
referral system to refer customers to us for satescustomer tracking and processing. NewTrackeistilnutes the referral to our
appropriate business segment or segments forrudfiit while keeping our alliance partner up to datehe customer’s progress. We use
the same proprietary system as our gateway foctdsades through our website and our BizExec progi&e seek to minimize
commission selling expenses and/or referral feesithh the use of technolog

» Further develop national marketing of t“Newtek™” brand through our alliance partnersVe have formed key marketing alliances
with national business organizations such as Al@&trM Lynch, Navy Federal Credit Union, PSCU Fici Services, Inc., Fiserv
Solutions, Inc. d/b/a IntegraSys and Morgan Stardegl trade organizations such as the Credit UNmtional Association, the General
Motors Minority Dealers Association, Microsoft, Being and Daimler Chrysler Minority Dealers Asstiocia. We seek to build on the
endorsement of our technology, high level of custoservice, and competitively priced products ardises by these partne

» Continue to develop our sti-of-the-art technology to process business applicationsfarahcial transactionsWe are expanding ol
proprietary NewTracker™ referral system which akbows to process new business utilizing a-based, centralized processing pc

* Implement an outbound selling strategy leveragingdatabaseWe have implemented a project of combining all desets into a
seamless, enterprise-wide accessible master databasder to facilitate cross marketing, sellimgl@ervicing, reatime data mining, ar
business intelligence. We seek to cross sell oisting database of clients and have establishexticated team to use our master
database for cross marketing, selling and servi

» Continue to fulfill our obligations under the cumeCapco programsOur emphasis is on continuing our exemplary regmatomplianct
program in order to successfully complete the itmesit cycles for all Capcos. At December 31, 20@8had reached the final minimum
investment requirements in all 15 Capco programghith we participate. We believe this ensures 1889 of the tax credits are beyc
risk of recapture. We have reached the final marinmwestment requirements in one Capco which has becertified and is no longer
subject to state regulation. Capco decertificatidhminimize the impact of Capco accounting on buisiness

History

We were founded in 1998 to participate in the Cgpograms. We have since developed our brandeafibasiness services and
financial products and services for the small- amedlium-sized business market. At December 31, 200&ad 26 subsidiaries, excluding our
15 Capcos, many of which were a result of investsidimough the Capco programiSrom 1999 to 2005, Capcos generated significatt cas
flows reflected as financing activities on our coligated cash flow statement. We do not anticigagating any new Capcos in the foreseeable
future, although we continue to invest in smallibasses through our existing Capcos and meet this gbthe Capco programs. We are
concentrating our efforts on creating a distribatidhannel for the small- and medium-sized businesket.

We believe that Fortune 500 companies are see&irgfand their client base into the lucrative sntalmedium-size business market.
We believe that to enter this market effectivelyl vaquire the use of a cost-effective distributidrannel such as the one we have built using
proprietary technology and systems. We believeriwt Fortune 500 companies try to use the sangbdiSion methods used for their exist
consumer or corporate customers in order to rd@shmarket, only to find it too expensive or unprotive to address small- to medium-sized
businesses. We view the small business owner agidigie maker as unique and requiring a differestrdiution channel, as well as different
products, packaging and service tailored to meehteds of small- and medium-sized businessesldWdalieve that large financial
institutions will expand their outsourcing prograbecause they will choose to focus their resourcéswer areas.

We market ourselves to our small- and medium-simesiness customers through our mottos of “we ddfiérently” and “we do it
better.” An example of how we seek to do this islmlingual 24/7 call center which we believe isauable feature for most
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small business owners that need help during noméss hours and on weekends. We use web-basedatfupis as an in-house tool to make
our employees and associates efficient, smart esdliptive. Instead of using expensive six-figurathsed employees that a typical bank or an
insurance company would use to market financiadlpets and business services to small- and medinet &iusiness customers, we use very
smart, efficient, high-quality technology and dedéxd loyal non-executive salary plus bonus empleyee

We believe that our business service specialis@algroduct lines understand the needs of theldmnainess owner. We conduct
telephone interviews with our target customers sadl product lines to deepen our understandineif needs. We have tailored our
offerings so our small- and medium-sized businessotners do not have to fill out multiple handvenittforms or type data into a keyboard,
which we believe is the most aggravating factoimfgour customers. We have modeled our back-offia business operations after customer
centered operational models, such as that of PssiyesInsurance. We stress our responsive custeanece, and we endeavor to excel in
addressing and resolving issues and problems thiatustomers may face. We are now providing our 2dstomer service functions in
Spanish as well as English to service the growirgp&hic owned and operated small business custbaserin the United States.

The Newtek Referral System

Our proprietary NewTracker™ referral system allayggo process new business utilizing a web-bassdralized processing point. In-
bound referrals from alliance partners, our websitel other sources are transmitted to our busisdssprovide the service or services our
customers need. Our trained representatives use tirebbased applications as a tool to acquire and pratassthrough telephonic intervie
eliminating the need for face-to-face contact drelrequirement that a customer complete multipfeepéorms or data entry for multiple
product lines. This approach is customer friendligws us to process applications very efficiemthyd allows us to store client information for
further processing and cross-selling efforts whifering what we believe to be the highest levetw$tomer service. It also assures our alliance
partners full transaction transparency. This sygtenmits our alliance partners to have a windowuoback office processing 24 hours a de
days a week, to see every communication and irtterabetween our sales and processing represessadivd their referred customers without
sharing customer or alliance partner sensitive datdne application. NewTracker™ enables the pingsand tracking of services in a manner
similar to the bar code system used by overnigltely services. We believe that NewTracker™ iseg Hifferentiating component of our
business. It enables us to scale our businessesmapidly to meet the demands of our customettseomarket. NewTracker™ enables us to
provide clients with our business services suit¢henfront end, and enables them to offer our sesrimmediately, without having to invest in
marketing materials, sales and marketing persotma@hing, licensing or office space. Because thastomers are driven by our technology to
our processing centers, which can handle increasieidhe of transactions without having to add spexd staff or infrastructure, we offer an
efficient back end so there is no need for addiidmvestment by our customers.

In December 2008, we implemented a project of caimpiall of our data assets into a seamless efgerpridely accessible master
database in order to facilitate cross marketinlingeand servicing, real-time data mining, andibass intelligence and further enhance our use
of NewTracker™. We have established a dedicated teautilize this database to generate referraisggoutbound.

Alliances

Each of the operating businesses benefit fromehbeipt of significant numbers of customer referfedsn our alliance partners, pursuant
to agreements negotiated and structured by ouirfgpltbmpany management and staff. We are focusessiog strategic business affiliations
to identify likely small- to medium-sized businessstomers and others to be serviced by our opgrhtisinesses. We seek to ally Newtek with
companies and organizations that wish to offerammaore of our principal business lines to thestomers or members. We provide one-stop
shopping for alliance partners that want to lauoicexpand their business services. For exampley @it unions are serving small business
owners with consumer lending applications, andusour alliance with Credit Union National Assdicia, PSCU Financial Services or Fis
Solutions, Inc. d/b/a IntegraSys to expand theraig of services. We are also able to privatelamy of our business services for any alli:
partner. We believe our comprehensive portfolibudiness services can help small businesses growh Wwenefits the business owner and
their credit union.

These alliance partners are able to provide greatsice to their customers and members and darsteady flow of referral payments
from us. On the other hand, our operating compaanieseceiving significant numbers of referralsdar services in the areas of small business
loans, insurance and electronic payment processidgare thus acquiring customers at a low cost. TMagker™, our proprietary, internally
developed referral system technology, facilitakes transfer of information and also permits oustomer service representatives, their
supervisors and the referring alliance partneb&erve the real-time processing
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of each referral, from intake to completion. Foaele, a Merrill Lynch financial advisor who refergustomer for electronic payment
processing, he or she can track the processingramd when decisions are made, what they are, wheneferral fees are earned, as well as
observe and oversee the operational performancarafustomer service representatives. The prosemsalogous to the bar code system used
by overnight delivery services to track the movetrdra package, where critical processing poingsiaput and the customer is able to access
the company’s password-protected web site and mothie movement of the package from pick up toveeji.

We have entered into agreements to provide oneooe business services with the following entities:
« AIG
* Merrill Lynch
* Morgan Stanle
» Fiserv Solutions, Inc. d/b/a Integras
* Bank Atlantic
» Credit Union National Association (CUN/
» Daimler Chrysler Minority Dealers Associati
* General Motors Minority Dealership Associati
*  Microsoft
* Pershinc
* Navy Federal Credit Unio
* New Alliance Bank
* NCMIC Financial, Inc
» PSCU Financial Services, Ir

Principal Business Segments
Electronic Payment Processing

We market payment processing services to smallnaedium-sized business merchants in the U.S. Weuarently a provider of such
services to over 14,000 small- and medium-sizeéhkas merchants throughout the U.S. We enable eawchants to accept all major credit
cards as well as debit and ATM cards for paymerdttr they are a retail service, mail-order orrimé& merchant. We work with merchants to
set up merchant payment processing and to custaralae-added programs such as personalized gdtpraigrams and check guarantee
services that help drive their customers to then2d08, we processed over 28 million transactioitis & merchant sales volume exceeding
$2.9 billion. Our customer base and the relateelssablume processed by us has grown significanttind each year of operations since 2002
through a combination of net merchant additionsltiesy from sales as well as selective merchantfplas acquisitions. Our merchant base has
grown from approximately 1,200 merchants at the@&mMDO02 to approximately 14,000 merchants at tiieaf 2008. Similarly, total sales
volume in 2008 approximated $2.9 billion, up fro88% million in 2002.

Universal Processing Services of Wisconsin, LL®/a@lNewtek Merchant Solutions (“NMS”), which we otimough one of our Capcos,
markets credit and debit card processing servatesck approval services and ancillary processingpegent and software to merchants who
accept credit cards, debit cards, checks and attreicash forms of payment. New merchants are asdjtiirough several sales channels. Our
primary focus today is on developing new merchatéssleads as a result of internal sales effoltéSNas targeted the marketing of its arra
services under agreements with alliance partnershatbday are principally financial institutionscluding banks, credit unions and other
related businesses. Members of such financiatinisths are able to refer potential customers toS\thirough Newtels NewTracker™ referr:
system. In addition, but to a lesser extent, weciielely will enter into agreements with independgades organizations and independent sales
agents throughout the country. These referringrorzgdions and associations are typically paid agmrage of the processing revenue derived
from the respective merchants that they succegstefiér to us for as long as the merchant remaimsostomer. We currently have contracts
with approximately 189 independent sales agen#égencies as of December 31, 2008.

In addition to our growth in merchants from outeimal sales efforts and referral sources, we hegaiged the rights to service existing
portfolios of merchants serviced by other merchmotessors. During 2008 and 2007, we acquired sgbts to service 282 and 1,108
merchants, respectively, as of the dates of thogjuigition. The cost of such acquisitions total®d4dmillion in 2008 and $2.2 million in 2007.
The total merchant sales volume derived from adiiuis made in 2008 and 2007 was $85.0 million $4d.6 million, respectively.
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Certain of our other subsidiaries operate mercparttolios which are serviced by NMS.

We maintain two main customer service and salepatipffices which are located in Milwaukee, Wissomand Brownsville, Texas. C
personnel at these locations assist merchantsiniiiél installation of equipment and on-going seey as well as any other special processing
needs that they may have.

Because we are not a bank, we are unable to b&dosngd directly access the Vi8and MasterCar@l bankcard associations. The Visa
and MasterCarfl operating regulations require us to be sponsoredl ltignk in order to process bankcard transactitiesare currently
registered with Vis& and MasterCar@l through the sponsorship of a bank that is a memibtre card associations. Our electronic payment
processing businesses rely on our ability to obdaia processing services. We contract with selamgb-scale data processing companies to
provide the front-end and back-end processing. uksmerchant base has grown, we believe that we bege able to achieve greater
economies of scale in terms of negotiating the stratture for providing such settlement services.

There are two aspects to the processing: theliattidnorization of a payment (referred to as thierif-end processing”) and the merchant
credit and cardholder charge transaction (the “leakprocessing”). Our payment processing busiredies on up to five front-end and back-
end processors which reduces our risk of reliamcany one company and also gives us the optiotilafing different processors to match the
needs of particular merchants or situations.

As a result of our exposure to liability for merob&aud, charge-backs and other losses inhergheimerchant payment processing
business, we have developed practices and polidieh attempt to assess and counter these riskaithes in which we engage in order to
mitigate such risks are:

» underwriting the initial application of a merchaatidentify unusual risks, structuring the relaghip in a manner consistent w
acceptable risks and, where possible, obtainingregmal or parent corporation guarantee from thenaat;

* monitoring the daily and monthly activity of eacterchant to identify any departures from normatikiarging behavior of eac
merchant and monitoring the largest of our merchand those with high levels of refunds or chargekb, so as to ensure an
opportunity to address any credit or chi-back problems at the earliest possible time;

» requiring high-risk merchants to agree to the éstatment of cash reserves to protect us againsthmet failures to pay for charge-
backs and other fees, and making adjustments s tteserves as merchant experience indic

We believe that the above procedures help us tofsigntly reduce our exposure to merchant or qustofraud and similar potential
losses.

Our development and growth is focused on sellingseuvices to merchant referrals identified fobysur alliance partners and, to a
lesser extent, by our independent sales represagatVe are different than most electronic paynpeatessing companies who acquire their
clients primarily through independent agents. Weantly acquire approximately or!f of our new customers through our NewTrackenit
alliance partner relationships. We believe thatlmsiness model provides us with a competitive athge by enabling us to acquire new
electronic payment processing merchants at a loagrlevel for third-party commissions than theusitdly average. Our business model allows
us to own the customer as well as the stream @fuakpayments, as opposed to models which relyerheavily on independent sales agents.
We also believe that merchants obtained as a refalir internal sales efforts are more directlyalloto Newtek than those competitors that
more heavily on independent sales agents to brimigmants to them.

Website Hosting Services

Through our subsidiary CrystalTech Web Hosting, tiib/a/ Newtek Technology Services (“CrystalTeahtl “NTS”) we provide
website hosting services to what is now more tHB000 customers with 110,000 domains in over 1#@rdint countries. NTS provides shared
and dedicated hosting plans, under the CrystalTebhdMd, for which it receives recurring monthlyddsy website, as well as other fees such
as set-up fees, consulting fees, domain name ratysts and others. Ninety percent of all feespaid in advance by credit card. NTS delivers
services under the CrystalTech™ brand not justitiaeners seeking hosting but also to wholesalesgllers and web developers by offering a
range of tools for them to build, resell and ddlitheir web content. In 2008, CrystalTech, the dorsiness supporting our web hosting
initiatives, began to operate as Newtek Technol®grgvices™, and CrystalTech™ became a Newtek Teogp@ervices™ brand. We intend
to cross market under Newtek Technology Servicea®Newtek Webhosting™.
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NTS’s dedication to superior customer service fleceed in the growth of its customer base underGhystalTech™ brand, from
approximately 8,300 accounts at the start of 208dnwve acquired CrystalTech to approximately 71 &be end of 2008.

NTS primarily uses Microsoft Window&technology. Microsoft has described NTS as ondéeflargest hosting services in the world
providing Microsoft Windows 2008 hosting. NTS also offers Linux-based web hosting @web-based data storage and back-up services. NT
currently operates a 5,000 square foot fortregmgth data center located in Scottsdale, Arizotilizing redundant networking, electrical and
back-up systems, affording customers what managebedieves to be a great level of performance anteption.

Over 75% of the growth in customers by NTS has cama result of customer referrals without materigenditures for marketing or
advertising. Many of NTS'’s competitors are verycprsensitive, offering minimal services at catte pricing. While being cost competitive w
most Linux- and Windows-based web hosting servitd$s has emphasized higher quality uptime, seraia&support.

The Company has diversified its hosting reach bgrisfg CrystalTech services to small- and mediuredibusinesses under different
brands under Newtek Technology Services™ inclutNewtek Web Services™, Newtek Data Storage™ and &leWdeb Design and
Development™. The Company focuses specificallyaact target markets such as restaurants, finaimsgutions, medical practices, law
firms, accountants, retail and technology servieigers for channel business and reselling. The@oy has recently launched a new
turnkey solution to satisfy financial institutioeeds for dedicated servers, hosting and/or datagspenabling these entities to comply with
regulatory requirements with the highest levelafety and security. The Company will offer theseviwes through its strategic alliance
partnerships and contracts with Credit Union Natlokssociation (CUNA), PSCU Financial ServicesgrisSolutions, Inc. d/b/a IntegraSys,
and over 200 credit unions.

Small Business Finance
We originate SBA loans and offer accounts recewdiblancing and other lending products.

We own Newtek Small Business Finance, Inc. (“NSBRfich specializes in originating, servicing aretling small business loans
guaranteed by the SBA for the purpose of acquicimgmercial real estate, machinery, equipment avehitory and to refinance debt and fund
franchises, working capital and business acquistidlSBF is one of 14 SBA licensed Small Businemsding Corporations that provide loans
nationwide under the federal Section 7(a) loan Eogfor small businesses. This federal progranuisa@ized each year by Congress to
guarantee small business loans in an amount detedny Congress. The authorization for 2008 was5iflion. NSBF has received
preferred lenders program (PLP) status, a desiymathereby the SBA authorizes the most experieS&A lenders to place SBA guarantees
on loans without seeking prior SBA review and apptoBeing a national lender, PLP status allows R&®Bserve its clients in an expedited
manner since it is not required to present apptinatto individual SBA offices. The operations 08BIF are heavily dependent on the nature of
the regulations imposed on it as a Small BusinessilCompany and its ability to remain in compliangt those regulations.

We stopped making SBA 7(a) loans in the fourth tgraosf 2008 because of market conditions. We aresntly exploring options to
provide lower cost funding for our SBA 7(a) lendingsiness. We are also exploring the purchasestiedised loan portfolios that we would
service and manage using our existing infrastraectur

We originate loans ranging from $3,000 to $5 millio both startup and existing businesses, whdhes&inds for a wide range of
business needs including:

. Opening, expanding or acquiring a business or frisec $25,000 to $2.0 millior
. Financing working capita

e SBA term loans: at least $25,0

* Purchase equipment: $25,000 to $2.0 mil



Table of Contents

. Purchasing own-occupied real estate and make leasehold improvemamnto $5.0 million
. Refinancing existing nc-rea-estate business debt: $25,000 to $2.0 mill

During 2008, we funded 68 SBA 7(a) loans for altof&26.4 million and sold $14.2 million of the @nanteed portions of our loans. As
of December 31, 2008, we were servicing a portfofilbans we originated and funded of $180 milligve earn interest income on the $33
million of loans we retain, including $6.1 million held for sale and net of the nonperforming lottaling $5.6 million, and earn servicing
income on those guaranteed portions we sell. Weplsvide servicing functions on loans originatgdother SBA lenders for which we earn
servicing fees based upon a mutually negotiategéedoan. In servicing these portfolios, we do tase on any loss risk for the loans of such
lenders.

We offer accounts receivable financing through @Siness Services, Inc. d/b/a Newtek Business C{&dBC"), based in West
Hempstead, New York. Through this service, smallt medium-sized businesses can obtain $10,000000,880 per month as an advance
against their future trade receivables.

Through referral relationships, we offer merchadtcadvance services to our customers, under whicérchant sells future credit card
sales at a discount. Under this program, the metaieaeives the purchase amount upfront and agwe®sve a set percentage of the credit card
deposits deducted from its daily deposits and techiback until the purchase amount is repaid. Vilr tiiese services as an agent, and are not
taking on credit risk in connection with these $&#g.

Small Business Insurance Products and Services

We offer small business insurance products andcgrvhrough Newtek Insurance Agency, LLC, baséd/ashington, D.C., with a
presence in Texas. Newtek Insurance Agency, LUEensed in 50 states and serves as a retail antbsdle agency specializing in the sale of
personal, commercial and health/benefits linesrarste products to customers of all our affiliatechpanies as well as our alliance partners.
We offer multiple insurance products from multipisurance carriers providing a wide range of chéiceur customers. We implemented a
program with the Navy Federal Credit Union to mad@nmercial and homeowners’ insurance to thein@lifon members, and formed a
strategic alliance with AIG Small Business to po®/agent services to small business clients whadirus from the AIG Small Business
website. We are continuing our efforts to implemgnatgrams with alliance partners to market comna¢amd personal insurance.

Marketing

We market our services primarily through referfedsn our alliance partners such as AIG Small Bussnéerrill Lynch, Credit Union
National Association, Navy Federal Credit Union &ahk Atlantic, using our proprietary NewTracker®&arral system. In additiol
Electronic Payment Processing is also marketedigirandependent representatives and NTS servieamarketed through third-party
development companies, IT professionals and webldpers and interndtased marketing. A common thread across all busiiness relates
acquiring customers at low cost. We seek to buadtemarketing efforts through our brand, our poralr proprietary NewTracker™
technology, and one easy entry point of contact.

We currently cross market primarily at the alliafeeel. The Credit Union National Association, PSEldancial Services, Inc., Fiserv
Solutions, Inc. d/b/a IntegraSys, Microsoft, Panghind AIG Small Business are examples of crosketiag at the alliance level.

We have implemented a multi-channel marketing strathat consists of:

Direct: We market through our website, www.newtekbusinessgses.com We have created a place on our website for dmuaihess
owners/operators to go to acquire one or moreef\tbwtek services directly. We anticipate markethig through ads, seminars, magazine
placements and internet key words and/or geneoahgtion.
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We are currently in the process of implementingudtinsegment internet marketing approach underewtek Technology Services™
brand, focusing on select target markets suchsgueants, supermarkets, financial institutionyspiians, attorneys, accountants, and retail.

Indirect: Through our BizExec Program, we are recruitingvidlial professionals such as insurance agents gdiesygnd accountants
who will utilize NewTracker™ either through the &lstishment of a new website or through a link tavileacker™ from their own site. They
will have access to the NewTracker™ system to tthek own leads.

Our alliance partners market one or more of owises to their customer base, and utilize NewTre¢kéo submit referrals to Newtek
from either their website or directly by their $tafhey have access to NewTracker™ to track theim teads.

Direct Outbound: We have implemented a project of combining all dmsets into a seamless, enterprise-wide accessisier
database in order to facilitate cross marketingingeand servicing, real-time data mining, andibass intelligence. We have established a
dedicated team to use our master database for wr@s®ting, selling and servicing

Direct Alliance: Small business owners/operators go to the webfk#a alliance partner in order to acquire one orevas the Newtek
services, driven by ads, keywords, seminars, cenfers and/or general promotion. This is curremtiglace with AIG, NCMIC Financial, Inc.
and Navy Federal Credit Union.

We have contracted with affiliates in Brownsvilleexas to provide back-office support, includingtouaser service, for our business
segments.

Intellectual Property

Newtek has developed software which is the colitsdflewTracker™ referral system and in Septemb@6Zded a patent application
with the United States Patent and Trademark Off@eering NewTracker™.

NTS uses specialized software to conduct its bgsineder a perpetual, royalty-free license frondéseloper, the former owner of
CrystalTech, acquired at the time of our acquisitid the business.

We have several trademarks and service marksf athich are of material importance to us.

The following trademarks and service marks aresttigect of trademark registrations issued by thi#ddrStates Patent Trademark Office:
1. AT NEWTEK, WE DO IT BETTER

2. BIZEXEC

3. CRYSTALTECH

4. CRYSTALTECH WEB HOSTINC
5. CT & Design

6. NEWTEK

7. NEWTEK BIZEXEC

8. NEWTEK BUSINESS SERVICE:.
9. NEWTEK BUSINESS SOLUTION¢
10. NEWTEK NEWT & Design

11. NEWTEK REFERRAL SYSTEN
12. NEWTEK TECHNOLOGY SERVICE!
13. NEWTEK WEB SERVICES

14. NEWTRACKER

15. WEBCONTROLCENTEFR

The following trademarks and service marks aresthigect of pending trademark applications filedwiite United States Patent and Trader
Office:
1. INSURED ELECTRONIC PAYMENT PROCESSIN

2.  INSURED HOSTING
10
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3. INSURED WEB HOSTINC
4 NEWT NEWTEK
5. NEWTEK BUSINESS CREDI1
6. NEWTEK BUSINESS SERVICES, INC. & NEWT Desi¢
7. NEWTEK CONSULTING SERVICES
8 NEWTEK DATA STORAGE
9. NEWTEK FINANCIAL SUITES
10. NEWTEK PARTNER RELATIONSHIP MANAGEMENT
11. NEWTEK RECEIVABLES FINANCING
12. NEWTEK WEB DESIGN AND DEVELOPMENT
13. NEWTEK WEB HOSTING
14. WE DO IT BETTER
Litigation, which could result in substantial céstand diversion of our business, may be necessagforce trademarks and service
marks issued to us or to determine the enforcépldicope and validity of the proprietary rightsotfiers. Adverse determinations in any
litigation or interference proceeding could subjesto costs related to changing names and a festablished brand recognition. If at any

time there was a challenge to these rights and &re wot successful in defending our ability to @ithrotect these rights or continue to use
them, it may be necessary for us to adopt diffetraatemarks and service marks and thereby losedllne we believe we have built in them.

Competition

We compete in a number of markets for the salenfises to small- and medium-sized businesses. &agtr principal operating
segments competes not only against suppliers paitticular state or region of the country but against suppliers operating on a national or
even a multi-national scale. None of the marketsthith our companies compete are dominated by d somaber of companies that could
materially alter the terms of the competition.

Our Electronic payment processing segment compéathdHeartland Payment Systems, First National Baih®maha and Paymentech,
L.P. Our Web hosting segment competes with HosSileg® , Discount ASP, Maxum ASP, GoDad#ly Yahoo!®, BlueHost®, iPowerWel®,
DiscountASP and Microsoft Live. Our Small businéeance segment competes with regional and natioaaks and non-bank lenders such as
CIT.

In many cases, the competitors of our companiese@tras able as our companies to take advantagfgaofes in business practices du
technological developments and, for those withrgdasize, are unable to offer the personalizedisethat many small business owners and
operators seem to want.

While we compete with many different providers i @arious businesses, we have been unable tdfidany direct and comprehensive
competitors that deliver the same broad suite nfiges focused on the needs of the small- and medized business market with the same
marketing strategy as we do. Some of our compet#diwantages include:

»  Our proprietary NewTracker™ referral system allayggo process new business utilizing a web-basedralized processing point
and provides back end scalabili

» Our focus on developing and marketing businesssEnand financial products and services aimeleasina- and mediur-
sized business mark«

»  Our scalability, which allows us to scale our besmservices very quickly to meet customer and etardeds

» Our ability to offer personalized service and cotitpe rates.

» A strategy of multiple channel distribution whiclvgs us maximum exposure in the marketpl:

* Unparalleled customer service 24x7x365 across basitines, with a focus primarily on absolute comtoservice

»  Our telephonic interview process, as opposed toireg handwritten or data-typing processes, allowgo offer high levels of
customer service and satisfaction, particularlysimall business owners who do not get this seifvice our competitors

* Our NewTracker™ Portal allows our alliance partrtersffer a centralized access point for their 4- to mediun-sized busines
clients as part of their larger strategic apprdacmarketing, and allows them to demonstrate they aire focused on providing a
suite of services to the small business marketidition to their core servici
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Certified Capital Companies

We have deemphasized our Capco business in faxgrowfing our operating businesses and do not gatieicreating any new Capcos in
the foreseeable future. The features of the Capmgrams have facilitated our use of the Capco fumdsipport of our development as a
holding company for a network of small businessiserproviders. While observing all requirementshef Capco programs and, in particular,
financing qualified businesses meeting applicatdeegequirements as to limitations on the propartf ownership of qualified businesses, we
have been able to use this funding source as agnedacilitate the growth of our businesses, whidh strategically focused on providing
goods and services to small businesses such asithedich our Capcos invest.

Overview: A Capco is either a corporation or a limited liticompany established in and chartered by orteehine jurisdictions that
currently have authorizing legislation: Alabamastrict of Columbia, Florida, Louisiana, ColoradeewW York, Texas and Wisconsin (Missouri
has an older program which pre-dates the stariobosiness and in which we do not participate)d@&$rom seed capital provided by an
organizer such as Newtek, a Capco will issue dettegjuity instruments exclusively to insurance canigs and the Capcos then are autho
under the respective state statutes to make targetgity or debt investments in companies. In setates, the law permits Capco investments
in majority-owned or primarily controlled companiés others, such as Louisiana, Colorado, Texagdladnost recent programs in New York,
there are some limitations on the percentage ofeesitip a Capco may acquire in a qualified businessonjunction with the Capcos’
investment in these companies, the Capcos maypatside loans to the companies. In most casegatheredits provided by the states are
equal to the par amount of investment by the instea&ompanies in the securities of the Capcos,iwdaa be utilized by them generally ove
period of four to ten years. These credits arefentdd by the returns or lack of returns on invesita made by the Capcos.

The authorizing statutes in all of the states inclwlour Capcos operate explicitly allow and encgerthe Capcos to take minority equity
interests, and in some cases majority or contigliitierests, in companies. Consequently, in athefstates in which we operate Capcos, we
may, consistent with our business objectives, aeqguity interests in companies through the ugheofunds in the Capcos and provide
management and other services to these compamiesn¥estments by the Capcos create jobs and festeromic development consistent v
the objectives of the programs as stated in mogt€@atatutes. Furthermore, because our Capcosanaareged for the repayment of a portion
of the Capco notes by The National Union Fire lagge Company of Pittsburgh or The American Intéonat Specialty Lines Insurance
Company, both affiliates of The American Interna&ibGroup, Inc., and a portion of the Capco nae'paid” through the delivery of tax
credits, our Capcos are under no pressure to gergrart-term profits and may invest for long-tgrofitability. As of December 31, 2008, all
of the required cash payments have been made by thsurers for 12 of our 15 Capcos and the remgithiree are expected to be paid during
2009. The balance of the repayment obligationsllasf our Capcos will result from the availability the investors of the state tax credits. Due
to the nature of the Capco programs, we are aldedept the higher level of losses common to sfadompanies because we have the ability
to devote the time, attention and resources teethespanies which they require to become successful

* Because we use insurance to protect the princffahds loaned to our Capcos by insurance compasiegell as the tax credits which
they receive from us, and in light of the costwdlsinsurance, in all of the Capcos we have orgahiafter payment of the organizational
costs and the Capco insurance premium, the rengagaish is equal to approximately 50% of the amoutidlly raised. An important
feature of all Capco programs is that a minimurb@% of the initial investment in the Capcos musplaeed in qualified business
investments within a specified time, usually fouffige years. As each Capco receives repaymenelof plus interest, as well as return of
and on equity investments, it is able to reinvistftinds in other qualified businesses, which meatates may be its affiliated
companies or others. It is through this “investrattirn-and-reinvestment” process that our Capoeshle to meet the minimum
investment requirements of the Capco progr:

» As of December 31, 2008, all of our 15 operatingranaged Capcos had met their respective minim@hibdestment requirement
Two of our Capcos have invested 100% of their fiedticapital; one of which has been decertif

*  We have applied to and been granted by the StatewfYork for voluntary decertification for one thfe two 100% invested Capcos; it is
no longer subject to state regulation. We are énpitocess of applying to the State of Florida fauatary decertification of the other
100% invested Capco and, if granted, it would mmger be subject to regulation and could eventudisifribute its assets and/or continue
to operate without government regulation. Therelmno assurance that we will be able to obtaih sotuntary decertificatior

The recognition of revenue by our Capcos has detlirepresenting approximately 9% of revenue irB2@6% in 2007 and 18% in 201
This trend demonstrates clearly the shift in owsibess from reliance on Capco funding to the dgraknt of
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operating businesses generating increasing amotirtsenues, income and cash flows. We and our &agc not generate any revenue for
goods or services sold to the companies in whiclnwest. The companies in which the Capcos invegirdvide services, and to a much let
degree goods, to each other. However, the effestict inter-company revenues and expenses areatidiin the consolidated financial
statements. We rely on the annual management fe&&5% of certified (initial) capital, as fixed lifie Capco statutes, and profits from non-
Capco operations as our contingent source of @asbver some of our operating expenses. This calessipportive services generally
provided by us; however, the management fee isqati@f Capco cash on hand and is not set asideserved for payment out of the funds
received by the Capcos. The management fee isghedtend established by statute.

In order to make the Capco investments successfdlthus to fulfill the public policy objectives tife Capco programs, we have
enhanced the Capco funding mechanism by offeringag@ment resources, technical, operational an@gsimnal expertise and non-Capco
funds to the investee companies. Depending onttétte €apco program and to the extent permitteddig faw and regulation, the services can
range from advice and assistance with strategatioglships to direct and daily involvement in pglinaking and management. For example, in
the state of Louisiana the Capco is precluded frontrolling the policy making, management and ogi@na of the investee company and
accordingly the Capcos only participate in the @olthaking of the company by exercising their rigimsler the terms of the investment.

Tax Credits: In return for the Capcos making investments inténgeted companies, the states provide tax cregitgrally equal to
funds invested in the Capco by the insurance comapdhat provide the funds to the Capcos. In ot@enaintain its status as a Capco and to
avoid recapture or forfeiture of the tax credite Capco must meet a number of specific investnegptirements, including a minimum
investment schedule all of which have been met poioequired dates by all of our Capcos. As altese believe there is neither any basis for
a loss of tax credits nor liability under the Cajrtsurance described below.

Investment Requirements:Each of the state Capco programs has a requireimares Capco, in order to maintain its certifieatss, mus
meet certain investment requirements, both quaddatnd quantitative.

Quantitative RequirementsThese include minimum investment amounts and peréds for investment of “certified capital” (the
amount of the original funding of the Capco by iturance companies) all of which have been meturyCapcos. For example in the state of
New York, a Capco must invest at least 25% ofetgified capital within 24 months from the initiamvestment date, 40% within 36 months :
50% within 48 months. The minimum investment reguients and time periods, along with the relatedtagit recapture requirements are set
out in detail below. See: “Management’s Discussiod Analysis and Results of Operations and Find@madition—Liquidity Risks—ncome
from Capco Tax Credits and Note 1 to the Consaid&tinancial Statements—Revenue Recognition.” Timénmum requirements are
calculated on a cumulative basis and allow the Gapa receive a return of an investment and resintres funds for full additional credit
towards the minimum requirements.

Qualitative Requirement§hese include limitations on the initial size o tlecipients of the Capco funds, including the nerndj their
employees, the location within the respective sththe recipients and the recipients’ commitmemntamain therein for a specified period of
time, the types of business conducted by the rewipj and the terms of the investments in the ietip. Most significant for our business is
fact that most of the Capco programs generallyatgnse any obstacle to investments in qualifiesiriesses which result in significant,
majority or, in some cases, controlling ownerstagifions (the state of Louisiana precludes the Gdymm taking controlling and majority
ownership positions in investee companies). Thabks us to achieve both public policy objectiveEthe Capco programs of increasing the
number of small businesses and job opportunitiésdrstate, as well as our own objectives of dgirtpa number of small business service
companies which may become profitable and generateaningful return both to our shareholders anttiédocal participants in the
businesses. In addition, because the businesgesdhavest in provide needed, and in managem@mdgment, cost effective goods and
services to other small businesses, the growthisfinportant segment of a state’s economy maycbelerated.

Investment LimitationsThe states of Louisiana, Colorado, Texas antertwo most recent programs in New York (out offitie we
have participated in) have had or recently addeabew Capco programs limitations on the equityeistvnent Capcos can make in qualified
businesses. These programs or program changesosgedclude a Capco from owning all or a majorityh® voting equity of the invested
business. While Newtek has made profitable majantyed investments in the past, we have also maulerity or more passive investments
in qualified businesses. Newtek's Capcos are incfuhpliance with these types of investment liniitas, and management foresees no
significant difficulty in continuing to remain iroepliance.

Enforcement of Requiremeni&he various states, which administer these progthnesigh their insurance, banking or commerce
departments, conduct periodic reviews and on géeninations of the Capcos in order to verify thet Capcos have met applicable investment
requirements and are otherwise acting in conformavith the statutes and rules. Capcos are reqtored
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maintain detailed records so as to demonstrat&te examiners compliance with all applicable resmients. A failure of a Capco to meet one
of the statutory minimunquantitativeinvestment benchmarks within the time specified M@onstitute grounds for the loss of the Capco’s
status as a Capco, or its decertification, andab® and recapture of some or all of the tax csquti¢viously passed through the Capco to its
investors. An involuntary decertification of oneafr Capcos would have a material adverse effecuoiusiness in that it would require the
Capco insurer to make compensatory payments egjtia¢ tlost tax credits and would permit the instoesissume control over the assets of the
Capco in order to cover its losses. Compliance thi#se requirements is reflected in contractuatipions of the agreements between each
Capco and its investors. The Capcos covenant toitivestors to use the funds only for investmergpermitted by the Capco laws or for
related expenses and to refrain from taking angpmaethich would cause the Capco to fail to contimugood standing. We believe all of our
Capcos have met all applicable minimum qualitaiiveestment requirements.

Compliance:As of the end of 2008, we believe that all of oapCos were in compliance with all applicable reguients and our 15
operational or managed Capcos had met their fin@imum 50% investment thresholds. This eliminateg material risk of decertification a
tax credit recapture or loss for its insurance canypnvestors in these Capcos.

Insurance. The Capco notes require, as a condition precedehetfunding of the notes, that insurance be @aseti to cover the risks
associated with the operation of the Capcos. Tsgrance is purchased from American Internatiopaklty Lines Insurance Company and
National Union Fire Insurance Company of Pittsbutgith subsidiaries of American International Grolmg. (‘AlG”), an international insure
AIG and its subsidiaries noted above are “A+, niegavatch” rated by Standard & Poor’s. Under thente of this insurance, which is for the
benefit of the investors, the Capco insurer inthesprimary obligation to repay the investors assailitial portion of the debt as well as to make
compensatory payments in the event of a loss chvhdability of the related tax credits. In thesat of either a threat of or a final
decertification by a state, the Capco insurer wdadcuthorized to assume partial or complete cbafrhe business of the particular Capco so
as to ensure compliance with investment or othguirements. This would likely avoid final decet#ition and the necessity of insurance or
cash payments in lieu of forfeited or recapturedctadits. However, control by the Capco insureulalso result in significant disruption of
the particular Capco’s business and likely resultignificant financial loss to that Capco. Dederdition would also likely impair our ability to
obtain certification for Capcos in additional sta#s new legislation makes other opportunitieslalviai. The Capcos are individually insured,
and the assets of one are not at risk for the atitigs of the others. AlG itself has not agreeduarantee the obligations of its subsidiary
insurers but has agreed to transfer the obligatoasother of its subsidiaries if the insurersdoen-rated.

Voluntary Decertification. When each of Newtek’s Capcos has invested in dgedldusinesses an amount equal to 100% of itsiniti
certified capital, it is able to decertify (termieats status as a Capco) and no longer be subjecty state Capco regulation. Newtek would
then be able to continue the business of the imast vehicle or liquidate the investments and/er@apco. Such a voluntary decertification
would eliminate all restrictions on the Capcos’ igtiens but would have no effect on the tax cregi¥en to certified investors or on the Capco
Insurance. In addition, voluntary decertificatisndependent on the maturity date of each Capcdiiee investor notes and Capco Insurance
policies. Prior to such maturity dates, voluntadbcertification requires the consent of both theifted investors and the Capco insurer; after
those dates, no consent other than that of thecésp state is required.

Upon voluntary decertification, the programs in atoalf of the states require that a Capco shayelatributions to its equity holders
with the state sponsoring the Capco. For thosesthat require a share of distributions, the slyguercentages vary, but are generally from 10
to 30%, usually on distributions above a specifigdrnal rate of return for the equity owners o thapco. States not requiring distributions are
Wisconsin, Texas and New York (Programs 1, 2 andBbhis time, Newtek does not believe that thargig requirements will have a material
impact on the company’s financial condition or @tems.

During 2007, two of Newtek’s Capcos reached the?d @dvestment level and in January 2008 the firstskite New York Advisers,
LLC, was notified by the New York Insurance Depagtrnthat it is no longer subject to regulation. &cidion as to the second Capco is
pending.

Decertification signifies that the Capcos have weadrkhrough their business cycles which will minienthe impact of Capco accounting
on our business.

Government Regulation: Investment Company Act of 190

Because of the nature of our business, our managdme addressed the question of the effects qidgtential application of the
Investment Company Act of 1940, as amended (theedtment Company Act”), to the business of Newfekdiscussed below,
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the application of the Investment Company Act tavasild impose requirements and limitations thatraegerially inconsistent with our curre
and intended business strategy. However, withrmeneased investment focus on operating companigsagement believes that concern for
unintended holding company status has been decrezsterially.

Companies that are publicly offered in the U.S. ahith (1) are, or hold themselves out as beingagad primarily or proposing to
engage primarily in the business of investing,vesting or trading in securities, or (2) own orcholvestment securities exceeding 40% of the
value of their total assets (adjusted to excludg. dovernment securities and cash) and are endiadfeel business of investing, reinvesting,
owning, holding or trading in securities, are cdeséd to be investment companies under the InvestB@mmpany Act. Unless an exclusion
from registration were available or obtained byngiaf a Securities and Exchange Commission (“SE@dgr, these companies must register
under this Act and, thus, become subject to extengigulation regarding several aspects of thedratons.

The SEC has adopted Rule 3a-1 that provides ang®al from registration as an investment compaydbmpany meets both an asset
and an income test and is not otherwise primarityagied in an investment company business by, amwiheg things, holding itself out to the
public as such or by taking controlling interestsompanies with a view to realizing profits throwgubsequent sales of these interests. A
company satisfies the asset test of Rule 3a-Ih#dstno more than 45% of the value of its totadtss@djusted to exclude U.S. government
securities and cash) in the form of securities rotha&n interests in majority owned subsidiaries emghpanies which it primarily and actively
controls. A company satisfies the income test deRa-1 if it has derived no more than 45% of #sincome for its last four fiscal quarters
combined from securities other than interests ijontg-owned subsidiaries and primarily and actiwvebntrolled companies.

Our business strategy and business activities fopaa participating actively in their managemerd davelopment of the businesses in
which we invest. We believe that this strategy tredscope of our business activities would not eaussto fall within the definition of an
investment company or, if so, provide us with aid&s an exclusion from the definition of an intreent company under the Investment
Company Act.

Government Regulation: State Capco Regulations

Each of the states which operate Capco tax cregifframs has established administrative mechanismmohitor compliance with the
requirements of the programs, to verify that thep&@s have met applicable minimum investment requéirgs and are otherwise acting in
conformance with the statutes and rules. Requirésrieralude limitations on the initial size of thecipients of the Capco funds, including the
number of their employees, the location within tbgpective state of the recipients and the redipieommitment to remain therein for a
specified period of time, the types of businessgdaaited by the recipients, and the terms of thestments in the recipients. Capcos are req
to maintain detailed records so as to demonstoatéate examiners compliance with all applicabtpirements. Contrary to other programs,
regulatory requirements applicable to Capcos anemgdly limited to the minimum investment requirertee We believe that the Capcos we
operate are currently in full compliance with glpéicable requirements and management anticipatekfficulty in maintaining that status in
the future.

Employees

As of December 31, 2008, we and the companies inhakie hold a controlling interest had 284 full-dremployees. We believe our
labor relations are good and none of our emplogeesovered by a collective bargaining agreement.

Confidentiality Agreements

All our employees have signed confidentiality agneats, and it is our standard practice to requésely hired employees and, when
appropriate, independent consultants, to executBdamtiality agreements. These agreements prahigiethe employee or consultant may not
use or disclose confidential information excepthi@ performance of his or her duties for the comgpanin other limited circumstances. The
steps taken by us may not, however, be adequatetent the misappropriation of our proprietanhtggor technology.

Revenues and Assets by Geographic Area

During the years ended December 31, 2008, 2002606, all of our revenue was derived from custonretbe United States. For a
description of the Company’s long-lived assets,tkeeNotes to the Consolidated Financial Statements
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Available Information

We are subject to the informational requirementhefSecurities Exchange Commission and in accegdafith those requirements file
reports, proxy statements and other informatiom wie Securities and Exchange Commission. You reag and copy the reports, proxy
statements and other information that we file whté Commission under the informational requiremeftbe Securities Exchange Act at the
Commission’s Public Reference Room at 450 Fifte&tN.W., Washington, DC 20549. Please call 1-88G-8339 for information about the
Commission’s Public Reference Room. The Commisalsa maintains a web site that contains reportsgypand information statements and
other information regarding registrants that fikectronically with the Commission. The addresshaf Commission’s web site is
http://www.sec.govOur web site is http://www.newtekbusinessserviaea.aVe make available through our web site, free ofghaour
Annual Reports on Form 10-K, Quarterly Reports omi10-Q, Current Reports on Form 8-K and amendstenthose reports filed or
furnished pursuant to Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934, as amended,@s a®reasonably practicable after we
electronically file such material with, or furnighto, the Commission. Information contained on wet site is not a part of this report.

Item 1A RISK FACTORS

If any of the following risks occur, our businefisancial condition and results of operations cobkel materially and adversely affected.
In that case, the value of our common shares cdetdine and stockholders may lose all or part @fitinvestment. The risks set out below
not the only risks we face.

RISKS RELATING TO OUR BUSINESS GENERALLY

Our business focuses on the investment in and acgition of small businesses, which typically havelagh rate of failure, may take some
time to become profitable and may never become privéble.

We have placed emphasis on the investment in audsition of small businesses with the objectivelefeloping a network of profitak
businesses, most of which will principally serve tmall- and medium-sized business market. Eaalyesbusinesses historically have a higher
rate of failure than larger businesses, and maatydb not fail will have only limited profitabilityMoreover, profits generated by any of our
majority-owned companies or other investments coeldffset by losses generated by others. Ourtphility resulting from the operations of
our businesses may be delayed for the foreseeatpile f

We have generated and carry goodwill as an asseitirey from some of our acquisition transactioe can make no assurance that our
current or future additional goodwill will not beritten down pursuant to applicable accounting stadsl A significant write down of a major
asset, such as goodwill, could have a materialrgdveffect on our business, a negative impact oriregs and the value of our common sha

Each of our major investments and affiliated congamay be impacted by a variety of adverse econiogoivernmental, industrial and
internal company factors unique to that busineslsaartside our control. If our investments and &ffdd companies do not succeed in
overcoming these adverse factors, the value oéssets and the price of our shares would likely fal

In the past few years we have increasingly conagedrour investments in companies participatingmall business lending, electronic
payment processing, web hosting and insurance. &fatiese businesses has numerous risks assouwitlteitl and should be read in
conjunction with the specific risk factors set foltelow.

As we have concentrated our investments in companligch are part of our nationwide marketing stygtef providing a variety of
services to small- and medium-sized businessegxqosure and that of our affiliated companiesgksrspecific to these business lines has
increased. We discuss below some of the risks o$igmnificant operations in government-guarantaadlsbusiness lending, acting as an
independent sales organization in the electronigd peocessing business, web hosting business asrati@y as an insurance agency. If we are
not successful in implementing this business gisatand developing and marketing our new productissamvices, our results of operations
be negatively impacted.

If we do not manage our growth effectively, our fimncial performance could be harmed.

Our rapid revenue growth has placed, and will cargito place, certain pressures on our manageadministrative, operational and
financial infrastructure. As we continue to grow dusiness, such growth could require capital esystdevelopment and human resources
beyond current capacities. As evidence of our ivgkegrowth, on December 31, 2001, we and all ofamunsolidated and majority-owned
affiliates had approximately 20 employees, and endnber 31, 2008, we had 284 full-time employeés.ifcrease in the size of our
operations may make it more difficult for us to @msthat we execute our present businesses ane ftrategies. The failure to manage our
growth effectively could have a material adverdectfon our financial condition, results of opesa8 and cash flows.
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If we are unable to obtain the resources requireddr the growth and development of our affiliated conpanies, they will be highly
susceptible to failure, which would directly affectour profitability and value.

Early-stage businesses often fail due to theirtéthcapital and human resources. The effectivedmphtation of our business model is
dependent upon the ability of our affiliated comipanwith assistance from us, to arrange for theagarial capital and other resources which
they usually require in order to become and remaifitable.

We may not be able to integrate acquired companigsto our company and, as we acquire more and largenterests in affiliated
companies, our resources available to assist ourfdiited companies may be insufficient.

We have made strategic acquisitions, and we inteiedntinue to make acquisitions in accordance withbusiness plan. Each
acquisition involves a number of risks, including:

» the diversion of our management'’s attention toagsimilation and ongoing assistance with the omeratand personnel of the
acquired business, which could strain the managemeaurces we have availak

» the potential for our affiliated companies to grapidly and adversely affect our ability to assist affiliated companies as
intended,

» possible adverse effects on our results of operatamd cash flows; ar
» possible inability by us to achieve the intendepbative of the acquisitior

Any strain on our ability to assist our affiliatedmpanies as intended or to acquire and integraimésses under our business plan could have
a negative impact on our operations, financialltssand cash flows.

Our business may be adversely affected by the hightegulated industries in which we operate.

Many of the industries in which we operate are lighgulated and we cannot assure you that we ioaffiliated companies are, or that
we will continue to be, in full compliance with cant laws, rules and regulations. If we or ourl@aféd companies are unable to comply with
applicable laws or regulations or if new laws limiteliminate some of the benefits of our busidess, our financial condition, results of
operations and cash flows could be materially ssblgraffected.

Our success depends upon our ability to enforce andaintain our intellectual property rights.

Our success depends, in significant part, on thprjgtary nature of our technology, including bp#tentable and non-patentable
intellectual property related to our NewTracker™ereal system. We have filed one patent applicatith the United States Patent office but
there can be no assurance that such patent wgitdrged. To the extent that a competitor is ablepooduce or otherwise capitalize on our
technology, it may be difficult, expensive or impilde for us to obtain necessary legal protectiomddition to patent protection of intellectual
property rights, we consider elements of our prodgsigns and processes to be proprietary anddsotfal. We rely upon employee,
consultant and vendor non-disclosure agreementsamgactual provisions and a system of internfdguzards to protect our proprietary
information. However, any of our registered or @istered intellectual property rights may be chadled or exploited by others in the industry,
which might harm our operating results. We haveessrademarks and service marks which are of mahieportance to us. Litigation, whi
could result in substantial cost to and diversibowr efforts, may be necessary to enforce tradksnasued to us or to determine the
enforceability, scope and validity of the proprigtaghts of others. Adverse determinations in &tigation or interference proceeding could
subject us to costs related to changing brand name:s: loss of established brand recognition.

Our affiliated companies depend upon the ability tautilize the Internet for the conduct of a signifi@nt portion of their business;
disruption to that system could make it impossibléor them to continue to conduct their current busiresses.

Possible disruption to the normal functioning o thternet through, for example, power failureesrdrist sabotage, could make it
impossible for aspects of the lending, electromigrpent processing, web hosting and in fact ourragfeystem to function. Each of our
businesses has addressed the possibilities of&rortdisruptions in Internet availability. Howeyer the event of a major disruption, and
assuming that such disruptions would be long-liweel would be required to make extensive changéseinvay these companies do business.
There is no assurance that we will have the tinterasources to make these changes.
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We and our affiliated companies depend on our abily to attract and retain key personnel and any lossf ability to attract these
personnel could adversely affect us.

Our success depends upon the ability of our affilacompanies and other companies in which we rieesttract and retain qualified
personnel and our ability to supplement those déifieb with our senior management personnel. Cditipe for qualified employees is
intense. If our affiliated companies lose the sm¥siof key personnel, or are unable to attractiatdi qualified personnel, the business,
financial condition, results of operations and ciigivs of us or one or more of our affiliated comjes could be materially adversely affected.
It can take a significant period of time to idepté#nd hire personnel with the combination of slaligl attributes required in carrying out our
strategy.

Our business relies heavily on the expertise ofsemior management, particularly Messrs. Barry igtaand Seth A. Cohen, our CEO
CFO, respectively. Mr. Sloane and Mr. Cohen cutyesgrve pursuant to employment agreements whipir@xn December 31, 2009. The |
of the services of these individuals could haveasemial adverse effect on our financial conditimsults of operations and cash flows and it is
likely that it will be difficult to find adequateeplacements.

Our success depends on our ability to compete eftaely in the highly competitive industries in which we operate.

We face intense competition in providing web hagBervices, processing electronic payments andhatigg SBA loans, as well as in
the other industries in which we or our affiliatsminpanies operate. Low barriers to entry oftenltésa steady stream of new competitors
entering certain of these businesses. Current atahfial competitors are or may be better estabtiseubstantially larger and have more
capital and other resources than we do. If we exjirato additional geographical markets, we willdammpetition from others in those marlk
as well.

Our success also depends on our ability to use effively our electronic referral and processing sysm.

We have developed an electronic referral and psicgsystem for the applications necessary fos#es of each of our business lines
other than web site hosting. This system is clitic@ur ability to process such business withva émst advantage and to obtain referrals from
our alliance partners. In particular, the abilityaiccess the referral system and to track the pssgf a referred customer is a major feature of
the perceived attractiveness of our system. Ifrisfisrral system should develop problems which arnot address, it would have a material
negative impact on our business strategy.

A major feature of our business strategy is the delopment of opportunities for our service and prodet provider businesses to market
to the customers of our other business lines and the customer bases of our alliance partners.

Although our business strategy contemplates thernadfof prospects between wholly-owned and pdytialvned companies in our
network, there is no history of such cross-seling there can be no assurances that any efforake meferrals across our network of affiliated
companies will result in additional revenue oppoities. In order for our referral network to achéethe desired result, each of the constituent
companies must have proper incentives and feelaaatfle making such introductions, and furthermtve,service provider receiving such
referral must properly service such referred cliemtaddition, our marketing alliances are termleand, if we make serious errors or fail to
produce sufficient revenues for our alliance pagnee are at risk of losing these relationships.

The inability of any one of our business segments service customers adequately referred to it fromwvithin our other companies could
impair our overall relationship with such customers

A significant benefit of our structure and stratégyhe ability to cross market between our SB&cgbnic payment processing and other
business customers. However, should the businkg®oreship between one of our business segmentsastdmers deteriorate for any reason,
such customers may opt to withdraw their business four other businesses. Such a loss of busimesd negatively impact our results of
operations and cash flows.

We rely on information processing systems; the inteuption, loss or failure of which would materially and adversely affect our busines
Our strategy of cross marketing to customers amongur majority-owned subsidiaries will increase thisreliance.

Our ability to provide business services depenad,veill increasingly depend, on our capacity tasteetrieve, process and manage
significant amounts of data, and expand and upgradénformation processing capabilities. Interfaptor loss of our information processing
capabilities through loss of stored data, breakdommalfunctioning of computer equipment and sofensystems, telecommunications failure
or damage caused by acts of nature or other disrymtould have a material adverse effect on osirass, financial condition, results of
operations and cash flows. We cannot be certatrotivadisaster recovery systems or insurance wiltioue to be available at reasonable pr
to cover all our losses or compensate us for tissipte loss of clients occurring during any pettiogt we are unable to provide outsourced
business services.
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Dependence on Financial Institutions.

Many of our alliance partners are financial inditgns, which has been adversely effected by theeoticredit crisis. Therefore, the
continued downturn in the financial services indusobuld have a material impact on our businestigh we are attempting to diversify our
alliance partners to reduce this dependence, t@rde no assurance that we will be able to do so.

RISKS RELATING TO OUR ELECTRONIC PAYMENT PROCESSING BUSINESS

We rely on a bank sponsor, which has substantial sicretion with respect to certain elements of our kginess practices, in order to
process bankcard transactions. If the sponsorshigiterminated, and we are not able to secure or trafier merchant portfolios to new
bank sponsors, we will not be able to conduct oulectronic payment processing business.

Because we are not a bank, we are unable to b&dosngd directly access the Vi8and MasterCar@l bankcard associations. The Visa
and MasterCaré operating regulations require us to be sponsoreal liignk in order to process bankcard transactitiesare currently
registered with Vis& and MasterCar@through the sponsorship of a bank that is a memibre card associations. If the sponsorship is
terminated and we are unable to secure a bank apams will not be able to process bankcard tratisas which would have a material
adverse effect on our business. Furthermore, aweagent with our sponsoring bank gives the spongdrank substantial discretion in
approving certain elements of our business pragtioeluding our solicitation, application and dfiehtion procedures for merchants, the te
of our agreements with merchants, the processiegtfeat we charge, our customer service level®andse of independent sales
organizations. We cannot guarantee that our spimmgsbank’s actions under these agreements wilbeadetrimental to us.

If we or our processors or bank sponsor fail to adére to the standards of the Vis& and MasterCard ® bankcard associations, our
registrations with these associations could be terimated and we could be required to stop providing ayment processing services for
Visa ®and MasterCard ®.

Substantially all of the transactions we processlire Visa® or MasterCar® . If we, our bank sponsor or our processors faddmply
with the applicable requirements of the V&and MasterCar@ bankcard associations, Visar MasterCar® could suspend or terminate our
registration. The termination of our registratiareoy changes in the Vigaor MasterCar® rules that would impair our registration could
require us to stop providing payment processingises, which would have a material adverse effacbar business.

We and our electronic payment processing subsidiags rely on other card payment processors and ser@groviders. If they no longer
agree, or are unable to provide their services, oumerchant relationships could be adversely affectednd we could lose business.

Our electronic payment processing business retiemgoeements with several other large payment psirog organizations to enable u
provide card authorization, data capture, settlédrapd merchant accounting services and accessitiugaeporting tools for the merchants we
serve. We also rely on third parties to whom wesoutce specific services, such as reorganizinggandmulating daily transaction data on a
merchant-by-merchant and card issuer-by-card idsamis and forwarding the accumulated data toeleyant bankcard associations. Many of
these organizations and service providers are @upetitors. The termination by our service providefrthese arrangements with us or their
failure to perform these services efficiently afig¢etively may adversely affect our relationshipghvthe merchants whose accounts we serve,
and may cause those merchants to terminate tre@iegsing agreements with us.

On occasion, we experience increases in interchanged sponsorship fees. If we cannot pass along tleeiscreases to our merchants, our
profit margins will be reduced.

Our electronic payment processing subsidiariesipigychange fees or assessments to bankcard agsoeir each transaction we
process using their credit, debit and gift cardsnttime to time, the bankcard associations iner¢las interchange fees that they charge
processors and the sponsoring banks. At theirdiséeetion, our sponsoring banks have the riglpiates any increases in interchange fees on to
us. In addition, our sponsoring banks may incrélasie Visa® and MasterCarél sponsorship fees, all of which are based upon dlarcamoun
of the payment transactions we process. If we at@lle to pass these fee increases along to mesctmough corresponding increases in our
processing fees, our profit margins in this lindoginess will be reduced.
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Unauthorized disclosure of merchant or cardholder dta, whether through breach of our computer systemsr otherwise, could expose
us to liability and business losses.

Through our electronic payment processing subsadiawe collect and store sensitive data about Inaeits and cardholders, and we
maintain a database of cardholder data relatirgpéaific transactions, including payment, card nerstand cardholder addresses, in order to
process the transactions and for fraud preventiohother internal processes. If anyone penetrateaetwork security or otherwise
misappropriates sensitive merchant or cardholder, @& could be subject to liability or busineggiruption. We cannot guarantee that our
systems will not be penetrated in the future.bf@ach of our system occurs, we may be subjec@hdity, including claims for unauthorized
purchases with misappropriated card informatiomermsonation or other similar fraud claims. Simiiaks exist with regard to the storage and
transmission of such data by our processors. Irvieat of any such a breach, we may also be suiojectlass action lawsuit. Small busines
are less prepared for the complexities of safegngrchrdholder data than their larger counterp&itsce 2005, more than 80% of the instances
involving unauthorized access to card data havelied small merchants, according to Visa USA Itite, largest payment card network. In the
event of non compliance by a customer of card itrgiusiles, we could face fines from payment cartvoeks. There can be no assurance that
we would be able to recover any such fines fronhsuustomer.

We have potential liability if our merchants refuseor cannot reimburse charge-backs resolved in favoof their customers.

If a billing dispute between a merchant and a oald# is not ultimately resolved in favor of the neleant, the disputed transaction is
“charged back” to the merchant’s bank and creditettie account of the cardholder. If we or our pssing banks are unable to collect the
charge-back from the merchant’s account, or ifrtteechant refuses or is financially unable due takiogptcy or other reasons to reimburse the
merchant’s bank for the charge-back, we bear tb& flor the amount of the refund paid to the camitrdd bank. Most of our merchants deliver
products or services when purchased, so a contitigeility for charge-backs is unlikely to arissmd credits are issued on returned items.
However, some of our merchants do not provide sesviintil some time after a purchase, which ine®ése potential for contingent liability.

We face potential liability for customer or merchart fraud.

Credit card fraud occurs when a merchant’s custarses a stolen card (or a stolen card number amdxrot-present transaction) to
purchase merchandise or services. In a traditicenal-present transaction, if the merchant swipes#nd, receives authorization for the
transaction from the card issuing bank and verifiessignature on the back of the card againgpaiper receipt signed by the customer, the
card issuing bank remains liable for any loss. fraadulent card-not-present transaction, evehefrherchant receives authorization for the
transaction, the merchant is liable for any lossirsg from the transaction. Many of our businesstamers are small and transact a substantial
percentage of their sales over the Internet oelgphone or mail orders. Because their sales aderad-present transactions, these merchants
are more vulnerable to customer fraud than largenchants and we could experience charge-backs@figim cardholder fraud more
frequently with these merchants.

Merchant fraud occurs when a merchant, rather aheustomer, knowingly uses a stolen or countectaitl or card number to record a
false sales transaction or intentionally fails &iver the merchandise or services sold in an atiservalid transaction. Anytime a merchant is
unable to satisfy a charge-back, we are responfibkdat charge-back. We have established systemprocedures to detect and reduce the
impact of merchant fraud, but we cannot assuretlyauthese measures are or will be effective. Failo effectively manage risk and prevent
fraud could increase our charge-back liability.

Our payment processing systems may fail due to famts beyond our control, which could interrupt our business or cause us to lose
business and likely increase our costs.

We depend on the uninterrupted operations of oompeter network systems, software and our procesdata centers. Defects in these
systems or damage to them due to factors beyondamtrol could cause severe disruption to our lmssrand other material adverse effects on
our payment processing businesses.

RISKS RELATING TO OUR OPERATION OF A WEBSITE HOSTIN G BUSINESS
NTS operates in a competitive industry in which telenological change can be rapid.

The website hosting business and its related tdogpanvolve a broad range of rapidly changing tembgies. NTS’s equipment and the
technologies on which it is based may not remamptitive over time, and others may develop supegichnologies that render NTS’s
products non-competitive without significant adulital capital expenditures.
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The website hosting industry is highly competitiveand we may be unable to compete effectively.

The website hosting industry is highly competitikegidly evolving, and subject to intense marketiygproviders with similar products
and services. Some of our potential competitorsigaificantly larger and have substantially greatarket presence as well as greater
financial, technical, operational, marketing anldentresources and experience than we do. In th& #vat such a competitor expends
significant sales and marketing resources in orgeveral markets, we may not be able to competesafully in such markets. We believe
competition will continue to increase, placing devamd pressure on prices. Such pressure could adyeffect our gross margins if we are
able to reduce our costs commensurate with suck peductions. In addition, some of our competitney offer free or substantially reduced
services. There can be no assurances that weewiliin competitive.

Our website hosting business depends on the effinleand uninterrupted operation of its computer andcommunications hardware
systems and infrastructure.

Despite precautions taken by NTS against poss#ilieré of its systems, interruptions could restdni natural disasters, power loss, the
inability to acquire fuel for our backup generatdedecommunications failure, terrorist attacks aimdilar events. NTS also leases
telecommunications lines from local, regional aational carriers whose service may be interrud&ts’s business, financial condition and
results of operations could be harmed by any daroafglure that interrupts or delays our operagiamd cash flows. There can be no
assurance that NTS’s insurance will cover all ofTlosses or compensate NTS for the possibledbsients occurring during any period
that NTS is unable to provide service.

Service interruptions due to malicious attacks cod result in a loss of revenues and harm NTS’s andrgstalTech’s reputation.

On occasion, hackers have managed to penetrateetwork infrastructure for a short time before lgeiletected. There can be no
assurance that we will continue to be able to ssgfadly address such threats. Any future network slowns can have a significant negative
impact on revenue and cash flows, as well as haimneputation.

Of primary importance to our website hosting custoners is the integrity of our infrastructure and the privacy of confidential
information.

NTS'’s infrastructure is potentially vulnerable toygical or electronic break-ins, viruses or simgasblems. If a person circumvents
NTS's security measures, he or she could jeopardeseburity of confidential information stored on S systems, misappropriate
proprietary information or cause interruptions iM3s operations. We may be required to make signifiadditional investments and efforts
protect against or remedy security breaches. Sgdwneaches that result in access to confidentfakimation could damage our reputation and
expose us to a risk of loss or liability. The séguservices that NTS offers in connection with tousers’ networks cannot assure complete
protection from computer viruses, break-ins aneothisruptive problems. The occurrence of theselpms may result in claims against NTS
or us or liability on our part. These claims, refiass of their ultimate outcome, could result istgolitigation and could harm our business and
reputation and impair NTS’s ability to attract amethin customers.

Our business depends on Microsoft Corporation andtbers for the licenses to use software as well ather intellectual property in the
website hosting business.

NTS’s website hosting business is built on a tetdgioal platform relying on the Microsoft Windowsproducts and other intellectual
property that NTS currently licenses. As a restiltie are unable to continue to have the benefiho§e licensing arrangements or if the
products upon which NTS’s platform is built becoaisolete, our business could be materially andraéiyeaffected.

We depend on the services of a few key personnelrimanaging our website hosting business, and the fef one or more of them could
materially impair our ability to maintain current | evels of customer service and the proper technicaperations of our business.

We depend upon the continued management of thextiges of NTS’s website hosting business by itsient and Chief Operating
Officer, along with other individuals to supervid&S’s technical operations and the customer teelhsiervice response. If we were to lose the
services of one or more of these persons and wexeleito replace them expeditiously, our websitgihg business could be significantly
diminished.
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RISKS RELATING TO OUR SMALL BUSINESS FINANCE BUSINE SSES
We depend on our Lines of Credit.

Our SBA lending business is dependent on a Lin@retlit with GE Commercial Capital (“GE”) to finanoer lending activities, which
line is in place until August 31, 2009. There camlp assurance that we will be able to renew oadiCLine with GE, or that we will be able
negotiate an alternate arrangement. Failure tdrofiteancing would have a material adverse effecbar business, including but not limited to
the liquidation of the loan portfolio to pay dowretline. If funds from such sale were insufficiemtompletely pay down the line of credit, the
holding company would be responsible for any sfalup to $15 million. In addition, our receivablénancing company depends on a line of
credit from Wells Fargo Bank, NA (Wells Fargo) wihimatures in February, 2012. Loss of such line doohterially impact the business.

Our SBA lending business has been in default undéis GE Line of Credit.

As of September 30, 2008, we had failed to mairttaén‘Minimum Senior Charge Coverage Ratigkcified in Section 6.10 of the Cre
Agreement, dated August 31, 2005 with GE. As altese notified GE of the event of default on Novsen 3, 2008. By letter dated
November 19, 2008, GE notified us that it was réuyithe maximum availability under our line from@8nillion to $35 million but not takin
any other action at the time, while reserving &it®rights to do so. On December 11, 2008, we @Rdexecuted an amendment to the Credit
Agreement to make certain other adjustments inetiras of the facility and also waive the prior défaThere can be no assurance that we will
be able to remain in compliance with the provisiohthe Credit Agreement. If GE chooses to tern@rthe Credit agreement as a result of an
event of default, this would have a material adeéngpact on our business. GE has indicated to tiregany that GE no longer intends to
provide credit facilities to finance companies, dmerefore there can be no assurance that we gvilbbe to renew our Credit Line with GE, or
that we will be able to negotiate an alternaterayeanent.

We may be adversely affected by the regulated enginment in which we operate.

The activities of our SBA lending business are sabjo the supervision and regulation by the fddgzaernment, and to a lesser degree,
the state governments, as well as various lawguatidial and administrative decisions. Our possihBbility to remain in compliance with
these multiple requirements could result in theocaion or suspension of our license or the impmsibf fines and penalties.

We have specific risks associated with small busisg administration loans.

We have generally sold the guaranteed portion & BRns in the secondary market. Such sales haudteel in our earning premiums
and creating a stream of servicing income. Thenebeano assurance that we will be able to contarigénating these loans, or that a seconc
market will exist for, or that we will continue tealize premiums upon the sale of the guarantedtpse of the SBA loans. In addition, we
have experienced a decline in premiums receivedetban be no assurance that premiums will remaheacurrent levels.

Since we sell the guaranteed portion of substdytalr entire SBA loan portfolio, we incur credisk on the non-guaranteed portion of
the SBA loans. We share pro rata with the SBA  r@toveries. In the event of default on an SBA|aaur pursuit of remedies against a
borrower is subject to SBA approval, and whereSB& establishes that its loss is attributable tiicencies in the manner in which the loan
application has been prepared and submitted, ther88y decline to honor its guarantee with respectur SBA loans or it may seek the
recovery of damages from us. If we should expegesignificant problems with our underwriting of SB#ans, such failure to honor a
guarantee or the cost to correct the problems duaNeé a material adverse effect on us. AlthougiSBA has never declined to honor its
guarantees with respect to SBA loans made by e siar acquisition of the lender, no assurancebeagiven that the SBA would not attempt
to do so in the future.

Curtailment of the government-guaranteed loan progams could cut off an important segment of our busiess.

There can be no assurance that the federal govetrwilemaintain the SBA program, or that it wilbotinue to guarantee loans at curt
levels. If we cannot continue making and sellingeggament-guaranteed loans, we will generate fewigimation fees and our ability to
generate gains on sale of loans will decrease. Frogto-time, the government agencies that guastitese loans reach their internal
budgeted limits and cease to guarantee loansdtatad time period. In addition, these agencies chayge their rules for loans. Also, Cong
may adopt legislation that would have the effealisEontinuing or changing the programs. Non-gowemtal programs could replace
government programs for some borrowers, but thlegemight not be equally acceptable. If these chawgeur, the volume of loans to small
business and industrial borrowers of the typesnbat qualify for governmenguaranteed loans could decline, as could the piufity of these
loans.
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Changing interest rates may reduce our income frontending.

Fluctuations in general economic conditions anihierest rates may affect customer demand for@amd and other products and serv
as well as the performance of our existing loanagwbunts receivable portfolios. Our lending bussnmay increase during times of falling
interest rates and, conversely, decrease durirestohsignificantly higher interest rates. Sigrafit fluctuations in interest rates and loan
demand could have a potentially adverse effectwnesults of operations and cash flows.

An increase in non-performing assets would reduceun income and increase our expenses.

If our level of nonperforming assets in our SBA lending and receivéibncing businesses rise in the future, it cadsersely affect ol
revenue and earnings. Non-performing assets areaply loans on which borrowers are not makingrthegquired payments or receivables for
which the customer has not made timely payment-performing assets also include loans that hava bestructured to permit the borrower
to have smaller payments and real estate thatdes dicquired through foreclosure of unpaid loapgh€ extent that our financial assets are
non-performing, we will have less cash availableléading and other activities.

Our reserve for credit losses may not be sufficierto cover unexpected losses.

Our business depends on the behavior of our cussotmeaddition to our credit practices and proceduwe maintain a reserve for credit
losses on our SBA loans and accounts receivabtéoporwhich management has judged to be adequatmnghe loans we originate and
receivable we purchase. We periodically reviewregerve for adequacy considering current econoaniditions and trends, collateral values,
charge-off experience, levels of past due loansrmmdperforming assets, and we adjust our reserverdingly. However, based on the poor
current economic conditions of the recession, alwitly changes in the credit quality of our custospeur reserves could materially be
impacted thus affecting our financial condition aedults of operations.

We could be adversely affected by weakness in thesidential housing and commercial real estate marks

Weakness in residential home and commercial réateegalues could impair our ability to collect defaulted SBA loans as real estate is
pledged in many of our SBA loans as part of théatedal package.

RISKS RELATING TO OUR INSURANCE AGENCY BUSINESS
We cannot assure that the insurance services we effwill be priced competitively or accepted by ourcustomers.

Despite our efforts to design, market and delingggrated services to our customers, our propaseddnce services may not be widely
accepted and we may not be able to compete withtr tdlhger and better capitalized providers of sevices.

We depend on third parties, particularly property and casualty insurance companies, to supply the pratts marketed by our agents.

Our contracts with property and casualty insurasarapanies typically provide that the contracts loatterminated by the supplier
without cause. Our inability to enter into satiséag arrangements with these suppliers or thedbsisese relationships for any reason would
adversely affect the results of our new insurancsress.

Termination of our professional liability insurance policy may adversely impact our financial prospea and our ability to continue our
relationships with insurance companies.

We must maintain professional liability insuranneconnection with the operation of this businekaid lose this insurance, it is unlikely
that our relationships with insurance companiesldioantinue.

If we fail to comply with government regulations, air insurance agency business could be adversely efted.

Our insurance agency business is subject to corapséfe regulation in the various states in whichp¥ea to conduct business. Our
success will depend in part upon our ability tas$athese regulations and to obtain and mainthirequired licenses and permits. Our failure
to comply with any statutes and regulations cowaldeha material adverse effect on us. Furthermbeeadoption of additional statutes and
regulations, changes in the interpretation andreafoent of current statutes and regulations oexpansion of our business into jurisdictions
that have adopted more stringent regulatory remergs than those in which we currently conductress could have a material adverse e
on us.
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We do not have any control over the commissions oumsurance agency expects to earn on the sale ofumance products which are
based on premiums and commission rates set by in®rs and the conditions prevalent in the insurance arket.

Our insurance agency earns commissions on thesalsurance products. Commission rates and presitan change based on the
prevailing economic and competitive factors th&afinsurance underwriters. In addition, the iaswwe industry has been characterized by
periods of intense price competition due to exeessnderwriting capacity and periods of favorabienpium levels due to shortages of
capacity. We cannot predict the timing or extentuddire changes in commission rates or premiunteeeffect any of these changes will have
on the operations of our insurance agency.

RISKS RELATED TO OUR CAPCO BUSINESS

The Capco programs and the tax credits they providare created by state legislation and implementedhtough regulation, and such
laws and rules are subject to possible action to peal or retroactively revise the programs for politcal, economic or other reasons. Such
an attempted repeal or revision would create substdial difficulty for the Capco programs and could, if ultimately successful, cause us
material financial harm.

The tax credits associated with the Capco progamsprovided to our Capcos’ investors are to Hezeti by the investors over a period
of time, which is typically ten years. Much can rfa during such a period and it is possible thatmmmore states may revise or eliminate the
tax credits. Any such revision or repeal could haveaterial adverse economic impact on our Camgthger directly or as a result of the
Capco’s insurer’s actions. During 2002, a singtgdkator in Louisiana introduced such a proposdddr which no action was taken, and in
Colorado in 2003 and 2004 bills to modify (not rapéts Capco program were introduced; the 2003 f2alo legislation was defeated in a
legislative committee. The 2004 Colorado legiskaticas adopted and as a result, in 2004 our Colo€agheo initiated a lawsuit regarding sc
of the provisions of these amendments and the mmghting regulations which we believe increasedctist of doing business by the Capco,
but would have no further material effects. We heata settlement with the State of Colorado in 28 incurring expenses in connection
with such action. There can be no assurance thatillveot be subject to further legislative or régpory action which might adversely impact
our Capco business, or that we will be able to essftilly challenge any such action.

Because our Capcos are subject to requirements undstate law, a failure of any of them to meet theseequirements could subject the
Capco and our shareholders to the loss of one or meoCapcos.

Involuntary decertification of all or substantialiyf of our Capcos would result in a material lassis and our shareholders. A final
involuntary loss of Capco status, referred to decertification as a Capco, will result in a lo§she tax credits for us and our insurance
company investors. It would also enable the Capsorer, which has the obligation to make compemggtayments to offset the lost tax
credits, to take control of one or more Capcosrandage or liquidate the Capco investments to offsédsses. This would deprive us of the
value of the investments and make participatiofufare Capco programs highly unlikely.

In the event of a threat of decertification by a site, the Capco insurer is authorized to assume paatl or complete control of a Capco
which would likely result in financial loss to theCapco and possibly us and our shareholders.

Under the terms of insurance policies purchasealldyut one of our Capcos for the benefit of theesstors, the Capco insurer is
authorized, in the event of a formal written threftlecertification by a state and absent approprarrective action by the Capco, to assume
partial or complete control of a Capco in ordeatoid final decertification and the requiremenp&ty compensatory interest to the certified
investors under the policies. While avoiding fidakertification, control by the insurer would resnlsignificant disruption of the Capco’s
business and likely result in financial loss to @egpco and our business.

Our Capco insurer could fail.

The failure of the Capco insurer, which is primatible for the repayment of the remaining Capebtdcash payments of $70,450,000,
all due in 2009, would require the Capcos to asstinisecash repayment obligation of the notes.dfAhG subsidiaries failed to pay the
$16,666,000 owed for the Company’s Wisconsin Cap@in October, then the Company might have toosdlhance its Electronic payment
processing company to make up the shortfall.
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RISKS RELATING TO OUR COMMON SHARES
Our shares may be delisted.

On August 13, 2008, we received a staff deficieletter from The Nasdaq Stock Market (“Nasdaq”) aading that, for the prior 30
consecutive days, the bid price for Newtek’'s comrsimtk had closed below the minimum $1.00 per stereirement for continued inclusion
on the Nasdaq Global Market under Marketplace R4E0(a)(5) (the “Rule”). In accordance with Markatie Rule 4450(e)(2), the Company
was given 180 calendar days, or until February08992to regain compliance with the Rule. The ledlep indicated that if the Company did
regain compliance by February 9, 2009, Nasdaqg wprddide written notification that Newtek’s commstock will be delisted. On
October 16, 2008, Nasdaq announced that it wasadapy the rules requiring a minimum $1.00 clogirdyprice and a minimum market val
of publicly held shares until December 19, 2008 an December 19, 2008 the suspension was extemdigé\pril 20, 2009, at which time tt
Rule will begin to run again. At the current markete, the Company would not regain compliance, taiere can be no assurance that the
Company would be able to do so by September 1,.2068% Company is unable to regain compliancédes delisting. In the event that the
common stock is delisted, there can be no assuthatan active public market for our stock carsbstained or that current trading levels can
be sustained or not diminished.

The application of the “penny stock” rules to our G®mmon Stock could limit the trading and liquidity of the Common Stock, adversely
affect the market price of our Common Stock and incease your transaction costs to sell those shares.

As long as the trading price of our Common Stodieibw $5.00 per share, the open-market tradimguofCommon Stock will be subject
to the “penny stock” rules. The “penny stock” rulempose additional sales practice requirementsrokdn-dealers who sell securities to
persons other than established customers and &ecr@uvestors (generally those with assets in sxod $1,000,000 or annual income
exceeding $200,000 or $300,000 together with @ause). These regulations require the delivergr po any transaction involving a penny
stock, of a disclosure schedule explaining the pestock market and the associated risks. Undeettegulations, certain brokers who
recommend such securities to persons other thablessted customers or certain accredited investaust make a special written suitability
determination regarding such a purchaser and receieh purchaser’s written agreement to a tramsaptior to sale. These regulations have
the effect of limiting the trading activity of tt@ommon Stock, reducing the liquidity of an investinia the Common Stock and increasing the
transaction costs for sales and purchases of oom@m Stock compared to other securities.

Two of our shareholders, one a current, and one afmer executive officer, beneficially own approximéely 27% of our common shares,
and are able to exercise significant influence oveéhe outcome of most shareholder actions.

Although there is no agreement or understandingésen them, because of their ownership of our shstessrs. Sloane and Rubin will
be able to have significant influence over acti@wuiring shareholder approval, including the étecof directors, the adoption of amendme
to the certificate of incorporation, approval afck incentive plans and approval of major transastisuch as a merger or sale of assets. This
could delay or prevent a change in control of mampany, deprive our shareholders of an opportunitgceive a premium for their common
shares as part of a change in control and havegatine effect on the market price of our commorreta

Future issuances of our common shares or other seties, including preferred shares, may dilute theper share book value of our
common shares or have other adverse consequence®tw common shareholders.

Our board of directors has the authority, withdug &ction or vote of our shareholders, to issuergtiart of the approximately 19,000,000
authorized but unissued shares of our common s€@gkbusiness strategy relies upon investmentadnaaquisitions of businesses using the
resources available to us, including our commomeshaVe have made acquisitions during each of ¢éaesyfrom 2002 to 2005 involving the
issuance of our common shares, and we expect te additional acquisitions in the future using oomenon shares. Additionally, we
anticipate granting additional options or restiics¢ock awards to our employees and directorsdritture. We may also issue additional
securities, through public or private offeringspiler to raise capital to support our growth, ukahg in connection with possible acquisitions
or in connection with purchases of minority intésda affiliated companies or Capcos. Future issaarof our common shares will dilute the
percentage of ownership interest of current shddeln® and could decrease the per share book valmue @ommon shares. In addition, option
holders may exercise their options at a time whemwuld otherwise be able to obtain additional ggcapital on more favorable terms.

Pursuant to our certificate of incorporation, ooatul of directors is authorized to issue, withattica or vote of our shareholders, up to
1,000,000 shares of “blank check” preferred shanesning that our board of directors may, in itctition, cause the issuance of one or more
series of preferred shares and fix the designatmeserences, powers and relative participating,
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optional and other rights, qualifications, limitats and restrictions thereof, including the divideate, conversion rights, voting rights,
redemption rights and liquidation preference, antixthe number of shares to be included in arghsseries. The preferred shares so issued
may rank superior to the common shares with redpetie payment of dividends or amounts upon ligtiah, dissolution or winding-up, or
both. In addition, the shares of preferred stock heve class or series voting rights.

The authorization and issuance of “blank check” préerred shares could have an anti-takeover effect démental to the interests of our
shareholders.

Our certificate of incorporation allows our boaffdd@ectors to issue preferred shares with righid preferences set by the board without
further shareholder approval. The issuance of shafrthis “blank check” preferred shares could hanenti-takeover effect detrimental to the
interests of our shareholders. For example, iretlent of a hostile takeover attempt, it may be iptesor management and the board to img
the attempt by issuing the preferred shares, tlyatibting or impairing the voting power of the ethoutstanding common shares and
increasing the potential costs to acquire contfoiso Our board has the right to issue any neweshamcluding preferred shares, without first
offering them to the holders of common sharesheag have no preemptive rights.

We have adopted a classified board of directors thaould have an anti-takeover effect detrimental tdhe interests of our shareholders.

In 2006, our shareholders approved an amendmehétGompany’s amended and restated certificatecofrporation to provide for the
classification of the Board of Directors into thidasses. This makes removal of current manageamehinembers of the Board more difficult.
It could also have the effect of deterring potdrititerested parties from initiating proxy contestsrom acquiring substantial blocks of our
common shares.

We know of no other publicly-held company that sposors and operates Capcos as a material part of ilsisiness. As such, there are, to
our knowledge, no other companies against which imstors may compare our Capco business, operationssults of operations and
financial and accounting structures.

In the absence of any meaningful peer group corepasi for our Capco business, investors may hafieutl time understanding and
judging the strength of our business. This, in tunay have a depressing effect on the value obares

Provisions of our certificate of incorporation andNew York law place restrictions on our shareholdersability to recover from our
directors for breaches of their duties.

As permitted by New York law, our amended and testaertificate of incorporation limits the lialtyliof our directors for monetary
damages for breach of a director’s fiduciary dutgept for liability in certain instances. As a riesaf these provisions and New York law,
shareholders have restrictions and limitations upeir rights to recover from directors for breasloé their duties. In addition, our certificate
incorporation provides that we must indemnify omectors and officers to the fullest extent peradtby law.

ITEM 2. PROPERTIES.

We conduct our principal business activities inlfies leased from unrelated parties at marketgaOur headquarters are located in New
York, New York. Our operating subsidiaries havepgamies which are material to the conduct of thesiness as noted below. In addition, our
Capcos maintain offices in each of the states iichvthey operate.

Below is a list of our leased offices and spacefddecember 31, 2008 which are material to the aohdf our business:

Location Lease expiration Purpose Approx. sq. ft
1440 Broadway October 2015 Lease of principal 23,000
New York, New York 1001! executive offices

(Corporate activities and

SBA lending)

1125 W. Pinnacle Peak January 2012 Web hosting offices 15,000
Phoenix, AZ 8502
8521 E. Princess Driv June 201« Web hosting data cent 6,000

Phoenix, AZ 8525!
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744 North 4" St. March 2012 Electronic paymer 3,600
Milwaukee, WI 5320 processing W1 offices
1627 K Street April 2013 Newtek Insurance 3,800
Washington D.C. 20006 Agency offices

(All Other segment
301 Mexico Street, Suite H3-A June 2017 Customer service and 5,000
Brownsville, TX 78520 sales support offices

(All Other segment

We believe that our leased facilities are adegteateeet our current needs and that additionalifesilare available to meet our
development and expansion needs in existing arjdgieal target markets.

ITEM 3. LEGAL PROCEEDINGS
We are not involved in any material pending litigat

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT 'S COMMON STOCK AND RELATED SHAREHOLDER MATTERS AND

ISSUER PURCHASES OF EQUITY SECURITIES.

(a) Market Information: Our common stock is tradedthe NASDAQ National Stock Market under the syhibtEWT.” High and low
prices for the common stock over the previous tearg are set forth below, based on the highesloavest trading price during that period.

Period

First Quarter: January 1, 2007 Through March 3D,7:
Second Quarter: April 1, 2007 Through June 30, 2

Third Quarter: July 1, 2007 Through September 80,7
Fourth Quarter: October 1, 2007 Through DecembgeRGQ7
First Quarter: January 1, 2008 Through March 308
Second Quarter: April 1, 2008 Through June 30, 2

Third Quarter: July 1, 2008 Through September 808
Fourth Quarter: October 1, 2008 Through DecembgefQ8

High Low
$2.7C $1.87
$2.2¢  $1.81
$2.01 $1.5(C
$1.7¢  $0.8%
$1.5C $0.91
$1.14  $0.9¢
$0.9¢  $0.5(C
$0.8¢  $0.2(C

(b) Holders: As of March 12, 2009 there were appnately 236 holders of record of the common shafddewtek.

(c) Dividends: We have never declared or paid ashor stock dividends on our common stock. Weat@nticipate paying any cash or
stock dividends on our common stock in the foreskeefuture. We currently intend to retain futurereags, if any, to finance our operations
and to expand our business. Any future determinatgpay cash and stock dividends will be at tiserdition of our board of directors and will
be dependent upon our financial condition, opegatésults, capital requirements and other factwsdur board of directors considers

appropriate
(d) Securities Authorized for Issuance Under EqQimpensation Plans:

@
Number of securities tc

be issued upon exercis

of outstanding options

Plan Category warrants and rights
Equity compensation plans approved by securityérs| 1,981,878 shar
Equity compensation plans not approved by sechotgers None

(1) Excludes 9,524 restricted shares rights which lzaxero exercise pric

(©)
Number of securities
(b) remaining available for
Weighted-average future issuance under
exercise price of equity compensation plan

outstanding options

(excluding securities

warrants and rights reflected in column (a))
$ 2.06/share(1) 1,933,140 shar
None None

During the year ended December 31, 2008, we is$9@d34 options under the Company’s 2000 Stockniiive and Deferred
Compensation Plan, valued at $87,063, to our inuldge directors as compensation for directors’.fees
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ITEM 7. MANAGEMENT ’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONSAND FINANCIAL
CONDITION

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 rktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoelddad in conjunction with the consolidated finahaitatements and the accompanying notes.

The statements in this Annual Report may contaimdal-looking statements relating to such mattessaticipated future financial
performance, business prospects, legislative dewedmts and similar matters. The Private Securltidgation Reform Act of 1995 provides
safe harbor for forward-looking statements. In arttecomply with the terms of the safe harbor, wterthat a variety of factors could cause
our actual results to differ materially from thetanipated results expressed in the forward lookstatements such as intensified competition
and/or operating problems in its operating businpsgects and their impact on revenues and proéitgims or additional factors as described
in Newtek Business Services’ previously filed tegfion statements as more fully described undaskRFactors” above.

We also need to point out that our Capcos operateua different set of rules in each of the ejghisdictions and that these place
varying requirements on the structure of our inmestts. In some cases, particularly in Louisianadeet control the equity or managemen
a qualified business but that cannot always beegmted orally or in written presentations.

Executive Overview

We directly distribute business services to snald medium-sized businesses, a very significanketglace in the United States.
According to statistics published by the U.S. SrBalsiness Administration, approximately 51% of @BP and private sector employment in
the United States comes from small businesses9@¥tdof businesses in the United States which haeeoo more employees fit into this
market segment. As of December 31, 2008, we had3#4800 customers. We use state-of-the-art laeed proprietary technology to be a
cost acquirer and provider of products and sernticesir small- and medium-sized business clients.pattner with AlG, Merrill Lynch,
Morgan Stanley, the Credit Union National Assooatwith its 8,700 credit unions and 80 million meard) Navy Federal Credit Union with
2.7 million members, PSCU Financial Services, Ithee,nation’s largest credit union service orgatiora Fiserv Solutions, Inc. d/b/a
IntegraSys, General Motors Minority Dealers Asstioiaand Daimler Chrysler Minority Dealers Assowmat all of whom have elected to offer
certain of our business services and financial pctedrather than provide some or all of them diyefalr their customers. We have
deemphasized our Capco business in favor of grosimgperating businesses and do not anticipatgingeany new Capcos in the foresee:
future.

In order to more accurately and transparently pgraur financial information and performance irsthbrm 10-K, we have simplified the
format of the consolidated statements of operatianite expanding our segment reporting from thatduisi 2007. Our consolidated statements
of operations now focus on overall company opegapierformance; revenue and expenses related tdisppagments appear in the expanded
segment profit and loss tables. Managensediscussion and analysis concentrates on desgiieigment performance with the aid of these
detailed tables. For expenses other than corpoxatidead, intercompany expenses are now chargee teser of the service with a resulting
reduction in expense for the provider of the sexvior comparability we restated previous segmeslis to reflect this change as well. We
believe this change will better match expensekeaé¢venues generated by a segment. In additiomaved two finance-related businesses
from our All other segment to the SBA lending segtmaow renamed Small business finance. This chesgegnizes that we have expanded
our financing offerings to small- and medium-siteinesses to include multiple loan types and vatéés financing and consolidated their
management under one operating team. We also élexteclassify certain residual fees paid to irfefent sales agencies and organizations
for electronic payment processing accounts theyigea to our Electronic payment processing segrremnt professional fees to electronic
payment processing costs; previous financial reseftect this change.

As of January 1, 2008, we adopted SFAS No. 159 ‘Héie Value Option for Financial Assets and Finahtiabilities” to better value
our Capco notes. By revaluing our assets and ilig@silassociated with the notes issued by our Capee have endeavored to eliminate much
of the non-cash effect the Capcos have on our tipesathat make unclear the performance of ouratpmrs. The adoption has resulted in a
one-time, non-cash after-tax reduction in retaieachings of $14,327,000 and a one-time reductid®d51,000 in the deferred tax liability.
This will reduce the future burden of non-cash @alpsses by better balancing the non-cash incoom fax credits against the non-cash
Capco interest expense. For 2008, the change bake in an $8,720,000 reduction of the Capco casht loss (income from tax credits less
Capco interest expense and the amortization ofgdlepapco note insurance expense) from that for 2B8cause we chose to adopt a new
rule, we have not restated previous financial tesul
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For the year ended December 31, 2008, we hadlassedf $10,463,000 on revenues of $98,885,00@&l Tevenues increased by
$6,050,000, or 6.5%, from $92,835,000 for the ywated December 31, 2007 principally due to incréaseenues in the Electronic payment
processing and Web hosting segments, offset byedees in revenues from our Small business finamd&\h other segments. The reductior
the net loss of $756,000 from the year ended 260&ats improvements in income from operationstifier Electronic payment processing
segment and Web hosting segment, a reduction snimohe Capco segment from the adoption of SFAE d%eduction in losses in Corporate
activities primarily from reduced expenses, oftsggreater losses in the Small business financeAirather segments as compared to the
same period for 2007, as well as impairments ofigalbof approximately $980,000 in 2008. The Electic payment processing segment
(“EPP”) benefited from improved sales offsettingexreased gross margin percentage (EPP revenueR&ssost) as well as the non-
recurrence of a charge-back loss related to aesimgirchant in 2007. The decreased gross margiraplynoccurred during the slowing of the
economy in the second half of 2008 and will negdgivmpact profitability for the segment in 200h&improved income in the Web hosting
segment resulted from increased sales primaritiierfirst nine months of the year and the elimmaf duplicative rent and electricity
incurred in the 2007 period in connection with avento a larger server facility. Overall, we belighat in 2009 the Company will enjoy both
the full year benefit from the expense reductioelenin 2008 as well as the continuing costs cuttifyts in 2009; salary and benefits expe
is expected to decline by approximately $4,000 ¥ over year.

In 2008 and relative to 2007, the Small businasanite segment sold substantially fewer loans loelddle while experiencing a material
decrease in the premium received and servicingniecoreated upon NSBF's sale of guaranteed portiblans because of marketplace
conditions resulting from the credit crisis. In &aoh, NSBF experienced an increase in the prowi$tw loan loss as its borrowers suffered f
the effects of the economic downturn. As a resithis, on September 30, 2008, NSBF failed to naimthe minimum Senior Charge
Coverage Ratio (“SCCR”) specified in the GE linecoédit and notified GE of the occurrence of annéwé default under the agreement with
GE (“Event of Default”). We use the GE line of cited originate and fund the guaranteed and ungueea portions of loans held by NSBF.
The Company guarantees up to $15 million of theaades on the line. As of December 31, 2008, weapadoximately $22
million outstanding under the GE line of creditllbBwing the event of default, GE had the optiorterminating the GE line of credit as to new
advances, modifying its terms, or declaring all ante outstanding under the GE line of credit tonbeediately due and payable.
Subsequently, GE notified us by letter dated Novemdl®, 2008 that it was curtailing the maximum kalality under this warehouse line from
$50 million to $35 million. On December 11, 2008 executed the Fourth Amendment to the GE lingeditmaking certain adjustments in
the terms of the facility, including injecting atidnal capital into NSBF as well as GE decreashggavailability under the line by $1,000,000
each month effective February 1, 2009 as well aggahe prior default waived. To date, GE has take other action to restrict NSBF from
drawing further advances on the GE line of cregineet commitments, but there can be no assuraat&E will continue to do so or that it
will not take other actions as permitted by the {BE of credit. If GE were to take certain actiongespect of any future default, it may have a
materially negative impact on our SBA lending besmand the Company itself. The GE line of crediires August 31, 2009. There can be
assurance that we will be able to renew our ciiditwith GE, or that we will be able to negotiate alternate arrangement. Failure to obtain
financing would have a material adverse effect enbusiness. See “Risk Factors — Risks RelatirmutdSBA Lending Business.” At this time,
we have ceased originating new loans while waifimgcredit markets to stabilize.

Finally, in June 2008 the insurer of our Wilshirdwsors, LLC Capco made its single scheduled cagmpnt to that Capco’s investor
extinguishing its debt except for a small amountagfcredits to be delivered. As a result, bothRhepaid and structured insurance asset ar
Notes payable liability on our Consolidated BalaBteets were reduced by $3,810,000, the amouhegidyment to the investor. As
June 30, 2008, the Company had voluntarily dededtifVilshire Advisors, LLC.

The Company’s reportable business segments are:

Electronic Payment ProcessingCredit card and debit card processing, check camweiand ACH solutions for the small- and medium-
sized business market.

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgg Services, which offers shared and dedicateld asting and
related services to the small- and medium-sizethbas market.
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Small Business FinanceNewtek Small Business Finance, Inc., a nation&irised, U.S. Small Business Administration lertdat
originates, sells and services loans to qualif@naall businesses, which are partially guaranteetthé®BBA. Texas Whitestone Group
performs the closing function for all SBA 7(a) lesanderwritten by NSBF. CDS Business Services, (hib/a Newtek Business Credit)
provides financing services to businesses by psiobaheir receivables at a discounted rate. Intiaad the Company provides billing
and accounts receivable maintenance services todsses.

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

Corporate Activities: Corporate implements business strategy, direct&etiag, provides technology oversight and guidance,
coordinates and integrates activities of the segsneontracts with alliance partners, acquirerdarusr opportunities, and owns our
proprietary NewTracker™ referral system. Revenukexpenses not allocated to our other segmentsding interest income, Capco
management fee income and corporate operationaisgpe

Capcos:Fifteen certified capital companies, which invessimall- and medium-sized businesses. They geneoateash income from
tax credits and non-cash interest and insurancensgs (with the adoption of SFAS 159, the amouimafrance expense reported for all
Capcos but Wilshire Advisers, LLC has been elingdattarting with the quarter ended March 31, 2008).
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Segment Results:
The results of the Company'’s reportable segmeetsliacussed below.

Electronic Payment Processing

% Change

(In thousands): 2008 2007 2006 200¢ 2007
Revenue

Electronic payment processi $63,277 $54,77F $43,12( 16% 27%

Interest incom 79 194 13C  (59% 4%%

Total revenue 63,35¢ 54,96¢ 43,25( 15% 27%

Expenses

Electronic payment processing cc 51,10 45,09¢ 33,75¢ 13% 34%

Interest 1 1 — — % —%

Salaries and benefi 3,96¢ 3,891 3,491 2% 12%

Professional fee 32¢ 371 258 (12% 45%

Depreciation and amortizatic 2,72¢ 1,961 1,46: 39% 34%

Other general and administrative cc 887 1,00¢ 97t  (12% 3)%
Total expense 59,01¢ 52,337 39,94 13% 31%
Income from continuing operations before minoritterest and benefit for income ta $ 4,33 $ 2632 $ 3,30¢ 65% (20)%
Minority interest — — (100 — % (100%
Income from continuing operations before benefitificome taxe: $ 433 $263: $329% 65% (200%
2008

Payment processing revenues increased $8,500,d08obetween periods principally due to organi@reie growth. Acquired
portfolios contributed approximately 2% of the isase between years as the result of acquiring teratrant portfolios during 2007 and 2008.
The remaining increase of 14% reflects organicmaesgrowth principally derived from an increas¢hia average number of merchants under
contract between years of 13%. The average moptbigessing volume per merchant increased 1% betyesms. The slight increase in the
average monthly processing volume per merchan®@8 2eflects a combination of growth in sales vaduinom existing merchants and the
over year effect of the addition during the firatflof 2007 of several higher than average proogssblume merchants with such
aforementioned increases partially offset by tHeatfof new merchants added in 2008 being smalléerims of average monthly processing
volumes. The overall increase in the average psiegsolume per merchant in 2008 occurred in modtirgng the first half of 2008 with
months in the latter half of 2008 experiencing y@asr year declines which we believe were primaatlyibutable to the recessionary economic
environment in the United States.

Electronic payment processing costs increased @00 or 13% between years with 2% of the increaselting from acquired
portfolios. Organic electronic payment processiagts increased 11% between years. In 2007, a eef@ra charge-back loss related to one
merchant in the amount of $1,800,000 was recordgzhet of electronic payment processing costs0BB2$250,000 of such reserve was
determined to no longer be required and was indwdea reduction of merchant processing coster Edmparison purposes the
aforementioned provisions related to the chargdcbzss were eliminated from electronic payment pesing costs in both years, electronic
payment processing costs increased 19% betwees. yida margin of revenues less electronic paymetegsing costs, excluding the effects
of the charge-back loss provisions in both yeagslided approximately 2% from 21% in 2007 to 19920@98. The decline in such margin is
attributable to both lower fee levels charged tmmber of new and existing merchants because opebtive pricing pressures and to
increased residual percentages paid to some thiry-pales referral sources.
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Overall expenses including electronic payment @sicg costs increased $6,700,000 or 13% between.\feecluding depreciation and
amortization and electronic payment processingscaditother costs decreased 2% between yearg asghlt of cost savings realized through a
consolidation of sales offices during the periodd ather cost reduction efforts. Depreciation ambdization expenses increased $800,000
between years. The increase in depreciation andtaation expense is partially due to an impairmgmarge of approximately $500,000 to
reduce customer merchant intangibles related r@aqusly acquired portfolio of merchants to faiwe and the acquisition of merchant
portfolios between years.

Income before (provision) benefit for income taegeased 65% or $1,706,000 to $4,338,000 for #z gnded 2008 from $2,632,000
for the year ended 2007. The improvement in incoame about as a result from the successful grawgtheictronic payment processing
revenue and the non-recurrence of the reservéaéochiarge-back loss related to one merchant tleatri@a in 2007. The improved income also
resulted from the Company’s ability to reduce nteconic payment processing costs year over year.

2007

Payment processing revenues increased $11,700i(0%®between periods. Acquired portfolios contralapproximately 1% of the
increase between years. Organic revenue growtB%f2flected an increase in the average numberofimants between years of 15% with
the remainder due to an increase in the average¢htygrocessing volume per merchant. Although oVeedes dollar processing volume
increased 28% between years, the slightly lowewtiroate in organic revenue between years refletttedddition of several higher than
average processing volume merchants that weredpgickower fee levels and therefore produced legsnue relative to an average company
merchant.

Electronic payment processing costs increased 01080 or 34% between years with 1% of the increeselting from acquired
portfolios. Organic electronic payment processiogts increased 33% between years. In 2007, a eegara charge-back loss related to one
merchant in the amount of $1,800,000 was recordgzhet of electronic payment processing cost@rltbmparison purposes the
aforementioned $1,800,000 provision related toctierge-back loss were eliminated from electronympent processing costs in 2007,
electronic payment processing costs increased 28¥elen years. The margin of revenues less electpgayiment processing costs, excluding
the effect of the charge-back loss related promigic2007, declined less than 1% year over yealightly higher rate of growth in electronic
payment processing costs compared with relatechtegein 2007 was due to the addition of severdidrigolume, lower margin merchants
during the year.

Overall expenses including electronic payment @sicg costs increased $12,400,000 million or 31%véen years. Excluding
depreciation and amortization and electronic payrpescessing costs, all other costs increased 1&X¥%den years principally as a result of
additional sales and customer service staffingatedie the growth in total merchants and procesaiigme between years. Depreciation and
amortization expense increased by $500,000 dueetadquisition of merchant portfolios between yeend an allocation to customer
intangibles the cost of acquiring during 2006 aaniy interest position in a subsidiary includedpast of the segment.

Income before (provision) benefit for income tadesreased 20% or $666,000 to $2,632,000 for thegreded 2007 from $3,298,000¢
the year ended 2006. The decrease in income phymafiected the reserve for a charge-back losstedito one merchant incurred in 2007.

Web Hosting
% Change
(In thousands): 2008 2007 2006 2008 2001
Revenue
Web hostinc $18,06¢ $16,08¢ $13,52¢ 12% 19%
Interest incom 24 29 52 (1A7% (44)%
Other income — 11¢ 30 (100% 297%
Total revenue 18,08¢ 16,237 13,61( 11%  19%
Expenses
Salaries and benefi 4,69¢ 4,15¢ 3,44¢ 13% 20%
Interest 83 337 624 (75% (46)%
Professional fee 10z 10z 23t 1% (57)%
Depreciation and amortizatic 3,23( 3,03 2,421 7% 25%
Other general and administrative cc 6,64: 5,852 347¢ _14%  68%
Total expense 14,75¢ 13,47° 10,20« 9% 32%
Income from continuing operations before providienincome taxe: $ 3,33 $ 2,76C $ 3,40¢ 21%  (19%
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2008

The segment derives revenue primarily from montbeburring fees from hosting websites. Web hostengnue between periods
increased $1,975,000, or 12%, to $18,064,000 foB2ver 2007 due to organic growth of hosted websNTS utilized sales promotions and
service and plan enhancements to help drive growsites and revenue. A change in pricing for thedst priced shared plan increased rev
and profitability with little customer attritionnladdition, in 2008 NTS successfully launched arboft Hyper-V web hosting plan, a new
service offering that permits the creation of \aftdedicated web-sites.

The increase in revenue reflects an increase iatkeage number of total websites by 5,038 in 28)8ompared to 2007, or 8%, to
68,028 from 62,990 as well as an increase in ageragenue per site of 4% to $265.54 from $255 #provement in revenue per site prima
reflects the greater growth in dedicated site0id&over 2007: the average number of dedicateditesbsvhich generate a higher monthly fee
versus shared websites, increased by 270 betwemnlpeor 14%, to an average of 2,258 per montimfam average of 1,988 per month for the
year ended 2007 while the average number of sheebdites increased 4,753, or 8%, to an averagb,@b6 per month for the year enc
2008, from an average of 61,002 per month for &8 ended 2007. This increase in sites occurradglthe first three quarters of the year;
total shared and dedicated site counts decreaghd fiourth quarter of 2008. This change in tregftects economic conditions in the fourth
quarter of 2008, increased competition, a delileepaice increase by the hosting division to imprpritability of the lowest priced plans, and
possibly the move of high-end shared users andelogvededicated users to the new Hyper-V plan.

Total segment expenses increased at a slowethata¢évenues year over year. The majority of theo®%il,276,000 increase in exper
between periods reflects an increase in other géaad administrative costs of $791,000, an in@éasalaries and benefits of $540,000, and
an increase in depreciation and amortization oB¥1®0 offset by a decrease in interest expens@2®,$00. Removing the interest expense
component from total expenses results in a 12%afageowth, which is equal to web site revenue giovis a percent of sales, other general
and administrative costs and salaries and bemaéitatained the same margin as in 2007, while dégien and amortization decreased. As
described below, the rate of expense increaselid8 Bver 2007 decreased substantially from thatiepced in 2007 over 2006.

The increase in other general and administratistsomas primarily due to a $513,000 increase ihaed utilities reflecting NTS’s move
to a larger datacenter location in the seconddf&2007 with greater capacity to support its grayfirusiness. The Company believes that the
new space should be sufficient to house growth héy909. The increase in other general and admatiigt expenses included a $89,000
increase in additional software licenses requicedhtiditional servers, a $128,000 increase in niguigkeosts, $80,000 increase in credit card
processing costs and a $7,000 increase in gerféical and other miscellaneous costs, offset paytlay a $26,000 decrease in telephone and
internet costs. Salaries and benefits increase,8868, at a slightly higher rate than revenue gnowtie to the addition of sales, marketing and
customer service personnel to existing staff framfourth quarter of 2007 into the first six montfi008. The increase in salaries and ber
during this time frame was in anticipation of higlgeowth in sales than actually experienced. Ie livith the current growth trend and the cost
cutting initiatives of the Company, managementsediits staffing needs into the future and the Gomgbelieves that salaries and benefits
should remain fairly stable into 2009. The $198,0@0ease in depreciation and amortization was g@riipndue to capital expenditures between
periods of approximately $2,046,000 for additiowmabsite hosting servers, data center infrastruggtepment and the acquisition of website
software. The increase in operating expenses wsstpin part, by a $254,000 decrease in intengstese due to lower borrowings during 2
and the repayment of the TICC note payable inhird guarter of 2007 which caused the 2007 intezgpense to be burdened by a non-
recurring charge associated with the write-offtef temaining $135,000 deferred financing costdingdo the TICC note.

Income before provision for income taxes incredsE or $575,000 to $3,335,000 for the year end®8 2®m $2,760,000 for the year
ended 2007. The improvement in profitability pritharesulted from increased web site plan saldgzirtg more of the
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new datacenter; imbedded rent, utility and softwigensing fees effectively contributed more revenMaintenance of current staffing level:
the third and fourth quarter of 2008 and the reidndn interest expense contributed to the improsetin income as well. As more of the new
data center’s capacity continues to be utilizedfifsrand margins should continue to improve.

2007

Revenue increased by $2,627,000, or 19%, to $1/)AB8"ue to organic growth of hosted websites. 0072 NTS improved website
hosting performance for its customers by upgratliregarchitecture on its new servers to 64 bit ftbeprevious 32 bit, introducing new
dedicated plans offering Adobe ColdFusion™ forfiné applications, offering new shared plans upegad .NET 3.5, and adding support for
PHP 5 server scripting language to all shared plansse service and plan enhancements were combitiegromotions, including free setup
fees and/or free additional months of service fawgustomers who prepay for a period of time ragdiom two to 12 months, to help drive
growth in sites and revenue during the year. Theese in revenue reflects that the year's aveshtiee month-end number of total websites
increased 9,699 in 2007, to 62,990 from 53,2910i062 The average number of dedicated websites hwgeoerate a higher monthly fee versus
shared websites, increased by 474 in 2007, or 3% average of 1,988 per month from an averadesd# per month in 2006. The average
number of shared websites increased 9,224, or @& average of 61,002 per month in 2007, froraxarage of 51,778 per month in 2006.

The $3,273,000, or 32%, increase in expenses i a8@ompared with 2006 was primarily due to a $f@Bincrease in salaries and
benefits, a $611,000 increase in depreciation amaftization, and a $2,376,000 increase in otheeggrand administrative costs, offset, in
part, by a $133,000 decrease in professional fleés1&287,000 decrease in interest expense dowvé&w borrowings and eventual pay off of
debt from TICC during 2007. Other general and adstigtive costs increased primarily due to a $783 @crease in additional software
licenses required for additional servers, a $1XBBjncrease in rent and utilities due to the maoivilne primary office and the 2,000 square
data center locations to larger spaces and dueeteental of temporary additional space for theromesumption of space prior to the move of
the data center location, a $181,000 increasdéphiene and internet costs mainly due to the adapdnse of maintaining connectivity
between the old and the new data center locatiorieglthe transition in order to keep continuitysefvice and ease of transition for the
customers, a $93,000 increase in credit card psatgsosts, a $34,000 increase in marketing caatsa $79,000 increase in general office
other administrative costs. Salaries and benefiseased due to additional personnel added tocgetivé increased customer base. Depreci
and amortization increased due to capital experatitaf approximately $2,757,000 primarily for aduigl website hosting servers.

The income before provision for income taxes desgda 9% or $646,000 in 2007 as compared to 2006aply due to the added rent
and electricity expense for the new 5,000 squavedata center location required for growing ogeret.

Small Business Finance

% Change

(In thousands): 2008 2007 2006 2008 2007
Revenue
Premium on loan sale $ 474 $2914 $ 3,02t (84)% (4%
Servicing fee 1,771 1,94¢ 1,932 (9)% 1%
Interest incomt 2,64 3,541 3,791 (29)% (7%
Management fee 58t 58t 58t — —
Other income 1,87¢ 2,86¢ 74E (39)% 28E%
Total revenu 7,35:% 11,85: 10,07¢ (38)% 18%
Expenses
Salaries and benefi 4,29¢ 4,51¢ 3,65¢ B)% 24%
Interest 2,107 2,51« 2,701 (16)% (N%
Management fee 46C 46( — — —
Professional fee 38C 192 344 98% (44)%
Depreciation and amortizatic 1,12¢ 1,12¢ 95k — % 11%
SFAS 142 goodwill impairmet 774 — — — —
Provision for loan los 2,53( 84C 40¢ 201% 107%
Other general and administrative cc 1,831 2,68z 1,59/ (32)% 68%
Total expense 13,501 12,33 9,651 (9% 28%
(Loss) income before (benefit) provision for incotares $(6,14f $ (47€) $ 41¢ 1,192% (214)%
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2008

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anirtanteed portions of SBA loa
interest income on SBA loans held for investmesttyising fee income on the guaranteed portionsBA ®ans previously sold, servicing
income for loans originated by other lenders foiaWiNSBF is the servicer, and financing and billsagvices, classified as other income ab
provided by NBC. Most SBA loans originated by NS@&farge an interest rate equal to the Prime rategiuadditional percentage amount; the
interest rate resets to the current Prime rate morthly or quarterly basis which will result inasiges to the amount of interest accrued for that
month and going forward and a re-amortization lafaam’s payment amount until maturity.

Premium on loan sales related to SBA loans dectddag&2,440,000 to $474,000 for the twelve montided December 31, 2008 from
$2,914,000 for the twelve month period ended Deesrth, 2007. The decrease in premium on loan sededted from a reduction in loan
originations, reduction in guaranteed portion sa@sl a reduction in guaranteed portion price puemsiduring 2008 directly attributable to
price deterioration in the SBA secondary markegiBeing in the third quarter of 2008, premiums aagnteed portions declined precipitol
reflecting the extraordinary rise in LIBOR, thedrgst rate on which buyers price their purchaggsinat the decline in the Prime rate, the
interest rate to which SBA loans are set: brokersteg prices of 101% to 103% for guaranteed postatrthe beginning of the fourth quarter of
2008, accelerating a downward trend that saw thagamy recognize an average premium on loan sal&867% for the twelve months enc
December 31, 2008 compared with an average of ¥W8P the same period in 2007. Lack of premium pedlprofitability and cash flow,
resulting in NSBF defaulting on its credit line WIGE in the fourth quarter of 2008. Although then@any was able to get GE to waive the
default, the Company ceased the approval of newdoanmitments and curtailed the sale of the guaeghportions of loans until the markets
stabilize and pricing returns to more favorablengrThe Company significantly reduced overheadndpnitie 4" quarter of 2008 but continues
to service its loan portfolio and maintains systemd personnel to resume lending once favorabhesteeturn to the market. A direct result of
the decision to restrict the sale of loans is tiwedase in the loans held for sale balance pexedmeriod. At December 31, 2008, the balance
of loans held for sale was $6,133,000 as comparadialance of $360,000 at December 31, 2007 elmmiklve months ended December 31,
2008, the Company sold 57 guaranteed loans, aggrgdil 4,163,000 compared to 139 loans sold aggjregé34,277,000 in the same period
for the prior year. Subsequent to year end anditiirdarch 13, 2009, the Company sold $4,500,000a0fs, all at par with an average 3.4%
serving strip, to reduce outstanding indebtednasssdorrowing line.

The decrease in premium on loan sales also reflehteCompany’s decision not to sell the unguaeghportion of SBA loans in 2008.
This was attributable to the significant reductiomarket demand for the unguaranteed portion ok 88ns or loans classified as held for
investment. The Company sold $2,855,000 of loaesipusly classified as held for investment, for @ggte proceeds of $2,986,000 during
twelve months ended December 31, 2007. The carmahge above the amounts sold, or $131,000, wasded as premium on loan
sales. Also, in connection with this sale and ideldiin premium on loan sales was an additional P01 representing the allocated portion of
the remaining discount recorded at the time of lodgination, for total premium recognized of $3X).

Servicing fee income related to SBA loans decreayefil 78,000 from $1,949,000 for the twelve morghded December 31, 2007 to
$1,771,000 for the twelve month period ended Deesrt, 2008. This decrease was attributable taélveease of the NSBF servicing
portfolio year over year. The Company’s averagéfplio on which servicing fee income is earned 8427,233,000 for the twelve months
ended December 31, 2008 compared with $133,902¢008e corresponding prior twelve month period eDthe same period, NSBF
experienced a reduction in the servicing fee rethion the newly originated guaranteed portion oA &&ns sold at a premium from an
average of 1.18% for the twelve months of 2007nt@eerage of 1.00%, the minimum allowed by the SBAthe same period in 2008. This
reduction in servicing fee percentages will congito negatively impact servicing fee income infilteire at current portfolio levels.
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While the average outstanding portfolio decreaseh 1$35,189,000 for the year ended December 317 20834,998,000 for the year
ended December 31, 2008, the decrease in intesnie of $897,000 was due primarily to a decreasled weighted average interest rate
being charged to borrowers from 10.62% to 7.78% disect result of a decrease in the prime ratehich SBA loans are tied.

Other income decreased by $990,000 to $1,879,08Qalprimarily to a decrease in revenue earned B¢ NFor the twelve months enc
December 31, 2008, NBC had revenue of $1,400,08@archased $18,432,000 of receivables from arageecustomer base of 34 compared
to revenue of $2,118,000 on $21,171,000 of recébdsaburchased with an average customer base air4bd twelve months ended
December 31, 2007. Additionally, in 2007 NSBF relemt a $161,000 recovery of a loan that was chasffexeveral years ago, and $59,000 of
income recognized in connection with the recovdrgxpenses associated with the sale of OREO priepert

Salaries and benefits decreased by $223,000 doauply to staffing cutbacks and the restructuriigN\®€BF's bonus program, both of
which were completed during the fourth quarter @& These were a result of the decision to cemsedriginations due to the current
business and economic conditions discussed abowethFquarter reductions should decrease salangdanefits on a full year basis in 2009.

Professional fees for the twelve months ended Dbeef3il, 2008 increased by $188,000 primarily duentincrease in audit related and
consulting expenses, which were offset by a redndti NSBF and NBC contingent liabilities as a festifavorable legal settlements.

After deducting the amortization of deferred fingngccosts associated with the lines of credit tgldNSBF and NBC of $631,000 for the
twelve months ended December 31, 2008 and $511¢0d@Pe twelve months ended December 31, 2007rastexpense decreased to
$1,476,000 from $1,942,000 for the same periodpeaetively. This decrease was attributable to aedse in the prime lending rate on which
the financing costs are based, to 5.09% from arageerate of 8.05% for the comparative periodsetfby an increase in the average amount
borrowed. Additionally, the amortization of defedrinancing costs was accelerated in 2008 by $10D1a3 a result of the decrease in
borrowing capacity under the GE line of credit. Bog twelve months ended December 31, 2008, thegeeamount borrowed under the GE
facility was $21,863,000 as compared to $18,985dihg the same period in 2007.

The provision for loan losses increased by $1,68Dt06 $2,530,000 for the twelve months ended Deeegrgdh, 2008 from $840,000 for
the corresponding prior period. The average resas\e percent of the NSBF portfolio increased fio@4% to 10.91%, reflecting
management’s outlook for the 2009 economy and meetge-offs increased from $1,001,000 to $1,347f60€he years ended December 31,
2007 and 2008, respectively. The average non-paitigr portfolio increased from $5,637,000 to $5,008, and as a percent of the overall
portfolio, increased from 16.1% to 16.8% for thargeended December 31, 2007 and 2008, respectiMalyincrease in nonperforming loans
is attributable to the slowing economy as wellfasortfolio being more seasoned and as a regliehinon-performing percentages are
expected as compared with earlier years. Considarat arriving at the provision for loan loss inded past and current loss experience,
current portfolio composition and the evaluationmedl estate collateral as well as current econa@andlitions.

Although management has implemented significant s@@ng measures as well as brought in new managtetm increase business at
NBC, such initiatives have not yet materializectsignificant level to support the goodwill recatds the time of acquisition. As such,
recorded a write-down of $774,000 of the goodwilRDO8.

The decrease in other general and administratiges ¢e primarily attributable to NSBF recordingegavery of $380,000 in the servicing
asset valuation allowance as a result of an inergmathe fair market value of certain servicinghtgfor the twelve months ended December 31,
2008. This increase is attributable to a redudtidlvan prepayment rates that off-set an increaslkd default rate and the discount rate used to
calculate the servicing asset fair market value:sirvicing portfolio is expected to last longed éimerefore pay more servicing fees over its
life. The servicing asset will continue to be exaed periodically, and may fluctuate in future pdsdoased on loan performance and interest
rates. Conversely, the servicing asset was writtamn by $119,000 during the prior twelve monthsuténg in a net change of $499,000
between periods. Office related expenses decrehgédy the twelve months ended December 31, 20@®mpared to the same period in
2007. Additional office related expenses were inetiiduring the first three months of 2007 assodiatith the Company’s move. Additionally,
significant cost savings measures were implemestt®&BC throughout the latter half of 2007 and 2088ch measures resulted in a reduction
in general and administrative costs period oveioplesf $234,000.
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The $5,672,000 increase in loss for the respetiredze month periods primarily resulted from thduetion in premium, interest and
other income, and an increase in provision for logsses at NSBF. The remainder reflected lossh8&t due to the drop in revenue as well as
the impairment of goodwill that was only partiatiifset by a reduction in expenses.

2007

Revenue increased by $1,781,000 in 2007 as compa@D6, primarily due to the consolidation of NB&hich was consolidated with
the Company beginning January 2007 and generat@8&B00 of other income for the period.

The decrease in premium income primarily reflecBBN's decision to sell fewer of its loans heldiforestment in 2007 than in 2006. In
the year ended December 31, 2007, NSBF sold $28630ans previously classified as held for invesitrfor aggregate proceeds of
$2,986,000 while in 2006 the Company sold $7,32% @doans previously classified as held for investt for aggregate proceeds of
$7,650,000. The 2007 sales resulted in total prermecognized of $342,000 consisting of the receixadde above the carrying amount sold of
$131,000 plus $211,000, representing the allogabetion of the remaining discount recorded at theetof loan origination. The 2006 sales
resulted in total premium recognized of $682,000ststing of the received value above the carrymguant sold of $326,000 plus $356,000
representing the allocated portion of the remaimiisgount recorded at the time of loan originatibhe net change of the foregoing resulted in
a decrease of $339,000 in premium income betwegodse

The decrease in premium income recognized on eeo§éoans previously classified as held for invesnt was partially offset by the
$227,000 increase in premium income from the shtpiaranteed portions of loans to $2,570,000 in7206m $2,343,000 in 2006. The
increase resulted from NSBF selling approximatdly8$0,000 more in guaranteed portions of loankényear ended December 31, 2007, for a
total of $34,277,000, as compared to $29,532,0@0ayueed portions of loans sold in the prior y&ae increase in sale volume was offset |
decrease in the percentage of premium recognizeldeosales; beginning in the third quarter of 2B&BF experienced a material reduction in
the pricing of the guaranteed portion of SBA lodns to market conditions. The Company recognizeavanage premium on sale of 109.9%
for 2006 and the first half of 2007 as comparedhwait average of 108.3% for the second half of 2007.

Interest income decreased by $250,000 due to lat sleprease in the weighted average Prime rat20for as compared with 2006 as v
as a $3,000,000 average decrease in performingomlances year over year. Such decrease in therpeniy portfolio is attributable to normal
amortization as well as $7,324,000 of unguarankega sales in June and August, 2006 and $2,85%D0Aguaranteed loan sales in June and
December 2007, offset by new loans booked in 2007.

The increase in servicing fee income related to $&&hs was attributable to the Company recogni$@it0,000 associated with the
servicing of an SBA portfolio for a savings bankNew York. This increase was partially offset agsult of a decrease in the NSBF servicing
portfolio year over year. The average NSBF ponfédir the year ended December 31, 2007 was $13800@ompared with $144,900,000 for
the year ended December 31, 2006. Beginning ithilhe quarter of 2007, NSBF experienced a redudticthe servicing retained on the
guaranteed portion of SBA loans sold from an avefdL.23% for the first half of 2007 to an avera§éd.00%, the minimum allowed by the
SBA, for the second half of 2007.

Other income increased by $2,123,000 to $2,868@0e year ended December 31, 2007 from $745@0he year ended
December 31, 2006 due primarily to the consolicattbNBC. For the twelve months ended DecembefB8Q7, NBC had revenue of
$2,166,000.

Expenses increased by $2,676,000 in 2007 as cotha@)06, primarily due to the consolidation of GlBvhich was consolidated with
the Company beginning January 2007. Increasedanesand benefits of $1,177,000, interest expen$252,000, and other expenses of
$758,000 were directly related to this acquisition.

Salaries and benefits increased by $861,000 in 28@bmpared with the prior year. The increasechviias due entirely to the NBC
acquisition, was patrtially offset by the allocatioishared personnel to other segments and reductiaverage headcount of one employee
year over yeal

After deducting the amortization of deferred fingugccosts associated with the lines of credit tgldNSBF and NBC of $511,000 for the
twelve months ended December 31, 2007 and NSBB@8,$00 for the twelve months ended December 316 2@terest expense decreased
by $90,000 to $2,003,000 for the year ended DeceBithe2007 from $2,093,000 for the same periodd@& This decrease was attributable to
the average outstanding balance under NSBF’s deddiity with GE decreasing. For the year ended@mrber 31, 2007, the average
outstanding balance was $19,100,000 as comparadbdt, 100,000 for the year ended December 31, 28dditionally, as a result of the
second amendment of the Company’s credit faciligreed into in December
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2006, the interest rate was decreased by 25 baisiss@nd as a result of reducing the overall finen $75,000,000 to $50,000,000, the fees
being charged to the unused portion of the lineabsed as well. These decreases were offset bigdiusion of $204,000 in interest expens
2007 related to the consolidation of NBC and ittsstanding line of credit balance with Wells Farga @ther lenders prior to Wells Fargo.

Professional fees decreased by $152,000 due guatien in audit, tax and legal accruals.

Provision for loan losses increased by $435,00 405,000 in 2006 to $840,000 in 2007 as a redualh increase in chargsfs as wel
as an increase in the average non-performing piorfrom $4,507,000 for the year ended DecembeB06 to $5,637,000 for the year ended
December 31, 2007. This increase in nonperfornoags is attributable to the portfolio being morassmed, and as a result higher non-
performing percentages were expected versus tlieregrars.

In addition to the costs associated with the NB@sodidation, the increase of $1,088,000 in othgeases was attributable to maintair
the Company'’s interests in other real estate oWf@BREQO") property. Specifically, in 2007 the Compgaoperated an increased number of
businesses and properties, through receivershigswere connected with the OREO property wheral®006, a majority of the business
associated with the properties held in OREO wewrsdly closed at foreclosure. To the extent thests aeere greater than the expected
proceeds from the sale of OREO as well as any dserim the fair market value of such property,Goenpany incurred total write downs of
OREO in the year ended December 31, 2007 of $28238@ompared with $12,000 in 2006.

Capcos
% Change
(In thousands): 2008 2007 2006 2008 2001
Revenue
Income from tax credit $ 7,98 $ 5314 $15,601 50% (66)%
Interest incom 404 967 1,31¢ 589% (2%
Other income 151 19€ 22E (23% (13%
Total revenue 8,54: 6,47 17,157 (32% (62)%
Expenses
Salaries and benefi — 29 107 (100% (73)%
Interest expens 8,64¢ 11,83¢ 13,55¢ 2N% (13)%
Management fee 5,90z 4,061 4,95¢ 45% (18)%
Professional fee 64z 665 72€ % (8)%
Insurance 15 2,95¢ 2,96¢ (99)% 0%
FAS 142 goodwill impairmer 207 — — — —
Other than temporary decline in value of investn 50 — — — —
Depreciation and amortizatic 44 40 26 10% 54%
Other general and administrative cc 31C 45€ 304 (39% 5%
Total expense 15,81¢ 20,04¢ 22,64 2)% (11)%
Loss from continuing operations before fair mankatie adjustment, minority intere
benefit for income taxes and discontinued operal (7,277 (13,569 (5490 (46)% 147%
Net change in fair market value of Credits in laficash and Notes payable in
credits in lieu of cas (8) — — — —
Minority interest SBE 43¢ 44z 260 ()%
Loss from continuing operations before benefitifmome taxes and discontinu
operations $(6,726) $(13,130 $(5,049) (49% 160%

2008

As described above and in Note 3 to the consolitfitancial statements, effective January 1, 2888 Company adopted SFAS 157
concurrent with its adoption of SFAS 159 for suhstdly all credits in lieu of cash, notes payaisieredits in lieu of cash and prepaid
insurance. These are the financial assets anditjadssociated with the Company’s Capco notesdhatreported within the Company’s Capco
segment. The table above reflects the effectsehttoption of fair value measurement on the incante
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expense items (income from tax credits, interepeage and insurance expense) related to the reMhaacial assets and liability for the year

ended 2008. In addition, the net change to thdweddinancial assets and liability for the yeadet December 31, 2008 is reported in the line
“Net change in fair market value of Credits in ligfucash and Notes payable in credits in lieu ahtaThe results for 2007 reflect the previous

use of cost basis accounting for these assetsatrilities.

Revenue is derived primarily from non-cash inconoanftax credits. The increase in revenue for 2088ws 2007 reflects the effect of
the higher interest rate used under fair value @aeiting than that previously used under cost bagisunting. The amount of future revenue-
fluctuate with future interest rates. However, oftgure periods, the amount of tax credits, andefwee the income the Company will
recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees incrd&8egdor $1,841,000, to
$5,902,000 for the year ended 2008 from $4,061{00the prior year. The net increase was primatilg to the payment of owed but non-
accrued management fees from one Capco totalingapmately $1,982,000, offset, in part, by a deelin management fees from two Capcos
totaling $141,000 during 2008. Management feesclvhre eliminated upon consolidation, are expettetécline in the future as the Capcos
mature and utilize their cash. For the year end®¥ 2the amortization of the prepaid insurance lpased at the funding date was a major
expense component. The revaluation of the noteslppayn credits in lieu of cash on January 1, 2808 lower interest rate reflecting the ris
the security (as more fully described in Note 8 consolidated financial statements) resulteghiincrease in the liability and a
commensurate substantial decrease in the intexpehee compared to that under the cost basis ofiating. Because the liability now imbeds
the value of the prepaid insurance, the prepaigréamce asset and its amortization have been redacasto.

For the year ended 2008, adoption of SFAS 159 texsih a $8,720,000 reduction of the net non-cash (calculated by subtracting
interest expense and amortization of prepaid imsi@afrom net change in fair market value of Creititlieu of cash and Notes payable in
credits in lieu of cash and income from tax crgdits$681,000 from that of $9,401,000 for the yeaded 2007, which was calculated on a cost
basis.

Because the Company does not anticipate creatyngean Capcos in the foreseeable future, the Capgment will continue to incur
losses going forward. The Capcos will continueamecash investment income on their cash balammkéaur cash management fees and
operating expenses. The amount of cash availableestment and to pay management fees will baamily dependent upon future returns
generated from investments in qualified businedsesme from tax credits will consist solely of efion of the discounted value of the
declining dollar amount of tax credits the Capcdsneceive in the future; the Capcos will continteeincur non-cash interest expense.

2007

Revenue is derived primarily from non-cash inconoenftax credits recorded when a Capco achieveaeatkfhvestment percentage
thresholds and from accretion of income from taedis between the time the thresholds are achiamddhe tax credits are utilized by the
certified investor. Income from tax credits for §ears ended December 31, 2007 and 2006 is asvillo

(In thousands): 2007 2006

From accretion of income from thresho $5,31¢ $ 5,13¢
From investment percentage threshc — 10,46¢
Total $5,31¢ $15,607

Expenses consist primarily of n@ash accretion of interest expense and the amiotizaf the prepaid insurance purchased at theifig
date. Expenses for the years ended 2007 and 26G&dollows:

(In thousands): 2007 2006

Accretion of interest expen: $11,75¢  $12,98:
Amortization of prepaid insurant 2,95¢ 2,96¢
Total $14,71F  $15,94
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In summary, the non-cash (loss) income which isasgnted by the income from tax credits, less @éstegxpense and amortization of
prepaid insurance, for the years ended 2007 an@ a&@0as follows:

(In thousands): 2007 2006
Non-cash (loss) incom $(9,407) $(340)

In addition, other interest expense relating teeagtayable to Al Credit Companies (“Al Credit”)pvider of insurance premium
financing to the Capcos, totaling $182,000 and $MBwas incurred in the years ended December(I, and 2006, respectively.
Management fees, which were payable to Newtek acidded as revenue in the corporate activities segnotaled $4,061,000 and
$4,955,000 for the years ended 2007 and 2006, ¢ct¢ply. If a Capco does not have current or prigecash sufficient to pay management
fees, then they are not accrued. Management feensgpwill continue to decline over the next fivange Although management fee expense is
included in the Capco segment and managementyeeaue is included in the Corporate activities segfirieis eliminated on consolidation.

All Other
% Change
(In thousands): 2008 2007 2006 200¢ 2007
Revenue
Interest incom $ 15¢ $ 657 $ 75¢ (76)% (13)%
Insurance commissior 1,034 89¢ 927 15% 3%
Other income 882 2,201 2,841  (60%  (22%
Total revenue 2,07t 3,768 452¢ (49% (1%
Expenses
Salaries and benefi 2,571 2,31t 2,28( 11% 2%
Professional fee 328 55k 903 (42)% (39)%
Depreciation and amortizatic 95 18C 271 47N% (39)%
Other general and administrative cc 1,081 97C 149  11%  (35%
Total expense 4,07¢ 4,02( 494 1%  _(19%
Loss from continuing operations before minorityeigtst, benefit for income taxes and
discontinued operatior (1,995 (257) (421) 67€% (39)%
Minority interest 1 (29 3  104%  (900%
Loss from continuing operations before benefitifmome taxes and discontinu
operations $(1,999 $(281) $ (418 61C% (3%

The All Other segment includes revenues and expetiserily from qualified businesses that receiugestments made through the
Companys Capcos which cannot be aggregated with othemtipgrsegments. As described above, certain enptieviously consolidated wi
the All Other segment were transferred to the Simadiness finance segment. The table above refleate changes for the years ended
December 31, 2008, 2007 and 2006.

2008

Revenue decreased $1,688,000, or 45% to $2,07%500%e year ended 2008, from $3,763,000 in therpréar. The decrease consists
primarily of a $1,326,000 reduction in other incomigich was due to greater gains on the sale/re@wef investments in qualified businesses
totaling $252,000 for year ended 2008 versus $10080in 2007. Interest income decreased by $4988G0result of a decrease in cash and
cash equivalents as well as declining interessrdtging the year ended 2008 as compared to the ywar.

Salaries and benefits increased by $256,000, ortb1$2,571,000 for the year ended 2008, as compgar$d,315,000 for 2007, primari
due to the increased expense associated with aaaittustomer service and sales staff for the amse agency and Texas investments in a
customer support and call center. The Company éxpataries and benefits to decline into 2009 as th
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Company continues to implement cost-cutting meastaréring expenses in-line with expected salewtjroProfessional fees declined by
$232,000, or 42% to $323,000 for year ended 2008grily due to the one-time reversal of approxirha$i50,000 in Newtek Insurance
Agency broker commissions related to a book ofess from prior to 2005. Other general administeatiosts increased by $111,000, or 11%
to $1,081,000 for the year ended 2008, as compar$870,000 for 2007, primarily due to a write doefra $140,000 debt investment deemed
impaired.

Loss before minority interest and benefit for inetaxes increased by $1,738,000 in 2008 as compatie@007 primarily due to the
decrease in total revenue of $1,688,000 and tlrease in total expenses of $50,000 from 2007 t&200

2007

Revenue decreased $763,000, or 17% to $3,763,0@0year ended 2007 from $4,526,000 in 2006.ddweease consisted primarily
a $633,000 reduction in other income which wastdwegain on a sale and recoveries of investmargsialified businesses of $1,112,000, and
earnings on an equity investment of $357,000 dw2id@7, as compared to a otiee gain on the sale of an investment of $1,706A%d equit
earnings on an investment of $128,000 during 2086. Company also had a reduction in insurance casiams of approximately $28,000 in
2007. Interest income decreased by $101,000 asult of a decrease in cash and cash equivalemtelaas declining interest rates during the
year ended 2007 as compared to 2(

Salaries and benefits increased by $35,000, ora2$2,315,000 for the year ended 2007 as compar$g, 880,000 for 2006, primarily
due to the increased expense associated with aaaittustomer service and sales staff for the amse agency and Texas investments in a
customer support and call center. ProfessionaldadsOther general and administrative costs detlye$348,000, or 39% and $523,000, or
35% for year ended 2007, respectively, comparel 2006 primarily due to a reduction of expensesrired in 2006 from Where Eagles Fly, a
Washington D.C. Capco investment in a theatricay phat ran in 2006 only.

Loss before benefit for income taxes decreasedlBy $00 in 2007 as compared with 2006 primarily tuthe reduction in total
expenses of $927,000 offset in part by a decreassal revenue of $763,000 from 2006 to 2007.

Corporate activities

% Change
(In thousands): 2008 2007 2006 200¢ 2001
Revenue
Management fee $ 5771 $393€ $436¢ 47% (10)%
Interest incom 44 10¢ 134 (60% (19%
Other income 10 7 4 43% 7%
Total revenu 5,831 4,052 4500 44% (10%
Expenses
Salaries and benefi 6,362 7,37¢ 3,882 (14% 9C%
Interest 49 11€ 14t (589% (200%
Professional fee 1,63¢ 1,88t 2,467 (13% (29%
Depreciation and amortizatic 371 26C 17¢ 43% 4%
Other general and administrative cc 2,73¢ 3,022 2,69¢ (10% 12%
Total expense 11,14¢ 12,66 9,37t (12% 35%
Loss from continuing operations before (provisitar)income taxes and discontinued
operations $(5,31f) $(8,609 $(4.866) (389% _77%
2008

Revenue is derived primarily from management fegsexd from the Capcos, which may equal up to 2.6&euified capital.
Management fee revenue increased 47%, or $1,841®®8,777,000 for the year ended 2008 from $3@Bbfor the year ended 2007. The
net increase was primarily due to the recovery afiagement fees from two Capcos totaling approximé&te 982,000 during the year ended
2008, offset by a decline in management fees frumGapcos totaling $141,000 during the same pehitmhagement fees, which are
eliminated upon consolidation, are expected toidedh the future as the Capcos mature and utilize
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their cash. If a Capco does not have current gepted cash sufficient to pay management fees,gheh fees are not accrued. Interest income
declined 60% from the prior year, or $65,000, td,$80 for the year ended 2008 from $109,000 refiga reduction in interest income on
cash investments due to a decrease in both thefratterest received on the investments and theuatnof cash on hand.

Expenses declined $1,512,000, or 12%, during the geded 2008 from the prior year. As a resulhef€@ompany’s cost cutting
initiatives, salaries and benefits decreased $100060r 14%, professional fees decreased $252,008% and other general and administre
costs decreased $288,000 or 10% as compared poitheyear. Due to continuing cost cutting inities primarily through personnel
reductions, the Company expects salaries and keaelil other general and administrative costs mtirmee to decline from its current level it
2009. The Company does not believe that the reshgtvill impact the management of the Company’srasses.

2007

Revenue is derived primarily from management fegsexl from the Capcos, which amount to 2.5% offetcapital. Management fee
revenue decreased 10%, or $433,000, to $3,936¢008€ year ended 2007 from $4,369,000 for the gaded 2006. The decrease in
management fee revenue of $433,000 for the yeadeRd07 as compared to 2006 is due primarily ®daction in management fees being
accrued for two New York Capcos totaling $525,000 the Wisconsin Capco of $208,000, and the relefshe Wisconsin Capco’s
management fees for the first two quarters of 200aling $208,000, offset in part by managemens fasing accrued in 2007 for the first time
from one of our subsidiaries totaling $460,000tfa year.

The $3,288,000 increase in expenses in 2007 asareahpo 2006 was primarily due to a $3,494,000eiase in salaries and benefits, a
$323,000 increase in other general and adminiggrabsts which includes $106,000 of expenses retatéhe consolidation of our New York
City offices, offset, in part, by a $582,000 dese@ professional expenses.

The increase in salaries and benefits was primarilgsult of the Company consolidating its marlgetind sales staff from its subsidiaries
to the holding company to implement corporate sgat an additional cost of approximately $1,050,G0@ the addition of employees to the
accounting, finance, IT and human resource depatsnincreases in accounting staff costs were tiffigeéhe decrease in professional fees for
audit services of approximately $433,000 as a te$uur auditing firm change during 2006 as wslleareduction of $229,000 for consultants
brought in to assist the accounting and financexdeyent in 2006 that were not rehired in 2007. &ssibnal fees were increased by $137,000
for Sarbanes-Oxley 404 work provided by an outgiaiey to the Company.

Liquidity and Capital Resources

Newtek historically obtained long-term financingftmd its investments and operations primarily tigio the issuance of notes to
insurance companies through the Capco programsughrDecember 31, 2008, Newtek has received iaglgeegate $235,718,000 in proce
from the issuance of long-term debt, Capco warramtd Newtek common shares through the Capco pregrdewtek’s Capcos last issued
notes in 2005 and the Company does not anticigatecipating in future Capco programs. In 2004, kekwraised $20,762,000 (net of related
offering costs) in a secondary public offering. Nekis principal funding requirements have beenurchase Coverage A insurance policies
($124,065,000) and Coverage B Capco insuranceie®l{$28,060,000) related to the notes issuedeanurance companies, the acquisitions
of NTS and Newtek Insurance Agency, formerly Vigtaoth of which totaled $9,836,000), investment€apco qualified businesses, and
working capital needs resulting from operating bodiness development activities of its consolidateerating entities.

Cash requirements and liquidity needs over the tvgative months are anticipated to be funded prilp#nrough operating results and
available cash and cash equivalents. The Companyhals the capacity to borrow from the $10 millzapital One line of credit through NTS
for working capital needs and acquisitions. The Binssiness finance segment depends on outsiderfgrsturces to finance loan origination
and receivable purchases. The SBA lending unitdutsdcash requirements and liquidity needs thraugtilable cash and cash equivalents but
primarily utilizes the $35 million GE line of cradb originate and warehouse the guaranteed andanagteed portion of SBA loans. The GE
Line of Credit is in place until August 31, 200%ahere can be no assurance that the Companyevébke to renew the Credit Line with GE
that it will be able to negotiate an alternate mgeament. Failure to obtain financing would haveaderial adverse effect on our business. See
“Risk Factors — Risks Relating to our SBA Lendingsiess” and “Liquidity Risk” for a fuller discussi of the GE Line of Credit. The
receivables financing unit utilizes the $10 millidfells Fargo line of credit to purchase receivablé®ere are no cross covenants or
collateralization under any of the above lendirglitées. The availability of the lending facilitieis subject to the compliance with certain
covenants and in addition,
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for the GE and Wells Fargo lines, the amount ofatefal and collateral requirements, as set fortihé agreements. The Company guarantees
the lines of credit for the subsidiaries: Capitaledor the amount borrowed, GE up to $15 milliomg &/ells Fargo up to $800,000. As of
December 31, 2008, the Company’s unused sourdeguafity consisted of $16,852,000 in unrestrictah and cash equivalents, and
$7,500,000, $1,727,000 and $48,000 available thraig Capital One, GE, and Wells Fargo lines oflitreespectively.

Restricted cash totaling $8,366,000, which is prilpdeld in the Capcos, can be used in managinbaerating the Capcos, making
qualified investments, to repay debt obligationd for the payment of income taxes.

In summary, Newtek generated and used cash asviollo

For the Years Ended

December 31,
2008 2007 2006
Net cash (used in) provided by operating activi $(9,540) $(2,007) $ 1,881
Net cash (used in) provided by investing activi (1,530 1,82 18,40¢
Net cash provided by (used in) financing activi 2,55( (1,129 (17,549
Net (decrease) increase in cash and cash equis (8,520) (1,319 2,74¢
Cash and cash equivalents, beginning of ' 25,37 26,68" 23,94(
Cash and cash equivalents, end of » $16,85: $25,37: $ 26,68t

Net cash flows used in operating activities incegia$7,533,000 to $9,540,000 for the year ended idkee31, 2008 compared to
$2,077,000 for the year ended December 31, 20@¥apty due to our Small business finance segnseoperations. Originations of Loans h
for sale used $5,773,000 of cash for the year ebdmgmber 31, 2008 as compared to providing $10026for the same period last year. Our
lender derives liquidity and profits from sellingayanteed portions of its SBA 7(a) loan originasioBur recent bids for the guaranteed portion
of our loans have materially decreased from préviquls as the market for such portions became i@nst during the credit crisis. This
decrease in pricing and the decision to temporaeiigin Loans held for sale has had a material ainpia the SBA lender and the Company’s
operating cash flows.

Net cash (used in) provided by operating activitidds back a non-cash expense “Provision for lossek” primarily related to the
operation of the Company’'Small business finance segment. Although Newbels chot pay out this expense in cash, the expereserdprese!
impairment to income generating assets and a pateatluction in future cash flows. For the yeatdem December 31, 2008, Provision for I
losses increased $1,690,000 to $2,530,000 from,88@Gor 2007 reflecting the effect a weakeningreecoy had on the performance of our
borrowers. Newtek believes its loan loss resembg;h are evaluated monthly on a loan-by-loan hadng with its collateral monitoring
practices, are adequate. Newtek recognizes thaleitiaing prices occurring nationally in the resitial real estate and commercial property
markets will diminish the collateral backing itales. Generally, loans within the portfolio are tglly repaid by the business’ cash flow and
secured by business collateral and personal asistits business owner and/or guarantors as welbasnercial real estate and may also inc
residential real estate as supplemental collatEcal SBA loans, Newtek follows the SBA standardrafieg procedure with respect to obtair
collateral on our loans. This typically includeklalsiness assets and frequently includes persmsats of the owners and/or guarantors.

Net cash flows (used in) provided by investing\atieis primarily includes the purchase of fixedetssand customer accounts, activity
regarding the unguaranteed portions of SBA loananges in restricted cash and activities invohimgestments in qualified businesses. Net
cash flows (used in) provided by investing actestdecreased by $3,353,000 to a use of $(1,530(00t)e year ended December 31, 2008
compared to cash provided of $1,823,000 for the grded December 31, 2007. The decline was dueaghinto a greater number of qualified
investments made during 2008, $(3,504,000) , ve2803, $(1,612,000), offset by a lesser return fopralified investments in 2008,
$2,932,000, as compared to the return of $5,209/9Q007; an overall increase in use of cash ofl%@,000). Cash use was reduced by the
reduction in purchases of fixed assets and custamechant accounts of $2,897,000 to $(3,497,000hmyear ended December 31, 2008,
from $(6,394,000) for the year ended December 827 2s the Company elected to purchase fewer nmarpbeafolios. Proceeds from sales of
an asset held for sale and U.S. Treasury Notesdadwash of $0 in 2008 versus $6,614,000 in 20f¥eioby $4,444,000 provided by the
change in restricted cash in 2008 versus a us€lgf$2,000) in 2007.
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The $3,179,000 reduction in the amount of SBA loamginated for investment from $(10,324,000) if©2Qo $(7,145,000) in 2008 was
offset by the decline in payments received on S&sb to $4,796,000 in 2008 from $6,006,000 in 20®addition, proceeds from the sale of
SBA loans held for investment declined $2,494,@0$644,000 from $3,318,000 as the pricing for theyuaranteed portions became less
attractive as the markets for financial assetsribetded during 2008. Although from time-to-time wry sell the unguaranteed portion of our
loans, we do not traditionally depend on such saldésnd our operations. However, should we beireguo sell unguaranteed portions to
reduce or extinguish the GE Line of Credit, condidyoor pricing could adversely affect our len@®rerall, SBA loans held for investment
used $(525,000) more cash in 2008 than 2007, afud,705,000) versus ($1,180,000).

Net cash flows provided by (used in) financing\atiés primarily includes repayments on notes pé/éBl Credit, the proceeds of whi
were used to finance Capco activities; TICC, whighe funds borrowed by CrystalTech Web Hosting,, land paid off in full in 2007), and
the net borrowings (repayments) on bank notes pgayatCapital One, Wells Fargo, and GE. Net casWslprovided by (used in) financing
activities increased by $3,679,000 to $2,550,00@QHe year ended December 31, 2008 from $(1,129,@0@he year ended December 31,
2007. The primary reason for the increase was ¢heash provided by a $5,771,000 net change iarthe@unt of net borrowings (repayments)
of notes payable between 2007 and 2008 offsetdydm-recurrence of the $2,050,000 reduction itrioésd cash in NBC for the year ended
December 31, 2007.

The $(8,520,000) decrease in cash and cash equisahe2008 primarily reflects a use of cash todfasset purchases such as SBA loans,
web hosting equipment, and customer merchant atgoamd, secondarily, operating expenses and tgmeuats. The Company’s decision to
temporarily cease loan originations and implemémmadf cost cutting initiatives, particularly thosethe Corporate segment, should reduce the
Company’s need to use cash on hand to fund opesaiticthe future. However, as described below, ristehanges to our SBA lender could
adversely affect our cash position.

Liquidity Risk

The Company believes that its cash and cash eguitsahnd anticipated cash flow from operations pritivide sufficient liquidity to me:
its short- and long-term operating and capital semdatept as described below. Given the currerg stahe debt and equity markets and the
Company'’s low stock price, the Compasigbility to access private and public debt andtgeuarkets has been diminished. The cost of igs
equity, common or preferred, if possible, wouldeb@ensive to the Company’s current common sharehsl@ither by dilution, reduced future

cash flows, or both. There can be no assuranceéhtbd@ompany could enter the short- or long-terist dearkets to meet its funding needs if
required.

A failure of a Capco insurer, which is primarilglile for the repayment of the remaining Capco dabh payments of $70,450,000, all
due in 2009, would require the Capcos to assunsectish repayment obligation of the notes. Managehsndetermined that the likelihood of
the Capcos becoming primarily liable for a matepiattion of this debt due to the failure of theurexs, which are subsidiaries of The Ameri
International Group, Inc. (“AlG”) and are currentiyted as “A+, negative watch” for financial strémgy Standard & Poor’s, is remote. The
parent company, AlG, has not agreed to guaranteselitigations of the subsidiary insurers, but & peovided written assurance that, in the
event a Capco insurer experiences a downgrads anetlit rating, it will transfer the policy obliians to a stronger affiliate, if possible. If the
AIG subsidiaries failed to pay the $16,666,000 ofeedhe Company’s Wisconsin Capco due in Octottmm the Company might have to sell
or finance its Electronic payment processing corggammake up the shortfall.

Management of Newtek expects to have three basikimgcapital requirements in the near-term. These
» working capital needed for the SBA lend
» working capital for operating our current businas
» working capital required for parent company opersi
The Company primarily relies on outside fundingrses to finance the operations of its Small busifesnce segment. The loss of th
lines of credit would materially impact these besises; in such circumstances they might have uakde assets to pay off the lines of credit

and substantially reduce their operations. Givermecu conditions in the market for financial assatsassurance can be given that the amounts
resulting from liquidation of their assets would<gficient to pay off the line amounts. In
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particular, there can be no assurance that the @oynill be able to replace or renew the Creditelivith GE, in place until August, 2009 and
more fully described below. Failure to obtain finarg would have a material adverse effect on osirtess. See “Risk FactordRisks Relating
to our SBA Lending Business.” The Company recestlgcessfully negotiated the extension of NBC’s itifadility.

In September 2005, NSBF closed a three year, $8%00 senior revolving loan transaction with GehEtactric Capital Corp. (“GE”).
This facility is primarily utilized to originate @nwarehouse the guaranteed and unguaranteed moofidmans under the SBA 7(a) loan prog
and for other working capital purposes. In Decen#®98, NSBF entered into a Fourth Amendment, Cdresath Waiver to the Credit
Agreement which made certain changes to the tefriieavarehouse lending facility provided to NSBIRese changes included decreasing
line to $35,000,000 with a reduction of $1,000,@9@ry month thereafter commencing on February @920rough the termination date, a
reduction of the advance rate on the guarantedibpsrof SBA 7(a) loans, increasing the interest immediately to the three month LIBOR
plus 400 basis points or the Prime Rate plus 283 lpints, whichever is higher, with an increalarpadditional 25 basis points on Januar
2009 and each quarter thereafter. Additionallyefadlt in one of the financial covenants of theditrdgreement as of September 30, 2008
waived in connection with the execution of the Rbukmendment. As of December 31, 2008, NSBF had382&1000 outstanding on the line
credit. The line is collateralized by the unguagaet portions and the guaranteed portions of thifoelsale portion of the SBA loans
receivable made by NSBF in addition to all assét$§SBF. The interest rate at December 31, 2008525%. Interest on the line is payable
monthly in arrears. Through December 31, 2008, NB&dF capitalized $2,036,000 of deferred financiost€ attributable to the GE facility,
which is included in other assets in the accompangbnsolidated balance sheet. The agreement eelsuch financial covenants as minimum
capital base thresholds, senior-charge ratiostdiions on capital expenditures and charge-offaditition to loan loss reserve requirements.

In February 2007, NBC closed a two year $10,000|D@0of credit with Wells Fargo. In October 2008C entered into a Second
Amendment to its Credit and Security Agreement Witells Fargo that extends the $10,000,000 fadilitthree years to February 2012. This
facility will be used to purchase receivables amdather working capital purposes. As of Decemter2008, NBC had $1,984,000 outstanding
under the line of credit. The interest rate isaeét.50% or Prime plus 2.50%, whichever is highath interest on the line being paid monthly
arrears and on a minimum outstanding line balaf§2 ®00,000. Under the Second Amendment, once BBEeds $2,000,000 outstanding
under the line of credit, Wells Fargo allows footalternatives for interest rates, the Prime irgerate plus 2.50%, with a minimum of 7.50%,
or Base LIBOR plus 3.50%. Total interest expensdte year ended December 31, 2008 was approxiyndid6,000. The line is collateraliz
by the receivables purchased, as well as all @bsets of the Company. The interest rate at DeaeBih@008 was 7.50%. Through
December 31, 2008, NBC has capitalized $198,0@fdrred financing costs attributable to the WEHsgo line. The agreement includes such
financial covenants as minimum tangible net wamimimum quarterly net income and minimum quartexy cash flow.

The Company'’s Electronic payment processing and Wésiting segments do not rely on outside finantingperate and produce excess
cash flow for their operating needs. Electronicrpagt processing does rely on the capital and litjuaf its bank sponsor to operate; at this
time there is no indication of financial issueshwtthe Company’s bank sponsor but if the bank spomsdonger could or would sponsor the
Electronic processing segment and a suitable replant could not be found, Electronic payment prsiogswould have to cease operations.
Both operations may see their cash flow negatiirafyacted by the contracting economy. Entities waitthie All other segment have sufficient
cash resources to meet their forecasted needssbut@uld be adversely affected by the recessiasiog a reduction in demand for their
services.

In October 2007, NTS entered into a Loan and SgcAdreement with Capital One Bank, a division afp@al One, N.A., which
provides for a revolving credit facility of up td,000,000 (the “Loan”) available to both NTS ahd Company, for a term of two years. The
line may be used for working capital and acquisiti@eds within the Company’s business lines; tha ltas a four year repayment term. The
interest rate is LIBOR plus 2.5% or Prime, which @ompany has to choose at the time of borrowihg. dgreement also includes a quarterly
facility fee equal to 25 basis points on the unysedion of the Revolving Credit calculated ashaf £nd of each calendar quarter. In 2007,
had capitalized $65,000 of deferred financing casitibutable to the Capital One Bank line. As @fd@mber 31, 2008, NTS had $2,500,000
outstanding under the line of credit. Total inteegpense for the year ended December 31, 200&p@meximately $83,000. The interest rate
at December 31, 2008 was 3.25%. The agreementeslsuch financial covenants as a minimum fixedgghaoverage ratio and a maximum
funded debt to EBITDA. In connection with the Loam, October 19, 2007, we entered into a GuaranBagfnent and Performance with
Capital One Bank and entered into a Pledge Agreemiém Capital One Bank pledging all NTS stock afiateral.

Newtek funds its holding company through cash amdhaash flow from operating businesses, and theipeof annual management fees
from the Capcos equal to 2.5% of initial fundingwéver, the management fees do not represent rese¢au
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Newtek on a consolidated basis as this is a tran$feinds from Newte’s Capcos to the holding company, and all intercanyptransactions
and balances are eliminated in consolidation. Thesefrom Capcos are expected to decrease oveegidew years as the Capcos mature in
their business cycle. The Company does not interadltl new Capcos and will rely on expanding theatfns of its underlying businesses
cutting costs at the holding company to maintajaitiity. If the operating companies do not contitmigrow as expected to produce signific
cash flow surpluses, if the capital markets shdna@ldhaccessible to Newtek, and if other borrowiagsunavailable, the Company will
experience a decrease in its liquidity and woulddoeed to diminish materially its operations sa@sonform its expenditures to the cash then
available.

Newtek expects to finance other ventures pringjpalth existing funds or new additional borrowingsder current or future bank
facilities.

The following chart represents Newtek's obligati@msl commitments, as of December 31, 2008, otlzer @apco debt repayment
discussed above, for future cash payments underldabe and employment agreements:

(In thousands):

Operating Employment

Year Debt (a) Leases Agreements Total

2009 $27,00((b) $ 3,90( $ 1,44¢ $32,34¢
2010 2,50(C 3,87¢ 17C 6,54¢
2011 2,50(C 3,84: — 6,34:
2012 12,50((c) 3,357 — 15,85’
2013 2,50(C 2,60¢ — 5,10
Thereaftel — 2,87¢ — 2,87¢
Total $47,00( $20,45¢ $ 1,61¢ $69,07¢

(@) Interest rates range from 4.00% to 7.t
(b) Includes:

. $27 million GE revolver assuming the entire amdamutstanding; amount outstanding as of Decembge?@08 was
approximately $21,513,000 and the Company doesxpect to draw down material amounts in the fut

. $10 million Capital One line assuming the entireoant is outstanding (any amounts on this line wdiddepayable over a
four year period commencing 201!

(c) Represents $10 million Wells Fargo line assumirggethtire amount is outstandir

This chart excludes distributions for taxes du€&pco minority owners (which can not be anticipated

Income from Capco Tax Credits

In general, the Capcos issue debt and equity im&nts to insurance company investors. For a degoripf the debt and equity
instruments and warrants issued by Newtek’s CasaesNotes to the Consolidated Financial Statem&hesCapcos then make targeted
investments, as defined under the respective gtaseliction statutes, with the funds raised. E@elpco has a contractual arrangement with the
particular state/jurisdiction that entitles the €aypo receive (earn) tax credits from the statisfliction upon satisfying quantified, defined
investment percentage thresholds and time requiresmia order for the Capcos to maintain theirestatjurisdiction-issued certifications, the
Capcos must make targeted investments in accordeitit¢éhese requirements, which requirements ansistent with Newtek’s overall
business strategy. Each Capco statute provide#ispetes and regulations under which the Capcostoperate. For example, the State of
Louisiana program precludes the Capco from makargrolling and majority-owned investments. Accogly) investments made by the
Louisiana Capco are considered portfolio compaaiebare majority-owned operated and controllechieyr thoards of directors and
management. These portfolio companies operate @mtlmtly of Newtek although Newtek participatedtmmboard of directors of these
companies (but in all cases we do not control aritgjof the board of director positions unlessrénis a default under the terms of the
investment) and makes available to them technolsgiyvices and products to sell.

Each Capco also has separate, contractual arrangemi¢h the insurance company investors obligatirggcapco to pay interest on the
aforementioned debt instruments. The Capco magfgdtiis interest obligation by delivering the nedits or paying cash. The insurance
company investors have the legal right to recena use the tax credits and would, in turn, useethas credits
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to reduce their respective state tax liabilitieanamount usually equal to 100% (110% in somescaskouisiana) of their investments in the
Capcos. The tax credits generally can be utiliaegt @ four to teryear period and in some instances are transfeaaiolean be carried forwa
Newtel's revenue from tax credits may be used solelyHerpurpose of satisfying the Capcos’ obligatianthe insurance company investors.

A description is set forth above of the manner hiolu Newtek and its Capcos account for the taxitiedome. See “Critical Accounting
Policies—Revenue Recognition.”

The table below is a summary of each Capco, statelate of certification, total certified capita0% minimum investment requirement
and the total percentage of certified capital iteeéss of December 31, 2008 and 2007. The ressli@sn on the following chart, in the
column “Percentage Invested,” demonstrates thall icases all of our operational Capcos had mekoeeded the 50% minimum investment
requirement. The 18Capco, Exponential of New York, LLC, which is mamdgand not owned, also has exceeded the 50% minimum
investment requirement. In all cases, the minimawestment benchmarks were met 12 months or maevance of the statutory minimum
investrrét_ant benchmark dates. By meeting the 50%mmimi investment requirement, the Capco eliminatesik of decertification and loss of
tax credits.
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SUMMARY OF CAPCO ORGANIZATION, CERTIFICATION AND
PERCENTAGE INVESTED
(In thousands)

Percentagt Percentagt
State/Jurisdiction 50% Invested a Invested a
Certified Minimum

Capco Name & Year of Organization of Certification Capital Investment 12/31/08 12/31/07
1998
Wilshire Advisers, LLC (WA) New York $ 2,67« $ 1,337 100% 10(%
1999
Wilshire Partners, LLC (WF Florida 37,38¢ 18,69: 100(% 10C(%
Wilshire Louisiana Advisers, LLC (WLA Lousiana 16,40( 8,20( 52% 52%
Wilshire Investors, LLC (WI Wisconsin 16,667 8,334 50% 50%
2000
Wilshire New York Advisers II, LLC (WNYII) New York 6,80¢ 3,40¢ 50% 50%
Wilshire Advisers, LLC (WA) New York 1,13¢ 56¢ 100(% 10C%
Wilshire Louisiana Partners II, LLC (WLPI Louisiana 3,05(C 1,52¢ 5% 50%
Wilshire New York Partners lll, LLC (WNYPIII New York 35,16( 17,58( 51% 51%
2002
Wilshire Colorado Partners, LLC (WCO Colorada 22,05¢ 11,02¢ 50% 50%
Wilshire Louisiana Partners Ill, LLC (WLPII Louisiana 8,00( 4,00( 54% 54%
2003
Wilshire Louisiana Partners IV, LLC (WLP I\ Louisiana 6,80( 3,40( 6S% 55%
2004
Wilshire Alabama Partners, LLC (WAL/ Alabama 11,11 5,55¢ 63% 62%
Wilshire DC Partners, LLC (WDC) District of

Columbia 13,10¢ 6,55: 64% 64%
Wilshire New York Partners IV, LLC (WNYIV New York 5,21¢ 2,60¢ 50% 50%
2005
Wilshire Texas Partners, LLC (WTX Texas 23,41 11,70° 61% 51%

Wilshire New York Partners V, LLC (WNYV New York 8,69: 4,34¢ 50% 50%

The amount earned and recorded as income is detedrbly multiplying the total amount of tax creditibcated to the Capco by the
percentage of tax credits immune from recapture €drned income percentage) at that point. Toxtenethat the investment requirements are
met ahead of schedule, and the percentage of mapixgable tax credits is accelerated, the presduae of the tax credit earned is recognized
currently and the asset, credits in lieu of caslaccreted up to the amount of tax credits delblerto the certified investors. The obligation to
deliver tax credits to the certified investorsasarded as notes payable in credits in lieu of .c@shthe date the tax credits are utilizable by the
certified investors, the Capco decreases crediteurof cash with a corresponding decrease tosnpégable in credits in lieu of cash.
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During the year ended December 31, 2006, the Cegatisdied certain investment benchmarks and tlaeic recapture percentage
requirements and accordingly, earned a portiohetax credits. In addition, in 2008, 2007 and 2B@évtek recognized income from the
accretion of the discount attributable to tax aiedirned in prior years. See Notes to the CoratelidFinancial Statements.

Our operating businesses are dependent on thé leédhie small- and medium-sized segments of ti& Economy. The reduction in the
availability of credit and a weakening economy naglavith the rise in gasoline and commaodity pricesjld have a negative impact on
consumer and commercial spending which could adiemmpact Newtek’s small business customers. €hidd also negatively impact the
value of commercial and residential real estatéclvbould adversely impact the loan portfolio of &@BA Lending segment.

Critical Accounting Policies and Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assasiiat affect the reported amounts of assetslified and disclosures of contingent
assets and liabilities at the date of the finansfalements and reported amounts of revenues gathgss during the reporting period. The most
significant estimates include:

» allowance for loan losse

» sales and servicing of SBA loar

» valuation of intangible assets and goodwill inchglthe values assigned to acquired intangible si¢
» stock-based compensation; a

* income tax valuation allowanc

Management continually evaluates its accountingcigd and the estimates it uses to prepare theoidated financial statements. In
general, the estimates are based on historicakiexge, on information from third party professitsnand on various other sources and
assumptions that are believed to be reasonable timeléacts and circumstances at the time suchmasts are made. The Company’s critical
accounting policies are reviewed periodically vilie audit committee of the board of directors. Mgmaent considers an accounting estimate
to be critical if:

» it requires assumptions to be made that were waioeat the time the estimate was made;

» changes in the estimate, or the use of differaithaing methods, could have a material impact@nGompan’s consolidate:
results of operations or financial conditic

Actual results could differ from those estimateagn8icant accounting policies are described iné\btto the consolidated financial
statements, which are included in Item 15 in tlden10-K filing. In many cases, the accounting timeant of a particular transaction is
specifically indicated by Accounting Principles @eally Accepted in the United States of America.

Certain of our accounting policies are deemeditaif’ as they require management’s highest degf@@dgment, estimates and
assumptions. The following critical accounting p@s are not intended to be a comprehensive ligll @f our accounting policies or estimates.

Fair Value Measurement.

As discussed in Item 8. “Financial Statements amgbmentary Data, Note 3, Fair Value Measuremengsadopted SFAS 157
effective January 1, 2008. SFAS 157 defines fdueas the price that would be received to selisaet or paid to transfer a liability in an
orderly transaction between market participantt@imeasurement date (an exit price) and estableli@r value hierarchy that prioritizes the
inputs to valuation techniques used to measurevédire into three levels for disclosure purposé®e Tompany carries its credits in lieu of
cash, prepaid insurance and notes payable in stiedieu of cash at fair value in accordance @BAS 159. The Company also carries
impaired loans, servicing asset and other reateestaned at fair value. The fair value hierarchyegithe highest priority (Level 1) to quoted
prices in active markets for identical assetsatilities and gives the lowest priority to unobsdne inputs (Level 3). An asset or liability’s
classification within the fair value hierarchy iaded on the lowest level of significant input ®ovitluation. The levels of the fair value hierau
are as follows:

Level 1 Quoted prices in active markets for identical assetiabilities. Level 1 assets and liabilitieslude debt and equity securities and
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 aredeetively traded in ov-the-counter markets
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Level 2 Observable inputs other than Level 1 prices, ssajuated prices for similar assets or liabilitiggpted prices in markets that are
active; or other inputs that are observable ortEanorroborated by observable market data for anbatly the full term of the assets
or liabilities. Level 2 assets and liabilities inde debt securities with quoted prices that adettdess frequently than exchange-
traded instruments and derivative contracts whadeevis determined using a pricing model with ispthiat are observable in the
market or can be derived principally from or cowdted by observable market data. This categorgrgdiy includes certain U.S.
Government and agency mortgage-backed debt sesyigbrporate debt securities, derivative contrastsresidential mortgage
loans hel-for-sale.

Level 2 Unobservable inputs that are supported by littlammarket activity and that are significant to thie value of the assets or liabiliti
Level 3 assets and liabilities include financiatmments whose value is determined using pricindets, discounted cash flow
methodologies, or similar techniques, as well agrirments for which the determination of fair vatequires significant managem:
judgment or estimation. This category generalljudes certain private equity investments, retaimsidual interests i
securitizations, residential mortgage servicingptsgand highly structured or lo-term derivative contract

Revenue Recognition.

Electronic payment processing revenugétectronic payment processing and fee income ivegifrom the electronic processing of credit
and debit card transactions that are authorizectaptiired through third-party networks. Typicaltyerchants are charged for these processing
services on a percentage of the dollar amountaf #ansaction plus a flat fee per transactionta®merchant customers are charged
miscellaneous fees, including fees for handlinggbdacks or returns, monthly minimum fees, statdrfees and fees for other miscellaneous
services. In accordance with Emerging Issues TaskeH“EITF”) 99-19, “Reporting Revenue Gross d@riacipal versus Net as an Agent”,
revenues derived from the electronic processingadterCard® and Visa® sourced credit and debit card transactions areteggross of
amounts paid to sponsor banks.

Web Hosting revenue The Company’s revenues in this segment are priyndeitived from monthly recurring services feestfor use of
its web hosting and software support services. @uost set-up fees are billed upon service initiaiod are recognized as revenue over the
estimated customer relationship period of 2.5 ydaeferred revenues represent customer prepayrf@nipcoming web hosting and related
services, and are generally received one monthréetyears in advance. Such revenues are recogrszagtvices are rendered, provided that
evidence of an arrangement exists, the price taulstomer is fixed or determinable, no signific&osmpany obligations remain and collection
of the related receivable is reasonably assured.

Income from tax creditsFollowing an application process, a state will fyodi company that it has been certified as a Caple.state or
jurisdiction then allocates an aggregate dollar amof tax credits to the Capco. However, such armh@uneither recognized as income
otherwise recorded in the financial statementsesihbas yet to be earned by the Capco. The Capentitled to earn tax credits upon satisfy
defined investment percentage thresholds withicifipd time requirements. Newtek has Capcos insetates and the District of Columbia.
Each statute requires that the Capco invest ahtblg percentage of “certified capital” (the fundsyided by the insurance company investors)
in businesses defined as qualified within the tiraenes specified. As the Capco meets these reqgeir=mit avoids grounds under the statute
for its disqualification for continued participation the Capco program. Such a disqualificatiorfdecertification” as a Capco results in a
permanent recapture of all or a portion of thecalted tax credits. The proportion of the possibt@apture is reduced over time as the Capco
remains in general compliance with the programsraled meets the progressively increasing investimamthmarks. As the Capco progresses
in its investments in Qualified Businesses andpedingly, places an increasing proportion of thedeedits beyond recapture, it earns an
amount equal to the non-recapturable tax credidlsracords such amount as income, with a correspgrafiset called “credits in lieu of cash”
in the balance sheet.
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The amount earned and recorded as income is detedrbly multiplying the total amount of tax creditlbcated to the Capco by the
percentage of tax credits immune from recapture €drned income percentage) at that point. Toxtenethat the investment requirements are
met ahead of schedule, and the percentage of mapixgable tax credits is accelerated, the presduaé of the tax credit earned is recognized
currently and the asset, credits in lieu of caslacicreted up to the amount of tax credits delblerto the certified investors. The obligation to
deliver tax credits to the certified investorsasarded as notes payable in credits in lieu of .c@shthe date the tax credits are utilizable by the
certified investors, the Capco decreases crediteurof cash with a corresponding decrease tosnpégable in credits in lieu of cash.

SBA lending:Interest income on SBA loans is recognized as éaihen a SBA loan is 90 days past due with respeatincipal or
interest and, in the opinion of management, inteseprincipal on individual loans is not colledgbor at such earlier time as management
determines that the collectibility of such prindipainterest is unlikely, the accrual of interestliscontinued and all accrued but uncollected
interest income is reversed. Cash payments substbgveceived on nonaccrual loans are recognizédamsne only where the future collecti
of the recorded value of the SBA loan is considéngdnanagement to be probable. Certain relatedtdigests to originate loans are deferred
and amortized over the contractual life of the SB&n using a method that approximates the effedtiterest method.

Insurance commissionsRevenues are comprised of commissions earned amyres paid for insurance policies and are recoghéte
the time the commission is earned. At that dategtirnings process has been completed and the Ggrogia estimate 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 derived from tipgranits that cannot be aggregated with otheinass segments. In
addition, other income represents one time recese gains on investments. Revenue is recorded Wieee is strong evidence of an
agreement, the related fees are fixed, the seavideor product has been delivered, and the caledf the related receivable is assured.

Capco Debt IssuanceThe Capco notes require, as a condition preceddhetfunding of the notes, that insurance be mgeti to cover
the risks associated with the operation of its ©ap@ his insurance has been purchased from Amehitarmational Specialty Lines Insurance
Company and National Union Fire Insurance CompdrBittsburgh, both subsidiaries of American Inteioral Group, Inc. (AlG), an
international insurer. In order to comply with tleisndition precedent to the funding, the notesiofpss structured as follows: (1) the certified
investors wire their funds directly into an escraecount; (2) the escrow agent, pursuant to theinements under the note and escrow
agreement, automatically and simultaneously fuhdgurchase of the insurance contract from thegaas received. Newtek’'s Capco is not
entitled to the use and benefit of the net proceedsived until the escrow agent has completegtinehase of the insurance. The AIG
insurance subsidiaries noted above are “A+, negatiitlook” credit rated by Standard & Poor’s.

Under the terms of this insurance, which is forkkeefit of the certified investors, the Capco mesincurs the primary obligation to
repay the certified investors a substantial portbthe debt (including all cash payments) as waglto make compensatory payments in the
event of a loss of the availability of the related credits. The Capco remains secondarily liabteséich payments and must periodically assess
the likelihood that it will become primarily liablnd, if necessary, record a liability at that tilfiee parent company, AlG, has not guaranteed
the obligations of its subsidiary insurers, althioitghas committed to move the payment obligatiomnsn affiliated company in the event the
Capco insurer is materially downgraded in its dreating.

Investment Accounting and Valuation.The various interests that the Capcos and Newtgkigcas a result of their investments are
accounted for under three methods: consolidatiguity method and cost method. The applicable adoogimethod is generally determined
based on our voting interest in a company and FANa#d quarterly valuations are performed so &&ép our records current in reflecting the
operations of all of its investments.

Companies in which we directly or indirectly ownsma than 50% of the outstanding voting securitiesse Newtek has effective control
over, or are deemed as a variable interest etidttyrteeds to be consolidated under the provisibR#No46 “Consolidation of Variable Interest
Entities”, are generally accounted for under thesodidation method of accounting. Under this meftasdinvestmens results of operations ¢
reflected within the consolidated statement of apens. All significant inter-company accounts drahsactions are eliminated. The results of
operations and cash flows of a consolidated eatiyincluded through the latest interim period hicki Newtek owned a greater than 50%
direct or indirect voting interest, exercised cohtiver the entity for the entire interim periodwas otherwise designated as the primary
beneficiary under FIN 46. Upon dilution of votingeérest at or below 50%, or upon occurrence afjgéring event requiring reconsideratiot
to the primary beneficiary of a variable interestity, under FIN 46, the accounting method is aididgo the equity or cost method of
accounting, as appropriate, for subsequent periods.
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Companies that are not consolidated, but over wivielexercise significant influence, are accounteduhder the equity method of
accounting. Whether or not Newtek exercises sigaifi influence with respect to a company dependmogvaluation of several factors
including, among others, representation on thedo#directors and ownership level, which is geligi@20% to 50% interest in the voting
securities, including voting rights associated viNgwtek’s holdings in common, preferred and otlenertible instruments. Under the equity
method of accounting, a company’s accounts aregfietcted within our consolidated statements ofrafiens; however, Newtek’s share of the
investee’s earnings or losses are reflected inratitceme in the Company’s consolidated statementgperations.

Companies not accounted for under the consolidatidhe equity method of accounting are accoundedifider the cost method of
accounting, for which quarterly valuations are perfed. Under this method, our share of the earmindssses of such companies is not
included in the consolidated statements of opanafibut the investment is carried at historicat.dosaddition, cost method impairment
charges are recognized as necessary, in the coatgalistatements of operations if circumstancegesighat this is an “other than temporary
decline” in the value of the investment, particlyatue to losses. Subsequent increases in valaayifof the underlying companies are not
reflected in our financial statements until readize cash. We record as income amounts previoustyew off only when and if we receive ce
in excess of its remaining investment balance.

On a quarterly basis, the investment committeeaoheCapco meets to evaluate each of our investiridetstek considers several factors
in determining whether an impairment exists onitivestment, such as the companies’ net book vahs# flow, revenue growth and net
income. In addition, the investment committee loakkarger variables, such as the economy andaheeplar company’s industry, to
determine if an other than temporary decline ingaxists in each Capco’s and Newtek’s investment.

Impairment of Goodwill. Management of the Company considers the followinget some examples of important indicators that may
trigger an impairment review outside its annualdyeidl impairment review under the provisions of SEA42: (i) significant under-
performance or loss of key contracts acquired in@quisition relative to expected historical orjpobed future operating results; (ii) signific:
changes in the manner or use of the acquired amsgtshe Company’s overall strategy with resgedhe manner or use of the acquired assets
or changes in the Company’s overall business sfya{@i) significant negative industry or econontiends; (iv) increased competitive
pressures; (V) a significant decline in our stodkepfor a sustained period of time; and (vi) regoty changes. In assessing the recoverabil
our goodwill and intangibles, we must make assuongtregarding estimated future cash flows and ddwtors to determine the fair value of
the respective assets. The fair value of an assid wary, depending upon the estimating methodleyepl, as well as assumptions made. This
may result in a possible impairment of the intafeyissets and/or goodwill, or alternatively an &redion in amortization expense. During the
years ended December 31, 2008 and 2007, managdetenmnined that impairment of goodwill was triggkees a result of the annt
impairment test and appropriately recorded a chargfee accompanying consolidated statements afadipas of $980,000 and $162,000,
respectively. For the year ended December 31, #®&mount was not material.

Allowance for SBA Loan LossesThe allowance for loan losses is established byagament through provisions for loan losses chargec
against income. Amounts deemed to be uncollectitdecharged against the allowance for loan lossgsabsequent recoveries, if any, are
credited to the allowance.

The amount of the allowance for loan losses isriahity subjective, as it requires making matersireates which may vary from actual
results. Management’s ongoing estimates of thevaltee for loan losses are particularly affectedh@ychanging composition of the loan
portfolio over the last few years. The loans acggliiirom CCC in December 2002, which are more seastran those originated by NSBF,
comprise 11% of total loans held for investmendaBecember 31, 2008. Other portfolio charactersstsuch as industry concentrations and
loan collateral, which also impacts managementisnates of the allowance for loan losses, have eltsmged since the acquisition. The
changing nature of the portfolio and the limitedtdass experience on the newly originated poxfbks resulted in management’s estimates of
the allowance for loan losses being based moreibjective factors, as noted below, and less on ecafly derived loss rates.

The adequacy of the allowance for loan lossesvigwneed by management on a monthly basis at a mimipaund as adjustments become
necessary, they are reflected in operations duhiegeriods in which they become known. Considenatin this evaluation include past and
current loss experience, risks inherent in theenurportfolio and evaluation of real estate cotiatas well as current economic conditions. In
the opinion of management, the allowance, whemtalsea whole, is adequate to absorb estimateddsaas inherent in NSBF's entire loan
portfolio.
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The allowance consists of specific and general @mapts. The specific component relates to loartsatfeaclassified as either loss,
doubtful, substandard or special mention. For doahs that are also classified as impaired, amwalhze is established when the discounted
cash flows (or collateral value or observable mapkiee) of the impaired loan is lower than thergeng value of that loan. The general
component covers non-classified loans and is basddstorical loss experience adjusted for qualigafactors.

A loan is considered impaired when, based on cuiméormation and events, it is probable that NSEHF be unable to collect the
scheduled payments of principal or interest whem atcording to the contractual terms of the loae@mgent. Other factors considered by
management in determining impairment include paytretaius and collateral value. Loans that expedansignificant payment delays and
payment shortfalls generally are not classifiethgmired. Management determines the significanqeagfment delays and payment shortfalls
on a case-by-case basis, taking into consideratiaf the circumstances surrounding the loan &edobrrower, including the length of the
delay, the reasons for the delay, the borroweitsr prayment record, and the amount of the shoiitfalélation to the principal and interest
owed.

NSBF's charge-off policy is based on a loan-by-loaview for which the estimated uncollectible pantiof nonperforming loans is
charged off against the corresponding loan recéavaibd the allowance for loan losses.

Sales and Servicing of SBA Loan$\NSBF originates loans to customers under the SBnam that generally provides for SBA
guarantees of 50% to 85% of each loan, subjectt@dmum guarantee amount. NSBF sells the guardueeion of each loan to a third pa
and retains the unguaranteed principal portiotsimivn portfolio. A gain is recognized on the guaead portions of these loans through
collection on sale of a premium over the adjustetying value. Commencing on January 1, 2008, the@any began to recognize the gain on
sale of the guaranteed portion of the loans orrtue date rather than the date of settlementeruhe terms of SFAS No. 158¢counting for
Servicing of Financial Assets—an amendment of FAB&ement No. 140” for 2008 and 2007 and SFAS M60.“Accounting for Transfers
and Servicing of Financial Assets and Extinguishimen Liabilities—a Replacement of FASB Statement 025" for 2006.

In each loan sale, the Company retains serviciggamsibilities and receives servicing fees of aimirm of 1% of the guaranteed loan
portion sold. The Company is required to estimet@dequate servicing compensation in the calouladf its servicing asset. The purchase!
the loans sold have no recourse to the Companfailare of customers to pay amounts contractuallg.d

In accordance with SFAS 156, upon sale of the leanisird parties, NSBF separately recognizesiat/&lue any servicing assets or
servicing liabilities first, and then allocates @revious carrying amount between the assets saldree interests that continue to be held by the
transferor (the unguaranteed portion of the loasel on their relative fair values at the dateasfdfer. The difference between the proceeds
received and the allocated carrying value of tharftial assets sold is recognized as a gain orosalans.

In accordance with SFAS 140, upon sale of the learisird parties, the Company’s investment in &A%oan is allocated among the
retained portion of the loan (unguaranteed), the gortion of the loan (guaranteed) and the vallean servicing retained, based on the
relative estimated fair market values of each camepb at the sale date. The difference betweenrtieepds received and the allocated carr
value of the loan sold is recognized as a gainateaf loans.

Each class of servicing assets and liabilitiessatessequently measured under SFAS 156 using efteemhortization method or the fair
value measurement method. The amortization methbiith NSBF has chosen to continue applying todtsising asset, amortizes the asset in
proportion to, and over the period of, the estimdteure net servicing income on the underlyingigmrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastdrosalue at each reporting date. In the evaetire prepayments are significant or
impairments are incurred and future expected das¥sfare inadequate to cover the unamortized sagressets, additional amortization or
impairment charges would be recognized. The Comparg an independent valuation specialist to esitha fair value of the servicing as¢

In evaluating and measuring impairment of serviasgets, NSBF stratifies its servicing assets bassetar of loan and loan term which
are key risk characteristics of the underlying lpaols. The fair value of servicing assets is deteed by calculating the present value of
estimated future net servicing cash flows, usirsyagtions of prepayments, defaults, servicing castsdiscount rates that NSBF believes
market participants would use for similar assets.

If NSBF determines that the impairment for a stmata temporary, a valuation allowance is recogntbedugh a charge to current
earnings for the amount the amortized balance etscie current fair value. If the fair value of gteatum were to later increase, the valuation
allowance may be reduced as a recovery. HowevBISBF determines that an impairment for a stratsather than temporary, the value of
the servicing asset and any related valuation a@lme is written-down.
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For the years ended December 31, 2008 and 200Agearent’s impairment analysis indicated $(381,@0@) $120,000, respectively, of
an impairment charge (income).

Stock-Based CompensationiThe Company applies SFAS 123 (revised 2004), “SBased Payment” (“SFAS 123R"). SFAS 123R
requires all share-based payments to employees tedognized in the financial statements baseth@in fair values using an option-pricing
model at the date of grant.

Income TaxesDeferred tax assets and liabilities are computegdapon the differences between the financiatstant and income tax
basis of assets and liabilities using the enaeteddtes in effect for the year in which those terapy differences are expected to be realized or
settled. If available evidence suggests thatritése likely than not that some portion or all of theferred tax assets will not be realized, a
valuation allowance is required to reduce the detetax assets to the amount that is more likedy thot to be realized.

New Accounting Pronouncements

In October 2008, the Financial Accounting Stand&dard (“FASB”) issued FSP No. FAS 157-3, “Deterininthe Fair Value of a
Financial Asset When the Market for That Asset td Active” (“FSP FAS 157-3")which clarifies the application of SFAS 157 in arkedt tha
is not active and provides an example to illustkate considerations in determining the fair valfi@ inancial asset when the market for that
financial asset is not active. FSP FAS 157-3 isaife upon issuance, including prior periods faiich financial statements have not been
issued. Revisions resulting from a change in theaten technique or its application should be aeted for as a change in accounting estil
following the guidance in SFAS 154, “Accounting @gas and Error Corrections” (“SFAS 154”). Howetee disclosure provisions in SFAS
154 for a change in accounting estimate are nalired| for revisions resulting from a change in \ation technique or its application. The
Company has considered the guidance in this FSPrespect to its fair value measurements.

In September 2008, the FASB ratified EITF Issue 085, “Issuer’s Accounting for Liabilities Measdrat Fair Value With a Third-
Party Credit Enhancement” (“EITF 08-5"). EITF 0&#ovides guidance for measuring liabilities issuetth an attached third-party credit
enhancement (such as a guarantee). It clarifieghibdassuer of a liability with a third-party cieegnhancement (such as a guarantee) should nc
include the effect of the credit enhancement infélirevalue measurement of the liability. EITF 08s5effective for the first reporting period
beginning after December 15, 2008. The Companyladed that EITF 08-5 does not impact its consodiddinancial statements.

In February 2008, the FASB issued FSP No. FAS 15Ffective Date for FASB Statement No. 157" (“FERS 157-2"). This FSP
permits the delayed application of SFAS 157 forfimamcial assets and nonfinancial liabilities, aéimkd in this FSP, except for those that are
recognized or disclosed at fair value in the finahstatements at least annually, until the begigraf the Company’s fiscal 2009. As of
January 1, 2008, the Company adopted SFAS 157 thétlexception of its application to nonfinancissets and nonfinancial liabilities, which
the Company will defer in accordance with FSP FA3-2. The Company is currently evaluating the inhpé@dopting SFAS 157 at the
beginning of fiscal 2009 for such nonfinancial assad nonfinancial liabilities on its consolidafethncial statements.

In December 2007, the FASB issued SFAS No. 141“@Jsiness Combinations” (“SFAS 141(R)"), and SFM8. 160, “Non-
controlling Interests in Consolidated FinancialtStaents” (“SFAS 160”). SFAS 141(R) requires an aeguo measure the identifiable assets
acquired, the liabilities assumed and any non-odlittg interest in the acquiree at their fair vaduen the acquisition date, with goodwill being
the excess value over the net identifiable assepsiged. SFAS 160 clarifies that a non-controllingerest in a subsidiary should be reported as
equity in the consolidated financial statements Talculation of earnings per share will continuéé¢ based on income attributable to the
parent. SFAS 141(R) and SFAS 160 are effectivdifancial statements issued for fiscal years begmafter December 15, 2008. Early
adoption is prohibited. We do not expect the adoptif SFAS 141(R) and SFAS 160 to have a materiphct on our consolidated financial
statements.

Off Balance Sheet Arrangements
None.
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Impact of Inflation
The impact of inflation on our results of operatids not material.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

All of our business activities contain elementsisik. We consider the principal types of risk tofluetuations in interest rates and loan
portfolio valuations. We consider the managemenmistéfessential to conducting our businesses. Atingly, risk management systems and
procedures are designed to identify and analyzeisks, to set appropriate policies and limits é&mdontinually monitor these risks and limits
by means of reliable administrative and informasgstems and other policies and programs.

Because the SBA lender borrows money to make laadsnvestments, our net operating income is deggngpon the difference
between the rate at which we borrow funds anddteeat which we invest these funds. The Companytbtstanding bank notes payable of
approximately $21,513,000 at December 31, 2008 edtlte 4"amendment signed in December 2008, the interesbrasuch notes is
variable, based on the current Prime rate plus 2% or three month LIBOR plus 4.00%, whicheverigher. Such interest rates increase by
0.25% each quarter beginning January 1, 2009. résut, there can be no assurance that a signifademnge in market interest rates will not
have a material adverse effect on our interestrecdn periods of sharply rising interest rates, anst of funds would increase, which would
reduce our net operating income. We have analymegdtential impact of changes in interest ratemtarest income net of interest expense.
Assuming that the balance sheet were to remairtaoiand no actions were taken to alter the exjstiterest rate sensitivity, a hypothetical
immediate 1% change in interest rates would hagetfect of a net increase (decrease) in assdesbyhan 1% for 2008. Although
management believes that this measure is indicafie@r sensitivity to interest rate changes, gslaot adjust for potential changes in credit
quality, size and composition of the assets orbdlance sheet, and other business developmentsothlataffect a net increase (decrease) in
assets. Accordingly, no assurances can be giveathaal results would not differ materially frohetpotential outcome simulated by this
estimate.

Additionally, we do not have significant exposurechanging interest rates on invested cash whick agproximately $25,217,000 and
$38,320,000 at December 31, 2008 and 2007, respbctiWe do not purchase or hold derivative finahgistruments for trading purposes. All
of our transactions are conducted in U.S. dollacsvae do not have any foreign currency or foreigchange risk. We do not trade
commodities or have any commodity price 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 Compal
invests cash not held in interest free checkingawcts or bank money market accounts mainly in Wr8asury only money market instruments
or funds and other investment-grade securitiefA3ecember 31, 2008, cash deposits in excess i BBd SIPC insurance totaled
approximately $4,500,000 and funds held in U.Sa3oey only money market funds or equivalents ireeg®f SIPC insurance totaled
approximately $9,900,000.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Financial statements and supplementary data aliedied as separate sections of this Form 10-K. ®ee 15.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

Not applicable.

ITEM 9A(t). CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedwwe

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
“disclosure controls and procedures” (as defineBxohange Act Rules 13a-15(e) and 15d-15(e)), &eckmber 31, 2008. Based on their
evaluation, they have concluded that our disclosorgrols and procedures as of the end of the gedwered by this report were adequate to
ensure that (1) information required to be disdadsg us in the reports filed or furnished by usemtthe Securities Exchange Act of 1934, (the
“Exchange Act”) as amended, is recorded, processadmarized and reported within the time periodgigd in the rules and forms of the
SEC and (2) such information is accumulated andneonicated to our management, including our Chiefdttive Officer and Chief Financial
Officer, to allow timely decisions regarding reaqdrdisclosure. Based on that evaluation, our (xefcutive Officer and Chief Financial
Officer have concluded that our disclosure contaold procedures as of December 31, 2008 were igfect
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(b) Management’s Report on Internal Control Over f&ncial Reporting.

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting as that term is definec
Exchange Act Rule 13a-15(f). Our internal contrnetiofinancial reporting is a process designed twidle reasonable assurance regarding the
reliability of our financial reporting and the peagtion of our financial statements for externajpmses in accordance with U.S. generally
accepted accounting principles. Our control envirent is the foundation for our system of interradteol over financial reporting and is an
integral part of our Code of Ethics for the Chie®Eutive Officer and Chief Financial Officer, whisbts the tone of our company. Our internal
control over financial reporting includes thoseigies and procedures that (i) pertain to the maiee of records that, in reasonable detail,
accurately and fairly reflect our transactions digpositions of our assets; (ii) provide reasonalsiurance that transactions are recorded as
necessary to permit preparation of our financialeshents in accordance with generally accepteduatiog principles, and that our receipts
expenditures are being made only in accordanceauwithorizations of our management and directord;(&i) provide reasonable assurance
regarding prevention or timely detection of unauithed acquisition, use or disposition of our asets could have a material effect on our
financial statements.

In order to evaluate the effectiveness of our maecontrol over financial reporting as of Decem®&y 2008, as required by Section 404
of the Sarbanes-Oxley Act of 2002, our managememdected an assessment, including testing, baséuteariteria set forth in Internal
Control — Integrated Framework issued by the Conemibf Sponsoring Organizations of the Treadway @@sion (the “COSO
Framework”). Because of its inherent limitatiomgernal control over financial reporting may noéyent or detect misstatements. In addition,
projections of any evaluation of effectivenessufe periods are subject to the risk that contmdy become inadequate because of chanc
conditions or that the degree of compliance withpblicies or procedures may deteriorate.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we conducted an evaluation of the effectivenesmiointernal control over financial reporting abdsed on that assessment concluded that as
of December 31, 2008 our internal controls ovearfitial reporting are effective based on thesertite

Our Management Report on Internal Controls Oveaf@ial Reporting can be found on page 57 of thpsnte

(c) Change in Internal Control over Financial Repéing.

There were no other changes in our internal cowtvel financial reporting, identified in connectiaith the evaluation of such internal
control that occurred during our last fiscal ydaatthave materially affected, or are reasonabBlyiko materially affect, our internal control
over financial reporting.

MANAGEMENT’'S REPORT TO THE STOCKHOLDERS OF NEWTEK B USINESS SERVICES, INC. AND SUBSIDIARIES

Management's Report on Internal Control Over Finandal Reporting

As management, we are responsible for establigdmidgmaintaining adequate internal control overrfaial reporting for Newtek
Business Services, Inc. and its subsidiaries. dieroto evaluate the effectiveness of internal admtver financial reporting, as required by
Section 404 of the Sarbanes-Oxley Act of 2002, eselconducted an assessment, including testingg tisé criteria internal Control-
Integral Frameworlissued by the Committee of Sponsoring Organizaifahe Treadway Commission (COSO). Newtek BusiiB=wices,
Inc.’s system of internal control over financiapoeting is designed to provide reasonable assunagagding the reliability of financial
reporting and the preparation of financial statetséor external purposes in accordance with acéogmrinciples generally accepted in the
United States of America. Because of its inheremitation, internal control over financial repogimay not prevent or detect misstatements.
Based on our assessment, we have concluded thaekBusiness Services, Inc. maintained effectiveriral control over financial reporting
as of December 31, 2008, based on criteriaternal Control-Integrated Framewoliksued by the COSO. The effectiveness of Newtek
Business Services, Inc.’s internal control oveaficial reporting is not required to be audited byindependent registered public accounting
firm, until the year ended December 31, 2009.
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This Annual Report does not include an attestatmort of the Company’s independent registeredip@aglcounting firm regarding
internal control over financial reporting. Managertie report was not subject to attestation by tbenfGany’s independent registered public
accounting firm pursuant to temporary rules of $eeurities and Exchange Commission that permiCtrapany to provide only
management’s report in this Annual Report.

Management’s Certifications

The certifications of Newtek Business Services, $nChief Executive Officer and Chief Financial @#r required by the Sarban€@sdey
Act of 2002 have been included as Exhibits 31 ahthINewtek Business Services, Inc.’s Form 10-K.

NEWTEK BUSINESS SERVICES, INC

By: /s/ Barry Sloan: By: /s/ Seth A. Cohe
Barry Sloane Seth A. Cohel
Chief Executive Office Chief Financial Officel
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ITEM 9B. OTHER INFORMATION

None

PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of Newtek, and their agespfaDecember 31, 2008, are as follows:

Name Age Position

Barry Sloane 49 Chairman, Chief Executive Officer, and Secre!
Craig J. Brune 60 Executive Vice President, Chief Information Offic
Seth A. Coher 46 Chief Financial Office!

Barry Sloaneis the Chairman of the Board, Chief Executive Gffiand Secretary of the Company and has beeneautdre officer of
each of the Company-sponsored certified capitalpamies for more than five years. Previously, fraept8mber 1993 through July 1995,
Mr. Sloane was a Managing Director of Smith Barriag, While there, he directed the Commercial aedi®ential Real Estate Securitization
Unit and, prior to that time, he was national satesager for institutional mortgage and asset lihskeurities sales. From April 1991 through
September 1993, he was founder and President a§ A=pital Markets, a consumer loan origination sécuritization business which was
eventually taken public with the name of “Aegis Gomer Funding.” From October 1988 through March1198r. Sloane was Senior Vice
President of Donaldson, Lufkin and Jenrette, winergvas responsible for directing sales of mortdaaked securities. From August 1982 to
September 1988 Mr. Sloane was a senior mortgageigesalesman and trader for Bear Stearns, L.Eh$thild, E.F. Hutton and Paine
Webber.

Craig J. Brunet has served as Executive Vice President and CHiefrivation Officer since January 1, 2008. Mr. Brupegviously
served as Executive Vice President Strategic Pignaind Marketing since July, 2006 and as ChairnmanGhief Executive Officer of the
Company’s Harvest Strategies subsidiary since RO®]. From 1984 — 1989, Mr. Brunet served as Borexf Strategic Planning for AT&T,
where he managed all special development and ngatidins to standard AT&T products to include ncemgfard pricing, terms and conditions,
hardware and software strategic initiatives, FC@ffsa as well as joint venture and/or integrati@guirements for the top 50 AT&T accounts.
In 1989, Mr. Brunet joined Entergy Corporation a®€itive Vice President responsible for managimdj@irecting the overall Entergy System
retail and wholesale marketing effort includingastigy development, policy preparation and admiiigin, market development and market
analysis and research. During his tenure with Ejytene served as Chairman of the Strategic PlanBomgmittee of the Electric Power
Research Institute (EPRI) and served on the BolBdrectors of Entergy Enterprises guiding decisiam unregulated activities including
strategic acquisition and investments in generatigsiribution and new technology assets domestieald internationally. From 1993 — 1996,
Mr. Brunet served as Chairman, CEO and PresideRirsf Pacific Networks, a leader in the initiave®pment and deployment of broadband
technologies in the United States and Europe. Dutiis period, he was also Chairman of the Boar@reflit Depot Corporation, a publicly
traded multi-state mortgage company and servechagr@an of both the audit committee and compensationmittee.

Seth A. Cohenhas served as Chief Financial Officer since Au@dst2007 and Senior Vice President Finance sinae20, 2007.
Mr. Cohen has previously served as Executive Viesident of Capital Markets for the Company sirereudry 2005 and Vice President for
Capital Markets for the Company since June 2000.@dhen has twenty years experience in corporateramicipal finance. Prior to Newtek,
from September 1998 to May 2000, Mr. Cohen wasdbireof the Mayor’s Office of Pensions and Publicafce for the City of New York.

Composition of the Board

The full Board of Directors of the Company, the @0 of Directors” or the “Board”, consists of se\@inectors. The Board of Directors
is divided into three classes, with Class | hating Directors, Class Il having two Directors an@d€3 Il having three Directors. The Directors
in each class serve a three-year term, followirgltiterim Term. The terms of each class expirei@tassive annual meetings so that the
stockholders elect one class of Directors at eadua meeting.
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The current composition of the Board of Direct@:s i
Class | Directors (term expiring at the 2010 megtin Salvatore F. Mulit

Class Il Directors (term expiring at the 2011 nmeg}i David C. Beck
Gordon L. Schroede

Class Il Directors (term expiring at the 2009 niregt Christopher G. Payan
Barry Sloane
Michael A. Schwart:

Class | Director with Term Expiring at the 2010 Annual Meeting: 2

Salvatore F. Muli Age: 61 Director since: 200!

Mr. Mulia has been a financial advisor with therfiof RTM Financial Services, Westport, CT, with drapis on leasing and lending
advisory services since February 2003. From Febr2@0d1 to February 2003 Mr. Mulia was Executived/Rresident of Pitney Bowes Capital
Corp, Shelton, CT which was engaged in providingficial services to business customers. Priorat kr. Mulia held senior management
positions within General Electric’s Financial Sees Division, GE Capital Corporation (“GECC”), aindm 1980 through 1993 he was
responsible for developing new products and busiimégatives in financial services. During his tee at GECC he was a principal in
GEVEST, GECC's investment banking unit, where hadeel syndication and led acquisition teams whicjuized leasing companies with
combined assets of $3 billion including: TransAmarieasing, Chase Manhattan’s leasing subsidiady}aaseAmerica.

Class Il Directors With Terms Expiring at the 2011 Annual Meeting:

David C. Beck Age: 6¢€ Director since: 200;

Mr. Beck has been Managing Director of Copia CapitaC (“Copia”), a private equity investment firrsince September 1998. Prior to
joining Copia, Mr. Beck was CEO of Universal Saxari8gnk, Milwaukee and First Interstate CorporatiblVisconsin, a publicly trade
company. Mr. Beck has since November 2002 servé&hagman of Universal Savings Bank’s holding compaJniversal Saving Banc
Holdings, Inc. He is a certified public accountavit. Beck serves as the Company’s “lead” indepehdésactor.

Gordon L. Schroede Age: 6( Director since: 200

Mr. Schroeder is currently consulting for privatelgublic companies. From February 2005 to Febr@a@6y, Mr. Schroeder served as
Executive Vice President, Human Resources for #idec. From January 2004 to January 2005, he wa#oEVice President — Global Human
Resources and Leadership Development for Maritz, inglobal provider of employee motivation, intbesmtravel, and customer loyalty
programs for Fortune 500 companies with approxilp@®00 employees worldwide. From March 1997 toutay 2004 he worked at GECC,
as Senior Vice President, Human Resources — GEal&gjuipment Management Services from Septemb@? g January 2004, and Vice
President, Human Resources — GE Capital Inform&terhnology Solutions, Europe from July 2000 to Astg?002.

1 There is currently a vacancy on the Board duegadisignation of Mr. Rubin as a Class | Directotarch 7, 2008
2 As previously noted, Mr. Rubin’s resignation on ktafi7, 2008 created a vacancy among Class | digector

60



Table of Contents

Class lll Directors With Terms Expiring at the 2009 Annual Meeting:

Christopher G. Paye Age: 3¢ Director since: 200

Mr. Payan has served as Chief Executive Officéraerging Vision, Inc. (“EVI”), a publicly traded ogpany, since June 2004. Prior to
June 2004, and since July 2001, Mr. Payan servedrious other executive offices for EVI, includiGdief Operating Officer and Chief
Financial Officer. From March 1995 through July 208r. Payan was employed by Arthur Andersen LLtRha time one of the world’s
largest professional services firms, where he pleyivarious audit, accounting, operational consglléind advisory services to various small
and mid-sized private and public companies in veximdustries. Mr. Payan also serves on the bdaldexctors of Hauppauge Digital, Inc.
Mr. Payan is a certified public accountant andgdimur Board in 2003. Mr. Payan serves as the @laaiof the Company’s Audit Committee.

Michael A. Schwart: Age: 4¢ Director since: 200!

Mr. Schwartz is a Partner at the New York City @ of Horwitz, Horwitz & Paradis. He was previdys partner at Wolf Popper LLP
until December 31, 2007. He has specialized inritggsiand antitrust class action litigation anolc&holder derivative/corporate governance
litigation. Mr. Schwartz joined Wolf Popper LLP 998 and became a partner in 2003. Mr. Schwartesexs the Chairman of the Company’s
Compensation, Corporate Governance and Nominatomgralttee.

Barry Sloane Age: 4¢ Director since: 199

Mr. Sloane is the Chairman of the Board of Direst@hief Executive Officer, and Secretary of therpany and has been an executive
officer of each of the Company-sponsored certifiadital companies for more than five years. Presligdfrom September 1993 through July
1995, Mr. Sloane was a Managing Director of Smi#iirigy, Inc. While there, he directed the Commeisnal Residential Real Estate
Securitization Unit and, prior to that, he was o@adil sales manager for institutional mortgage asettsbacked securities sales. From April 1
through September 1993, he was founder and Presifiéwegis Capital Markets, a consumer loan oritjoraand securitization business which
was eventually taken public with the name of “Aeg@@nsumer Funding From October 1988 through March 1991, Mr. Sloans @anior Vic
President of Donaldson, Lufkin and Jenrette, wihergvas responsible for directing sales of mortdaagked securities. From August 1982 to
September 1988 Mr. Sloane was a senior mortgageigesalesman and trader for Bear Stearns, L.Eh$thild, E.F. Hutton and Paine
Webber.

CORPORATE GOVERNANCE

The Board and Board Meetings

Newtek’s Board of Directors and management are citt@ato responsible corporate governance to ertbateéNewtek is managed for
the long-term benefit of its stockholders. To teatl, the Board of Directors and management peddigiceview and update, as appropriate,
Newtel's corporate governance policies and practicedoing so, the Board and management review publighételines and
recommendations of institutional stockholder orgations and current best practices of similarlyagid public companies. The Board of
Directors and management also regularly evaluadevahen appropriate, revise Newtek’s corporate guaece policies and practices in
accordance with the requirements of the Sarbandsy@ct of 2002 and the rules and listing standasdaed by the Securities and Exchange
Commission (“SEC”) and The NASDA®Stock Market, Inc. (“NASDAQ").

The Board of Directors consists of six directorse Board of Directors has determined that eachefitrectors, with the exception of
Mr. Sloane, qualify as “independent” as definecapplicable NASDAQ and SEC rules. In making thisedeiination,
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the Board has concluded that none of these merhlagra relationship which, in the opinion of the Bhavould interfere with the exercise of
independent judgment in carrying out the respotlis@s of a director. It is the policy of the Boaofl Directors to hold executive sessions of the
independent directors meeting without managemerggatlar intervals and as requested by a direBtavid C. Beck has been designated as
Lead Director and presides over these meetingseofitdependent directors. All members of the Badifdirectors are welcome to attend the
Annual Meeting of Stockholders. In 2008, Mr. Slogkke. Rubin (a former director), Mr. Schroeder, Mchwartz, Mr. Payan, Mr. Beck and
Mr. Mulia attended the Annual Meeting of Stockhakle

During the fiscal year ended December 31, 2008Bthard of Directors held a total of 7 meetings. ledector attended at least 75% of
the total number of meetings of the Board of Divestand at least 75% of the meetings of all conemgtton which he served.

Corporate Governance Guidelines

The Company has adopted corporate governance ggdeitled “Governance Guidelines” which are saflié at
www.nhewtekbusinessservices.coiffihe Governance Guidelines are also availableiirt fp any stockholder who requests them. These
principles were adopted by the Board of Directorbést ensure that the Board is independent fromagement, that the Board adequately
performs its function as the overseer of managemedito help ensure that the interests of the Baaddmanagement align with the interest
the stockholders.

On an annual basis, each Director and executiveeofis obligated to complete a Directors’ and €dfs’ Questionnaire which requires
disclosure of any transactions with the Companythich the Director or executive officer, or any mmmof his or her immediate family, have
a direct or indirect material interest.

Committees of the Board of Directors

The Board of Directors currently has two standingnmittees: the Audit Committee and the Compensa@amporate Governance and
Nominating Committee. Each member of these comettie independent as defined by applicable NASDA®SEC rules. Each of t
committees has a written charter approved by therdof Directors, which is available on our websitavww.newtekbusinessservices.com.

The Board of Directors’ Audit Committee consistdwdssrs. Payan, as Chair, and Beck and Schroedeypmnates pursuant to a written
Charter. The Audit Committee held 7 meetings dutivgyear ended December 31, 2008. The Audit Coreenis authorized to examine and
approve the audit report prepared by the indepdralatitors of the Company, to review and seleciridependent auditors to be engaged by
the Company, to review the internal audit functéond internal accounting controls, and to review approve conflict of interest transactions
and audit policies.

Both Messrs. Beck and Payan, the immediate pastament Chair of the Audit Committee, respectivéigive been determined by the
Board of Directors to be financial experts and petedent, under applicable rules of the SEC and N&ZLOn addition, the Board of Directors
has determined that all members of the audit cotamare “financially literate” as that term is aefil by applicable NASDAQ and SEC rules.

The Company’s Compensation, Corporate Governanté&aminating Committee consists of Messrs. SchwagzZChair, Payan, Mulia
and Schroeder, all of whom are “non-employee dirsétwithin the meaning of the federal securiti@s$. The Compensation, Corporate
Governance and Nominating Committee evaluatesdhgensation and benefits of the directors, offieerd employees, recommends chan
and monitors and evaluates employee performana Cbhmpensation Corporate Governance and Nomin@dmgmittee met 13 times during
the year ended December 31, 2008. The Compens@&impprate Governance and Nominating Committeeterplly responsible for
identifying corporate governance issues, creatorgarate governance policies, identifying and reec@nding potential candidates for election
to the Board and reviewing director compensatich gerformance.

Director Independence

The Board of Directors is required by the GovermaBuidelines to have a majority of members who rieeapplicable independence
requirements of the NASDAQ and any applicable arléaw. Each of the following non-employee Direst@® independent and has no
relationship to the Company, except as a DireatdrStockholder.
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David C. Beck
Salvatore F. Mulia
Michael A. Schwartz
Christopher G. Payan
Gordon L. Schroeder

In addition, based on such standards, Barry Sl@net independent because he is the Chairmareddard, Chief Executive Officer,
and Secretary and holds more than 5% of the owlstgrshares of common stock of the Company.

Director Candidates

In the event of a vacancy on the Board, the profBsved by the Compensation, Corporate GovernamzeNominating Committee to
identify and evaluate director candidates inclugegiests to Board members and others for recomrtiendameetings from time to time to
evaluate biographical information and backgroundemnia relating to potential candidates and intews of selected candidates by members of
the committee and the Board.

In considering whether to recommend any particcdendidate for inclusion in the Board of Directogkdte of recommended director
nominees, the Compensation, Corporate Governartc®laminating Committee applies the criteria setifan the Governance Guidelines.
These criteria include the candidate’s integritysihess acumen, knowledge of our business andtiydegperience, diligence, absence of
conflicts of interest and the ability to act in fingerest of all stockholders. The committee doatsassign specific weights to particular criteria,
and no particular criterion is a prerequisite facle prospective nominee. We believe that the backgls and qualifications of our directors,
considered as a group, should provide a composit@hexperience, knowledge and abilities that wiist allow the Board to fulfill its
responsibilities.

Stockholders may recommend individuals to the Camaton, Corporate Governance and Nominating Cotaeenfor consideration as
potential director candidates by submitting theimes, together with appropriate biographical infation and background materials and a
statement as to whether the stockholder or growgtazkholders making the recommendation has beakfiowned more than 5% of our
common shares for at least a year as of the daterssommendation is made. The recommendation dho@usent to the Compensation,
Corporate Governance and Nominating CommitteeBefoy Sloane, Secretary, Newtek Business Servines, 1440 Broadway, 17Floor,
New York, New York 10018. Assuming that appropribiegraphical and background material has beenigedvon a timely basis, tt
committee will evaluate stockholder-recommendediittates by following substantially the same procass applying substantially the same
criteria, as it follows for candidates recommentigaur Board or others. If the Board of Directoetetmines to nominate a stockholder-
recommended candidate and recommends his or atioelethen his or her name will be included in pexy card for the next annual meeti

Stockholders also have the right under our Bylawditectly nominate director candidates, without antion or recommendation on the
part of the Compensation, Corporate GovernanceNmmiinating Committee or the Board, by following fh®cedures set forth under
“Stockholder Proposals” below. Candidates nominatedtockholders in accordance with the procedse¢$orth in our Bylaws may be
included in our proxy card for the next annual rimegt

Compensation Committee Interlocks and Insider Parttipation

All members of the Compensation, Corporate Govaraamd Nominating Committee are independent Direcnd none of them are
present or past employees or paid officers of ouemy of our subsidiaries. No member of the Corspdan, Corporate Governance and
Nominating Committee has had any relationship wghrequiring disclosure under Item 404 of Regulafi-K. None of our executive officers
has served on the board or compensation commdtestifer committee serving an equivalent functioigny other entity, one of whose
executive officers has served on our Board or Corsaigon, Corporate Governance and Nominating Coteenit

Our Code of Ethics

We have adopted a code of ethics, referred to a€ode of Conduct, which applies to all directansl @mployees, including the princij
executive, financial and accounting officers. A gab the Code of Conduct will be made availablerupequest to the
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executive offices of the Company and may be viearedur web site ( www.newtekbusinessservices.fom addition, we intend to post on

our website all disclosures that are required lyda NASDAQ listing standards concerning any ameeni® to, or waivers from, any provis
of the Code. We intend to post on our website angredments to, or waivers from, our Code of Conduct Ethics that apply to our principal
executive officer and principal financial and acetiong officer.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Exchange Act requires ourctlins and executive officers and persons who owrerttan 10% of a registered class
of our equity securities, to file with the SEC ahd NASDAQ initial reports of ownership and repastshanges in ownership of Common
Shares of the Company. Officers, directors andtgrehan 10% stockholders are required by SEC atiguis to furnish us with copies of all
Section 16(a) forms they file.

To the Company’s knowledge, based solely on Formusd34 provided to Newtek by its Directors and exiee officers and greater than
10% stockholders during 2008, it appears thatumhgequired reports were timely filed.

Director CompensationThe Board has adopted a plan for compensation mfemeployee Directors for the year ending Decemlie2808,
which gives effect to the time and effort requicgskach of them in the performance of their dutidse plan approved by the Board provides
for compensation to be paid in the form of bothiam and cash. 35% of each director’s compensataspaid upfront in stock options based
on a fair market value of $0.4410. The remaining68as paid quarterly throughout 2008.

+ for participation on the Board: $30,0(

e as chair of the Compensation, Corporate GovernandeNominating Committee: $20,0(
¢ as chair of the Audit Committee: $40,000;

e as“leac” independent Director: $15,0C

e as committee member: $5,0(

In March 2008, Newtek granted its five independdirgctors an aggregate of 197,434 options valu&8at000. Option awards are
granted with an exercise price equal to the maskiee of the Company’s stock at the date of grahe options vest immediately and expire 10
years from the date of grant. The fair value otheagtion award is estimated on the date of graimgus Blacl-Scholes option valuation model
that uses the following assumptions: 5 year exjpifes risk-free interest rate of 2.51% and expédotolatility of the Company’s stock of
53.48%. Expected volatilities are based on thetitsl volatility of the Company’s stock and otliactors. The riskree rate for periods durir

the expected life of the option is based on the WrBasury yield curve in effect at the time ofrgré&Expected term was determined using the
simplified method under SEC Staff Accounting Bufid¥lo. 107, “Valuation of Share-Based Payment Agements for Public Companies”.

Director Summary Compensation Table (1)

Nonqualified
Fees Stock Deferred
Earned Awards Non-Equity Compensatior
or Paid Option Incentive Plan All Other

in Cash ($' ($)(2) Awards ($) Compensation ($ Earnings ($) Compensation ($ Total ($)
David C. Beck 32,50( 17,50( — — — 50,00(
Salvatore F. Muli 22,75( 12,25( — — — 35,00(
Gordon L. Schroede 22,75( 12,25( — — — 35,00(
Michael A. Schwart: 32,50( 17,50( — — — 50,00(
Jeffrey M. Schottenstei 5,68¢ 3,06: — — — 8,75(
Christopher G. Paye 45,50( 24.,50( — — — 70,00(
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(1) Barry Sloane, the Compa’s Chairman, Chief Executive Officer and Secretayot included in this table as he was an emplafdbe
Company in 2008 and thus received no compensationis services as a Director. The compensatiogived by Mr. Sloane as an
employee of the Company is shown in the Summary g&msation Table belov

(2) Reflects the dollar amount recognized for finanstatement reporting purposes in accordance witBB-A23(R) and thus may inclu
awards granted in and prior to 2007. The aggregateber of shares of restricted stock held by eadapendent director as of
December 31, 2008 is as follows: Mr. Payan 85,046;Beck 170,654; Mr. Mulia 53,695; Mr. Schroede8®3; Mr. Schottenstein
101,115; and Mr. Schwartz 53,531. The aggregatebeuwf options held by each independent Directafd3ecember 31, 2007 is as
follows: Mr. Schottenstein 248,698; Mr. Beck 39,68%. Payan 55,559; Mr. Schwartz 39,685; Mr. MWti 780; and Mr. Schroeder
27,780.

ITEM 11. EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Overview of Compensation Program

The Compensation, Corporate Governance and Nomm&@mmmittee (for purposes of this analysis, therthittee”) of the Board of
Directors is responsible for establishing, impletive) administering and continually monitoring cdiapce with the Compang’compensatic
philosophy. The Committee attempts to ensure tietdtal compensation paid to the senior executs/&sr, reasonable and competitive.

The individuals who served as the Company’s Chiefditive Officer and Chief Financial Officer durifigcal 2008, as well as the other
individuals included in the Summary Compensatiohl&delow, are referred to below as the “named wtkex officers”.

Compensation Philosophy and Objectives

All of our compensation programs are designedttatand retain key employees and to motivate tteeachieve, and reward them for
achieving superior performance. Different prograresgeared to shorter—and longemn performance, with the goal of increasing shadtte
value over the long-term. Executive compensati@mymms impact all employees by setting generaldasecompensation and helping to
create an environment of goals, rewards and exji@tsa Because we believe the performance of esengloyee is important to our success,
we are mindful of the effect of executive compeimseaand incentive programs on all of our employees.

We believe that the compensation of our executhesild reflect their success as a management tesimey than as individuals, in
attaining key operating objectives, such as gravftsales, growth of operating earnings and earrpegshare and growth or maintenance of
market share and long-term competitive advantage utimately, in attaining an increased market@fior our stock. We believe that the
performance of our executives in managing our Campeonsidered in light of general economic andcwecompany, industry and
competitive conditions, should be the basis foedatning their overall compensation. We also baithat their compensation should not be
based on the short-term performance of our stobletler favorable or unfavorable, but rather thatgtice of our stock will, in the long-term,
reflect our operating performance and, ultimattig, management of the Company by our executivessé®k to have the long-term
performance of our stock reflected in executive pensation through our equity incentive programauising stock options and restricted
stock awards.
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Role of Executive Officers in Compensation Decisi@n

The Committee supervises all compensation decidamall executive officers (which include the nairexecutive officers) and overall
incentive equity awards to all employees of the @any. Decisions regarding the non-equity compeosatf executive officers, other than
named executive officers, are made by the Chiettikee Officer within the compensation philosopley By the Committee. Decisions
regarding the non-equity compensation of namedwgkexofficers are made by the Chief Executive &ffiand the Committee.

The Chief Executive Officer semi -annually revietve performance of each member of the senior eiectgam, including named
executive officers (other than himself whose perfance is reviewed by the Committee). The conclssieached and recommendations based
on these reviews, including with respect to sadaljyistments and annual award amounts, are theantegisto the Committee by the Chief
Executive Officer. The Committee can exercise igemtion in modifying any recommended adjustmentawards.

Setting Executive Compensation

During the course of each fiscal year, it has liberpractice of the Chief Executive Officer to mwithe history of all the elements of
each executive officer’s total compensation andaimpare the compensation of the executive offiestts that of the executive officers in an
appropriate market comparison group of companiés avcapitalization similar to that of the Compawe seek to set compensation levels
are perceived as fair, internally and externalhd aompetitive with overall compensation levelgthier companies in our industry, including
larger companies from which we may want to receuiployees. However, the Company does not estahlistidual objectives in the range of
comparative data for each individual or for ea@nent of compensation. Typically, the Chief ExegtDfficer sets compensation with resj
to the executive officers who report to him andsprés it to the Committee, and then consults viiéhGommittee with respect to named
executive officers. The named executive officeesraot present at the time of these deliberatiohe. Gommittee then performs a similar rev
of the Chief Executive Officer’s total compensatam makes compensation decisions with respecicio afficer, who does not participate in
that determination.

We choose to pay each element of compensatiordir ¢o attract and retain the necessary executleatt reward annual performance
and provide incentive for balanced focus on longatetrategic goals as well as short-term perforreambe amount of each element of
compensation is determined by or under the direafoour Committee, which uses the following fastto determine the amount of salary and
other benefits to pay each named executive officer:

» performance against corporate and individual objestfor the year

» difficulty of achieving desired results in the comiyear;

» value of their unique skills and capabilities t@gart lon¢-term performance
» performance of their general management respoitigbijland

» contribution as a member of the executive manageteam.

At this point in the Company’s development, we @t establish individual goals but focus on the allgrrofitable growth of our
business.

Based on the foregoing objectives, we have stradttiie Company’s annual and long-term incentivedassh and non-cash executive
compensation to motivate executives to achievétisness goals set by the Company and reward #wigxes for achieving such goals.

A significant percentage of total compensationliscated to incentives as a result of the philogoptentioned above. There is no pre-
established policy or target for the allocatiorvietn either cash or non-cash compensation. Hiattyrj@nd in fiscal 2008, we granted a
majority of total compensation to executive offie@r the form of cash compensation.
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2008 Executive Compensation Components
For the fiscal year ended December 31, 2008, tineipal components of compensation for named exezofficers were:
* base salary
« performanc-based incentive compensation based on the exe’s performance; ar
» retirement and other benefits made available teraployees

Base Salan

The Company provides named executive officers dneremployees with base salary to compensate theservices rendered
during the fiscal year. Executive base salariegicoe to reflect our operating philosophy, our periance driven corporate culture and
business direction, with each salary determinethbyskills, experience and performance level ofitlévidual executive, and the needs and
resources of the Company. Base salaries are tdrtgetearket levels based on reviews of publishéahgaurveys and the closest related peer
company compensation since we do not believe teatték has any peer companies. Base salary rangearfted executive officers are
determined for each executive based on his or b&tipn and responsibility by using market datarfrpublished salary surveys such as
Equilar, and the Company generally attempts t@figh named executive officer’'s salary within thegea We believe that the Company’s most
direct competitors for executive talent are notessarily restricted to those companies that ataded in the peer company index used to
compare stockholder returns, but encompass a hrgaoiep of companies engaged in the recruitmentratehtion of executive talent in
competition with the Company.

During the review of base salaries for executivesprimarily consider:
. an internal review of each execut's compensation both individually and relative thestexecutive officers
. individual performance of the executive; ¢

. a review of the Compar's revenue growth, net income and cash flow meteizive to the Compar's annual plan &
established by the Boar

Salary levels are typically considered annuallpad of the Company’s performance review processedlsas upon a promotion or
other change in job responsibility. Merit based@ases to salaries are based on the Chief Exeddffieer's assessment of the individual’s
performance. Merit based increases to the salafiesamed executive officers other than the Chiefdtive Officer are determined by the
Committee.

Annual Bonu:

Annual bonuses may be earned by executive offizeder the Company’s cash bonus plan. The Compaates a bonus pool
based on the salaries of all employees which itusscas an expense. Payments under the plan @ drashe Company’s overall performance
as determined by the Chief Executive Officer arel@ommittee. The Committee determines any bonuth&Chief Executive Officer based
on, among other things, a review of the Compamgt®nue growth, net income and cash flow metrictica to the Company’s annual plans as
established by the Board. The Chief Executive @ffia consultation with the Committee with resptecthe named executive officers, or in
consultation with the named executive officers atiter executive officers with respect to lower lesmployees, determines annual bonuse
other employees based on such employee’s perfoen&actors considered include the achievementgifibss plans, defined goals, and
performance relative to other companies of a sinsitze and business strategy. The mix and weightirige factors vary, depending on the
business segment and the executive’s respongbilitihe level of achievement by the executive detes the level of bonus.

Equity Based Compensati

From time to time, at the discretion of the ChigEEutive Officer, and with the approval of the Coitte®, the Company grants
equity-based awards, such as stock options oiiatestrstock to the named executive officers anthaeother key employees to create a clear
and strong alignment between compensation andstdadr return and to enable the named executiveen$f and other employees to develop
and maintain a stock ownership position in the canythat will vest over time and act as an incenfor the employee to remain with the
Company. Restricted stock and options are grantesbpnt to the Company’s 2000 Incentive Stock aefitibed Compensation Plan or its
2003 Stock Incentive Plan.
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In 2007, we issued 204,241 shares of restrictazkstbemployees and executives with vesting perioma one to three years. Nc
were issued to named executive officers.

In May 2008, we granted 100,000 options to eaddiofCohen and Mr. Brunet. Option awards were gramtéh an exercise price
of $1.50 which exceeded the market price of the @amy’s stock at the date of grant. The options wedghe second anniversary of date of
grant and expire 10 years from the date of grant.

An accounting pronouncement adopted by the FinhAcieounting Standards Board and effective for Neklbeginning on
January 1, 2006 (“FAS 123(R)"), requires us to roeashe value of equity awards based on the fdirevaf the award on the grant date. The
cost is recognized in our statements of operatiwmes the period during which an employee is regliceprovide service in exchange for the
award, which is usually the vesting period. FAS (B)3pplies to all equity-based compensation awhateor after January 1, 2006, and to
existing stock options that vest after January0Dg2

Stock option award levels are determined by the Gittee based on the recommendation of the Chietikee Officer, and vary
among participants based on their positions withehCompany.

Options are awarded at the average of the highelsiosvest sale price of the Company’s Common Shamate NASDAQ market
on the date of the grant (the “Market Value”). ertain limited circumstances, the Committee maygogptions to an executive at an exercise
price in excess of the Market Value of the Compar@®mmon Shares on the grant date. The Commiteaéwaer granted options with an
exercise price that is less than the Market Vafub@® Company’s common shares on the grant datehamit granted options which are priced
on a date other than the grant date.

Options granted by the Committee typically vestrahe first three to five years of the ten-yeari@pterm, although in certain
cases we have granted options that have vesteddiately. Vesting rights cease upon terminationrapyment but options granted prior to
2008 may be exercised within one year of termimasiod those granted in 2008 and subsequent widt BABwdays after termination in which to
exercise. Prior to the exercise of an option, thidér has no rights as a stockholder with respetit¢ shares subject to such option, including
voting rights and the right to receive dividendsiimidend equivalents.

Upon a change of control, or, if earlier, the exexuof an agreement to effect a change of conadbhptions and restricted stock
awards under the Company’s 2000 Incentive Stockefdrred Compensation Plan and its 2003 Stocknlinee Plan become fully vested and
immediately exercisable, notwithstanding any offrewvision of the plan or any agreement.

Benefits and Perquisite

Our executives are generally not entitled to beésdfiat are not available to all of our employéedhis regard, it should be noted
that we do not provide pension arrangements, migement health coverage, or similar benefitsolar executives or employees. The
Committee periodically reviews the levels of betsefirovided to executive officers. The named exeeudfficers participate in the Company’s
401(k) savings plan and other benefit plans orstitee basis as other similarly situated employdes.Gompany has adopted a match for the
Company’s 401(k) savings plan which consists ofsardtionary match of 50% of the first 2% of empmeycontributions up to a maximum of
1% of the employee’s compensation. In March, 2808 Company issued shares under this program ttogegs in respect of the 2007 match.
The 2008 match of $87,000 will be issued in casManch 2009.

The perquisites we provided in fiscal 2008 arecdlewis. We paid the premiums on life insurance g@e8 for Mr. Sloane in the
amount of $2,800.

Compensation of the Chief Executive Officer

The Committee determined the compensation for Balwane, Chairman, Chief Executive Officer and 8eay, for 2008. While
recognizing the Chief Executive Officer’'s leadepshn building a highly talented management teamiardtiving the Company forward,
Mr. Sloane’s salary was maintained at $350,00@2088 and no bonus was paid. Mr. Sloane also regeigebonus in 2006 and 2007. This is
less than the competitive labor market median donesone with his skills and talents, but reflectofehe Company’s current cash position.
Mr. Sloane’s compensation has remained unchanged 2005.
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Conclusion

Attracting and retaining talented and motivated aggement and employees is essential to creatingtkrng stockholder value.
Offering a competitive, performance-based compémsgirogram helps to achieve this objective byralig the interests of the executive
officers and other key employees with those ofldtotders. We believe that the Company’s 2008 corsation program met those objectives.

COMPENSATION COMMITTEE REPORT

The Compensation, Corporate Governance and Nomg&ommittee of the Company has reviewed and disclithe Compensation
Discussion and Analysis for fiscal 2008 requiredtieyn 402(b) of Regulation S-K with management dased on such review and
discussions, the Compensation, Corporate Goverrert&ominating Committee recommended to the Bo&Rirectors that the
Compensation Discussion and Analysis be includati;mAnnual Report.

THE COMPENSATION, CORPORATE GOVERNANCE AND NOMINANIG COMMITTEE
Michael A. Schwartz, Chairman

Christopher G. Payan

Salvatore F. Mulia

Gordon Schroeder

The information contained in this report shall hetdeemed to be “soliciting material” or “filed” thithe SEC or subject to the liabilities
of Section 18 of the Exchange Act, except to themxthat Newtek specifically incorporates it bference into a document filed under the
Securities Act or Exchange Act.

SUMMARY COMPENSATION TABLE

The following table sets forth the aggregate corspéan earned by the CompasyChief Executive Officer, Chief Financial Offic
and next most highly compensated executive offidarsng 2008 and 2007 which we refer to as namedu@ive officers.

Change in
Pension Value
Non-Equity
: and
Incentive Plan Nonqualified All other
Stock Deferred compensatior
Awards . Compensatior Compensatior
Option
Bonus Awards (in excess of
Name and Principal Position Year Salary (3) ($) (1) ($) %) 3) ($) Earnings ($) $10,000) ($) Total ($)
Barry Sloane, 200¢€ 350,00( — — — — — — 350,00(
CEO
Craig J. Brunet, 200¢ 276,000 60,00( — 52,00( — — — 388,00(
EVP, CIO
Seth A. Cohen, 200¢ 240,000 25,00( 52,00( — — — 317,00(
CFO
Jeffrey G. Rubin, 200¢ 53,29 50,00( 103,29(
Pres (2)

(1) Cash bonus awarded for 2007 performance and p&dda.
(2) Resigned on March 7, 20C
(3) 10 year options with 2 year vestir
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Change in
Pension Value
Non-Equity
; and
Incentive Plan Nongqualified All other
Stock Option Deferred compensatiot
Awards  Awards Compensatior ~ Compensatior
Bonus (in excess of Total

Name and Principal Position Year Salary ($) $) Q) ($) ($) $) Earnings ($) $10,000) ($) $)
Barry Sloane, 2007 350,00( — — — — — —  350,00(

CEO
Jeffrey G. Rubin, 2007 286,66¢ 50,000  — — — — — 336,66

President(2)
Michael J. Holden, 2007 160,00( — — — — 160,00(

CFO(3)
Craig J. Brunet, 2007 240,00 60,00( — — — — — 300,00(

EVP
Seth A. Cohen, SVP 2007 210,837 25,00( — — — — 235,83¢

CFO
Tracy A. Schmidt, 2007 18,75(  — — — — — — 18,75

President, Universal Processing
Services — Wisconsin, LLC (4)

(1) Cash bonus awarded for 2006 performance and p&@dn.
(2) Resigned March 7, 200

(3) Resigned August 31, 200

(4) Resigned February 5, 20(

Equity Compensation Plai

The following table provides information as of Dedger 31, 2008 with respect to the shares of ourrf@omShares that may be

issued under our equity compensation plans.

Plan Category
Equity Compensation Plans Approved by Stockholéers

Equity Compensation Plans Not Approved by Stockéia
Total

Weighted ‘Secunties
Number of Average Exercis: Remaining
Securities to be issue Available for
Price of Future Issuance
. Outstanding
upon Exercise of Options
Outstanding Warranté Under Equity
Options, Warrants ] ) Compensation
and Rights and Rights @ _ Plans
1,981,87! $ 2.0¢€ 1,933,14i
1,981,87! $ 2.0¢€ 1,933,14i

(1) Consists of 4,250,000 common shares under ¢imep@ny’s 2000 Stock Incentive and Deferred Compe@rs®lan and 1,000,000

common shares under the Comg’s 2003 Stock Incentive Pla

(2) Excludes 9,524 restricted stock rights which hazera exercise prict

GRANTS OF PLAN BASED AWARDS

No equity grants were made to any named executfieepduring 2008
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Name

Barry Sloane, CEO

Craig J. Brunet, EVP, CIO
Seth A. Cohen, SVF

Estimated Future Payouts Under
Non-Equity Incentive Plan Awards

Estimated Future Payouts Under

Equity Incentive Plan Awards

All Other  All Other  Exercise (E;?P \t/glit:
Stock Option of Stock anc
Awards: Awards: or Base
Number of Number of Price of
Shares of Securities  Option Option
Threshold Target Maximum Threshold Target Maximum Stock or  Underlying Awards Awards
Grant date ($) ($) ($) (#) (#) (#) Units (#)  Options (#) ($/Sh) ($)
N/A —  — — — — — — — — —
05/15/0¢ — — — — — — — 100,00 1.5C 52,00(
05/15/0¢ — — — — — — — 100,00 1.5C 52,00(

OUTSTANDING EQUITY AWARDS AT 2008 YEAR END

The following table reflects all outstanding equatiyards held by our named executive officers d3ezfember 31, 2008:

Name

Barry Sloane,
CEO

Craig J. Brunet,
EVP, CIO

Seth A. Cohen,
SVP

1)

Option Awards (1)

Stock Awards

Equity Incentive

Equity Incentive
Plan Awards:
Market or Payout

Number of Number of Plan Awards: Market Equity Incentive
Sum er o Sum er o Number of Number of  Value of Plan Awards:
U edcurllt!es U edcurllt!es Securities Shares or Number of Value of
U nderlying U n eryl_ngd Underlying Option sh Units of  Unearned Shares  Unearned Shares
nexercisec rggggﬂ:e Unexercise_d Exercise Optio‘n Ur?i;gso?r Stock that
Options Unexercisabl¢ Unearned Options Expiration Stock that Units or Other Units or Other
Exercisable Price have not have not Rights that have Rights that have
(#) #) #) $) Date Vested (#  Vested ($ not Vested (#) not Vested ($)
100,00((1) — — 1.57 12/21/1! — — — —
100,00( 1.5C
05/18/1¢
50,00((2) — — 7.0C 04/7/1C — — — —
50,00((2) — — 1.57 12/21/1!
100,00( 1.5C 05/15/1¢

These options are fully veste

OPTIONS EXERCISED AND STOCK VESTED

The following table reflects the stock options e¥sed and restricted shares vested during 2008iéonamed executive officers:

Name

Barry Sloane, CEO
Craig Brunet, EVP, CIO
Seth A. Cohen, CFC

(1)

Op

tion Awards

Number of
Shares Acquirec

on Exercise (#)

Value Realizec

on Exercise ($

using the closing price of our Common Shares orvésting datt
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Stock Awards

Number of

Shares Acquirec

on Vesting (#)

Value Realized ol

Vesting ($) (1)

Dollar amounts shown in this column repreghe value of Stock Awards that vested durirgytbar; these are calculated
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Employment Agreements

The Company has entered into separate employmesgmgnts with the following three executive offcand, as of January 1,
2008 was a party to an employment agreement offaneids which was subsequently terminated:

. Barry Sloane, as Chairman, Chief Executive Offtmed Secretary
. Craig J. Brunet as Executive Vice President an&fdhformation Officer thereafter; ar
. Seth a. Cohen, Chief Financial Offic

Barry Sloane, as Chairman and Chief Executive ©ffits responsible for implementing the policies@ed by the Company’s
Board of Directors.

Mr. Sloane’s employment agreement provides for:
. a twelve month term through December 31, 2009 atremual base salary of $350,0
. at least one annual salary review by the Boardimdbors;
. participation in any discretionary bonus plan elithbd for senior executive
. retirement and medical plans, customary fringe fisn@acation and sick leave; a
. $2 million of spli-dollar life insurance coverag

Mr. Brunet's employment agreement provides for:
. a twelve month term through December 31, 2009 atrewual base salary of $276,0
. at least one annual salary review by the Boardimdbors;
. participation in any discretionary bonus plan elithbd for senior executives; a
. retirement and medical plans, customary fringe fitsn@acation and sick leav

Mr. Cohen’s employment agreement provides for:
. a twelve month term through December 31, 2009 atrewual base salary of $240,0
. at least one annual salary review by the Boardiaddfors;
. participation in any discretionary bonus plan elithbd for senior executives; a
. retirement and medical plans, customary fringe filsp@acation and sick leav

Payments upon Change of Cont

Mr. Sloane’s employment agreement provides foryarpgant in the case of non renewal of an amount etguahe and one half (1/
2) times, or in the case of a change of controeantnation other than for cause of the agreememinaount equal to two (2) times the sum of
(i) the executive’s base salary in effect at theetiof termination, plus (ii) the amount of any inttee compensation paid with respect to the
immediately preceding fiscal year.

Each of Mr. Brunet’s and Mr. Cohen’s employmenteggnents provides for a payment in the case of @oewal or termination
other than for cause of the agreement equal tqDrtemes the sum of (i) the executive’s base yalaeffect at the time of termination, plus
(ii) the amount of any incentive compensation paiith respect to the immediately preceding fiscary&ach of the employment agreements
provides for a payment in the case of a terminatmmcurrent with a change of control equal to dijdifnes the sum of (i) the executive’s base
salary in effect at the time of termination, plisthe amount of any incentive compensation paiith wespect to the immediately preceding
fiscal year.

Each employment agreement contains a non-compeptiovision that requires the employee to devobstantially his full
business time and efforts to the performance oéthployee’s duties under the agreement. The emglisyeot prohibited, however, from:

. serving on the boards of directors of, and holdiffges or positions in, companies or organizatiahsch, in the opinion of
the Board of Directors, will not present conflictsinterest with the Company;
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. investing in any business dissimilar from the Comny's or, solely as a passive or minority investo@riy business

The Company may terminate an employee’s employfieerijust cause” as defined in the agreement, ggahutthe termination, no
severance benefits are available. If the Compamyitates an employee without just cause, or iftéhm of the agreement is not extended for
an additional year, the employee will be paid amant equal to six months’ compensation. If the emeé voluntarily terminates his
employment for “good reason” as defined in the agrent, or the employee’s employment terminatesiduhie term of the agreement due to
death, disability, or retirement after age 62,aheployee will be entitled to a continuation of kidary and benefits from the date of termination
through the remaining term of the agreement. Thpleyee is able to voluntarily terminate his agreeti®/ providing 60 days written notice
the Board of Directors, in which case the emplagemntitled to receive only his compensation, vetsights, and benefits up to the date of
termination.

Post Termination Payments

The table below reflects the amount of compensdtiabwould be payable to the executive officerdarrexisting arrangements if
the hypothetical termination of employment evergsalibed above had occurred on December 31, 2088) their compensation and service
levels as of such date. All payments are payablié&yompany in a lump sum unless otherwise noted.

These benefits are in addition to benefits avadlabbardless of the occurrence of such an evectt, asicurrently exercisable stock
options, and benefits generally available to satheémployees, such as distributions under the Coypd01(k) plan, disability benefits, and
accrued vacation pay. In addition, in connectiothvainy termination of Mr. Sloane’s employment, @@mpany may determine to enter into an
agreement or to establish an arrangement provatiiditional benefits or amounts, or altering theneof benefits described below, as the
Compensation, Corporate Governance and Nominatimgnittee deems appropriate.

The actual amounts that would be paid upon Mr. 18 Mr. Cohen’s and Mr. Brunet’s termination afioyment can be
determined only at the time of their separatiomfithe Company.

Post Termination Payments

Change .in
Change in Control with
Control

with Change in

Name Termination Duties
Barry Sloane, CEO $ 700,00( $ 525,00(
Craig Brunet, EVP, CIO $ 336,00( $ 336,00(
Seth Cohen, CFC $ 265,00( $ 265,00(

Nonqualified Deferred Compensation
The Company did not have any nonqualified defec@tdpensation in the year ended December 31, 2008

Pension Benefits
The Company had no obligation under pension beplkits to the named executive officers as of Deezr@h, 2008.
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Tax and Accounting Implications
Deductibility of Executive Compensati

As part of its role, the Committee reviews and odes the deductibility of executive compensatioder Section 162(m) of the
Internal Revenue Code, which provides that the Gowpnay not deduct compensation of more than $1000Ghat is paid to certain
individuals. The Company believes that compensataid by the Company is generally fully deductitdefederal income tax purposes.
However, in certain situations, the Committee miayhe future, approve compensation that will neetthese requirements in order to ensure
competitive levels of total compensation for iteeutive officers.

Accounting for Stoc-Based Compensation

Beginning on January 1, 2006, the Company begasuating for stock-based payments including its E©Option Program, Long-Term
Stock Grant Program, Restricted Stock Program aockSAward Program in accordance with the requineimef FASB Statement 123(R).

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

The table below shows the number of our commoneshiagneficially owned as of March 9, 2009 by:
» each person or group known by us to beneficially omore than 5% of our outstanding common shi
» each director and nominee for direci
» each executive officer named in the Summary Conmgtens Table under the headi“Executive Compensatic” and
« all of our current directors and executive officefghe company as a grot

The number of shares beneficially owned by eacthblder, director or executive officer is determirmdthe rules of the SEC, and
the information does not necessarily indicate herafownership for any other purpose. Under sudbs, beneficial ownership includes any
shares over which the person or entity has sohared voting power or investment power and alyosaares that the person or entity can
acquire within 60 days of March 9, 2009 throughekercise of any stock option or other right. Farpmses of computing the percentage of
outstanding shares of common shares held by easbrper entity, any shares that the person oryelndis the right to acquire within 60 days
after March 9, 2009 are deemed to be outstanditfynespect to such person or entity but are nana@eleto be outstanding for the purpose of
computing the percentage of ownership of any gileeson or entity. Unless otherwise indicated, gaakon or entity has sole investment and
voting power (or shares such power with his ordperuse) over the shares set forth in the followétde. The inclusion in the table below of
any shares deemed beneficially owned does notitatesan admission of beneficial ownership of thekares. As of March 9, 2009 there were
37,031,656 common shares issued and outstanding.

Perceni
Shares Right to Total of

Name and Address of Beneficial Owner (1) Owned Acquire (2) Beneficial Ownership (3 Class
David C. Beck 170,65¢ 39,68t 210,33¢
Craig J. Brune 83,38¢ 200,00( 283,38
Seth A. Cohel 50,19: 200,00( 250,19
Christopher G. Paye 85,04¢ 55,55¢ 140,60! *
Salvatore F. Muliz 53,69¢ 27,78( 81,47¢ &
Jeffrey M. Schottenstei 101,11 248,69¢ 349,81 *
Jeffrey G. Rubin (4 4,291,50! — 4,291,50! 11.61%
Michael A. Schwart: 53,53: 39,68¢ 93,21¢ *
Barry Sloane 4,637,389

— 4,637,891 12.5%%
Gordon L. Schroede 9,60¢ 27,78( 37,38t¢ *
All current directors and executive Officers asaup (12 persons 10,641,63 28.8(%

* Less than 1% of total common shares outstandirg B&arch 9, 2009
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(1) Unless otherwise stated, the address of each pbkssedis c/o Newtek Business Services, Inc., 1Bdtadway, 17th Floor, New Yorl
New York 10018

(2) Number of shares underlying stock options whichexiercisable as of April 28, 2008, or which becarercisable 60 days thereaft

(3) As of March 9, 2009 except with respect to Mr. Ruéas of March 7, 200t

(4) Resigned March 7, 200

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
The Company may from time to time provide busirssswices to executives of the Company or their famembers. These
transactions are conducted at arms length and deepresent a material portion of the Company’€nexes.

The Company’s Code of Conduct provides that whgnpaential conflict exists, it must be properlgdbsed and an appropriate
determination made by the Company. The ChairmanCi(d is ultimately responsible for the determinatibhe Company’s policies and
procedures were followed in connection with altheé above.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

J. H. Cohn LLP served as the Company'’s indepenagitered public accounting firm for the yearsesh®ecember 31, 2007 and
December 31, 2008.

Fees for professional services rendered to the @agnpy J. H. Cohn LLP during the fiscal year enBedember 31, 2008 were as
follows (in thousands):

Audit Fees $1,12(
Audit Related Fee 35
All Other Fees 11

Total Fees $1,16¢

Fees for professional services rendered to the @agnpy J. H. Cohn LLP during the fiscal years enbedember 31, 2007 were as
follows (in thousands):

Audit Fees $1,02¢

Audit Related Fee —

All Other Fees 84
Total Fees $1,10¢

Audit FeesThe audit fees for the fiscal years ended Dece®beP008 and 2007 were for professional servicedered in
connection with the audit of the Company’s annir@ricial statements, assistance with review of dwmnis filed with the SEC, consents and
other services required to be performed by ourpeddent registered public accounting firm.

Audit-Related Feesfhe audit-related fees during the fiscal years @ridkecember 31, 2008 were for assurance and redateites
associated with the audit in connection with adoptf SFAS 159 and a change in accounting principle

Tax FeesNo fees were billed to the Company by J. H. Coh®lduring the fiscal years ended December 31, 2662807 for
professional services rendered in connection waixhcompliance, tax advice, and tax planning.

All Other FeesAll other fees billed to the Company by J. H. CahdP during the fiscal years ended December 31, 20@B2007
for non-audit services and assurance and relateites for attestations not required by law.

In accordance with the Audit Committee Charterpélhe foregoing audit and non-audit fees paidrd the related services
provided by J.H. Cohn LLP were pre-approved byAhdit Committee.
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PART IV
ITEM 15.

(@)1

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Financial Statement

The Consolidated Financial Statements filed asqfattis Annual Report on Form -K are identified in the Index to Consolidal
Financial Statement

(@)(2)  Financial Statement Schedu
Schedule I~ Valuation and Qualifying Accoun
(@)(3)  Exhibits.
The following exhibits are filed herewith or areanporated by reference to exhibits previouslydfitgith the Securities and Exchange
Commission.
Number Description
2.1 Asset Purchase Agreement, dated April 28, 2004ydrt Newtek Business Services, Inc., and CrysthlTéeb Hosting, Inc.
(including a listing of omitted schedules). (Incorated by reference to Exhibit 2.1 to Newtek’s Répa Form 8-K filed April 30,
2004).
3.1 Amended and Restated Certificate of IncorporatioNewtek Business Services, Inc., dated NovembeP@Q5 (Incorporated by
reference to Exhibit 3.1 to Newf's Report on Form -K filed May 10, 2006)
3.2 Bylaws of Newtek Business Services, Inc. (Incorpeatdy reference to Exhibit No. 3.2 to NewtRegistration Statement on Fc
S-4, No. 33-115615, filed August 11, 200(
10.1 Employment Agreement with Barry Sloane dated Juhe€805 (Incorporated by reference to Exhibit 10.Newtek’s Report on
Form 1(-K filed May 10, 2006)
10.1.1 Amendment dated December 21, 2007 to Employmengékgent with Barry Sloane dated June 30, 2005 (trazated by referenc
to Exhibit 99.1 to Newte's Report on Form-K filed December 28, 2007
10.1.2  Amendment dated July 24, 2008 to Employment Agregméth Barry Sloane dated June 30, 2006 (Incorgaray reference t
Exhibit 99.1 to Newte’'s Report on Form-K filed July 25, 2008)
10.1.3 Employment agreement with Barry Sloane dated Deeerd®, 2008. (Incorporated by reference to Exi9iBitl to Newtek’'s Report
on Form &K filed January 2, 2009
10.2 Employment Agreement with Jeffrey G. Rubin datedelBO, 2005 (Incorporated by reference Exhibit 10 Rewtek’s Report on
Form 1(-K filed May 10, 2006)
10.2.1 Amendment dated December 21, 2007 to Employmen¢&gent with Jeffrey G. Rubin dated June 30, 200&otporated b
reference to Exhibit 99.2 to New's Report on Form-K filed December 28, 2007
10.3 Employment Agreement with Craig J. Brunet dateg 13, 2006 (Incorporated by reference to ExhibiB18ewtel' s Report or
Form 1(-Q filed July 14, 2006
10.3.1 Amendment dated December 21, 2007 to Employmen¢égent with Craig J. Brunet, dated July 13, 2066dtporated b
reference to Exhibit 99.3 to New’s Report on Form-K, filed December 28, 2007
10.3.2 Employment Agreement dated December 30, 2008 witligQ. Brunet. (Incorporated by reference to Exi88.1 to Newtek'’s
Report on Form -K filed January 2, 2008
10.3.3 Employment Agreement dated December 30, 2008 bettimeCompany and Seth A.Cohen. Incorporated lereate to Exhibit
99.1 to Newte’'s Report on Form-K filed January 2, 2008
104 Lease and Master Services Agreement dated MarckODg, between CrystalTech Web Hosting, Inc. an®#a Center
(Incorporated by reference to Exhibit 10.4 to N&k's Report on Form -Q, filed May 15, 2007)
10.5 Fourth Amendment to the Amended and Restated Mheter and Security Agreement, dated December 312, 2ftween Newte
Small Business Finance, Inc. and DB Structured &risd Inc., dated June 29, 2005 (Incorporated fereace to Exhibit 10.1 to
Newtel' s Report on Form-K, filed June 29, 2005
10.6 Credit Agreement between Newtek Business Servines,Newtek Small Business Finance, Inc., SmaliBess Lending, Inc.,

CCC Real Estate Holding Co., LLC and General Ele@apital Corporation, dated August 31, 2005 (hpooated by reference to
Exhibit 10.1 to Newte's Report on Form-K, filed September 6, 200E
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10.7

10.7.1

10.7.2

10.7.%

10.8

10.9

10.9.1

10.9.2

10.10

10.11

10.12

10.13

10.14

17.1

18.1
211
23.1
311
31.2
32.1

First Amendment and Waiver to Credit Agreementeddtebruary 28, 2006, to the Credit Agreement dateguist 31, 2005, between
Newtek Business Services, Inc., the other credtigsmsignatory thereto and General Electric Cafitaporation (Incorporated t
reference to Exhibit 99.1 to New's Report on Form-K, filed March 2, 2006)

Second Amendment and Waiver to Credit Agreemem¢ddgebruary 28, 2006, to the Credit AgreementdiBtecember 28, 2006,
between Newtek Business Services, Inc., the otteglitqparties signatory thereto and General Ele€#pital Corporation
(Incorporated by reference to Exhibit 2.4.1 to Ne's Report on Form -K, filed April 2, 2006).

Third Amendment and Waiver to Credit Agreement dd@etober 20, 2008 to the Credit Agreement dateguati31, 2005, betwet
Newtek Business Services, Inc., the other creditggmsignatory thereto and General Electric Cafitaporation (Incorporated k
reference to Exhibit 99.1 to New’s Report on Form-K, filed October 22, 2008

Fourth Amendment and Waiver to Credit Agreemenedi@ecember 11, 2008 to the Credit Agreement dategist 31, 2005,
between Newtek Business Services, Inc., the otteglitqparties signatory thereto and General Ele&@#apital Corporation
(Incorporated by reference to Exhibit 99.1 to Neék's Report on Form-K, filed December 17, 2008

Guaranty between Newtek Business Services, Incll&usiness Lending, Inc., CCC Real Estate Holdiw, LLC and Gener:
Electric Capital Corporation, dated August 31, 20@8orporated by reference to Exhibit 10.2 to Nelkidé Report on Form 8-K, filed
September 6, 2005

Credit and Security Agreement by and between CDSriggs Services, Inc. and Wells Fargo Bank, Natidssociation dated
February 27, 2007 (Incorporated by reference taliixh0.9 to Newte’'s Report on Form -Q, filed August 14, 2007

Waiver under Credit and Security Agreement datdatlray 27, 2007 by and between CDS Business SerMice. and Wells Fargo
Bank, National Association dated August 1, 200¢d¢hporated by reference to Exhibit 10.9.1 to Nevg&eport on Form 10-Q, filed
August 14, 2007)

Second Amendment dated October 20, 2008 to CrediSa&curity Agreement dated February 27, 2007 biybatween CDS Business
Services, Inc. and Wells Fargo Bank, National Aggam (Incorporated by reference to Exhibit 99 INewtek’s Report on Form 8K
filed October 22, 200¢

Loan and Security Agreement dated October 19, 288yeen Crystaltech Web Hosting, Inc. and NorttkBank (Incorporated b
reference to Exhibit 99.2 to New's Report on Form-K, filed October 23, 2007

Guaranty of Payment and Performance dated Oct¢he&0D7, between Newtek Business Services, IncNamth Fork Bank
(Incorporated by reference to Exhibit 99.3 to Neék's Report on Form-K, filed October 23, 2007

Pledge Agreement dated October 19, 2007, betweartdddBusiness Services, Inc. and North Fork Bankdiporated by reference
Exhibit 99.4 to Newte’'s Report on Form-K, filed October 23, 2007

Consulting Agreement between Newtek Business Sesyiac. and Jeffrey G. Rubin, dated March 7, 200&rporated by reference
to Exhibit 99.1 to Newte's Report on Form-K, filed March 12, 2008)

Termination Agreement between Newtek Business 8esyinc. and Jeffrey G. Rubin as director andceffidated March 7, 2008
(Incorporated by reference to Exhibit 99.2 to Nék's Report on Form-K, filed March 12, 2008)

Letter of resignation as director and officer fr@man A. Wasserman, dated June 10, 2005 (Incorpdray reference to Exhibit 17
to Newtel's Report on Form-K, filed June 13, 2005

Preferability letter from J.H. Cohn LLP dated M&3, 2008.

Subsidiaries of the Registral

Consent of J.H. Cohn LLI

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Financial Officer pursuamt $ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Executive and Chief Finardfficers pursuant to Section 906 of the Sarb-Oxley Act of 2002
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SIGNATURES

In accordance with Section 13 of 15(d) of the Exg®Act, the registrant caused this report to geegd on its behalf by the undersigned,
thereunto duly authorized.

NEWTEK BUSINESS SERVICES, INC.

Date: March 20, 200 By: / s/ B ARRY S LOANE
Barry Sloane
(Chairman and Chief Executive Officer)

In accordance with the Exchange Act, this repostiteen signed below by the following persons oralieti the registrant and in the
capacities and on the dates indicated.

Signature Title Date

/ s/ B ARRY S LOANE Chairman of the Board, Chief Executive Officer @utretary March 20, 200¢
Barry Sloane

/ s/ SETHA. C OHEN Chief Financial Officer and Treasut March 20, 200¢
Seth A. Cohen

/s/ D avip C. BEck Director March 20, 200¢
David C. Beck

/ s/ CHRISTOPHERG. PAYAN Director March 20, 200¢

Christopher G. Payan

/ s/ SALVATORE M ULIA Director March 20, 2009
Salvatore Mulia

/ s/ G orRDONL. S CHRODER Director March 20, 2009
Gordon L. Schroder

/ s/ M ICHAEL A. S CHWARTZ Director March 20, 2009
Michael A. Schwartz
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Number

EXHIBITS INDEX

Description

2.1

3.1

3.2

10.1

10.1.1

10.1.2

10.1.3

10.2

10.2.1

10.3

10.3.1

10.3.2

10.3.3

10.4

10.5

10.6

10.7

10.7.1

10.7.2

10.7.3

10.8

Asset Purchase Agreement, dated April 28, 2004ydrrt Newtek Business Services, Inc., and CrysthlTéeb Hosting, Inc
(including a listing of omitted schedules) (Incorpied by reference to Exhibit 2.1 to Newtek’s Répor Form 8-K filed April 30,
2004).

Amended and Restated Certificate of IncorporatioNewtek Business Services, Inc., as filed on Naven21, 2005 (Incorporated
by reference to Exhibit 3.1 to New’s Report on Form -K filed May 10, 2006)

Bylaws of Newtek Business Services, Inc. (Incorpeatdy reference to Exhibit No. 3.2 to NewtRegistration Statement on Fc
S-4, No. 33115615, filed August 11, 200(

Employment Agreement with Barry Sloane dated Juhe€B05 (Incorporated by reference to Exhibit 10.Newtel's Report or
Form 1(-K filed May 10, 2006)

Amendment dated December 21, 2007 to Employmengééxgent with Barry Sloane dated June 30, 2005 (prazated by referenc
to Exhibit 99.1 to Newte's Report on Form-K filed December 28, 2007

Amendment dated July 24, 2008 to Employment Agregméh Barry Sloane dated June 30, 2006 (Incortearay reference to
Exhibit 99.1 to Newte’'s Report on Form-K filed July 25, 2008)

Employment agreement with Barry Sloane dated Deeerd®, 2008. (Incorporated by reference to Exi8iBitl to Newtek’'s Report
on Form &K filed January 2, 2009

Employment Agreement with Jeffrey G. Rubin datexdelBO0, 2005. (Incorporated by reference Exhibi2 16.Newtel's Report or
Form 1(-K filed May 10, 2006)

Amendment dated December 21, 2007 to Employmen¢&gent with Jeffrey G. Rubin dated June 30, 200&otporated b
reference to Exhibit 99.2 to New's Report on Form-K filed December 28, 2007

Employment Agreement with Craig J. Brunet dateg 13|, 2006 (Incorporated by reference to ExhibiB18ewtek’s Report on
Form 1(-Q filed July 14, 2006;

Amendment dated December 21, 2007 to Employmengéégent with Craig J. Brunet, dated July 13, 2086dtporated by
reference to Exhibit 99.3 to New’s Report on Form-K, filed December 28, 2007

Employment Agreement dated December 30, 2008 witligQ. Brunet. (Incorporated by reference to Exi88.1 to Newtek'’s
Report on Form -K filed January 2, 2008

Employment Agreement dated December 30, 2008 bettieeCompany and Seth A.Cohen. Incorporated @reate to Exhibi
99.1 to Newte's Report on Form-K filed January 2, 2008

Lease and Master Services Agreement dated MarckODg, between CrystalTech Web Hosting, Inc. an®#a Center
(Incorporated by reference to Exhibit 10.4 to Neék's Report on Form -Q, filed May 15, 2007)

Fourth Amendment to the Amended and Restated Mbetar and Security Agreement, dated December 312,2etween Newtek
Small Business Finance, Inc. and DB Structured &risd Inc., dated June 29, 2005 (Incorporated fereace to Exhibit 10.1 to
Newtel' s Report on Form-K, filed June 29, 2005

Credit Agreement between Newtek Business Servines,Newtek Small Business Finance, Inc., SmaBiBess Lending, Inc
CCC Real Estate Holding Co., LLC and General Ele€apital Corporation, dated August 31, 2005 (hpooated by reference to
Exhibit 10.1 to Newte's Report on Form-K, filed September 6, 200E

First Amendment and Waiver to Credit Agreementeddtebruary 28, 2006, to the Credit Agreement dateglist 31, 2005,
between Newtek Business Services, Inc., the otteglitqparties signatory thereto and General Ele@apital Corporation.
(Incorporated by reference to Exhibit 99.1 to Ne&k's Report on Form-K, filed March 2, 2006)

Second Amendment and Waiver to Credit Agreemem¢ddgebruary 28, 2006, to the Credit AgreementdiBecember 28, 200
between Newtek Business Services, Inc., the otteglitqparties signatory thereto and General Ele&@#apital Corporation
(Incorporated by reference to Exhibit 2.4.1 to Nel's Report on Form -K, filed April 2, 2006).

Third Amendment and Waiver to Credit Agreement dédetober 20, 2008 to the Credit Agreement dateguati31, 2005, betwe:
Newtek Business Services, Inc., the other credtigsmsignatory thereto and General Electric Cafitaporation (Incorporated t
reference to Exhibit 99.1 to New's Report on Form-K, filed October 22, 2008

Fourth Amendment and Waiver to Credit Agreemenedi@ecember 11, 2008 to the Credit Agreement dateist 31, 200
between Newtek Business Services, Inc., the otteelitqparties signatory thereto and General Ele€@#pital Corporation
(Incorporated by reference to Exhibit 99.1 to N&k's Report on Form-K, filed December 17, 2008

Guaranty between Newtek Business Services, Incll&usiness Lending, Inc., CCC Real Estate Holdlm, LLC and General
Electric Capital Corporation, dated August 31, 20@6orporated by reference to Exhibit 10.2 to Nelkid Report on Form 8-K,
filed September 6, 200%
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10.9

10.9.1

10.9.2

10.10

10.11

10.12

10.13

10.14

17.1

18.1
211
23.1
311
31.2
32.1

Credit and Security Agreement by and between CDSriggs Services, Inc. and Wells Fargo Bank, Natidssociation dated
February 27, 2007 (Incorporated by reference tdliixh0.9 to Newte’'s Report on Form -Q, filed August 14, 2007

Waiver under Credit and Security Agreement datdatlagy 27, 2007 by and between CDS Business Sapice. and Wells Farg
Bank, National Association dated August 1, 200t¢hporated by reference to Exhibit 10.9.1 to Nevet&eport on Form 10Q, filed
August 14, 2007)

Second Amendment dated October 20, 2008 to CrediSacurity Agreement dated February 27, 2007 biybatween CDS Business
Services, Inc. and Wells Fargo Bank, National Aggam (Incorporated by reference to Exhibit 99 INewtek’s Report on Form 8K
filed October 22, 200¢

Loan and Security Agreement dated October 19, 288yeen Crystaltech Web Hosting, Inc. and NorttkBank (Incorporated b
reference to Exhibit 99.2 to New's Report on Form-K, filed October 23, 2007

Guaranty of Payment and Performance dated Octdhe?0D7, between Newtek Business Services, IncNamth Fork Bank
(Incorporated by reference to Exhibit 99.3 to Nék's Report on Form-K, filed October 23, 2007

Pledge Agreement dated October 19, 2007, betweartdddBusiness Services, Inc. and North Fork Balmcdrporated by reference
to Exhibit 99.4 to Newte's Report on Form-K, filed October 23, 2007

Consulting Agreement between Newtek Business Sesylac. and Jeffrey G. Rubin, dated March 7, 200&rporated by reference
to Exhibit 99.1 to Newte's Report on Form-K, filed March 12, 2008)

Termination Agreement between Newtek Business 8esyinc. and Jeffrey G. Rubin as director andceffidated March 7, 20(
(Incorporated by reference to Exhibit 99.2 to Ne&k’s Report on Form-K, filed March 12, 2008)

Letter of resignation as director and officer fr@man A. Wasserman, dated June 10, 2005 (Incorpdray reference to Exhibit 17
to Newtel's Report on Form-K, filed June 13, 2005

Preferability letter from J.H. Cohn LLP dated Ma3, 2008.

Subsidiaries of the Registral

Consent of J.H. Cohn LLI

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Financial Officer pursuamt $ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Executive and Chief Finard@fficers pursuant to Section 906 of the Sarb-Oxley Act of 2002
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders of
Newtek Business Services, Ir

We have audited the accompanying consolidated balgineets of Newtek Business Services, Inc. andidialies as of December 31, 2008
and 2007, and the related consolidated stateménfzeoations, changes in shareholders’ equity asth lows for each of the years in the three-
year period ended December 31, 2008. These coasatdidinancial statements are the responsibilitthefCompan’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlgUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the consolidated financial position
of Newtek Business Services, Inc. and Subsidiasesf December 31, 2008 and 2007, and their catateli results of operations and cash
flows for each of the years in the thrgear period ended December 31, 2008, in conformiitly accounting principles generally accepted i@
United States of America.

As discussed in Note 2, in 2007 the Company chaitgedethod of accounting for servicing of finari@asets upon adoption of Statement of
Financial Accounting Standards No. 156, “AccounfiogServicing of Financial Assets—an AmendmenEASB Statement No. 140"

As discussed in Note 3, in 2008 the Company chaitgedethod of accounting for valuing its Capca'sdits in lieu of cash, notes payable in
credits in lieu of cash and prepaid insurance wgmption of Statement of Financial Accounting Stadd No. 159, The Fair Value Option fc
Financial Assets and Financial Liabilities—Inclugian Amendment of FASB Statement No. 115"

/s/ J.H. Cohn LLP

Jericho, New York
March 18, 2009
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®
(In Thousands)

2008 2007 2006
Operating revenue $ 98,88¢ $ 92,83t $88,16¢
Operating expense
Electronic payment processing ca 51,10¢ 45,24( 33,78:
Salaries and benefi 21,89( 22,29: 16,86
Interest 10,88 14,80« 17,02:
Depreciation and amortizatic 7,592 6,59¢ 5,31¢
Insurance 464 3,42 3,38¢
Goodwill impairment 98C 162 —
Provision for loan losse 2,53( 84C 40t
Other general and administrative cc 16,49« 16,98¢ 15,03¢
Total expense 111,94¢ 110,35 91,81(
Operating loss from continuing operations beforerfaarket value adjustment, minority interest, déne
for income taxes and discontinued operati (13,06)) (17,519 (3,644
Net change in fair market value of credits in leficash and notes payable in credits in lieu oh (8 — —
Minority interest 55€ 41F 43t
Operating loss before benefit for income taxesdiadontinued operatior (12,519 (17,109 (3,209
Benefit for income taxe 2,05( 6,37¢ 581
Loss from continuing operatiol (20,469 (20,729 (2,62¢)
Discontinued operations, net of ta — (490 50¢
Net loss $(10,469) $(11,219 $(2,120
Weighted average common shares outstan
Basic and diluter 35,73¢ 35,817 34,87¢
Loss per share from continuing operatic
Basic and dilutet $ (029 $ (0.300 $ (0.0¢)
(Loss) income per share from discontinued operatinat of taxes
Basic and dilutes — (0.09) 0.0z
Basic and diluted loss per sh $ (029 $ (0.31) $ (0.06)

See accompanying notes to these consolidated fadastatements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2008 AND 2007
(In Thousands, except for Per Share Data)

ASSETS
Cash and cash equivalel
Restricted cas
Credits in lieu of cas
SBA loans held for investment (net of reserve faml losses of $3,420 and $2,196, respecti
Accounts receivable (net of allowance of $192 aB21$ respectively
SBA loans held for sal
Prepaid and structured insurat
Prepaid expenses and other assets (net of acceahalatortization of deferred financing costs of $2,and $1,59:
respectively’
Servicing asset (net of accumulated amortizatiahalowances of $3,756 and $3,160, respectiv
Fixed assets (net of accumulated depreciation arattezation of $9,477 and $6,616, respectivi
Intangible assets (net of accumulated amortizaifd12,113 and $8,653, respective
Goodwill

Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY
Liabilities:

Accounts payable and accrued expet
Notes payabl
Deferred revenu
Notes payable in credits in lieu of ce
Deferred tax liability

Total liabilities

Minority interest

Commitments and contingenci
Shareholder equity
Preferred stock (par value $0.02 per share; authdrl 000 shares, no shares issued and outstal
Common stock (par value $0.02 per share; authoB2e@00 shares, issued and outstanding 36,667 &081
not including 394 and 474 shares held in escrowCaadd 473 held by an affiliat
Additional paic-in capital
(Deficit) retained earning
Treasury stock, at cost (1,026 and 217 sharesgctsgply)
Total shareholde’ equity
Total liabilities and sharehold¢ equity

See accompanying notes to these consolidated fadastatements.
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2008

2007

$ 16,85. $ 25,37:
8,36¢ 12,94¢
70,55¢ 92,78
26,91 27,89
5,17¢ 3,957
6,13: 36C
— 14,73¢
9,99¢ 9,78¢
2,282 2,71¢
5,06% 5,43:
6,09¢ 8,82¢
12,09: 12,99¢
$169,52; $217,81¢
$ 9,34 $ 10,25¢
25,99¢  26,76¢
2,20: 2,03z
70,55¢ 79,08t
5,34¢ 17,88(
113,44¢ 136,02
2,30¢ 4,97C
732 722
58,23. 56,16
(4,545 20,24
(64¢) (309
53,77 _ 76,82t
$169,52;, $217,81¢
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’

FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®

Balance at December 31, 2C

Adjustment to number of shares outstanc

Issuance of common sto

Deferred compensation relating to restricted
stock

Cancellation of restricted stock un

Reclassification of unearned compensa

Purchase of treasury sha
Net loss

Balance at December 31, 20

Issuance of common sto

Deferred compensation relating to restric
stock

Exercise of stock optior

Purchase of treasury sha
Net loss

Balance at December 31, 2C

Issuance of common sto

Deferred compensation relating to restricted
stock

Issuance of option

Purchase of treasury sha

Issuance of warran

Paid in capital in excess of par, upon acquisi
of subsidiary preferred stot

Issuance of treasury shares to 401k |

Acquisition of treasury shares from affilie

SFAS 159 fair value adjustment upon adopt
net of tax

Net loss

Balance at December 31, 2C

(In Thousands)

EQUITY

Number of Number of
Additional
Shares of  Common Shares of  Treasury
Common Paid-in- Unearned Retained Treasury
Stock Stock Capital Compensatior Earnings Stock Stock Total
34,80¢ $ 69€ $53,737 $  (492) $33,58¢ — $ — $87,52
(252) (5) 5 — — — — —
747 15 1,317 — — — — 1,332
17¢ 4 17¢ 204 — — — 38€
— — (119) 11€ — — — —
— — (170) 17C — — — —
— — — — — 32 (54) (54)
— — — — (2,120 — — (2,120
35,47¢ 71C 54,94¢ — 31,46¢ 32 (59 87,06¢
297 6 89C — — — — 89¢€
21¢% 4 183 — — — — 187
90 13¢ — — — — 141
— — — — — 18¢ (249) (249)
— — — — (11,219 — — (11,219
36,08 722 56,16! — 20,24¢ 217 (303) 76,82¢
80 1 80 — — — — 81
33 1 19 — — — — 20
— — 192 — — — — 192
— — — — — 41€ (45€) (45¢€)
— — 13 — — — — 13
— — 1,80( — — — — 1,80(
_ — (24) — — (80) 112 88
47z 9 (9) - = 47z = —
— — — — (14,32) — — (14,32)
— — — — (10,469 — — (10,469
36,660 $ 737 $5823: $ —  $ (4,54 1,02¢ $ (649 $53,77¢

See accompanying notes to these consolidated fadastatements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®
(In Thousands)

2008 2007 2006
Cash flows from operating activitie
Net loss $(10,469)  $(11,219 $ (2,120
Adjustments to reconcile net loss to net cash (irgeprovided by operating activitie
Income from tax credit (7,989 (5,319 (15,607
Accretion of interest expen: 8,64¢ 11,75¢ 12,98!
Gain on sale/recovery of investme (15¢) (1,112 (1,70€)
Deferred income taxe (2,989 (6,549 (613)
Depreciation and amortizatic 7,57 7,36( 6,36¢
Provision for loan losse 2,53( 84C 40&
Other, ne 1,077 (411 (8321
Changes in operating assets and liabilil
Originations of SBA loans held for s¢ (19,936 (32,65¢) (30,169
Proceeds from sale of SBA loans held for : 14,16: 34,08: 29,53:
Prepaid expenses, accounts receivable and acerngdst receivabl (1,482 652 (436)
Accounts payable, accrued expenses and deferredue (514) (2,407 (65€)
Other, ne (8 1,971 4,72¢€
Net cash (used in) provided by operating activi (9,540 (2,007) 1,881
Cash flows from investing activitie
Investments in qualified busines: (3,504 (2,612 (11,52
Returns of investments in qualified busines 2,93 5,20¢ 11,13(
Purchase of fixed assets and customer merchantais (3,499 (6,399 (5,637)
SBA loans originated for investme (7,145 (10,329 (9,699
Payments received on SBA loe 4,79€ 6,00¢ 6,31%
Proceeds from sale of SBA loans held for investr 644 3,13¢ 8,86:
Proceeds from sale of asset held for — 1,572 —
Change in restricted ca 4,444 (1,492 6,33:
Proceeds from sale of U.S. Treasury N¢ — 5,04z —
Proceeds from sale of marketable securities artfficates of deposi — — 13,78:
Other, ne (200) 67¢ (1,169
Net cash (used in) provided by investing activi (1,530 1,82 18,40¢

See accompanying notes to these consolidated falatatements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS—(Continued)
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®
(In Thousands)

Cash flows from financing activitie

Net proceeds (repayments) on notes pay
Change in restricted cash relating to NBC finant

Purchase of treasury sha
Other, ne

Net cash provided by (used in) financing activi

Net (decrease) increase in cash and cash equis
Cash and cash equivale—beginning of yea

Cash and cash equivale—end of yeal

Supplemental disclosure of cash flow activities
Cash paid for intere:

Cash paid for taxe

Non-cash investing and financing activities

Reduction of credits in lieu of cash and notes plya credits in lieu of cash balances due tovaeyi of

tax credits to Certified Investo

Paid in capital in excess of par, upon acquisitibaubsidiary preferred stot

Conversion of note payable to minority inter

Shares held in escrow released to former sharehofdribsidiary

Issuance of treasury shares for 401k mi

Reduction of structured insurance product and nuagable— Certified Investor:

Shares issued in connection with legal settler

Shares issued for payment of executive deferrecpbeosatior
Additions to assets and liabilities as a resultadsolidation of acquired interes

Cash

Accounts receivabl

Prepaid expenses and other as
Total asset

Accounts payable and accrued expel
Notes payabl

Total liabilities
Goodwill recognizec

Stock issued in exchange for minority intel

Acquisition of minority interests resulting in goet:

Newtek Business Services common shares is
Contingent consideration for CrystalTech acquigi

NMS-WI purchase of minority interest allocatic
Additions to customer merchant accou

Newtek Business Services common shares issuediaritgimembel

Increase in deferred tax liabili
Net effect on purchase pri

See accompanying notes to these consolidated fadastatements.
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2008 2007 2006
$ 3,201 $(2,570 $(17,14)
= 2,05( —
(45¢) (249) (54)
(199 (360) (349)
2550 (1,129 (17,549
(8520 (1,319  2,74F
2537: 26,68]  23,94(
$16,85. $2537: $ 26,68
$ 1631 $244: $ 3,79
$ 28 $ 907 $ 397
$18,95¢ $18,95¢ $ 18,65
$180 $ — $ —
$ — $1000 $ —
$ 76 $ 104 $ —
$ 112 $ — 0 —
$381C $ — $ —
$ — $ 344 $ —
$ — $ 177 $ —
$ — $ 238 $ —
— 3,57¢ —
$ — $3906 $ —
$ —  $3127 —
— 3,25¢ —
—  $6,38¢ —
$ — $248 $ —
$ — $ — $§ 50C
$ — $ — $ 1ge
$ — $ — $ 4t
$ — $ — $ 1,271
— — (500)
— — (771)
$ — $ — $ —
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—DESCRIPTION OF BUSINESS AND BASIS OF PRESENRTION:

Newtek Business Services, InENewtek”) is a holding company for several wholgnad majority-owned subsidiaries, including fifteen
certified capital companies which are referredg@apcos, and several portfolio companies in wtiiehCapcos own non-controlling or
minority interests. The Company provides a “ongysthop” for business services to the small- andinmegized business market and uses
state of the art web-based proprietary technolodyeta low cost acquirer and provider of produnts services. The Company partners with
companies, credit unions, and associations to dffeservices.

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing, credit card processing and check appresvices to the small- and medium-sized
business market.

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgp Services, which offers shared and dedicateld hasting and
related services to the small- and medium-sizethbas market.

Small Business FinancePrimarily consists of Newtek Small Business Finamice. (‘“NSBF”), a nationally licensed, U.S. Small
Business Administration (“SBA”) lender that origtea, sells and services loans to qualifying smadieesses, which are partially
guaranteed by the SBA; and CDS Business Servigesdib/a Newtek Business Credit (“NBC”) which pides receivable financing.

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

Corporate Activities: Corporate implements business strategy, direct&etiag, provides technology oversight and guidance,
coordinates and integrates activities of the segsneontracts with alliance partners, acquirersazusr opportunities, and owns our
proprietary NewTracker™ referral system. Revenutetpenses not allocated to other segments, imgudterest income, Capco
management fee income and corporate operationaisgpe

Capcos:Fifteen certified capital companies which invessimall- and medium-sized businesses. They geneoateash income from
tax credits and non-cash interest and insurancersqgs.

The consolidated financial statements of NewtekiBass Services, Inc., its Subsidiaries and FINe@tG&olidated entities (the “Company”
or “Newtek”) included herein have been preparedigyCompany in accordance with accounting prinsiglenerally accepted in the United
States of America and include all wholly- and mi&yeowned subsidiaries, and several portfolio comes in which the Capcos own non-
controlling minority interest in, or those which Wik is considered to be the primary beneficiaryasfdefined under FIN 46 and FIN 46R).
All inter-company balances and transactions haes lediminated in consolidation. Currently, the Campis absorbing losses attributable to
certain of its minority interest holders. Once thestities return to profitability, the losses vii# restored to the Company prior to allocation of
profits to all minority holders.

All financial information included in the tables tine following footnotes are stated in thousands.

NOTE 2—SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United States of
America requires management to make estimatesssuirgtions that affect the reported amounts otsissel liabilities and disclosures of
contingent assets and liabilities at the date efctnsolidated financial statements, and the regainounts of revenue and expense during the
reporting period. The level of uncertainty in esites and assumptions increases with the lengimefuntil the underlying transactions are
complete. The most significant estimates are vaipect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of servicisgeds, chargback reserves and tax valuation allowances. Acasllts could differ from tho:
estimates.
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Revenue Recognition

The Company operates in a number of different segsn&uch revenues are recognized as servicesradered and are summarized as
follows:

Electronic payment processing revenueElectronic payment processing income is derivethftbe electronic processing of credit and
debit card transactions that are authorized anticaghthrough third-party networks. Typically, meants are charged for these processing
services on a percentage of the dollar amountaf #ansaction plus a flat fee per transactionta®merchant customers are charged
miscellaneous fees, including fees for handlinggbdacks or returns, monthly minimum fees, statdérfees and fees for other miscellaneous
services. In accordance with Emerging Issues TaskeH“EITF”) 99-19, “Reporting Revenue Gross d&riacipal versus Net as an Agent”,
revenues derived from the electronic processingadterCard® and Visa® sourced credit and debit tarmbsactions are reported gross of
amounts paid to sponsor banks.

The Company also derives revenues from actingdependent sales offices (“1ISO”) for third-party pessors (“residual revenue”) and
from the sale of credit and debit card devicesidted revenue is recognized monthly, based on eotual agreements with such processors to
share in the residual income derived from the ugoher merchant agreements. Revenues derived frdes sé equipment 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 velsting and
software support services. Customer set-up feeilled upon service initiation and are recogniasdevenue over the estimated customer
relationship period of 2.5 years. Payment for westing and related services is generally receivedmonth to three years in advance.
Deferred revenues represent customer prepaymearnipéoming web hosting and related services.

Income from tax credits: Following an application process, a state will fyoti company that it has been certified as a Caple.state
then allocates an aggregate dollar amount of taditsrto the Capco. However, such amount is neftmagnized as income nor otherwise
recorded in the financial statements since it ltybe earned by the Capco. The Capco is legatijled to earn tax credits upon satisfying
defined investment percentage thresholds withigifpd time requirements and corresponding nonptea percentages. At December 31,
2008, the Company had Capcos in seven states arigtrict of Columbia. Each statute requires thatCapco invest a threshold percentage
of Certified Capital in Qualified Businesses withire time frames specified. As the Capco meetsethexpuirements, it avoids grounds under
the statute for its disqualification for continugalticipation in the Capco program. Such a disdjoation, or “decertification” as a Capco
results in a recapture of all or a portion of thecated tax credits; the proportion of the recaptis reduced over time as the Capco remains in
general compliance with the program rules and meetprogressively increasing investment benchmarks

As the Capco continues to make its investmentsualifled Businesses and, accordingly, places areasing proportion of the tax crec
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 Eashthe accompanying consolidated balance sh@&éis.amount earned and recorded as
income is determined by multiplying the total amboftax credits allocated to the Capco by the getage of tax credits immune from
recapture (the earned income percentage) undstatestatute. To the extent that the investmentirements are met ahead of schedule, and
the percentage of non-recapturable tax creditsdslarated, the present value of the tax crediteghis recognized currently and the asset,
credits in lieu of cash, is accreted up to the amofitax credits available to the Certified Invagst If the tax credits are earned before the state
is required to make delivery (i.e., investment iegments are met ahead of schedule, but creditelgrbe used by the certified investor in a
future year), then the present value of the tagitseearned are recorded upon completion of theiregpents, in accordance with Accounting
Principles Board Opinion No. 21. The receivabldiéch“credits in lieu of cash”) is accreted to @renual deliverable amount which can then be
delivered to the insurance company investors indiecash interest. Delivery of the tax creditshte Certified Investors results in a decrease of
the receivable and the notes payable in crediisinof cash.

The allocation and utilization of Capco tax credsitsontrolled by the state law. In general, the&eapplies for tax credits from the state
and is allocated a specific dollar amount of cedihich are available to be earned. The Capco gegvine state with a list of the Certified
Investors, who have contractually agreed to aciteptax credits in lieu of cash interest paymentsheir notes. The tax credits are claimed by
the Certified Investors on their state premiumritarn as provided under each state Capco andwaxState regulations specify the amount of
tax credits a Certified Investor can claim andgkeod in which they can claim them. Each statéopiéally 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 clahis deduction.
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Sales and Servicing of SBA LoanNSBF originates loans to customers under the SBnam that generally provides for SBA
guarantees of 50% to 85% of each loan, subjectt@dmum guarantee amount. NSBF sells the guardueeion of each loan to a third pa
and retains the unguaranteed principal portiotsimivn portfolio. A gain is recognized on the guaead portions of these loans through
collection on sale of a premium over the adjustedying value. Commencing on January 1, 2008, the@any began to recognize the gain on
sale of the guaranteed portion of the loans ornrtite date rather than the date of settlement,rithdederms of SFAS No. 156 “Accounting for
Servicing of Financial Assets—an amendment of F/A$&ement No. 140” for 2008 and 2007 and SFAS M6.“Accounting for Transfers
and Servicing of Financial Assets and Extinguishimer Liabilities—a Replacement of FASB Statement l25” for 2006.

In each loan sale, the Company retains serviciggamsibilities and receives servicing fees of aimirm of 1% of the guaranteed loan
portion sold. The Company is required to estimt@dequate servicing compensation in the calomatf its servicing asset. The purchasel
the loans sold have no recourse to the Companfailare of customers to pay amounts contractuallg.d

In accordance with SFAS 156, upon sale of the loarnisird parties, NSBF separately recognizesiawiue any servicing assets or
servicing liabilities first, and then allocates @revious carrying amount between the assets saldree interests that continue to be held by the
transferor (the unguaranteed portion of the loased on their relative fair values at the dateasfdfer. The difference between the proceeds
received and the allocated carrying value of tharfcial assets sold is recognized as a gain orotidans.

In accordance with SFAS 140, upon sale of the leanisird parties, the Company’s investment in &A3oan is allocated among the
retained portion of the loan (unguaranteed), the gortion of the loan (guaranteed) and the valuean servicing retained, based on the
relative estimated fair market values of each camepb at the sale date. The difference betweenrtieepds received and the allocated carr
value of the loan sold is recognized as a gainate &f loans.

Each class of servicing assets and liabilitiessatessequently measured under SFAS 156 using efteemhortization method or the fair
value measurement method. The amortization metlibith NSBF has chosen to continue applying toétsising asset, amortizes the asset in
proportion to, and over the period of, the estimdtgure net servicing income on the underlyinglgmbrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastdrosalue at each reporting date. In the evaetire prepayments are significant or
impairments are incurred and future expected das¥sfare inadequate to cover the unamortized sag/assets, additional amortization or
impairment charges would be recognized. The Comparg an independent valuation specialist to esitha fair value of the servicing as¢

In evaluating and measuring impairment of servi@sgets, NSBF stratifies its servicing assets bassgear of loan and loan term which
are key risk characteristics of the underlying lpaols. The fair value of servicing assets is deteed by calculating the present value of
estimated future net servicing cash flows, usirsyagtions of prepayments, defaults, servicing castsdiscount rates that NSBF believes
market participants would use for similar assets.

If NSBF determines that the impairment for a stmrata temporary, a valuation allowance is recogntbedugh a charge to current
earnings for the amount the amortized balance etsctbee current fair value. If the fair value of gteatum were to later increase, the valuation
allowance may be reduced as a recovery. HowevBISBF determines that an impairment for a stratsather than temporary, the value of
the servicing asset and any related valuation aime is written-down.

Interest and Small Business Administration (“SBA”) Loan Fees—SBA Loansinterest income on loans is recognized as earnegahs
are placed on non-accrual status if they are 98 dagt due with respect to principal or interest amthe opinion of management, interest or
principal on individual loans is not collectible, @ such earlier time as management determinéshdaollectibility of such principal or
interest is unlikely. Such loans are designateidhasired non-accrual loans. All other loans arerdef as performing loans. When a loan is
designated as non-accrual, the accrual of intéselscontinued, and any accrued but uncollecteztést income is reversed and charged
against current operations. While a loan is class$i&s non-accrual and the future collectibilitytioé recorded loan balance is doubtful,
collections of interest and principal are generalhplied as a reduction to principal outstanding.

The Company passes certain expenditures it inoufgetborrower, such as forced placed insuraneeffisient funds fees, or fees it
assesses, such as late fees, with respect to marthgiloan. These expenditures are recorded witemred. Due to the uncertainty with
respect to collection of these passed through eipgns or assessed fees, any funds receivednduese the Company are recorded on a caskh
basis as other income.
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Insurance commissionsRevenues are comprised of commissions earned amiyres paid for insurance policies and are recoghéte
the time the commission is earned. At that dategtirnings process has been completed and the Ggrogia estimate the impact of policy
cancellations for refunds and establish reservies.r&serve for policy cancellations is based ototital cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues generated by &8@®ell as revenues derived from operating unédst¢hnnot be
aggregated with other business segments, and imeer¢icoveries or gains on qualified investmentseRee is recorded when there is
pervasive evidence of an agreement, the relateddieefixed, the service, and or product has beéwedled, and the collection of the related
receivable is assured. Other income particularB&Nhclude the following components:

» Receivable fee:Receivable fees are derived from the funding (pasel of receivables from finance clients. The paeage of fees
is set when entered into an agreement with thatclighe Company recognizes the revenue on thetlateceivable is purchased.
The Company does not take ownership of the reckigaimtil funds are released which then constitatparchase of a client’s
asset. The Company also earns fees from certaintslbased on the amount of funds provided tolteetcThe funds provided are
collateralized by the receivables purchased. Teas®ased on a specific interest rate which isvben entered into an agreement
with the client. The Company recognizes the reveasiearnec

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

» Billing fees:Billing fees are derived from billing-only (non-fimce) clients. These fees are recorded when easézh occurs
when the service is rendere

» Other feesThese fees include annual fees, finance chargpplises, shipping and handling, hardware repairsiolp costs, NSF fe
and termination fees that the Company chargesraiihen funding, takeovers or liquidation of finardents. The Company also
receives commission revenue from various sou

The detail of total operating revenues includethinconsolidated statements of operations is &sfslfor the years ended:

(In thousands): 2008 2007 2006

Electronic payment processi $63,28. $54,777 $43,15!
Web hosting 18,06¢ 16,09: 13,53(
Interest incom: 3,35¢ 5,49¢ 6,18¢
Income from tax credit 7,98¢ 5,31« 15,607
Premium on loan sale 474 2,91« 3,02:
Servicing fee 1,771 1,94¢ 1,93:
Insurance commissior 1,03t 89¢ 927
Other income 2,917 5,391 3,81(
Totals $98,88¢ $92,83¢ $88,16¢

Electronic Payment Processing Costs

Electronic payment processing costs consist pratlgipf costs directly related to the processingnafrchant sales volume, including
interchange fees, VISA and MasterCard dues andgsssats, bank processing fees and costs paiddepaity 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 get 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 prssed 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 represermdieet® third-party
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sales referral sources. Residual expenses araipdat various formulae as contracted with sucldtparty referral sources, but are generally
linked to revenues derived from merchants succigsferred to the Company and that begin usirg@ompany for merchant processing
services. Such residual expenses are typicallyiogges long as the referred merchant remains awestof the Company and are recognized
as expenses as related revenues are recognizeg @otnpany’s consolidated statements of operations.

Cash and Cash Equivalents

The Company considers all highly liquid investmenith maturities of three months or less when pasgd to be cash equivalents.
Invested cash is held almost exclusively at finahicistitutions with ratings from Standard and Peof A- or better. The Company invests
cash not held in interest free checking accountsaok money market accounts mainly in U.S. Treasaty money market instruments or
funds and other investment-grade securities. ABeafember 31, 2008, cash deposits in excess of RDUCSIPC insurance totaled
approximately $4,500,000 and funds held in U.Sa3uoey only money market funds or equivalents ireeg@f SIPC insurance totaled
approximately $9,900,000.

Restricted Cash

Restricted cash includes cash collateral relating letter of credit; monies due on loan relatetittances and insurance premiums
received by the Company and due to third partieshdeld by the Capcos restricted for use in magaaid operating the Capco, making
qualified investments and for the payment of incdenees; and a cash account maintained as a resgauest charge-back 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 aged60, 90 or 120 days, depending on contraetgiedements. Purchased receivables are
included in accounts receivable on the consolidbhtddnce sheet.

Investments in Qualified Businesses

The various interests that the Company acquirdés ifualified investments are accounted for underd methods: consolidation,
equity method and cost method. The applicable adomymethod is generally determined based on thrafainy’s voting interest or the
economics of the transaction if the investee ismeined to be a variable interest entity.

Consolidation Methodnvestments in which the Company directly or indile owns more than 50% of the outstanding votiegusities,
those the Company has effective control over, osé¢hdeemed to be a variable interest entity in kvtiie Company is the primary beneficiary
under the provisions of FIN 46R (“FIN 46 consolelhientity”) are generally accounted for under thesolidation method of accounting.
Under this method, an investment’s financial positand results of operations are reflected withen@ompany’s consolidated financial
statements. All significant inter-company accowand transactions are eliminated, including retwfrincipal, dividends, interest received
and investment redemptions. The results of opera@md cash flows of a consolidated operatingyeat# included through the latest interim
period in which the Company owned a greater th&b BOect or indirect voting interest, exercised ttohover the entity for the entire interim
period or was otherwise designated as the primamgtficiary. Upon dilution of control below 50%, @pon occurrence of a triggering event
requiring reconsideration as to the primary berefjcof a variable interest entity, the accountingthod is adjusted to the equity or cost
method of accounting, as appropriate, for subsequeninds.

Equity MethodInvestees that are not consolidated, but over wiielCompany exercises significant influence, amanted for under
the equity method of accounting. Whether or notGloenpany exercises significant influence with respe an investee depends on an
evaluation of several factors including, among theepresentation on the investee’s Board of Darscand ownership level, which is
generally a 20% to 50% interest in the voting siéiesrof the investee, including voting rights adated with the Company’s holdings in
common, preferred and other convertible instrumantie investee. Under the equity method of actingnan investee’s accounts are not
reflected within the Company’s consolidated finahstatements; however, the Company’s share oédhaings or losses of the investee is
reflected in the Company’s consolidated financiatesments.

Cost Methodlnvestees not accounted for under the consolidatidhe equity method of accounting are accourtedifider the cost
method of accounting. Under this method, the Comisashare of the net earnings or losses of suchpamiies is not included in the Company’
consolidated financial statements. However, coghottimpairment charges are recognized, as negessdne Company’s consolidated
financial statements. If circumstances suggestttigavalue of the investee has subsequently reedysuch recovery is not recorded until
ultimately liquidated or realized.
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The Company’s debt and equity investments havetantislly been made with funds available to Newtglough the Capco programs.
These programs generally require that each Capet anminimum investment benchmark within five yeafrgitial funding. In addition, any
funds received by a Capco as a result of a delyyrepnt or equity return may, under the terms of@hpco programs, be reinvested and
counted towards the Capcos’ minimum investment ercks.

SBA Loans Held for Investment

Loans receivable held for investment are reportéber outstanding unpaid principal balances adpli$or charge-offs, net deferred loan
origination costs and the allowance for loan losses

Allowance for SBA Loan Losses

The Company measures loan impairment in accordaitheSFAS No. 114 “Accounting by Creditors for Inipaent of a Loan—an
Amendment of FASB Statements No. 5 and 15" (“SFA8"Land No. 118 “Accounting by Creditors for Impaent of a Loan—Income
Recognition and Disclosures—an Amendment of FASBeBtent No. 114.” The valuation allowance for Igapairment is maintained as part
of the allowance for loan losses.

The allowance for loan losses is established byagament through provisions for loan losses chaag@ihst income. Amounts deemed
to be uncollectible are charged against the all@edar loan losses and subsequent recoveriesy faaa credited to the allowance. The amc
of the allowance for loan losses is inherently satiye, as it requires making material estimateglvmay vary from actual results. The loans
acquired from Commercial Capital Corporation in Baber 2002, which are more seasoned than thoseatgd by the Company, comprise
11% of total loans held for investment as of Decengi, 2008. Other portfolio characteristics, sashindustry concentrations and loan
collateral, which also impact management’s estimafehe allowance for loan losses, have also abdisgnce the acquisition. The changing
nature of the portfolio and the limited past logpexience on the newly originated portfolio hasufesl in management’s estimates of the
allowance for loan losses being based more on stilgefactors, as noted below, and less on emfiyiderived loss rates.

The adequacy of the allowance for loan lossesviswneed by management on a monthly basis at a mimipaund as adjustments become
necessary, they are reflected in operations duhiegeriods in which they become known. Considenatin this evaluation include past and
anticipated loss experience, risks inherent inctiveent portfolio and evaluation of real estatdatetal as well as current economic conditions.
In the opinion of management, the allowance, wha&en as a whole, is adequate to absorb estimaeddsses inherent in the Company’s
entire loan portfolio. The allowance consists ada@fic and general components. The specific comporedates to loans that are classified as
either loss, doubtful, substandard or special manfor such loans that are also classified asimeghaan allowance is established when the
discounted cash flows (or collateral value or obakle market price) of the impaired loan is lowwrt the carrying value of that loan. The
general component covers non-classified loans &ibdsed on historical loss experience adjustedfalitative factors.

A loan is considered impaired when, based on ctuiméormation and events, it is probable that tleenPany will be unable to collect the
scheduled payments of principal or interest whem altcording to the contractual terms of the loaee@gent. Other factors considered by
management in determining impairment include paytretaius and collateral value. Loans that exped@ansignificant payment delays and
payment shortfalls generally are not classifiethgwmired. Management determines the significanqeagfment delays and payment shortfalls
on a case-by-case basis, taking into consideratlaf the circumstances surrounding the loan &eddorrower, including the length of the
delay, the reasons for the delay, the borroweityr prayment record, and the amount of the shoiitfalélation to the principal and interest
owed.

The Company'’s charge-off policy is based on a Ibg#ean review for which the estimated uncollecipbrtion of nonperforming loans
is charged off against the corresponding loan vad@#¢ and the allowance for possible loan losses.

SBA Loans Held For Sale

Loans originated and intended for sale in the seagnmarket are carried at the lower of aggregast ar fair value, as determined by
aggregate outstanding commitments from investors.

Loans receivable held for sale are sold with theisiag rights retained by the Company. Gains dassaf loans are recognized based on
the difference between the selling price and thieyoay value of the related loans sold. Unamortiretideferred loan origination costs are
recognized as a component of gain on sale of |Igsrording to the SBA Rules and Regulations guitel086, and in accordance with the
Terms and Conditions of the Trade Advice in conioactvith selling the guaranteed portion of loanigioated, if the borrower prepays in
excess of 20% of the guaranteed portion of the twahthe borrower defaults on any scheduled patgment date within 90 days of settlement
date, the Company is obligated to return any unémsat premium
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received for the guaranteed portion of the loanwveler, based on management’s best estimate aniledng historical prepayment
performance of the loan portfolio, the Company taken the position that the premium is fully recagd at trade date, and a provision against
the premium is not required at the time of the .sale

Fixed Assets

Fixed assets, which are comprised of furniturefattdres and computer office equipment, land, baigdand improvements are stated at
cost, less accumulated depreciation and amortizabepreciation of fixed assets is provided orraightdine basis using estimated useful li
of the related assets. Amortization of leaseholprowements is provided on a straight-line basiegilie lesser of the useful life of the asset or
lease term. Useful lives of assets are: compufénare, website development, and servers and stdthgee years), computer and office
equipment and furniture and fixtures (generallgénto five years).

Software and Website Development Costs

The Company capitalizes its web site developmesitsc@nline application system, referral systemathédr proprietary systems and
computer software costs consistent with the promssiof EITF Issue 00-02, “Accounting for Web SiteMelopment Costs” and Statement of
Position 98-1, “Accounting for the Costs of CompuBeftware Developed or Obtained for Internal Ugeosts incurred during the preliminary
project stage are expensed as incurred, while@gjah stage projects are capitalized. The latietscare typically employee and/or consulting
services directly associated with the developmétheinternal use computer software. Softwareaabsite costs are included in fixed assets
in the accompanying consolidated balance sheetsridgation commences once the software is readjt§ontended use and is amortized
using the straight-line method over the estimateeful life, typically three years.

Deferred Financing Costs

Deferred financing costs are being amortized utttestraightine method over the terms of the related indebdsdnwhich approximat
the effective interest method and is included teri@st expense in the accompanying consolidatéehséats of operations.

Impairment of Long-Lived Assets

Long-lived assets, including fixed assets and igitale assets, are reviewed for impairment whenevents or changes in circumstances
indicate that the carrying value may not be recabier. In reviewing for impairment, the carrying walof such assets is compared to the
estimated undiscounted future cash flows expectad the use of the assets and their eventual digpudf such cash flows are not sufficient
to support the asset’s recorded value, an impairetearge is recognized to reduce the carrying vafube long-lived asset to its estimated fair
value. The determination of future cash flows ali athe estimated fair value of long-lived asset®lves significant estimates on the part of
management. In order to estimate the fair valug lohg-lived asset, the Company may engage aphiry to assist with the valuation. If there
is a material change in economic conditions or tireumstances influencing the estimate of futash flows or fair value, the Company
could be required to recognize impairment chargehe future.

Goodwill and Other Intangible Assets

Goodwill and Other Intangible Assets are accouffwedh accordance with SFAS No. 142, “Goodwill adther Intangible
Assets” (“SFAS 142"). Under SFAS 142, goodwill anthngible assets deemed to have an indefinitealiéenot amortized and are subject to
impairment tests, at least annually. Other intalegiissets with finite lives are amortized overtthisieful lives ranging from 18 to 66 months.

The Company considers the following to be some gasnof important indicators that may trigger apainment review outside its
annual impairment review under the provisions oASH42: (i) significant under-performance or lo$&ey contracts acquired in an
acquisition relative to expected historical or paigd future operating results; (ii) significanaoles in the manner or use of the acquired a
or in the Company'’s overall strategy with respedtie manner or use of the acquired assets or esanghe Company’s overall business
strategy; (iii) significant negative industry oromomic trends; (iv) increased competitive pressuigsa significant decline in the Company’s
stock price for a sustained period of time; an{l @gulatory changes. In assessing the recovesabflthe Company’s goodwill and
intangibles, the Company must make assumptionsdeggestimated future cash flows and other fadimidetermine the fair value of the
respective assets. The fair value of an asset a@uid depending upon the estimating method emploge well as assumptions made.
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Reserve for Losses on Merchant Accounts

Disputes between a cardholder and a merchant pealfydarise as a result of, among other thingsdicalder dissatisfaction with
merchandise quality or merchant services. Suchutkspmay not be resolved in the merchant’s favothése cases, the transaction is “charged
back” to the merchant, which means the purchase irefunded to the customer through the merthantuiring bank and charged to the
merchant. If the merchant has inadequate fund<Ctimepany or, under limited circumstances, the Com@and the acquiring bank, must bear
the credit risk for the full amount of the transast The Company evaluates its risk for such tratigas and estimates its potential loss for
charge-backs based primarily on historical expegeand other relevant factors.

Charge-backs and Other Contingencies

The Company records reserves for charge-backsanrtthgent liabilities when such amounts are deetodse probable and estimable in
accordance with SFAS No. 5, “Accounting for Congingies”. The required reserves may change in tiveefulue to new developments,
including, but not limited to, changes in litigatior increased charge-back exposure as the rdsukr@hant insolvency, liquidation, or other
reasons. The required reserves are reviewed peaitydto determine if adjustments are required.

Stock—Based Compensation

The Company applies SFAS No. 123 (revised 2004)af&Based Payment” (“SFAS 123R"). SFAS 123R reguall share-based
payments to employees to be recognized in the dinhatatements based on their fair values usingption-pricing model at the date of grant.
The Company has elected to adopt the alternatiresition method provided in the FASB Staff Positioncalculating the tax effects of share-
based compensation pursuant to SFAS 123R. Thaaliee transition method includes a simplified negtho establish the beginning balance
of the additional paid-in capital pool related e tax effects of employee share-based compensativch is available to absorb tax
deficiencies subsequent to the adoption of SFASR123

Fair Value

Effective January 1, 2008, the Company determinedair market values of its financial instrumelnésed on the fair value hierarchy
established in SFAS 157 which requires an entitpéximize the use of observable inputs and minirttizeuse of unobservable inputs when
measuring fair value. The standard describes erasds of inputs that may be used to measure ireswhich are provided below. The
Company carries its credits in lieu of cash, preépasurance and notes payable in credits in liecash at fair value in accordance with SFAS
159. The Company also carries impaired loans, Gegyiasset and other real estate owned at faievalu

Level 1 Quoted prices in active markets for identical eseetiabilities. Level 1 assets and liabilitieslude debt and equity securities ¢
derivative contracts that are traded in an actikehange market, as well as certain U.S. Treastingrd).S. Government and agency
mortgag-backed debt securities that are highly liquid aredeectively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, sgafuated prices for similar assets or liabilitiggpted prices in markets that are not
active; or other inputs that are observable ortEanorroborated by observable market data for anbatly the full term of the assets
or liabilities. Level 2 assets and liabilities inde debt securities with quoted prices that aettdess frequently than exchange-
traded instruments and derivative contracts whadeevis determined using a pricing model with ispthiat are observable in the
market or can be derived principally from or cowdted by observable market data. This categorgrgdliy includes certain U.S.
Government and agency mortgage-backed debt sesyigbrporate debt securities, derivative contractsresidential mortgage
loans hel-for-sale.

Level 2 Unobservable inputs that are supported by litttammarket activity and that are significant to thie value of the assets or liabiliti
Level 3 assets and liabilities include financiagtmments whose value is determined using pricindets, discounted cash flow
methodologies, or similar techniques, as well agiments for which the determination of fair vataquires significant managem
judgment or estimation. This category generalljudes certain private equity investments, retaimsidual interests i
securitizations, residential mortgage servicingptsgand highly structured or lo-term derivative contract
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Income Taxes

Deferred tax assets and liabilities are computegdapon the differences between the financiadistant and income tax basis of assets
and liabilities using the enacted tax rates inatffer the year in which those temporary differenaee expected to be realized or settled. If
available evidence suggests that it is more likien not that some portion or all of the defergedassets will not be realized, a valuation
allowance is required to reduce the deferred tagtago the amount that is more likely than ndid¢gealized.

Accounting for Uncertainty in Income Taxes

The FASB issued Interpretation No. 48 (“FIN-48"Actounting for Uncertainty in Income Taxes—An Imteztation of FASB Statement
No. 10¢". FIN-48 recognizes that the ultimate deductilitif positions taken or expected to be taken orrééxns is often uncertain. It
provides guidance on when tax positions claimedrbgntity can be recognizedecognition) and guidance on the dollar amount at which
those positions are recordethéasurement In order to recognize the benefits associatdéd aitax position taken (i.e., generally a dedurctio
on a corporation’s tax return), the entity mustaode that the ultimate allowability of the dedoctiis more likely than not. If the ultimate
allowability of the tax position exceeds 50% (iieis more likely than not), the benefit assoaitéth the position is recognized at the largest
dollar amount that has more than a 50% likelihobbleing realized upon ultimate settlement. Diffexesbetween tax positions taken in a tax
return and recognized in accordance with FIN-48 géherally result in (1) an increase in incomestagurrently payable or a reduction in an
income tax refund receivable or (2) an increase deferred tax liability or a decrease in a detetex asset, or both (1) and (2).

FIN-48 also provides guidance on:

» Derecognizing the benefits associated with a reizegintax position where subsequent events inditateit isnot more likely thar
not that the entity will benefit from the tax pasit taken

» Classification of financial statement elements tieatlt from recognizing benefits associated withartain tax position
» Treatment of interest and penalties related to maicetax position:

» Accounting for uncertain tax positions in interirarpds

» Disclosure and transitic

Concentration of Credit Risk

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

For the years ended December 31, 2008 and 200singke customer accounted for 10% or more of they@amy’s revenue or of total
accounts receivable.

Fair Value of Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Ritial Instruments” (“SFAS 107”), requires the disaire of the estimated fair values
of financial instruments. Excluding property andiggnent, substantially all of the Company’s asseis liabilities are considered financial
instruments as defined by SFAS 107. Fair valuenedéis are subjective in nature and are dependemhamber of significant assumptions
associated with each instrument or group of siniilatruments, including estimates of discount ratisks associated with specific financial
instruments, estimates of future cash flows anelveeit available market information.

The methods and assumptions used to estimatediaies are set forth in the following paragraphsefach major grouping of the
Company'’s financial instruments.
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The carrying values of the following balance shishs approximate their fair values primarily dodheir liquidity and short-term or
adjustable-yield nature:

e Cash and cash equivalel
* Bank notes payabl
» Accrued interest receivable and paye

The carrying values of accounts payable and acaeMpdnses approximate fair value because of the-tsdran maturity of these
instruments. The carrying value of investmentsualified businesses, loans receivable, and noteshpa approximate fair value based on
management’s estimates.

New Accounting Pronouncements

In October 2008, the FASB issued FSP No. FAS 15D8&termining the Fair Value of a Financial Asseh& the Market for That
Asset Is Not Active” (“FSP FAS 157-3"), which clfes the application of SFAS 157 in a market tlsatdt active and provides an example to
illustrate key considerations in determining thie ¥alue of a financial asset when the market fiat financial asset is not active. FSP FAS 157-
3 is effective upon issuance, including prior pdsidor which financial statements have not beeameidsRevisions resulting from a change in
the valuation technique or its application showddabcounted for as a change in accounting estifoliagving the guidance in SFAS 154,
“Accounting Changes and Error Corrections” (“SFARIY). However, the disclosure provisions in SFAR $&r a change in accounting
estimate are not required for revisions resultiognfa change in valuation technique or its appgbcatThe Company has considered the
guidance in this FSP with respect to its fair vaheasurements.

In February 2008, the FASB issued FSP No. FAS 15Efective Date for FASB Statement No. 157" (“FERS 157-2"). This
FSP permits the delayed application of SFAS 15hémfinancial assets and nonfinancial liabilities,defined in this FSP, except for those that
are recognized or disclosed at fair value in tharicial statements at least annually, until thertyegg of the Company’s fiscal 2009. As of
January 1, 2008, the Company adopted SFAS 157 thétlexception of its application to nonfinancigs@ts and nonfinancial liabilities, which
the Company will defer in accordance with FSP FA3-2. The Company is currently evaluating the inhpé@dopting SFAS 157 at the
beginning of fiscal 2009 for such nonfinancial assad nonfinancial liabilities on its consolidafethncial statements.

In September 2008, the FASB ratified EITF Issue 085, “Issuer’s Accounting for Liabilities Measdrat Fair Value With a
Third-Party Credit Enhancement” (“EITF 08-5"). EITIB-5 provides guidance for measuring liabilitissued with an attached third-party
credit enhancement (such as a guarantee). ItiegtHat the issuer of a liability with a third-pacredit enhancement (such as a guarantee)
should not include the effect of the credit enhameet in the fair value measurement of the liahil&yTF 085 is effective for the first reportir
period beginning after December 15, 2008. The Compancluded that EITF 08-5 does not impact itssotidated financial statements.

In December 2007, the FASB issued SFAS No. 141"@Jsiness Combinations” (“SFAS 141(R)"), and SFN8. 160, “Non-
controlling Interests in Consolidated Financialt&teents” (“SFAS 160”). SFAS 141(R) requires an a@juo measure the identifiable assets
acquired, the liabilities assumed and any non-odlittg interest in the acquiree at their fair vaduen the acquisition date, with goodwill being
the excess value over the net identifiable assepgiged. SFAS 160 clarifies that a non-controllingerest in a subsidiary should be reported as
equity in the consolidated financial statementse Talculation of earnings per share will continuéé based on income attributable to the
parent. SFAS 141(R) and SFAS 160 are effectivdifiancial statements issued for fiscal years bagmafter December 15, 2008. Early
adoption is prohibited. We do not expect the adwoptif SFAS 141(R) and SFAS 160 to have a materiphtt on our consolidated financial
statements.

Reclassifications
Certain prior year amounts have been reclassifiedhform to current year presentation.
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NOTE 3—FAIR VALUE MEASUREMENTS:

Effective January 1, 2008, the Company adopted SF#Sconcurrent with its adoption of SFAS 159. SEAS clarifies the
definition of fair value and describes methods kmdé to appropriately measure fair value in acaom with accounting principles generally
accepted in the United States of America. SFASddplies whenever other accounting pronouncemeqtsreeor permit fair value
measurements. SFAS 159 allows entities to irrevgaalbct fair value as the initial and subsequeatisurement attribute for certain financial
assets and financial liabilities that are not othee required to be measured at fair value, witlnges in fair value recognized in earnings as
they occur. SFAS 159 establishes presentation eetbdure requirements designed to improve comjiéyabetween entities that elect
different measurement attributes for similar asaatsliabilities. The Company has adopted SFASefstive January 1, 2008 concurrent \
the adoption of SFAS 157 for valuing its Capcogdits in lieu of cash, notes payable in creditiéein of cash and prepaid insurance with the
exception of those related to its Wilshire AdvisénsC Capco. The discussion below is therefore @sigke of Wilshire Advisors, LLC.

The Company adopted SFAS 159 in order to refleitsifinancial statements the assumptions that etgrérticipants use in
evaluating these financial instruments. Under ti& basis of accounting, the discount rates usedltulate the present value of the credits in
lieu of cash and notes payable in credits in litcash did not reflect the credit enhancementsttteCompany’s Capcos obtained from
insurance subsidiaries of American Internationaupr, Inc (“AlG”), namely its “A+, negative watchéting, for the Capcos’ debt issued to
certified investors. Instead the cost paid fordhesit enhancements was recorded as prepaid irisand amortized on a straight-line basis
over the term of the credit enhancements.

With the adoption of SFAS 159 and the concurreopéidn of SFAS 157, credits in lieu of cash andesgtayable in credits in lieu
of cash are valued based on the yields at whianfiial instruments would change hands betweenlimgvBuyer and a willing seller when the
former is not under any compulsion to buy and #teet is not under any compulsion to sell, bothipataving reasonable knowledge of
relevant facts. SFAS 157 requires the fair valuthefassets or liabilities to be determined basethe assumptions that market participant’s
use in pricing the financial instrument. In devéhgpthose assumptions, the Company identified ateristics that distinguish market
participants generally, and considered factorsifipe&c (a) the asset type, (b) the principal (cshadvantageous) market for the asset group,
and (c) market participants with whom the reportmgity would transact in that market.

Based on the aforementioned characteristics amim of the AlG insurance subsidiaries credit erdggments, the Company
believes that market participants purchasing dinggits Capcos’ debt, and therefore its creditien of cash, and notes payable in credits in
lieu of cash view nonperformance risk to be eqadhe risk of an AlG insurance subsidiary honpenfance risk and as such both the fair vi
of credits in lieu of cash and notes payable imlitsdn lieu of cash should be priced to yield & requal to an applicable AIG insurance
subsidiary U.S. Dollar denominated debt instruntenbecause such an instrument does not exispplicable AIG holding company
U.S. Dollar denominated debt instrument. Becausesétiue of notes payable in credits in lieu of cdisectly reflects the credit enhancement
obtained from the AIG insurance subsidiaries, tha@nortized cost relating to the credit enhanceméhtease to be separately carried as an
asset on Company'’s consolidated balance sheesandarporated in notes payable in credits in 6&aash.

The following table summarizes the impact of tharae in accounting for credits in lieu of cashpaid insurance and notes
payable in credits in lieu of cash, and the impd@dopting the fair value option for certain firéad instruments on January 1, 2008. Amounts
shown represent the carrying value of the affestettuments before and after the changes in acowurgsulting from the adoption of
SFAS 157 and SFAS 159.

Transition impact:

Opening Balance
Ending Balance

Sheet Adoption Sheet
(In thousands:) December 31, 20C Net Gain/(Loss January 1, 2008
Impact of electing the fair value option under SFEXES
Credits in lieu of cas $ 92,78: $ (4,013 $ 88,76¢
Prepaid insuranc 14,73¢ (11,006¢) 3,73
Notes payable in credits in lieu of ce (79,085 (8,859 (87,94
Cumulative-effect adjustment (pre-tax) (23,879
Tax impact 9,551
Cumulative-effect adjustment (net of tax), decrease t
retained earnings $ (14,32)
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The fair value at December 31, 2008 was calculasiuly fair value hierarchy Level 2 and in the sananer as the valuation at
January 1, 2008 with modifications as describedwel

FAIR VALUE OPTION ELECTIONS
Assets and Liabilities Measured at Fair Value on &ecurring Basis are as follows (in thousands):

Fair Value Measurements Using:

Total Level 1 Level 2 Level 2
Assets:
Credits in lieu of cas $70,55¢ $—  $70,55¢ $—
Prepaid insuranc — — — —
Total asset $70,55¢ $— $70,55¢ $—
Liabilities:
Notes payable in credits in lieu of cz $70,55¢ $— $70,55¢ $—

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 accordar
with SFAS 159 in order to reflect in its consoligétinancial statements the assumptions that magetipant’s use in evaluating these
financial instruments.

Prepaid insurance

The Company has determined that the effect of théittenhancement obtained from AIG is insepar&blm the notes payable in
credits in lieu of cash. In adopting SFAS 159 theppid insurance unamortized cost relating to thditenhancement ceased to be separately
carried as an asset on the Company'’s consolidatieide sheet and is incorporated in notes payaldeedits in lieu of cash.

Fair value measurements:

The Company’s Capcos’ debt, enhanced by AlIG insgaeffectively bears the nonperformance risk déATherefore the
Company calculates the fair value of both the Gsadilieu of cash and Notes payable in creditgein of cash using the yields of various AIG
notes with similar maturities to each of the Compsnespective Capcos’ debt. The Company electelisimontinue utilizing AlIG’s 7.70%
Series A-5 Junior Subordinated Debentures (the “BEbentures”) because those long maturity debentuggan to trade with characteristics
of a preferred stock after AIG received financingnfi the United States Government. The Company dersihe AlIG Note Basket a Level 2
input under SFAS 157, since it is a quoted yieldafsimilar liability that is traded in an activechange market. The Company selected these
AIG Note Baskets as the most representative ofitterformance risk associated with the CAPCO nimteause they are AlG issued notes,
are actively traded and because maturities matetitsrin lieu of cash and Notes payable in craditeu of cash.

After calculating the fair value of both the Credit lieu of cash and Notes payable in creditéein bf cash, the Company compares
their values. This calculation is done on a qugrteasis. Calculation differences primarily duda credit receipt versus delivery timing may
cause the value of the Credits in lieu of cashifferdfrom that of the Notes payable in creditdigu of cash. Because the Credits in lieu of cash
asset has the single purpose of paying the Notggbpin credits in lieu of cash and has no otleue to the Company, Newtek determined
that the Credits in lieu of cash should equal tlwéels payable in credits in lieu of cash.

As of September 30, 2008, the present value ofithdits in lieu of cash was $62,422,000 and noagsiple in credits in lieu of ca
was $61,148,000. On that date, the yield on the WiBe Basket was 21.97%. As of December 31, 20@8date the Company revalued the
asset and liability, the yields on the AIG notesraged 11.76% reflecting AlG’s reduction in creadiing
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from “AA+” to “A+, negative watch”, AIG5 financial troubles, and changes in interest riatéise marketplace. This decrease in yield inad
both the fair value of the credits in lieu of cdsh$9,737,000 to $70,868,000 from an expected vald61,131,000 assuming the yield had
remained unchanged from September 30, 2008, arfdithealue of the notes payable in credits in ldicash by $10,693,000 to $70,559,000
from an expected value of $59,866,000 assumingitid had remained unchanged from September 3@.2Z0%e Company reduced the value
of the credits in lieu of cash by an additional $8®0 to equal the value of the notes payableddits in lieu of cash. The net change in fair
value reported in the Company’s consolidated staterof operations for the year ended December @18 2bove was a loss of $8,000.

Changes in the future yield of the AIG issued dedbécted for valuation purposes will result in aesito the fair values of the
credits in lieu of cash and notes payable in csdditieu of cash when calculated for future pesiadtiese changes will be reported through the
Company’s consolidated statements of operations.

Assets and Liabilities Measured at Fair Value on &lon-recurring Basis are as follows (in thousands):

Fair Value Measurements at Reporting Date Using:

Total Level 1 Level 2 Level 3
Assets
Impaired loan: $ 3,467 $ — $ — $ 3,461
Servicing asse 2,28z — — 2,28
Other rec-estate owne 627 — 627 —
Total assets $ 6,37¢ $ — $ 627 $ b5,74¢

Impaired loans

Impairment of a loan within the scope of SFAS 14 fhieasured based on the present value of expetted £ash flows discounted
at the loan’s effective interest rate, or the Yailue of the collateral if the loan is collaterapgndent. Impaired loans for which the carrying
amount is based on fair value of the underlyindatetal are included in assets and reported ahegtd fair value on a non-recurring basis,
both at initial recognition of impairment and on@mgoing basis until recovery or charge-off of kb@n amount. The determination of
impairment involves management’s judgment in theeafsnarket data and third party estimates reggrdatiateral values. Valuations in the
level of impaired loans and corresponding impairt@ndefined under SFAS 114 affect the level ofréiserve for loan losses.

Servicing asset

The estimated fair value of servicing assets isutated by several methods, one of which is bynadependent third party using an
estimated cash flow model with observable inputs #ffect the price of an asset/liability. Thixtnsidered a Level 3 valuation by the
Company. Such inputs include:

. Prime Rate- prime rate as of December 31, 20
. Risk-Free Rate-yield curve on Treasury securities as of Decemtie2808.

. Macroeconomic Projectior— projections based on Macroeconomic Advisers’ ldiegn Economic Outlook published on
January 14, 2009. Some of the key drivers are GbRth, unemployment rates, and interest re

. SBA 7(a) Historical Performance Datathe proprietary prepayment and default modepidated using historical data from
1983 through September 30, 2008 for the SBA 7{&jitey program
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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 withiegaaur interests. Where bid information is noaiable for a specific property, the valuat
is principally based upon recent transaction prfoesimilar properties that have been sold. Thasaparable properties share comparable
demographic characteristics. Other real estate dusgenerally classified within Level 2 of the wation hierarchy.

NOTE 4—CREDITS IN LIEU OF CASH:

As discussed in Note 3, the Company adopted SFAS &Bcurrent with its adoption of SFAS 157 for aértof its assets and
liabilities. As a result, credits in lieu of casteaalued at fair value as of December 31, 2008oWing is a summary of the credits in lieu of
cash balance as of December 31, 2008 and 200fAdlUsands):

2008 2007
Balance, beginning of ye. $ 92,78: $106,42"
SFAS 159 adoption los (4,019 —
Add: Income from tax credit accretion (at fair va) 7,98¢ 5,314
Less: Deliveries mac (18,95¢) (18,959
Fair value adjustmel (7,23%) —
Balance, end of ye: $ 70,55¢ $ 92,78

NOTE 5—SBA LOANS:

SBA loans are primarily concentrated in the hotel motel, and restaurant industries, as well agmgghically in Florida. The
components of SBA loans held for investment, negfeDecember 31, 2008 and 2007 are as followth@insands):

2008 2007
Gross loans receivab $31,94:  $31,92/
Less: Allowance for loan loss: (3,420 (2,19¢)
Less: Deferred origination fees, t (1,610 (1,837%)
Total $26,91:  $27,89¢
The contractual maturities of SBA loans held forestment are as follows (In thousands):

2008 2007
Due in one year or le: $ 61 $ 64
Due between one and five yei 1,417 1,39:
Due after five year 30,46¢ 30,46¢
Total loans receivable, gro $31,94:  $31,92:

All loans are priced at the Prime interest rates@pproximately 2.75% to 3.75%. The only loans aifixed interest rate are
defaulted loans of which the guaranteed portiod sotepurchased from the secondary market by B @hile the unguaranteed portion of
the loans still remains with the Company. As of &aber 31, 2008 and 2007, net SBA loans receivaditefbr investment with adjustable
interest rates totaled $25,948,000 and $25,806@8pectively.

For the years ended December 31, 2008 and 200Z,aimpany funded $26,487,000 and $43,468,000 irslaad sold
approximately $14,163,000 and $34,277,000 of tteeanteed portion of the loans, respectively.

As of December 31, 2008, $38,032,000 of SBA loaeptedged as collateral against the current audigtg balance on the
Company'’s line of credit in addition to all othessets of NSBF.

The outstanding balances of loans past due 90atay®re and still accruing interest as of Decen#ier2008 and 2007 totaled
$626,000 and $273,000, respectively.
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Loans by industry and geographic concentrationdababunted for more than 5% of the outstandinglmens receivable held for
investment balance as of December 31, 2008 and @@€4 as follows (In thousands):

2008

2007

Industry

Hotels and motel $ 3,38¢ $4,57¢
Restaurant 4,741 4,881
State

Florida $10,31¢ $8,99:
New York 5,28¢ 2,35¢
Texas 4,02¢ 2,532
Pennsylvanii 2,86¢ 99
New Jerse! 1,34¢* 1,68¢

(*) Amounts shown for comparative purposes and reptesess than 5%

Below is a summary of the activity in the allowariceloan losses for the years ended December@18 and 2007 (In thousands):

2008

2007

Balance, beginning of ye $2,19¢ $ 2,332
Provision for loan losse 2,53( 84C
Loans charge-off (1,349 (1,007
Recoveries 41 25
Balance, end of ye: $ 3,42( $2,19¢

At December 31, 2008 and 2007, total impaired nmral loans amounted to $5,682,000 and $5,550r@8pectively. For the
years ended December 31, 2008 and 2007, averaggcbadf impaired nc-accrual loans was $5,830,000 and $5,637,000, césply.
Approximately $2,294,000 and $1,008,000 of thevedloce for loan losses were allocated against suphired noraccrual loans, respective
in accordance with SFAS 114.

Had interest on these impaired naccrual loans been accrued, such interest would tuaaled $443,000 and $602,000 for 2008
2007, respectively. Interest income, which is retogd on a cash basis, related to the impairedatondal loans for the years ended
December 31, 2008 and 2007, was not material.

In 2007, the Company sold $2,909,000 of loans presly classified as held for investment for aggtegaoceeds of $3,043,000.
Gross realized gains of $134,000 have been rec@si@demium income in the accompanying consolidst@@ments of operations. Also
included in premium income in 2007 is $211,000 espnting the allocated portion of the remainingdefl loan origination costs. The
Company did not sell any loans classified as hetdrfvestment in 2008.

NOTE 6—INVESTMENTS IN QUALIFIED BUSINESSES:

The following table is a summary of investmentduded in Prepaid expenses and other assets oniseldated balance sheet as
of December 31, 2008, shown separately betweendkbt and equity components, and a summary dcdidtieity for the years ended
December 31, 2008 and 2007 (In thousands):

HELD TO MATURITY DEBT INVESTMENTS

Balance at
Original  December 31
Maturity

Name of Investment Amount 2008 Interest Rate Date
Bidco Loans (SBA patrticipation: NA $ 26 Various Various
Autotask 50C 30¢ Prime December 201
AQ2 Technologies, LL( 25C 22¢ 10% October 201(
Flower Hill Advisers, LLC 10C 46 4% May 2009
Flower Hill Advisers, LLC 1,30( 122 4.5% July 2011
Forc’s Fine Foods, In 24¢€ 24¢€ 12% May 2011
Forc’s Fine Foods, In 644 644 Prime + 2.75% December 201
Total $ 1,621
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2008 2007
Principal Outstanding, beginning of ye $ 79¢ $ 5,301
Debt investments mac 3,50¢ 1,607
Return of principal, net of recoveri (2,637) (4,059
Debt investment written o (50) —
Consolidation of NBC pursuant to FIN 4t — (2,050
Principal Outstanding, end of ye $ 1,621 $ 79¢

COST INVESTMENTS
Balance at
Original December 31
Name of Investment Amount 2008 Ownership %

Pinnacle 5C 2 5%
Smart Pill 50C 50C <1%

Total $ 55C $ 502
2008 2007
Total cost investments, beginning of y: $50¢ $542
Cost investments ma — 5
Return of principa _ (™ (38
Total cost investments, end of yt $502 $50¢

The Company has not guaranteed any obligationasfetinvestees, and the Company is not otherwisendtex to provide further
financial support for the investees. However, fitiimme-to-time, the Company may decide to providehsadditional financial support which, as
of December 31, 2008 was zero. Should the Compatermine that impairment exists upon its periodidgew, and it is deemed to be other
than temporary, the Company will write down theorgled value of the asset to its estimated fairevalod record a corresponding charge in the
consolidated statements of operations. As of Deeer@b, 2008, the Company recorded a write dowrb06f@0 as a debt investment was
deemed impaired upon periodic review and is inaluideother general and administrative costs incthresolidated statements of operations.

NOTE 7—PREPAID AND STRUCTURED INSURANCE:

On November 19, 1998, WA purchased a structuragrémee product covering a ten-year period (the 8dpolicy”) from an “A+,
negative watch” rated international insurance camyg¢he “insurer”).This insurance provides for (i) the repayment,lmnraturity date, of tt
note payable issued by WA to the Certified Invesiarconnection with the capitalization of WA (“Nd} (“Coverage A”) and (ii) the loss or
recapture of the state tax credits delivered td@rified Investors (“Coverage B”). Notwithstandithe insurer’s obligation, WA (the only
Newtek Capco with such an obligation) remains prilpdiable for repayment of the Note. Premiums floe Capco policy have been paic
full at inception and the Capco policy is non-cdabke. The Capco paid a total of $1,806,000 forGagco Policy. The costs of Coverage A
and B were $1,648,000 and $158,000, respectivelgetdCoverage A, the insurer paid the principal amof the Note, $2,674,000, on the
maturity date in June 2008. Accordingly, the Comphad recorded the Coverage A payment as an asdle] “structured insurance product”,
and had been increasing the recorded amount thramiglccretion to interest income. For each of #awyended December 31, 2008, 2007 and
2006 the Company recorded $64,000, $128,000 an@,®10 as interest income. At the June 2008 Noteimtydate when the asset balance
was $2,674,000, the insurer paid the Certified $twmes, and the Company reversed this asset bailafake with a corresponding reversal of the
Note balance. As of December 31, 2008 and 200hdkence on this note was $0 and $2,609,000, ragpkc

On May 10, 2000, in conjunction with a supplemefualding, WA purchased another structured insurgmoduct, or Capco Policy,
covering an eight-year period, from an “A+, negativatch” rated international insurance companys Tisurance provided for the same terms
and conditions as the aforementioned initial insoeaproduct as described above. The Company paidleof $821,000 for this additional
Capco Policy. The costs of Coverage’s A and B v#&&1,000 and $160,000, respectively. Under Covefadlee insurer paid the principal
amount of the Note, $1,136,000, on the maturite datlune 2008. For each of the years ended Dece3tb2008, 2007 and 2006, the
Company recorded $28,000, $72,000 and $33,000er®#t income, respectively. At the Note maturiyedn June 2008, the insurer paid the
Certified Investors the note balance of $1,136800 the Company reversed the asset balance wifhla corresponding reversal of the Note
balance. As of December 31, 2008 and 2007, theabalan this note was $0 and $1,108,000, respegtivel
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For all other Capcos, the proceeds from the issuahthe debt instruments, Capco warrants or Cosnpammon stock to the Certified
Investors were deposited into escrow accounts wigighired that the insurance contracts be conctlyrand simultaneously purchased from
the insurer before the remaining proceeds couleleased to and utilized by the Capco. These inseraontracts are similar to those desctr
above; however, the Coverage A portion of theseéraots makes the insurer primarily obligated fdrestuled cash payments owed to the
Certified Investors due to the Notes issuance.J&gcos, however, are secondarily or contingeritip)é for such payment.

For all Capcos (including WA), the Company alsoghaised (which in some cases has been financedgtihfoans) Coverage B insurai
which provides for the payment of cash in lieuaf tredits in the event the Capco becomes deegttiihe Capcos remain primarily liable for
the requirement to deliver tax credits (or makehqasyments in lieu of tax credits not delivered)eTamount paid for Coverage B was recol
as prepaid insurance and was being amortized tensepover the life of the Capco Policy through Dawer 31, 2007. As discussed in Note 3,
the Company (with the exception of WA) adopted SA&S3 concurrently with SFAS 159 to value its predasurance and, as a result, the
unamortized cost relating to the credit enhancemeased to be separately carried as an asset @othpany’s consolidated balance sheet and
is incorporated in the notes payable in lieu ohcas

The Company’s Coverage B purchases and relatedtizatin are summarized as follows and are includeerepaid and Structured
Insurance balances on the consolidated balancéssiieef December 31, 2008 and 2007 (In thousands):

2008 2007
Balance, beginning of ye. $ 11,02: $13,98(
SFAS 159 adoption los (11,00¢) —

Amortization of prepaid insurance (represents WAbdimation) (15) (2,959
Balance, end of ye: $ — $11,02;

All Capcos receive funding from the Certified Inters from the sales of notes, warrants or Comp#gkdn an amount equal to or
greater than the tax credits issued to the CapegaRlless of the accounting treatment of the Camoance, the Certified Investors
investment of certified capital in the Capcos eguilhé amount of tax credits they received.

NOTE 8—SERVICING ASSET:

The Company reviews capitalized servicing rightsifigpairment. This review is performed based ok sigata, which are determined on
a disaggregated basis given the predominant rigkacteristics of the underlying loans. The pred@mimisk characteristics are loan terms and
year of loan originatior

The following summarizes the activity pertainingsgrvicing assets for the years ended Decemb&@0®B and 2007 (In thousands):

2008 2007
Balance, beginning of ye $3,09¢ $3,252
Servicing assets capitaliz 16C 80¢€
Servicing assets amortiz (977) (959
Balance, end of ye: 2,28z 3,09¢
Reserve for impairment of servicing ass

Balance, beginning of ye. (381 (261)
Additions — (220)
Deletions 381 —
Balance, end of ye: — (381)
Balance, end of ye: $2,28: $2,71¢
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For the years ended December 31, 2008, 2007 art] 886vicing fees received on the Company’s SBA @(@inated portfolio totaled
$1,613,000, $1,739,000 and $1,932,000, respectiVély Company also performs servicing functionsoams originated by other SBA lend
The Company does not retain any risk on such garsfand earns servicing fees based upon a mutnafiptiated fee per loan. The total
servicing fee income recognized for loans servioedthers in 2008 and 2007 was $165,000 and $200@spectively. There was no income
of this nature in 2006.

The estimated fair value of capitalized serviciigits was $2,283,000 and $2,718,000 at Decembe2(®B and 2007, respectively. The
estimated fair value of servicing assets at Decerdbe2008 was determined using a discount rafe6@%, weighted average prepayment
speeds ranging from 1% to 18%, depending uponinasteracteristics of the loan portfolio, weightacerage life of 3.2 years, and an average
default rate of 5%. The estimated fair value of/#mng assets at December 31, 2007 was determisied a discount rate of 11.2%, weighted
average prepayment speeds ranging from 1% to 28pemdling upon certain characteristics of the laatfgdio, weighted average life of 3
years, and an average default rate of 4.9%. Thep@oynuses an independent valuation specialisttima® the fair value of the servicil
asset.

The unpaid principal balances of loans servicedfbers are not included in the accompanying casigld balance sheets. The unpaid
principal balances of loans serviced for othersev#¥41,587,000 and $155,182,000 as of Decemb&08B, and 2007, respectively.

NOTE 9—FIXED ASSETS:
The Company’s fixed assets are comprised of tHeviimig at December 31, 2008 and 2007 (In thousands)

2008 2007
Computer and office equipme $ 3,67« $ 3,12¢
Furniture and fixture 55€ 552
Leasehold improvemen 34¢ 301
Computer software and webs 1,58¢ 1,50¢
Computer servers & storai 8,37: 6,562

14,53¢ 12,04¢

Accumulated depreciation and amortizat
Net fixed asset

(9,477 (6,616)
$ 506  $ 543

Depreciation and amortization expense for fixeatstor the years ended December 31, 2008, 2002@0% was $3,040,000,

$2,742,000 and $2,333,000, respectively.

NOTE 10—GOODWILL AND OTHER INTANGIBLES:

The net carrying value of goodwill as of Decemb®yr 2008 and 2007 by segment is as follows (In thnds):

Electronic Payment Processi

2008 2007
$ 3,000 $ 3,00¢

Web hosting 7,20:% 7,20
Capco — 20€
Corporate activitie 17¢ 103
Small business finance (NBt( 1,70¢ 2,48(

Total goodwill

Other intangible assets as of December 31, 2002@0d are comprised of the following (In thousands)

$12,09:  $12,99¢

2008 2007
Customer merchant accoul $ 16,89 $16,167
Trade name (indefinite livec 55C 55C
Established book of busine 18€ 18¢€
Developed technologie 46€ 46€
Non compete agreemer 18 18
Other 95 95

18,20¢ 17,48:
Accumulated amortizatio (12,119 (8,659

Net intangible asse
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The increase in the gross carrying amount of Ottitangibles is mainly due to the purchase of customerchant accounts during
2008 of approximately $727,000. Established boobusiness, developed technologies and other habeer fully amortized as of
December 31, 2008 and are still in use.

Customer accounts are being amortized over a 66 tnonth period. Other intangibles (excluding tlaeléname which has an
indefinite life and is subject to impairment revieave being amortized over a period ranging fronidl86 months. Total amortization expense
included in the accompanying consolidated statesnaginbperations for the years ended December 38,2007 and 2006 was $3,561,000,
$2,856,000 and $2,337,000, respectively.

Total expected amortization expense for the nenxt fiscal years and thereafter are as followst{gusands):

Customet
Other

December 31 Accounts Intangibles
2009 $ 2,092 $ 3
2010 1,47¢ —
2011 1,271 —
2012 54t —
2013 14¢ —
Thereaftel 15 —

$ 5,54¢ $ 3

Based upon the Company’s performance of the impaitrtests using the fair value approach of theodisted cash flow method,
the Company determined that goodwill was impairethe amounts of $980,000 and $162,000 for thesyeraded December 31, 2008 and
2007, respectively, of which $774,000 and $0, repely, relates to the small business finance sagrand $206,000 and $162,000,
respectively, relates to the Company’s Capco seyamhhas recorded this charge in the accomparmyingolidated statements of operations.
The Small business finance segment goodwill wrdesd was required although management has implemietgaificant cost saving measures
as well as brought in new management to increasidss at NBC. Such initiatives have not yet maliegd to a significant level to support
goodwill recorded at the time of acquisition.

For the years ended December 31, 2008, 2007 ar] #8Company also determined impairments relatéd customer merchant
accounts of $488,000, $0 and $85,000, respectiaely,is included in depreciation and amortizatiothe accompanying consolidated
statements of operations.

NOTE 11—NOTES PAYABLE:

Notes payable, other than bank notes payable disduia Note 12, consist of the following as of Dmber 31, 2008 and 2007 (In
thousands):

Notes payabl~ Certified investor:
Notes payabl~ Al credit

N

=]

@
&
&
©
()]
[a'a}

Certified investors:

In June 1998 WA issued a note and a warrant tortfi€é Investor for a total amount of $2,674,000e Capco’s interest obligations
under the note are as described in Note 13.

Of the total proceeds, the Company allocated $208@Bto the note and $65,000 to the warrant. Thag2my initially recorded the note
at $2,609,000 and has been increasing such ami@uah\accretion to interest expense. For the yarsded December 31, 2008, 2007 and 2
the Company recorded $143,000, $274,000 and $2040dterest expense for such accretion, respagtiihe interest rate on this note was
10%. The note matured in June 2008. The note balas $2,674,000 and the Insurer paid this amauthiet Certified Investor.
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In May 2000, WA issued an additional note to a ified Investor for total proceeds of $1,252,000isTiote has been recorded at its face
amount of $1,136,000, which is the amount payabieaurity in 2008. For the years ended DecembeRB@8, 2007 and 2006, the Company
recorded $81,000, $151,000 and $146,000 of intesgstnse for such accretion, respectively. Thedstaate on this note was 10%. The ex
of the proceeds over the face amount, or $116W86,amortized to income over the term of the note.

As described in Note 13, although WA purchased Gage A, the Note purchase agreements were strdcsuieh that WA is primarily
liable for the repayment of the total amount ohpipal on the notes payable to the Certified InmesstAs such, WA was required to recogni:
liability in the amount of its primary liability wter the note. All of Newtek’s other Capcos, duéhconcurrent purchase of the Capco Policies
on or before the dates the notes were issued camgimarily liable for a portion of the notes isslto the Certified Investors, as more fully
described in Note 13.

As discussed in Note 7, at the June 2008 Note itatiate, the insurer paid the Certified Investarsd the Company reversed this
liability balance in full with a corresponding resal of the Structured Insurance Product balance.

Al Credit:

Several Capcos borrowed funds from a finance companCredit, to finance a portion of the total prielms due to an insurance
company upon the creation of the Capco. The oudstgrbalance as of December 31, 2008 and 200 h@nsands):

Balance Balance
Outstanding Outstanding
Interest at December 31 at December 31
Original
Capca Principal Rate 2008: 2007:
WNYV $1,00( 9.65% $ — $ 732

Total interest expense on these notes for the yeatsd December 31, 2008, 2007 and 2006 was $4%08@,000, and $713,000. Total
accrued interest as of December 31, 2008 and 2@87%® and $52,000 and is included in accounts payailol accrued expenses in the
consolidated balance sheet.

This Note was collateralized by the assets of ¢éispective Capco. The Company borrowed these funassist in paying the premium 1
the Capco insurance and thus providing greateidityuin the Capco. These additional borrowingsi#ed the Capcos to have more cash
available to make additional qualified investmeiitse borrowings can be repaid from the proceedstafns to the Capcos through principal
and interest on debt investments and returns ahpequity from investments made or cash flowmfaperations. Al Credit, as well as the
insurers for the Capco insurance policies, areididrges of AIG.

NOTE 12—BANK NOTES PAYABLE (LINES OF CREDIT):

In September 2005, NSBF closed a $75,000,000 semiotving loan transaction with General Electrap@al Corp. (“GE”), which is in place
until August 1, 2009. This facility is primarilyilized to originate and warehouse the guaranteeddiaguaranteed portions of loans under the
SBA 7(a) loan program and for other working cappatposes. In February 2006, GE and NSBF entetedhifrirst Amendment to the GE Li
of Credit Agreement. The amendment made adjustntemarious financial covenants, including a nettiwvanaintenance level that NSBF had
breached. GE waived, upon the effectiveness ochthendment, specific defaults that would have reduiiom the terms of the original
agreement. In December 2006, the parties entete@iSecond Amendment, decreasing the line to $80000 and extending the term by one
year, through September 2009, in addition to makigigstments to various financial covenants aner@st rates. In October 2008, NS
entered into a Third Amendment to its Credit Agreatrwith GE that made certain changes to the teffittse warehouse lending facility,
including minimum capital base maintenance levatsiacreasing the interest rate by 50 basis paimtsediately to LIBOR plus 300 basis
points or the Prime rate plus 75 basis points waitlincrease of an additional 25 basis points onalgnl, 2009 and each quarter thereafter. In
December 2008, NSBF entered into a Fourth Amendn@arisent and Waiver to the Credit Agreement whielde certain changes to the
terms of the warehouse lending facility provided\®BF. These changes included decreasing thedii8%,000,000 with a reduction of
$1,000,000 every month thereafter commencing omugep 1, 2009 through the termination date, a redoof the advance rate on the
guaranteed portions of SBA 7(a) loans, increadiegiterest rate immediately to the three monthQRBplus
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400 basis points or the Prime rate plus 200 basigg whichever is higher, with an increase ofdditional 25 basis points on January 1, 2
and each quarter thereafter. Additionally, a defewbne of the financial covenants of the Credirdement as of September 30, 2008 was
waived in connection with the execution of the Rbukmendment. As of December 31, 2008, NSBF had382&1000 outstanding on the line
credit. The line is collateralized by the unguaeauat portions and the guaranteed portions of thefoelsale portion of the SBA loans
receivable made by NSBF in addition to all assét$§SBF. The interest rate at December 31, 2008525%. Interest on the line is payable
monthly in arrears. Through December 31, 2008, N8&s-capitalized $2,036,000 of deferred financimgtE attributable to the GE facility, of
which $1,815,000 has been amortized. The net balah$221,000 is included in other assets in tlmpanying balance sheet. Amortization
for the year ended December 31, 2008 was $56600@sancluded in interest expense in the accomipgngonsolidated statements of
operations. In connection with the signing of tloaith Amendment, NSBF also incurred an approxiratel,000 write-off of the deferred
financing costs associated with the GE line. Theagent includes such financial covenants as mimroapital base thresholds, senior-charge
ratios, limitations on capital expenditures andrgbeoffs, in addition to loan loss reserve requigais. If GE were to take certain actions in
respect of any future default, it may have a maligrnegative impact on our SBA lending business e Company itself. The GE line of
credit expires August 31, 2009. There can be norasse that we will be able to renew our credi kvith GE, or that we will be able to
negotiate an alternate arrangement. Failure tarofiteancing would have a material adverse effecbar business.

In February 2007, NBC closed a two year $10,000|D@0of credit with Wells Fargo. In October 2008C entered into a Second
Amendment to its Credit and Security Agreement Witells Fargo that extends the $10,000,000 fadilitthree years to February 2012. This
facility will be used to purchase receivables amdather working capital purposes. As of Decemter2008, NBC had $1,984,000 outstanding
under the line of credit. The interest rate isaeét.50% or Prime plus 2.50%, whichever is highath interest on the line being paid monthly
arrears and on a minimum outstanding line balaf§2 ®00,000. Under the Second Amendment, once BBEeds $2,000,000 outstanding
under the line of credit, Wells Fargo allows footalternatives for interest rates, the Prime irgierate plus 2.50%, with a minimum of 7.50%
or Base LIBOR plus 3.50%. Total interest expensdte year ended December 31, 2008 was approxiyndid6,000. The line is collateraliz
by the receivables purchased, as well as all @bsets of the Company. The interest rate at DeaeBih@008 was 7.50%. Through
December 31, 2008, NBC has capitalized $198,0@:f&rred financing costs attributable to the WEHsgo line of which $125,000 has been
amortized. The net balance of $73,000 is includeatier assets in the accompanying balance shewgirt&xation for the year ended
December 31, 2008 was $64,000 and is includediéndnt expense in the accompanying consolidatéehséats of operations. The agreement
includes such financial covenants as minimum tdagikt worth, minimum quarterly net income and minim quarterly net cash flow.

In October 2007, NTS entered into a Loan and SgcAdreement with Capital One Bank which providesd revolving credit facility o
up to $10,000,000 available to both NTS and the @y, for a term of two years. The line may be Usedvorking capital and acquisition
needs within the Company’s business lines; loanadquisitions having a five-year repayment terime interest rate is LIBOR plus 2.5%, and
the agreement also includes a quarterly faciliegydqual to 25 basis points on the unused portidgheoRevolving Credit calculated as of the
of each calendar quarter. The agreement includgsfgwuancial covenants as a minimum fixed chargeecage ratio and a maximum funded
debt to EBITDA. NTS capitalized $65,000 of deferfadncing costs attributable to the Capital Ome liAmortization for the year ended
December 31, 2007 was $8,000 and is included @rast expense in the accompanying consolidateehséaits of operations. In connection
with the loan, on October 19, 2007 Newtek Busirgawices, Inc. entered into a Guaranty of PaymedtRerformance with Capital One Bank
and entered into a Pledge Agreement with Capit& Benk pledging all NTS stock as collateral. ADetember 31, 2008 and 2007,
$2,500,000 of the line was outstanding. Total Egeexpense for the year ended December 31, 2@D80Y was approximately $51,000 and
$6,000, respectively.

NOTE 13—NOTES PAYABLE IN CREDITS IN LIEU OF CASH:
Each Capco has separate contractual arrangemehttheiCertified Investors obligating the Capcartake payments on the Notes.

At the time the Capcos obtained the proceeds framssuance of the Notes, Capco warrants or Compamynon shares to the Certified
Investors, the proceeds were deposited into esaomwunts which required that the insurance corgtfaetconcurrently and simultaneously
purchased from the insurer before the remaininggeds could be released to and utilized by the €apte Capco Note agreements requir
a condition precedent to the funding of the Nokes insurance be purchased to cover the risks iassdavith the operation of the Capco. This
insurance is purchased from American Internati@macialty Lines Insurance Company and National bkime Insurance Company of
Pittsburgh, both subsidiaries of American Intemadl Group, Inc. (AIG), an international insuretGAand these subsidiaries are “A+, negative
watch” credit rated by Standard & Poor’s. In ortter
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comply with this condition precedent to the funditige Notes closing is structured as follows: (B Certified Investors wire the proceeds fi
the Notes issuance directly into an escrow accd@hthe escrow agent, pursuant to the requiremerdsr the Note and escrow agreement,
automatically and simultaneously funds the purclwighe insurance contract from the proceeds reckiVhe Notes offering cannot close
without the purchase of the insurance, and the @apre not entitled to the use and benefit of #tgproceeds received until the escrow agent
has completed the payment for the insurance. Uth@eterms of this insurance, the insurer incursptiirary obligation to repay the Certified
Investors a substantial portion of the debt as aglo make compensatory payments in the eventoskaof the availability of the related tax
credits. These insurance contracts are similarded described in Note 7, however, the Coveragerfiom of these contracts makes the insurer
primarily obligated for a portion of the liability.

The Capcos, however, are secondarily, or contimgedigble for such payments. The Capco, as a stayrobligor, must assess whether
it has a contingency under the provisions of Statgrof Financial Accounting Standards No. 5 “Acdiug for Contingenciesto record on th
date of issuance and at every reporting date tfieraatil the insurer makes all their required pents. At December 31, 2008, management
has concluded that the likelihood of the Capco®ieg primarily liable for the payments requiredomade by the insurer under Coverag
on the Notes is remote (i.e., the insurer failmgrake payment), because the insurer, a subsioi@ynajor multi-national insurance company,
has a claims paying ability having the rating “Awegative watch,” the highest available. The comtirigobligation (the portion incurred by the
insurer due to the purchase of the insurance) bristcorded at fair value, which the Company hassa®d at zero at December 31, 2008 and
2007.

The Coverage B portion of these contracts is smhildhe coverage described in Notes 7 and 11.

The total amount of principal repayments due tai@ed Investors in 2009 for which the Company’spCas are secondarily liable is
$70,451,000.

The Capcos are primarily liable for the portiorttoé obligation not covered by the Coverage A partibthe insurance contracts. This
liability has been recorded as notes payable iditsén lieu of cash, representing the presentevalithe Capcos’ total liability it must pay to
the Certified Investors. Such amount will be insexhby an accretion of interest expense duringettme of the Notes and will decrease as the
Capcos pay interest by delivering the tax creditqpaying cash.

As discussed in Note 3, the Company adopted SFAS: @Bcurrent with its adoption of SFAS 157 effeetdanuary 1, 2008 for valuing
Notes payable in lieu of cash with the exceptiolMiishire Advisers, LLC. Following is a summary adtivity of Notes payable in credits
lieu of cash balance for the years ended Decenthe28 and 2007 (In thousands):

2008 2007
Balance, beginning of ye $ 79,08: $ 86,33:
SFAS 159 adoption los 8,85¢ —
Add: Accretion of interest expen 10,03: 11,33(
Less: Deliveries of tax credi (18,577 (18,577
Fair value adjustmel (8,839) —
Balance, end of ye: $ 70,55¢ $ 79,08t

Under the Note agreements, no interest is paithéyCtapcos in cash provided that the Certified ltoregeceive the uninterrupted use of
the tax credits. The Certified Investors acknowtedg the Note agreements, that the insurer isgilynresponsible for making the scheduled
cash payments as provided in the Notes.
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NOTE 14—MINORITY INTEREST:

The minority interest held by the investees, infiven of warrants entitle the holders to purchdsea $0.01 exercise price, an interest in
a Capco or Capco fund. The values ascribed to Hreawts issued to the Certified Investors and tisarer have been recorded as minority
interests. In addition, certain minority interesés/e already been acquired by minority shareholdeportion of the initial proceeds received
from the Certified Investors is allocated to the'naats using a discounted cash flow method. THevi@hg is the aggregate percentage interest
of the minority shareholders in each respectivecBGapy Capco fund as of December 31, 2008 and 20Qh¢usands):

Capco or Capco Fund % Interest 2008 2007
WP, Florida 5.74% $ 39¢ $ 522
WI, Wisconsin 2.44% 192 22¢€
WLA, Louisiana 10.9¢% 11C 247
WNY II, New York 18.0(% 17& 24¢
WLPII, Louisiana (a Capco funt 4.5% 10 19
WNY I, New York 6.9(% 427 704
WAP, Alabame 0.1(% 3 4
Total Capcc 1,31¢ 1,971
WNYIV, New York — 1,00( 1,00(
NSBF — — 2,00(
Other — () (1)
Total $2,30¢ $4,97(

In January 2003, NSBF issued preferred stock taliC8uisse First Boston Management CorporationSgEB”), for cash proceeds of
$2,000,000. The Company accounted for this issuahpeeferred stock of a subsidiary as an incréases minority interest liability in the
accompanying consolidated balance sheets as ohfiere31, 2007. In December 2008 the Company bcD§RB’s 20% interest for
$200,000. As a result, the Company recorded theuatrin excess of par, or $1,800,000, as an additigraid-in capital.

In April 2007, NBC, a subsidiary of WNY1V, conved&1,000,000 of debt payable to Exponential of Newk, LLC, a related party, to
preferred stock. The Company has accounted foighignce of preferred stock of a subsidiary as@ease to its minority interest liability in
the accompanying consolidated balance sheet asadrbber 31, 2008 and 2007.

NOTE 15—COMMITMENTS AND CONTINGENCIES:

Operating and Employment Commitments

The Company leases office space and other offiogetgent in several states under operating leaseagrnts which expire at various
dates through 2017. Those office space leases vainécfor more than one year generally contain adeedent increases or escalation clauses.

The following summarizes the Company'’s obligatiang commitments, as of December 31, 2008, for éutinimum cash payments
required under operating lease and employment agmets (In thousands):

Operating Employment

Year Leases * Agreements Total

2009 $ 3,90( $ 1,44 $ 5,34¢
2010 3,87¢ 17C 4,04¢
2011 3,84: — 3,84:
2012 3,351 — 3,351
2013 2,60: — 2,60:
Thereaftel 2,87¢ — 2,87t
Total $20,45¢ $ 1,61¢ $22,07¢

*  Minimum payments have not been reduced by minimultesise rentals of $2,811,000 due in the futureundncancelable subleas
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Rent expense for 2008, 2007 and 2006 was approaiynd?,995,000, $2,903,000 and $1,785,000, respdyti

Under the terms of a service agreement betweenetsal Processing Services of WI (d/b/a Newtek Mantisolutions of WI, “NMS-
WI”), its primary processing bank and its merchamicessor, NMS-WI is required to pay minimum feesrm each 12-month period, as
defined in the service agreement, to the merchanrtiggsor. The minimum fees for the 12-month peeioding May 31, 2009 are to be equal to
at least 100% of the fees paid during the precetiirghonth period, or $3,179,000. For the seven hmeahded December 31, 2008 and 2007,
fees paid under the agreement by NM/btotaled $2,035,000 and $1,342,000, respectivithe Company estimates that its fee payments t
the agreement in the normal course of its busindsmeet or exceed the minimum required amourtieéqgaid for the year ending May 31,
2009.

Legal Matters

During the normal course of business, the Companlyita subsidiaries are parties to various legahtd. Management has reviewed all
legal claims against the Company with counsel awdthken into consideration the views of such celyas to the outcome of the claims. In
management’s opinion, final disposition of all swtéims will not have a material adverse effecttmresults of operations, cash flows or
financial position of the Company.

NOTE 16—COMMON STOCK

Pursuant to the terms of the Company’s directasgipensation program, during the year ended DeceB81he2007, Newtek issued an
aggregate of 125,000 unregistered common sharesiabers of the board of directors, valued at $13¥,The fair market values of these
grants were determined using the average of theditiie of the common shares for the previous tinaing days at each grant date.

On January 26, 2007, in connection with a legdlesaent, the Company issued 171,795 shares valuk®¥d,000 to a former employee.
Of the 171,795 shares issued, 86,290 shares wgsteneed under the Company’s 2003 Plan and 85,bafes were unregistered. The fair
market value was determined using the fair valudefunderlying common stock at the date of theusdtion of settlement.

Additionally, in 2004 two officers of the Companigeted to receive their bonus, aggregating $325.88@eferred compensation. In
connection with such agreement, the compensatiartavee delivered in the form of Company stock iarbh 2007. The number of shares
reserved for issuance based on the market valtred@@ompany’s stock at the time the compensaticapproved was 72,394. On March 30,
2007, the Company issued these 72,394 shares ohoorstock under the Company’s 2000 Plan. Thesesliead a fair market value of
$177,000 at the time of issuance and were issusglidmce on Section 4(2) of the Securities Ac1883, as amended.

NOTE 17—WARRANTS:

In March 2008, a warrant was granted to purchag@0BGshares of the Company’s common stock to agenfiorming investor
relations for the Company. The warrant vested ipt&aber 2008 with an exercise price of $2.00 anres in March 2018. At the vesting
date, the warrant was valued at $12,000. The cosgtim cost that has been charged to operatiorihifowarrant for the year ended
December 31, 2008 was $12,000 and is includedheratperating costs in the accompanying consolidstitements of operations. The fair
value of each warrant award is estimated on the afagrant using a Black-Scholes option valuatiadei that uses the following
assumptions: 10 year expected life, risk-free @gerate of 3.45% and expected volatility of thempany’s stock of 63.76%. Expected
volatilities are based on the historical volatilifthe Company’s stock and other factors. The-fiisk rate for periods during the expected life
of the warrant is based on the U. S. Treasury ydalde in effect at the time of grant. The expedtrdch was determined based on the
contractual term of the warrant. In accordance WifhF 96-18, the Company adjusted the value ofatheant to fair value at each
measurement date through the date of vesting, whashSeptember 15, 2008.
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NOTE 18—TREASURY STOCK

Shares of common stock repurchased by us are estatdcost as treasury stock and result in a remuof shareholders’ equity in
our Consolidated Balance Sheet. From time-to-tine&asury shares may be reissued as part of ol-based compensation programs. When
shares are reissued, we use the weighted averagmethod for determining cost. The difference eetthe cost of the shares and the
issuance price is added or deducted from additiomatributed capital.

In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenueanter the market to re-
purchase up to 1,000,000 of the Company’s commareshAs of December 31, 2008, the Company hashased a total of 633,152 treasury
shares under that authorization. In addition, 472 ghares that were held by an affiliate were dsag¢he Company as settlement of an
outstanding liability.

NOTE 19—EARNINGS (LOSS) PER SHARE:

Basic earnings (loss) per share is computed baséueoveighted average number of common sharetaadtag during the period. The
dilutive effect of common share equivalents isuied in the calculation of diluted earnings perstunly when the effect of their inclusion
would be dilutive (In thousands, except for perrstaata).

YEAR ENDED DECEMBER 31,

The calculations of Net (Loss) Income Per Share wer 2008 2007 2006
Numerator:

Numerator for basic and diluted E—Iloss from continuing operatiol $(10,469) $(10,729 $(2,62¢)
Numerator for basic and diluted E—(loss) income from discontinued operati — (490) 50¢€
Numerator for basic and diluted E—loss available to common share holc $(10,469) $(11,219 $(2,120)
Denominator

Denominator for diluted EF—weighted average shar 35,73¢ 35,811 34,87t
Net loss per share from continuing operations: @asd dilutec $ (029 $ (0.3 $ (0.09)
Net loss (earnings) per share from discontinuedatjmss: Basic and dilute — (0.0)) 0.0z
Net loss per share: Basic and dilu $ (029 $ (0.31) $ (0.06)

The amount of anti-dilutive shares/units excludeaf above is as follows (in thousands):

YEAR ENDED DECEMBER 31,

2008 2007 2006
Stock options 1,761 573 1,11/
Warrants 262 21z 217
Contingently issuable shar 394 474 583

NOTE 20—INCOME FROM TAX CREDITS:

Each Capco has a contractual arrangement withtigydar state or jurisdiction that legally entitlétse Capco to earn and deliver tax
credits (ranging from 4% to 11% per year) from dkete or jurisdiction upon satisfying certain agiie During the year ended December 31,
2006, certain of the Company’s Capcos satisfiethoemvestment benchmarks and the related recajptwoidance percentage requirements
and accordingly, earned a portion of the tax csediit addition, in fiscal 2008, 2007 and 2006, @lmempany recognized income from tax credits
resulting from the accretion of the discount atttéble to tax credits earned in prior years. Astétxecredits are delivered to the Certified
Investors, the asset balance is offset againssmpatgable in credits in lieu of cash. As discusaddote 3, the Company adopted SFAS 157
concurrently with the adoption of SFAS 159 on Jaynda 2008 to value its credits in lieu of cashdmale. As a result, the income from tax
credit accretion for the year ended December 308 2@s been valued at fair value. The total inctnora tax credits recognized in revenues in
the consolidated statement of operations was $/0988%$5,314,000 and $15,607,000 for the yearsceBeéeember 31, 2008, 2007 and 2006.
The following table provides a detail of incomerfréax credits from accretion and amounts earned Batisfying certain investment
benchmarks (In thousands):

2008 2007 2006

Income from tax credits
Income tax credit accretic $7,98¢ $5,31¢ $ 5,13¢
Earned income tax credits from satisfying investhiemchmark: — — 10,46¢
Total $7,98¢ $5,31< $15,60°
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NOTE 21—INCOME TAXES:
(Benefit) provision for income taxes for the yeamsled December 31, 2008, 2007 and 2006 is as ®ibwthousands):

2008 2007 2006
Current:

Federal $ 334 $ 36 $10z
State and loce 59¢ 164 252
93¢ 20C 35¢

Deferred:
Federal (2,53¢6) (5,81%) (522
State and loce (4479) (1,026 (92
(2,989 (6,847%) (614
Total benefit for income taxe $(2,050 $(6,649  $(259)

The (benefit) provision for income taxes is incldde the Company’s consolidated statements of dipasas follows (In thousands):

2008 2007 2006
Continuing operation $(2,050 $(6,375)  $(581)
Discontinued operatior — (26¢) 322

Total benefit for income taxe $(2,050 $(6,64%) $(259

A reconciliation of income taxes computed at th& Uederal statutory income tax rate (34%) to thediit for income taxes for the years
ended December 31, 2008, 2007 and 2006 is as f®libwthousands):

2008 2007 2006
Benefit Benefit Benefit

Benefit for income taxes at U.S. federal statutatg of 34% $(4,447)  $(5,95€)  $(1,239
State and local taxes, net of federal ber (52 (937) 14¢
Permanent difference 11€ (52) (86)
Deferred tax asset valuation allowance incre 2,28: 47¢ 40¢
Other 45 91 187

Total benefit for income taxe $(2,050 $(6,37F) $ (58))

The deferred tax asset valuation allowance increaskides the impact of the rate differential subsidiary that is not included in
the consolidated tax group. In 2008 and 2007,ithpaict was a benefit of $518,000 and $399,000 getsgely. In 2006, the impact was not
material.

Deferred tax assets and liabilities consisted effthlowing at December 31, 2008 and 2007 (In thods):

2008 2007
Deferred tax asset

Net operating losses and suspended Ic $ 20,81( $ 18,79:
Prepaid insuranc 3,23¢ —
Loan loss reserve 387 44C
Flow through of deferred items from investmentsgjiralified businesse 1,35¢ 1,614
Deferred compensatic 228 174
Book / tax gains on investmer 751 —
Interest payable in credits in lieu of ce 2,31( —
Depreciation and amortizatic 1,052 321
Other 1,124 1,177
Total deferred tax assets before valuation allow: 31,25 22,51¢
Less: Valuation allowanc (5,349 (2,54%)
Total deferred tax asse 25,90¢ 19,97¢
Deferred tax liabilities

Credits in lieu of cas (31,257 (37,21)
Interest payable in credits in lieu of ce — (63€)
Total deferred tax liabilitie (31,257) (37,859
Net deferred tax liabilit $ (5,349 $(17,88()
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As of December 31, 2008, the Company had net dpgrhtsses of $7,270,000 which will expire begirgnin 2020, and $42,553,000 of
suspended partnership losses, which will neverrexpiealization of the deferred tax assets is ddg@ron generating sufficient taxable incc
in future years. The Company has a valuation alfme&aagainst approximately $3,833,000 and $2,15700fet deferred tax assets attribut:
to NSBF in 2008 and 2007, respectively, and appnately $682,000 and $262,000 of net deferred tagtasttributable to NBC at
December 31, 2008 and 2007, respectively. The Coynalso established a valuation allowance duedartability to realize a portion of
suspended losses at NIA and certain capcos of zippately $828,000 and $125,000 for the years eidssgbmber 31, 2008 and 2007,
respectively. The Company ultimately believes it wfilize the NOLs and suspended losses, but atiyrehere is not subjective evidence to
allow the Company to do so.

There was no valuation allowance for the remainiefprred tax assets as management believes thahdre likely than not that the
deferred tax assets will be realized, based oniquisly reported financial statement income which k@come taxable income in the future.

In connection with its acquisition of Comcap Holgn(*Comcap”) on December 31, 2002, the Companyiaed net operating loss
carryforwards of approximately $8,700,000 whichihezxpiring in 2020. In connection with the relafmatchase accounting, the Company
established a valuation allowance for the full amtmf the related net deferred tax asset acquied NSBF as management has determined
that it its uncertain as to whether such assetheilltilized in the future. Pursuant to Section 88the Internal Revenue Code, NSBF
experienced an ownership change on December 32,&060e end of the business day. NSBF is therefalogect to an annual limitation of
approximately $255,000 on deductions for NOL canmyfards. As of December 31, 2008, approximately2$80d0 of the Section 382 losses
been utilized.

The Company analyzed its tax positions taken oin Fexleral and State tax returns for the open &ty 2005, 2006 and 2007. The
Company used three levels of analysis in deterrgimihether any uncertainties existed with respethiége positions. The first level consisted
of an analysis of the technical merits of the posijtpast administrative practices and precedémdsistry norms and historical audit outcome.
The second level of analysis was used to deterifithe threshold (more than 50%) was met for thefifang position. The third level of
analysis consisted of determining the probableau&once it was determined that the threshold wetdan the tax filing position. Based on
our analysis, the Company determined that there weruncertain tax positions and that the Comphould prevail upon examination by the
taxing authorities.

The Company’s operations have been extended to jottiedictions. This extension involves dealingwiincertainties and judgments in
the application of tax regulations in these jurisidns. The final resolution of any tax liabilitiase dependent upon factors including
negotiations with taxing authorities in these jdigtions and resolution of disputes arising fromefeal, state and local tax audits. Under FIN
the Company recognizes potential liabilities asstec! with anticipated tax audit issues that mageadiuring an examination. Interest and
penalties that are anticipated to be due upon exatinn are recognized as accrued interest and bddities with an offset to interest and
other expense. The Company determined that theme meeuncertainties with respect to the applicatibtax regulations in these jurisdictions.
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NOTE 22—BENEFIT PLANS:
Defined Contribution Plan

The Company’s employees participate in a definedrdmution 401(k) plan (the “Plan”) adopted in 2084ich covers substantially all
employees based on eligibility. The Plan is desigimeencourage savings on the part of eligible eyg#s and qualifies under Section 401(l
the Internal Revenue Code. Under the Plan, eligibhiployees may elect to have a portion of their, pagluding overtime and bonuses, redu
each pay period, as pre-tax contributions up tarthgimum allowed by law. The Company may elect akena matching contribution equal to
a specified percentage of the participant’s contidm, on their behalf as a pre-tax contributioor the years ended December 31, 2008 and
2007, the Company matched 50% of the first 2% gblegree contributions.

NOTE 23—RELATED PARTY TRANSACTIONS:

During the years ended December 31, 2008, 20072@08, the Company provided merchant processing tmmpany who has a board
member that also resides on the board of the CoynJanal revenue for the years 2008, 2007 and 208& approximately $16,000, $26,000
and $10,000, respectively. In addition, the Compamprded a receivable for the years ended Dece&Ih&@008 and 2007 in the amount of
$1,000 and $3,000, respectively.

During the years ended December 31, 2007 and 2086€;ompany provided merchant processing for a emmpontrolled by the father-
in-law of the former President of the Company he approximate amounts of $234,000, and $108,@8pgectively. In addition, the Company
recorded a receivable for the year ended Decenthe2?@®7 in the amount of $104,000.

During the year ended December 31, 2007, the Coynpsed remote deposit capture services (“RDC” sesj)iby a Company whose
owner is the brother-in-law of the former Presidemd CEO of one of the Company’s subsidiaries, NBt total expense for the year ended
December 31, 2007 was $17,000.

NTS paid Mr. Uzzanti, its former CEO, rent for jisncipal office location in Phoenix, Arizona. Thggregate cost of the rental was
approximately $251,000 for the year ended Decer@bep006. In addition, Mr. Uzzanti owned and colieeba software development
company (“Smarter Tools”) which leases 200 squaet 6f space from NTS and provides software seswicd\TS. The space was rented
through April 2006 at $24,000 per year which amasmaid by Smarter Tools through the provisioreftain technological services to NTS.
In addition, Smarter Tools provided services ahinee$24,000 annual rent. The total amount of paysenSmarter Tools during 2006 was
$84,000.

The Company may also, from time to time, providsibess services to family members or executivéeefCompany. These transactis
are conducted at arms length and do not represeatexial portion of the Company’s revenues.

NOTE 24—STOCK OPTIONS AND RESTRICTED STOCK GRANTED TO EMPLOYEES:

As of December 31, 2008, the Company had two shased compensation plans, which are described b&leevcompensation cost that
has been charged against operations for those pla$$264,000, $258,000 and $440,000 for the yeraisd December 31, 2008, 2007 and
2006, respectively, and is included in salaries laewefits in the accompanying consolidated statésrefroperations.

The Newtek Business Services, Inc. 2000 Stock lineand Deferred Compensation Plan, as amendesl;Z000 Plan”) currently
provides for the issuance of awards of restricteatess or options for up to a maximum of 4,250,08@mon shares to employees and non-
employees. All restricted shares or options angeidsat the fair market value on the date of gi@ptions issued generally have a maximum
term that ranges from 2 to 10 years and vestingigians that range from 0 to 3 years. As of Decen®de 2008, there are 1,301,000 shares
available for future grant under this plan.

The Newtek Business Services, Inc. 2003 Stock lieeRlan, as amended, (the “2003 Plan”) currepttwides for the issuance of
awards of restricted shares or options for uprmagimum of 1,000,000 common shares to employeesianeéemployees. All restricted shares
or options are issued at the fair market valuehendate of grant. Options issued generally havexdmum term that ranges from 2 to 10 years
and vesting provisions that range from 0 to 3 yeassof December 31, 2008 there are 632,000 slzevatable for future grant under this plan.
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A summary of stock option activity under the 200@ 2003 Plans as of December 31, 2008 and changiegdhe year then ended are
presented below:

Weighted Average Aggregate
Weighted Average Intrinsic Value
Shares Remaining Term
Stock Options (In thousands; Exercise Price (In years) (In thousands)
Outstandin—December 31, 200 1,097 $ 3.1¢
Granted 1,02¢ 1.3¢
Exercisec — —
Cancellec (369 2.3¢
Outstandin—December 31, 200 1,761 $ 2.3C 6.9¢ $ —
Exercisabl—December 31, 200 1,00¢ $ 2.91 5.1¢ $ —

There were no options granted during the yearscebdeember 31, 2007 and 2006.

In October, 2003, the board of directors authorited2003 Stock Incentive Plan and awarded 419488 of restricted common share
employees with greater than six months of serviitk the Company. The vesting period for each granged from 12 to 39 months and the
units are forfeitable upon early voluntary or inualary termination of the employee. Upon vestihg, grantee will receive one share of
common stock for each unit vested. None of thetgrhave gone to executive management of the Com@myhe date of grant, the Company
had recorded unearned compensation of $2,349,0@8ured by the fair market value of the underlyingres on the grant date, which was
$5.60. The Company charged $250,000 to operatio@606 in connection with the final vesting peramsociated with this grant.

In connection with the CrystalTech acquisition 002, the Company granted 69,444 shares of regtracimmon stock to employees w
vesting periods ranging from 12 to 36 months ardstiares forfeitable upon early voluntary or inmbéuy termination of the employee. Upon
vesting, the grantee will receive one share of comstock for each unit vested. On the date of gtartCompany had recorded unearned
compensation of $252,000 measured by the fair nhaekdae of the underlying share on the grant datéch was $3.63. The Company charged
$5,000 and $30,000 to operations in 2007 and 2@3pectively, in connection with the vesting per&sdociated with this grant.

In May 2005, the Company granted 49,100 units siricted common shares from the 2000 Plan to enegl®wf one of our subsidiaries
with greater than six months of service with thbsddiary. The vesting period for each grant ranfgech 7 to 18 months and the units are
forfeitable upon early voluntary or involuntaryr@nation of the employee. Upon vesting, the gramiilereceive one share of common stock
for each unit vested. None of the grants went gcative management of the Company nor have thedédoals participated in any of
Newtel's incentive restricted share or option programs tiie date of grant, the Company had recorded nadarompensation of $125,000
measured by the fair market value of the underlgingre on the grant date, which was $2.55. The @agnpharged $34,000 in 2006 to
operations in connection with the final vestingipeérassociated with this grant.

During the year ended 2005, Newtek also granteddmployees and one consultant an aggregate o0®d@3yed 60,000 shares of
restricted stock, respectively, valued at $305,00@ employee grants vest within 12 months anadmsultants vested over five years. The
market values of these grants were determined d&ir value of the common shares at the grate.drhe restricted shares are forfeitable
upon early voluntary or involuntary terminationtbé employee. Upon vesting, the grantee will ree@ire common share for each restricted
share vested. The Company charged $56,000 in 20€éninection with the vesting period associatet thiese grants. In November 2006, in
connection with restructuring the consultant’s cact, 24,000 restricted units were canceled. Athefrestricted stock with this consultant was
vested at the date of restructuring of the constitaontract.

During the year ended 2006, Newtek granted fiveleyges an aggregate of 105,000 shares of restistoett valued at $207,000. The
grants vest between one and two years. The falkkehaalues of these grants were determined usidgih value of the common shares at the
grant date. The restricted shares are forfeitabts early voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted stested. The Company charged $90,000 and $42,000ei@tions in 2007 and 2006,
respectively, in connection with the vesting pergadociated with these grants.

During the year ended 2007, Newtek granted severagmmes an aggregate of 122,000 shares of restitbek and one officer 10,121
shares of restricted stock aggregating $225,00@h&fe shares, 64,000 restricted shares vesteddiately and the remaining 68,000 restric
shares vest between 12 and 29 months. The faireneskues of these grants were determined usintathealue of the common shares at the
grant date. The restricted shares are forfeitabts early voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted siested. The Company charged $163,000 in 2007 inexiion with the vesting period
associated with these grants.
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In connection with restricted stock grants in 2008, Company issued 38,109 shares to three em@dgethe year ended December 31,
2008. The allocated portion of the related compemsa@osts associated with these grants was $30¢d08e year ended December 31, 2008.

In March 2008, Newtek granted its six independématiors an aggregate of 197,434 options valu&8at000. Option awards are
granted with an exercise price equal to the mgykee of the Company’s stock at the date of gréihe options vest immediately and expire 10
years from the date of grant. The fair value otheajation award is estimated on the date of graimigus Blacl-Scholes option valuation model
that uses the following assumptions: 5 year exjpifes risk-free interest rate of 2.51% and expédotolatility of the Company’s stock of
53.48%. Expected volatilities are based on thehisl volatility of the Company’s stock and otliactors. The riskree rate for periods durir
the expected life of the option is based on the Wr8asury yield curve in effect at the time ofrgrd&Expected term was determined using the
simplified method under Staff Accounting BulletimNLO7, “Valuation of Share-Based Payment Arrangemir Public Companies” (“SAB
1077).

In May 2008, Newtek granted certain of its emplayar aggregate of 710,000 options valued at $369(Dption awards were granted
with an exercise price of $1.50 which exceedechiheket price of the Company’s stock at the datgraht. The options vest on the second
anniversary of date of grant and expire 10 yeans fthe date of grant. The fair value of each opéiasard is estimated on the date of grant
using a Black-Scholes option valuation model tisgtsuthe following assumptions: 6 year expectedrig&-free interest rate of 3.10% and
expected volatility of the Company'’s stock of 53Q8&xpected volatilities are based on the histbriotatility of the Company’s stock and
other factors. The riskee rate for periods during the expected lifehaf dption is based on the U.S. Treasury yield cunedfect at the time ¢
grant. Expected term was determined using the #fieghimnethod under SAB 107. Compensation cost athtg operations in connection with
such grant was $97,000 for the year ended Dece&ih&x008.

In July 2008, Newtek granted certain employeesgamegate of 120,000 options valued at $42,000.ddm@ivards were granted with an
exercise price of $1.50 which exceeded the marnlket pf the Company’s stock at the date of grahe dptions vest on the second anniversary
of date of grant and expire 10 years from the daggrant. The fair value of each option award isnested on the date of grant using a Black-
Scholes option valuation model that uses the fahgvassumptions: 6 year expected life, risk-fréerigst rate of 3.20% and expected volatility
of the Company’s stock of 54.66%. Expected votsi are based on the historical volatility of @@mpany’s stock and other factors. The risk-
free rate for periods during the expected lifehaf bption is based on the U.S. Treasury yield cumedfect at the time of grant. Expected term
was determined using the simplified method undeB 887. Compensation cost charged to operationsrinection with such grant was $8,(
for the year ended December 31, 2008.

A summary of the status of Newtek’s non-vestedriest shares as of December 31, 2008 and changeg dhe year then ended is
presented below:

Weighted

Average
Number of Grant Date

Shares

Non-vested Restricted Shares (in thousands Fair Value
Non-veste—December 31, 200 68 $ 1.8¢
Granted — $ —
Vested and issue (39) $ 2.1
Forfeited (25 $ 1.5¢
Non-veste—December 31, 200 10 $ 2.1C
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As of December 31, 2008, there was $238,000 of twti@cognized compensation costs related to netedeshare-based
compensation arrangements granted under the 2@DR0A8 Plans. That cost is expected to be recogmaably through July 2010.

The adoption of SFAS 123R during 2006 did not haweaterial impact, as all options were fully vedtgddecember 31, 2005
except for one option grant in 2005 which yield@8 $00 of share-based compensation expense fgetireended December 31, 2006. The
Company recognized an income tax benefit of $11id@@nnection with these options.

NOTE 25—SEGMENT REPORTING:

Operating segments are organized internally prigbsi the type of services provided, and in accoo#awith SFAS No. 131,
“Disclosures about Segments of an Enterprise amat&kInformation,” the Company has aggregatedlaimoperating segments into six
reportable segments: Electronic payment proces¥itap hosting, Small business finance, All otherrpgdoate and Capcos.

Effective in the first quarter of 2008, the Compangde certain changes to its segment reportingote mccurately portray the operation
of its businesses. For all segments other thanatp, intercompany expenses are now charged tastireof the service with a resulting
reduction in expense for the provider of the sarviw revenue is recorded. Previously the prostienwved the expense. This change will better
match expenses to the revenues generated by asegmaddition, the Company moved two financetedebusinesses from its All other
segment to the Small business finance segmentegnaained it such. The new name better charactehieefinincing services provided by the
segment: the entities consolidated into the segprenvide small- and medium-sized businesses wahdmf various types including SBA 7(a)
loans as well as receivables financing and eamff@eservicing loans for other lenders. Segmepbrtng for the current and previous periods
reflect these changes.

Historically a substantial amount of resources vekr@icated to new Capcos and the investment gfribeeeds in qualified businesses
and the managing of these businesses. Since maaagdoes not anticipate any new Capcos in the deadde future, the Company has
changed its internal reporting to better evaluatk manage the existing Capco business, its cogpadivities and its portfolio of small
businesses included in the All other segment. HBgenent previously called Capco and other, which &g@ment previously evaluated as one
integrated segment, is now being evaluated as gagments—Capcos, Corporate activities and Allrofilee segment information for prior
periods has been restated to conform to the cudisalosure.

The Electronic payment processing segment is eegeme of credit card transactions, as well as &eterr of credit card and check
approval services to the small- and medisized business market. Expenses include direcs ¢osiuded in a separate line captioned elect
payment processing costs), professional fees,issland benefits, and other expenses, all of wéiiehincluded in the respective caption on the
consolidated statements of operations.

The Web hosting segment consists of NTS, acquirediliy 2004. NTS'’s revenues are derived primaribyrf web hosting services and
consist of web hosting and set up fees. NTS gesematpenses such as professional fees, payrobemefits, and depreciation and
amortization, which are included in the respectigption on the accompanying consolidated statenuérgerations, as well as licenses and
fees, rent, and general office expenses, all otwhre included in other expenses in the respectipéon on the consolidated statements of
operations.

The Small business finance segment consists ofI8uainess Lending, Inc., a lender that primariligmates, sells and services
government guaranteed SBA 7(a) loans to qualifgimgll businesses through its licensed SBA lentes, Texas Whitestone Group which
manages the Company’s Texas Capco and closes kah$§BC which provides accounts receivable finagcbilling and accounts receivable
maintenance services to businesses. NSBF geneeatasues from sales of loans, servicing incoméHose loans retained to service by NSBF
and interest income earned on the loans themsélheslender generates expenses for interest, giofes fees, salaries and benefits,
depreciation and amortization, and provision famdosses, all of which are included in the redpeataption on the consolidated statement
operations. NSBF also has expenses such as loavergaexpenses, loan processing costs, and otpensgs that are all included in the other
general and administrative costs caption on theaarated statements of operations.

The All Other segment includes revenues and expetiserily from qualified businesses that receiuegestments made through the
Company’s Capcos which cannot be aggregated wihtkr atperating segments. The two largest entiti¢ésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andriggsi Connect, LLC, a provider of sales and procgss®rvices.
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Corporate activities represent revenue and expeares|ocated to our segments. Revenue includesaist 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, informatiat®logy, corporate development and additionalscassociated with administering the
Capcos.

The Capco segment, which consists of the 15 Cagergrates non-cash income from tax credits, istémeome and gains from
investments in qualified businesses which are tedlin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ifCtivporate activities revenues), legal, and auglitées and losses from investments in
qualified businesses.

Management has considered the following charatiesiezhen making its determination of its operatamgl reportable segments:
. the nature of the product and servic
. the type or class of customer for their products$ services
. the methods used to distribute their products ovide their services; ar

. the nature of the regulatory environment (for exeanpanking, insurance, or public utilitie
The accounting policies of the segments are theesenthose described in the summary of signifisaobunting policies.

The following table presents the Company’s segrirdatmation for the years ended December 31, 22087 and 2006 and total
assets as of December 31, 2008 and 2007 (In thdssan

(In thousands)

For the year For the year For the year
ended ended ended
December 31 December 31 December 31
2008 2007 2006
Third Party Revenue
Electronic payment processi $ 63,35¢ $ 54,96¢ $ 43,25(
Web hosting 18,08¢ 16,23% 13,61(
Small business financ 7,358 11,857 10,07¢
Capcos 8,54: 6,471 17,15!
All Other 2,07t 3,76: 4,52¢
Corporate activitie 5,831 4,052 4,507
Total reportable segments 105,24¢ 97,35t 93,12(
Eliminations (6,367 (4,520 (4,959
Consolidated Total $ 98,88t $ 92,83t $ 88,16¢
Inter Segment Revenue
Electronic payment processi $ 87 $ 13C $ 39¢
Web hostincg 182 16€ 10¢€
Small business financ 863 54 13¢
Capca 1,87 2,15¢ 70¢
All Other 804 1,34( 767
Corporate activitie 2,031 2,01¢ 2,24(C
Total reportable segments 5,84« 5,85¢ 4,36(
Eliminations (5,844 (5,859 (4,360
Consolidated Tote $ — $ — $ —
Income (loss) before benefit (provision) for incoméaxes and discontinued operation
Electronic payment processi $ 4,33 $ 2,63 $ 3,29¢
Web hosting 3,33t 2,76( 3,40¢
Small business financ (6,14¢) (47€) 41¢
Capco (6,726 (13,130 (5,04¢)
All Other (1,999 (281) (418)
Corporate activitie (5,31% (8,609 (4,86€)
Total reportable segments (12,519 (17,109 (3,209
Eliminations — — —
Totals $ (12,51 $ (17,109 $ (3,209

Depreciation and Amortization



Electronic payment processi
Web hostincg

Small business financ
Capca

All Other

Corporate activitie

Totals

F-38

2,72¢ 1,961 $ 1,46¢
3,23( 3,03 2,421
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For the year For the year For the year
ended ended ended
December 31 December 31 December 31
2008 2007 2006
Interest (income) expense, ne
Electronic payment processi $ (78) $ (199 $ (132)
Web hosting 59 307 572
Small business financ (537 (1,027 (1,090
Capco 8,24: 10,86¢ 12,23¢
All Other (159 (657) (757)
Corporate activitie 5 7 11
Consolidated total $ 7,53 $ 9,30¢ $ 10,84(
Identifiable assets

Electronic payment processi $ 15,43: $ 16,23¢
Web hosting 14,08( 17,22(
Small business financ 48,36! 44,95¢
Capco 81,07 125,93:
All Other 7,51¢ 10,94:
Corporate activitie 3,06t 2,534
Consolidated total $ 169,52 $ 217,81¢

NOTE 26—QUARTERLY INFORMATION (UNAUDITED):

The following table sets forth certain unauditedslidated quarterly statement of operations data the eight quarters ending
December 31, 2008. This information is unaudited,ib the opinion of management, it has been pexgpaubstantially on the same basis as the
audited consolidated financial statements appea&igeyvhere in this report, and all necessary adgists, consisting only of normal recurring
adjustments, have been included in the amountsdsketiow. In addition, the amounts below have restated to reflect the results of
discontinued operations. The consolidated quartiaty should be read in conjunction with the cureenrlited consolidated statements and
notes thereto. The total of the quarterly EPS detgt not be indicative of full year results.

Three Months Ended
(In Thousands, except Per Share Data)

2008 3/31 6/30 9/30 12/31

Total Revenut $23,52( $24,63( $24,24: $26,49:
Loss before benefit for income tax $(3,937) $(2,506) $(2,697) $(3,389)
Net loss $(2,695) $(1,987) $(2,747) $(3,039
Loss per sha—Basic and dilutet $ (0.0¢ $ (0.06) $ (0.08 $ (0.07)
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2007
Total Revenut

Loss from continuing operations before benefitifmome taxes and discontinued operati

Loss before discontinued operatic
Net loss
Loss per sha—Basic and dilutet

F-40

Three Months Ended

(In Thousands, except Per Share Data)

3/31

6/30 9/30 12/31

$21,80¢
$(4,06€)
$(2,694)
$(2,899)
$ (0.0¢)

$23,41. $23,060 $24,54¢
$(2,818) $(4,637) $(5,58¢)
$(2,10) $ (@) $(5,930
$(2,387) $(3,967) $(1,966)
$ (0.079) $ (0.11) $ (0.0%)
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Report of Independent Registered Public Accountingrirm
on Financial Statement Schedule

To the Board of Directors and Shareholders of
Newtek Business Services, Ir

Our audits of the consolidated financial statemesfisrred to in our report dated March 18, 2009%aping in the 2008 Annual Report to
Shareholders of Newtek Business Services, Inctarubsidiaries (which report and consolidatedrfoia statements are included herein in
this Annual Report on Form 10-K) also included &idf the financial statement schedules listedemli15(a)(2) of this Form 10-K. In our
opinion, these financial statement schedules ptdagly, in all material respects, the informatiset forth therein when read in conjunction
with the related consolidated financial statements.

/s/ J.H. Cohn LLP

Jericho, New York
March 20, 200¢
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Newtek Business Services, Inc.
Schedule Il—Valuation and Qualifying Accounts
For the year ended December 31, 2008

Column A

Description
Loan Loss Reserve
Valuation allowance for deferred tax ass

Newtek Business Services, Inc.
Schedule II—Valuation and Qualifying Accounts
For the year ended December 31, 2007

Column A

Description
Loan Loss Reserve
Valuation allowance for deferred tax ass

Newtek Business Services, Inc.
Schedule II—Valuation and Qualifying Accounts
For the year ended December 31, 2006

Column A

Description
Loan Loss Reserves

Valuation allowance for deferred tax assets

1 Recovery of previously written off accounts.

2 Uncollectible accounts written off.

8 Recognition of previously reserved deferred taxess

4 Reclassification of Section 382 losses attributablNSBF.

Column C
Column B Additions Column D Column E
Balance at Charged to Balance at
Beginning Costs and End of
of Period Expenses Other Deductions Period
$2,196,000 $2,530,000 $ 41,000 $(1,347,00) $3,420,00
$2,543,00! 703,00  2,097,00! — $5,343,001
Column C
Column B Additions Column D Column E
Charged to
Balance at Balance at
Beginning Costs and End of
of Period Expenses Other Deductions Period
$2,332,001 $840,00( $ 25,00C $(1,001,00) $2,196,00!
$1,666,00! — 1,050,001 (173,000 $2,543,00
Column C
Column B Additions Column D Column E
Charged to
Balance at Balance at
Beginning Costs and End of
of Period Expenses Other Deductions Period
$2,304,001 $405,00( $ 88,00¢ $ (465,0002 $2,332,00
$4,960,00! — 541,00( (133,000 3
(3,702,000 *  $1,666,00



Exhibit 18.1
PREFERABILITY LETTER FROM INDEPENDENT REGISTERED PU BLIC ACCOUNTING FIRM
May 13, 2008

Newtek Business Services, Ir
1440 Broadway, 17 Floor
New York, NY 1001¢

Dear Sirs/Madams:

As stated in Note 2 to the financial statement@fitek Business Services, Inc. (the “Company”)tfar three months ended March 31, 2008,
the Company changed its method of accounting veisipect to timing of recognition for loan sales freettlement date to trade date. As stated
in Note 2, the newly adopted accounting princiglerieferable in the circumstances because it mosely aligns the business reality at the
trade date with the criteria for recognizing a $fan of a financial asset as set forth in parag@phStatement of Financial Accounting
Standards No. 140. “Accounting for Transfers and/i8mg of Financial Assets and Extinguishments iabilities—A Replacement of FASB
Statement 125”. At your request, we have reviewetldiscussed with you the circumstances and thadssjudgment and planning that
formulated your basis to make this change in actogprinciple.

It should be understood that criteria have not leestablished by the Financial Accounting Stand&atsrd for selecting from among the
alternative accounting principles that exist irsthiea. Further, the Public Company Accounting €lgat Board has not established the
standards by which an auditor can evaluate theembility of one accounting principle among a seoéalternatives. However, for purpose:
the Company’s compliance with the requirementhefSecurities and Exchange Commission, we areshing this letter.

Based on our review and discussion, we concur mhagement’s judgment that the newly adopted aditmuprinciple described in Note 2 is
preferable in the circumstances. In formulating fhdsition, we are relying on management'’s busipksming and judgment, which we do not
find to be unreasonable. Because we have not aualitg financial statements of the Company as ofdatg or for any period subsequent to
December 31, 2007, we express no opinion on tlafial statements for the three months ended MaitcR008.

Very truly yours,
/s/ J.H. Cohn LLP



Exhibit 21.1
NEWTEK BUSINESS SERVICES, INC

SUBSIDIARIES

Name of Company State of Incorporation/Organization
Automated Merchant Services, Ir Florida
BJB Holdings Corp New York
Business Connect, LL Texas
CCC Real Estate Holdings Co., LI Delaware
CDS Business Services, Ir Delaware
CrystalTech Web Hosting, In Arizona
CT Hosting, LLC Texas
Exponential Business Development Co., | New York
First Bankcard Alliance of Alabama, LL Alabama
Fortress Data Management, LI Texas
Newtek Insurance Agency, LL District of Columbia
Newtek Securities, LL( New York
Newtek Small Business Finance, | New York
Newtek Tax Services, LL! New York
Phoenix Development Group, LL Louisiana
Site Sage Web Development, LI Louisiana
Small Business Lending, In Delaware
Solar Processing Solutions, LL Wisconsin
Summit Systems and Design, LI Texas
The Texas Whitestone Group, LL Texas
Universal Processing Services of New York, L New York
Universal Processing Services of Wisconsin, L Wisconsin
The Whitestone Group, LL New York
Wilshire Advisers, LLC New York
Wilshire Alabama Partners, LL Alabama
Wilshire Colorado Partners, LL Colorado
Wilshire DC Partners, LL( District of Columbia
Wilshire Holdings I, Inc New York
Wilshire Holdings Il, Inc. New York
Wilshire Investors, LLC Wisconsin
Wilshire Louisiana Bidco, LL(C Louisiana
Wilshire Louisiana Capital Management Fund, L Louisiana
Wilshire Louisiana Partners I, LL Louisiana
Wilshire Louisiana Partners Ill, LL Louisiana
Wilshire Louisiana Partners IV, LL Louisiana
Wilshire New York Advisers I, LLC New York
Wilshire New York Partners Ill, LL( New York
Wilshire New York Partners IV, LL( New York
Wilshire New York Partners V, LL( New York
Wilshire Partners, LL( Florida

Wilshire Texas Partners I, LL Texas



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We hereby consent to the incorporation by referemé®rm S-8 (No. 333-107504, 333-119191 and 33328} of Newtek Business Services,

Inc. and Subsidiaries of our reports dated March2089 relating to the consolidated financial stegats and financial statement schedule,

which appears in the Annual Report to Shareholdengh is included herein in this Annual Report on
Form 10-K.

/s/ J.H. Cohn LLF

Jericho, New Yor}
March 20, 200¢



Exhibit 31.1
CERTIFICATION

I, Barry Sloane, Chief Executive Officer of NewtBlsiness Services, Inc., certify that:
1. | have reviewed this annual report on Form 16fKlewtek Business Services, Inc.

2. Based on my knowledge, this annual report dogsaontain any untrue statement of a material dactmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect to the
period covered by this annual report;

3. Based on my knowledge, the financial statememtd,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this annual
report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedoresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financiglomting, or caused such internal control over faiahreporting to be designed
under my supervision, to provide reasonable assereeyarding the reliability of financial reportingd the preparation of financial
statements in accordance with generally acceptealuating principles.

c) evaluated the effectiveness of the registeadiisclosure controls and procedures and presantas report our conclusions abr
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

d) disclosed in this report any chance in the tegi$'s internal control over financial reportirfgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weases in the design or operation of internal cortvel financial reporting which a
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

/ s/ B ARRY S LOANE

Barry Sloane
Chief Executive Officer

Date: March 20, 2009



Exhibit 31.2
CERTIFICATION

I, Seth A. Cohen, Chief Financial Officer of NewtBlsiness Services, Inc., certify that:
1. | have reviewed this annual report on Form 16fKlewtek Business Services, Inc.

2. Based on my knowledge, this annual report dogsaontain any untrue statement of a material dactmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this annual report;

3. Based on my knowledge, the financial statememtg,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this annual
report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportings(defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedoresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financiglomting, or caused such internal control over faiahreporting to be designed
under my supervision, to provide reasonable assereyarding the reliability of financial reportingd the preparation of financial
statements in accordance with generally acceptealuating principles.

c) evaluated the effectiveness of the registeadiisclosure controls and procedures and pres@ntais report our conclusions abr
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

d) disclosed in this report any chance in the tegi$'s internal control over financial reportirfgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weases in the design or operation of internal cortvel financial reporting which a
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

/ s/ SETHA. C OHEN
Seth A. Cohen
Chief Financial Officer

Date: March 20, 2009



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 Annual Report on Form 10fNewtek Business Services, Inc. (the “Companydy,the period ended
December 31, 2008, as filed with the SecuritiesExchange Commission on the date hereof (the “R8ptire undersigned hereby certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipntso Section 906 of the Sarbanes-Oxley Act 6 @hat, to the best of our knowledge:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and
(2) The information contained in the Report faphgesents, in all material respects, the finan@aldition and results of the operations of the
Company.

/ s/ B ARRY S LOANE
Barry Sloane,
Chief Executive Officer

/ s/ SETHA. C OHEN
Seth A. Cohen.
Chief Financial Officer

March 20, 200¢



