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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2010

OR

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

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

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

Registrant’s telephone number, including area codg212) 356-9500

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 preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past ninetyslayYes No O

Indicate by check mark whether the registrant hibsnitted electronically and posted on its corpokileb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&3 No [

Indicate by check mark whether the registrantleage accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited’, “accelerated filer” and “smaller reportirgpmpany” in Rule 122 of the Exchange A
(Check one):

Large accelerated Fili [0 Accelerated filel O
Non-accelerated file O Smaller reporting compar
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yes[O No

As of November 8, 2010, there were 36,754,919 @fGbmpany’s Common Shares outstanding.
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Iltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009

(In Thousands, except for Per Share Data)

Three Months ended

Nine Months Ended

September 30, September 30,
2010 2009 2010 2009

Operating revenue $29,20: $26,81: $83,061 $78,01(
Net change in fair market value

Liability on SBA loans transferred, subject to prem recourse 50 — 2,07¢ —

Credits in lieu of cash and notes payable in csdaditieu of casl (44) 34 13C 1,04«

Total net change in fair market val 6 34 2,20¢ 1,04«

Operating expense

Electronic payment processing cc 17,45¢ 15,37( 50,58( 42,42¢

Salaries and benefi 4,671 4,41( 14,36¢ 13,71%

Interest 1,02: 2,66¢ 3,307 8,79(

Depreciation and amortizatic 1,15¢ 1,31: 3,58¢ 4,532

Provision for loan losse 65€ 387 1,511 1,32(

Other general and administrative cc 3,991 3,797 12,03( 12,22;

Total operating expens 28,96( 27,94* 85,37¢ 83,00¢

Income (loss) before income tax 24¢ (1,099 (112) (3,959
(Provision) benefit for income tax (590) 1,244 77 2,38¢
Net (loss) incom: (342) 14E (35) (1,569
Net loss attributable to n-controlling interest: 24 637 181 732
Net (loss) income attributable to Newtek Business/i8es, Inc $ (81§ $ 78z $ 14€ $ (83)
Weighted average common shares outstar- basic 35,65¢ 35,63: 35,65! 35,62¢
Weighted average common shares outstan- diluted 35,65¢ 35,75¢ 35,79t 35,62¢
(Loss) income per sha- basic and dilute $ (0.0)) $ 0.0z $ 0.0C $ (0.09)

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 2010 AND DECEMBER 31, 2009
(In Thousands, except for Per Share Data)

ASSETS
Cash and cash equivalel
Restricted cas
Broker receivablt
SBA loans held for investment (net of reserve faml losses of $3,902 and $3,985, respecti\
Accounts receivable (net of allowance of $570 a2til$ respectively
SBA loans held for sal
Prepaid expenses and other assets (net of acceahalatortization of deferred financing costs of $8,6
and $2,491, respectivel
Servicing asset (net of accumulated amortizatiahadlowances of $5,027 and $4,539, respectiv
Fixed assets (net of accumulated depreciation arattization of $14,172 and $12,276, respectiv
Intangible assets (net of accumulated amortizaifdpl 1,454 and $10,299, respective
SBA loans transferred, subject to premium reco
Credits in lieu of cas
Goodwill

Total asset

LIABILITIES AND EQUITY

Liabilities:
Accounts payable and accrued expel
Notes payabli
Deferred revenu
Liability on SBA loans transferred, subject to piem recourse
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities

Commitments and contingenci
Equity:
Newtek Business Services, Inc. stockhol’ equity:
Preferred stock (par value $0.02 per share; authadrl 000 shares, no shares issued and
outstanding
Common stock (par value $0.02 per share; authoB2e@00 shares, 36,701 and 36,674 iss
respectively; 35,666 and 35,648 outstanding, respy, not including 83 shares held in
escrow)
Additional paic-in capital
Accumulated defici
Treasury stock, at cost (1,035 and 1,026 sharsgectively)
Total Newtek Business Services, Inc. stockhol’ equity
Non-controlling interest:
Total equity
Total liabilities and equit'

September 3C December 31
2010 2009
Unauditec (Note 1)
$ 7,301 $ 12,58
9,06¢ 6,73¢
7,85¢ 6,46’
24,89¢ 23,25]
9,45¢ 5,01z
753 20C
7,84~ 7,50z
2,192 2,43¢
3,01z 3,631
3,13¢ 4,21¢
19,83! —
38,15:¢ 51,94
12,097 12,09:
$ 145,59 $ 136,08:
$ 10,24( $ 8,31«
17,95( 16,29¢
1,827 1,86:
19,89¢ —
38,15:¢ 51,94
3,37z 3,63¢
91,43’ 82,05t
734 73%
57,32¢ 57,30z
(4,729 (4,979
(667) (64¢)
52,671 52,41:
1,48¢ 1,61¢
54,16( 54,02’
$ 145,59 $ 136,08:

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2®@9

(In Thousands)
2010
Cash flows from operating activitie
Net loss $ (39
Adjustments to reconcile net loss to net cash (irgeprovided by operating activitie
Income from tax credit (1,929
Accretion of interest expen: 2,05:
Fair market value adjustment on SBA loans transtgrsubject to premium recoul (2,076
Fair market value adjustment of credits in liewcash and notes payable in credits in lieu of « (130
Deferred income taxe (262)
Depreciation and amortizatic 3,58¢
Provision for loan losse 1,511
Gain on sale/recovery of investments in qualifiedibesse
Other, ne 16¢
Changes in operating assets and liabilit
Originations of SBA loans held for s¢ (5549)
Originations of SBA loans transferred, subject ienpium recours (29,83
Originations of SBA loans, achieving sale stz (15,692
Proceeds from originations of SBA loans, achiesatg statu 15,69:
Liability on SBA loans transferred, subject to piem recourse 21,97:
Broker receivabl (1,39))
Accounts receivabl (4,445
Prepaid expenses, accrued interest receivablethnd asset (295)
Accounts payable, accrued expenses and deferredue 1,88¢
Other, ne (1,472
Net cash (used in) provided by operating activi (1,239
Cash flows from investing activitie
Return of investments in qualified busines 14z
Purchase of fixed assets and customer merchantais (1,399
SBA loans originated for investment, 1 (5,767)
Proceeds from sales of loans held for investr —
Payments received on SBA loe 2,70(
Change in restricted ca (1,209
Net cash (used in) provided by investing activi (5,419

See accompanying notes to these unaudited condeossdlidated financial statements.
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2009
$(1,569)

(6,489
7,52¢

(1,042
(1,511)
4,53
1,32(
(1,07¢)

552

(3,976)

10,10¢

(1,096)
(327)
(66)
(729)
(532)
5,63

1,981
(1,299)
(1,00¢)

40C

2,84¢
(387)

2,53¢
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2@9 (CONTINUED)

2010

2009

Cash flows from financing activitie

Net repayments on bank lines of cre $(9,562) $(9,197)
Proceeds from bank term note paye 12,50( —
Payments on bank term note paye (1,28¢) —
Other (277) (25€)
Net cash provided by (used in) financing activi 1,37¢ (9,455
Net decrease in cash and cash equiva (5,280 (1,280
Cash and cash equivale- beginning of periot 12,58! 16,85:
Cash and cash equivaler end of perioc $ 7,301 $15,57:
Supplemental disclosure of cash flow activities
Reduction of credits in lieu of cash and notes plya credits in lieu of cash balances due toveeyi of tax credits t
Certified Investor: $18,427  $25,12¢
Refinance of line of credit to term loi $208 $ —

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

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, I. (“Newtek” or the “Company”) is a holding company &everal wholly- and majority-owned subsidiaries,
including thirteen certified capital companies whare referred to as Capcos, and several porifoliapanies in which the Capcos own non-
controlling or minority interests. The Company go®s a “one-stop-shop” for business services tsthall- and mediunsized business marl
and uses state of the art web-based proprietamntdagy to be a low cost acquirer and providerrofdpicts and services. The Company
partners with companies, credit unions, and assong&to offer its services.

The Company’s principal business segments are:

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

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

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

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

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

Capcos:Thirteen certified capital companies which invessinall- and medium-sized businesses. They geneoateash income from tax
credits and non-cash interest and insurance expense

The condensed consolidated financial statemeriewftek Business Services, Inc., its Subsidiariesamsolidated entities (the “Company”
“Newtek”) included herein have been prepared by the Compaagdordance with accounting principles generalyepted in the United Sta
of America and include all wholly- and majority-oach subsidiaries, and several portfolio companieshith the Capcos own non-controlling
minority interests, or those variable interesttégiwhich Newtek is considered to be the primamgdiiciary of. All inter-company balances
and transactions have been eliminated in cons@iladion-controlling interests (previously shownnaisority interest) are reported below net
income (loss) under the heading “Net loss attribleté#o non-controlling interests” in the unauditahdensed consolidated statements of
operations and shown as a component of equityeircdmdensed consolidated balance sheets. See “MesuAting Standards” for further
discussion.

The accompanying notes to unaudited condensed lideitsal financial statements should be read inwartjon with Newtek’s 2009 Annual
Report on Form 10-K. These financial statementHmaen prepared in accordance with instructio®tmn 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condenstitefootnotes and other information normally imbéd in financial statements prepared in
accordance with accounting principles generallyepted in the United States. The results of oparatior an interim period may not give a t
indication of the results for the entire year. Thecember 31, 2009 condensed consolidated balaeet¢ Isas been derived from the audited
financial statements of that date but does notgelall disclosures required by accounting priresglenerally accepted in the United States of
America.

All financial information included in the tables fine following footnotes is stated in thousandsegt per share data.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United States of Ame
requires management to make estimates and assasiiat affect the reported amounts of assetsiabitities and disclosures of contingent
assets and liabilities at the date of the constdiifinancial statements and the reported

7



Table of Contents

amounts of revenue and expense during the repgrérigd. The level of uncertainty in estimates asgumptions increases with the length of
time until the underlying transactions are complétee most significant estimates are with respeetduation of investments in qualified
businesses, asset impairment valuation, allowasrcedn losses, valuation of servicing assets,g#zack reserves, tax valuation allowances
and the fair value measurements used to valueiéinancial assets and financial liabilities. Aatwesults could differ from those estimates.

Revenue Recognition
The Company operates in several different segmBetgenues are recognized as services are rendatet@summarized as follows:

Electronic payment processing revenueElectronic payment processing income is derivethftbe electronic processing of credit and debit
card transactions that are authorized and capthredgh third-party networks. Typically, merchaats charged for these processing services
on a percentage of the dollar amount of each tcdioseplus a flat fee per transaction. Certain rhant customers are charged miscellaneous
fees, including fees for handling charge-backsturns, monthly minimum fees, statement fees aes fier other miscellaneous services.
Revenues derived from the electronic processingadterCard® and Visa sourced credit and debit cardsactions 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 devices. Residnednue is recognized monthly, based on contrhairaements with such processors to share
in the residual income derived from the underlyingrchant agreements. Revenues derived from sabxguggment 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 viselsting and
software support services. Customer set-up feeBilled 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 prepaymenipéoming web hosting and related services.

Income from tax credits: Following an application process, a state will fyoi company that it has been certified as a Caple.state then
allocates an aggregate dollar amount of tax credlitse Capco. However, such amount is neithergeieed as income nor otherwise recorded
in the financial statements since it has yet tedmmed by the Capco. The Capco is legally entittezhrn tax credits upon satisfying defined
investment percentage thresholds within specifieeé requirements and corresponding non-recaptueeptages. At September 30, 2010, the
Company had Capcos in six states and the DistriCbtumbia. Each statute requires that the Capeesina threshold percentage of Certified
Capital in Qualified Businesses within the timenfies specified. As the Capco meets these requirsirieatoids grounds under the statute for
its disqualification for continued participationtime Capco program. Such a disqualification, ocatgfication” as a Capco, results in a
recapture of all or a portion of the allocated ¢eedits; the proportion of the recapture is redumeg time as the Capco remains in general
compliance with the program rules and meets thgrpssively increasing investment benchmarks.

As the Capco continues to make its investmentsualifled Businesses and, accordingly, places areasing proportion of the tax credits
beyond recapture, it earns an amount equal todheecapturable tax credits and records such amamifihcome from tax credits”, with a
corresponding asset called “credits in lieu of Eashthe accompanying condensed consolidated balasheets. The amount earned and
recorded as income is determined by multiplyingtttal amount of tax credits allocated to the Capgthe percentage of tax credits immune
from recapture (the earned income percentage) uhdestate statute. To the extent that the investmeguirements are met ahead of schedule,
and the percentage of non-recapturable tax crisditscelerated, the present value of the tax ceaglited is 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 creditscigrbe used by the certified investor in a
future year), then the present value of the tagitsearned are recorded upon completion of theireaents. The receivable is calculated at
fair value; see Note 3 for a full discussion. Detfiy of the tax credits to the Certified Investasults in a decrease of the receivable and the
notes payable in credits in lieu of cash.

The allocation and utilization of Capco tax creditsontrolled by the state law applicable to tla €. In general, the Capco applies for tax
credits from the state and is allocated a spedditar amount of credits which are available toehened. The Capco provides the state with a
list of the Certified Investors, who have contratiyiagreed to accept the tax credits in lieu aficiterest payments on their notes. The tax
credits are claimed by the Certified Investorsiwirtstate premium tax return as provided undeh state Capco and tax law. State regulations
specify the amount of tax credits a Certified Ineesan claim and the period in which they canrol#iem. Each state periodically reviews the
Capco’s operations to verify the amount of tax iteeglarned. In addition, the state maintains aofisertified Investors and, therefore, has the
ability to determine whether the Certified Investallowed to claim this deduction.
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Sales and Servicing of SBA LoandNSBF originates loans to customers under the SBfynam that generally provides for SBA guarantees of
50% to 90% of each loan, subject to a maximum guaesamount. Generally, NSBF sells the guaranteetibp of each loan to a third party
via an SBA regulated secondary market transactidining SBA form 1086 and retains the unguarantpadcipal portion in its own portfolio.
SBA form 1086 requires as part of the transfermfgresentations and warranties that the transfepaty any premium received from the
transferee if either the SBA 7(a) loan borrowerpases the loan within 90 days of the transfer saittlet date or fails to make one of its first
three loan payments after the settlement dataimely fashion and then proceeds to default wiiis days of the settlement date. Under ASC
Topic 860, “Transfers and Servicing”, effective dary 1, 2010, such recourse precludes sale treathéme transferred guaranteed portions
during this warranty period; rather NSBF is reqdite account for this as a financing arrangemettt thie transferee. Until the warranty period
expires, such transferred loans are classifiec58#\"loans transferred, subject to premium recouvgdi a matching liability “Liability on

SBA Loans Transferred, subject to premium recour&ethe expiration of the warranty period, theesaf the guaranteed portions of these
loans as well as the corresponding gain is receghiand the asset and liability eliminated.

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

Upon recognition of the sale of loans to third st NSBF separately recognizes at fair value anyicng assets or servicing liabilities first,
and then allocates the previous carrying amountdxn the assets sold and the interests that certiinibe held by it (the unguaranteed portion
of the loan) based on their relative fair valuethatdate of transfer. The difference between thegeds received and the allocated carrying
value of the financial assets sold is recognized gain on sale of loans.

Each class of servicing assets and liabilitiessatessequently measured using either the amortizatiethod or the fair value measurement
method. The amortization method, which NSBF hasehdo continue applying to its servicing assebrizes the asset in proportion to, and
over the period of, the estimated future net s@rgilncome on the underlying sold portion of tharle (guaranteed) and assesses the servicing
asset for impairment based on fair value at egobrting date. In the event future prepayments igmafecant or impairments are incurred and
future expected cash flows are inadequate to diwxeeunamortized servicing assets, additional amatitin or impairment charges would be
recognized. The Company uses an independent vahusppiecialist to estimate the fair value of thevisérg asset.

In evaluating and measuring impairment of servi@sgets, NSBF stratifies its servicing assets basgear of loan and loan term which are
key risk characteristics of the underlying loan Isodhe fair value of servicing assets is determhibg calculating the present value of estim
future net servicing cash flows, using assumptimfigrepayments, defaults, servicing costs and discates 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 exceeds the tdaienalue. If the fair value of the stratum weoelater increase, the valuation allowance
may be reduced as a recovery. However, if NSBRaétes that impairment for a stratum is other tteanporary, the value of the servicing
asset and any related valuation allowance is writkawn.

Interest and Small Business Administration (“SBA”) Loan Fees—SBA Loansinterest income on loans is recognized as earneahd are
placed on non-accrual status if they are 90 dagschee with respect to principal or interest andhe opinion of management, interest or
principal on individual loans is not collectible, @ such earlier time as management determinéshiaollectability 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 clas$ifs non-accrual and the future collectabilityhaf recorded loan balance is doubtful,
collections of interest and principal are generalhplied as a reduction to principal outstanding.

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

Insurance commissionsRevenues are comprised of commissions earned amiypres paid for insurance policies and are recoghéehe
time the commission is earned. At that date, thriegs process has been completed and the Compangstimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohical cancellation experience adjusted by
known circumstances.
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Other income: Other income represents revenues generated by BB®ell as revenues derived from operating unésdhnnot be aggregat
with other business segments, and one-time reasserigains on qualified investments. Revenuecisrded when there is pervasive evidence
of an agreement, the related fees are fixed, thécge and or product has been delivered, and dlieation of the related receivable is assured.
Other income particular to NBC include the follogzisomponents:

. Receivable feeReceivable fees are derived from the funding (paseh of receivables from finance clients. The Camgpacognizes the
revenue on the date the receivables are purchasepesicentage of face value as agreed to by idwet et which time the Company takes
ownership of the receivables. The Company alsahamgements with certain of its clients wherelpuitchases the client’s receivables
and charges interest at a specified rate baselgeoanount of funds advanced against such recesabihe funds provided are
collateralized and the interest income is recoghie earnec

. Late feesLate fees are derived from receivables the Company headl purchased that have gone over a certaindo@rgually over 3
days) without payment. The client or the cl's customer is charged a late fee according togheeaent with the clien

. Billing fees:Billing fees are derived from billir-only (nor-finance) clients. These fees are recorded wheredawhich occurs when t
service is rendere

. Other feesThese fees include annual fees, due diligence feesnjnation fees, under minimum fees and othes fieeluding finance
charges, supplies sold to clients, NSF fees, wies find administration fees. These fees are chapgedfunding, takeovers or liquidati
of finance clients. Finally, the Company also reesicommission revenue from various sour

The detail of total operating revenues includethancondensed consolidated statements of operasi@ssfollows for the three and nine moi
ended:

Three months Nine months

ended September 30: ended September 30:
(In thousands): 2010 2009 2010 2009
Electronic payment processi $20,51: $18,10¢ $59,67: $50,75(
Web hosting 4,79¢ 4,74% 14,40( 14,117
Interest incomt 52C 36€& 1,363 1,29¢
Income from tax credit 621 2,23¢ 1,92¢ 6,48:
Premium incomt 1,20z 142 1,39¢ 72t&
Servicing fee 73€ 421 1,86¢ 1,24¢
Insurance commissior 20¢< 201 61% 61¢
Other income 60¢ 594 1,82¢ 2,774
Totals $29,20: $26,81: $83,06: $78,01(

Electronic Payment Processing Costs

Electronic payment processing costs consist pratlgipf costs directly related to the processingnefrchant sales volume, including
interchange fees, VISA and MasterCard dues andssmnts, bank processing fees and costs paiddepthity processing networks. Such
costs are recognized at the time the merchantactings are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iadhtdrchange and assessment costs, which arg e bredit card associations.
Interchange costs are passed on to the entitynigshe credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumetreldc payment processing costs also include
residual expenses. Residual expenses represemgdiee® third-party sales referral sources. Redidupenses are paid under various formulae
as contracted with such third-party referral sosrteit are generally linked to revenues derivethfrserchants successfully referred to the
Company and that begin using the Company for metghacessing services. Such residual expensdgmcally ongoing as long as the
referred merchant remains a customer of the Compadyare recognized as expenses as related revareuexognized in the Company’s
condensed consolidated statements of operations.
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Restricted Cash

Restricted cash includes cash collateral relating letter of credit; monies due on SBA loan-relatemittances and insurance premiums
received by the Company and due to third partiesh deld by the Capcos restricted for use in magaaid operating the Capco, making
qualified investments and for the payment of incdenees; cash held for future repayment under th@t&laOne loan agreement and a cash
account maintained as a reserve against chargéhssss.

Purchased Receivables

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

Investments in Qualified Businesses

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

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

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

Cost Methodlnvestees not accounted for under the consolidatidhe equity method of accounting are accountedifider the cost method of
accounting. Under this method, the Company’s shhtiee net earnings or losses of such companiestigicluded in the Company’s
condensed consolidated financial statements. Howewust method impairment charges are recognizedeeessary, in the Company’s
condensed consolidated financial statements.dtinistances suggest that the value of the invesiebden subsequently recovered, such
recovery is not recorded until ultimately liquidater realized.

The Company’s debt and equity investments havetauotially been made with funds available to Newttglough the Capco programs. These
programs generally require that each Capco meéhiannm investment benchmark within five years dfia funding. In addition, any funds
received by a Capco as a result of a debt repayareaquity return may, under the terms of the Cgpograms, be reinvested and counted
towards the Capcos’ minimum investment benchmarks.

Stock - Based Compensation

All share-based payments to employees are recadjimizihe financial statements based on their falu&s using an option-pricing model at the
date of grant.

As of September 30, 2010 and 2009, the Companyadharebased compensation plans. At the Annual Meetirghafreholders on May 2
2010, a new plan was approved as a result of wdriehof the older plans is now suspended. For tteetand nine months ended Septembe
2010 and 2009, compensation cost charged to opesdfidr those plans was $41,000 and $30,000 in,2@%pectively, and $28,000 and

$49,000 in 2009, respectively, and is includedallaises and benefits in the accompanying condeosesblidated statements of operations.
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There were no options or restricted stock awardatgd during the three or nine months ended Septe8th 2010.

As of September 30, 2010 and December 31, 2008 thas $0 and $55,000 of total unrecognized congimmscosts related to non-vested
share-based compensation arrangements grantedthedaans, respectively.

Fair Value

The Company adopted the methods of fair value hoevits financial assets and liabilities. The Compaarries its credits in lieu of cash,
prepaid insurance and notes payable in crediigindf cash at fair value. The Company also caingmired loans and other real estate owned
at fair value. Fair value is based on the pricé wwuld be received to sell an asset or paid tosfier a liability in an orderly transaction betw
market participants at the measurement date. lerdodincrease consistency and comparability invfalue measurements, the Company
utilized a fair value hierarchy that prioritizesselovable and unobservable inputs used to measurafae into three broad levels, which are
described below:

Level 1

Level 2

Level 3

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 armedatively traded in ov-the-counter markets

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

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

Income Taxes

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

The Company’s U.S. Federal and state income taxnefprior to fiscal year 2006 are closed, and gameent continually evaluates expiring
statutes of limitations, audits, proposed settlemashanges in tax law and new authoritative rging

Accounting for Uncertainty in Income Taxes

The ultimate deductibility of positions taken opexted to be taken on tax returns is often uncertaiorder to recognize the benefits
associated with a tax position taken (i.e., getheeatleduction on a corporation’s tax return), ¢éiméity must conclude that the ultimate
allowability of the deduction is more likely thapntnlIf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than not),
the benefit associated with the position is recpgghiat the largest dollar amount that has more @006 likelihood of being realized upon
ultimate settlement. Differences between tax pms#titaken in a tax return and recognized will galheresult in (1) an increase in income
taxes currently payable or a reduction in an inctemaefund receivable or (2) an increase in ardefetax liability or a decrease in a deferred
tax asset, or both (1) and (2).
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When accounting for uncertainty in income taxes, Itttome Tax Topic of the Financial Accounting $fanils Board (“FASB”) Accounting
Standards Codification also provides guidance on:

. Derecognizing the benefits associated with a reizegrtax position where subsequent events inditatieit isnot more likely than not
that the entity will benefit from the tax posititeken

. Classification of financial statement elements tleatllt from recognizing benefits associated witbartain tax position
. Treatment of interest and penalties related to iaicetax position:

. Accounting for uncertain tax positions in interirarfpds

. Disclosure and transitic

Concentration of Credit Risk

Financial instruments that potentially subject@w@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 three and nine months ended Septembe30,@d 2009, no single customer accounted for a0ftore of the Company’s revenue,
or of total accounts receivable.

Fair Value of Financial I nstruments

As required by the Financial Instruments Topichef EASB Accounting Standards Codification, theneated fair values of financial
instruments must be disclosed. Excluding fixed @séstangible assets, goodwill, and prepaid expgm@sd other assets (excluding as noted
below), substantially all of the Company’s asseis lzabilities are considered financial instrumesssdefined under this standard. Fair value
estimates are subjective in nature and are dependemnumber of significant assumptions associaiddeach instrument or group of similar
instruments, including estimates of discount rate&s associated with specific financial instrutseestimates of future cash flows and rele
available market information.

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

. Cash and cash equivalel

. Restricted cas

. Broker receivablt

. Accounts receivabl

. Bank notes payabl

. Accrued interest receivable (included in prepaigemded and other asse

. SBA loans transferred, subject to premium reco

. Accrued interest payable (included in accounts pleyand accrued expens:

. Accounts payable and accrued expet

The carrying value of investments in Qualified Biesises (included in prepaid expenses and othd@spgssedits in lieu of cash, notes payable

in credits in lieu of cash, liability on SBA loatransferred, subject to premium recourse and loacesivable approximate fair value based on
management’s estimates.

New Accounting Standards

In June 2009, the FASB issued an accounting stdngiaich requires entities to provide more inforroatregarding sales of securitized
financial assets and similar transactions, pauditylif the entity has continuing exposure to tisis related to transferred financial assets and
removes the concept of a qualifying special-purpogéy and limits the circumstances in which afinial asset, or portion of a financial asset,
should be derecognized when the transferor hasar@ferred the entire financial asset to an ettty is not consolidated with the transfera
the financial statements being presented and/onwletransferor has continuing involvement wita ttansferred financial asset. The new
standard became effective for the Company on
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January 1, 2010 and its effect on asset, liakdlitgl revenue recognition is described in this noteler Revenue Recognition, Sales and
Servicing of SBA Loans. This accounting standard sabsequently codified into the Accounting Staddg&odification (“ASC”) Topic 860,
“Transfers and Servicing.”

In June 2009, the FASB issued an accounting stdndhich modifies how a company determines whenraityethat is insufficiently

capitalized or is not controlled through voting émmilar rights) should be consolidated. It cla#ithat the determination of whether a company
is required to consolidate an entity is based orgray other things, an entity’s purpose and desighaacompany ability to direct the activitie

of the entity that most significantly impact theigris economic performance. It requires an ongamassessment of whether a company is the
primary beneficiary of a variable interest entitylE”) and additional disclosures about a comparigiglvement in VIEs and any significant
changes in risk exposure due to that involvemelmé. few standard became effective for the Comparjaonary 1, 2010 and did not have a
material impact on its financial position or resuwf operations. This accounting standard was sufesely codified into ASC Topic 805,
“Business Combinations.”

In August 2009, the FASB issued Accounting Stanslafddate (“ASU”) No. 2009-05, “Fair Value Measurartseand Disclosures (Topic 820)
—Measuring Liabilities at Fair Value,” which updat#SC 820-10. The update provides clarification thatircumstances in which a quoted
price in an active market for the identical liatyilis not available, a reporting entity is requitedneasure fair value using one or more of the
following techniques:

1. Avaluation technique that us
a. the quoted price of an identical liability whendea as an asset,
b. quoted prices for similar liabilities or similaabilities when traded as ass¢

2. Another valuation technique that is consistent it principles of Topic 820, examples includeramome approach, such as a pre:
value technique, or a market approach, such ashaitpie that is based on the amount at the measutatate that the reporting entity
would pay to transfer the identical liability or wld receive to enter into the identical liabili

This standard is effective for financial statemeasssied for interim and annual periods ending &tggust 2009. The Company adopted ASU
No. 200¢-05 effective for the quarter ending September2B09. The adoption did not have a material impadhe Company’s disclosures.

On July 21, 2010, the FASB issued ASU No. 2010“Rclosures about the Credit Quality of FinancReceivables and the Allowance for
Credit Losses”, which requires significant new tisares about the allowance for credit losses hadtedit quality of financing receivables.
The requirements are intended to enhance transparegarding credit losses and the credit qualitpan and lease receivables. Under this
statement, allowance for credit losses and fauealre to be disclosed by portfolio segment, wdrigglit quality information, impaired
financing receivables and nonaccrual status abe foresented by class of financing receivable.|Bssce of the nature and extent, the finar
impact and segment information of troubled debtruesurings will also be required. The disclosuaies to be presented at the level of
disaggregation that management uses when assesglngonitoring the portfolio’s risk and performantais standard is effective for interim
and annual reporting periods after December 150 20he Company is currently evaluating the impd@dopting the new standard on the
condensed consolidated financial statements.

In February 2010, the FASB issued ASU No. 2010*Athendments for Certain Investment Funds” and ic@&eber 2009, the FASB issued
ASU No. 2009-17, “Improvements to Financial Repagtby Enterprises Involved with Variable Interestifies”. These ASUs amend the VIE
guidance of ASC Topic 810. The Company adoptechéve VIE guidance of ASC Topic 810. This guidancesads FIN 46(R), as codified in
ASC Topic 810, to require the Company to perfornaaalysis of existing investments to determine Waevariable interest or interests give
the Company a controlling financial interest in EVThis analysis identifies the primary benefigiaf a VIE as the enterprise that has both the
power to direct the activities of significant impan a VIE and the obligation to absorb lossesoeive benefits from the VIE that could
potentially be significant to the VIE. It also antlsnPASC Topic 810 to require ongoing reassessméntbether an enterprise is the primary
beneficiary of a VIE. As a result of adoption, thempany is no longer considered the primary befefiof OnLAN, LLC (“OnLAN"), a VIE
for which the Company was considered the primanekieiary and which required the financial performoa of OnLAN to be consolidated in
the Company’s financial statements. Because thep@agnis no longer considered the primary benefijcidre Company is no longer required
to consolidate OnLAN in its financial statementieefive July 1, 2010. As a result of the adoptiéthe new VIE guidance in ASC 810, the
Company recorded a cumulative-effect adjustmenidrease retained earnings by $99,000. This adpratnepresents the difference between
the cumulative net losses previously recorded tindhe consolidation of OnLAN and its actual investht. The Compang’equity value of tr
OnLAN investment recorded on the Company’s booksf&eptember 30, 2010 is $110,000 and is includgaepaid expenses and other
assets on the condensed consolidated balance sheet.
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NOTE 3 — FAIR VALUE MEASUREMENTS:
FAIR VALUE OPTION ELECTIONS

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

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

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

The Company elected the fair value option in otdeeflect in its financial statements the assuon#ithat market participants use in evalue
these financial instruments.

FAIR VALUE OPTION ELECTION —CREDITS IN LIEU OF CASH, PREPAID INSURANCE AND NOTE S PAYABLE IN
CREDITS IN LIEU OF CASH

Under the cost basis of accounting, the discourtrased to calculate the present value of thdtsriedieu of cash and notes payable in cre
in lieu of cash did not reflect the credit enhaneata that the Company’s Capcos obtained from Ghanit. (“Chartis”) (formerly American
International Group, Inc.), namely its AA+ ratingsaich time, for their debt issued to certifiedgstors. Instead the cost paid for the credit
enhancements was recorded as prepaid insurana@rtized on a straight-line basis over the terrthefcredit enhancements.

With the adoption of the fair value measuremerftrzncial assets and financial liabilities and ébection of the fair value option, credits in |

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

Based on the aforementioned characteristics amikwm of the Chartis credit enhancements, the Compatfieves that market participants
purchasing or selling its Capcos’ debt, and theeefis credits in lieu of cash and notes payablgédlits in lieu of cash, view nonperformance
risk to be equal to the risk of Chartis nonperfonggrisk and as such both the fair value of crediteeu of cash and notes payable in credits in
lieu of cash should be priced to yield a rate e¢paln applicable Chartis U.S. Dollar denominateltdnstrument. Because the value of notes
payable in credits in lieu of cash directly refketite credit enhancement obtained from Chartisytiznortized cost relating to the credit
enhancement will cease to be separately carriat asset on Company’s condensed consolidated leadtieets and is incorporated in notes
payable in credits in lieu of cash.

15



Table of Contents

Assets and Liabilities Measured at Fair Value on &ecurring Basis as of September 30, 2010 are asléols (in thousands):

Fair Value Measurements Usir

Total Level 1 Level 2 Level &
Assets:
Credits in lieu of cas $38,15: $— $38,15:¢ $—
Liabilities:
Notes payable in credits in lieu of ce $38,15! $— $38,15: $—

Assets and Liabilities Measured at Fair Value on &ecurring Basis as of December 31, 2009 are as &wlls (in thousands):

Fair Value Measurements Usir

Total Level 1 Level 2 Level ¢
Assets:
Credits in lieu of cas $51,94° $— $51,947 $—
Liabilities:
Notes payable in credits in lieu of ce $51,947 $— $51,947 $—

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 litcash at fair value in order to reflect in its
condensed consolidated financial statements therggsns that market participant’s use in evalugathrese financial instruments.

Fair value measurements:

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance rigRhartis. Therefore the Company
calculates the fair value of both the Credits éulof cash and Notes payable in credits in liecash using the yields of various Chartis notes
with similar maturities to each of the Company’spective Capcos’ debt. The Company elected to disuge utilizing Chartis 7.70% Series A-
5 Junior Subordinated Debentures (the “Chartis Delves”) because those long maturity debenturearbegtrade with characteristics of a
preferred stock after Chartis received financirgrfthe United States Government. The Company cerssitie Chartis Note Basket a Level 2
input under fair value accounting, since it is atgd yield for a similar liability that is traded an active exchange market. The Company
selected these Chartis Note Baskets as the masisegative of the nonperformance risk associatddthe CAPCO notes because they are
Chartis issued notes, are actively traded and lsecanaturities match Credits in lieu of cash andelgiayable in credits in lieu 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 quarterlysh&3alculation differences primarily due to taedit receipt versus delivery timing may cause
the value of the Credits in lieu of cash to diffierm that of the Notes payable in credits in lidicash. Because the Credits in lieu of cash asset
has the single purpose of paying the Notes payaldeedits in lieu of cash and has no other vatuté Company, Newtek determined that the
Credits in lieu of cash should equal the Notes pkeym credits in lieu of cash.

On December 31, 2009, the yield on the Chartis Batgket was 6.92%. As of September 30, 2010, tteettla Company revalued the asset
and liability, the yields on the Chartis notes aged 3.83% reflecting changes in interest ratéisarmarketplace. This decrease in yield
increased both the fair value of the credits in ¢ cash and the fair value of the notes payabteadits in lieu of cash. The Company
increased the value of the credits in lieu of dasbqual the value of the notes payable in crédiigu of cash because the credits in lieu of
can only be used to satisfy the liability and mewtial the
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value of the notes payable in credits in lieu aftcat all times. The net change in fair value reggbm the Company’s condensed consolidated
statements of operations for the three and ninetiisended September 30, 2010 was a (loss) gai@4fd0) and $130,000, respectively.

On December 31, 2008, the yield on the Chartis Bateket was 11.76%. As of September 30, 2009, dkettie Company revalued the asset
and liability, the yields on the Chartis notes aggd 9.8% reflecting changes in interest rateseémiarketplace. This increase in yield
decreased both the fair value of the credits in éitcash and the fair value of the notes payabtzedits in lieu of cash. The Company reduced
the value of the credits in lieu of cash to eghalalue of the notes payable in credits in lieaash because the credits in lieu of cash can only
be used to satisfy the liability and must equalvthkee of the notes payable in credits in lieuadicat all times. The net change in fair value
reported in the Company’s condensed consolidatgdraents of operations for the three and nine nsoelded September 30, 2009 was a gain
of $34,000 and $1,044,000, respectively.

Changes in the future yield of the Chartis issuelt delected for valuation purposes will resultlianges to the fair values of the credits in lieu
of cash and notes payable in credits in lieu ohaalsen calculated for future periods; these chamgéde reported through the Company’s
condensed consolidated statements of operations.

FAIR VALUE OPTION ELECTION —LIABILITY ON SBA LOANS TRANSFERRED, SUBJECT TO PREM IUM RECOURSE

Effective January 1, 2010, a new accounting stahdadified into ASC Topic 860, “Transfers and Seinj,” requires the Company to
establish a new liability related to the guaranteedion of SBA 7(a) loans contractually sold bubgct to premium recourse.
Contemporaneous with the adoption of this new aatiog standard the Company elected the fair vapi®n for valuing this new liability,
which is captioned in the condensed consolidatehftial statements as “Liability on SBA loans tfanm®d, subject to premium recourse”.
Management elected to adopt the fair value optiectien because it more accurately reflects theewcoc transaction. Within the fair value
hierarchy that prioritizes observable and unobdgevenputs used to measure fair value, the Compiéitiges Level 3 unobservable inputs
which reflect the Company’s own assumptions abloeitaissumptions that market participants would migegicing the liability (including
assumptions about risk). The Company values thditiabased on the probability of payment givee thompany’s history of returning
premium: the transferee will receive 100% of thargmteed portion from either the borrower or théA@Bd approximately 3% of the premit
amount from the Company. The aforementioned retfipremiums is triggered by either the borrowersgayment of the loan within 90 days
of the transfer settlement date or the borroweefadlt within 275 days of the settlement date anfwhere any of the borrower’s first three
payments were delinquent.

Liabilities Measured at Fair Value on a Recurring Basis as of September 30, 2010 are as follows (imtisands):

Fair Value Measurements Usir

Total Level 1 Level Z Level 3

Liabilities:

Liability on SBA loans transferred, subject to piem recourse $19,89¢ $— $— $19,89¢

Below is a summary of the activity in the liabilityy SBA loans transferred, subject to premium resmfor the nine months ended
September 30, 2010 (In thousands):

Balance at December 31, 2C $ —

Liability on SBA loans transferred, subject to piem recourse 35,581
SBA loans sold, no longer subject to premium rese (15,699
Balance at September 30, 2( $ 19,89¢
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OTHER FAIR VALUE MEASUREMENTS
Assets Measured at Fair Value on a Non-recurring Bsis are as follows (in thousands):

Fair Value Measurements at September 30, 2010 Using

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 5,47 $— $ — $ 5,47 $ (1,449
Other rec-estate owne 15C — 15C — (4)
Total asset $ 5,62% $— $ 15C $ 547 $ (1,45))

Fair Value Measurements at December 31, 2009 Usin

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 5,30: $— $ — $ 5,30: $ (2,239
Impaired customer merchant accol — — — — (12€)
Other rec-estate owne 132 — 132 — (3149
Total asset $ 5,43¢ $— $ 132 $ 5,307 $ (2,679

Impaired loans

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

Impaired customer merchant accounts

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

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

The estimated fair value of other real-estate ows@alculated using observable market informatioduding 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. Thaseparable properties share comparable
demographic characteristics. Other real estate dusgenerally classified within Level 2 of the wafion hierarchy.
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NOTE 4 — SBA LOANS:

SBA loans have concentrations in the hotel and hiredeistry (10% of the portfolio) and the restaurengustry (11% of the portfolio), as well
as geographically in Florida (25% of the portfolas)d New York (12% of the portfolio). Below is ansonary of the activity in the SBA loans
held for investment, net of SBA loan loss reseffeeshe nine months ended September 30, 2010 @nstnds):

Balance at December 31, 2C $23,257
SBA loans funded for investme 5,771
Payments receive (2,700
Provision for SBA loan losse (1,517
Loans foreclosed into real estate ow (46)
Discount on loan originations, n 122
Balance at September 30, 2( $24,89¢

Below is a summary of the activity in the resereelban losses for the nine months ended SepteBthe2010 (In thousands):

Balance at December 31, 2C $ 3,98¢
SBA loan loss provisio 1,511
Recoverie: 62
Loan charg-offs 1,65¢
Balance at September 30, 2( $ 3,902

Below is a summary of the activity in the SBA lodredd for sale for the nine months ended Septe®®e2010 (In thousands):

Balance at December 31, 2C $ 20C
Originations of SBA Loans held for s¢ 36,07¢
SBA loans transferred, subject to premium reco (35,52)
Balance at September 30, 2( $ 75:

SBA loans transferred, subject to premium recotgpeesents fully funded SBA loans which were transfd during the quarter, but cannot yet
be considered as sold as a result of the recouossfpn under SBA Form 1086. The value of the SB#&ns transferred equals the amount of
the guaranteed portion of the loans transferred.

All loans are priced at the Prime interest ratesgpproximately 2.75% to 3.75%. The only loans aifixed interest rate are defaulted loans of
which the guaranteed portion sold is repurchasaa the secondary market by the SBA, while the urantaed portion of the loans still
remains with the Company. As of September 30, 2Z0ttDDecember 31, 2009, net SBA loans receivabbbfoeinvestment with adjustable
interest rates amounted to $21,203,000 and $228@9%espectively.

For the nine months ended September 30, 2010 &f] #te Company funded approximately $41,852,0@D%57056,000 in loans and
transferred approximately $35,522,000 and $10,1@0d the guaranteed portion of the loans, respelgti Receivables from loans traded but
not settled of $7,858,000 and $6,467,000 as ofe®eptr 30, 2010 and December 31, 2009, respectaaypresented as broker receivable in
the accompanying condensed consolidated balanegsshe

The outstanding balances of loans past due niresty dr more and still accruing interest as of Saptr 30, 2010 and December 31, 2009
amounted to $324,000 and $300,000, respectively.
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At September 30, 2010 and December 31, 2009, itotaired non-accrual loans amounted to $8,329,00068,324,000, respectively. For the
nine months ended September 30, 2010 and for treeywled December 31, 2009, the average balane®aired non-accrual loans was
$8,553,000 and $7,773,000, respectively. Approxaye$2,874,000 and $3,022,000 of the allowancédan losses were allocated against
impaired non-accrual loans, respectively. The foitg is a summary of SBA loans held for investmasbf:

September 3C December 31

(In thousands) 2010 2009

Due in one year or le: $ 17 $ 6
Due between one and five yei 3,721 2,672
Due after five year 26,521 26,15
Total 30,26¢ 28,83:
Less: Allowance for loan loss: (3,9072) (3,98%)
Less: Deferred origination fees, t (1,469 (1,590
Balance (net $ 24,89¢ $ 23,25

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets whesfeaed SBA loans are accounted for as sold andghts to service those loans are
retained. The Company measures all separately mezatyservicing assets initially at fair valueprfcticable. The Company reviews
capitalized servicing rights for impairment basedisk strata, which are determined on a disagdeggaasis given the predominant risk
characteristics of the underlying loans. The preidamt risk characteristics are loan term and yééoan origination.

The changes in the value of the Company’s servidgtgs for the nine months ended September 300 ¥&re as follows:

(In thousands)

Balance at December 31, 2C $2,43¢
Servicing assets capitaliz 244
Servicing assets amortiz (48¢)
Balance at September 30, 2( $2,197

The estimated fair value of capitalized serviciights was $2,192,000 and $2,436,000 at Septemb&030@ and December 31, 2009,
respectively. The estimated fair value of servicisgets at both balance sheet dates was deterasimeda discount rate of 17%, weighted
average prepayment speeds ranging from 1% to 18perdling upon certain characteristics of the laatfgio, weighted average life of 3.4
years, and an average default rate of 6%. The Coynpses an independent valuation specialist tonasti the fair value of the servicing as:

The unpaid principal balances of loans servicedfthers are not included in the accompanying coselconsolidated balance sheets. The
unpaid principal balances of loans serviced foerttwithin the NSBF originated portfolio were $10&8,000 and $142,513,000 as of
September 30, 2010 and December 31, 2009, reselyctihe unpaid principal balances of loans sexvfog others which were not originated
by NSBF and are outside of the Newtek portfolioev&76,038,000 and $794,000 as of September 30,&td ®ecember 31, 2009,
respectively.

NOTE 6 — BANK NOTES PAYABLE:

In April 2010, the Company closed two five-yeamntdbans aggregating $14,583,000 with Capital On@,. Nf which $12,500,000 refinanced
Newtek Small Business Finar's debt to General Electric Commercial Capital (“6&nd $2,083,000 refinanced the pre-existing tkyam
between Capital One and NTS. This financing wipsort the lending operations of NSBF by providingrking capital. The interest rate on
loans is variable based on the monthly LIBOR réds g.25% or Prime plus 2.25%, but no lower thatb%. The balance of the two term loi
included in bank notes payable on the condensesbtidated balance sheet at September 30, 2010 182%,000 and the combined weigt
average effective interest rate at September 3) #&s 6.00%. Interest is paid in arrears along eétch monthly principal payment due. The
agreement includes such financial covenants asiamuain fixed charge coverage ratio and minimum EBATEhe Company guarantees these
term loans.
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In connection with the closing of the Capital Oaeility, in April 2010, NSBF repaid the outstandibglance of $12,500,000 of its credit
facility with GE plus accrued interest of approxieig $70,000.

NOTE 7 — (PROVISION) BENEFIT FOR INCOME TAXES:

The Company’s effective tax rate (provision) andéfé for the three and nine month periods endgate®eber 30, 2010 was (238)% and 68%,
respectively. The Company revised its effectiverste during the second quarter of 2010 to retleetutilization of an NOL at NSBF for whi

a reserve had previously been taken. Based on NSRiffent and expected performance for the remauofdée year, the Company believes
there is sufficient evidence to conclude that iisre likely than not that such NOLs will be usedthe 2010 tax year. The utilization of this
tax benefit caused the Company to experience ahitjan expected tax rate for the nine month petiodddition, the Company changed its
estimate for its expected annualized book incoméhi® year based on current and expected perforefantche remainder of the year which
generated a current tax provision as reflectetiertitree month tax rate.

NOTE 8 — NON-CONTROLLING INTEREST:

Resulting from the completion of a statutory merged acquisition during the quarter ended Jun2@00, the Company purchased 26% of the
non-controlling interest in NBC for approximatel265000. As a result, the excess of the value opthrehase price over the non-controlling
interest balance at the date of purchase, approgiyn®216,000, was recorded as additional paidajital.

During the period ended, unexercised warrantstthdtentitled holders to interests in two Capcosre’pAs a result, the non-controlling
interest balance as of the expiration, approxime#&B6,000, was reclassified to additional paidapital.

NOTE 9 — COMMITMENTS AND CONTINGENCIES:

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

involved in various litigation matters. In one neatinvolving a service provider there is a contdispute which the Company assesses as
“reasonably possible” to result in a loss in thamterm which it estimates to be between $0 an® $100.
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NOTE 10 — (LOSS) EARNINGS PER SHARE:

Basic (loss) earnings per share is computed basétkoveighted average number of common sharetaodiag during the period. The dilut
effect of common share equivalents is includedendalculation of diluted loss per share only wiieneffect of their inclusion would be
dilutive.

The calculations of (loss) earnings per share were:

Three months Nine months
Ended September 30: Ended September 30:

(In thousands except per share data 2010 2009 2010 2009
Numerator for basic and diluted E~ (loss) income available |

common shareholde $ (319 $ 782 $ 14¢ $ (83)
Denominator for basic EF- weighted average shar 35,65¢ 35,63 35,65 35,62¢
Effect of dilutive securitie — 12E 144 —
Denominator for diluted EP- weighted average shar 35,65¢ 35,75¢ 35,79¢ 35,62¢
(Loss) earnings per share: Basic and dilt $ (0.0)) $ 0.0Z $ 0.0C $ (0.02)
The amount of ar-dilutive shares/units excluded from above i

follows:
Stock options 997 1,48¢ 992 1,48¢
Warrants 50 21¢€ 5C 21¢
Contingently issuable shar 83 97 83 97

NOTE 11 —- SEGMENT REPORTING:

Operating segments are organized internally prigmbsi the type of services provided. The Company &ggregated similar operating segm
into six reportable segments: Electronic paymeatgssing, Web hosting, Small business financegthler, Corporate and Capcos.

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

The Web hosting segment consists of NTS, acquirddly 2004. NTS’s revenues are derived primaribyrf web hosting services and consist
of web hosting and set up fees. NTS generates sgpesuch as professional fees, payroll and bepafitsdepreciation and amortization, wt
are included in the respective caption on the apamying condensed consolidated statements of apesats well as licenses and fees, rent,
and general office expenses, all of which are ithetliin other general and administrative costsemréspective caption on the condensed
consolidated statements of operations.

The Small business finance segment consists of|8uainess Lending, Inc., a lender that primarifigimates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through NSBF, its licensed SBA lender; tha3 &Vhitestone Group which manages
the Company’s Texas Capco; and NBC which provigesants receivable financing, billing and accouerteivable maintenance services to
businesses. NSBF generates revenues from saleard, Iservicing income for those loans retainezbatracted to service by NSBF and
interest income earned on the loans themselveslehlder generates expenses for interest, profeddiess, salaries and benefits, depreciation
and amortization, and provision for loan lossespfalvhich are included in the respective captiortioe condensed consolidated statements of
operations. NSBF also has expenses such as loavergexpenses, loan processing costs, and otpensgs that are all included in the other
general and administrative costs caption on theleesed consolidated statements of operations.
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The All other segment includes revenues and exggmémarily from qualified businesses that receiiragstments 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, andrigssi Connect, LLC, a provider of sales and proogssrvices.

Corporate activities represent revenue and expenesiocated to our segments. Revenue includesdist 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, informatiaht®logy, corporate development and additionalscassociated with administering the
Capcos.

The Capco segment, which consists of the thirtespc@s, generates non-cash income from tax créui#sest income and gains from
investments in qualified businesses which are geduin 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 charatiesiszhen 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 exEmipanking, insurance, or public utilitie

The accounting policies of the segments are theesanthose described in the summary of signifiaaabunting policies.
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The following table presents the Company’s segritdatmation for the three and nine months endedeSeper 30, 2010 and 2009 and total
assets as of September 30, 2010 and December @ ([ROThousands):

. For the nine
monihs endec  monthe endec Monhs months ende
ended
September 3C September 3C September 3C September
2010 2009 2010 236%9
Third Party Revenue
Electronic payment processi $ 20,51¢ $ 18,11t $ 59,68t¢ $ 50,77¢
Web hosting 4,80( 4,74¢ 14,40 14,12¢
Small business financ 3,02¢ 1,47¢ 6,28¢ 4,88t
All other 342 311 1,06( 2,015
Corporate activitie 452 712 1,69: 2,49
Capcos 647 2,29¢ 2,024 6,60¢
Total reportable segments 29,78¢ 27,66( 85,15¢ 80,91«
Eliminations (582 (848) (2,097) (2,909
Consolidated Total $ 29,20: $ 26,81 $ 83,06 $ 78,0U
Inter -Segment Revenu
Electronic payment processi $ 23¢ $ 64 $ 534 $ 16(
Web hosting 15¢ 96 36€ 29¢
Small business financ 264 18 52€ 54
All other 292 167 3,662 442
Corporate activitie 524 44k 1,501 1,36¢
Capcos 33E 467 1,22% 1,36(
Total reportable segments 1,81: 1,257 7,812 3,67¢
Eliminations (1,819 (1,257) (7,81%) (3,67%)
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxe
Electronic payment processi $ 1,347 $ 1,08¢ $  3,79¢ $ 3,111
Web hostinc 1,27 1,023 3,40z 2,86(
Small business financ 404 (75€) 851 (2,09%)
All other (1949 (277) (757) (220
Corporate activitie (1,78¢€) (1,319 (5,047 (4,66€)
Capcos (800 (873 (2,36¢6) (3,040
Totals $ 24¢ $ (1,099 $ (112) $ (3,959
Depreciation and amortization
Electronic payment processi $ 39¢€ $ 421 $  1,20¢ $ 1,30¢
Web hostinc 45k 51€ 1,417 2,07(
Small business financ 191 233 597 70t
All other 32 34 11C 96
Corporate activitie 78 10t 24¢ 33¢
Capcos 3 4 9 16
Totals $ 1,15¢ $ 1,31 $ 3,58¢ $ 4,530
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As of As of
September 3C December 31

2010 2009

Identifiable assets

Electronic payment processi $ 9,037 $ 12,29t
Web hostincg 11,46¢ 12,38:
Small business financ 73,01¢ 43,10¢
All other 4,20¢ 5,12t
Corporate activitie 1,55¢ 3,492
Capcos 46,31 59,67¢
Consolidated total $ 145,59 $ 136,08:
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

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

This Quarterly Report on Form 10-Q contains forwdwdking statements. Additional written or oral feard-looking statements may be made
by Newtek from time to time in filings with the @é@s and Exchange Commission or otherwise. Thelsv“believe,” “expect,” “seek,”
“anticipate” and “intend” and similar expressionglentify forward-looking statements, which spealy @sl of the date the statement is made.
Such forward-looking statements are within the negof that term in Section 27A of the Securities @ 1933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amerg&leth statements may include, but are not limitegrojections of income or loss,
expenditures, acquisitions, plans for future opiera, financing needs or plans relating to our $egg, as well as assumptions relating to the
foregoing. Forwarelooking statements are inherently subject to rashd uncertainties, some of which cannot be prediotequantified. Futur
events and actual results could differ materiatbynfi those set forth in, contemplated by or undegythe forward-looking statements. Newtek
does not undertake, and specifically disclaims, aloligation to release publicly the results of ®ens which may be made to forward-looking
statements to reflect the occurrence of anticipatednanticipated events or circumstances aftehsstatements.

Our Capcos operate under a different set of rufesach of the 7 jurisdictions and these place vayyequirements on the structure of our
investments. In some cases, particularly in Lomigjave do not control the equity or managementaualified business but that cannot alw
be presented orally or in written presentations.

For the quarter ended September 30, 2010, the Gompaorted income before income taxes of $248,8(%1,,347,000 improvement from the
loss of $(1,099,000) for the same quarter of 2008s transition from loss to income resulted frooméinued improvements in business
operations producing an increase in revenue. Thepaay had a net loss of $(318,000) due to a $(589 provision for income taxes based
anticipated taxable earnings for 2010, versusmeme of $782,000 for the third quarter of 2009ahtincluded a $1,244,000 benefit for
income taxes. Total revenues increased by $2,300¢0$29,202,000, or 8.9%, from $26,812,000 forgharter ended September 30, 2009,
principally due to increased revenues in the Ebeitrpayment processing, Web hosting, Small busifinance, and All other segments offset
by a decrease in revenues from our Capco segmieatiniprovement to a profit from the net loss frdra third quarter of 2009 reflects
improvements in operations for all segments exGapporate: in Electronic payment processing frogaia in dollar margin; in Web hosting
from improved sales and reduced expenses; in Smsihess finance by utilizing the Company’s businasdel to capitalize on a positive
operating environment due to improved pricing ia secondary market for guaranteed loan salesutient 90% guaranty rate for SBA 7(a)
loans, and demand for loans from borrowers dubecshortage of loans provided by conventional lemde increase loan originations, loan
servicing and receivables financing; and Capcoiarlde All other segment from reductions in expenggorporate experienced an increase in
salary and benefits reflecting increased persofomehe run up to the introduction to the Comparfyteall Business Authority marketing and
sales campaign and professional fees reflectindt womew financing alternatives for the Company.

The Company believes it will be profitable for thear and as a result changed its estimate fokjteaed annualized book income for the year
which generated a current tax provision as refteoiehe three month tax rate. The Company’s effedax rate (provision) and benefit for the
three and nine month periods ended September 30,\28s (238)% and 68%, respectively. The Compaviged its effective tax rate during
the second quarter of 2010 to reflect the utilmaf an NOL at NSBF for which a reserve had presip been taken. Based on NSBEurren
and expected performance for the remainder of tag, the Company believes there is sufficient exddeto conclude that it is more likely than
not that such NOLs will be used during the 2010ytaar. The utilization of this tax benefit caushd Company to experience a higher than
expected tax rate for the nine month period.

The Company is currently evaluating its investmerg qualified business accounted for under thé m@thod. This investment, SmartPill,

LLC, is recorded at its cost basis of $500,000. BrRilaraised additional funds in a manner that Inbjgs a result, cause Newtek's interest to be
diluted and may indicate a lower valuation for Stidlr If such dilution occurred and SmartPill’slvation is reduced, it may cause the
investment to be impaired. As of September 30, 20 Company believes the investment is recoverabl
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The decrease in the Company’s cash and cash eguisdiom $12,581,000 to $7,301,000 at Septemhe2(BID is primarily due to the
resumption of lending by the Company’s SBA lenderd fourth consecutive quarter, increased recévailrchases by NBC, the reduction in
debt associated with NSBF and NTS, establishmerggificted reserve accounts for such debt, amdfieaof cash from Company operating to
restricted Capco accounts. Overall, throughout 2820Company has and we believe will continue joyeimprovements from increased
revenues and the benefit from the previous experthgctions as well as the continuing cost culttiffigres in 2010.

The Company’s reportable business segment results:

The Company’s reportable segments are describNdta 1 to the Unaudited Condensed ConsolidatechEiabStatements and their results of
operations for the three and nine months endece8dmr 30, 2010 and 2009 are discussed below.

Electronic Payment Processing

Three months
ended September 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Electronic payment processi $20,51: $18,10¢ $2,40¢ 13%
Interest incom 5 7 (2 (29%)
Total revenu 20,51¢ 18,11¢ 2,40: 13%
Expenses
Electronic payment processing ca 17,45 15,36¢ 2,08¢ 14%
Salaries and benefi 1,013 962 51 5%
Professional fee 74 62 12 19%
Depreciation and amortizatic 39¢€ 421 (25) (6%)
Other general and administrative cc 234 21€ 8 8%
Total expense 19,17 17,027 2,144 13%
Income before income tax $ 1,340 $ 1,08¢ $ 25¢ 24%

Three months ended September 30, 2010 and 2009:

Electronic payment processing revenue for the thirarter increased $2,403,000 or 13% from the ptesvperiod due growth in organic
revenue of 14% offset by a 1% reduction in reverit@a acquired portfolios due to customer depagifreerchant attrition) and other factors.
The growth in organic revenue was due to a comionatf growth in processing volumes, selectiveifegeases and additional fee-based
services provided to our merchants. Processingweduwere favorably impacted by an increase in teesge number of merchants under
contract between periods of 9%. In addition, orgaavenue between periods increased due to arese approximately 3% in the average
monthly processing volume per merchant. The ineréashe average monthly processing volume per naetcis due in part to the addition of
several larger volume processing merchants asaselear-over-year growth in processing volumes feaiating merchants. The remaining
increase in organic revenue is due to selectivén@eases, principally reflecting the pass throafjbct to merchants of corresponding fee
increases by both VISA and Master Card , and theahservices provided to our merchants.

Electronic payment processing costs increased 82008 or 14% between years. Electronic paymentgssing costs resulting from acquired
portfolios had the overall effect of decreasinghsoasts by approximately 1% between periods dumeichant attrition and other factors.
Organic electronic payment processing costs hadffieet of increasing electronic payment processiogf by 15% between periods.
Processing revenues less electronic payment plingessst (“margin”) declined slightly from 15.1% 2009 to 14.9% in 2010 or 0.2%,
demonstrating a reduction in the rate of declioenfthe same measurement periods in the previougeas. A lower contribution to margin
from acquired portfolios contributed 0.6% to theldee in margin. For the organic portfolio, an iease in residual payments made to certain
high volume third-party sales referral sources twedgrowth of such third-party sales on a salesbasis resulted in a reduction of the margin
by 0.7% offset by margin improvements totaling axmately 1.1%. Such margin improvements includedatiated cost reductions with the
Company'’s principal transaction processor, theoghiction of new, higher margin products and sesjies well as rate increases for certain
processing services. The increase in margin doNass$318,000 between periods.
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Costs other than electronic payment processing @osteased $56,000 or 3% over the prior perioghrEaation and amortization costs
decreased $25,000 between periods as the requiewibusly acquired portfolio intangible assetsdyeing fully amortized between periods.
Remaining costs increased $81,000 or 7% principalgustomer service related costs to support thevidp in the number of merchants served
between periods.

Overall segment income before income taxes incted269,000 or 24% to $1,347,000 in 2010 from $1,088in 2009. An increase in the
dollar margin of operating revenues less processists due to the reasons noted above couplecavidtiver rate of increase in other expenses
resulted in the increase in income before incorregdetween periods.

Nine months
ended September 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Electronic payment processi $59,67: $50,74¢ $8,92¢ 18%
Interest incom 15 30 (15) (50%)
Total revenue 59,68¢ 50,77¢ 8,91( 18%
Expenses
Electronic payment processing cc 50,57: 42,41« 8,15¢ 19%
Salaries and benefi 3,14( 3,08¢ 54 2%
Professional fee 234 17¢ 58 33%
Depreciation and amortizatic 1,20¢ 1,30¢ 97) (7%)
Other general and administrative cc 733 68E 48 7%
Total expense 55,88¢ 47,66 8,22: 17%
Income before income tax $ 3,79¢ $ 3,111 $ 68¢ 22%

Nine months ended September 30, 2010 and 2009:

Electronic payment processing revenue increasél§800 or 18% between periods due to growth immigrevenue of 19% offset by a 1%
reduction in revenues from acquired portfolios tercmant attrition and other factors. The growtbiiganic revenue was due to a combination
of growth in processing volumes, selective feedases, and additional fee-based services providedrtmerchants. Processing volumes were
favorably impacted by an increase in the averaget@au of merchants under contract between perio8%wfin addition, organic revenue
between periods increased due to an increase obxppmtely 8% in the average monthly processingina@ per merchant. The increase in the
average monthly processing volume per merchaniésim part to the addition of several larger volymacessing merchants as well as period-
over-period growth in processing volumes from exgstnerchants. The remaining increase in organiemge is due to selective fee increases,
principally reflecting the pass through effect tenshants of corresponding fee increases by bot#\l&nd Master Car@ , and the mix of
services provided to our merchants.

Electronic payment processing costs increased $808 or 19% between years. Electronic paymentgsging costs resulting from acquired
portfolios had the overall effect of decreasinghsoasts by approximately 1% between periods dumeichant attrition and other factors.
Organic electronic payment processing costs hadfflet of increasing electronic payment processiogt by 20% between periods.
Processing revenues less electronic payment plingessst (“margin”) declined approximately 1.2%rfrd 6.4% in 2009 to 15.2% in 2010. A
lower contribution to margin from acquired portédicontributed 0.7% to the decline in margin. er drganic portfolio, an increase in
residual payments made to certain high volume {pardy sales referral sources and the growth df shicd-party sales on a sales mix basis
resulted in a reduction of the margin by 1.5% whiels partially offset by margin improvements tatglapproximately 1.0%. Such margin
improvements included negotiated cost reductionis thie Company’s principal transaction processw imtroduction of new, higher margin
products and services, as well as rate increaseeftain processing services. The increase inimaglars was $766,000 between periods.
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Excluding electronic payment processing costs,rathsts increased $63,000 or 1% between periodweDimtion and amortization costs
decreased $97,000 between periods as the requigéwibusly acquired portfolio intangible assetsdyemg fully amortized. Remaining costs,
including salaries and benefits, professional faad, other expenses, increased $160,000 or 4%igmllycin customer service related costs to
support the growth in the number of merchants skerve

Overall segment income before income taxes incte$688,000 or 22% to $3,799,000 in 2010 from $3,000 in 2009. An increase in the
dollar margin of operating revenues less processists due to the reasons noted above couplecavidtiver rate of increase in other expenses
resulted in the increase in income before incorregdetween periods.

Web Hosting
Three months
ended September 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Web hostinc $4,79¢ $4,74: $ 56 1%
Interest incom 1 3 (2) (67)%
Total revenu 4,80( 4,74¢€ 54 1%
Expenses
Salaries and benefi 1,14¢ 1,31¢ (174) (13)%
Interest 31 34 3 (9%
Professional fee 104 94 10 11%
Depreciation and amortizatic 45k 51€ (62) (12)%
Other general and administrative cc 1,78¢ 1,75¢ 32 2%
Total expense 3,52 3,71¢ (19€) 5)%
Income before income tax $1,277 $1,027 $ 25C 24%

Three months ended September 30, 2010 and 2009:

This segment derives revenue primarily from recgrifees from hosting websites, including monthigteacts for shared hosting, dedicated
servers, and virtual instance the “plans”). Wehtingsrevenue increased $54,000, or 1%, to $4,8@0f@0the three months ended

September 30, 2010 over the same period in 200%adingproved revenue per plan (see below), orggrowth of hosted virtual instances, and
an increase in the sales of custom website devedopeervices. NTS sales promotions and servicgkmenhancements failed to prevent
losses in plan counts but did help to improve reeeManagement’s intent is to grow revenues thrdugher service offerings to customers to
drive greater revenue and margin per plan, althdhighmay result in a lower number of plans soldrall.

The increase in revenue reflects an increase irageejuarterly revenue per plan of 8% to $79.4m$73.54 offset by a decrease in the
average number of total plans by 4,112 for theetlmenths ended September 30, 2010 as compared sarine period in 2009, or 6%, to
60,387 from 64,499. Improvement in revenue per plamarily reflects the growth in virtual instangesistomers purchasing higher-cost plans,
and utilizing additional options and services. Blverage number of dedicated server plans for tiee ttnonths ended September 30, 2010,
which generate a higher monthly fee versus shawstiny plans, decreased by 28 between period$otdan average of 2,116 from an
average of 2,144 for the same period in 2009. Meeage number of shared hosting plans decreaséd,fHi 7%, to 58,073 for the three
months ended September 30, 2010, from 62,187 éosdime period in 2009. The average number of Virtstance plans increased by 30, or
18%, to 198 for the three months ended Septemhe&t@@M, from 168 for the same period in 2009. Gurezonomic conditions, although
starting to improve, and increased competition fathrer web hosting providers as well as alternatiebsite services continue to have a
negative effect on plan count growth which in tlinmits revenue growth.

Total segment expenses decreased by 5%, or $19®00 three months ended September 30, 2010tbgesame period a year earlier. The
majority of the decrease between periods refledscaease in salaries and benefits of $174,008ceedse in depreciation and amortization of
$61,000 and a decrease in interest expense of pA@ially offset by an increase in other genaral administrative costs of $32,000, mainly
due to an increase in utility costs, and an ineéaprofessional fees of
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$10,000. The $174,000 decrease in salaries anditsemas primarily due to a reduction of headcooetiwveen periods offset slightly by an
increase in health insurance premiums. The $61de@éease in depreciation and amortization was pilyrdue to the slowing of capital
expenditures as a result of more efficient uséefaxisting equipment within the datacenter.

Income before income taxes increased 24% or $28Q®81,277,000 for the three months ended Septedthe010 from $1,027,000 for the
same period in 2009. The improvement in profitéplirimarily resulted from the increase in web gil@n revenue combined with a decreas
total expenses.

Nine months
ended September 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Web hostincg $14,40( $14,11° $ 282 2%
Interest incom 4 11 (7) (64)%
Total revenue 14,40¢ 14,12¢ 27¢€ 2%
Expenses
Salaries and benefi 3,811 3,74¢ 62 2%
Interest 77 10C (23) (23)%
Professional fee 373 20z 17C 84%
Depreciation and amortizatic 1,41% 2,07(C (65€) (32)%
Other general and administrative cc 5,32¢ 5,14¢ 183 1%
Total expense 11,00 11,26¢ (26€) 2%
Income before income tax $ 3,40z $ 2,86( $ 54z 19%

Nine months ended September 30, 2010 and 2009:

Web hosting revenue increased by $276,000, or 8%14,404,000 for the nine months ended Septenthe?®.0 over the same period in 2!
due to improved revenue per plan, organic growthasted virtual instances, and an increase indhes ©f custom website development
services. NTS sales promotions and service andgribancements failed to prevent losses in plantsdurt did help to improve revenue.
Management’s intent is to grow revenues throughérigervice offerings to customers to drive greggeenue and margin per plan, although
this may result in a lower number of plans soldralle

The increase in revenue reflects an increase irageenonthly revenue per plan of 9% to $26.02 f§28.88 offset by a decrease in the
average number of total plans by 4,198 for the nioaths ended September 30, 2010 as compared sarine period in 2009, or 6%, to 61,
from 65,678. Improvement in revenue per plan prilpaeflects the growth in virtual instances, custrs purchasing higher-cost plans, and
utilizing additional options and services. The aggr number of dedicated server plans for the nioietins ended September 30, 2010, which
generate a higher monthly fee versus shared hostémg, decreased by 11 between periods, or 18 &verage of 2,174 from an average of
2,185 for the same period in 2009. The average Buwisshared hosting plans decreased 4,239, ot&/%8,117 for the nine months ended
September 30, 2010, from 63,356 for the same p@m@@09. The average number of virtual instanemplincreased 52, or 38%, to 189 for the
nine months ended September 30, 2010, from 13théosame period in 2009. Current economic condifiaithough starting to improve, and
increased competition from other web hosting pressdas well as alternative website services coatiolhave a negative effect on plan count
growth which in turn limits revenue growth.

Total segment expenses decreased by 2%, or $26®00® nine months ended September 30, 2010nTdjerity of the decrease between
periods reflects a decrease in depreciation andtaation of $658,000 and a decrease in interegéerse of $23,000, partially offset by an
increase in other general and administrative aafs$483,000, an increase in salaries and bendf62,000, and an increase in professional
fees of $170,000. The $658,000 decrease in depigc@nd amortization was primarily due to the oostr account and non-compete covenant
from the time of NTS’ acquisition being fully amized as of June 30, 2009 and the slowing of capipenditures as a result of more efficient
use of the already existing equipment within theadenter. The increase of $170,000 in professifaes was due to legal and consulting fees
for the nine months ended September 30, 2010.drease in other general and administrative coasspsimarily due to a $158,000 increase
in rent and utilities, a $51,000 increase in pregegscosts, a $48,000 increase in licenses andifzea$29,000 increase in office and other
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costs and a $14,000 increase in bad debt. Theadisesewere offset in part by a $21,000 decreasgemiet and communications expenses, a
result of renegotiations of internet and telephcmetracts, and an approximate decrease of $96r00@rketing costs. Salaries and benefits
increased $62,000 for the nine months Septembe2®@ mainly due to increased benefits cost.

Income before income taxes increased 19% or $582®83,402,000 for the nine months ended SepteBMe2010 from $2,860,000 for the
same period in 2009. The improvement in profitéplirimarily resulted from the increase in web gil@n revenue combined with a decreas
total expenses.

Small Business Finance

Three months
ended September 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Premium incomt $1,20: $ 14z $1,06C 747%
Servicing fee 73t 421 314 75%
Interest incom: 471 31¢ 15z 48%
Management fee 14¢€ 14¢€ — — %
Other income 47C 451 19 4%
Total revenu 3,024 1,47¢ 1,54¢ 105%
Net change in fair market value
Liability on SBA loans transferred, subject to pirem recours¢ 50 — 50 — %
Expenses
Salaries and benefi 901 682 21¢ 32%
Interest 402 36¢€ 37 10%
Management fee 11F 11& — — %
Professional fee 66 101 (35 (35)%
Depreciation and amortizatic 191 233 (42 (18)%
Provision for loan losse 59¢ 38¢€ 21C 54%
Other general and administrative cc 39€ 34¢ 47 13%
Total expense 2,67( 2,232 43€ 20%

Income (loss) before income tax $ 404 $ (7560 $1,16(

Three months ended September 30, 2010 and 2009:

Revenue is derived primarily from premium incomeerated by the sale of the guaranteed and ungeapbortions of SBA loans.
Additionally, the Company derives revenue from iiag income on SBA loans held for investment andéhawaiting sale recognition under
ASC Topic 860, servicing fee income on the guarhtgortions of SBA loans previously sold, servicimgome for loans originated by other
lenders for which NSBF is the servicer, and finagcnd billing services, classified as other incabeve, provided by Newtek Business
Credit (“NBC”). Most SBA loans originated by NSBRarge an interest rate equal to the Prime rategpiwedditional percentage amount; the
interest rate resets to the current Prime rate momthly or quarterly basis, which will result ihanges to the amount of interest accrued fo
month and going forward and a re-amortization lafaa’s payment amount until maturity.

Generally, NSBF sells the guaranteed portion ohédaan to a third party via an SBA regulated seeopanarket transaction utilizing SBA

form 1086 and retains the unguaranteed principdlgroin its own portfolio. SBA form 1086 requiress part of the transferariepresentatior
and warranties, that the transferor repay any premmeceived from the transferee if either the SE#) Toan borrower prepays the loan within
90 days of the transfer settlement date or failnase one of its first three loan payments afterséttiement date in a timely fashion and then
proceeds to default within 275 days of the settletndate. Under ASC Topic 860, “Transfers and Samgi¢ effective January 1, 2010, such
recourse precludes sale treatment of the transffguwaranteed portions during this warranty perrather NSBF is required to account for this
as a financing arrangement with the transfereeil that warranty period expires such transferrech¢oare classified as “SBA loans transferred,
subject to premium
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recourse” with a matching liability “Liability onBBA loans transferred, subject to premium recoursbe Company values the liability based
on the probability of payment given the Company&dry of returning premium: the transferee wikee/e 100% of the guaranteed portion
from either the borrower or the SBA and approxiryaB®o of the premium amount from the Company irianses of default or prepayment
during the warranty period. At the expiration of tharranty period, the sale of the guaranteedgwtof these loans as well as the
corresponding gain is recognized into premium inepamd the asset and liability eliminated. Recagmiis estimated to occur from 90 days of
settlement date, which for many of the loans selthe second quarter 2010 occurred throughouting quarter.

The Company recognized $1,202,000 in premium incfanthe third quarter ended September 30, 201@4oguaranteed loan sales totaling
$13,269,000 transferred in the first and secondtgreof 2010 for which the warranty period hadieegh Also during these three months, the
Company transferred 26 guaranteed loans aggredbtih@86,000; however, as discussed above, thgméwm of the revenue from these
transfers are delayed into future periods untilshle is recognized. The Company continued to litefn@f the government’s program of
higher guaranty percentages per loan which allotvedtransfer a larger guaranteed portion of thenk it made in the quarter. Premium inc
for the three months ended September 30, 200®tb&il42,000, resulting from one guaranteed loamafa$1,328,000 and recognized under
previous accounting treatment. 2009 results reftbthat NSBF had substantially stopped originatiey loans due to the dislocation in the
secondary market during the early part of 2009.

Servicing fee income related to SBA loans incredse#i314,000 due primarily to the addition of seiwy income associated with the FDIC
contract, which totaled $377,000 for the three rhemnded September 30, 2010; there was no corrisigoRDIC income in the prior quarter.
Additionally, the average NSBF servicing portfoliwreased from $124,043,000 for the quarter endgde®nber 30, 2009 to $147,232,000 for
the three months ended September 30, 2010 refielt8BF's renewed loan originations starting in fierth quarter of 2009.

Total interest income increased by $153,000 fomierter due, in part, from an increase in theayeoutstanding performing portfolio of

SBA loans held for investment from $20,260,000tfer three months ended September 30, 2009 to $200@tin the third quarter of 2010.
This portfolio expansion accounted for $14,000nhef increase in interest income. The remaining $IBYIn interest income recognized in the
third quarter of 2010 was interest recognized @nldlans transferred, not yet sold under ASC Togiz Jotal interest income on loans held for
investment, after removing the effect of ASC Topé®, was $332,000 and $318,000 for the three mantti;g September 30, 2010 and 2009,
respectively.

Other income increased by $19,000 due to the rdtian of fourteen receivable financing clients aiigenerated an additional $90,000 of
income. This increase was predominately offsetdalyictions in late payment and other loan-relatedrite at NSBF of $50,000 as well as a
reduction in billing services revenue earned by NB&15,000. The average number of billing sergastomers decreased by 6 from an
average of 80 to an average of 74 during the thmeeths ended September 30, 2009 and 2010, resplgctiv

As a result of the implementation of ASC Topic 86& Company established a new liability, “Lialyilior SBA loans transferred, subject to
recourse” to account for transfers of the guarahpeetions sold via SBA regulated secondary matrieetsactions as financings during the
duration of the premium warranty period. As diseasabove, contemporaneous with the implementatielCbmpany elected to fair value the
new liability. Fair valuing the liability at the drof the quarter resulted in a net gain of $50@0&h reflected the increase in the liability do
the transfer of guaranteed portions in the thirdrtgr offset by those that achieved sale stattiseimuarter.

Salaries and benefits increased by $237,000 at NSBielditional staff was added in the originatsegyicing and liquidation departments in
connection with the resumption of lending that begethe third quarter of 2009 as well as an insegia staff to service the FDIC contract. ~
increase was partially offset by a decrease inglagrpense at NBC by $18,000 for the three mostided September 30, 2010 as compared
with the prior quarter as a result of the elimioatof one employee. The Company believes it haquate staff to maintain operations at NBC
as well as service its portfolio and originate lah NSBF. The combined average headcount forubger increased by 42% from 31 at
September 30, 2009, to 44 at September 30, 2010.

During the second quarter 2010, NSBF paid offiits With GE and initiated a $12,500,000 new teramlavith Capital One. After deducting 1
amortization of deferred financing costs associatitd the lines of credit held by NSBF and NBC @&fL$000 for the quarter ended
September 30, 2009 and $23,000 for the three memithad September 30, 2010 along with the intergmirese of $139,000 associated with
secured borrowings under ASC Topic 860 for theghmenths ended September 30, 2010, interest expgenseased from $285,000 to
$241,000 for the same periods, respectively. Ta@hse in net interest expense was due to a iredircthe average interest rates charged
under the NSBF and NBC credit facilities. The weggh
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average interest rate quarter over quarter deades® 7.13% to 5.89%. This reduction in interegerwas partially offset by an increase in
borrowings under the NBC credit facility from $19@00 to $4,348,000. The reduction in amortizatbdeferred financing costs for the
quarter ended September 30, 2010, was due to théemm loan with Capital One which allows for artended amortization period for the
capitalized fees.

Professional fees for the three months ended Sépted®, 2010 decreased by $35,000 as a resultlo€tiens in consulting, accounting and
legal expenses.

Consideration in arriving at the provision for ldass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dner@ollateral as well as current economic coadgi While the quarterly provision for loan
loss increased by $210,000 quarter over quarteneberve for loan losses as compared to the goytfslio balance decreased from
$4,014,000 or 14.0% at September 30, 2009 to $3)002r 12.7% at September 30, 2010 reflectingtieFall growth from new lending and
performance of the portfolio. Total impaired norcial loans at September 30, 2009 and Septemb@030, decreased from $8,875,000 to
$8,202,000, respectively, with $3,044,000 or 3488% $2,881,000 or 35.1% of the allowance for l@msés being allocated against such
impaired non-accrual loans, respectively. The ye@r year reduction in non-performing loans refieamh improvement in the overall economic
climate and corresponding impact on the underlyiogowers.

Other general and administrative costs increasepfdy000 due primarily to an increase in loan s#mgi and loan recovery expenses in the
three months ended September 30, 2010. Additionaltyeases in software maintenance costs anaginehtitilities were offset by reductions
bank service charges and losses on foreclosed ppyapeorded in the prior quarter ended SeptembefG09.

The resumption of loan originations and transfer8010 with the 90% guaranty percentage, the asiditio servicing and consulting income
from the NSBF portfolio and the FDIC contracts, &mel adoption of fair value accounting for the liigyp created in accordance with ASC
Topic 860, restored segment operations to a groftie current quarter as opposed to a loss ipteeious year's quarter.

Nine months
ended September 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Premium incom¢ $1,39¢ $ 72t $ 67C 92%
Servicing fee 1,86t 1,24¢ 61¢ 49%
Interest incomt 1,17: 1,11« 59 5%
Management fee 43¢ 43¢ — — %
Other income 1,417 1,361 56 4%
Total revenue 6,28¢ 4,88t 1,40/ 29%
Net change in fair market value
Liability on SBA loans transferred, subject to piem recourse 2,07¢ — 2,07¢ — %
Expenses
Salaries and benefi 2,55¢ 2,12¢ 424 20%
Interest 1,14¢ 1,15¢ (20 (D)%
Management fee 34t 34t — — %
Professional fee 32¢ 25¢ 69 27%
Depreciation and amortizatic 597 70t (10€) (15%
Provision for loan losse 1,451 1,32( 131 10%
Other general and administrative cc 1,091 1,06¢ 26 2%
Total expense 7,514 6,98 532 8%
Income (loss) before income tax $ 851 $(2,097) $2,94¢
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For the nine months ended September 30, 2010 and(®0

The Company recognized $1,395,000 in premium incfaméhe nine months ended September 30, 20108 guaranteed loan sales totaling
$15,692,000 where the warranty period expired. Aising these nine months, the Company transfefPeguaranteed loans aggregating
$19,831,000; however, as discussed above, themgiwogof the revenue from these transfers is daapto future periods until the sale can be
recognized. Premium income for the nine months e®ptember 30, 2009 totaled $725,000, resultim ft5 guaranteed loan sales
aggregating $10,109,000. As a result of the dislonan the secondary market during 2009, the puemdn the guaranteed loans sold dropped
to par and the servicing component increased to 428 during the first nine months. In order tpagpriately value the servicing asset dul

a period early in 2009 in which premiums could betobtained on guaranteed loans sales, the Congmuhied a discounted cash flow model
which used valuation techniques to convert fut@shdlows to a single present value and is basdtle@nalue indicated by current market
expectations about those future cash flows. Thejpr® earned during the first nine months of 200&ftective of this valuation method for
the servicing assets created at that time. Withrehen of premium sales, in 2010 the Company teddback to the strip multiple method for
loans that achieved sale status.

Servicing fee income related to SBA loans incredse#i619,000 due primarily to the addition of seiwy income associated with the FDIC
contract, which totaled $607,000 for the nine merghded September 30, 2010; there was no FDIC iadotine corresponding nine month
period in 2009. Additionally, the average NSBF g&ng portfolio increased from $126,227,000 for tiiee months ended September 30, 2009
compared to $137,312,000 for the current nine mpatiod reflecting NSBF’s renewed loan originatisterting in the fourth quarter of 2009.

Interest income increased by $59,000 due to $288rDMhterest income recognized on the loans tensfl, not yet sold, under ASC 860 du
the first nine months of 2010. This increase wasiglly offset by a reduction in interest incomesasiated with a decrease in the average
outstanding performing portfolio of SBA loans hédd investment from $22,938,000 for the nine morehded September 30, 2009 to
$20,675,000 in the first half of 2010. In additi@n$70,000 reduction in interest income was reaaghturing the first nine months of 2010
result of previous recognized interest income beawgrsed as a result of loans being transferrednionperforming status. Total interest
income on loans held for investment was $935,0@0%4n114,000 for the nine months ending Septem®e2@10 and 2009, respectively.

Other income increased by $56,000 due primarilp¢oaddition of consulting income associated with EDIC contract, which totaled
$137,000 as well as the net addition of fourteem rexeivable financing clients at NBC resultingaim additional $100,000 of related income.
This increase was predominately offset by redustionate payment and other loan-related inconiSBF of $129,000 as well as a reduction
in billing services revenue earned by NBC of $40,00he average number of billing service custondexseased by 7 from an average of 82 to
an average of 75 during the respective first nimatims of 2009 and 2010.

As a result of the implementation of ASC Topic 86& Company established a new liability, “Lialyilior SBA loans transferred, subject to
recourse” to account for transfers of the guarahpeetions sold via SBA regulated secondary matrieetsactions as financings during the
duration of the premium warranty period. As diseasabove, contemporaneous with the implementafi®t&&€ Topic 860, the Company
elected to fair value the new liability. As a rdsthe Company recognized a net gain of $2,076f08 the reduction of the value of the
liability based on its economic likelihood of repagnt of the premium under the warranty.

Salaries and benefit