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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 June 30, 2010
OR

O 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 (I.R.S. Employer

of 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 corpokilb 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 O 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 August 9, 2010, there were 36,741,921 of tBempany’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 SIX MONTHS ENDED JUNE 30, 2010 AND 2009

(In Thousands, except for Per Share Data)

Three Months ended

Six Months Ended

June 30, June 30,
2010 2009 2010 2009

Operating revenue $28,00¢ $27,077 $53,85¢ $51,19¢
Net change in fair market value

Liability on SBA loans transferred, subject to piem recourse 1,041 — 2,02¢ —

Credits in lieu of cash and notes payable in csaditieu of casl 13 473 174 1,01(

Total net change in fair market val 1,06( 473 2,20C 1,01(

Operating expense

Electronic payment processing ca 17,24¢  14,11( 33,12« 27,05«

Salaries and benefi 4,69¢ 4,49 9,68¢ 9,307

Interest 1,017 3,60¢ 2,28¢ 6,122

Depreciation and amortizatic 1,17¢ 1,57( 2,431 3,21¢

Provision for loan losse 40C 50¢ 853 93¢

Other general and administrative cc 4,012 4,03¢ 8,03¢ 8,42¢

Total operating expens: 28,55: 28,32¢ 56,41¢ 55,06:

Income (loss) before income tax 514 (775) (360) (2,857
Benefit for income taxe 37C 131 667 1,14¢
Net income (loss 884 (644) 307 (1,709
Net loss attributable to n-controlling interest: 47 7 157 95
Net income (loss) attributable to Newtek Business/iges, Inc $ 931 $ (637) $ 464 $(1,61)
Weighted average common shares outstan- basic 35,64¢ 35,62f 35,64¢ 35,62¢
Weighted average common shares outstan- diluted 35,80{ 35,62¢ 35,79¢ 35,62¢
Income (loss) per sha- basic and dilute $ 00 $ (0.02 $ 0.01 $ (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
JUNE 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 éanl losses of $3,698 and $3,985, respectiy
Accounts receivable (net of allowance of $442 a2til$ respectively
SBA loans held for sal
Prepaid expenses and other assets (net of accwahalatortization of deferred financing costs of $2,énd
$2,491, respectively
Servicing asset (net of accumulated amortizatiahalowances of $4,867 and $4,539, respectiv
Fixed assets (net of accumulated depreciation amattization of $13,570 and $12,276, respectiv
Intangible assets (net of accumulated amortizadfdbil1,102 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 expet
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; autbarl, 000 shares, no shares issuec
outstanding
Common stock (par value $0.02 per share; authoB2e@00 shares, 36,688 and 36,674 iss
respectively; 35,653 and 35,648 outstanding, resfy, not including 83 shares held in escr
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'

December 31

June 30,
2010 2009
Unauditec (Note 1)
$ 7,79 $ 12,58
9,38( 6,73¢
8,06t 6,46’
24,281 23,25}
8,24t 5,01z
323 20C
6,86¢ 7,50z
2,14¢ 2,43¢
3,15¢ 3,631
3,52( 4,21¢
21,11« —
42,63: 51,94
12,097 12,09:
$149,60¢ $ 136,08:
$ 8,57¢ $ 8,31
18,15( 16,29¢
1,80¢ 1,862
21,17¢ —
42,63: 51,94,
2,87¢ 3,63¢
95,21 82,05t
734 73%
57,31¢ 57,30:
(4,510 (4,979
(662) (649)
52,87¢ 52,41:
1,512 1,61¢
54,39: 54,02’
$149,60¢ $ 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 SIX MONTHS ENDED JUNE 30, 2010 AND 2009

(In Thousands)
2010 2009
Cash flows from operating activitie
Net income (loss $ 307 $(1,70¢)
Adjustments to reconcile net income (loss) to @meshc(used in) provided by operating activiti
Income from tax credit (1,309 (4,250
Accretion of interest expen: 1,47¢ 5,26(
Fair market value adjustment on SBA loans transtgrsubject to premium recout (2,026€) —
Fair market value adjustment of credits in liewcagh and notes payable in credits in lieu of « (174 (2,010
Deferred income taxe (75€) (1,197
Depreciation and amortizatic 2,431 3,21¢
Provision for loan losse 853 93¢
Gain on sale/recovery of investments in qualifiedibesse — (2,039
Other, ne (32) 201
Changes in operating assets and liabilit
Originations of SBA loans held for s¢ (123 (2,669
Originations of SBA loans transferred, subjecttenpium recours (23,53¢) —
Liability on SBA loans transferred, subject to prem recourse 25,83( —
Proceeds from sale of SBA loans held for ¢ — 8,80z
Broker receivabl (1,599¢) (1,249
Prepaid expenses and other assets, accounts igleeiwval accrued interest receiva (2,609 1,541
Accounts payable, accrued expenses and deferredue 204 (1,679
Other, ne (1,059 (511)
Net cash (used in) provided by operating activi (2,117 4,64¢
Cash flows from investing activitie
Return of investments in qualified busines 111 1,90¢
Purchase of fixed assets and customer merchantats (928) (899)
SBA loans originated for investment, 1 (3,109%) (82¢)
Proceeds from sales of loans held for investr — 40C
Payments received on SBA loe 1,292 1,86
Change in restricted ca (1,620) (107)
Net cash (used in) provided by investing activi (4,257%) 2,33

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2010 AND 2009 (COITINUED)

Cash flows from financing activitie
Net repayments on bank lines of cre
Proceeds from bank term note paye
Payments on bank term note paye
Other

Net cash provided by (used in) financing activi

Net (decrease) increase in cash and cash equis
Cash and cash equivaler- beginning of periot

Cash and cash equivale- end of perioc

Supplemental disclosure of cash flow activities

Reduction of credits in lieu of cash and notes plyan credits in lieu of cash balances due toveeyi of tax credits t
Certified Investor:

Reduction in SBA loans transferred, subject to puemrecourse due to SBA loans achieving sale s
Reduction in Liability on SBA loans transferredbgct to premium recourse due to SBA loans achgesale statu
Refinance of line of credit to term loi

See accompanying notes to these unaudited condeossdlidated financial statements.
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2010

2009

$(10,38)  $(5,209)
12,50( —
(26¢) —
(276) (41)
1578 (5,249
(4,791 1,74z
12,58:  16,85:
$ 7,790  $18,59¢
$12,46(  $19,07¢
$ 242. $ —
$ 2631 $§ —
$ 208 $§ —
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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 porifoliopanies in which the Capcos own non-
controlling or minority interests. The Company gdo®s a “one-stop-shop” for business services teithall- and mediunsized business marl
and uses state of the art web-based proprietamntdagy to be a low cost acquirer and providerrofdoicts and services. The Company
partners with companies, credit unions, and asgon#to offer its services.

The Company’s principal business segments are:

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

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 Finamice. (‘NSBF”), a nationally licensed, U.S. SmBlisiness
Administration (“SBA”) lender that originates, selind services loans to qualifying small businesgbih are partially guaranteed by the
SBA,; and CDS Business Services, Inc. d/b/a Newtesiriess Credit (“NBC"), which provides receivahleahcing.

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

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

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

The condensed consolidated financial statementenftek Business Services, Inc., its Subsidiariesamsolidated entities (the “Comparny”
“Newtek”) included herein have been prepared by the Compaagdordance with accounting principles generaiyepted 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 interestt@giwhich Newtek is considered to be the primamwgdiiciary 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 attribletéo non-controlling interests” in the unauditezhdensed consolidated statements of
operations and shown as a component of equityeicéimdensed consolidated balance sheets. See “NesuAting Standards” for further
discussion.

The accompanying notes to unaudited condensed lideiga financial statements should be read inwetjon 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 condensticefootnotes and other information normally uaéd 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 notiohelall disclosures required by accounting priresgenerally accepted in the United States of
America.

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

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 assusi it affect the reported amounts of assetsiahbitities and disclosures of contingent
assets and liabilities at the date of the constdiiinancial statements and the reported
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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 specifiee requirements and corresponding non-recaptueeptages. At June 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 SBnam 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 transfepay 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 dateimely fashion and then proceeds to default wiii®d days of the settlement date. Under ASC
Topic 860, “Transfers and Servicing”, effective dary 1, 2010, such recourse precludes sale treawh#me 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 classifieds&8\‘loans transferred, subject to premium recouvg#i 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 Comparginstservicing responsibilities and receives sargiéees of a minimum of 1% of the
guaranteed loan portion sold. The Company is redquin estimate its adequate servicing compensatitite calculation of its servicing asset.
The purchasers of the loans sold have no recoortbetCompany for failure of customers to pay ant®eontractually due.

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 amountde the assets sold and the interests that centinibe held by the transferor (the
unguaranteed portion of the loan) based on thkdtive fair values at the date of transfer. Théedd@nce between the proceeds received and the
allocated carrying value of the financial assetd &recognized as a 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 sa@rgitncome on the underlying sold portion of thare (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 vahusiiecialist 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 loanIgo@he fair value of servicing assets is determibg 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 weodater increase, the valuation allowance
may be reduced as a recovery. However, if NSBRagtes 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 earnaghd 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 determinéshtdaollectability of such principal or
interest is unlikely. Such loans are designateichasired non-accrual loans. All other loans areraef as performing loans. When a loan is
designated as non-accrual, the accrual of intéselscontinued, and any accrued but uncollecteztést income is reversed and charged
against current operations. While a loan is class$i&s non-accrual and the future 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 inoufgetborrower, such as forced placed insuraneeffisient funds fees, or fees it assesses,
such as late fees, with respect to managing thre Ibaese 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, tmeiegs 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 &B®ell as revenues derived from operating unédst¢hnnot be aggregat
with other business segments, and one-time re@sserigains on qualified investments. Revenuecisraed 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 folloggibomponents:

» Receivable fee:Receivable fees are derived from the funding (paseh of receivables from finance clients. The Campacognizes th
revenue on the date the receivables are purchasepesicentage of face value as agreed to by 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 baseldecanount of funds advanced against such receabie funds provided are
collateralized and the interest income is recoghiae earnec

» Late feeslLate fees are derived from receivables the Company head 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 billing-only (non-fimce) clients. These fees are recorded when eamhéch occurs when the
service is rendere:

» Other feesThese fees include annual fees, due diligence feesjnation fees, under minimum fees and othes fieeluding financt
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 includethencondensed consolidated statements of operasi@ssfollows for the three and six months
ended:

Three months Six months

ended June 30: ended June 30:
(In thousands): 2010 2009 2010 2009
Electronic payment processi $20,40¢ $16,88. $39,16( $32,64:
Web hostinc¢ 4.81: 4,70z 9,601 9,37¢
Interest incomt 452 43C 8432 92¢
Income from tax credit 55¢ 2,714 1,30z 4,25(
Premium incomt 19z 137 193 582
Servicing fee 674 424 1,132 82t
Insurance commissior 204 217 412 417
Other income 71C 1,572 1,21¢ 2,181
Totals $28,00¢ $27,077 $53,85¢ $51,19¢

Electronic Payment Processing Costs

Electronic payment processing costs consist pratlgipf costs directly related to the processingnefrchant sales volume, including
interchange fees, VISA and MasterCard dues andgsissats, bank processing fees and costs paid-depaity processing networks. Such
costs are recognized at the time the merchantactings are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iadghtdrchange and assessment costs, which arg e bredit card associations.
Interchange costs are passed on to the entitynig$he credit card used in the transaction andsassnt costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumetreldc payment processing costs also include
residual expenses. Residual expenses represemidieet® third-party sales referral sources. Redid¥penses are paid under various formulae
as contracted with such third-party referral sosrteit are generally linked to revenues derivethfrserchants successfully referred to the
Company and that begin using the Company for matgh@cessing services. Such residual expensdgcally ongoing as long as the
referred merchant remains a customer of the Compadyare recognized as expenses as related revereuessognized in the Company’s
condensed consolidated statements of operations.
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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 partiashdeld by the Capcos restricted for use in magagnd operating the Capco, making
qualified investments and for the payment of incdenes; cash held for future repayment under th@t&leOne loan agreement and a cash
account maintained as a reserve against chargébssss.

Purchased Receivables

Purchased receivables are recorded at the poiiméwhen cash is released to the seller. A mgjofithe receivables purchased have recourse
and are charged back to the seller if aged ove®®@r 120 days, depending on contractual agreemBaotchased receivables are included in
accounts receivable on the condensed 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 baréble 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 thosa to be a variable interest entity in whichGeenpany is the primary beneficiary are
generally accounted for under the consolidatiorhabf accounting. Under this method, an investisdimancial 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 returnsrodigpal, 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 cohtiver the entity for the entire interim periodwas otherwise designated as the primary
beneficiary. Upon dilution of control below 50%, \gpon occurrence of a triggering event requirirgpresideration 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 @any exercises significant influence with respedr 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. Witkde equity method of accounting, an investeet®ants are not reflected within the
Company’s condensed consolidated financial statespnbowever, the Company’s share of the earnindssses of the investee is reflected in
the Company’s condensed consolidated 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 shftiee net earnings or losses of such companiestigicluded in the Company’s
condensed consolidated financial statements. Howewst method impairment charges are recognizedeeessary, in the Company’s
condensed consolidated financial statements.dfinistances suggest that the value of the investesubsequently recovered, such recove
not recorded until ultimately liquidated or reatize

The Company’s debt and equity investments havetauotially been made with funds available to Newtglough 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 repayareguity return may, under the terms of the Cagograms, 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 June 30, 2010 and 2009, the Company had haesased compensation plans. At the Annual Meetinghafreholders on May 26, 20:
a new plan was approved as a result of which ortleeoblder plans is now suspended. For the thrdesexrmonths ended June 30, 2010 and
2009, compensation cost charged to operationhéset plans was $41,000 and $77,000 in 2010, regelgctand $28,000 and $65,000 in 2(
respectively, and is included in salaries and henief the accompanying condensed consolidatedraetts of operations.
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There were no options or restricted stock awardatgd during the three or six months ended Jun2CB().

As of June 30, 2010 and December 31, 2009, theseb@and $55,000 of total unrecognized compensatets related to non-vested share-
based compensation arrangements granted undelatiis Respectively.

Fair Value

The Company adopted the methods of fair value hioevids 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 wauld be received to sell an asset or paid tesfiex a liability in an orderly transaction betw
market participants at the measurement date. lerdodincrease consistency and comparability infalue 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 Quoted prices in active markets for identical essetiabilities. Level 1 assets and liabilitieslude debt and equity securities and
derivative contracts that are traded in an actiehange market, as well as certain U.S. Treastingrd).S. Government and agency
mortgag-backed debt securities that are highly liquid aredeactively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, sgofjuated prices for similar assets or liabilitiggpted prices in markets that are
active; or other inputs that are observable ortzanorroborated by observable market data for anbatly the full term of the assets
or liabilities. Level 2 assets and liabilities inde debt securities with quoted prices that adettdess frequently than exchange-
traded instruments and derivative contracts whas@evis determined using a pricing model with ispthiat are observable in the
market or can be derived principally from or cowodied by observable market data. This categorgrgdiy includes certain U.S.
Government and agency mortgaugeked debt securities, corporate debt securide$yative contracts and residential mortgage |
helc-for-sale.

Level 3 Unobservable inputs that are supported by littla@market activity and that are significant to taie value of the assets or liabiliti¢
Level 3 assets and liabilities include financidtmments whose value is determined using pricingets, discounted cash flow
methodologies, or similar techniques, as well agiiments for which the determination of fair vatequires significant managem:
judgment or estimation. This category generallyudes certain private equity investments, retaigsitual interests i
securitizations, residential mortgage servicingptsgand highly structured or lo-term derivative contract

Income Taxes

Deferred tax assets and liabilities are computegdbaipon the differences between the financiabstant 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 asaétsiot 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 mameent continually evaluates expiring
statutes of limitations, audits, proposed settldsyazhanges in tax law and new authoritative rding

Accounting for Uncertainty in Income Taxes

The ultimate deductibility of positions taken opexted to be taken on tax returns is often ungertaiorder to recognize the benefits
associated with a tax position taken (i.e., geheeatleduction on a corporation’s tax return), émndity must conclude that the ultimate
allowability of the deduction is more likely thaotnlf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than not),
the benefit associated with the position is recogghiat the largest dollar amount that has more @06 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 inctemeefund receivable or (2) an increase in ardefietax 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,Iltttome Tax Topic of the FASB Accounting Standadslification also provides guidar
on:

» Derecognizing the benefits associated with a reizegiitax position where subsequent events indibateit isnot more likely than not
that the entity will benefit from the tax posititekken

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

« Accounting for uncertain tax positions in interiraripds

» Disclosure and transitic

Concentration of Credit Risk

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

For the three and six months ended June 30, 201.@@00, no single customer accounted for 10% oerbthe Company’s revenue, or of
total accounts receivable.

Fair Value of Financial | nstruments

As required by the Financial Instruments Topichef EASB Accounting Standards Codification, thereated fair values of financial
instruments must be disclosed. Excluding fixed @séstangible assets, goodwill, and prepaid expgmsd other assets (excluding as noted
below), substantially all of the Company’s asseis labilities are considered financial instrumeassdefined 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 rateks associated with specific financial instruttseestimates of future cash flows and rele
available market information.

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

e Cash and cash equivalel

» Restricted cas

» Broker receivabli

» 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 bkeyand accrued expens:

» Accounts payable and accrued expel
The carrying values of accounts payable and acaupdnses approximate fair value because of the-dron maturity of these instruments.
The carrying value of investments in Qualified Biesises (included in prepaid expenses and othdsgsgedits in lieu of cash, notes payable

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

New Accounting Standards

In June 2009, the FASB issued an accounting stenahich requires entities to provide more inforroatregarding sales of securitized
financial assets and similar transactions, pawitylif the entity has continuing exposure to tisis related to transferred financial assets and
removes the concept of a qualifying special-purgogéy and limits the circumstances in which afinial asset, or portion of a financial asset,
should be derecognized when the transferor hasanwferred the entire financial asset to an ety is not consolidated with the transferc
the financial statements being presented and/onvletransferor
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has continuing involvement with the transferredifinial asset. The new standard became effectivihéd€ompany on January 1, 2010 and its
effect on asset, liability and revenue recognitdescribed in this note, under Revenue RecogniBales and Servicing of SBA Loans. This
accounting standard was subsequently codifiedA®6G 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 entibdaadditional disclosures about a company’s involest in variable interest entities and any
significant changes in risk exposure due to thavlvement. The new standard became effective ®bmpany on January 1, 2010 and did
not have a material impact on its financial positin results of operations. This accounting stasheélaas subsequently codified into ASC Topic
805, “Business Combinations.”

In August, 2009, the FASB issued Accounting Stadslafpdate 2009-05, “Fair Value Measurements andl@§ares (Topic 820) —Measuring
Liabilities at Fair Value,” which updates ASC 820-The update provides clarification that in ciratamces in which a quoted price in an
active market for the identical liability is notalable, a reporting entity is required to meadanmevalue 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 statemasssied for interim and annual periods ending &tggust 2009. The Company adopted Up
2009-05 effective for the quarter ending Septen30e2009. The adoption did not have a material thpa the Company’s disclosures.

On July 21, 2010, the FASB issued Accounting Stedslblpdate No. 2010-20, “Disclosures about the iCf@dality of Financing Receivables
and the Allowance for Credit Losses”, which regsiisgynificant new disclosures about the allowacefedit losses and the credit quality of
financing receivables. The requirements are intdrideenhance transparency regarding credit logsbshe credit quality of loan and lease
receivables. Under this statement, allowance fedittosses and fair value are to be discloseddntfglio segment, while credit quality
information, impaired financing receivables and axxrual status are to be presented by class afding receivable. Disclosure of the nature
and extent, the financial impact and segment in&tion of troubled debt restructurings will alsorkequired. The disclosures are to be prese
at the level of disaggregation that managementwbies assessing and monitoring the portfolio’s eskl performance. This standard is
effective for interim and annual reporting peri@dier December 15, 2010. The Company is curremvd@uating the impact of adopting the n
standard on the condensed consolidated finaneitdraents.

NOTE 3 — FAIR VALUE MEASUREMENTS:
FAIR VALUE OPTION ELECTIONS

Effective January 1, 2008, the Company adoptedvidire accounting concurrent with the electionhef fair value option. The accounting
standard relating to the fair value measuremeatifiels the definition of fair value and 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 relatirtgetéatr value option for financial assets and fitiahliabilities allows entities to irrevocably
elect fair value as the initial and subsequent mmessent attribute for certain financial assets famghcial liabilities that are not otherwise
required to be measured at fair value, with chamyéasir value recognized in earnings as they ocltwalso establishes presentation and
disclosure requirements designed to improve coniyidyabetween 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.
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On January 1, 2010, the Company elected the fhaievaption 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 assuongtithat market participants use in evalu
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 discoussrased to calculate the present value of thetsriedieu 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 certifiedastors. Instead the cost paid for the credit
enhancements was recorded as prepaid insurancaaartized on a straight-line basis over the terthefcredit enhancements.

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

of cash and notes payable in credits in lieu oh@ae valued based on the yields at which finariegtuments would change hands between a
willing buyer and a willing seller when the formiemot under any compulsion to buy and the la#terat under any compulsion to sell, both
parties having reasonable knowledge of relevansfabe accounting standards require the fair valub®fissets or liabilities to be determil
based on the assumptions that market participaeténupricing the financial instrument. In develupthose assumptions, the Company
identified characteristics that distinguish manetticipants generally, and considered 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 amiwm of the Chartis credit enhancements, the Compatfieves that market participants
purchasing or selling its Capcos’ debt, and theeefis credits in lieu of cash and notes payablerédits 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 refiettie credit enhancement obtained from Chartisytizenortized 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.

Assets and Liabilities Measured at Fair Value on &ecurring Basis as of June 30, 2010 are as follo\ia thousands):

Fair Value Measurements Usir

Total Level 1 Level 2 Level &
Assets:
Credits in lieu of cas $42,63: $— $42,63: $—
Liabilities:
Notes payable in credits in lieu of ce $42,63. $— $42,63: $—

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

Fair Value Measurements Usir

Total Level 1 Level 2 Level &
Assets:
Credits in lieu of cas $51,947 $— $51,947 $—
Liabilities:
Notes payable in credits in lieu of ce $51,947 $— $51,947 $—
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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 therggsons that market participant’s use in evaluathrese 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 creditsein 6f 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 lidwcash. 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 Bateket was 6.92%. As of June 30, 2010, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes avera§et?% reflecting changes in interest rates imtlaeketplace. This decrease in yield increased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditeu of cash. The Company increased the v

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

On December 31, 2008, the yield on the Chartis Baisket was 11.76%. As of June 30, 2009, the tiat€bmpany revalued the asset and
liability, the yields on the Chartis notes averag8d27% reflecting changes in interest rates imtheketplace. This increase in yield decreased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditeu of cash. The Company reduced the value
of the credits in lieu of cash to equal the valtithe notes payable in credits in lieu of cash beeahe credits in lieu of cash can only be used
to satisfy the liability and must equal the valdi¢he notes payable in credits in lieu of cashlldiraes. The net change in fair value reported in
the Company’s condensed consolidated statemewsenaitions for the three and six months ended 30n2009 was a gain of $473,000 and
$1,010,000, 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 chamgkéde 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 aating 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 thenewdc 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 givere thompany’s history of returning
premium: the transferee will receive 100% of thargmteed portion from either the borrower or th3d approximately 3% of the
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premium amount from the Company. The aforementige&dn of premiums is triggered by either the baer’s prepayment of the loan witt
90 days of the transfer settlement date or theolh@r's default within 275 days of the settlemertedan loans where any of the borrovesiitst
three payments were delinquent.

Assets and Liabilities Measured at Fair Value on &ecurring Basis as of June 30, 2010 are as follo\ia thousands):

Fair Value Measurements Usir
Total Level 1 Level 2 Level 3

Liabilities:
Liability on SBA loans transferred, subject to piem recourse $21,17¢ $— $— $21,17¢

Below is a summary of the activity in the Liabiliyn SBA loans transferred, subject to premium resmior the six months ended June 30,
2010 (In thousands):

Balance at December 31, 2C $ —

Liability on SBA loans transferred, subject to prem recourse 23,60¢
SBA loans sold, no longer subject to premium rese 2,42¢
Balance at June 30, 20 $21,17¢

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

Fair Value Measurements at June 30, 2010 Using:

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 6,147 $ — $ — $ 6,147 $ (85)
Other rez-estate owne 117 — 117 — (4)
Total asset $ 6,26¢ $ — $ 117 $ 6,147 $  (85%)

Fair Value Measurements at December 31, 2009 Using:

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 5,302 $ — $ — $ 5,302 $ (2,239
Impaired customer merchant accol — — — — (12€)
Other rec-estate owne 132 — 132 — (314)
Total asset $ 543¢ $ — $ 13z $ 5,307 $ (2,679
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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 cagymount is based on fair value of the
underlying collateral are included in assets apdnted at estimated fair value on a mecurring basis, both at initial recognition of iaigment
and on an on-going basis until recovery or chaffefdhe loan amount. The determination of impamhinvolves management’s judgment in
the use of market data and third party estimatgarding collateral values. Valuations in the levkimpaired loans and corresponding
impairment affect the level of the reserve for |é@sses.

Impaired customer merchant accounts

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

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

The estimated fair value of other real-estate ows@alculated using observable market informatincluding bids from prospective
purchasers and pricing from similar market trarisastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withrisgaaur interests. Where bid information is noaidable 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 dusmgenerally classified within Level 2 of the wafion hierarchy.

NOTE 4 — SBA LOANS:

SBA loans are primarily concentrated in the hotel enotel industry (10% of the portfolio) and theteaurant industry (12% of the portfolio), as
well as geographically in Florida (27% of the poli) and New York (13% of the portfolio). Belowd&summary of the activity in the SBA
loans held for investment, net of SBA loan loseress for the six months ended June 30, 2010 ¢usidnds):

Balance at December 31, 2C $23,257
SBA loans funded for investme 3,02¢
Payments receive (2,299
Provision for SBA loan losse (853)
Loans foreclosed into real estate ow (12
Discount on loan originations, n 152
Balance at June 30, 20 $24,28:

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

Balance at December 31, 2C $ 3,98t
SBA loan loss provisio 853
Recoveries 45
Loan charg-offs (1,189
Balance at June 30, 20 $ 3,69¢

18



Table of Contents

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 300Z0h thousands):

Balance at December 31, 2C $ 20C
Originations of SBA Loans held for s¢ 23,65¢
SBA loans transferred, subject to premium reco (23,530
Balance at June 30, 20 $ 32t

SBA loans transferred, subject to premium recotgpeesents fully funded SBA loans which were transid during the quarter, but cannot yet
be considered as sold as a result of the recouostsipn under SBA Form 1086. The value of the SBéns transferred equals the amount of
the guaranteed portion of the loans transferred.

All loans are priced at the Prime interest rates@pproximately 2.75% to 3.75%. The only loans wifixed interest rate are defaulted loans of
which the guaranteed portion sold is repurchasaa the secondary market by the SBA, while the urantaed portion of the loans still
remains with the Company. As of June 30, 2010 aeceinber 31, 2009, net SBA loans receivable helthf@stment with adjustable interest
rates amounted to $21,100,000 and $22,549,00(zcteply.

For the six months ended June 30, 2010 and 208Cdmpany funded approximately $26,489,000 an®&13000 in loans and transferred
approximately $23,536,000 and $8,802,000 of theaniaed portion of the loans, respectively. Red#asfrom loans traded but not settled of
$8,065,000 and $6,467,000 as of June 30, 2010 andrBber 31, 2009, respectively, are presentedoieibreceivable in the accompanying
condensed consolidated balance sheets.

The outstanding balances of loans past due nirety dr more and still accruing interest as of B;e2010 and December 31, 2009 amounted
to $41,000 and $300,000, respectively.

At June 30, 2010 and December 31, 2009, total ilmdaion-accrual loans amounted to $8,861,000 aj824®00, respectively. For the six
months ended June 30, 2010 and for the year endedriiber 31, 2009, the average balance of impaoréincrual loans was $8,649,000 and
$7,773,000, respectively. Approximately $2,713,86d $3,022,000 of the allowance for loan lossegwa#ocated against such impaired non-
accrual loans, respectively. The following is a suemy of SBA loans held for investment as of:

December 31

June 30,

(In thousands) 2010 2009

Due in one year or let $ 21 $ 6
Due between one and five yei 3,02¢ 2,672
Due after five year 26,37 26,154
Total 29,417 28,83:
Less : Allowance for loan loss (3,699 (3,985
Less: Deferred origination fees, t (1,439 (1,590
Balance (net $ 24,28 $ 23,25

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets whesfeard 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.
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The changes in the value of the Company’s serviggtgs for the six months ended June 30, 2010 wasr®llows:

(In thousands)

Balance at December 31, 2C $2,43¢€
Servicing assets capitaliz: 39
Servicing assets amortiz: (329
Balance at June 30, 20 $2,14¢€

The estimated fair value of capitalized serviciigts was $2,146,000 and $2,436,000 at June 3@ &0d December 31, 2009, respectively.
The estimated fair value of servicing assets dt batance sheet dates was determined using a dis@ia of 17%, weighted average
prepayment speeds ranging from 1% to 13%, dependgiog certain characteristics of the loan portfoleighted average life of 3.4 years, :
an average default rate of 6%. The Company usa@slapendent valuation specialist to estimate tirevfdue of the servicing asset.

The unpaid principal balances of loans servicedthers are not included in the accompanying coselconsolidated balance sheets. The
unpaid principal balances of loans serviced foerttwithin the NSBF originated portfolio were $1634,000 and $142,513,000 as of June 30,
2010 and December 31, 2009, respectively. The dnwaicipal balances of loans serviced for othengctvwere not originated by NSBF and
are outside of the Newtek portfolio were $77,680,88d $794,000 as of June 30, 2010 and Decemb@089, respectively.

NOTE 6 — BANK NOTES PAYABLE:

In April 2010, the Company closed two five-yeamntdbans aggregating $14,583,000 with Capital On@,. Nof which $12,500,000 refinanced
Newtek Small Business Finar's debt to General Electric Commercial Capital (“G&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 rdis 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 June 30, 2010 was $.8(Eland the interest rate at June 30,
2010 was 5.75%. Interest is paid in arrears aloitly @ach monthly principal payment due. The agregnmeludes such financial covenants as
a minimum fixed charge coverage ratio and minimuBTPDA; the Company guarantees these term loans.

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 approxieisg $70,000.

NOTE 7 — BENEFIT FOR INCOME TAXES:

The Companys effective tax rate benefit for the three andsonth periods ended June 30, 2010 was 72% and Ii@s@ectively, based on 1

Company revising its effective tax rate during $eeond quarter of 2010 to reflect the utilizatiérmo NOL at NSBF for which a reserve had

previously been taken. Based on NSBF's currentexpeéécted performance, the Company believes theugfisient evidence to conclude that
it is more likely than not that such NOLs will bsad for the 2010 tax year.

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 paidcapital.

During the quarter ended June 30, 2010, unexereisents that had entitled holders to interestsvim Capcos expired. As a result, the non-
controlling interest balance as of the expiratmpproximately $136,000, was reclassified to add#igaid-in capital.
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NOTE 9 -EARNINGS (LOSS) PER SHARE:

Basic earnings (loss) 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 wtieneffect of their inclusion would be
dilutive.

The calculations of earnings (loss) per share were:

Three months Six months

Ended June 30: Ended June 30:
(In thousands except per share data; 2010 2009 2010 2009
Numerator for basic and diluted E- income (loss) available to comm

shareholder $ 931 $ (637) $ 464 $(1,619

Denominator for basic EF- weighted average shar 35,64¢ 35,62¢ 35,64¢ 35,62¢
Effect of dilutive securitie 15E — 14¢ —
Denominator for diluted EP- weighted average shar 35,80: 35,62¢ 35,79¢ 35,62¢
Earnings (loss) per share: Basic and dilt $ 0.0 $ (0.09) $ 0.01 $ (0.0%
The amount of ar-dilutive shares/units excluded from above is alofed:
Stock options 99z 1,54 99z 1,54
Warrants 26€ 26€ 26€ 26€
Contingently issuable shar 83 97 83 97

NOTE 10— SEGMENT REPORTING:

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

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

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 benafitsdepreciation and amortization, wt
are included in the respective caption on the apemying condensed consolidated statements of apesags 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; th@3 &Vhitestone Group which manages
the Company’s Texas Capco and closes loans; andwWiB¢h provides accounts receivable financingjrglland accounts receivable
maintenance services to businesses. NSBF genesatgaues from sales of loans, servicing incomeHose loans retained to service by NSBF
and interest income earned on the loans themsélheslender generates expenses for interest, giofes fees, salaries and benefits,
depreciation and amortization, and provision fanldosses, all of which are included in the respeataption on the condensed consolidated
statements of operations. NSBF also has expenshsasuoan recovery expenses, loan processing, emstother expenses that are all inclu

in the other general and administrative costs oapin the condensed consolidated statements oétiqes.
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The All other segment includes revenues and exggmsmarily from qualified businesses that receiiregstments 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 expeneslocated 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, informatiamt®logy, corporate development and additionalscassociated with administering the
Capcos.

The Capco segment, which consists of the 13 Capgergrates nonash income from tax credits, interest income aidsgfrom investments
qualified businesses which are included in otheoime. Expenses primarily include non-cash inteaedtinsurance expense, management fees
paid to Newtek (and included in the Corporate &itis revenues), legal, and auditing fees and Bfsen investments in qualified businesses.

Management has considered the following charatiesighen 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 ovige their services; ar
» the nature of the regulatory environment (for exemipanking, insurance, or public utilitie

The accounting policies of the segments are theesenthose described in the summary of signifiaaabunting policies.
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The following table presents the Company’s segritdatmation for the three and six months ended Bhe010 and 2009 and total assets as
of June 30, 2010 and December 31, 2009 (In Thowand

For the six For the six
For the three For the three months months
months ende months ende ended ended
June 30, June 30,
June 30, 201 June 30, 200! 2010 2009
Third Party Revenue
Electronic payment processi $ 20,407 $ 16,88¢ $39,17( $32,66:
Web hosting 4,81¢ 4,707 9,60/ 9,38
Small business financ 1,94: 1,56¢ 3,26¢ 3,40
Capcos 59¢€ 2,73 1,37¢ 4,311
All other 382 1,32( 71¢ 1,70¢
Corporate activitie 532 92k 1,24( 1,78t
Total reportable segments 28,67 28,13¢ 55,37 53,25¢
Eliminations (668) (1,06)) 1,51%) 2,05¢€)
Consolidated Total $ 28,00¢ $ 27,077 $53,85¢ $51,19¢
Inter -Segment Revenu
Electronic payment processi $ 204 $ 51 $ 29t $ 96
Web hostinc 10C 87 207 20C
Small business financ 18¢ 22 262 36
Capcos 48(C 543 887 89:¢
All other 3,23¢ 13t 3,371 27t
Corporate activitie 512 52C 977 921
Total reportable segments 4,71¢ 1,35¢ 5,99¢ 2,421
Eliminations (4,719 (1,359 5,99¢ 2,421
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxe
Electronic payment processi $ 1,36¢ $ 1,06C $ 2,452 $ 2,02t
Web hostinc 1,19¢ 917 2,12¢ 1,83
Small business financ 557 (74€) 447 (1,347
Capcos (66€) (1,067) (1,567) (2,167)
All other (215) 55E (569) 151
Corporate activitie (1,729 (1,49¢) 3258 3,352
Totals $ 514 $ (775) $ (36C $ (2,85¢
Depreciation and amortization
Electronic payment processi $ 397 $ 42t $ 81: $ 88t
Web hostinc 467 762 957 1,55¢
Small business financ 194 245 40€ 47z
Capcos 3 4 6 12
All other 33 32 78 62
Corporate activitie 81 112 171 234
Totals $ 117¢ $ 157 $ 2,431 $ 3,21¢
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Identifiable assets
Electronic payment processi
Web hostincg
Small business financ
Capcos
All other
Corporate activitie

Consolidated total
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As of
As of December 31
June 30,
2010 2009
$ 8,88 $ 12,29
11,48: 12,38:
72,14: 43,10¢
51,22: 59,67¢
4,13z 5,12¢
1,74¢ 3,492
$149,60¢ $ 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 rktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoelddad in conjunction with the condensed consadiddinancial statements and the
accompanying notes.

This Quarterly Report on Form 10-Q contains forwdodking statements. Additional written or oral faard-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 $eg, 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, aoligation to release publicly the results of swehs 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 rutesach of the 7 jurisdictions and these place vayyequirements on the structure of our
investments. In some cases, particularly in Lomiajave don’t control the equity or management qtialified business but that cannot always
be presented orally or in written presentations.

For the quarter ended June 30, 2010, the Compaaytezl income before income taxes of $514,000rgomavement from the loss of
$(775,000) for the same quarter of 2009. This ft@msfrom loss to income resulted from continuatbrovements in business operations
producing an increase in revenue. We had net inafr$631,000, an improvement of $1,568,000 over92®@marily from the improvement in
operations and a $370,000 benefit from income takewl revenues increased by $929,000 to $28,0064r 3.4%, from $27,077,000 for the
quarter ended June 30, 2009, principally due toeimed revenues in the Electronic payment proagséiieb hosting and Small business
finance (see below) segments offset by a decreasvénues from our Capco and All other segmerits.improvement to a profit from the net
loss from the second quarter of 2009 reflects im@naents in operations for all segments: Electrpaigment processing from a gain in margin
(margin on a percentage basis continued to decerabwill continue to negatively impact profitabylifor the segment); Web hosting from
improved sales and reduced depreciation and araticiiz, Small business finance from improved resudtsh loan origination, loan servicing
and receivables factoring; and Capco, All other @odcporate segments from reductions in expenses.

The Company’s SBA lender enjoyed a healthy opegagimvironment due to beneficial pricing in the setary market for guaranteed loan
sales, the current 90% guaranty rate for SBA Hah$ and healthy demand for loans from borroweestdthe shortage of loans provided by
conventional lenders. However, the revenues ofthall business finance segment were negatively ébageby the effects of ASC Topic 860,
“Transfers and Servicing” which resulted in secondrter sales of SBA loans held for sale into tBA-$egulated secondary market being
accounted for as financings. In addition, the ofi@neof this new accounting standard also resuheatiditions to the new asset, “SBA loans
transferred, subject to recourse”, and the newliligl‘Liability for SBA loans transferred, subjeto recourse”. By electing to fair value the
liability to its true economic value, the segmemd #he Company benefited from a gain of $1,047f0@the quarter ending June 30, 2010; this
gain approximates the difference between the pnenginount received on the loan portions sold angbtbbably lesser amount to be returned
to the transferee prior to the expiration of thiefowarranty period. The Company will recognize theenue later in the year when the
transactions are accounted for as sales undeicapj#iaccounting standards. Although ASC Topic @tdhged the accounting treatment for
the sale of these loans, it did not change theatiper of the Company’s SBA lender and therefor¢heeithe economic benefit nor the effect on
the liquidity of the Company from originating SBAaj loans.

The SBA lender received a rating of “average” frStandard and Poors’ as a “commercial finance basibased real estate servicer” and a
“commercial finance business-based real estataasarvicer,” which will permit the Company to siee a wider range of portfolios.

In April 2010, the Company closed 2 five-year tdoans aggregating $14,583,000 with Capital One,.Mubich refinanced Newtek Small
Business Finance’s $12,500,000 debt to Generatriel€commercial Capital as well as the existing03,000 term loan between Capital One
and NTS. This financing supports the lending openatof NSBF; the change from a revolving loaneiort loan provided working capital for
NSBF as well. Future SBA lending operations willfbeded from internal sources while the SBA lenaled NTS pay down these loans o

the next five years. The Company guarantees tleeselbans.
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The Companys effective tax rate benefit for the three andsonth periods ended June 30, 2010 was 72% and Ii@s@ectively, based on 1

Company revising its effective tax rate during $eeond quarter of 2010 to reflect the utilizatidao NOL at NSBF for which a reserve had

previously been taken. Based on NSBF's currentexpeéécted performance, the Company believes theugfisient evidence to conclude that
it is more likely than not that such NOLs will bsad for the 2010 tax year.

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. BRilais currently attempting to raise additiofiahds and as a result, Newtskhterest may «
may not be diluted. If such dilution occurs, it nEause the investment to be impaired. It is unoegsthis time if the offering which has bec
will be completed and if the offering would havdilutive effect or otherwise reduce the value @& thvestment. As of June 30, 2010 the
Company believes the investment is recoverable.

The decrease in the Compasigash and cash equivalents from $12,581,000 @®@$000 at June 30, 2010 is primarily due to tisamgtion o
lending by the Company’s SBA lender for a third secutive quarter, the reduction in debt associatdtdNSBF and NTS, establishment of
restricted reserve accounts for such debt, andfeanf cash from Company operating to restrictapc® accounts. Overall, we believe that
throughout 2010 the Company has and will contimuenjoy improvements from increased revenues amtie¢nefit from the previous expense
reductions as well as the continuing cost culttiffigres in 2010.

The Company’s reportable business segment results:

The Company’s reportable segments are describbdt® 1 to the Unaudited Condensed ConsolidatechEiabStatements and their results of
operations for the three and six months ended 30n2010 and 2009 are discussed below.

Electronic Payment Processing

Three months
ended June 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Electronic payment processi $20,40: $16,88( $ 3,528 21%
Interest incom: 4 9 (5) (56%)
Total revenu 20,401 16,88¢ 3,51¢ 21%
Expenses
Electronic payment processing ca 17,24% 14,10° 3,14C 22%
Salaries and benefi 1,04¢ 991 55 6%
Professional fee 73 58 14 24%
Depreciation and amortizatic 397 42F (28) (7%)
Other general and administrative cc 27€ 247 29 12%
Total expense 19,03¢ 15,82¢ 3,21( 20%
Income before income tax $ 1,36¢ $ 1,06( $ 30¢ 29%

Three months ending June 30, 2010 and 2009:

Electronic payment processing revenue for the seqomrter increased $3,518,000 or 21% from theipusyperiod due to the impact of groy

in organic revenue of 22% while revenues from aeglportfolios decreased overall revenue growthdybetween periods due to merchant
attrition and other factors. The growth in orgamgenue was due to a combination of growth in pgsicg volumes, selective fee increases and
additions to services provided to our merchantsc&ssing volumes were favorably impacted by aresme in the average number of merct
under contract between periods of 9%. In additiwganic revenue between periods increased dueiteerase of approximately 9% in the
average monthly processing volume per merchantifdrease in the average monthly processing volpenenerchant is due in part to the
addition of several larger
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volume processing merchants as well as year-ovargmwth in processing volumes from existing margh. The remaining increase in
organic revenue is due to selective fee incregsag;ipally reflecting the pass through effect tenshants of corresponding fee increases by
both VISA® and Master Car®l , and the mix of servigew/ided to our merchants.

Electronic payment processing costs increased 308 or 22% 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 23% between periods.
Processing revenues less electronic payment plingessst (“margin”) declined approximately 1.0%rfrd.6.5% in 2009 to 15.5% in 2010 for
the same periods. A lower contribution to margomniracquired portfolios contributed .7% to the deelin margin. An increase in residual
payments made to certain high volume third-partysseeferral sources and the growth of such thady sales on a sales mix basis resultec
reduction of the margin by 2.1%. Partially offseftithe aforementioned factors were margin improvemwtaling approximately 1.8%. Such
margin improvements included negotiated cost redastwith the Company’s principal transaction pssw#, the introduction of new, higher
margin products and services, as well as rate asefor certain processing services. Margin oollardbasis increased by $384,000 period
over period.

Costs other than electronic payment processing tosteased $71,000 or 4% over the prior perioghrEa&ation and amortization costs
decreased $28,000 between periods as the requiewibusly acquired portfolio intangible assetsdyeing fully amortized between periods.
Remaining costs increased $99,000 principally st@mer service related costs to support the grawthe number of merchants served
between periods.

Income before income taxes increased $308,000,868)000 in 2010 from $1,060,000 in 2009. An inseem the dollar margin of operating
revenues less EPP processing costs due to thenesasted above coupled with a lower rate of in@eéaother expenses resulted in the
increase in income before income taxes betweeongeri

Six months
ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Electronic payment processi $39,16( $32,64: $6,51¢ 20%
Interest incom 1C 22 (12 (55%)
Total revenue 39,17( 32,66: 6,507 20%
Expenses
Electronic payment processing cc 33,11¢ 27,04¢ 6,071 22%
Salaries and benefi 2,12 2,12¢ 3 0%
Professional fee 161 114 47 41%
Depreciation and amortizatic 813 88t (72 (8%)
Other general and administrative cc 49¢ 46¢ 29 6%
Total expense 36,71¢ 30,64( 6,07¢ 20%
Income before income tax $ 2,452 $ 2,02: $ 42¢ 21%

Six months ending June 30, 2010 and 2009:

Electronic payment processing revenue increaseésD$800 or 20% between periods due to the impagtafith in organic revenue of 21%
while revenues from acquired portfolios decreaseztall revenue growth by 1% between periods duaéachant attrition and other factors.
The growth in organic revenue was due to a comionatf growth in processing volumes, selectiveifegeases, and additions to services
provided to our merchants. Processing volumes fes@ably impacted by an increase in the averageb®aun of merchants under contract
between periods of 7%. In addition, organic revenetsveen periods increased due to an increasepobdmately 10% in the average monthly
processing volume per merchant. The increase iatheage monthly processing volume per merchahiésin part to the addition of several
larger volume processing merchants as well as grener-period growth in processing volumes fronsrg merchants. The remaining
increase in organic revenue is due to selectivénfgeases, principally reflecting the pass throatjact to merchants of corresponding fee
increases by both VISA and Master Card , and theahservices provided to our merchants.
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Electronic payment processing costs increased $8)00 or 22% 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 hadfflet of increasing electronic payment processiogt by 23% between periods.
Processing revenues less electronic payment pliagessst (“margin”) declined approximately 1.7%rfrd.7.2% in 2009 to 15.5% in 2010 for
the same periods. A lower contribution to margomniracquired portfolios contributed .8% to the deelin margin. An increase in residual
payments made to certain high volume third-partysseeferral sources and the growth of such thady sales on a sales mix basis resultec
reduction of the margin by 1.9%. Partially offsegtithe aforementioned factors were margin improvemtotaling approximately 1.0%. Such
margin improvements included negotiated cost redastwith the Company’s principal transaction pssw#, the introduction of new, higher
margin products and services, as well as rate aseefor certain processing services. Margin oollardbasis increased by $448,000 period
over period.

Excluding electronic payment processing costs,rathsts increased only $7,000 between periods.daégiron and amortization costs
decreased $72,000 between periods as the requievibusly acquired portfolio intangible assetsdeing fully amortized between periods.
Remaining costs increased $79,000 and included®@Gpr a consulting project as to the efficacyiwf operations of the segment with the
remainder of the increase related to a growth gtaaer service related costs to support growthemtumber of merchants served between
periods.

Income before income taxes increased $429,000,4532000 in 2010 from $2,023,000 in 2009. An inseel the dollar margin of operating
revenues less EPP processing costs due to thenseasted above coupled with only a slight incréasgther expenses resulted in the increase
in income before income taxes between periods.

Web Hosting
Three months
Ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Web hosting $4,812 $4,70z $ 11C 2%
Interest incom 2 5 (3 (60)%
Total revenue 4,81¢ 4,707 107 2%
Expenses
Salaries and benefi 1,25( 1,24~ 5 — %
Interest 28 33 (5) (15)%
Professional fee 12E 28 97 34€%
Depreciation and amortizatic 467 762 (295) (39)%
Other general and administrative cc 1,75( 1,722 28 2%
Total expense 3,62( 3,79( (170) (4)%
Income before income tax $1,19¢ $ 917 $ 277 30%

Three months ended June 30, 2010 and 2009:

This segment derives revenue primarily from montelyurring fees from hosting websites, includingntihty plans for shared hosting,
dedicated servers and virtual instances. Web tpstivenue between periods increased $110,000, pta?$4,812,000 for the three months
ended June 30, 2010 over the same period in 208%dmproved revenue per plan, organic growthastéd virtual instances, and sales of
custom website development services. NTS salesgions and service and plan enhancements failddwte growth in plans but did help to
improve revenue.

The increase in revenue reflects an increase irageejuarterly revenue per plan of 9% to $78.261$71.54 offset by a decrease in the
average number of total plans by 4,242 for theetimenths ended June 30, 2010 as compared to theeaiod in 2009, or 7%, to 61,485 fr
65,727. Improvement in revenue per plan primaefjects the growth in virtual instances and custengeavitating towards highemd service
combined with additional options and services. aherage number of dedicated server plans for tiee tnonths ended June 30, 2010, which
generate a higher monthly fee versus shared hoslkams, increased by 32 between periods, or 1%n taverage of 2,203 from an average of
2,171 for the same period in 2009. The
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average number of shared hosting plans decrea3&8,4r 7%, to 59,092 for the three months endee 30, 2010, from 63,410 for the same
period in 2009; the reduction in shared plans witlreplacement with new revenue streams has beeaingg on revenue growth. The average
number of virtual instance plans increased 4298620 189 for the three months ended June 30,,Z284 147 for the same period in 2009.
Current economic conditions, although startingnpriove, and increased competition from other wediihg providers as well as alternative
website services continue to have a negative effieqian count growth.

Total segment expenses decreased by 4%, or $17f@00® three months ended June 30, 2010 ovesaire period a year earlier. The
majority of the decrease between periods reflediscaease in depreciation and amortization of $band a decrease in interest expense of
$5,000 partially offset by an increase in otherggahand administrative costs of $28,000 mainly @u&n increase in utility costs, an increase
in salaries and benefits of $5,000, and an increapeofessional fees of $97,000. The $295,000ek=® in depreciation and amortization was
primarily due to the intangible assets (the customeeount and non-compete covenant from the timaeqiiisition) being fully amortized as of
June 30, 2009 and the slowing of capital expenelitas a result of more efficient use of the exgstiquipment within the datacenter. The
increase of $97,000 in professional fees was dirgteer legal and consulting fees for the three ti®ended June 30, 2010 due primarily to
litigation related to the termination of a formease.

Income before income taxes increased 30% or $20%®®1,194,000 for the three months ended Jun2@® from $917,000 for the same
period in 2009. The improvement in profitabilityimparily resulted from the increase in web site pleavenue combined with a decrease in total
expenses.

Six months
ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Web hostincg $9,601 $9,37¢ $ 227 2%
Interest incomt 3 8 (5) (63)%
Total revenue 9,604 9,382 222 2%
Expenses
Salaries and benefi 2,66¢ 2,43( 23€ 10%
Interest 46 67 (22) (B)%
Professional fee 26¢ 10¢ 16C 147%
Depreciation and amortizatic 957 1,55¢ (597) (38)%
Other general and administrative cc 3,54( 3,38¢ 151 1%
Total expense 7,47¢ 7,54¢ (71) (D)%
Income before income tax $2,12¢ $1,83¢ $ 29¢ 16%

Six months ended June 30, 2010 and 2009:

Web hosting revenue between periods increased 22,7or 2%, to $9,601,000 for the six months entlgte 30, 2010 over the same period in
2009 due to improved revenue per plan, organic firmivhosted virtual instances, and sales of custesite development services. NTS s
promotions and service and plan enhancements failddve growth in plans but did help to improesenue.

The increase in revenue reflects an increase irageeanonthly revenue per plan of 14% to $26.83 f5@28.57 offset by a decrease in the
average number of total plans by 4,242 for thersiaths ended June 30, 2010 as compared to thepeiod in 2009, or 6%, to 62,026 from
66,268. Improvement in revenue per plan primaefjects the growth in virtual instances and custengeavitating towards highemd service
combined with additional options and services. @herage number of dedicated server plans for thmeinths ended June 30, 2010, which
generate a higher monthly fee versus shared hoslamg, decreased by 3 between periods, or leasl#ta to an average of 2,203 from an
average of 2,206 for the same period in 2009. Teeage number of shared hosting plans decreaséd,fHB7%, to 59,639 for the six months
ended June 30, 2010, from 63,941 for the samegaria009; the reduction in shared plans withoptaeement with new revenue streams has
become a drag on revenue growth. The average nushbetual instance plans increased 63, or 5294,84 for the six months ended June 30,
2010, from 121 for the same period in 2009. Curesminomic conditions, although starting to imprcaued increased competition from other
web hosting providers as well as alternative welsirvices continue to have a negative effect an pbunt growth.
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Total segment expenses decreased by 1%, or $7f0006 six months ended June 30, 2010. The mgjofithe decrease between periods
reflects a decrease in depreciation and amortizatié597,000 and a decrease in interest expers210000, partially offset by an increase in
other general and administrative costs of $151,8A80ncrease in salaries and benefits of $236890an increase in professional fees of
$160,000. The $597,000 decrease in depreciatiorammudtization was primarily due to the intangib$sets (the customer account and non-
compete covenant from the time of acquisition) gdully amortized as of June 30, 2009 and the stgvaf capital expenditures as a result of
more efficient use of the already existing equiphwithin the datacenter. The increase of $160,006rdfessional fees was due to higher
litigation related legal and consulting fees fog 8ix months ended June 30, 2010. The increasthém general and administrative costs was
primarily due to a $107,000 increase in rent aildias, a $35,000 increase in processing cos§85000 increase in licenses and permits, a
$4,000 increase in office and other costs and g08R9ncrease in bad debt expense. The increagesoffeet in part by a $19,000 decrease in
internet and communications expenses, a resuétrefgotiations of internet and telephone contractd,an approximate decrease of $40,000 in
marketing costs. Salaries and benefits increasg6,80 for the six months June 30, 2010 due tofiism®sts increasing by $63,000 and as a
result of headcount having grown at a higher rtaé® trevenue growth primarily in the first quariduring the second quarter 2010 management
has reduced headcount in order to lessen salariebenefits expense throughout the rest of the year

Income before income taxes increased 16% or $203®®2,126,000 for the six months ended June @D) 2rom $1,833,000 for the same
period in 2009. The improvement in profitabilityimparily resulted from the increase in web site pleavenue combined with a decrease in total
expenses.

Small Business Finance

Three months
ended June 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Premium incom¢ $ 192 $ 137 $ 56 41%
Servicing fee 673 424 24¢ 59%
Interest incom: 36€ 37¢€ (20 (3)%
Management fee 14¢€ 14¢€ — — %
Other income 565 481 84 17%
Total revenu 1,945 1,56¢ 37¢ 24%
Net change in fair market value
Liability on SBA loans transferred, subject to piem recourse 1,047 — 1,047 — %
Expenses
Salaries and benefi 857 70t 152 22%
Interest 41% 374 39 10%
Management fee 11& 11& — — %
Professional fee 122 88 34 39%
Depreciation and amortizatic 194 243 (49 (20)%
Provision for loan losse 401 50¢ (10¢) (21)%
Other general and administrative cc 331 27¢ 53 19%
Total expense 2,43: 2,312 121 5%
Income (loss) before income tax $ 557 $ (74¢) $1,30¢ 174%
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Three months ended June 30, 2010 and 2009:

Revenue is derived primarily from premium incomagrated by the sale of the guaranteed and ungeaapbrtions of SBA loans. The
implementation of ASC Topic 860, “Transfers andv8=ing,” which became effective January 1, 201G; Halayed the recognition of premium
income. Additionally, the Company derives revermaaf interest income on SBA loans held for investinservicing fee income on the
guaranteed portions of SBA loans previously sadyising income for loans originated by other lersdier which NSBF is the servicer, and
financing and billing services, classified as otimeome above, provided by Newtek Business CréNiBC”). Most SBA loans originated by
NSBF charge an interest rate equal to the Prineeplats an additional percentage amount; the irteaés resets to the current Prime rate
monthly or quarterly basis, which will result inazfges to the amount of interest accrued for thaitmand going forward and a agnortizatior
of a loan’s payment amount until maturity.

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

form 1086 and retains the unguaranteed principalguoin its own portfolio. SBA form 1086 requiress part of the transferarrepresentatior
and warranties, that the transferor repay any prammeceived from the transferee if either the SE&) Toan borrower prepays the loan within
90 days of the transfer settlement date or failnate one of its first three loan payments afterdttlement date in a timely fashion and then
proceeds to default within 275 days of the settlendate. Under ASC Topic 860, “Transfers and Sémgi¢ effective January 1, 2010, such
recourse precludes sale treatment of the transffguaranteed portions during this warranty periather NSBF is required to account for this
as a financing arrangement with the transfereell that warranty period expires such transferrech$oare classified as “SBA loans transferred,
subject to premium recourse” with a matching ligpilLiability on SBA loans transferred, subject poemium recourse.” The Company values
the liability based on the probability of paymentem the Company'’s history of returning premiurre transferee will receive 100% of the
guaranteed portion from either the borrower orSB& and approximately 3% of the premium amount ftbemnCompany in instances of
default or prepayment during the warranty periduisTalculation resulted in the recognition of 200 for the three months ended June 30,
2010. At the expiration of the warranty period, sade of the guaranteed portions of these loamgeliss the corresponding gain is recognized
into premium income, and the asset and liabilitjnelated. Recognition is estimated to occur fromd8@s of settlement date, which for some
of the loans sold in the first quarter 2010 begath@end of the second quarter. Recognition regult the realization of the premium income,
described more fully below, as well as a correspandecrease in the FAS166 Secured Borrowing femmarter of $199,000 resulting in a net
fair value adjustment of $1,047,000 for the quaetading June 30, 2010.

As a continuing result of the implementation of AB@pic 860, the Company recognized $193,000 in prenincome for the second quarter
ended June 30, 2010 for four guaranteed loan tatiding $2,422,000 where the warranty period esgitAlso during these three months, the
Company transferred 27 guaranteed loans aggredbtin$34,000; however, as discussed above, thgmémm of the revenue from these
transfers are delayed into future periods untildhle is recognized. Premium income for the threaths ended June 30, 2009 totaled
$137,000, resulting from one guaranteed loan sgieegating $1,500,000 and recognized under predoagunting treatment. As a result of
the dislocation in the secondary market duringetfudy part of 2009, NSBF stopped originating neant® Improving secondary market
conditions and changes to the SBA 7(a) loan progratime 2nd quarter 2009 permitted NSBF to begin ilegpégain, although the temporary
nature of its lending line with GE at that time sad management to limit the amount of loans NSB&ema

Servicing fee income related to SBA loans incredse#i249,000 due primarily to the addition of seimj income associated with the FDIC
contract, which totaled $165,000 for the three mesmnded June 30, 2010; there was no correspoR@ifg income in the prior quarter.
Additionally, the average NSBF servicing portfolizreased from $126,356,000 for the quarter ended 30, 2009 to $137,406,000 for the
three months ended June 30, 2010 reflecting NSBfiswed loan originations starting in the fourttager of 2009.

Total interest income decreased by $10,000 fogtteter due to a reduction in the average outstgnoérforming portfolio of SBA loans held
for investment from $22,822,000 for the three merghded June 30, 2009 to $20,179,000 in the sequoartier of 2010. This portfolio
contraction resulted in a decrease of $40,000tarést income. An additional $70,000 reductiomireiest income was recognized in the
second quarter of 2010 as a result of previousgrEized interest income being reversed as a refldans being transferred into nonperforn
status. This was partially offset by the recogmitod $99,000 in interest income recognized on tlaa$ transferred, not yet sold under ASC

Other income increased by $84,000 due primarilpéoaddition of consulting income associated with EDIC contract, which totaled
$121,000. This increase was partially offset byuridns in late payment and other loan-relatedrimeat NSBF as well as a reduction in
billing services revenue earned by Newtek Busit@sslit. The average number of billing service costs decreased by 6 from an average of
80 to an average of 74 during the three monthsceddee 30, 2009 and 2010, respectively.
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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 guarahpestions sold via SBA regulated secondary matriegtsactions as financings during the
duration of the premium warranty period. As diseasabove, contemporaneous with the implementatierfCompany elected to fair value the
new liability. As a result, the Company recognizeglain of $1,246,000, which was reduced by $199{60the recognition of four loan sales
the quarter ended June 30, 2010. This net gajrigt$1,047,000, resulted from the reduction efwthlue of the liability based on its econo
likelihood of repayment.

Salaries and benefits increased by $152,000 ati@uhlistaff was added in the originating, servicand liquidation departments in connection
with the resumption of lending that began in thedtiquarter of 2009. Payroll expense at NBC de@éedry $11,000 for the three months ended
June 30, 2010 as compared with the prior quartarrasult of management reduction in headcountefemployee. The Company believes it
has adequate staff to maintain operations at NB@edisas service its portfolio and originate loadNSBF. The combined average headcount
for the quarter increased by 42% from 31 at Jun€809, to 44 at June 30, 2010.

During the second quarter 2010, NSBF paid offiite vith GE and initiated a $12,500,000 new teramlavith Capital One. After deducting
amortization of deferred financing costs associatihd the lines of credit held by NSBF and NBC &B$000 for the three months ended
June 30, 2009 and the amortization of deferrechfimay costs of $54,000 and the interest expen$8®000 associated with the secured
borrowings under ASC 860 for the three months erlded 30, 2010, interest expense decreased froB)@ZBto $260,000 for the same
periods, respectively. This decrease was due pitintarthe average combined debt outstanding by R8Bd NBC decreasing from
$17,660,000 to $16,172,000 quarter over quartez.deétrease in amortization of deferred financingg<tor the quarter ended June 30, 2010,
was due to the extension of the GE line of creddar the Fifth Amendment in July 2009 through M@t @ which extended the amortization
period of the remaining asset.

Professional fees for the three months ended Jon203.0 increased by $34,000 as a result of aedserin consulting and accounting
expenses, which was partially offset by a decr@akzgal expense.

Consideration in arriving at the provision for loass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dhelr@ollateral as well as current economic cond&i While the quarterly provision for loan
loss decreased by $108,000 quarter over quartereterve for loan losses as compared to the govdslio balance remained relatively
constant decreasing from $3,756,000 or 12.7% a 3002009 to $3,698,000 or 12.6% at June 30, 2Ddf@l impaired non-accrual loans at
June 30, 2009 and June 30, 2010, amounted to $0®&nd $8,666,000, respectively, with $2,738.8088.4% and $2,713,000 or 31.3% of
the allowance for loan losses being allocated againch impaired non-accrual loans, respectivdig yiear over year increase in non-
performing loans reflects the effects the recessamhad on NSBF’s borrowers and the borrowergtassmderlying the loans in addition to
NSBF carrying a higher retained balance in loaigirated in more recent years as compared to thogmated prior to 2007 as a result ¢
shutdown in the unguaranteed sale market We befi@tealthough the economic situation has improwddch should result in the stabilizati
of the amount of impaired non-accrual loans, wenoapredict when the allowance for loan losses iwifprove.

Other general and administrative costs increasefbBy000 due primarily to an adjustment made tacedorce placed insurance expense in
the three months ended June 30, 2009. Additionialtyeases in loan servicing costs, rent and ieslitvere offset by reductions in bank service
charges and loan recovery expenses for the quartierd June 30, 2010.

The resumption of loan originations and transfer8010 with the 90% guaranty percentage, the axiditio servicing and consulting income
from the NSBF portfolio and the FDIC contracts, &mel adoption of fair value accounting for the liiép created in accordance with ASC
Topic 860, restored segment operations to a groftie current quarter as opposed to a loss ipteeious year's quarter.
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Six months
ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Premium incom $ 19¢ $ 582 $ (389 (67)%
Servicing fee 1,12¢ 82t 304 37%
Interest incomt 70z 79€ (94) (12)%
Management fee 293 293 — — %
Other income 94¢ 911 37 4%
Total revenue 3,26¢ 3,401 (142) (D%
Net change in fair market value
Liability on SBA loans transferred, subject to prem recourse 2,02¢ — 2,02¢ — %
Expenses
Salaries and benefi 1,652 1,447 20t 14%
Interest 74€ 79z (46) (6)%
Management fee 23C 23C — — %
Professional fee 262 15¢ 104 66%
Depreciation and amortizatic 40€ 472 (66) (14)%
Provision for loan losse 853 93¢ (80) (9%
Other general and administrative cc 69t 71€ (22) )%
Total expense 4,844 4,74¢ 96 2%
Income (loss) before income tax $ 447 $(1,34)) $1,78¢ 132%

For the six months ended June 30, 2010 and 2009:

The Company recognized $193,000 in premium incamnéhie six months ended June 30, 2010 for fourapteed loan sales totaling
$2,422,000 where the warranty period expired. Alisong these six months, the Company transferreguédanteed loans aggregating
$23,536,000; however, as discussed above, theniiwogof the revenue from these transfers is dedapto future periods until the sale can be
recognized. Premium income for the six months erlde 30, 2009 totaled $582,000, resulting frongddranteed loan sales aggregating
$8,802,000. As a result of the dislocation in teeandary market during 2009, the premium on theagueed loans sold dropped to par and the
servicing component increased to over 3.4% dutieditst six months. In order to more appropriateljue the servicing asset, in 2009 the
Company applied a discounted cash flow model, whisgs valuation techniques to convert future ansoumé single present amount and is
based on the value indicated by current marketeaagiens about those future amounts. The premiumeeaduring the second half of 2009 is
reflective of this valuation method of the newlpated servicing assets. In 2010 the Company rel/beek to the strip multiple method.

Servicing fee income related to SBA loans incredse#i304,000 due primarily to the addition of seiwy income associated with the FDIC
contract, which totaled $230,000 for the six morghded June 30, 2010; there was no FDIC incomigeicadrresponding six month period in
2009. Additionally, the average NSBF servicing fait increased from $127,319,000 for the six menghded June 30, 2009 compared to
$132,352,000 for the current six month period ey NSBF's renewed loan originations startinghia fourth quarter of 2009.

Interest income decreased by $123,000 due to atiedun the average outstanding performing poigfof SBA loans held for investment
from $24,277,000 for the six months ended Jun€809 to $20,140,000 in the first half of 2010. Atdaional $70,000 reduction in interest
income was recognized during the first six month20d10 as a result of previous recognized inteéresime being reversed as a result of loans
being transferred into nonperforming status. Tleisrdase was partially offset by the recognitio8@d,000 in interest income recognized or
loans transferred, not yet sold under ASC 860 dyittire first six months of 2010.

Other income increased by $37,000 due primarilj¢oaddition of consulting income associated with EDIC contract, which totaled
$137,000. This increase was partially offset byumidns in late payment and other loan-relatednmeat NSBF as well as a reduction in
billing services revenue earned by Newtek Busit@sslit. The average number of billing service costs decreased by 7 from an average of
82 to an average of 75 during the respective ffiabtes of 2009 and 2010.
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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 guarahpestions sold via SBA regulated secondary matriegtsactions as financings during the
duration of the premium warranty period. As diseasabove, contemporaneous with the implementafiét8€ Topic 860, the Company
elected to fair value the new liability. As a rdsthe Company recognized a gain of $2,026,000 fifeerreduction of the value of the liability
based on its economic likelihood of repayment efgghemium under the warranty.

Salaries and benefits increased by $205,000 ati@uhlistaff was added in the originating, servicand liquidation departments of NSBF in
connection with the resumption of lending that regethe third quarter of 2009. Payroll expensBRC remained constant decreasing by less
than $5,000 during the first six months ended Bhe2010. The Company believes it has adequatetstafaintain operations at NBC as well
as service its portfolio and originate loans at RSBhe combined average headcount for the six mpatiods increased by 27% from 33 at
June 30, 2009, to 42 at June 30, 2010.

During the second half of 2010, NSBF paid off iteelwith GE and initiated a $12,500,000 new teranlaith Capital One. After deducting the
amortization of deferred financing costs associatith the lines of credit held by NSBF and NBC aB$,000 for the six months ended

June 30, 2009 and $125,000 for the six months edded 30, 2010 along with the interest expens®8f0R0 associated with the secured
borrowings under ASC 860 for the six months endet B0, 2010, interest expense decreased from@ER6 $522,000 for the same peric
respectively. This decrease was due primarily éoaberage combined outstanding debt by NSBF and 8&&@asing from $17,946,000 to
$15,088,000 for the six months ended June 30, 2682010, respectively. The decrease in amortizatiaeferred financing costs for the six
months ended June 30, 2010, was due to the exteoktbe GE line of credit under the Fifth AmendmienJuly 2009 through May 2010
which extended the amortization period of the rerimg asset.

Professional fees for the six months ended Jun2@0) increased by $104,000 as a result of anaseren consulting and accounting expen
which was partially offset by a decrease in legglemse. The increase in consulting and accountipgreses was mainly due to obtaining a
rating from the S&P on our loan servicing operasiamd additional professional fees associated twétpayoff of the line with GE.

Consideration in arriving at the provision for loass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dhner@ollateral as well as current economic coad#i While the provision for loan loss
decreased by $80,000 for the six month period eddad 30, 2010, the reserve for loan losses asamuo the gross portfolio balance
remained constant decreasing minimally from $3,088,0r 12.7% at June 30, 2009 to $3,698,000 o4 a6June 30, 2010. Total impaired
non-accrual loans at June 30, 2009 and June 30, 2@iounted to $7,126,000 and $8,666,000, respgdgtiwith $2,738,000 or 38.4% and
$2,713,000 or 31.3% of the allowance for loan ledssing allocated against such impaired non-actwaak, respectively. The year over year
increase in non-performing loans reflects the efftite recession has had on NSBF’s borrowers antdirowers’ assets underlying the loans.
We believe that although the economic situationitmsoved, which should result in the stabilizatmfrthe amount of impaired non-accrual
loans, we cannot predict when the allowance fon loases will decrease.

Other general and administrative costs decreas&2by00 due to a reduction in loan recovery expemgich included a $102,000 write-
down on foreclosed property and a $10,000 lossigpodal of owned property in the prior period. Thdscreases were partially offset by
increases in loan servicing costs and rent antiiegiffor the quarter ended June 30, 2010.

While premium and interest income decreased fosithenonths ended June 30, 2010, the resumptitmeoforiginations with the 90%
guaranty percentage, the additions to servicingcamdulting income from the NSBF portfolio and E®IC contracts, and the adoption of fair
value accounting for the liability created in actamce with ASC Topic 860 resulted in a return wfipability for the first half of 2010.

Capcos

As described in Note 3 to the condensed consolidétancial statements, effective January 1, 2808 Company adopted fair value
accounting for its financial assets and finangailities concurrent with its election of the fai@lue option for substantially all credits in liet
cash, notes payable in credits in lieu of cashpegaid insurance. These are the financial asadttabilities associated with the Company’s
Capco notes that are reported within the CompaBgjsco segment. The
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tables below reflect the effects of the adoptiofiadfvalue measurement on the income and expéeses iincome from tax credits, interest
expense and insurance expense) related to theieglihancial assets and liability for the thred aix months ended June 30, 2010 and 2009.
In addition, the net change to the revalued finalne$sets and liability for the three and six merghded June 30, 2010 and 2009 is reported in
the line “Net change in fair market value of Credit lieu of cash and Notes payable in creditsein bf cash” on the condensed consolidated
statement of operations.

Three months
Ended June 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Income from tax credit $ 55€ $ 2,714 $(2,15¢) (80)%
Interest incomt 39 19 20 105%
Other income 1 — 1 — %
Total revenu 59€ 2,73¢ (2,137%) (78)%
Net change in fair market value
Credits in lieu of cash and Notes payable in cseiditieu of casl 13 473 (460) (9%
Expenses
Interest 577 3,197 (2,620 (82)%
Management fee 55k 947 (392) (4)%
Professional fee 68 143 (75) (52)%
Other than temporary decline in value of investra — 15¢ (15§) (100)%
Other general and administrative cc 75 (17¢€) 251 145%
Total expense 1,27¢ 4,26¢ (2,999 (70)%
Loss before income tax: $ (66€) $(1,063) $ (397) (37)%

Three months ending June 30, 2010 and 2009:

Revenue is derived primarily from non-cash inconoenftax credits. The decrease in second quartdd 89 nue versus the second quarter
2009 reflects the effect of the lower interest taed under fair value accounting. The amount wfréuincome from tax credits revenue will
fluctuate with future interest rates. However, ofegure periods through 2016, the amount of taxli¢cseand therefore the income the Company
will recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees decréb®edr $392,000, to $555,000 for
the three months ended June 30, 2010 from $94700@Be same period ended 2009. Management fedshwahe eliminated upon
consolidation, are expected to decline in the fuas the Capcos mature and utilize their castresttexpense decreased 82%, or $2,620,0
$577,000 for the three months ended June 30, 2000$3,197,000 as a result of the lower interestuaed under the fair value accounting
the period. The $251,000 increase in other gemer@dladministrative costs is due to the returnechjpne on a Capco insurance policy for
$250,000 during the second quarter 2009 which doesecur in 2010.

The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco segmiénontinue to incur losses going
forward. The Capcos will continue to earn cash stmeent income on their cash balances and incurroastagement fees and operating
expenses. The amount of cash available for invedtared to pay management fees will be primarilyeshefent upon future returns generated
from investments in qualified businesses. Incornenftax credits will consist solely of accretiontbé discounted value of the declining dollar
amount of tax credits the Capcos will receive im filiture; the Capcos will continue to incur nonkcaderest expense.
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Six months
ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Income from tax credit $ 1,302 $ 4,25( $(2,94¢) (69)%
Interest incom 68 61 7 11%
Other income 6 — 6 — %
Total revenue 1,37¢ 4,311 (2,93%) (68)%
Net change in fair market value
Credits in lieu of cash and Notes payable in cegditieu of casl 174 1,01( (83€) (83)%
Expenses
Interest 1,492 5,26( (3,76%) (72)%
Management fee 1,28 1,827 (540 (30)%
Professional fee 178 29t (122) (40)%
Other than temporary decline in value of investra 6 15¢ (152) (96)%
Other general and administrative cc 15¢ (52 211 40€%
Total expense 3,117 7,48¢ (4,370 (58)%
Loss before income tax: $(1,56%) $(2,16%) (600) (28)%

Six months ending June 30, 2010 and 2009:

Revenue is derived primarily from non-cash inconoanftax credits. The decrease in revenue for thensinths ended June 30, 2010 versus the
same period in 2009 reflects the effect of the lointerest rate used under fair value accountifge @mount of future income from tax credits
revenue will fluctuate with future interest ratelmwever, over future periods through 2016, the amho@itax credits, and therefore the income
the Company will recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees decrgd®gdr $540,000, to $1,287,000 for
the six months ended June 30, 2010 from $1,827@0Me same period ended 2009. Management feeshwahe eliminated upon
consolidation, are expected to decline in the fifas the Capcos mature and utilize their cashresttexpense decreased 72%, or $3,768,0
$1,492,000 for the six months ended June 30, 2@t0 $5,260,000 as a result of the lower interest uged under the fair value accounting for
the period. The $211,000 increase in other geme@dladministrative costs is due to the returnethjune on a Capco insurance policy for
$250,000 during the six months ended June 30, 200¢h does not recur in 2010.

The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco segmiénontinue to incur losses going
forward. The Capcos will continue to earn cash stweent income on their cash balances and incurmastagement fees and operating
expenses. The amount of cash available for invedtared to pay management fees will be primarilyeshelent upon future returns generated
from investments in qualified businesses. Incoreftax credits will consist solely of accretiontbé discounted value of the declining dollar
amount of tax credits the Capcos will receive i filiture; the Capcos will continue to incur nonkcagerest expense.
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All Other
The All other segment includes revenues and exggmémarily from Newtek Insurance Agency, LLC angilified businesses that received
investments made through the Company’s Capcos vdaichot be aggregated with other operating segments

Three months
Ended June 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Interest incomu $ 36 $ 12 $ 24 20C%
Insurance commissior 204 217 (13 (6)%
Other income 142 1,091 (949) (87)%
Total revenu 382 1,32( (93§) (71)%
Expenses
Salaries and benefi 39¢ 40z 4 (D)%
Professional fee 45 46 @ (2%
Depreciation and amortizatic 33 32 1 3%
Other general and administrative cc 121 28t (164) (58)%
Total expense 597 765 (16€) (22)%
(Loss) income before income ta> $(215) $ 55E $ (770 (139)%

Three months ending June 30, 2010 and 2009:

The revenue decrease of $938,000 is primarily dube decrease in other income of $949,000 ine¢kersd quarter of 2010 as compared to the
second quarter of 2009: the second quarter of 20(%/ed a one-time $1,000,000 recovery of an imzest previously written off that did not
recur in the second quarter of 2010. Interest ireamreased as a result of an increase in cashastdequivalents during the second quarter of
2010 as compared with the second quarter of 20@@rance commissions decreased 6%, or $13,00the&dhree months ended June 30, 2!

Salaries and benefits, professional fees and dieyiicet and amortization remained flat period overipd. Other general administrative costs
decreased by $164,000, or 58% to $121,000 forebersl quarter ended June 30, 2010, as compar@85aR0 for 2009 mainly due to the
second quarter of 2009 reflecting a writi-of insurance agency receivables and a redudtidine insurance agency software maintenance
in the second quarter of 2010.

Six months
Ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Interest incomt $ 47 $ 28 $ 19 68%
Insurance commissior 412 417 (5) (D)%
Other income 26C 1,261 (1,007 (79%
Total revenue 71¢ 1,70¢ (987) (58)%
Expenses
Salaries and benefi 801 894 (93 (10)%
Professional fee 10z 12t (23 (18)%
Depreciation and amortizatic 78 62 16 26%
Other general and administrative cc 301 474 (173) (36)%
Total expense 1,282 1,65¢ (273) (18)%
(Loss) income before income tay $ (56%) $ 151 $ (719 (473)%
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Six months ending June 30, 2010 and 2009:

The revenue decrease of $987,000 is primarily dubd decrease in other income of $1,001,000 stk months ended June 30, 2010 as
compared to the comparable period 2009, primartly @ a one-time $1,000,000 recovery in 2009 ahaestment previously written off that
has not recurred in 2010. Interest income increaselresult of an increase in cash and cash dgunisalnsurance commissions remained flat
period over period.

Salaries and benefits decreased by $93,000, orta(&01,000 for the six months ended June 30, 284 8pmpared to $894,000 for same
period 2009, as a result of management’s costnguitiitiatives in the insurance agency and othdéties mainly during the first quarter 2010.
Professional fees declined by $23,000, or 18% G2%I00 for the six months ended June 30, 2010 mpaced to $125,000 for 2009. Other
general administrative costs decreased by $173@®5% to $301,000 for the six months ended Jn@B10, as compared to $474,000 for
2009, primarily due to a one-time adjustment aneldaiction in software maintenance costs in therarsze agency as a result of a software
conversion.

Corporate activities

The Corporate activities segment implements busistrategy, directs marketing, provides technolmggrsight and guidance, coordinates and
integrates activities of the other segments, cotgraith alliance partners, acquirers customer dppdies and owns our proprietary
NewTracker™ referral system and all other intelleciproperty rights. This segment includes reveanckexpenses not allocated to ol
segments, including interest income, Capco managef@e income and corporate operations expenses.

Three months
ended June 30:

(In thousands): 2010 2009 $ Change % Change
Revenue
Management fee $ 524 $ 9le $ (392 (43)%
Interest incom 5 9 4 (44)%
Other income 3 — 3 — %
Total revenue 532 92k (393) (42)%
Expenses
Salaries and benefi 1,14z 1,15¢ (11) (D)%
Professional fee 391 574 (183) (32)%
Depreciation and amortizatic 81 112 (32) (28)%
Other general and administrative cc 641 581 6C 10%
Total expense 2,25¢ 2,421 (165) (7)%
Loss before income tax: $(1,729) $(1,496) $ (22§) (15)%

Three months ended June 30, 2010 and 2009:

Revenue is derived primarily from management fegsexl from the Capcos which declined 43%, or $382, $524,000 for the three mor
ended June 30, 2010 from $916,000 for the secoadeaquwf 2009. Management fees, which are elimthafgon consolidation, are expected to
continue to decline in the future as the Capcosureand utilize their cash. If a Capco does notehawrent or projected cash sufficient to pay
management fees, then such fees are not accrued.

Expenses declined $165,000, or 7%, in the secoadequof 2010 from the comparable period in 20G8ages and benefits decreased $11,000
or 1% to $1,143,000 for the second quarter of 28 6ompared to $1,154,000 for the same period e2@@el Professional fees decreased
$183,000, or 32%, during the three months ended 30n2010 due to the Company exploring variousrfaing and restructuring alternatives
in 2009 that resulted in significant one-time pesienal fees for the three months ended June 89, Zither general and administrative costs
increased $60,000 or 10% to $641,000 for the seqoader of 2010 as compared to $581,000 for theegzeriod ended 2009.
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Six months
ended June 30:
(In thousands): 2010 2009 $ Change % Change
Revenue
Management fee $ 1,22« $ 1,76« $ (540 (31)%
Interest incom 13 12 1 8%
Other income 3 9 (6) (67)%
Total revenue 1,24(C 1,78t (545) (B)%
Expenses
Salaries and benefi 2,43¢ 2,39: 46 2%
Professional fee 64€ 1,13¢ (493) (43)%
Depreciation and amortizatic 171 234 (63) 2N%
Other general and administrative cc 1,23¢ 1,371 (132) (10)%
Total expense 4,49¢ 5,137 (642) (12)%
Loss before income tax: $(3,25%) $(3,357) $ (97 (3)%

Six months ended June 30, 2010 and 2009:

Revenue from management fees earned from the Capctined 31%, or $540,000, to $1,224,000 for theronths ended June 30, 2010 from
$1,764,000 for the comparable period 2009. Managefees, which are eliminated upon consolidatioa,expected to continue to decline in
the future as the Capcos mature and utilize tteghclf a Capco does not have current or projesst sufficient to pay management fees, then
such fees are not accrued.

Expenses declined $642,000, or 12%, for the sixthsoanded June 30, 2010 from the comparable parip@09. Salaries and benefits
increased $46,000 or 2% to $2,439,000 for the sirthis ended June 30, 2010 as compared to $2,3900@& same period ended 2009.
Professional fees decreased $493,000, or 43%hédosik months ended June 30, 2010 from the comigapabiod in 2009 due to the Company
exploring various financing and restructuring altgives in 2009 that resulted in significant omaetiprofessional fees for the six months ended
June 30, 2009. Other general and administratives cecreased $132,000 or 10% to $1,239,000 as cethfmm$1,371,000 for the six months
ended June 30, 2009 mainly due to decreases inutdiites, maintenance and telephone costs.

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tvgative months are anticipated to be funded prilp#nrough operating results and availe
cash and cash equivalents. In April 2010, the Cawptosed two five year term loans aggregating 333,000 with Capital One, N.A. which
refinanced Newtek’s SBA lender’s $12,500,000 delBE as well as the existing $2,083,000 term laatween Capital One and NTS.
Previously the SBA lender utilized the GE debt tiginate and warehouse the guaranteed and ungeadapbrtions of SBA loans. Under the
new Capital One term loan, all loan repayment pedseare used to reduce the outstanding indebtednddfie SBA lender will fund its cash
requirements through available cash and cash dguigasupplemented as needed by the cash resaimdesvtek. The receivables financing
unit utilizes a $10 million line of credit providdxyy Wells Fargo Bank to purchase and warehousévadales. There are no cross covenants or
collateralization between the Wells Fargo lendiagjlity and the Capital One term loans. The avditgtof the Wells Fargo line of credit and
the performance of the Capital One term loans @abgest to compliance with certain covenants anthteral requirements as set forth in their
respective agreements, as well as limited resiriston distributions or loans to the Company byréspective debtor, none of which are
material to the liquidity of the Company. The Compguarantees these loans for the subsidiariestal&me for the amount borrowed and
Wells Fargo for up to $800,000. As of June 30, 2046 Company’s unused sources of liquidity coeslistf $7,790,000 in unrestricted cash
and cash equivalents and $459,000 available thrthegkVells Fargo line of credit.

Restricted cash totaling $9,380,000, which is prilpdeld in the Capcos, can be used in managingagerating the Capcos, making qualified
investments, to repay debt obligations, and forpdagment of taxes on capco income.
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In summary, Newtek generated and used cash asviollo
(Dollars in thousands)

For the six
months ended
June 30,
2010 2009

Net cash (used in) provided by operating activi $(2,117) $ 4,64¢
Net cash (used in) provided by investing activi (4,259 2,33
Net cash provided by (used in) financing activi 1,57¢ (5,244
Net (decrease) increase in cash and cash equis (4,79 1,742
Cash and cash equivalents, beginning of pe 12,58: 16,85
Cash and cash equivalents, end of pe $ 7,79 $18,59¢

Net cash flows from operating activities decrea®@d 62,000 to $(2,113,000) for the six months enligde 30, 2010 compared to $4,649,

for the six months ended June 30, 2009. This priyngaflects the use of funds for lending and pasing receivables by our Small business
finance segment in the current six months whetea2®09 six month period benefited from the sal8BA loans held for sale originated in
2008. For the six months ended June 30, 2009, pdscieom sale of SBA loans held for sale sold \B#3egulated secondary market
transactions benefited from selling $8,802,00(afk held for sale originated in 2008 and the fiedt of 2009 against originations of
$2,669,000. For the six months ended June 30, a0dG@eflecting the effects of ASC Topic 860 “Trarsfand Servicing” which became
effective on January 1, 2010 (discussed above)Ctmpany originated and transferred, rather thh s@ SBA regulated secondary market
transactions, $23,859,000 of the guaranteed paradéiBBA 7(a) loans in return for $17,739,000 aflcand $8,015,000 of broker receivable.
Under ASC Topic 860 the transfer is consideredharfting until the end of the premium warranty peribhe receipt of cash and the broker
receivable therefore gave rise to a new liabifityigbility for SBA loans transferred, subject tocrurse”)of $25,804,000 (subsequently redu
by the conversion to sale treatment of $2,640,0d0Beoguaranteed portions and their cash premiutirtlzen fair valued to $21,176,000). The
transferred loans remain on the financial statemehthe Company as a new asset “SBA loans tramesfesubject to premium recourse” which
is subsequently reduced by conversion of the tiditses to sale treatment upon the expiration ofptlemium warranty period. Upon the
expiration of the premium warranty periods for trensferred loans, the transfers will be accoufdeds sales, the asset and liability will be
eliminated, the gain on fair value for the lialyilivill be reversed, and the gain on sale will beognized: these changes will be shown in the
supplemental disclosures of cash flow activitiea@s-cash changes in assets and liabilities. AS@cT®60 changed the accounting treatment
for the sale of these loans but did not change #fégct on the liquidity of the Company.

Net cash (used in) provided by investing activipesnarily includes the purchase of fixed asset$ @rstomer accounts, activity regarding
unguaranteed portions of SBA loans, changes inice=d cash and activities involving investmentsgjualified businesses. Net cash (used in)
provided by investing activities decreased by $6,890 to cash used of $(4,253,000) for the six in®enhded June 30, 2010 compared to cash
provided of $2,337,000 for the six months ended R0\ 2009. The decrease was due primarily to @gramount of SBA loans originated for
investment for the six month period, $(3,108,0002010, versus $(828,000) in 2009, a lesser rétam qualified investments in 2010,
$111,000, as compared to the return of $1,909,0@D09; and a decrease in payments received onl&B% from $1,862,000 in 2009 to
$1,292,000 in 2010 primarily due to a decline isgayments. The change in restricted cash providgdl 3,000 less cash flows in 2010, or
$(1,620,000), versus cash flows used of $(107,602p09.

Net cash flows provided by (used in) financingétigs primarily includes the net borrowings (repents) on bank notes payable to Caj
One, Wells Fargo, and GE. Net cash flows provide@ulsed in) financing activities increased by $8,800 to cash provided of $1,575,000 for
the six months ended June 30, 2010 from a cashfui&®,244,000) for the six months ended June 8092The primary reason for the incre
was the 2009 period reflected the repayment of lnetés payable of $(5,203,000) primarily from tipplacation of Proceeds from sale of SBA
loans held for sale to the GE line, while the catigix months reflected borrowings on the Compaligiss of credit with Wells Fargo to fund
the increase in accounts receivables purchaseet dffsthe amount borrowed by NSBF. During the soath period of 2010, the Company
received $12,500,000 of proceeds from the Capited @rm note used the funds to repay the outstgratditount on the GE line of credit. In
addition, the Company made principal payments ernGapital One term note of $268,000 for the pedtBIC had net borrowings on the Wells
Fargo line of credit for the six month period of429,000, all of which reflect a net increase oB8%2,000 to the financing activities for the six
month period.
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The $(4,791,000) decrease in cash and cash equisafethe first half of 2010 primarily reflectsetincrease in the origination of SBA loans
held for investment, reduction in debt associatéd WSBF and NTS, establishment of restricted nes@ccounts for such debt, and transfer of
cash from Company operating to restricted capcourts due to the deconsolidation of a qualifiecestment which effectively moved cash
from the business’s unrestricted cash account tmattke Capco’s escrow, or restricted, cash acc@oritinued improvements in the
Company’s operations should continue to benefititldy in the future.

Item 3. Quantitative and Qualitative Disclosure abat Market Risk.

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

Our SBA lender primarily lends at an interest m@ft@rime, which resets on a quarterly basis, pléised margin. Our factoring business
purchases receivables primarily on a basis thateguo a similar prime plus a fixed margin streethe Capital One term loan and the Wells
Fargo line of credit are both on a prime plus adifactor basis as well (although the Company hedesl under the Wells Fargo line to borr
under a lower cost LIBOR basis). As a result thenBany believes it has matched its cost of fundtstimterest income. However, because of
the differential between the amount lent and thallenamount financed, a significant change in ratinkterest rates will have a material effect
on our operating income. In periods of sharplyngsinterest rates, our cost of funds will increasa slower rate than the interest income et

on the loans we have made; this should improvenetioperating income, holding all other factorsstant. However, a reduction in interest
rates, as has occurred since 2008, has and wilk iagshe Company experiencing a reduction in ating income; that is interest income will
decline more quickly than interest expense regltina net reduction of benefit to operating income

We do not have significant exposure to changingradt rates on invested cash which was approxiynéiél, 170,000 at June 30, 2010. We do
not purchase or hold derivative financial instrutseior trading purposes. All of our transactions eonducted in U.S. dollars and we do not
have any foreign currency or foreign exchange igk.do not trade commodities or have any commaatitye risk.

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

institutions. Invested cash is held almost exclelgiat financial institutions with ratings from &tkard and Poor’s of Aer better. The Compau
invests cash not held in interest free checkingaets or bank money market accounts mainly in Ur8asury only money market instruments
or funds and other investment-grade securitiesofAkine 30, 2010, cash deposits in excess of FRHCSAPC insurance totaled approximately
$938,000 and funds held in U.S. Treasury only manayket funds or equivalents in excess of SIPCrarste totaled approximately
$7,729,000.

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our disclos
controls and procedures as of the end of the pedwedred by this report. Based on that evaluatioa Chief Executive Officer and the Chief
Financial Officer concluded that our disclosuretecols and procedures as of the end of the periodreal by this report are effective to provide
assurance that the information required to be alistl by us in reports filed under the Securitiesharge Act of 1934 is recorded, processed,
summarized and reported within the time periodsified in the SEC'’s rules and forms. Disclosuretools and procedures include, without
limitation, controls and procedures designed taienthat information required to be disclosed bysaner in the reports that it files or submits
under the Securities Exchange Act of 1934 is actat®d and communicated to the issuer’'s managemetoiding its principal executive and
principal financial officers, or persons performisignilar functions, as appropriate to allow timdpcisions regarding required disclosure. A
controls system, no matter how well designed aretaipd, cannot provide absolute assurance thabjbetives of the controls systems are
met, and no evaluation of controls can provide hlbs@ssurance that all control issues and insgaotfaud, if any, within a company have
been detected.
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(b) Change in Internal Control over Financial Rejngr

No change in our internal control over financiglogting occurred during the quarter ended JunB00 that has materially affected, o
reasonably likely to materially affect, our inteFgantrol over financial reporting.

(c) Limitations

A control system, no matter how well designed apeérated, can provide only reasonable, not absastirances that the control system’s
objectives will be met. Furthermore, the desigia abntrol system must reflect the fact that theeeresource constraints, and the benefits of
controls must be considered relative to their c@¢sause of the inherent limitations in all cohtigstems, no evaluation of controls can
provide absolute assurance that all control isandsinstances of fraud, if any, within the Comphaye been detected. These inherent
limitations include the realities that judgmentslgcision-making can be faulty, and that breakdogamsoccur because of simple errors or
mistakes. Controls can also be circumvented bynttieidual acts of some persons, by collusion af tw more people, or by management
override of the controls. The design of any systéiwontrols is based in part upon certain assumptabout the likelihood of future events, |
there can be no assurance that any design wilkgalcin achieving its stated goals under all paaefuture conditions. Over time, controls may
become inadequate because of changes in conditiateterioration in the degree of compliance wishpiolicies or procedures. Because of the
inherent limitations in a cost-effective controbssm, misstatements due to error or fraud may cmedmot be detected. We periodically
evaluate our internal controls and make changéspoove them.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

We are not involved in any material pending litigat

Item 4. Submission of Matters to a Vote of SecurityHolders

Information required by this Item has been providgdhe Company in its Current Report on Form 8illéd June 14, 2010, which report is
incorporated herein by reference.

Iltem 6. Exhibits

Exhibit
No.

3.1
10.17.;
10.17.c
10.17.
10.17.t
311
31.2
32.1

Description
Amended and Restated Certificate of IncorporatioNewtek Business Services, Inc., as amer
Form of ISO Stock Option Agreement for the Comy’s 2010 Stock Incentive Pl
Form of Nor-ISO Stock Option Agreement for the Comp’s 2010 Stock Incentive Pl
Form of Stock Appreciation Rights Agreement for @@mpan’s 2010 Stock Incentive Pl:
Form of Restricted Share Award Agreement for thenGany's 2010 Stock Incentive Pl
Certification by Chief Executive Officer requiregt Rule 13-14(a) and 15-14(a) under the Exchange A
Certification by Chief Financial Officer requireg Rule 13i-14(a) and 15-14(a) under the Exchange A

Certification by Chief Executive and Chief Finanddficers pursuant to 18 U.S.C. Section 1350, dspéed pursuant to Section
906 of the Sarban-Oxley Act 0f2002.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

NEWTEK BUSINESS SERVICES, INC.

Date: August 12, 201 By: /s/ Barry Sloan
Barry Sloant

Chairman of the Board, President, Chief Exeet
Officer and Secretar

Date: August 12, 201 By: /s/ Seth A. Cohe
Seth A. Cohen
Chief Financial Officer and Treasu
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Exhibit 3.1

RESTATED
CERTIFICATE OF INCORPORATION
OF
NEWTEK BUSINESS SERVICES, INC.
Under Section 805 of the Business Corporation
Law of the State of New York

As amended by the Certificate of Amendment of teetificate
of Incorporation of Newtek Business Services, Inc.,
filed December 17, 2009

The undersigned, being an officer of the Corporatiwereby certifies that the Certificate of Incaiqt@®mn as amended and restated as of the dat
hereof is as follows:

FIRST : The name of the Corporation is: NEWTEK BUSINESERYICES, INC.

SECOND: The Corporation is formed to engage in any lavafttl or activity for which Corporations may be argad under the Business
Corporation Law of the State of New York, providedt it is not formed to engage in any act or atgtiwhich requires the consent or approval
of any state official, department, board, agencgtber body, without such approval or consent fiing obtained.

THIRD : The office of the Corporation in the State of N¥ark shall be located in the County of New York.

FOURTH : (a) The aggregate number of shares that the @atipo shall have the authority to issue is fiftyef million (55,000,000) shares,
consisting of (a) fifty four million (54,000,000hares of common stock, $0.02 par value per shade(tg one million (1,000,000) shares of
preferred stock, $0.02 par value per share.

(b) The preferred stock may be issued from timénte in one or more series. The Board of Directsexpressly authorized to establish
and designate series of the preferred stock afid tmmber of shares and the relative rights, pexfees and limitations as between series,
including (but not in limitation of the powers hereonferred on the Board of Directors and by thusiBess Corporation Law of New York) to
establish, designate and fix with respect to eacies of preferred stock:

(1) The designation or designations of such semgsthe number of shares (which number from timtérie may be decreased by
the Board of Directors, but not below the numbesitdres of such series then outstanding, or maycbeased by the Board of Directors
unless otherwise provided in creating such sedes}tituting such series;

(2) The rate or amount and times at which, angthérence and conditions under which, dividenad| & payable on shares of
such series, the status of such dividends as ctineilar non-cumulative, the date or dates from Wwhdividends, if cumulative, shall
accumulate, and the status of such shares asipatitig or non-participating after the payment nfidends as to which such shares are
entitled to any preferenc



(3) The rights and preferences, if any, of the brddf shares of such series upon the liquidatd@solution or winding up of the
affairs of, or upon any distribution of the ass#tthe Corporation, which amount may vary dependipgn whether such liquidation,
dissolution or winding up is voluntary or involungaand, if voluntary, may vary at different dataad the status of the shares of such
series as participating or non-participating affter satisfaction of any such rights and preferences

(4) The full or limited voting rights, if any, toelprovided for shares of such series, in additiotié¢ voting rights provided by law;

(5) The times, terms and conditions, if any, updncl shares of such series shall be subject tawptien, including the amount tl
holders of shares of such series shall be entitiedceive upon redemption (which amount may vageu different conditions or at
different redemption dates) and the amount, teamsditions and manner of operation of any purchagement or sinking fund to be
provided for the shares of such series;

(6) The rights, if any, of holders of shares offsgeries and/or of the Corporation to convert skdres into, or to exchange such
shares for, shares of any other class or classefsamy other series of the same class, the pdceates of conversion or exchange, and
adjustments thereto, and any other terms and d¢onsliapplicable to such conversion or exchange;

(7) The limitations, if any, applicable while suséries is outstanding on the payment of dividemdsaking of distributions on, or
the acquisition or redemption of, common stockry ather class or shares ranking junior, eitheoatividends or upon liquidation, to
the shares of such series;

(8) The conditions or restrictions, if any, upoe thsue of any additional shares (including addéishares of such series or any
other series or of any other class) ranking onrdypaith or prior to the shares of such serieb@itas to dividends or upon liquidation;
and

(9) Any other relative rights, preferences and atidons of shares of such series; in each cadey $s not inconsistent with the
provisions of this Certificate of Incorporationtbie Business Corporation Law of New York as theaffect. All shares of preferred stc
shall be identical and of equal rank except in eespo the particulars that may be fixed by therBa# Directors as provided above, and
all shares of each series of preferred stock Slediflentical and of equal rank except in respettiegarticulars that may be fixed by the
Board of Directors as provided above.

FIFTH : The Secretary of State is designated as the af¢imé Corporation upon whom process against thp@ation may be served, and
address to which the Secretary of State shall aadpy of any process against the Corporation dargen him is Corporation Service
Company, 80 State Street, Albany, New York 12202325



SIXTH : The shareholders or the Board of Directors ofGeporation shall have the power to adopt, a#terend or repeal the By-Laws of the
Corporation.

SEVENTH : (a) The Corporation shall, to the fullest extpatmitted by Section 721 through 726 of the Busir@srporation Law of New
York, indemnify any and all directors and officeseom it shall have power to indemnify under thelssctions from and against any and a
the expenses, liabilities or other matters refetoeid or covered by such sections, and the indéoatiion provided for herein shall not be
deemed exclusive of any other rights to which thespns so indemnified may be entitled under any 8y; agreement, vote of shareholder
disinterested directors or otherwise, both as tm@adn his or her official capacity and as to antin another capacity by holding such office,
and shall continue as to a person who has ceasslddlirector or officer and shall inure to thedfés of the heirs, executors and
administrators of such a person.

(b) A director of this Corporation shall not be gamnally liable to the Corporation or its sharehader damages for any breach of duty in
his or her capacity as a director, unless a judgmeather final adjudication adverse to him or Bstablishes that (i) his or her acts or
omissions were in bad faith or involved intentiomasconduct or a knowing violation of law, or (i or she personally gained in fact a
financial or other advantage to which he or she mzdegally entitled, or (iii) his or her acts lated Section 719 of the Business Corporation
Law.

EIGHTH : A director or officer of the Corporation shalltnsm the absence of fraud, be disqualified from dvi her office by dealing with or
contracting with the Corporation as vendor, pureharsotherwise.

In the absence of fraud, no transaction, contraacbof the Corporation, the Board of Directohe Executive Committee of the Board of
Directors, or any other duly constituted committgw®all be void, voidable or affected by reasorheffact that any director or officer of the
Corporation, or any firm of which any director dficer of the Corporation is a member, or any Cogtion of which any director or officer of
the Corporation is an officer, director, or shatdkg, is in any way interested in the transact@amtract or act, if either:

(a) the fact of such common directorship, officggsbr financial or other interest is disclosedabwn to the Board of Directors or
the Executive Committee, and the Board of Directorthe Executive Committee approves the transactiontract or act by a vote
sufficient for such purposes without the vote dftsinterested director, if any; provided that anglsdirector may be counted in
determining the presence of a quorum at any suehingeof the Board of Directors or the Executiven@uittee; or

(b) the fact of such common directorship, officgpsbr financial or other interest is disclosed aptn to the shareholders entitled
to vote on the transaction, contract or act andrdngsaction, contract or act is approved by véth® shareholders entitled to vote
thereon, whether or not the Board of Directorsher Executive Committee has approved the transaaantract or act.
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Any such transaction, contract or act which isfiediby a majority in interest of a quorum of thieeeholders of the Corporation
having voting power at any annual or special meetalled for such purpose, shall, if such commonership or financial or other
interest is disclosed in the notice of the meetbegyalid and as binding as though approved diigdtby every shareholder of the
Corporation, except as otherwise provided by theslaf the State of New York.

NINTH : [Deleted pursuant to the Certificate of Amendmafithe Certificate of Incorporation of Newtek Busgs Services, Inc., filed
December 17, 2009.]

TENTH : The registered agent of the Corporation is Cafon Service Company, with an address at 80 Staet, Albany, New York
12207-2543. The registered agent is to be the aijehe Corporation upon whom process against it beaserved.
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Exhibit 10.17..

Form of ISO Award Agreement

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Incentive Stock Option Agreement

THIS OPTION AGREEMENT (this “Agreement”) grants (the “Optionee”) the right to purchagetal of
Common Shares, par value $.02 per share (the “Can8hares”), of Newtek Business Services, Inc. (@@mpany”), at the price set forth
herein, in all respects subject to the terms, defims and provisions of the Company’s 2010 Staatehtive Plan (the “Plan”), which is
incorporated by reference herein (the “Option”)eTDption is intended to qualify as an incentivektoption under Section 422 of the Internal

Revenue Code of 1986, as amended (the “Code”) Offtmnee acknowledges, through signing below, ¢oeipt of a copy of the Plan and the
Plan Prospectus.

1. Option Price The Option price per share is Dollars ($) which equals at least 1009 of the fair markdt@pas determined
by the Committee, of the Common Shares on theafggeant of the Option.

2. Vesting and Exercise of OptioiThe Option shall vest in accordance with the daleeset forth on the Award Form attached hereto as
Attachment A and is exercisable in accordance @éhtion 8 of the Plan.

3. Method of ExerciseTo exercise the Option, the Optionee shall delisehe Company a written notice substantiallyhie form of the
Exercise Form attached hereto as Attachment B,wgtiall:

(a) state the election to exercise the Optionntimaber of Common Shares with respect to whichlieing exercised, the person in
whose name the stock certificate or certificatee@on Shares is to be registered, his or her addresSocial Security Number (or if
more than one, the names, addresses and Socialtg&tumbers of such persons);

(b) contain such representations and agreemenmstas holder’s investment intent with respectitolrsCommon Shares as may be
satisfactory to the Company’s counsel;

(c) be signed by the person or persons entitlekéocise the Option and if the Option is being es&d by any person or persons
other than the Optionee, be accompanied by prag&factory to counsel for the Company, of the trighsuch person or persons to
exercise the Option; and

(d) be in writing and delivered in person or bytiferd mail to the Treasurer of the Company.

Payment of the purchase price of any Common Sheithsespect to which the Option is being exerciskdll be by cash, Common
Shares, or such combination of cash and CommoreSiaarthe Optionee elects. Common Shares utiliz&dl ior partial payment of the
exercise price shall be valued at its fair marledtig on the date of exercise. The certificate diftmtes for Common Shares as to which the
Option shall be exercised shall be registeredeémidime of the person or persons exercising theo@pti

! 110% in the case of an Optionee who owns sharesgepting more than 10% of the outstanding Comniares on the date of grant

the Option.



4. Restrictions on Exerciséhe Option may not be exercised if the issuarfitchkeoCommon Shares upon such exercise would totest
violation of any applicable federal or state se@sior other law or valid regulation. As a coratitito the Optionee’s exercise of the Option, the
Company may require the person exercising the @ptionake any representation and warranty to thegamy as may be required by any
applicable law or regulation.

5. Withholding. The Optionee hereby agrees that the exercideeddption or any installment thereof will not béeefive, and no
Common Shares will become transferable to the @pgauntil the Optionee makes appropriate arrangemdth the Company for such tax
withholding as may be required of the Company ureléeral, state, or local law on account of suakreise.

6. Nontransferability of Option This Option may not be transferred in any marateerwise than by will or the laws of descent or
distribution. The terms of the Option shall be ligdupon the executors, administrators, heirs, esgars and assigns of the Optionee.

7. Term of Option This Option may not be exercisable for more ttean? years from the date of grant of the Optiorstated below, and
may be exercised during such term only in accordavith the Plan and the terms of the Option.

IN WITNESS WHEREOF, the parties hereto have exettite Agreement as of the Date of Grant set foetbw.

Date of Gran
NEWTEK BUSINESS SERVICES, INC

ATTEST: 2010 STOCK INCENTIVE PLAN COMMITTEE
By:
Witness An Authorized Member of the Committ:
ATTEST: OPTIONEE:
By:

Witness Name:

2 Five years in the case of an Optionee who ownsshapresenting more than 10% of the outstandimgn@an Shares on the date of g

of the Option,



Optionee:

ATTACHMENT A
TO ISO AWARD AGREEMENT

Form of Award Form

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Type of Option: Incentive Stock Option

Grant Date:

Number and Class of Shares:

Exercise Price per Share: $

Expiration Date:

Vesting Schedule :

[ ] The default vesting schedule set forth in thenPla

OR

of the Common Shares subject tOphien on
of the Common Shares subject t@ptien on
of the Common Shares subject t@ptien on

of the Common Shares subject tOptien on




ATTACHMENT B
TO ISO AWARD AGREEMENT

Form for Exercise of Award of Incentive Stock Optims

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Treasurer

Newtek Business Services, Ir
1440 Broadway,

17t floor

New York, NY 1001¢

Re: 2010 Stock Incentive Ple
Dear Sir or Madame:

The undersigned elects to exercise the Incentigek3Dption to purchase Common Sharesgbae $.02 per share, of Newtek
Business Services, Inc. under and pursuant tock ®ptions Agreement dated , .

Delivered herewith is a certified or bank cashi@rdeller’'s check and/or Common Shares, valugtefair market value of the Common
Shares on the date of exercise, as set forth below.

$ of cash or check
$ in the form of Common Shawrdegd at $ per share
$ == TOTAL

The name or names to be on the stock certificateuificates and the address and Social Secuttyldér of such person(s) is as follo

Name:

Address:

Social Security Number:

Date:

Very truly yours,



Exhibit 10.17..

Form of Non-ISO Award Agreement

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Non-Incentive Stock Option Agreement

THIS OPTION AGREEMENT (this “Agreement”) grants (the “Optionee”) the right to purchagetal of
Common Shares, par value $.02 per share (the “Can8hares”), of Newtek Business Services, Inc. (@@mpany”), at the price set forth
herein, in all respects subject to the terms, defims and provisions of the Company’s 2010 Staatehtive Plan (the “Plan”) which is
incorporated by reference herein (the “Option”)eTDption is not intended to qualify as an incensiteck option under Section 422 of the

Internal Revenue Code of 1986, as amended (the€'Gotihe Optionee acknowledges, through signingwethe receipt of a copy of the Plan
and the Plan Prospectus.

1. Option Price The Option price per share is Dollars ($) which equals at least 100% of the fair markdteaas determined
by the Committee, of the Common Shares on theafggeant of the Option.

2. Vesting and Exercise of OptioiThe Option shall vest in accordance with the daleeset forth on the Award Form attached hereto as
Attachment A and is exercisable in accordance @éhtion 8 of the Plan.

3. Method of ExerciseTo exercise the Option, the Optionee shall delisehe Company a written notice substantiallyhie form of the
Exercise Form attached hereto as Attachment B,wgtiall:

(a) state the election to exercise the Optionntimaber of Common Shares with respect to whichlieing exercised, the person in
whose name the stock certificate or certificatee@on Shares is to be registered, his or her addresSocial Security Number (or if
more than one, the names, addresses and Socialtg&tumbers of such persons);

(b) contain such representations and agreemenmstas holder’s investment intent with respectitolrsCommon Shares as may be
satisfactory to the Company’s counsel;

(c) be signed by the person or persons entitlekéocise the Option and if the Option is being es&d by any person or persons

other than the Optionee, be accompanied by prag&factory to counsel for the Company, of the trighsuch person or persons to
exercise the Option; and

(d) be in writing and delivered in person or bytiferd mail to the Treasurer of the Company.

Payment of the purchase price of any Common Sheithsespect to which the Option is being exerciskdll be by cash, Common
Shares, or such combination of cash and CommoreSiaarthe Optionee elects. Common Shares utiliz&dl ior partial payment of the
exercise price shall be valued at its fair marledtig on the date of exercise. The certificate diftmtes for Common Shares as to which the
Option shall be exercised shall be registeredémidme of the person or persons exercising theo@)



4. Restrictions on Exerciséhe Option may not be exercised if the issuarfitchkeoCommon Shares upon such exercise would totest
violation of any applicable federal or state se@sior other law or valid regulation. As a coratitito the Optionee’s exercise of the Option, the
Company may require the person exercising the @ptionake any representation and warranty to thegamy as may be required by any
applicable law or regulation.

5. Withholding. The Optionee hereby agrees that the exercideeddption or any installment thereof will not béeefive, and no
Common Shares will become transferable to the @pgauntil the Optionee makes appropriate arrangemdth the Company for such tax
withholding as may be required of the Company ureléeral, state, or local law on account of suakreise.

6. Nontransferability of Option This Option may not be transferred in any marateerwise than by will or the laws of descent or
distribution. The terms of the Option shall be ligdupon the executors, administrators, heirs, esgars and assigns of the Optionee.

7. Term of Option This Option may not be exercisable for more ttemyears from the date of grant of the Optiorstated below, and
may be exercised during such term only in accordavith the Plan and the terms of the Option.

IN WITNESS WHEREOF, the parties hereto have exeattite Agreement as of the Date of Grant set foetbw.

Date of Gran
NEWTEK BUSINESS SERVICES, INC

ATTEST: 2010 STOCK INCENTIVE PLAN COMMITTEE
By:
Witness An Authorized Member of the Committ:
ATTEST: OPTIONEE:
By:

Witness Name:




Optionee:

ATTACHMENT A
TO NON-ISO AWARD AGREEMENT

Form of Award Form

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Type of Option: Non-Incentive Stock Option

Grant Date:

Number and Class of Shares:

Exercise Price per Share: $

Expiration Date:

Vesting Schedule :

[ ] The default vesting schedule as set forth inRlz.

OR

of the Common Shares subject tOhien on
of the Common Shares subject t@ptien on
of the Common Shares subject t@ptien on

of the Common Shares subject tOptien on




ATTACHMENT B
TO NON-ISO AWARD AGREEMENT

Form for Exercise of Award of Incentive Stock Optims

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Treasurer

Newtek Business Services, Ir
1440 Broadway,

17t floor

New York, NY 1001¢

Re: 2010 Stock Incentive Ple
Dear Sir or Madame:

The undersigned elects to exercise the Non-Incer8teck Option to purchase Common Shaaesalue $.02 per share, of
Newtek Business Services, Inc. under and pursoaamStock Options Agreement dated

Delivered herewith is a certified or bank cashi@rdeller’'s check and/or Common Shares, valugtefair market value of the Common
Shares on the date of exercise, as set forth below.

$ of cash or check
$ in the form of Comniwares, valued at $ per share
$========—=—=—==—== TOTAL

The name or names to be on the stock certificateuificates and the address and Social Secuttyldér of such person(s) is as follo

Name:

Address:

Social Security Number:

Date:

Very truly yours,



Exhibit 10.17 .-
Form of SAR Award Agreement

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Stock Appreciation Rights Agreement

THIS STOCK APPRECIATION RIGHTS AGREEMENT (this “Agement”) grants (the “Grant&dck Appreciatio
Rights covering Common Shares, par vl per share (the “Common Shares”), of Newtegifss Services, Inc. (the
“Company”), at the exercise price set forth herg&irgll respects subject to the terms, definitiand provisions of the Company’s 2010 Stock
Incentive Plan (the “Plan”) which is incorporatedreference herein (the “SAR”). The Grantees ackadges, through signing below, the
receipt of a copy of the Plan and the Plan Prosigect

1. Exercise PriceThe exercise price per share covered by the SAR i Dollars ($ ) (the “Per Share EserRrice”),
which equals at least 100% of the Fair Market vaasedetermined by the Committee, of the CommomeShan the date of grant of the SAR.

2. Vesting and Exercise of SARThe SAR shall vest in accordance with the scheedet forth on the Award Form attached hereto as
Attachment A and is exercisable in accordance @éhtion 9 of the Plan.

3. Settlement of SARUpon exercise of all or a specified portion & BAR, the Grantee (or such other person entitlegkércise the
SAR pursuant to this Agreement and the Plan) steaéintitled to receive from the Company, in themigon of the Company’s Compensation,
Corporate Governance and Nominating Committee, casfommon Shares valued at the fair market vatuthe date of exercise, or a
combination of the two (the “Exercise Payout”)aimamount determined by multiplying:

(a) 100% percent of the amount (if any) by whioh thir market value of a Common Share on the dia¢ercise of the SAR
exceeds the Per Share Exercise Price, by

(b) the number of Common Shares with respect tehvtlie SAR shall have been exercised.

3. Method of ExerciseTo exercise the SAR, the Grantee shall delivéhéoCompany a written notice substantially infitven of the
Exercise Form attached hereto as Attachment B,wgtiall:

(a) state the election to exercise the SAR, thebmrmof Common Shares with respect to which it isdpexercised, whether the
Grantee would prefer to receive the Exercise Payocash or Common Shares (the determination othanghe Exercise Payout will be
paid in cash or Common Shares or a combinatiohefwo remains with the Committee), and the peisarhose name the stock
certificate or certificates, if any, representihg Common Shares is to be registered, and hisradugess and Social Security Numbe
if more than one, the names, addresses and Sealify Numbers of such persons);

(b) contain such representations and agreemendstias holder’s investment intent with respectuorsCommon Shares as may be
satisfactory to the Compa’s counsel




(c) be signed by the person or persons entitlekéocise the SAR and if the SAR is being exercisedny person or persons other
than the Grantee, be accompanied by proof, sdtisfato counsel for the Company, of the right oflsperson or persons to exercise the
SAR; and

(d) be in writing and delivered in person or bytifed mail to the Treasurer of the Company.

The certificate or certificates for shares of Comn&tares as to which the SAR shall be exercisdttshaegistered in the name of the
person or persons exercising the SAR. The SAR ap@& exercised for a fraction of a Common Share.

4. Restrictions on Exercis&fThe SAR may not be exercised if the issuance®flommon Shares upon such exercise would comstitut
violation of any applicable federal or state se@sior other law or valid regulation. As a cordtitito the Grantee’s exercise of the SAR, the
Company may require the person exercising the ®ARake any representation and warranty to the Coynpga may be required by any
applicable law or regulation.

5. Withholding. The Grantee hereby agrees that the exercise AR or any installment thereof will not be effeet and no cash
and/or Common Shares will become transferableedXantee until the Grantee makes appropriate geraants with the Company for such
tax withholding as may be required of the Compamgeun federal, state, or local law on account ohsexercise.

6. Nontransferability of SAR This SAR may not be transferred in any manneemtise than by will or the laws of descent or
distribution. The terms of the SAR shall be bindinmpn the executors, administrators, heirs, suocgssd assigns of the Grantee.

7. Term of SAR This SAR may not be exercisable for more tharytars from the date of grant of the SAR, as stagdow, and may be
exercised during such term only in accordance thighPlan and the terms of the SAR.

IN WITNESS WHEREOF, the parties hereto have exeattite Agreement as of the Date of Grant set foetbw.

Date of Gran
NEWTEK BUSINESS SERVICES, INC

ATTEST: 2010 STOCK INCENTIVE PLAN COMMITTEE
By:
Witness An Authorized Member of the Committ
ATTEST: GRANTEE:
By:
Witness Name:




ATTACHMENT A
TO SAR AWARD AGREEMENT

Form of Award Form

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Grantee:

Grant Date:

Number and Class of Shares:

Exercise Price per Share: $

Expiration Date:

Vesting Schedule:

of the Common Shares covered b$AlReon

of the Common Shares covered bgAlReon
of the Common Shares covered bgAfReon
of the Common Shares covered bgAfReon




ATTACHMENT B
TO SAR AWARD AGREEMENT

Form for Exercise of Award of SARs

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Treasurer

Newtek Business Services, Ir
1440 Broadway,

17t floor

New York, NY 1001¢

Re: 2010 Stock Incentive Ple

Dear Sir or Madame:

The undersigned elects to exercise the SAR witheaso Common Shares, par value $.02haee, of Newtek Business
Services, Inc., covered by the SAR, under and puntsto a SAR Agreement dated .

Please deliver the Exercise Payout (as definelddrSAR Agreement) in [CASH/ COMMON SHARES].

The name or names to be on any stock certificatextificates to be in connection herewith, andatidress and Social Security Number
of such person(s) are as follows:

Name:

Address:

Social Security Number:

Date:

Very truly yours,



Exhibit 10.17.!

Form of Restricted Share Award Agreement

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Restricted Share Award Agreement

THIS RESTRICTED SHARE AWARD AGREEMENT (this “Agreemt”) grants (the “Grantee”) thatrig receive
Common Shares, par value $.02 per she“Common Shares”), of Newtek Business Services, (the “Company”), pursuant to,
and subject to the restrictions set forth in, SecfiO of the Company’s 2010 Stock Incentive Plae (Plan”), and in all respects subject to the
terms, definitions and provisions of the Plan, whgincorporated by reference herein (the “Re&dShare Award”). The Grantee
acknowledges, through signing below, the receigt obpy of the Plan and the Plan Prospectus.

1. Earning of Common Share3he Grantee shall earn the Common Shares cobgrtte Restricted Stock Award (the “Earned Shares”)
in accordance with the schedule set forth on theamiworm attached hereto as Attachment A.

2. Timing of Distributions Except as otherwise expressly provided in thasmPthe Company shall distribute Earned Shares, and
accumulated cash from dividends and interest fitogrdiate the Restricted Share Award was granteetdsrth below, to the Grantee or his or
her beneficiary (as permitted under the Plan)hastise may be, as soon as practicable after theylieen earned. No fractional shares shi
distributed.

3. Form of Distribution The Company shall distribute all Earned Shamggther with any shares representing stock diviseindthe
form of Common Shares. One Common Share shallMendor each Earned Share. Payments represensihgdoadends (and earnings
thereon) shall be made in cash. The certificateedificates representing the Common Shares eameer the Restricted Share Award shall be
registered in the name of the Grantee or his obbeeficiary, if the Company is provided noticesath beneficiary prior to when it distributes
such certificates.

4. Restrictions on Exercis&ommon Shares will not be distributed if the &aste thereof would constitute a violation of anplagable
federal or state securities or other law or vatigulation. As a condition to the distribution ofr@mon Shares earned hereunder, the Company
may require the person receiving the Common Sharegke any representation and warranty to the @oaspas may be required by any
applicable law or regulation, including those rethto investment intent satisfactory to the Comfmogunsel.

5. Withholding. The Grantee hereby agrees that no Common Shéléseome transferable to the Grantee hereundgrtbhe Grantee
makes appropriate arrangements with the Comparguidr tax withholding as may be required of the gany under federal, state, or local
law on account of such issuance.

6. Nontransferability of Restricted Stock Award his Restricted Share Award may not be transfieimeany manner otherwise than by
will or the laws of descent or distribution. Thents of the Restricted Stock Award shall be bindipgn the executors, administrators, heirs,
successors and assigns of the Gral




IN WITNESS WHEREOF, the parties hereto have exeattiie Agreement as of the Date of Grant set foetbw.

Date of Gran

ATTEST:

Witness

ATTEST:

Witness

NEWTEK BUSINESS SERVICES, INC
2010 STOCK INCENTIVE PLAN COMMITTEE

By:

An Authorized Member of the Committ
GRANTEE:

By:

Name:




ATTACHMENT A
TO RESTRICTED SHARE AWARD AGREEMENT

Form of Award Form

NEWTEK BUSINESS SERVICES, INC.
2010 STOCK INCENTIVE PLAN

Grantee:

Grant Date:

Number and Class of Shares:

Earning Schedule :

[ ] Subject to the earning schedule set forth inRtzen.
OR

[ ] The earning schedule set forth in the Plan isSNHNATED.



Exhibit 31.1

CERTIFICATION BY CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a—14(a) AND 15d-14(a)
UNDER THE EXCHANGE ACT

I, Barry Sloane, Chief Executive Officer of NewtBlsiness Services, Inc., certify that:
1. | have reviewed this report on Form-Q of Newtek Business Services, i

2. Based on my knowledge, this quarterly report dagantain any untrue statement of a material dacimit to state a material fa
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this reg

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

4.  The registrant’s other certifying officer andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigne:
under our supervision, to ensure that materiakinégion relating to the registrant, including itheolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

b) Designed such internal control over financial réjpgr or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements in accordanite generally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentadsineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by thi
report based on such evaluation;

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during th
registrant’s most recent fiscal quarter (the regidts fourth quarter in the case of an annual rgploat has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrar's other certifying officer and | have disclosedsdxhon our most recent evaluation of internal amtver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial
reporting which are reasonably likely to adversafgct the registrant’ ability to record, process, summarize and re
financial information; ant

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Dated: August 12, 201
/s/ Barry Sloane

Barry Sloane
Chief Executive Office

45



Exhibit 31.2

CERTIFICATION BY CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a—14(a) AND 15d-14(a)
UNDER THE EXCHANGE ACT

I, Seth A. Cohen, Chief Financial Officer of NewtBlsiness Services, Inc., certify that:
1. | have reviewed this report on Form-Q of Newtek Business Services, i

2. Based on my knowledge, this quarterly report dagantain any untrue statement of a material dacimit to state a material fa
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this reg

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

4.  The registrant’s other certifying officer andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigne:
under our supervision, to ensure that materiakinégion relating to the registrant, including itheolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being preparec

b) Designed such internal control over financial réjpgr or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements in accordanite generally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentadsineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by thi
report based on such evaluation;

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during th
registrant’s most recent fiscal quarter (the regidts fourth quarter in the case of an annual rgploat has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrar's other certifying officer and | have disclosedsdxhon our most recent evaluation of internal amtver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial
reporting which are reasonably likely to adversafgct the registrant’ ability to record, process, summarize and re
financial information; ant

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Dated: August 12, 201
/s/ Seth A. Cohe
Seth A. Cohel
Chief Financial Office

46



Exhibit 32.1

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

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2010 (the “RepaoiftNewtek Business Services, Inc. (the
“Company”), as filed with the Securities and ExcpaiCommission on the date hereof, Barry Sloan€hésf Executive Officer, and Seth A.

Cohen, as Chief Financial Officer, of the Compagch hereby certifies, pursuant to 18 U.S.C. §188@&dopted pursuant to 8906 of the
Sarbanes-Oxley Act of 2002, that, to each offickriewledge:

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

/s/ Barry Sloane
Barry Sloane, Chief Executive Offic

/s/ Seth A. Cohen
Seth A. Cohen, Chief Financial Offic

Dated: August 12, 2010
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