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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, 2008

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 11-3504638
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
1440 Broadway, 17" floor, New York, NY 10018
(Address of principal executive offices) (Zip Code)

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

Indicate by checkmark whether the registrant has (}Lfiled all documents and reports required to be fed by Section 13 or 15(d) of the
Exchange Act during the preceding 12 months (or fosuch shorter period that the registrant was requied to file such reports), and
(2) has been subject to such filing requirements fahe past ninety days. Yes[Xl No O

Indicate by check mark whether the registrant is darge accelerated filer, an accelerated filer, a noaccelerated filer, or a smaller

reporting company. See the definitions of “large awelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2
of the Exchange Act.

Large Accelerated Filer O Accelerated Filer O
Non-Accelerated Filer O Smaller reporting company [X]

Indicate by check mark whether the registrant is ashell company (as defined in Rule 12b-2 of the Exahge Act). Yes O No [XI

As of July 31, 2008, there were 36,979,212 of th@@pany’s Common Shares issued and outstanding.
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ltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2008 AND 2007

(In Thousands, except for Per Share Data)

Three Months ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
Operating revenue $24,63( $23,41. $48,15( $45,22(
Operating expense
Electronic payment processing cc 12,92t 10,53: 25,14¢ 20,39¢
Salaries and benefi 5,98t 5,34( 12,56¢ 10,737
Interest 2,19¢ 3,77¢ 4,48: 7,65¢
Depreciation and amortizatic 1,76¢€ 1,641 3,57¢ 3,20¢
Other operating cos 4,45( 4,99¢ 9,10z 10,28:
Total operating expens 27,32( 26,28t 54,87¢ 52,28¢
Operating loss from continuing operations beforerfarket value adjustment, minority intere
benefit for income taxes, and discontinued opena (2,690 (2,874 (6,725 (7,069
Net change in fair market value of credits in laficash and notes payable in credits in lie
cash 61 — 61 —
Minority interest 122 56 22€ 18C
Loss from continuing operations before benefitifmome taxes and discontinued operati (2,506 (2,81¢ (6,43F) (6,889
Benefit for income taxe 524 717 1,762 2,08¢
Loss from continuing operatiol (1,989 (2,10)) (4,67¢) (4,79
Discontinued operations, net of ta — (28€) — (497)
Net loss $(1,987) $(2,387) $(4,67¢) $(5,28¢)
Weighted average common shares outstani
Basic and dilutes 35,75( 35,86¢ 35,80¢  35,72(
Loss per share from continuing operatic
Basic and dilute: $ (0.06) $ (0.06) $ (0.19 $ (0.19

Loss per share from discontinued operations, nexas:
Basic and dilutes —

(0.01) — (0.02)

Basic and diluted loss per shi $ (0.0¢6)

$ (0.0) $ (0.19 $ (0.19)

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2008 AND DECEMBER 31, 2007
(In Thousands, except for Per Share Data)

ASSETS
Cash and cash equivalel
Restricted cas
Credits in lieu of cas
SBA loans held for investment (net of reserve é@ml losses of $2,484, and $2,196, respecti
Accounts receivable (net of allowance of $500 aB2/1$ respectively
SBA loans held for sal
Broker receivabl
Prepaid and structured insurat
Prepaid expenses and other assets (net of accexhaatortization of deferred financing costs of $0,&nd
$1,593, respectively
Servicing asset (net of accumulated amortizatiahalowances of $3,551 and $3,160, respectiy
Fixed assets (net of accumulated depreciation enadtezation of $8,026 and $6,616, respectivi
Intangible assets (net of accumulated amortizaifdi.0,306 and $8,775, respective
Goodwill
Total asset

LIABILITIES AND SHAREHOLDERS '’ EQUITY

Liabilities:
Accounts payable and accrued expet
Notes payabli
Deferred revenu
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities
Minority interest
Commitments and contingenci
Shareholder equity:
Preferred stock (par value $0.02 per share; authadrl,000 shares, no shares issued and outstal

Common stock (par value $0.02 per share; autho62¢@00 shares, issued and outstanding 36,1096081

respectively, not including 474 and 583 shares hme&kcrow, respectively, and 473 held by an atf)
Additional paic-in capital
Retained earning
Treasury stock, at cost (625 and 217 shares, riveplgs
Total shareholde’ equity
Total liabilities and sharehold¢ equity

June 30,

December 31

2008 2007
Unaudited (Note 1)
$ 16,94¢ $ 25,37
11,08¢ 12,94¢
80,07¢ 92,78:
28,27¢ 27,89¢
4,76t 3,951
1,51¢ 36C
5,64¢ —
— 14,73¢
9,25¢ 9,78¢
2,46: 2,71¢
5,34¢ 5,43:
7,861 8,82¢
12,99¢ 12,99¢
$186,25. $ 217,81¢
$ 8,07( $ 10,25¢
27,69¢ 26,76¢
2,351 2,03z
79,77 79,08t
6,16¢ 17,88(
124,05¢ 136,02:
4,59¢ 4,97(
722 7122
56,27¢ 56,16!
1,24: 20,24¢
(642) (309)
57,591 76,82
$186,25. $ 217,81¢

See accompanying notes to these unaudited condeassdlidated 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, 2008 AND 2007
(In Thousands)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Income from tax credits, net of FV adjustm
Accretion of interest expense, net of FV adjustn
Deferred income taxe
Depreciation and amortizatic
Gain on sale/recovery of investme
Provision for loan losse
Other, ne
Changes in operating assets and liabilii
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for :
Broker receivabl
Prepaid expenses and other assets, accounts tdeeival accrued interest receiva
Accounts payable, accrued expenses and deferredue
Other, ne
Net cash used in operating activit
Cash flows from investing activitie
Investments in qualified busines:
Return of investments in qualified busines
Purchase of fixed assets and customer merchantiat
SBA loans originated for investment, 1
Payments received on SBA loc
Proceeds from sale of SBA loans held for investr
Proceeds from sale of asset held for
Proceeds from sale of U.S Treasury N¢
Change in restricted ca
Other

Net cash (used in) provided by investing activi

2008 2007

$ (4670 $ (5,286
(1,447 (2,621)
1,88¢ 6,08.
(2,161) (2,695)
3,57¢ 3,53(
— (1,032
857 372
(25€) 36
(10,97) (14,289
9,81¢ 13,70°

(5,64€) —
(324) 98¢
(1,802) (1,476)
27C (782)
(10,887 (3,469)

(886) —
797 1,867
(2,018 (1,825)
(3,45¢) (4,321)
2,33: 3,99:
— 1,95(
— 1,572
— 2,081
1,46¢ 4,06¢
— 177
(1,764 9,55¢
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2008 AND 2007 (COITINUED)

Cash flows from financing activitie
Proceeds from notes payal
Repayments of notes payal
Change in restricted cash relating to CDS finan
Purchase of treasury sha
Net proceeds (repayments) on bank notes pa'
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 equivaler- 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 toveée)i of tax credits to
Certified Investor:

Conversion of note payable to minority inter
Reduction of structured insurance product and nuagable— Certified Investor:
Issuance of treasury shares for 401k m

Effects of CDS Business Services, Inc. consoligafexcludes intercompany balance
Additions to asset:
Cash
Accounts receivabl
Prepaid expenses and other as
Total asset
Additions to liabilities:
Accounts payable and accrued expet
Notes payabli

Total liabilities
Gooduwill recognizec
See accompanying notes to these unaudited condeassdlidated financial statements.
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2008

2007

— 5,07¢
(335) (8,766
— 2,05(
(451) (24)
5157 (2,954
(14¢) (138)
422C (4,756
(8,426  1,33(
25,37: 26,68
$16,94¢  $28,01¢
$10,13¢  $ 9,991
$ — $1,000
$381( $ —
$ 112 $ —
$ — $ 232
— 4,311
— 94
$ — $463¢
$ — $312
— 3,25¢
— 6,38¢
$ —  $1,74¢
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, In¢'Newtek” or the “Company”) is a holding company feeveral wholly- and majority-owned
subsidiaries, including 15 certified capital comiganwhich are referred to as Capcos, and severtibfio companies in which the Capcos
own non-controlling or minority interests. The Caang provides a “one-stop-shop” of business sentizcéise small- and medium-sized
business market and uses state of the art web-paspdetary technology to be a lovest acquirer and provider of products and servithe
Company partners with companies, credit unions,asdciations to offer its services.

Effective January 1, 2008, the Company changedabitss of presentation for its business segmentsadiditional information see Note
11 to the Condensed Consolidated Financial Statesmen

The Company’s principal business segments are:

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

Web Hosting: CrystalTech Web Hosting, Inc., which offers shamed dedicated web hosting and related servicdseterhall-anc
medium-sized business market.

Small Business FinanceNewtek Small Business Finance, Inc. (‘“NSBF"), dorally licensed, U.S. Small Business
Administration (“SBA”) lender that originates, sefind services loans to qualifying small businessbih are partially
guaranteed by the SBA. CDS Business ServicesPigYA Newtek Business Credit (“NBC”), provides fimeing to small- and
medium-sized businesses by purchasing their reloleisat a discounted rate. In addition, NBC prowid#ing and accounts
receivable maintenance services to businesses.

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

Corporate Activities: Revenue and expenses not allocated to other segnmeeitiding interest income, Capco management fee
income and corporate expenses.

Capcos:Fifteen certified capital companies which invessimall- and medium-sized businesses. They geneoat&€ash income
from tax credits and non-cash interest expense.

The condensed consolidated financial statemerigeaftek Business Services, Inc., its subsidiariesFN 46 consolidated entities,
(Financial Accounting Standards Board (“FASB”) isdunterpretation (“FIN") No. 46 “Consolidation bfariable Interest Entities”), included
herein have been prepared by the Company in aceoedaith accounting principles generally acceptethe United States of America and
include all wholly- and majority-owned subsidiariesid those portfolio companies over which the Camyphas effective control but which
the Capcos own non-controlling minority interestttiose of which Newtek is considered to be thenpri beneficiary (as defined under FIN
46 and FIN 46R). All inter-company balances andge&tions have been eliminated in consolidatiomreddly, the Company is absorbing
losses attributable to certain of its minority net&t holders. Once these entities achieve prdfiityatthe losses will be restored to the Comp
prior to allocation of profits to all minority hotals.

The accompanying notes to condensed consolidateddial statements should be read in conjunctidin Wewtek’'s 2007 Annual
Report on Form 10-K. These financial statement&limeen prepared in accordance with instructiofi®tm 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condensticefootnotes and other information normally iuéd 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
true indication of the results for the entire yéladre December 31, 2007 consolidated balance shediden derived from the audited financial
statements of that date, but does not includeistlasures required by accounting principles gdheaacepted in the United States of
America.

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

The preparation of consolidated financial statesi@ntonformity with accounting principles geneyakccepted in the United States of
America requires management to make estimatessmuigptions that affect the reported amounts oftassel liabilities and disclosures of
contingent assets and liabilities at the date efdbnsolidated financial statements and the regpan@ounts of revenue and expense during the
reporting period. The level of uncertainty in esttes and assumptions increases with the lengtiefuntil the underlying transactions are
complete. The most significant estimates are vé#pect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of servicisgeds, chargeback reserves, tax valuation allovgaanug the fair value measurements used to
value certain financial assets and financial liib#. Actual results could differ from those esibes.

Change in Accounting Principle

During the first quarter of fiscal 2008, we electechange our accounting principle to recognizeshle of guaranteed portions of SBA
loans on the trade date. Prior to the first quantdiscal 2008, we recognized these transactiorair condensed consolidated financial
statements on the settlement date. We concludéddbaof the trade date was preferable to theesattht date as recognition of the sale at the
trade date better reflects the risks and rewardseotransfer of ownership. In accordance witheSteent of Financial Accounting Standards
(“SFAS”) No. 154, “Accounting Changes and Error fegtions”, this change in accounting principle haen applied retrospectively to our
condensed consolidated financial statements farit periods. As historically traded loans hagéled in the same period, this change in
accounting principle had no effect on previouslyaed operating income, net earnings, sharehdldgtsty or cash flows.

Revenue Recognition
The Company operates in several different segmB®igenues are recognized as services are rendaeteat@summarized as follows:

Electronic payment processing revenueElectronic payment processing income is derivethftbe electronic processing of credit and
debit card transactions that are authorized antloegbthrough third-party networks. Typically, meaats are charged for these processing
services on a percentage of the dollar amountaf gansaction plus a flat fee per transactiontad®merchant customers are charged
miscellaneous fees, including fees for handlinggebacks or returns, monthly minimum fees, statérfess and fees for other miscellaneous
services. In accordance with Emerging Issues TasteH"EITF") 99-19, “Reporting Revenue Gross @riacipal versus Net as an Agent”,
revenues derived from the electronic processindadterCarc® and Visa® sourced credit and debit card transactions areteggross of
amounts paid to sponsor banks.

The Company also derives revenues from actingdepiendent sales offices (“1ISO”) for third-party peesors (“residual revenue”) and
from the sale of credit and debit card devicesidRes revenue is recognized monthly, based on aotital agreements with such processors
to share in the residual income derived from thegeulying merchant agreements. Revenues derived $ades of equipment are recognized at
the time of shipment to the merchant.

Web hosting revenueWeb hosting revenues are primarily derived from thiyrrecurring service fees for the use of our Wwebting
and software support services. Customer set-updieekilled upon service initiation and are recagdias revenue over the estimated
customer relationship period of 2.5 years. Payrf@mieb hosting and related services is generaltgived one month to three years in
advance. Deferred revenues represent customernypnepss for upcoming web hosting and related sesvice

Income from tax credits: Following an application process, a state will fyoti company that it has been certified as a Capke.state
then allocates an aggregate dollar amount of tditsrto the Capco. However, such amount is nerfmrgnized as income nor otherwise
recorded in the financial statements since it lddg/be earned by the Capco. The Capco is legatifled to earn tax credits upon satisfying
defined investment percentage thresholds withicifipd time requirements and corresponding nongeoe percentages. At June 30, 2008,
the Company had Capcos in seven states and thicDistColumbia. Each state statute requires tiratCapco invest a threshold percentage
of Certified Capital in Qualified Businesses withire time frames specified. As the Capco meetstheguirements, it avoids grounds under
the statute for its disqualification for continueakticipation in the Capco program. Such a disdjaation, or “decertification” as a Capco
results in a recapture of all or a portion of tHecated tax credits; the proportion of the recaptis reduced over time as the Capco remains ir
general compliance with the program rules and nmtbetprogressively increasing investment benchmarks

As the Capco continues to make its investmentsualifed Businesses and, accordingly, places areasing proportion of the tax
credits beyond recapture, it earns an amount équbé non-recapturable tax credits and records aowunt as
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“income from tax credits”, with a correspondingetssalled “credits in lieu of cash”, in the accompiag condensed consolidated balance
sheets. The amount earned and recorded as incateteimined by multiplying the total amount of tardits allocated to the Capco by the
percentage of tax credits immune from recapture ¢dorned income percentage) under the state statuthe extent that the investment
requirements are met ahead of schedule, and tbentage of non-recapturable tax credits is acdel@yshe present value of the tax credit
earned is recognized currently and the asset,tsriedieu of cash, is accreted up to the amounaxftredits available to the Certified
Investors. If the tax credits are earned beforestage is required to make delivery (i.e., investhmequirements are met ahead of schedule
credits can only be used by the certified investa future year), then the present value of tkectadits earned are recorded upon comple
of the requirements, in accordance with AccounBnigciples Board Opinion No. 21. The receivabldiéch“credits in lieu of cash”) is
accreted to the annual deliverable amount whichtlean be delivered to the insurance company investdieu of cash interest. Delivery of
the tax credits to the Certified Investors resinta decrease of the receivable and the notes fmyabredits in lieu of cash.

The allocation and utilization of Capco tax credtsontrolled by the state law. In general, th@csapplies for tax credits from the
state and is allocated a specific dollar amoumtredlits which are available to be earned. The Capoades the state with a list of the
Certified Investors, who have contractually agrieedccept the tax credits in lieu of cash intepestments on their notes. The tax credits are
claimed by the Certified Investors on their statenpium tax return as provided under each state @apd tax law. State regulations specify
the amount of tax credits a Certified Investor ckim and the period in which they can claim th&ach state periodically reviews the
Capco’s operations to verify the amount of tax itseglarned. In addition, the state maintains eofistertified Investors and therefore has the
ability to determine whether the Certified Inves®allowed to claim this deduction.

Sales and Servicing of SBA LoandNSBF originates loans to customers under the SBam that generally provides for SBA
guarantees of 50% to 85% of each loan, subjecttexdmum guarantee amount. NSBF sells the guardmtedion of each loan to third
parties and retains the unguaranteed principalquoith its own portfolio. A gain is recognized drese loans through collection on sale of a
premium over the adjusted carrying value. CommeanoimJanuary 1, 2008, the Company began to recedimézgain on sale of the
guaranteed portion of the loans on the trade dudlteer than the date of settlement. Such transactionrecorded under the terms of SFAS
No. 156 “SFAS No. 156"), “Accounting for Servicing of Finaial Assets—an amendment of FASB Statement No. ad@"are recorded a:
component of servicing fee and premium on loanssial¢he condensed consolidated statements of tigresaln each loan sale, NSBF retains
servicing responsibilities and receives serviciegsfof a minimum of 1% of the guaranteed loan podibld. NSBF is required to estimate its
servicing compensation in the calculation of itwging asset. The purchasers of the loans solé hawecourse to NSBF for failure of
customers to pay amounts contractually due.

In accordance with SFAS No. 156, upon sale of da@$ to third parties, NSBF separately recognizéasravalue any servicing assets
servicing liabilities first, and then allocates fhrevious carrying amount between the assets saldree interests that continue to be held by
the NSBF (the unguaranteed portion of the loangthas their relative fair values at the trade dake difference between the proceeds
received and the allocated carrying value of tharftial assets sold is recognized as a gain orofilans.

Each class of servicing assets and liabilitiessatssequently measured using either the amortizatigthod or the fair value
measurement method. The amortization method, WwhiBF has chosen to continue applying to its semgieisset, amortizes the asset in
proportion to, and over the period of, the estirddtsure net servicing income on the underlyingigmrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastadrovalue at each reporting date. In the eventre prepayments are significant or
impairments are incurred and future expected das¥sfare inadequate to cover the unamortized Sagvassets, additional amortization or
impairment charges would be recognized. The Compaeg an independent valuation specialist to etithe fair value of the servicing
asset.

In evaluating and measuring impairment of servi@ngets, NSBF stratifies its servicing assets baseear of loan and loan term
which are key risk characteristics of the undedylman pools. The fair value of servicing assetdeiermined by calculating the present value
of estimated future net servicing cash flows, usisgumptions of prepayments, defaults, servicisgscand discount rates that NSBF believes
market participants would use for similar assets.

If NSBF determines that the impairment for a strais temporary, a valuation allowance is recognibedugh a charge to current
earnings for the amount the unamortized balanceesiscthe current fair value. If the fair valuerod stratum were to later increase, the
valuation allowance may be reduced as a recoveaweder, if NSBF determines that an impairment fetratum is other than temporary, the
value of the servicing asset and any related viaatlowance is written-down.
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Interest and Small Business Administration (“SBA”)Loan Fees—SBA Loansinterest income on loans is recognized as earned.
Loans are placed on non-accrual status if thep@mays past due with respect to principal or @geand, in the opinion of management,
interest or principal on individual loans is notlectible, or at such earlier time as managemetdrdenes that the collectibility of
such principal or interest is unlikely. When a ldgsulesignated as non-accrual, the accrual ofastés discontinued, and any accrued but
uncollected interest income is reversed and chaagathst current income. While a loan is classifisdhon-accrual and the future
collectibility of the recorded loan balance is ddguly collections of interest and principal are geaily applied as a reduction to principal
outstanding.

NSBF passes through to the borrower certain expénediit incurs, such as forced placed insuranéesoifficient funds fees, or fees it
assesses, such as late fees, with respect to marthgiloan. These expenditures are recorded wivemred. Due to the uncertainty with
respect to collection of these passed through aelipers or assessed fees, any funds receivedridbuese NSBF are recorded on a cash basis
as other income.

Insurance commissionsRevenues are comprised of commissions earned amyres paid for insurance policies and are recoghie
the time the commission is earned. At that date girnings process has been completed and the Ggroga estimate the impact of policy
cancellations for refunds and establish reservies.ré&serve for policy cancellations is based otohgal cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues derived from tipgranits that cannot be aggregated with otheiness segments.
In addition, other income represents one-time redes or gains on qualified investments. Revenuedsrded when there is credible
evidence of an agreement, the related fees are, filke service and/or product have been delivened the collection of the related receivable
is assured.

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

Three months Six months

ended June 30: ended June 30:
(In thousands): 2008 2007 2008 2007
Electronic payment processil $15,92: $13,01¢ $31,10¢ $25,53(
Web hosting 4,49¢ 3,94: 8,77¢ 7,82(
Interest incom: 831 1,54¢ 1,80¢ 3,03¢
Income from tax credit 1,491 1,32(C 2,954 2,621
Premium on loan sale 32¢ 797 47€ 1,512
Servicing fee 437 49€ 922 94(
Insurance commissior 35C 207 59z 44E
Other income 77E 2,08¢ 1,52 3,31¢
Totals $24,63( $23,41: $48,15( $45,22(

Electronic Payment Processing Costs

Electronic payment processing costs consist prallgipf costs directly related to the processingnafrchant sales volume, including
interchange fees, VISA and MasterCard dues andsssnts, bank processing fees and costs paid-depity processing networks. Such
costs are recognized at the time the merchantacéioss are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iacéhtdrchange and assessment costs, which arg get bredit card associations.
Interchange costs are passed on to the entitynigsbie credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumeireldic payment processing costs also
include residual expenses. Residual expenses egpire®s paid to third-party sales referral sourResidual expenses are paid under various
formulae as contracted with such third-party refiesources, but are generally linked to revenuésett from merchants successfully referred
to the Company and that begin using the Compangnnchant processing services. Such residual egpenre typically ongoing as long as
the referred merchant remains a customer of thepaagnand are recognized as expenses as relatatiesvare recognized in the Company’
condensed consolidated statements of operations.
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Restricted Cash

Restricted cash includes cash collateral relatng letter of credit; monies due on loan-relatedittances and insurance premiums
received by the Company and due to third partiash deld by the Capcos restricted for use in mageaid operating the Capco, making
qualified investments and for the payment of incdex@s; and a cash account maintained as a resgauest chargeback losses.

Purchased Receivables

Purchased receivables are recorded at the pdiiméwhen cash is released to the seller. A mgjofithe receivables purchased have
recourse and are charged back to the seller if aged60, 90 or 120 days, depending on contractgr@ements. Purchased receivables are
included in accounts receivable on the condenseddtidlated balance sheet.

Investments in Qualified Businesses

The various interests that the Company acquirés mualified investments are accounted for unbde¥dé methods: consolidation, equity
method and cost method. The applicable accountethaa is generally determined based on the Compamyfing interest or the economics
of the transaction if the investee is determinebda variable interest entity.

Consolidation Methodnvestments in which the Company directly or indile owns more than 50% of the outstanding voting
securities, those the Company has effective cootret, or those deemed to be a variable interdgy ém which the Company is the primary
beneficiary under the provisions of FIN 46R (“FIE donsolidated entity”) are generally accountedufaaler the consolidation method of
accounting. Under this method, an investment’srioia@ position and results of operations are rédi@avithin the Company’s condensed
consolidated financial statements. All significarter-company accounts and transactions are eltetnancluding returns of principal,
dividends, interest received and investment rediem@t The results of operations and cash flowsadresolidated operating entity are
included through the latest interim period in whible Company owned a greater than 50% direct areicivoting interest, exercised control
over the entity for the entire interim period orsa@herwise designated as the primary beneficidpgpn dilution of control below 50%, or
upon occurrence of a triggering event requiringnsideration as to the primary beneficiary of dalae interest entity, the accounting
method is adjusted to the equity or cost methaacabunting, as appropriate, for subsequent periods.

Equity MethodInvestees that are not consolidated, but over wiiefCompany exercises significant influence, amanted for under
the equity method of accounting. Whether or notGoenpany exercises significant influence with respe an investee depends on an
evaluation of several factors including, among theepresentation on the investee’s Board of Dirscand ownership level, which is
generally a 20% to 50% interest in the voting sitiesrof the investee, including voting rights asated with the Company’s holdings in
common, preferred and other convertible instrumantke investee. Under the equity method of actingnan investee’s accounts are not
reflected within the Company’s condensed consaididinancial statements; however, the Company’sesbiithe earnings or losses of the
investee is reflected in the Company’s condensedal@ated financial statements.

Cost MethodInvestees not accounted for under the consolidatidhe equity method of accounting are accoundedifider the cost
method of accounting. Under this method, the Comigashare of the net earnings or losses of sucthpeni®s is not included in the
Company'’s condensed consolidated financial statesnetowever, cost method impairment charges amgrézed, as necessary, in the
Company'’s condensed consolidated financial statesn#rcircumstances suggest that the value ofrthestee has subsequently recovered,
such recovery is not recorded until ultimately Idated or realized.

The Company’s debt and equity investments havetantislly been made with funds available to Newtalough the Capco programs.
These programs generally require that each Caped anminimum investment benchmark within five yeafraitial funding. In addition, any
funds received by a Capco as a result of a delyrapnt or equity return may, under the terms ofGhpco programs, be reinvested and
counted towards the Capcos’ minimum investment hiecks.
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Stock—Based Compensation

The Company applies SFAS 123 (revised 2004), “SBased Payment” (“SFAS 123R"). SFAS 123R requitesharebased paymen
to employees to be recognized in the financiabstants based on their fair values using an optraing model at the date of grant.

As of June 30, 2008, the Company had two sharedbam®pensation plans. For the three and six mostiogls ended June 30, 2008,
compensation cost charged to operations for thizses pvas $26,000 and $148,000, respectively, amtlisded in salaries and benefits in the
accompanying condensed consolidated statementseadtions. The total income tax benefit recogniretie condensed consolidated
statements of operations for the three and six hsoahded June 30, 2008 for share-based compenaatamyements was $8,000 and
$44,000, respectively.

In May 2008, Newtek granted its certain employeeaggregate of 710,000 options valued at $369,0pfion awards were granted
with an exercise price of $1.50 which exceedediheket price of the Company’s stock at the datgraft. The options vest on the second
anniversary of date of grant and expire 10 yeansfihe date of grant. The fair value of each opsiaard is estimated on the date of grant
using a Black-Scholes option valuation model thstsuthe following assumptions: 6 year expectedrig&-free interest rate of 3.10% and
expected volatility of the Company’s stock of 5388 xpected volatilities are based on the histbriotatility of the Company’s stock and
other factors. The risk-free rate for periods dgtiine expected life of the option is based on tie Wreasury yield curve in effect at the time
of grant. Expected term was determined using tilffied method under Staff Accounting Bulletin NkD7, “Valuation of Share-Based
Payment Arrangements for Public Companies”. Comgidors cost charged to operations in connection siith grant was $22,000 for the
three and six month period ended June 30, 2008.

As of June 30, 2008, there was $353,000 of tote#aognized compensation costs related to non-vasiae-based compensation
arrangements granted under the Plans. That cespected to be recognized ratably through the geding December 31, 2009.

New Accounting Pronouncements

Effective January 1, 2008, the Company adopted SNASL57, “Fair Value Measurements” (“SFAS 157" FAS No. 159, “The
Fair Value Option for Financial Assets and Finahktiabilities” (“SFAS 159"). SFAS 157 defines famalue, establishes a framework for
measuring fair value under accounting principlesegelly accepted in the United States of Ameri@@XAP”) and enhances disclosures at
fair value measurements. Fair value is defined uB&&AS 157 as the exchange price that would bewedtdor an asset or paid to transfer a
liability (an exit price) in the principal or moatlvantageous market for the asset or liabilitynoederly transaction between market
participants on the measurement date. SFAS 15&sbm entity the irrevocable option to elect faitue for the initial and subsequent
measurement for certain financial assets and ifigsilon a contract-by-contract basis. The impéetdopting both SFAS 157 and SFAS 159
reduced the beginning balance of retained earrdngd January 1, 2008 by $14.3 million, net of Babsequent changes in fair value of t
financial assets and liabilities are recognizedamings when they occur. For additional informatim the fair value of certain financial
assets and liabilities, see Note 3 of the condeosasdolidated financial statements.

In December 2007, the FASB issued SFAS No. 141“@Rjsiness Combinations” (“SFAS 141(R)"), and SFNS. 160,
“Noncontrolling Interests in Consolidated Finan&htements” (“SFAS 160”). SFAS 141(R) requiregequirer to measure the identifiable
assets acquired, the liabilities assumed and angamtrolling interest in the acquiree at their fatues on the acquisition date, with goodwiill
being the excess value over the net identifiabdetasacquired. SFAS 160 clarifies that a noncdimgpinterest in a subsidiary should be
reported as equity in the consolidated financiteshents. The calculation of earnings per shatlecwiitinue to be based on income
attributable to the parent. SFAS 141(R) and SFAGdré effective for financial statements issuediBwal years beginning after
December 15, 2008. Early adoption is prohibited.d&enot expect the adoption of SFAS 141(R) and SE&®to have a material impact on
our condensed consolidated financial statements

NOTE 3 — FAIR VALUE MEASUREMENT

Effective January 1, 2008, the Company adopted SNASL57 “Fair Value Measurements” (“SFAS 157")ncarrent with its adoption
of SFAS No. 159 “The Fair Value Option for Finandasets and Financial Liabilities” (“SFAS 159")FA&S 157 clarifies the definition of
fair value and describes methods available to gpately measure fair value in accordance with GABPAS 157 applies whenever other
accounting pronouncements require or permit fdinezaneasurements. SFAS 159 allows entities toacably elect fair value as the initial
and subsequent measurement attribute for certzamdial assets and financial liabilities that aveatherwise required to be measured at fair
value, with changes in fair value recognized imaays
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as they occur. SFAS 159 establishes presentatidianlosure requirements designed to improve coalyility between entities that elect
different measurement attributes for similar asaatsliabilities. The Company has adopted SFASef&Stive January 1, 2008 concurrent
with the adoption of SFAS 157 for valuing its Caglarredits in lieu of cash, notes payable in crediteu of cash and prepaid insurance \
the exception of those related to its Wilshire Advs, LLC Capco. The discussion below is theredadusive of Wilshire Advisors, LLC.

The Company adopted SFAS 159 in order to refleitsifinancial statements the assumptions that etgrérticipants use in evaluating
these financial instruments. Under the cost badsieoounting, the discount rates used to calctlegresent value of the credits in lieu of
cash and notes payable in credits in lieu of cadimaot reflect the credit enhancements that the @omw’'s Capcos obtained from American
International Group, Inc (“AlG”), namely its AA- tiag, for the Capcos’ debt issued to certified stees. Instead the cost paid for the credit
enhancements was recorded as prepaid insuran@antized on a straight-line basis over the terrthefcredit enhancements.

With the adoption of SFAS 159 and the concurreonpéidn of SFAS 157, credits in lieu of cash andesgiayable in credits in lieu of
cash are valued based on the yields at which fiahimstruments would change hands between a giltimyer and a willing seller when the
former is not under any compulsion to buy and #it is not under any compulsion to sell, bothipahaving reasonable knowledge of
relevant facts. SFAS 157 requires the fair valuthefassets or liabilities to be determined basethe assumptions that market participant’s
use in pricing the financial instrument. In devéhgpthose assumptions, the Company identified ctaristics that distinguish market
participants generally, and considered factorsiipg¢o (a) the asset type, (b) the principal (avshadvantageous) market for the asset group,
and (c) market participants with whom the reporémgity would transact in that market.

Based on the aforementioned characteristics amigtm of the AlG credit enhancements, the Comparigbes that market participants
purchasing or selling its Capcatebt, and therefore its credits in lieu of caslhil aotes payable in credits in lieu of cash viewperformance
risk to be equal to the risk of an AIG nonperformamisk and as such both the fair value of craditieu of cash and notes payable in credits
in lieu of cash should be priced to yield a rateado an applicable AIG U.S. Dollar denominatetitdastrument. Because the value of notes
payable in credits in lieu of cash directly refettie credit enhancement obtained from AIG, thenortized cost relating to the credit
enhancement will cease to be separately carriath asset on Company’s consolidated balance sheés$ arcorporated in notes payable in
credits in lieu of cash.

The Company elected not to apply this method obarting to one of its Capcos, Wilshire AdvisersQ,lbecause its debt has a
different credit enhancement which makes the dedmi@emically different than the other Capco debt doés not permit the Company to
assign the credit risk of the debt to Wilshire Aghrs’ insurer, AlG. As such, the Company reporgsdtedits in lieu of cash, notes payable in
credits in lieu of cash and prepaid insurance oosi basis. As of June 30, 2008, these were $100$182,000 and $0, respectively.

The following table summarizes the impact of tharae in accounting for credits in lieu of cashpaid insurance and notes payable in
credits in lieu of cash, and the impact of adopthgfair value option for certain financial ingtrants on January 1, 2008. Amounts shown
represent the carrying value of the affected imsémts before and after the changes in accountsuitieg from the adoption of SFAS 157 i
SFAS 159.
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Transition impact:

Opening Balanct

Ending Balance Adoption
Sheet Net Gain/ Sheet
(In thousands:) December 31, 20C (Loss) January 1, 2008
Impact of electing the fair value option under SFXE
Credits in lieu of cas $ 92,78 $ (4,019 $ 88,76¢
Prepaid insuranc 14,73¢ (12,006 3,732
Notes payable in credits in lieu of ce (79,085 (8,859) (87,949
Cumulative-effect adjustment (pre-tax) (23,879
Tax impaci 9,551
Cumulative-effect adjustment (net of tax), decrease t
retained earnings $(14,32)

The fair value at June 30, 2008 was calculatedgusiin value hierarchy level two and in the samen@a as the valuation at January 1,
2008.

Fair Value Option
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 accordance
with SFAS 159 in order to reflect in its consoligafinancial statements the assumptions that madetitipant’s use in evaluating these
financial instruments.

Prepaid insurance

The Company has determined that the effect of thdittenhancement obtained from AIG, namely the Agiing, is inseparable from
the notes payable in credits in lieu of cash. lopdithg SFAS 159 the prepaid insurance unamortipstirelating to the credit enhancement
will cease to be separately carried as an assiteoGompany’s condensed consolidated balance ahdes incorporated in notes payable in
credits in lieu of cash.

Fair Value Measurement

SFAS 157 defines fair value as the exchange phizewwould be received for an asset or paid to fearssliability (an exit price) in the
principal or most advantageous market for the amskdbility in an orderly transaction between ketrparticipants on the measurement date.
SFAS 157 also establishes a fair value hierarchghwtequires an entity to maximize the use of olesgle inputs and minimize the use of
unobservable inputs when measuring fair value.stardard describes three levels of inputs thatlmeaysed to measure fair value:

Level 1 Quoted prices in active markets for identical assefiabilities. Level 1 assets and liabilitieslude debt and equity securities and
derivative contracts that are traded in an actikaehange market, as well as certain U.S. TreastingradJ).S. Government and
agency mortgac-backed debt securities that are highly liquid aredeactively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssafuated prices for similar assets or liabilitiggopted prices in markets that are
not active; or other inputs that are observableaorbe corroborated by observable market dataufustantially the full term of the
assets or liabilities. Level 2 assets and liak#itinclude debt securities with quoted prices dinatraded less frequently than
exchange-traded instruments and derivative comstrabse value is determined using a pricing modi#l iputs that are
observable in the market or can be derived pritigifiem or corroborated by observable market datss category generally
includes certain U.S. Government and agency moetdragked debt securities, corporate debt secyriterssative contracts and
residential mortgage loans h-for-sale.
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Level 2 Unobservable inputs that are supported by litla@mmarket activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgupricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which the determinatiorfadf value requires significant
management judgment or estimation. This categangigdly includes certain private equity investmengtained residual interests
in securitizations, residential mortgage serviaiigts, and highly structured or lc-term derivative contract

As described above, the Company’s Capcos’ debgradd by AIG insurance, effectively bears the noiopmance risk of AIG.
Therefore the Company calculates the present wdlbeth the Credits in lieu of cash and Notes p&yabcredits in lieu of cash, with the
exception of Wilshire Advisers, LLC, using the yiaf AIG’s 7.70% Series A-5 Junior Subordinated Bmores (the “AlG Debentures™he
Company considers this a level 2 input under SFBB &ince it is a quoted yield for a similar lidtyilthat is traded in an active exchange
market. The Company selected these debenturee asast representative of the nonperformance ris@aated with the CAPCO notes
because they are AlIG issued notes, were recestlgds and are actively traded.

As of March 31, 2008, exclusive of Wilshire AdviseLLC, the present value of the credits in liecash was $85,924,000 and notes
payable in credits in lieu of cash was $85,686,@®that date, the yield on the AIG Debentures W@8%, the same as it was on January 1,
2008; therefore no change in the fair market value asset or liability occurred. As of June 3008, the date the Company revalued the
asset and liability, the yield on the AIG Debentuegualed 8.63% reflecting AIG’s reduction in ctediting from AA+ to AA-and changes i
interest rates in the marketplace. This increasgein reduced both the present value, exclusivd/iéhire Advisers, LLC, of the credits in
lieu of cash by $1,507,000 to $79,908,000 from>greeted value of $81,415,000 assuming the yieldrbathined unchanged from March
2008 and the present value, exclusive of Wilshideigers, LLC, of the notes payable in credits @éulof cash by $1,568,000 to $79,772,000
from an expected value of $81,340,000 assumingitié had remained unchanged from March 31, 200&. ffet change in fair value
reported in the Company’s condensed consolidatgdraent of operations for the three months ended 30, 2008 above was income of
$61,000.

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

NOTE 4 — SBA LOANS:

The Company lends to a variety of business typ#s the largest concentrations by dollar amount®A $ans in the hotel and motel
and restaurant industries. Geographically, the Gomgolds loans in 38 states and the District dii@bia with the largest concentrations by
dollar amount in Florida and New York. Below istarsnary of the activity in the SBA loans held fovéstment, net of SBA loan loss
reserves for the six months ended June 30, 2008 d¢lsands):

Balance at December 31, 2C $27,89¢
SBA loans originated for investme 3,56¢
Payments receive (2,339
Provision for SBA loan losse (857)
Loans foreclosed into real estate ow (29
Discount on loan originations, n 37
Balance at June 30, 20 $28,27¢

Below is a summary of the activity in the resergelban losses for the six months ended June 318 @0 thousands):

Balance at December 31, 2C $2,19¢
SBA loan loss provisio 857
Recoveries 36
Loan charg-offs (605)
Balance at June 30, 20 $2,48¢
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Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 308Zh thousands):

Balance at December 31, 2C $ 36C
Loan originations for sal 10,971
Loans solc (9,819
Balance at June 30, 20 $ 1,51¢

All loans are priced at the prime interest ratesgpproximately 2.75% to 3.75%. The only loans aifixed interest rate are defaulted
loans of which the guaranteed portion sold is relpased from the secondary market by the SBA, whédaunguaranteed portion of the loans
still remains with the Company. As of June 30, 2888 December 31, 2007, net SBA loans receivalitefoeinvestment with adjustable
interest rates amounted to $25,879,000 and $2®806Frespectively.

For the six months ended June 30, 2008 and 2086 Cdimpany funded approximately $14,518,000 and7#18000 in loans and sold
approximately $9,818,000 and $13,707,000 of theantaeed portion of the loans, respectively.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of Bhe&008 and December 31, 2007
amounted to $166,000 and $273,000, respectively.

At June 30, 2008 and December 31, 2007, total iregaionaccrual loans amounted to $5,908,000 and $5,550t86pectively. For tF
six months ended June 30, 2008 and for the yeardeDecember 31, 2007, the average balance of ietbaon-accrual loans was $6,024,000
and $5,637,000, respectively. Approximately $1,888,and $1,008,000 of the allowance for loan loggse allocated against such impaired
non-accrual loans, respectively, in accordance &#AS 114 “Accounting by Creditors for Impairmefittd_oan — an amendment of FASB
Statement No. 5 and 15”. The following is a sumn@&rgBA loans held for investment as of:

December 31
June 30,

(In thousands): 2008 2007

Due in one year or le: $ 66 $ 64
Due between one and five yei 1,352 1,392
Due after five year 31,14: 30,46¢
Total 32,55¢ 31,92«
Less : Allowance for loan loss (2,489 (2,196
Less: Deferred origination fees, t (1,796 (1,839
Balance (net $28,27¢ $ 27,89

NOTE 5 - BROKER RECEIVABLE:

As discussed in Note 2, the Company changed isusting principal in relation to how it recognizbe sale of guaranteed portions of
SBA loans from recognition on the settlement d@t@ecognition on the trade date. As a result f thange, the Company has a receivable
from brokers of approximately $5,646,000 as of J8®e2008.
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NOTE 6 — SERVICING ASSETS:

Servicing rights are recognized as assets when|8&8#s are sold and the rights to service thoseslaam retained. As of January 1,
2007, the Company adopted the provisions of SFABvilsich requires all separately recognized sergieissets to be initially measured at
fair value, if practicable. As of January 1, 200 Company identified its entire balance in seéngaights as one class of servicing assets for
this measurement. The Company reviews capitalizedcng rights for impairment which is performedsed on risk strata, which are
determined on a disaggregated basis given the priedat risk characteristics of the underlying laahise predominant risk characteristics
loan term and year of loan origination.

The changes in the value of the Company’s servidgtgs for the six months ended June 30, 2008 asr®llows:

(In thousands)

Balance at December 31, 2C $3,09¢
Servicing assets capitaliz: 13t
Servicing assets amortiz: (511
Balance at June 30, 20 2,728
Reserve for impairment of servicing ass

Balance at December 31, 2C (381)
Reduction 12C
Balance at June 30, 20 (261
Balance at June 30, 2008 (net of rese $2,46:

The estimated fair value of capitalized serviciights was $2,342,000 and $2,718,000 at June 3@ 206 December 31, 2007,
respectively. The estimated fair value of servicisgets at June 30, 2008 was determined using@udisrate of 12.7%, weighted average
prepayment speeds ranging from 1% to 22%, weiginedage life of 3.0 years, and an average defatdtaf 4.9%. The estimated fair value
of servicing assets at December 31, 2007 was detednusing a discount rate of 11.2%, weighted ayee@epayment speeds ranging from
1% to 23%, depending upon certain characterisfitiseoloan portfolio, a weighted average life oféars, and an average default rate of 4

For the three months ended June 30, 2008, NSBFdeda recovery of $120,000 in the servicing agsktation allowance as a resul
an increase to the fair market value of certainisigrg stratum. This increase is attributable te@duction in loan prepay speeds that
outweighed an increase in default rate and thevdisicrate used to calculate the servicing assetrfaiket value: the servicing portfolio is
expected to last longer and therefore pay mordégegvfees over its life. The servicing asset wihtinue to be examined on a quarterly bi
the allowance may fluctuate in future periods basetban performance and interest rates.

The unpaid principal balances of loans servicedfbers are not included in the accompanying coseltconsolidated balance sheets.
The unpaid principal balances of loans servicedfbers were $144,367,000 and $155,182,000 asef 3@, 2008 and December 31, 2007,
respectively.

NOTE 7 — COMMON STOCK:

In connection with restricted stock grants in 200&, Company issued 30,688 shares to three empldgethe three months ended
June 30, 2008. The allocated portion of the reladpensation costs associated with these grars$42000 and $28,000 for the three and
six months ended June 30, 2008, respectively.

NOTE 8 - WARRANTS:

In March 2008, a warrant was granted to purchagg0BGshares of the Company’s common stock to agienfiorming investor relations
for the Company. The warrant vests in six monthfan exercise price of $2.00 and expires in M2@h8.
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At June 30, 2008, the warrant was valued at $32,508 compensation cost that has been chargecetatogns for this warrant for the three
and six months ended June 30, 2008 was $6,000&060¢ respectively, and is included in other ofiegacosts in the accompanying
condensed consolidated statements of operatiomstalihvalue of each warrant award is estimatetherdate of grant using a Black-Scholes
option valuation model that uses the following asptions: 10 year expected life, risk-free interasé of 3.45% and expected volatility of the
Company’s stock of 63.76%. Expected volatilities based on the historical volatility of the Comparstock and other factors. The risk-free
rate for periods during the expected life of theramt is based on the U. S. Treasury yield curveffiect at the time of grant. The expected
term was determined based on the contractual téthreavarrant. In accordance with EITF 96-18, ttefpany will adjust the value of the
warrant to fair value at each measurement dateidfir¢the date of vesting.

NOTE 9 — TREASURY STOCK:

Shares of common stock repurchased by the Compamgeorded at cost as treasury stock and resaltéauction of shareholders’
equity in our condensed consolidated balance sheet time-to-time, treasury shares may be regasepart of our stock-based
compensation programs. When shares are reissue@otmpany uses the weighted average cost methakfiermining cost. The difference
between the cost of the shares and the issuareeiprtharged to compensation expense and adairtiocted from additional contributed
capital.

In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenteanter the market to re-
purchase up to 1,000,000 of the Company’s commareshAs of June 30, 2008, the Company has purdlzas#al of 625,052 treasury
shares under that authorization.

NOTE 10 — LOSS PER SHARE:

Basic loss per share is computed based on the teéigiverage number of common shares outstandimggdiine period. The dilutive
effect of common share equivalents is includedhendalculation of diluted loss per share only wtieneffect of their inclusion would be
dilutive.
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The calculations of loss per share were:

(In thousands except per share data):

Numerator:

Numerator for basic and diluted E~ loss from continuing operatiol
Numerator for basic and diluted E~ loss from discontinued operatio
Numerator for basic and diluted E- loss available to common sharehold
Denominator

Denominator for basic and diluted E— weighted average shar

Net loss per share from continuing operations: @asd dilutec

Net loss per share from discontinued operationsidBand dilutec

Loss per share: Basic and dilu

The amount of ar-dilutive shares/units excluded from above is alofed:
Stock options and restricted stc

Warrants
Contingently issuable shar

NOTE 11- SEGMENT REPORTING:

Three months Six months
Ended June 30: Ended June 30:
2008 2007 2008 2007

$(1,98)  $(2,10)
— (28€)

$(4,676  $(4,799

— (499)

$(1,98) $(2,38)

$(4670 (5,280

35,75( 35,86¢

$ (0.0 $ (0.06
— (0.01)

35,80¢ 35,72(

$ (019 $ (0.19

— (0.02)

$ (0.0 $ (0.07)

$ 019 $ (0.19

1,74% 873
21€ 21¢€
474 588

1,74% 82¢
21€ 21€
474 588

Operating segments are organized internally prignbsi the type of services provided, and in accoodawith SFAS No. 131,
“Disclosures about Segments of an Enterprise amat&kInformation,” the Company has aggregatedlamiperating segments into six
reportable segments: Electronic payment proces®iadp hosting, Small business finance, All othernpdoate, and Capcos.

Effective in the first quarter of 2008, the Compangde certain changes to its segment reportingot@ mccurately portray the operat
of its businesses. For all segments other thandatg, intercompany expenses are now charged tastireof the service with a resulting
reduction in expense for the provider of the sevi revenue is recorded. Previously the provétiexved the expense. This change will
better match expenses to the revenues generateddyment. In addition, the Company moved two firarelated businesses from it's All
other segment to the Small business finance segameintenamed it such. The new name better chamegehe financing services provided
by the segment: the entities consolidated intastgament provide small- and medium-sized businesikdoans of various types including
SBA 7a loans as well as receivables financing and fees for servicing loans for other lenders.n$&g reporting for the current and

previous periods reflect these changes.

Historically a substantial amount of resources vedicated to new Capcos and the investment girtbeeeds in qualified businesses
and the managing of these businesses. Since maaagdoes not anticipate any new Capcos in the dedse future, the Company has
changed its internal reporting to better evaluaté manage the existing Capco business, its comardivities and its portfolio of small
businesses included in the All other segment. Boenent previously called Capco and other, which &d@ment previously evaluated as one
integrated segment, is now being evaluated as #agments—Capcos, Corporate activities and Allroffiee segment information for prior

periods has been restated to conform to the cudisclbsure.
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The Electronic payment processing segment is aegeae of credit card transactions, as well as &etear of credit card and check
approval services to the small- and medium-sizesiness market. Expenses include direct costs @edin a separate line captioned
electronic payment processing costs), professieeal, salaries and benefits, and other expenses vathich are included in the respective
caption on the condensed consolidated statemewisenétions.

The Web hosting segment consists of CrystalTeajyiesd in July 2004. CrystalTechtevenues are derived primarily from web hos
services and consist of web hosting and set up @nystalTech generates expenses such as profakf@es, payroll and benefits, and
depreciation and amortization, which are includethie respective caption on the accompanying caeteoonsolidated statements of
operations, as well as licenses and fees, rentganeral office expenses, all of which are inclustedther expenses in the respective caption
on the condensed consolidated statements of opesati

The Small business finance segment consists oflBuainess Lending, Inc., a lender that primariligmates, sells and services
government guaranteed SBA 7a loans to qualifyinglsbusinesses through its licensed SBA lender, tdie@mall Business Finance
(“NSBF”); the Texas Whitestone Group which manatipesCompany’s Texas Capco and closes loans; andBLBiBess Services, Inc. (d/b/a
Newtek Business Credit) which provides accountsiv@ble financing, billing and accounts receivabl@ntenance services to busines
NSBF generates revenues from sales of loans, sagvimcome for those loans retained to service BBN and interest income earned on
loans themselves. The lender generates expensiesdia@st, professional fees, salaries and bend#gisreciation and amortization, and
provision for loan losses, all of which are incldde the respective caption on the condensed cinladet statements of operations. NSBF
has expenses such as loan recovery expenses r@sging costs, and other expenses that areckitied in the other general and
administrative costs caption on the condensed didiased statements of operations.

The All Other segment includes revenues and expams@rily from qualified businesses that receiigestments made through the
Company’s Capcos which cannot be aggregated wlir @perating segments. The two largest entitidésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andrigssi Connect, LLC, a provider of sales and proegssrvices.

Corporate activities represent revenue and experedlocated to our segments. Revenue includeseist income and management
fees earned from Capcos (and included in expendde iCapco segment). Expenses primarily includparate operations related to broad-
based sales and marketing, legal, finance, infaomaechnology, corporate development and additicasts associated with administering
the Capcos.

The Capco segment, which consists of the 15 Capengrates non-cash income from tax credits, istémeome and gains from
investments in qualified businesses which are bedlin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ilCtnporate activities revenues), legal, and auglitees and losses from investments in
qualified businesses.

Management has considered the following charatiesishen making its determination of its operatimgl 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 exknipanking, insurance, or public utilitie

The accounting policies of the segments are thesenthose described in the summary of signifiaaabunting policies.
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The following table presents the Company’s segrivgatmation for the three and six month periodsexzhdune 30, 2008 and total

assets as of June 30, 2008 and December 31, 20€ho(isands):

Third Party Revenue
Electronic payment processi
Web hosting

Small business financ
Capcos

All other

Corporate activitie

Total reportable segments
Eliminations

Consolidated Total

Inter -Segment Revenu
Electronic payment processi
Web hosting

Small business financ
Capcos

All other

Corporate activitie

Total reportable segments
Eliminations

Consolidated Total

Income (loss) before benefit for income taxes andstontinued
operations
Electronic payment processi
Web hosting
Small business financ
Capcos
All other
Corporate activitie
Totals

Depreciation and amortization
Electronic payment processi
Web hosting
Small business financ
Capcos
All other
Corporate activitie
Totals
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For the three For the three For the six For the six
months endec months ende months endec months endec
June 30, 200: June 30, 200° June 30, 200! June 30, 200°
$ 15,93¢ $ 13,07( $ 31,15( $ 25,627
4,501 3,95( 8,78¢ 7,83¢
2,08( 3,23: 3,94~ 6,24:
1,60z 1,72 3,23¢ 3,35¢
644 1,56t 1,30¢ 2,38¢
2,487 1,10¢€ 3,56( 2,232
27,25: 24,64 51,98: 47,68¢
(2,629 (1,237) (3,837 (2,469
$ 2463 $ 2341: $ 4815( $ 4522
$ 18 $ 13 $ 36 $ 23
39 49 78 95
761 23 76¢ 23
48¢€ 651 96& 1,152
182 43 35¢ 247
577 67¢ 1,081 1,25¢
2,06¢ 1,45¢ 3,28¢ 2,79¢
(2,065 (1,45¢) (3,286 (2,799

$ — $ — $ — $ —
$ 1,167 $ 94¢ $ 2,241 $ 1,86¢
737 904 1,351 1,83:
(791) 15 (2,299 (102)
(2,736 (3,339 (4,119 (6,877)
(39€) 59E (951) 49t
(487) (1,947 (2,679 (4,107
$ (2500 $ (2819 $ (643 $ (6,889
$ 55¢ $ 447 $ 1,121 $ 89C
81t 75& 1,63: 1,46¢
277 30¢ 58¢€ 58t
14 10 24 20
15 65 48 12¢
86 60 164 12C
$ 1766 $ 1641 $ 357¢ $  3,20¢
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As of As of
June 30, December 31

2008 2007

Identifiable assets

Electronic payment processi $ 15,01« $ 16,23¢
Web hosting 14,08¢ 17,22(
Small business financ 50,05 44,95t
Capcos 96,02: 125,93:
All other 7,93¢ 10,94:
Corporate activitie 3,13: 2,534
Consolidated total $186,25. $ 217,81¢

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults 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 cktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoelddad in conjunction with the consolidated finahatatements and the accompanying
notes.

This Quarterly Report on Form 10-Q contains forwdodking statements. Additional written or oral faard4ooking statements may
made by Newtek from time to time in filings with 8ecurities and Exchange Commission or othervise words “believe,” “expect,”
“seek,” and “intend” and similar expressions idefytiforward-looking statements, which speak onlpfake date the statement is made. Such
forward-looking statements are within the meaning of thah in Section 27A of the Securities Act of 1833mended, and Section 21E of
the Securities Exchange Act of 1934, as amendeth. Satements may include, but are not limiteghtojections of income or loss,
expenditures, acquisitions, plans for future opiera, financing needs or plans relating to our segg, as well as assumptions relating to the
foregoing. Forwarelooking statements are inherently subject to riskd uncertainties, some of which cannot be predicr quantified.
Future events and actual results could differ matlr from those set forth in, contemplated by oderlying the forwar-looking statements.
Newtek does not undertake, and specifically distdaiany obligation to publicly release the resuoftsevisions which may be made
forward-looking statements to reflect the occurrence dicgrated or unanticipated events or circumstanaier such statements.

We also need to point out that our Capcos operatieua different set of rules in each of the 8gdittions and that these place varying
requirements on the structure of our investmemntsoime cases, particularly in Louisiana, we dopitcol the equity or management of a
qualified business but that cannot always be pregkarally or in written presentations.

We are a direct distributor of business servicebdéosmall- and medium-sized business market. &get market represents a very
significant marketplace in the United States GDEcadkding to statistics published by the U.S. SBabliiness Administration, approximately
51% of the GDP and private sector employment inthiged States comes from small businesses, anddd®isinesses in the United States
which have one or more employees fit into this readegment. As of June 30, 2008, we had over 9@G08@mMers. We use state-of-the-art
web-based proprietary technology to be a low cogtimer and provider of products and services tosoeall- and medium-sized business
clients. We partner with AIG, Merrill Lynch, MorgaBtanley, the Credit Union National Associationhwits 8,700 credit unions and
80 million members, Navy Federal Credit Union watii million members, PSCU Financial Services, Itie,nation’s largest credit union
service organization, Fiserv Solutions, Inc. dintegraSys, General Motors Minority Dealers Assticraand Daimler Chrysler Minority
Dealers Association, all of whom have elected ferafertain of our business services and finamqmiatlucts rather than provide some or all of
them directly for their customers. We have deemigkdsour Capco business in favor of growing ourrapieg businesses and do not
anticipate creating any new Capcos in the forededature.
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In order to more accurately and transparently pgrarur financial information and performance, weénaimplified the format of this
Form 10-Q and expanded our segment reporting franused in 2007. We have simplified our condersedolidated statements of
operations by substantially reflecting the opegperformance while expanding the segment profitlass tables to fully show each
segment’s revenues and expenses. Management'ssi@awand analysis concentrates on describing segmeeformance with the aid of
these new detailed tables. For expenses otherctirgorate overhead, intercompany expenses are nakgexd to the user of the service wit
resulting reduction in expense for the providethaf service; for comparability we restated previsegment results to reflect this change as
well. We believe this change will better match enges to the revenues generated by a segment. itioagdd/ie moved two finance-related
businesses from our All other segment to the SBWileg segment, now renamed Small business findrds.change recognizes that we h
expanded our financing offerings to small- and medbsized businesses to include multiple loan tygresreceivables financing and
consolidated their management under one operaamg.tThe new name better characterizes this. Vdesdsted to reclassify certain residual
fees paid to independent sales agencies and oegiamiz for electronic payment processing accourgyg provided to our Electronic payment
processing segment from professional fees to eleictpayment processing costs; present and prefilauscial results reflect this change.

As of January 1, 2008, we adopted SFAS No. 159 ‘Hdie Value Option for Financial Assets and Finahtiabilities” to better value
our Capco notes. By revaluing our assets and ii@silassociated with the notes issued by our Cgpee have endeavored to eliminate much
of the non-cash effect the Capcos have on our tipasathat make unclear the performance of ouratfmers. The adoption has resulted in a
one-time, non-cash after-tax reduction in retaieahings of $14,327,000 and a one-time reductidd®c851,000 in the deferred tax liability.
This will reduce the future burden of non-cash @epsses by better balancing the non-cash incooma fax credits against the non-cash
Capco interest expense. For the six months endezl3, 2008, the change has resulted in a $3,987e@iction of the Capco non-cash loss
that is income from tax credits less Capco intezgpense and the amortization of prepaid Capcoinstgance expense. Because we chose
adopt a new rule, we have not restated previoaséiial results.

For the quarter ended June 30, 2008, we had asebf $1,982,000 on revenues of $24,630,000. Tetanues increased by
$1,219,000, or 5.2%, from $23,411,000 for the qraghded June 30, 2007 principally due to increaseehues in the Electronic payment
processing and Web hosting segments, offset byedses in revenues from our Small business finamté\Ht other segments. The reduction
in the net loss of $405,000 from the second quaft@007 reflects improvements in income from ofiers for the Electronic payment
processing segment from increased sales, a reduntloss in the Capco segment from the adoptioBFAS 159, and a reduction in losses in
Corporate activities from reduced expenses, offget decrease in income from operations for the Whing segment and losses in the
Small business finance and All other segments aggains for the same period for 2007. The Webilhgstegment incurred increased rent
and electricity in connection with a move to a &rgerver facility as well as increased payrollenges that offset higher revenues while the
Small business finance segment sold substantiaerf loans held for sale while experiencing a nigteecrease in the premium received
servicing income created upon NSBF's sale of guaeghportions of loans because of marketplace tiondi We discuss the segments in
detail below.

Finally, in June 2008 the insurer of our Wilshirdwisors, LLC Capco made its single scheduled cagimpgnt to that Capco’s investor
extinguishing its debt except for a small amountiaafcredits to be delivered. As a result, bothRhepaid and structured insurance asset and
the Notes payable liability were reduced by $3,8Q0, the amount of the payment to the investorofAlune 30, 2008, the Company had
voluntarily decertified Wilshire Advisors, LLC.

The Company’s reportable business segments are:

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

Web Hosting: CrystalTech Web Hosting, Inc., which offers shamed dedicated web hosting and related servicdseterhall- and
medium-sized business market.

Small Business FinanceNewtek Small Business Finance, Inc., a nation&hrised, U.S. Small Business Administration leridat
originates, sells and services loans to qualifgn@ll businesses, which are partially guaranteetth&®BBA. Texas Whitestone Group
performs the closing function for all SBA 7a loamslerwritten by NSBF. CDS Business Services, ldth/é Newtek Business Credit)
provides financing services to businesses by psinbaheir receivables at a discounted rate. Intiaag the Company provides billing
and accounts receivable maintenance services todsses.
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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: Revenue and expenses not allocated to our otheresgg, including interest income, Capco manageifeent
income and corporate operations expenses.

Capcos:Fifteen certified capital companies, which invessimall- and medium-sized businesses. They gensoateash income from
tax credits and nonash interest and insurance expenses (with theiadagf SFAS 159 the amount of insurance expengerted for al
Capcos but Wilshire Advisers, LLC has been elimgdagtarting with the quarter ended March 31, 2008).
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Segment Results:
The results of the Company’s reportable segmemthéthree and six months ended June 30, 2002@0id are discussed below.

Electronic Payment Processing

Three months
ended June 30:

(In thousands): 2008 2007 $ Change % Change
Revenue
Electronic payment processi $15,927  $13,02: $2,89¢ 22%
Interest incom 18 48 (30) (63)%
Total revenue 15,93¢ 13,07( 2,86¢ 22%
Expenses
Electronic payment processing cc 12,92t 10,481 2,43¢ 23%
Salaries and benefi 977 901 76 8%
Professional fee 85 62 23 37%
Depreciation and amortizatic 55¢ 442 117 26%
Other general and administrative cc 22€ 23C (4) (2)%
Total expense 14,77 12,12: 2,65( 22%
Income from continuing operations before benefitificome taxes and discontinued
operations $1167 $ 948 $ 2i¢ 23%

Three months ending June 30, 2008 and 2007:

Payment processing revenues increased $2,899,@obetween periods. The effect on total revenfi@s increase in revenues from
acquired portfolios was approximately 5%, principéhe result of acquiring two significant merchaatrtfolios between periods. The
remaining increase in organic revenues of 17%ircgrally the result of an increase in merchantpssing volume between years. The
increase in merchant processing volume betweers ygdne result of both an increase in the numbarerage active processing merchants
between years of 13% to 7,396 active merchantsreg 30, 2008, with the remainder of the increagetduan increase in the average monthly
processing volume per active merchant. The increae average monthly processing volume per actierchant reflects a combination of
growth in sales volume from existing merchants el as the addition during 2007 of several higlhantaverage processing volume
merchants in the overall portfolio between years.

Expenses increased $2,650,000 or 22% between peEtettronic payment processing costs increasgt882000 or 23% between
years with 4% of the increase resulting from aapliportfolios. Organic merchant processing costiueing residual payments increas
16% between years or 1% less than the increasy@mues from related merchant processing volume r@imaining increase in electronic
payment processing costs of 3% is due to the effieah increase in residual payments to third-peadigpendent sales agencies and
representatives. The increase in such residual gatgmeflects both higher residual percentage paigite select third-party sales referral
sources in order to provide for additional incee$ito their sales forces for merchant referralstaedyrowth of such third-party sales on a
sales mix basis. Excluding depreciation and ametitin, all other costs increased 8% between yesatisearesult of an increase in allocated
costs relating to sales and customer service stpfti handle the growth in merchants and procesgihgne between years. Depreciation and
amortization increased by $117,000 due to the adtpn of merchant portfolios between years.
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Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Electronic payment processi $31,10: $25,54¢ $5,55i 22%
Interest incom 48 82 (34) (4%
Total revenue 31,15( 25,627 5,52 22%
Expenses
Electronic payment processing cc 25,15( 20,35 4,79¢ 24%
Salaries and benefi 2,041 1,88¢ B 8%
Professional fee 152 11C 42 38%
Depreciation and amortizatic 1,121 89C 231 26%
Other general and administrative cc 43¢ 521 (82 (16)%
Total expense 28,90: 23,75¢ 5,14t 22%
Income from continuing operations before benefitificome taxes and discontinued
operations $2247 $186¢ $ 3¢ 20%

Six months ending June 30, 2008 and 2007:

Payment processing revenues increased $5,557,@obetween periods. The effect on total revenfi@s increase in revenues from
acquired portfolios was approximately 4%, principéhe result of acquiring two significant merchaatrtfolios between periods. The
remaining increase in organic revenues of 18%ircgrally the result of an increase in merchantpssing volume between years. The
increase in merchant processing volume betweers ygdne result of both an increase in the numbarerage active processing merchants
between years of 11% to 7,396 active merchantsreg 30, 2008, with the remainder of the increagetdwan increase in the average monthly
processing volume per active merchant. The increae average monthly processing volume per actierchant reflects a combination of
growth in sales volume from existing merchants el as the addition during 2007 of several higlhantaverage processing volume
merchants in the overall portfolio between years.

Expenses increased $5,145,000 or 22% between peEtettronic payment processing costs increasgt®8400 or 24% between
years with 4% of the increase resulting from aapliportfolios. Organic merchant processing costiueing residual payments increas
17% between years or 1% less than the increasy@mues from related merchant processing volume r@imaining increase in electronic
payment processing costs of 3% is due to the effieah increase in residual payments to third-peadigpendent sales agencies and
representatives. The increase in such residual gatgmeflects both higher residual percentage paigite select third-party sales referral
sources in order to provide for additional inceesito their sales forces for merchant referralstaedjrowth of such third-party sales on a
sales mix basis. Excluding depreciation and ametitin, all other costs increased 5% between yesatisearesult of an increase in allocated
costs relating to sales and customer service stpfi handle the growth in merchants and procesgihgne between years partially offset by
reduced expenses as a result of office consolidatiforts. Depreciation and amortization increasg&231,000 due to the acquisition of
merchant portfolios between years.
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Web Hosting
Three months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Web hosting $4,49¢ $3,94¢ $ b55E 14%
Interest incom 2 6 4 (67)%
Other income — — — —
Total revenue 4,501 3,95( 551 14%
Expenses
Salaries and benefi 1,21¢ 1,00¢ 20¢ 21%
Interest 15 75 (60) (80)%
Professional fee 28 32 4 13)%
Depreciation and amortizatic 81t 75E 60 8%
Other general and administrative cc 1,68¢ 1,17¢ 513 44%
Total expense 3,764 3,04¢ 71€ 24%
Income from continuing operations before benefitificome taxes and discontinued
operations $ 737 $ 904 $ (169) (18)%

Three months ended June 30, 2008 and 2007:

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websimgeiie between periods
increased $555,000, or 14%, to $4,499,000 in 2Q@8Btd organic growth of hosted websites. CrystdiT@mbined service and plan
enhancements with various sales promotions, ineuttee setup fees and/or free additional monttsenfice for new customers who prepay
for a period of time ranging from two to 12 montttshelp drive growth in sites and revenue. Thedase in revenue reflects that the quaster’
average of the montbrd number of total websites increased 6,705 isé¢icend quarter 2008 as compared to the secontbg@an7, or 119
to 69,267 from 62,562. The average number of déslicaebsites, which generate a higher monthly éxsus shared websites, increased by
431 between periods, or 22%, to an average of 240inonth from an average of 1,970 per montharstttond quarter 2007. The average
number of shared websites increased 6,274, or id®&# average of 66,866 per month in the seconde2008, from an average of
60,592 per month in the second quarter 2007.

The majority of the $718,000 increase in expensésden periods reflects the increase in other géaad administrative costs. This
was primarily due to a $346,000 increase in redtuilities reflecting CrystalTech’move to a larger data center location in 2007 gitatel
capacity to support its growing business. The ngacs should be sufficient to house growth beyor@B2The increase in other expenses
included a $30,000 increase in additional softWiaenses required for additional servers, a $31jA6fkase in telephone and internet costs, a
$14,000 increase in marketing costs and a $24@9@ase in credit card processing costs, all eith the growth in the number of hosted
websites. Salaries and benefits increased $20900i@her rate than revenue growth, due to thetiadddf sales, marketing and customer
service personnel to existing staff. The $60,0@0aase in depreciation and amortization was prigndtie to capital expenditures between
periods of approximately $2,742,000 for additiomabsite hosting servers and the acquisition of Welssftware. The increase in operating
expenses was offset, in part, by a $60,000 decirasterest expense due to lower borrowings dutirggsecond quarter 2008. CrystalTech
expects the growth in total expenses to remain eoafye to its forecasted increase in revenuehéoramainder of the year.

Income before benefit for income taxes decreaséd $00 in the second quarter 2008 compared toettensl quarter 2007, principally
because the growth in expenses outpaced the giwlrenues thereby reducing operating marginss Wais primarily due to the added rent
and electricity expense for the new data centereffect of which will be mitigated during the cearof the year as more of its capacity is
utilized.
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Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Web hosting $8,77¢  $7,81¢ $ 95¢€ 12%
Interest incom 8 15 @) @4N%
Other income — 4 (4) (100%
Total revenue 8,78: 7,83¢ 94t 12%
Expenses
Salaries and benefi 2,413 2,01t 39¢ 20%
Interest 31 152 (127) (80)%
Professional fee 54 49 5 10%
Depreciation and amortizatic 1,63: 1,464 16¢ 12%
Other general and administrative cc 3,301 2,32¢ 97€ 42%
Total expense 7,432 6,00t 1,42 24%
Income from continuing operations before benefitificome taxes and discontinued
operations $1,351 $1,83: $ (482) (26)%

Six months ended June 30, 2008 and 2007:

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websimgeiie between periods
increased $956,000, or 12%, to $8,775,000 in 2@@8td organic growth of hosted websites. CrystdiT@mmbined service and plan
enhancements with various sales promotions, inetuttee setup fees and/or free additional monttseofice for new customers who prepay
for a period of time ranging from two to 12 montttshelp drive growth in sites and revenue. Thedase in revenue reflects that the six
month’s average of the month-end number of totddsites increased 7,259 in 2008 as compared to 200A2%, to 68,593 from 61,334. The
average number of dedicated websites, which gemarhigher monthly fee versus shared websitesased by 422 between periods, or 2
to an average of 2,341 per month from an averadedd® per month in the first six months of 200fe Bverage number of shared websites
increased 6,836, or 12%, to an average of 66,26inpath in the first six months of 2008, from areeage of 59,415 per month in the first
months of 2007.

The majority of the $1,427,000 increase in expebséseen periods reflects the increase in otheemgand administrative costs. This
was primarily due to a $686,000 increase in redtuilities reflecting CrystalTech’move to a larger data center location in 2007 gitatel
capacity to support its growing business. The ngacs should be sufficient to house growth beyor@B2The increase in other expenses
included a $103,000 increase in additional softviaenses required for additional servers, a $32j@6rease in telephone and internet costs,
a $14,000 increase in marketing costs, a $47,08@ase in credit card processing costs, and a @74n@rease in general office and other
miscellaneous costs, all in line with the growthwiabsites. Salaries and benefits increased $398208l@htly higher rate than revenue
growth, due to the addition of sales, marketing emnstomer service personnel to existing staff. ¥@9,000 increase in depreciation and
amortization was primarily due to capital expenditubetween periods of approximately $2,742,00@dalitional website hosting servers i
the acquisition of website software. The increasegerating expenses was offset, in part, by a $0Pldecrease in interest expense due to
lower borrowings during 2008. CrystalTech expelstsgrowth in total expenses to remain comparabiis forecasted increase in revenues
for the remainder of the year.

The income before benefit for income taxes decre$482,000 for the first six months of 2008 comparethe same period in 2007,
principally because the growth in expenses outp#oedrowth in revenues thereby reducing operatiaggins. This was primarily due to the
added rent and electricity expense for the new clatger, the effect of which will be mitigated dwgithe course of the year as more of its
capacity is utilized.
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Small Business Finance

Three months
ended June 30:

(In thousands): 2008 2007 $ Change % Change
Revenue
Premium on loan sale $ 32¢ $ 797  $ (47)) (59%
Servicing fee 43¢ 49¢€ (58) (12)%
Interest incom 65€ 1,02t (367) (36)%
Management fee 14¢€ 14¢€ — —
Other income 512 76€ (25€) (33)%
Total revenug 2,08( 3,232 (1,157 (36)%
Expenses
Salaries and benefi 1,15¢ 1,122 37 3%
Interest 454 65C (19€) (30)%
Management fee 11F 11F — —
Professional fee 80 48 32 67%
Depreciation and amortizatic 277 30¢ (32 (10)%
Provision for loan losse 472 20t 267 13(%
Other general and administrative cc 314 76€ (454) (59)%
Total expense 2,871 3,217 (34€) (11)%
(Loss) income from continuing operations beforedfigfior income taxes and
discontinued operatior $ (79)) $ 15 $ (80€ (5,379%

Three months ended June 30, 2008 and 2007:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anpdhtanteed portions of SBA
loans, interest income on SBA loans held for invesit, servicing fee income on the guaranteed pwtad SBA loans previously sold,
servicing income for loans originated by other kersdfor which NSBF is the servicer, and financing &illing services, classified as other
income above, provided by Newtek Business CretiBC"). Most SBA loans originated by NSBF chargeirterest rate equal to the Prime
rate plus an additional percentage amount; thedsteate resets to the current Prime rate on ahtyoor quarterly basis which will result in
changes to the amount of interest accrued fomtiweitth and going forward and a re-amortization wfag’s payment amount until maturity.

The decrease in premium on loan sales was affégtélde percentage of premium recognized on thessBleginning in the third quarter
of 2007, NSBF experienced a material reductioméngricing of the premium on the guaranteed pomio8BA loans due to market
conditions. The Company recognized an average praron loan sales of 109.83% for the second quaft2®d07 compared with an average
of 107.63% for the same period in 2008. The Compsanhy 22 guaranteed loans in the three months ehateel 30, 2008, aggregating
$7,346,000 compared to 39 loans sold aggregatiridl 87000 in the same period for the prior yeainarease of 3% in dollar terms. Should
the pricing remain at this level or decline it witintinue to adversely affect revenues, and thezdfee segment’s performance in the future.

The decrease in premium on loan sales was alsbudétble to the significant reduction in market @ew for the unguaranteed portior
SBA loans or loans classified as held for investimeéar the three months ended June 30, 2008, N$BRad sell any loans classified as held
for investment as compared with the three montke@dune 30, 2007 in which NSBF sold $1,857,000afs previously classified as held
for investment. This sale resulted in aggregategeds of $1,950,000. The carrying value above iiguats sold of $93,000 was recorded as
premium on loan sales. Also, in connection witls tale, included in premium on loan sales for lineet months ended June 30, 2007 is
$133,000, representing the allocated portion ofémeaining discount recorded at the time of lodgioation, for total premium recognized of
$226,000.

The decrease in servicing fee income related to BBAs was attributable to a decrease in serviciogme from its loan portfolio as a
result of a decrease in the NSBF servicing podfqliarter over quarter and to a lesser extent linden the
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servicing rate. The average NSBF servicing poxf@dr the quarter ended June 30, 2008 was $13@0620mpared with $136,095,000 for
the quarter ended June 30, 2007. Over the samadp®&EBF experienced a reduction in the servicaggretained on the newly originated
guaranteed portion of SBA loans sold from an averEdl.16% for the second quarter of 2007 to amamesof 1.00%, the minimum allowed
by the SBA, for the second quarter of 2008. Thikiotion did not result in a material decrease mising fee income recognized on the
guaranteed portion of SBA loans sold in 2008; haeveit will negatively impact servicing fee inconmethe future. This decrease was also
attributable to a reduction in income associateti tie servicing of an SBA portfolio for a savirgank in New York due to the reduction in
that portfolio. In the three months ended June2808, NSBF recognized $41,000 in external serviagicgme as compared to $72,000 in the
three months ended June 30, 2007.

Interest income decreased by $367,000 due to awein the average outstanding portfolio from &&5,000 in the three months en
June 30, 2007 to $32,397,000 in the three monttscedune 30, 2008 as well as a decrease in thagevertterest rate being charged to
borrowers from 10.74% to 8.11% due to a reductiotihé prime rate.

Other income decreased by $256,000 due to a decirasvenue earned by Newtek Business Creditttfeothree months ended
June 30, 2008, NBC had revenue of $319,000 anchpsed $4,257,000 of receivables from an averageroes base of 124 compared to
revenue of $458,000 on $5,654,000 of receivableshases with an average customer base of 137ddhtee months ended June 30, 2007.
Additionally, for the three month period ended J80e2007, NSBF recorded a recovery of $161,008 lman that was charged off several
years ago

The provision for loan losses increased by $267t6(0472,000 for the three months ended June 318 #0m $205,000 for the three
months ended June 30, 2007. This increase wasith o€sn increase in charge-offs from $61,000tha three months ended June 30, 2007 to
$226,000 for the three months ended June 30, 200&Hk as an increase in the average non-performantjolio from $5,942,000 for the
three months ended June 30, 2007 to $5,972,008édhree months ended June 30, 2008. This incieasmperforming loans is attributal
to the slowing economy as well as the portfolicigainore seasoned and as a result highempeoforming percentages are expected versu
earlier years. Consideration in arriving at thevision for loan loss included past and current kgserience, current portfolio composition
and the evaluation of real estate collateral a$ ageturrent economic conditions.

Salaries and benefits increased by $37,000 duéditi@nal personnel added to service strategicfplstacquisitions and referral
sources and increased compensation and benefit qoatter over quarter. Professional fees forhheetmonths ended June 30, 2008
increased by $32,000 primarily due to an increadex related and consulting expenses.

After deducting the amortization of deferred finisugccosts associated with the lines of credit gldNSBF and NBC of $131,000 for
the three months ended June 30, 2007 and $13100®8ef three months ended June 30, 2008, intexpshee decreased from $519,000 to
$323,000 for the same periods, respectively. Taehse was attributable to a decrease in the peiming rate on which the financing costs
are based from 8.25% to a weighted average r&ie€6686 quarter over quarter.

The decrease in other general and administratists ¢e attributable to NSBF recording a recover$1i?0,000 in the servicing asset
valuation allowance as a result of an increasbaddir market value of certain servicing rightsttee period ending June 30, 2008. This
increase is attributable to a reduction in loarppyenent rates that off-set an increase in defatdtand the discount rate used to calculate the
servicing asset fair market value: the servicingfpbo is expected to last longer and thereforg pere servicing fees over its life. The
servicing asset will continue to be examined owiarggrly basis; the allowance may fluctuate in fetperiods based on loan performance and
interest rates. Additionally, NSBF recognized alos the sale of other real estate owned (ORE®188,000 in the three month period
ending June 30, 2007; there were no OREO saldgiaadme period in 2008. Additionally, significanstsavings measures were
implemented at NBC throughout the latter half cd2@nd 2008. Such measures resulted in a reduotgeneral and administrative costs
guarter over quarter of $76,000.
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Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Premium on loan sale $ 47€  $1,51¢ $(1,037) (69%
Servicing fee 922 94( (18) (2)%
Interest incom 1,34¢ 1,957 (613) (31)%
Management fee 293 293 — —
Other income 91C 1,54( (630 (41)%
Total revenue 3,94 6,24: (2,29¢) BN%
Expenses
Salaries and benefi 2,462 2,32¢ 134 6%
Interest 95€ 1,28¢ (32¢) (26)%
Management fee 23C 23C — —
Professional fee 21¢ 10€ 112 107%
Depreciation and amortizatic 58€ 58E 1 0%
Provision for loan losse 911 37z 53¢ 145%
Other general and administrative cc 874 1,44( (56€) (39)%
Total expense 6,23¢ 6,34 (107) (2)%
Loss from continuing operations before benefitimome taxes and discontinued
operations $(2,297) $(102) $(2,19) 2,351%

For the six months ended June 30, 2008 and 2007:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anpdhtanteed portions of SBA
loans, interest income on SBA loans held for invesit, servicing fee income on the guaranteed pwtiad SBA loans previously sold,
servicing income for loans originated by other kersdfor which NSBF is the servicer, and financing &illing services, classified as other
income above, provided by Newtek Business CretiBC"). Most SBA loans originated by NSBF chargeiterest rate equal to the Prime
rate plus an additional percentage amount; thedsteate resets to the current Prime rate on ahtyoor quarterly basis which will result in
changes to the amount of interest accrued formtiweith and going forward and a re-amortization lafaa’s payment amount until maturity.

Premium on loan sales related to SBA loans decddag&1,037,000 to $476,000 for the six months drlime 30, 2008 from
$1,513,000 for the six month period ended Jun&B07. The decrease in premium on loan sales résfutim a reduction in loan originations
during 2008 attributable to a more conservativereggh in underwriting loans due to the current itredvironment. The Company sold 35
guaranteed loans in the six months ended JunedB8, 2ggregating $9,818,000 compared to 64 loddsaggregating $13,707,000 in the
same period for the prior year. The decrease imjpr@ on loan sales was also affected by the pemgerf premium recognized on the sales;
beginning in the third quarter of 2007, NSBF expecied a material reduction in the pricing of thenpium on the guaranteed portion of SBA
loans due to market conditions. The Company re@eghan average premium on loan sales of 107.86%édirst half of 2008 compared
with an average of 109.86% for the same period®i72 Should the pricing remain at this level orlahecit will continue to adversely affect
revenues, and therefore the segment’s performantbe ifuture.

Additionally, the Company sold $1,857,000 of loansviously classified as held for investment, fggieegate proceeds of $1,950,000
during the six months ended June 30, 2007. Thgiogrrvalue above the amounts sold, or $93,000,reecrded as premium on loan sales.
Also, in connection with this sale and includegiemium on loan sales was an additional $133,@@esenting the allocated portion of the
remaining discount recorded at the time of loagipétion, for total premium recognized of $226,00bere were no corresponding sales
during the six months ended June 30, 2008.

Servicing fee income related to SBA loans decreaye$il 8,000 from $940,000 for the six months entlate 30, 2007 to $922,000 for
the six month period ended June 30, 2008. Thisedserwas attributable to the decrease of the NSR#cmg portfolio year over year. The
Company'’s average portfolio on which servicing ife@me is earned was $130,062,000 for the six
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months ended June 30, 2008 compared with $136,00%5¢0 the corresponding prior six month periode®the same period, NSBF
experienced a reduction in the servicing fee rethion the newly originated guaranteed portion ofA$#ns sold from an average of 1.23%
for the first half of 2007 to an average of 1.0@k& minimum allowed by the SBA, for the first haff2008. This reduction did not result in a
material decrease in servicing fee income recognizethe guaranteed portion of SBA loans sold B&®Gowever, it will negatively impact
servicing fee income in the future.

Interest income decreased by $613,000 due to awein the average outstanding portfolio from 482,000 in the first six months of
2007 to $32,511,000 in the first six months of 2@88vell as a decrease in the average prime ratg blearged to borrowers from 8.25% to
5.65% .

Other income decreased by $630,000 to $910,00@cdaielecrease in revenue earned by Newtek Bus@resht. For the six months
ended June 30, 2008, NBC had revenue of $624,00@amchased $7,191,000 of receivables from an geerastomer base of 125 compared
to revenue of $1,026,000 on $11,397,000 of recésagurchases with an average customer base dbi#2 six months ended June 30,
2007. Additionally, NSBF recorded a $161,000 recpvhat was charged off several years ago, andiditianal $59,000 of income being
recognized in connection with the recovery of exggsnassociated with the sale of OREO propertigh,dfovhich were recorded during the
six months ended June 30, 2007.

Salaries and benefits increased by $134,000 dadditional personnel added to service strategitfgir acquisitions and referral
sources and increased compensation and benefit peisbd over period. Professional fees for thevsixths ended June 30, 2008 increased
by $113,000 primarily due to an increase in taatesl and consulting expenses.

After deducting the amortization of deferred finisugccosts associated with the lines of credit tgldNSBF and NBC of $247,000 for
the six months ended June 30, 2007 and $262,008d@ix months ended June 30, 2008, interest eepeecreased from $1,037,000 to
$694,000 for the same periods, respectively. Te@sehse was attributable to a decrease in the feimdéng rate on which the financing costs
are based, from 8.25% to an average rate of 5.85%hé comparative periods.

The provision for loan losses increased by $53916(911,000 for the six months ended June 30, 2@08 $372,000 for the
corresponding prior period. This was primarily aule of an increase in charge-offs at NSBF from#&QQ0 for the six months ended June 30,
2007 to $605,000 for the six months ended Jun2@08 as well as an increase in the average noosparfg portfolio from $5,656,000 for
the six months ended June 30, 2007 to $6,013,00béosix months ended June 30, 2008. This incrieasenperforming loans is attributable
to the slowing economy as well as the portfolimigainore seasoned and as a result higher non-pénipiparcentages are expected as
compared with earlier years. Additionally, the psson for loan loss at NBC increased by $42,00858,000 for the six months ended
June 30, 2008 from $11,000 for the correspondimp@eThis increase was attributable to the crgdality of two clients decreasing period
over period. Consideration in arriving at the psian for loan loss included past and current logggence, current portfolio composition ¢
the evaluation of real estate collateral as wetilasent economic conditions.

The decrease in other general and administratists ¢e attributable to NSBF recording a recover$1?0,000 in the servicing asset
valuation allowance as a result of an increasbaddir market value of certain servicing rightsttee period ending June 30, 2008. This
increase is attributable to a reduction in loannpat rates that off-set an increase in defaultaatethe discount rate used to calculate the
servicing asset fair market value: the servicingfpbo is expected to last longer and thereforg pere servicing fees over its life. The
servicing asset will continue to be examined owniarggrly basis; the allowance may fluctuate in fetperiods based on loan performance and
interest rates. Additionally, NSBF recognized alos the sale of other real estate owned (ORE®247,000 in the six month period ending
June 30, 2007 as compared with a gain of $10,060glthe same period in 2008. Office related expsmecreased during the six months
ended June 30, 2008 as compared to the same ped607. Additional office related expenses weimed during the first three months of
2007 associated with the Company’s move. Additignalgnificant cost savings measures were implgetat NBC throughout the latter
half of 2007 and 2008. Such measures resultededction in general and administrative costs geower period of $107,000.

The $2,191,000 increase in loss for the respestivenonth periods primarily resulted from the retitorc in premium and interest
income at NSBF and the reduction in discount fe@¢BcC.
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Capcos

Three months
ended June 30:

(In thousands): 2008 2007 $ Change % Change
Revenue
Income from tax credit $ 1,491 $1,32( $ 171 13%
Interest incom 111 261 (150 (57%
Other income — 13¢ (139 (100%
Total revenue 1,60z 1,72C (11¢) (7%
Expenses
Salaries and benefi — 12 (12 (200)%
Interest 1,70¢ 3,02C (1,317 43%
Management fee 2,50¢ 1,117 1,391 125%
Professional fee 20¢ 13€ 69 51%
Depreciation and amortizatic 14 10 4 40%
Insurance 11 74C (729 (99%
Other general and administrative cc 75 73 2 3%
Total expense 4,52 5,10¢ (58€) (29)%
Loss from continuing operations before fair mankatie adjustment, minority intere:
benefit for income taxes and discontinued operal (2,920 (3,38¢) 46€ (14)%
Net change in fair market value of Credits in lgficash and Notes payable in
credits in lieu of cas 61 — 61 10(%
Minority interest 122 55 68 124%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(2,73¢0  $(3,339) $ 597 18%

Three months ending June 30, 2008 and 2007:

As described above and in Note 3 to the condensesbtidated financial statements, effective Janta®008, the Company adopted
SFAS No. 157, “Fair Value Measurements” (“SFAS D5&ncurrent with its adoption of SFAS No. 159, &lfRair Value Option for
Financial Assets and Financial Liabilities” (“SFAS9") for substantially all credits in lieu of castotes payable in credits in lieu of cash and
prepaid insurance. These are the financial asadtfiability associated with the Company’s Capctesdhat are reported within the
Company’s Capco segment. The table above refleetsffects of the adoption of fair value measurdmarthe income and expense items
(income from tax credits, interest expense andrarste expense) related to the revalued financggtasnd liability for the three months
ended June 30, 2008. In addition, the net changeeteevalued financial assets and liability fax three months ended June 30, 2008 is
reported in the line “Net change in fair marketueabf Credits in lieu of cash and Notes payablerédits in lieu of cash'The results for 20C
reflect the previous use of cost basis accounting.

Revenue is derived primarily from non-cash incomeenftax credits. The increase in second quarte8 28@enue versus the second
quarter 2007 reflects the effect of the higherregéerate used under fair value accounting thainpiteviously used under cost basis
accounting. The amount of future revenue will fliade with future interest rates. However, overreifoeriods, the amount of tax credits, and
therefore the income the Company will recognizdl, dacrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees incréasé6 or $1,391,000 for the
three month period ended June 30, 2008 as compathd three month period ended June 30, 2007 yndiré to the recovery of
management fees from one Capco totaling approxlyn@ie538,000. Management fees are expected tanédal the future as the Capcos
mature and utilize their cash. For the three mpetiiod ended June 30, 2007 the amortization optepaid insurance purchased at the
funding date was a major expense component. Ttaduaon of the notes payable in
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credits in lieu of cash on January 1, 2008 at a&lawterest rate reflecting the risk in the seguf@s more fully described in Note 3 to the
condensed consolidated financial statements) esbirtan increase in the liability and a commensusabstantial decrease in the interest
expense compared to that under the cost basicofiating. Because the liability now imbeds the eadfithe prepaid insurance, the prepaid
insurance asset and its amortization have beerasuladly reduced.

For the three month period ended June 30, 200§ t@doof SFAS 159 resulted in a $2,272,000 reductibthe net non-cash loss
(calculated by subtracting interest expense andt@ation of prepaid insurance, from net changfinmarket value of Credits in lieu of
cash and Notes payable in credits in lieu of cashiacome from tax credits) to $168,000 from tha$2,440,000 for the three months ended
June 30, 2007, which was calculated on a cost basis

Because the Company does not anticipate creatingem Capcos in the foreseeable future, we anteigieat our Capco segment will
incur losses going forward through 2010. The Capdgticontinue to earn cash investment income airtbash balances and incur cash
management fees and operating expenses. The anfaath available for investment and to pay managerees will be primarily
dependent upon future returns generated from imag#s in qualified businesses. Income from taxitsedll consist solely of accretion of
the discounted value of the declining dollar amanfribix credits the Capcos will receive in the fatuhe Capcos will continue to incur non-

cash interest expense.

Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Income from tax credit $295¢ $2621 $ 332 13%
Interest incom 28C 54€ (26€) (49%
Other income 4 18¢ (185) (98)%
Total revenue 3,23¢ 3,35¢ (11¢) (4)%
Expenses
Salaries and benefi — 25 (25) (200)%
Interest 3,462 6,154 (2,699 (49)%
Management fee 3,60z 2,23¢ 1,36¢ 61%
Professional fee 381 32z 59 18%
Depreciation and amortizatic 24 20 4 20%
Insurance 15 1,48( (1,465 (99%
Other general and administrative cc 15¢ 171 (12 (7)%
Total expense 7,643 10,40¢ (2,763 (27)%
Loss from continuing operations before fair mankatie adjustment, minority interest,
benefit for income taxes and discontinued operal (4,405 (7,050 2,64¢ 38%
Net change in fair market value of Credits in lgficash and Notes payable in
credits in lieu of cas 61 — 61 100(%
Minority interest 22k 17¢ 47 26%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(4,119 $(6,877) $2,75¢ 40%

Six months ending June 30, 2008 and 2007:

As described above and in Note 3 to the condensesbtidated financial statements, effective Janta008, the Company adopted
SFAS 157 concurrent with its adoption of SFAS 1&9substantially all credits in lieu of cash, nopayable in credits in lieu of cash and
prepaid insurance. These are the financial asedtfiability associated with the Company’s Capctesdhat are reported within the
Company’s Capco segment. The table above refleetsffects of the adoption of fair value measurdmarthe income and expense items
(income from tax credits, interest expense andrarste expense) related to the revalued financgdtasnd liability for the six months ended
June 30, 2008. In addition, the net change todkialued financial assets and liability for the threonths ended June 30, 2008 is reported in
the line “Net change in fair market value of Credit lieu of cash and Notes payable in creditsein 6f cash”. The results for 2007 reflect the

previous use of cost basis accounting.
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Revenue is derived primarily from non-cash inconeenftax credits. The increase in the six monthsdniline 30, 2008 revenue versus
the same period in 2007 reflects the effect ofhigher interest rate used under fair value accaogrttian that previously used under cost basis
accounting. The amount of future revenue will fuate with future interest rates. However, overrefoeriods, the amount of tax credits, and
therefore the income the Company will recognizdl, dacrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees incréasedor $1,368,000, to
$3,602,000 for the six month period ended Jun&B08 from $2,234,000 during the same period of 200@ net increase was primarily due
to the recovery of management fees from one Cagabirtg approximately $1,638,000 during the six therended June 30, 2008, offset by a
decline in management fees from two other Capdading $293,000 during the same period. Managerfesst are expected to decline in the
future as the Capcos mature and utilize their daghthe first quarter 2007 the amortization of pinepaid insurance purchased at the funding
date was a major expense component. The revaluattibre notes payable in credits in lieu of castdanuary 1, 2008 at a lower interest rate
reflecting the risk in the security (as more fullgscribed in Note 3 to the condensed consolidéteddial statements) resulted in an increase
in the liability and a commensurate substantiatel@se in the interest expense compared to that timeleost basis of accounting. Becaust
liability now imbeds the value of the prepaid irmuce, the prepaid insurance asset and its amastizaave been substantially reduced.

For the six months ended June 30, 2008, adopti@F&fS 159 resulted in a $4,551,000 reduction ofitenon-cash loss (calculated by
subtracting interest expense and amortization @baid insurance, from net change in fair markatealf Credits in lieu of cash and Notes
payable in credits in lieu of cash and income ftamcredits) to $462,000 from that of $5,013,000tf@ six months ended June 30, 2007,
which was calculated on a cost basis.

Because the Company does not anticipate creatyngen Capcos in the foreseeable future, we antieifeat our Capco segment will
incur losses going forward through 2010. The Capdbsontinue to earn cash investment income airtbash balances and incur cash
management fees and operating expenses. The aonfaath available for investment and to pay managerees will be primarily
dependent upon future returns generated from imag#s in qualified businesses. Income from taxitsedll consist solely of accretion of
the discounted value of the declining dollar amaafrttix credits the Capcos will receive in the fetithe Capcos will continue to incur non-
cash interest expense.

All Other
Three months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Interest incomi $ 35 $ 185 $ (150 (81)%
Insurance commissior 35C 20€ 144 70%
Other income 25¢ 1,174 (915) (78)%
Total revenue 644 1,56t (921) (59)%
Expenses
Salaries and benefi 81¢ 51C 30¢ 61%
Professional fee (37 18¢ (225) (120%
Depreciation and amortizatic 15 64 (49 7N%
Other general and administrative cc 244 20¢ 35 17%
Total expense 1,041 971 70 7%
(Loss) income from continuing operations beforeanity interest, benefit for income
taxes and discontinued operatic (397) 594 (991) (167)%
Minority interest 1 1 — 0%
(Loss) income from continuing operations beforedfigrior income taxes and
discontinued operatior $(39) $ 59t $ (99)) (167)%
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Three months ended June 30, 2008 and 2007:

The All Other segment includes revenues and expams@rily from qualified businesses that receiigestments made through the
Company'’s Capcos which cannot be aggregated wlir @perating segments. As described above, cemdities previously consolidated
with the All Other segment were transferred to3ineall business finance segment. The table abolectethose changes for the three mo
ended June 30, 2008 and 2007.

Revenue decreased $921,000, or 59%, to $644,0@bddhree month period ended June 30, 2008 asarechpo $1,565,000 for the
three month period ended June 30, 2007. The decieasimarily a $915,000 reduction in other incouhge to the recognition of a gain on
the sale of an investment in a qualified businé$967,000 and recoveries on previously writteniofestments in qualified businesses of
$123,000, both of which occurred in the three mgmtiod ended June 30, 2007. Interest income deedday $150,000 as a result of a
decrease in cash and cash equivalents as welchsidg interest rates during the first six monti2008 as compared with the half of
2007. Revenue at the insurance agency increas$ii4s,000 for the three month period ended Jun@@I8 as compared to the three month
period ended June 30, 2007 due to growth in newbss.

Salaries and benefits increased by $309,000, ort61$819,000 during the three month period endeé 30, 2008, as compared to
$510,000 during the same period in 2007, primatilg to the increased expense associated with adalittustomer service and sales staff for
the insurance agency and Texas investments. Saktbenefits are expected to decline for the ireteaof 2008 as the Company
implements cost-cutting measures to bring expeinskse with expected sales growth. Professionakfdeclined by $225,000, or 120% to
$(37,000) for the three month period ended Jun@308 primarily due to the one-time reversal ofd@rocommissions.

Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Interest incomi $ 10¢ $ 381 $ (279) (72)%
Insurance commissior 59:¢ 44~ 14¢ 33%
Other income 60% 1,56: (957) (61)%
Total revenue 1,30¢ 2,38¢ (1,082) (45)%
Expenses
Salaries and benefi 1,67C 952 71€ 75%
Professional fee 70 37C (300 (81)%
Depreciation and amortizatic 48 12¢ (82) (63)%
Other general and administrative cc 47C 443 27 6%
Total expense 2,25¢ 1,894 364 19%
(Loss) income from continuing operations beforeanity interest, benefit for income
taxes and discontinued operatic (952) 494 (1,446 (299)%
Minority interest 1 1 — —
(Loss) income from continuing operations beforedfigrfior income taxes and
discontinued operatior $ (95)) $ 49t $(1,44¢) (292)%

Six months ended June 30, 2008 and 2007:

The All Other segment includes revenues and expamsarily from qualified businesses that receiigestments made through the
Company’s Capcos which cannot be aggregated wlir atperating segments. As described above, cemdities previously consolidated
with the All Other segment were transferred to3ineall business finance segment. The table abolectethose changes for the six months
ended June 30, 2008 and 2007.
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Revenue decreased $1,082,000, or 45% to $1,30608@ three month period ended June 30, 2008; $2,388,000 for the three
month period ended June 30, 2007. The decreasestppamarily of a $956,000 reduction in otherdnte, due to the recognition of a gair
the sale/recoveries of investments in a qualifiesifiesses totaling $1,259,000, both of which oeclim the six month period ended June 30,
2007, offset, in part, by increases in other incdrom operating revenues for the period ended 3008, as compared to the same period
in 2007. Interest income decreased by $273,000resudt of a decrease in cash and cash equivasm®ll as declining interest rates during
the first half of 2008 as compared with the halR607. Revenue at the insurance agency increas$i48,000 for the six month period en
June 30, 2008 as compared to the six month periddceJune 30, 2007 due to growth in new business.

Salaries and benefits increased by $718,000, orté584,670,000 during the six month period ended R0, 2008, as compared to
$952,000 during the same period in 2007, primatilg to the increased expense associated with adalittustomer service and sales staff for
the insurance agency and Texas investments. Saktebenefits are expected to decline for the ireteaof 2008 as the Company
implements cost-cutting measures to bring expeinskrse with expected sales growth. Professionakfdeclined by $300,000, or 81% to
$70,000 for the six month period ended June 303 20Bnarily due to the one-time reversal of brokemmissions.

Corporate activities

Three months
ended June 30:

(In thousands): 2008 2007 $ Change % Change
Revenue
Management fee $2,477  $1,08¢ $1,391 12e%
Interest incom 6 20 (14 (70)%
Other income 4 — 4 100%
Total revenue 2,481 $ 1,10¢ 1,381 125%
Expenses
Salaries and benefi 1,817 1,78 25 1%
Interest 15 31 (16) (52)%
Professional fee 317 43¢ (11¥¢) 2N%
Depreciation and amortizatic 86 60 26 43%
Other general and administrative cc 744 74C 4 —
Total expense 2,97¢ 3,05: (79 (3)%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(487) $(1,947) $1,46( 75%

Three months ended June 30, 2008 and 2007:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offtcapital. Management fi
revenue increased 128%, or $1,391,000, to $2,487@0he three month period ended June 30, 2648 $1,086,000 during the same pe
in 2007. The net increase was primarily due toréoevery of management fees from one Capco totalipgoximately $1,538,000 during the
three months ended June 30, 2008. Managementrieesected to decline in the future as the Capuaaisre and utilize their cash. If a
Capco does not have current or projected castcmiffito pay management fees then such fees aacanted.

Expenses declined $79,000, or 3%, in the three Impariod ended June 30, 2008 from the comparahbiedm 2007. Due to cost
cutting initiatives, the Company expects Salarias laenefits and Other general and administratigsdo decline from its current level over
the remainder of 2008.
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Six months
ended June 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Management fee $354C $2,171 $1,36¢ 63%
Interest incom 16 56 (40 (7D)%
Other income 4 5 (1) (20)%
Total revenue 3,56( 2,232 1,32¢ 59%
Expenses
Salaries and benefi 3,97¢ 3,53t 44k 13%
Interest 34 69 (35 (51)%
Professional fee 644 1,06t (421) (40)%
Depreciation and amortizatic 164 12C 44 37%
Other general and administrative cc 1,41% 1,552 (139 (9)%
Total expense 6,23: 6,33¢ (10€) (2)%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(2,679)  $(4,107) $1,43¢ 35%

Six months ended June 30, 2008 and 2007:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offmdtcapital. Management fi
revenue increased 63%, or $1,369,000, to $3,54G00e six month period ended June 30, 2008 @M 71,000 during the same period of
2007. The net increase was primarily due to thewexy of management fees from one Capco totalipgaqimately $1,638,000 during the
months ended June 30, 2008, offset by a declineaimagement fees from two other Capcos totaling $283during the same period.
Management fees are expected to decline in theefatsithe Capcos mature and utilize their cashQépco does not have current or proje
cash sufficient to pay management fees then sugshee not accrued. Interest income declined 71%4®,000, to $16,000 for the six month
period ended June 30, 2008 from $56,000 duringdinee period of 2007 reflecting a reduction in ieséincome on cash investments due
decrease in both the rate of interest receivedhernvestments and the amount of cash on hand.

Expenses declined $106,000, or 2%, during the simtinperiod ended June 30, 2008 from the compapied in 2007. The
$445,000, or 13% increase in Salaries and berfefi@dditional marketing and human resources staff offset by a $421,000 decline in
Professional fees and a $139,000 decline in Otbeeigl and administrative costs both of which #dld expenses incurred in the Company’s
consolidation of and move to new headquarters sipaite first quarter of 2007. Due to cost cuttingiatives, the Company expects Salaries
and benefits and Other general and administratiéésdo decline from its current level over the agrmder of 2008.
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A summary of the Company’s cash flows provided tme€l in) operating activities by segment is ao¥ad!:

NEWTEK BUSINESS SERVICES INC. AND SUBSIDIARIES

Cash Flows from Operating Activities by Segment

For the six months ended June 30, 2008

Business Services Segments

Electronic Small Corporate
Payment Web Business All
Processing Hosting Finance Other Activities
$31,15( $8,78: $ 3,94f $1,30¢ $ 3,56(
28,90 7,43 6,23t 2,257 6,23:
2,24
1,351 (2,299  (951) (2,679
(740) (646 66 35¢ 777
1,507 70E (2,227 (599 (1,896
1,121 1,63 58€ 48 164
73z 54C (720  (381) (1,039
- - 857 - -
2 18 65 (180 14¢
— (097) — —
— — 9,81¢ — —
— — (5,646 — —
(376) (19 (1,087  65C 49C
(9600 294 (22) (201 (919)
— — 19C 65 —
$ 2,02¢ $3,171 $ (8,515 $ (592 $ (3,046

Total

Business

Services CAPCO

Segments  Segmeni  Eliminations Total
Operating revenue $48,74¢ $3,23t $ (3,837 $48,15(
Operating expenses and minority intel 51,06 7,351 (3,837) 54,58t
Income (loss) before (provision) benefit

income taxe: (2,319 (4,119 — (6,43°%)

(Provision) benefit for income tax (185 1,947 — 1,76
Net income (loss (2,504 (2,172) — (4,676
Non-Cash:
Income from tax credits, net of
FV adjustmen — (1,445 — (1,447
Depreciation and amortizatic 3,552 24 — 3,57¢
Accretion of interest expense, net
of FV adjustmen — 1,88¢ — 1,88¢
Deferred income taxe (219 (1,949 — (2,167
Provision for loan losse 857 — — 857
Other, ne 53 (309 — (25€)
Changes in assets and liabiliti
SBA loans originated over
proceeds from sale of SBA loa (10,977 — — (10,977
Proceeds from sale of SBA loa 9,81¢ — — 9,81¢
Broker receivabl (5,646 — — (5,64¢)
Prepaid expenses, accounts
receivable and other ass (342) 18 — (329
Accounts payable, accrued
expenses and deferred reve (1,809 6 — (1,802
Other— net 25E 15 — 27C
Net cash provided by (used |
operations $ (6,956 $(3,92¢) $ —  $(10,887)
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Our operating businesses are dependent on thénleédtte small- and medium-sized segments of ti& &conomy. The continuing rise
in interest rates, along with the rise in gas ammodity prices, has had a negative impact on goesspending which could adversely
impact our customers. This could also negativelgaot the value of commercial and residential retdte, which could adversely impact the
loan portfolio of our Small Business Finance segimen

Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 1 of the Notes to Condensed Catated Financial Statements
included in its Form 10-K for the fiscal year end@ecember 31, 2007. A discussion of the Compamjtieal accounting policies, and the
related estimates, are included in Management'sudsion and Analysis of Results of Operations dndrieial Position in its Form 10-K for
the fiscal year ended December 31, 2007. There hewe no significant changes in the Company’s iegisiccounting policies or estimates
since its fiscal year ended December 31, 2007 dlae the adoption of SFAS 157 and SFAS 159. S#ed\2 and 3 to these Unaudited
Consolidated financial Statements.

Liquidity and Capital Resources
(Dollars in thousands)

For the Six Months
Ended June 30,

2008 2007
Net cash used in operating activit $(10,887) $(3,469
Net cash (used in) provided by investing activi (1,769 9,55¢
Net cash provided by (used in) financing activi 4,22( (4,756
Net (decrease) increase in cash and cash equis (8,426 1,33(
Cash and cash equivalents, beginning of pe 25,37: 26,68¢
Cash and cash equivalents, end of pe $16,94¢  $28,01¢

Cash requirements and liquidity needs over the tvgalive months are anticipated to be funded priltpdinrough our capacity to borrow
from our $10 million North Fork line of credit thugh CrystalTech, the $50 million GE line of creitoriginate and warehouse the
guaranteed and unguaranteed portion of loans lyetdibSBA lending unit, the $10 million Wells Fartioe of credit to purchase receivables,
and available cash and cash equivalents. The hilajaf the lending facilities is subject to tltempliance with certain covenants and in
addition, for the GE and Wells Fargo lines, the ant®f collateral and collateral requirements, eidarth in the agreements. At June 30,
2008, our unused sources of liquidity consistedrostricted cash and cash equivalents of $16,086dhd $10,000,000, $955,000 and
$42,000 available through the North Fork, GE, arell$\Fargo lines of credit, respectively.

We believe our loan loss reserves, which are eteduaonthly on a loan-by-loan basis, along with caltateral monitoring practices
are adequate. While we are aware of the changinditions occurring nationally in the residentiahirestate market, loans within the portfi
are typically repaid by the business’ cash flow aadured by business collateral and personal asfstits business owner and/or guarantors
which may include residential real estate as supeidal collateral. We follow the SBA standard opiagaprocedure with respect to obtain
collateral on our loans. This typically includekkaisiness assets and frequently includes persmsets of the owners and/or guarantors.

Our lender derives liquidity and profits from sediguaranteed portions of its SBA 7a loan origovai Our recent bids for the
guaranteed portion of our loans have decreased ffran periods, yet the market for such portiomea@s active in the current
environment. This decrease in pricing has had @nmahimpact on the SBA lender. From timetime we may sell the unguaranteed portio
our loans. We do not depend on such sales to fundperations. Should the pricing for the un-gutead portions become less attractive and
we elect not to sell them, funds available underapedit facility will be sufficient to permit u®tmake loans.
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Restricted cash totaling $11,089,000 which is pritpaeld in the Capcos, is used for paying managenfees to the Corporate entity
for the managing and operating of the Capcos, ngatfiralified investments, to repay debt obligatiand for the payment of income taxes.

Net cash flows used in operating activities de@dé&,413,000 to $(10,882,000) for the six montided June 30, 2008 compared to
$(3,469,000) for the six months ended June 30, 20@marily due to our Small business finance segfeeperations. Loan sales declined
for the six months ended June 30, 2008 as compartse same period last year by $3,889,000 anceemgnized a $5,646,000 receivable
from brokers due to the Company changing its metifatcounting to trade-date from settlement; eéinglarter sales of the guaranteed
portions of loans were recognized for accountingppses but the cash payments for the loans frorbribleers were not received until after
quarterend thereby creating the receivable. This was plfga decline in the amount of loan originatiof$8,307,000 from period to peric

Net cash flows (used in) provided by investing\atiis primarily includes the purchase of fixedetssand customer accounts, activity
regarding the unguaranteed portions of SBA loananges in restricted cash and activities invohimgstments in qualified businesses. Net
cash flows (used in) provided by investing acteéstdecreased by $11,319,000 to $(1,764,000) faith@onths ended June 30, 2008
compared to $9,555,000 for the six months ended 30n2007. The decline was due primarily to gre@tirns from qualified investments
2007 as compared to 2008, as well as qualifiedsimrents made during 2008 only. Proceeds from sdlas asset held for sale and U.S.
Treasury Notes, and SBA loans sold held for invesitmall of which occurred in 2007 only, accounted$5,603,000 of the change.

Net cash flows provided by (used in) financing\atigs primarily includes repayments on notes p#yéhl Credit, the proceeds of
which were used to finance Capco activities; TI@@ich were funds borrowed by CrystalTech Web Hagstinc., and paid off in full during
2006 and 2007), and the net borrowings (repaymentflank notes payable to North Fork, Wells Faagal GE. Net cash flows provided
(used in) by financing activities increased by $8,900 to $4,220,000) for the six months ended 3@&008 from $(4,756,000) for the six
months ended June 30, 2007. The primary reascahédadecline was the net cash provided by a $2,080:@duction in restricted cash in NI
for the six months ended June 30, 2007 and a $8QAThange in net borrowings on bank notes payeft$8,157,000 during the six- month
period ended June 30, 2008, from net repaymer#2,8654,000 for the six months ended June 30, 2007.

Historically, Newtek has funded its operations tigib the issuance of notes to insurance comparniesgh the Capco programs. We
not anticipating any cash flow from new Capco pangs for the foreseeable future. We believe our @iashgenerated by our operating
companies, available borrowing capacity, existiaghcand cash equivalents, and other investmentddspmvide adequate funds for
continuing operations and to fund principal an@iiest payments on our debt.

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 managemenmiséfessential to conducting our businesses. Atingly, risk management systems and
procedures are designed to identify and analyzeisks, to set appropriate policies and limits émdontinually monitor these risks and limits
by means of reliable administrative and informatigstems and other policies and programs.

Because the SBA lender borrows money to make laadsnvestments, our net operating income is degrgrngpon the difference
between the rate at which we borrow funds anddkeat which we invest these funds. The Companyohtstanding bank notes payable of
approximately $27,223,000 at June 30, 2008. Inteatss on such notes are variable ranging bet®eieme plus 0.25%-2.0% or LIBOR plus
2.50%. As a result, there can be no assuranca tsighificant change in market interest rates moll have a material adverse effect on our
interest income. In periods of decreasing inter&sts, our revenue from interest income would desaewhich would reduce our net opere
income. We have analyzed the potential impact ahgles in interest rates on interest income nettefést expense. Assuming that the
balance sheet were to remain constant and no aatiere taken to alter the existing interest ratsisigity, a hypothetical immediate 1%
change in interest rates would have the effectridtancrease (decrease) in assets by less thaas B¥aJune 30, 2008. Although management
believes that this measure is indicative of ousi@tity to interest rate changes, it does not tate account potential changes in credit
quality, size and composition of the assets orbtiance sheet, and other business developmentsathiataffect a net increase (decrease) in
assets. Accordingly, no assurances can be givémathaal results would not differ materially frotretpotential outcome simulated by this
estimate.
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In addition, we do not have significant exposuretianging interest rates on invested cash, whiak wpproximately $28,035,000 and
$38,320,000 at June 30, 2008 and December 31, 28§¥ectively. The Company invests cash mainly amey market accounts and other
investment-grade securities and does not purchdasela derivative financial instruments for tradipgrposes. All of our transactions are
conducted in U.S. dollars and we do not have amgida currency or foreign exchange risk. We dotrexde commaodities or have any
commodity price risk.

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
disclosure controls and procedures as of the ettliegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Financial Officer concluded that our disclasaontrols and procedures as of the end of thegheovered by this report are functioning
effectively to provide reasonable assurance thatrtformation required to be disclosed by us irorepfiled under the Securities Exchange
Act of 1934 is recorded, processed, summarizedegparted within the time periods specified in tHeC3s rules and forms. Disclosure
controls and procedures include, without limitatioantrols and procedures designed to ensurertfaatmation required to be disclosed by an
issuer in the reports that it files or submits uritte Securities Exchange Act is accumulated anthoonicated to the issuer's management
including its principal executive and principaldimcial officers, or persons performing similar ftioes, as appropriate to allow timely
decisions regarding required disclosure. A contsgitem, no matter how well designed and operatathot provide absolute assurance that
the objectives of the controls systems are metnanelvaluation of controls can provide absoluteiasge that all control issues and instances
of fraud, if any, within a company have been detect

(b) Change in Internal Control over Financial Reipor

No change in our internal control over financigdaging occurred during the quarter ended Jun®2308 that has materially affected,
is reasonably likely to materially affect, our imel control over financial reporting.

(c) Limitations

A control system, no matter how well designed aperated, can provide only reasonable, not absastirances that the control
system’s objectives will be met. Furthermore, tesidn of a control system must reflect the fact there are resource constraints, and the
benefits of controls must be considered relativinéir costs. Because of the inherent limitationall control systems, no evaluation of
controls can provide absolute assurance that attalissues and instances of fraud, if any, withia Company have been detected. These
inherent limitations include the realities thatguaents in decision-making can be faulty, and theakdowns can occur because of simple
errors or mistakes. Controls can also be circunegehy the individual acts of some persons, by s@lu of two or more people, or by
management override of the controls. The desigmgfsystem of controls is based in part upon segasumptions about the likelihood of
future events, and there can be no assurancerthatesign will succeed in achieving its stated gaglder all potential future conditions. O
time, controls may become inadequate because afjelsan conditions or deterioration in the degreeompliance with its policies or
procedures. Because of the inherent limitatiores dost-effective control system, misstatementstd@gror or fraud may occur and not be
detected. We periodically evaluate our internaltica and make changes to improve them.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

We are not involved in any material pending litigat We and/or one or more of our investee comgaaie involved in lawsuits
regarding wrongful termination claims by employeesonsultants, none of which are individually othe aggregate material to Newtek.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
None.
Item 4. Submission of Matters To a Vote of Security Holder:

(&) On June 17, 2008, we held our annual meetirsthafeholders, at which there were present in pessby proxy 31,968,287, or
86.52, of the outstanding common shares.

(b) All nominees for election as Class Il directauesre reelected to three year terms with voteslamifs:

FOR WITHHELD
David C. Beck 30,061,56 1,906,71:
Gordon L. Schroede 30,062,211 1,906,06!

(c) The shareholders also voted for and approvedatification of the selection of J. H. Cohn LL®aur Independent Registered Public
Accounting Firm for the Company for the year endiecember 31, 2008. The vote was:

For: 30,724,439 vote
Against: 1,136,954 vote
Abstained 106,892 vote

Item 6. Exhibits

Exhibit
N)L(mlmler Description

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

32.1 Certification of Chief Executive and Chief Finarldificers pursuant to Section 906 of the Sarb-Oxley Act of 2002
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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, 2008 By: /s/ Barry Sloane
Barry Sloane
Chairman of the Board, Chief Executive Officer 8w&tretary

Date: August 12, 2008 By: /s/ Seth A. Cohen
Seth A. Cohel
Chief Financial Officer and Treasut
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CERTIFICATION

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

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material fi
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3. Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(
this report;

4.  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedaresiused such disclosure controls and procedoias designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

c) disclosed in this report any change in the tegi$'s internal control over financial reportirftat occurred during the
registrant’s most recent fiscal quarter,( the regig’s fourth quarter in the case of an annual repbat) has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) all significant deficiencies and material weases in the design or operation of internal cortvelr financial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial; ant

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

Dated: August 12, 20C
/sl Barry Sloane
Barry Sloane
Chief Executive Office
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CERTIFICATION

I, Seth A. Cohen, Chief Financial Officer of NewtBlsiness Services, Inc., certify that:

1. | have reviewed this quarterly report on Forn-Q of Newtek Business Services, |i

2. Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdactmit to state a material fi
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3. Based on my knowledge, the financial statemeamid,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, tsaf operations and cash flows of the registeenof, and for, the periods
presented in this repol

4.  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a)

b)

c)

designed such disclosure controls and procedoresused such disclosure controls and procedoies designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

evaluated the effectiveness of the registratigslosure controls and procedures and presentisineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any chance in the tegis's internal control over financial reportirftat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth quarter in the case of an annual r¢ploat has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officers anliave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a)

b)

Dated: August 12, 20C

all significant deficiencies and material weadses in the design or operation of internal corver financial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial information; an

any fraud, whether or not material, that invelweanagement or other employees who have a sigmnifiole in the
registran’'s internal control over financial reportir

/sl Seth A. Cohen
Seth A. Cohel
Chief Financial Officel
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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, 2008 (the “RepoiftNewtek Business Services,
Inc. (the “Company”), as filed with the Securitesd Exchange Commission on the date hereof, Bdogn8, as Chief Executive Officer, and

Seth A. Cohen, as Chief Financial Officer, of trepany, each hereby certifies, pursuant to 18 U.§1350, as adopted pursuant to §906,
that, to each officer’s knowledge:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; a
(2) The information contained in the Report faphesents, in all material respects, the finan@abition and results of operations of
the Company as of and for the periods covereddrRiport

/sl Barry Sloane
Barry Sloane, Chief Executive Offic

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

Dated: August 12, 2008
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