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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2010

OR

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

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

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

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

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sexcti3 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past ninetyslayYes No O

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

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

company. See the definitions of “large acceleréited’, “accelerated filer” and “smaller reportirgpmpany” in Rule 12{2 of the Exchange A
(Check one):

Large Accelerated File [0 Accelerated File O
Non-Accelerated File [ Smaller reporting compar
Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxgie Act). Yes[ No

As of May 7, 2010, there were 36,727,139 of the @any’'s Common Shares outstanding.
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ltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009

(In Thousands, except for Per Share Data)

2010 2009
Operating revenue $25,85:  $24,12:
Net change in fair market value
Liability on SBA loans transferred, subject to prem recourse 97¢ —
Credits in lieu of cash and notes payable in csdaditieu of casl 161 537
Total net change in fair market val 1,14(C 537
Operating expense
Electronic payment processing cc 15,87¢ 12,94«
Salaries and benefi 4,99: 4,81(
Interest 1,267 2,517
Depreciation and amortizatic 1,25¢ 1,64¢
Provision for loan losse 458 424
Other general and administrative cc 4,02 4,392
Total operating expens 27,86 26,73¢
Loss before income tax (874) (2,079
Benefit for income taxe 297 1,01«
Net loss (577) (1,069
Net loss attributable to noncontrolling intere 11C 88
Net loss attributable to Newtek Business Servilres, $ (467) $ (976
Weighted average common shares outstan- basic and dilute: 35,64¢ 35,62¢
Loss per shar- basic and dilute $ (0.0)) $ (0.09)

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

ASSETS
Cash and cash equivalel
Restricted cas
Broker receivablt
SBA loans held for investment (net of reserve éanl losses of $4,177 and $3,985, respectiy
Accounts receivable (net of allowance of $316 a2t1$ respectively
SBA loans held for sal
Prepaid expenses and other assets (net of accwahalatortization of deferred financing costs of $2,5nd
$2,491, respectively
Servicing asset (net of accumulated amortizatiahalowances of $4,707 and $4,539, respectiv
Fixed assets (net of accumulated depreciation amattization of $12,947 and $12,276, respectiv
Intangible assets (net of accumulated amortizadfdbl0,710 and $10,299, respective
SBA loans transferred, subject to premium reco
Credits in lieu of cas
Goodwill

Total asset

LIABILITIES AND EQUITY
Liabilities:
Accounts payable and accrued expet
Notes payabl
Deferred revenu
Liability on SBA loans transferred, subject to prem recourse
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities

Commitments and contingenci
Equity:
Newtek Business Services, Inc. stockhol’ equity:
Preferred stock (par value $0.02 per share; authdrl, 000 shares, no shares issuec
outstanding
Common stock (par value $0.02 per share; authoB2e@00 shares, 36,674 issued; 35,
outstanding not including 83 shares held in esci
Additional paic-in capital
Accumulated defici
Treasury stock, at cost (1,026 shal
Total Newtek Business Services, Inc. stockhol equity
Noncontrolling interest
Total equity
Total liabilities and equit'

December 31

March 31,
2010 2009
Unaudited (Note 1)
$ 9,14¢ $ 12,58
7,821 6,73¢
9,27: 6,46’
23,70( 23,25}
6,79¢ 5,01z
— 20C
6,841 7,50z
2,26¢ 2,43¢
3,36( 3,631
3,90/ 4,21¢
11,00z —
46,83 51,94
12,097 12,09:
$143,03¢  $ 136,08:
$ 9,75 $ 8,31l
16,72¢ 16,29¢
1,92 1,862
11,03 —
46,83¢ 51,94
3,27¢ 3,63¢
89,54¢ 82,05t
733 73%
57,33¢ 57,30z
(5,447 (4,979
(64¢) (64€)
51,98! 52,41:
1,50¢ 1,61¢
53,48¢ 54,02’
$143,03! $ 136,08:

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009
(In Thousands)

Cash flows from operating activitie
Net loss $
Adjustments to reconcile net loss to net cash (irgeprovided by operating activitie
Income from tax credit
Accretion of interest expen:
Fair market value adjustment on SBA loans transtgrsubject to premium recout
Fair market value adjustment of credits in liewcagh and notes payable in credits in lieu of «
Deferred income taxe
Depreciation and amortizatic
Provision for loan losse
Other, ne
Changes in operating assets and liabilit
Originations of SBA loans held for se
Originations of SBA loans transferred, subject enpium recours
Proceeds from sale of SBA loans held for :
Broker receivablt
Prepaid expenses and other assets, accounts tdeeweal accrued interest receiva
Accounts payable, accrued expenses and deferredue
Other, ne

Net cash (used in) provided by operating activi

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

Net cash (used in) provided by investing activi

2010 2009
(577  $(1,069
(746) (1,536)

907 2,07%
(979) —
(161) (537)
(361) (1,06¢)

1,25¢ 1,64¢

452 424

88 14C
— (1,169
(10,80%) —
— 7,30z
6,467 —
(1,267) 1,347
1,50¢ (1,346)
(229) (1,187)
(4,436) 5,03z
53 90¢

(502) (500)

(1,476) (304)

621 912
(860) (51E)

(2,16/) 501

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 2010 AND 2009(CONTINUED)

Cash flows from financing activitie
Net proceeds (repayments) on bank notes pa
Liability on SBA loans transferred, subject to piem recourse
Other

Net cash provided by (used in) financing activi

Net decrease in cash and cash equiva
Cash and cash equivale- 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 plya credits in lieu of cash balances due toveeji of tax credits t
Certified Investor:

Addition to broker receivabl
Reclassification of SBA loans held for sale to SBAns transferred, subject to premium reco!

Addition to liability on SBA loans transferred, gatt to premium recourse, before fair value adjestt

See accompanying notes to these unaudited condeossdlidated financial statements.
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2010

2009

$ 431 $(585)
2,73¢ —
®) 37
3,168 (5,899
(3,43%) (361)
12,58  16,85:
$ 9,14¢  $16,49:
$ 8,06:  $12,73(
$927: $ —
$ 20C —
$927: $ —
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

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

The Company’s principal business segments are:

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

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

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

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

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidacoeydinates and
integrates activities of the segments, contractis alliance partners, acquires customer oppores)iand owns our proprietary NewTracker™
referral system. Revenue and expenses not allotawtier segments, including interest income, Gapanagement fee income and corporate
operations expenses.

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

The condensed consolidated financial statementenftek Business Services, Inc., its Subsidiariesamsolidated entities (the “Comparny”
“Newtek”) included herein have been prepared by the Compaagdordance with accounting principles generaiyepted in the United Sta
of America and include all wholly- and majority-oach subsidiaries, and several portfolio companieshith the Capcos own non-controlling
minority interest in, or those variable interestiteas which Newtek is considered to be the primaepeficiary of. All inter-company balances
and transactions have been eliminated in cons@iadiloncontrolling interests (previously showmaisiority interest) are reported below net
income (loss) under the heading “Net loss attriblétéo noncontrolling interests” in the unauditexhdensed consolidated statements of
operations and shown as a component of equityeitdimdensed consolidated balance sheets. See Newiting Standards for further
discussion.

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

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

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United States of Ame

requires management to make estimates and assusi it affect the reported amounts of assetsiahbitities and disclosures of contingent
assets and liabilities at the date of the constddifinancial statements and the reported amoudnmts/enue and expense during the reporting
period. The level of uncertainty in estimates asslaptions increases with
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the length of time until the underlying transaci@re complete. The most significant estimatesvétterespect to valuation of investments in
qualified businesses, asset impairment valuatibmyance for loan losses, valuation of servicingeds, chargeback reserves, tax valuation
allowances and the fair value measurements usealie certain financial assets and financial liib#. Actual results could differ from those
estimates.

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

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

The Company also derives revenues from actingdependent sales offices (“1ISO”) for third-party pessors (“residual revenue”) and from
the sale of credit and debit card devices. Residnednue is recognized monthly, based on contrhairaements with such processors to share
in the residual income derived from the underlyingrchant agreements. Revenues derived from sabxguggment are recognized at the time
of shipment to the merchant.

Web hosting revenueWeb hosting revenues are primarily derived from thiyrrecurring service fees for the use of its viselsting and
software support services. Customer set-up feeBilled upon service initiation and are recogniasdevenue over the estimated customer
relationship period of 2.5 years. Payment for westing and related services is generally receivedmonth to three years in advance.
Deferred revenues represent customer prepaymenipéoming web hosting and related services.

Income from tax credits: Following an application process, a state will fyoi company that it has been certified as a Caple.state then
allocates an aggregate dollar amount of tax credlitse Capco. However, such amount is neithergeieed as income nor otherwise recorded
in the financial statements since it has yet tedmmed by the Capco. The Capco is legally entittezhrn tax credits upon satisfying defined
investment percentage thresholds within specifiee requirements and corresponding non-recaptueeptages. At March 31, 2010, the
Company had Capcos in six states and the DistriCbtumbia. Each statute requires that the Capeesina threshold percentage of Certified
Capital in Qualified Businesses within the timenfies specified. As the Capco meets these requirsirieatoids grounds under the statute for
its disqualification for continued participationtime Capco program. Such a disqualification, occatgfication” as a Capco results in a
recapture of all or a portion of the allocated ¢eedits; the proportion of the recapture is redumeg time as the Capco remains in general
compliance with the program rules and meets thgrpssively increasing investment benchmarks.

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

The allocation and utilization of Capco tax creditsontrolled by the state law. In general, the&@eapplies for tax credits from the state ar
allocated a specific dollar amount of credits which available to be earned. The Capco providest#te with a list of the Certified Investors,
who have contractually agreed to accept the taditsrén lieu of cash interest payments on theiesof he tax credits are claimed by the
Certified Investors on their state premium tax metas provided under each state Capco and taxState regulations specify the amount of tax
credits a Certified Investor can claim and thequin which they can claim them. Each state pecaltyi reviews the Capco’s operations to
verify the amount of tax credits earned. In additithe state maintains a list of Certified Investand therefore has the ability to determine
whether the Certified Investor is allowed to clahis deduction.
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Sales and Servicing of SBA LoandNSBF originates loans to customers under the SBnam that generally provides for SBA guarantees of
50% to 90% of each loan, subject to a maximum guaesamount. Generally, NSBF sells the guaranteetibp of each loan to a third party
via an SBA regulated secondary market transactidining SBA form 1086 and retains the unguarantpadcipal portion in its own portfolio.
SBA form 1086 requires as part of the transfermfgresentations and warranties that the transfepay any premium received from the
transferee if either the SBA 7(a) loan borrowerpases the loan within 90 days of the transfer saittlet date or fails to make one of its first
three loan payments after the settlement dateimely fashion and then proceeds to default wiii®d days of the settlement date. Under ASC
Topic 860, “Transfers and Servicing”, effective dary 1, 2010, such recourse precludes sale treawh#me transferred guaranteed portions
during this warranty period; rather NSBF is reqdite account for this as a financing arrangemettt thie transferee. Until the warranty period
expires, such transferred loans are classifieds&8\‘loans transferred, subject to premium recouvg#i a matching liability “Liability on

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

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

Upon recognition of the sale loans to third partSBF separately recognizes at fair value anyiciey assets or servicing liabilities first, and
then allocates the previous carrying amount betvileerassets sold and the interests that continbe teeld by the transferor (the unguaranteed
portion of the loan) based on their relative faitues at the date of transfer. The difference betwibe proceeds received and the allocated
carrying value of the financial assets sold is ggired as a gain on sale of loans.

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

In evaluating and measuring impairment of servi@sgets, NSBF stratifies its servicing assets basgear of loan and loan term which are
key risk characteristics of the underlying loanIgo@he fair value of servicing assets is determibg calculating the present value of estim
future net servicing cash flows, using assumptimfigrepayments, defaults, servicing costs and discates that NSBF believes market
participants would use for similar assets.

If NSBF determines that the impairment for a stmrata temporary, a valuation allowance is recogntbedugh a charge to current earnings for
the amount the amortized balance exceeds the tdaienalue. If the fair value of the stratum weodater increase, the valuation allowance
may be reduced as a recovery. However, if NSBRagtes that impairment for a stratum is other tteanporary, the value of the servicing
asset and any related valuation allowance is writkawn.

Interest and Small Business Administration (“SBA”) Loan Fees—SBA Loansinterest income on loans is recognized as earnaghd are
placed on non-accrual status if they are 90 dagschee with respect to principal or interest andhe opinion of management, interest or
principal on individual loans is not collectible, @ such earlier time as management determinéshtdaollectability of such principal or
interest is unlikely. Such loans are designateichasired non-accrual loans. All other loans areraef as performing loans. When a loan is
designated as non-accrual, the accrual of intéselscontinued, and any accrued but uncollecteztést income is reversed and charged
against current operations. While a loan is class$i&s non-accrual and the future collectabilityhaf recorded loan balance is doubtful,
collections of interest and principal are generalhplied as a reduction to principal outstanding.

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

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

. Receivable fee:Receivable fees are derived from the funding (paseh of receivables from finance clients. The paage of fees is s
when entered into an agreement with the client. Cbmpany recognizes the revenue on the date tleévadade is purchased. The
Company does not take ownership of the receivabilésfunds are released which then constitutesratmase of a client’s asset. The
Company also has arrangements with certain ofiéats whereby it purchases the client’s receivalled charges interest at a specified
rate based on the amount of funds advanced agaioBtreceivables. The funds provided are colld#@land the interest income is
recognized as earne

. Late feesLate fees are derived from receivables the Company neadyl purchased that have gone over a certaincp@rsually over 3
days) without payment. The client or the cl’s customer is charged a late fee according togheeament with the clien

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

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

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

March 31, March 31,
(In thousands): 2010 2009
Electronic payment processi $18,75¢ $15,76:
Web hosting 4,78¢ 4,672
Interest incomt 392 50t
Income from tax credit 74¢€ 1,53¢
Premium incomt — 44¢
Servicing fee 45¢ 40C
Insurance commissior 207 20C
Other income 50¢€ 601
Totals $25,85! $24,12:

Electronic Payment Processing Costs

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

Restricted Cash

Restricted cash includes cash collateral relating letter of credit; monies due on loan-relatedit@nces and insurance premiums received by
the Company and due to third parties; cash heldh&yCapcos restricted for use in managing and tipgréne Capco, making qualified
investments and for the payment of income taxed;aacash account maintained as a reserve agamgfetiack losses.
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Purchased Receivables

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

I nvestments in Qualified Businesses

The various interests that the Company acquirds igqualified investments are accounted for underd methods: consolidation, equity met
and cost method. The applicable accounting methgémnerally determined based on the Company’s gy atiterest or the economics of the
transaction if the investee is determined to baréble interest entity.

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

Equity MethodInvestees that are not consolidated, but over wiiefCompany exercises significant influence, asoanted for under the
equity method of accounting. Whether or not the @any exercises significant influence with respedr investee depends on an evaluation
of several factors including, among others, reprig®n on the investee’s Board of Directors andhership level, which is generally a 20% to
50% interest in the voting securities of the ineesincluding voting rights associated with the @amy’s holdings in common, preferred and
other convertible instruments in the investee. Witkle equity method of accounting, an investeet®ants are not reflected within the
Company’s condensed consolidated financial statespbowever, the Company’s share of the earnindgssses of the investee is reflected in
the Company’s condensed consolidated financiatistants.

Cost Methodlnvestees not accounted for under the consolidatidhe equity method of accounting are accourtedifider the cost method of
accounting. Under this method, the Company’s sbhtiee net earnings or losses of such companiesti;icluded in the Company’s
condensed consolidated financial statements. Howewst method impairment charges are recognizedeeessary, in the Company’s
condensed consolidated financial statements.dbigistances suggest that the value of the investesubsequently recovered, such recove
not recorded until ultimately liquidated or reatize

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

Stock - Based Compensation
All share-based payments to employees are recayymzbe financial statements based on their falo@s using an option-pricing model at the
date of grant.

As of March 31, 2010 and 2009, the Company hadsiwasebased compensation plans. For each of the thre¢hsmvended March 31, 2010 ¢
2009, compensation cost charged to operationdéset plans was $36,000 and is included in salariddenefits in the accompanying
condensed consolidated statements of operations.

There were no options or restricted stock awardatgd during the three months ended March 31, 2010.

As of March 31, 2010 and December 31, 2009, thexe $20,000 and $55,000 of total unrecognized cosgiem costs related to non-vested
share-based compensation arrangements grantedthedelans, respectively. That cost is expectdzbtrecognized ratably through the month
ending July 31, 2010.
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Fair Value

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

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

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

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

Income Taxes

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

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

Accounting for Uncertainty in I ncome Taxes

The ultimate deductibility of positions taken opexted to be taken on tax returns is often uncertaiorder to recognize the benefits
associated with a tax position taken (i.e., geheeatleduction on a corporation’s tax return), ¢éiméity must conclude that the ultimate
allowability of the deduction is more likely thapntnlIf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than not),
the benefit associated with the position is recogghiat the largest dollar amount that has more @006 likelihood of being realized upon
ultimate settlement. Differences between tax pas#titaken in a tax return and recognized will gaiheresult in (1) an increase in income
taxes currently payable or a reduction in an inctemaefund receivable or (2) an increase in ardefetax liability or a decrease in a deferred
tax asset, or both (1) and (2). When accountingifmertainty in income taxes, the Income Tax Tapithe FASB Accounting Standards
Coadification also provides guidance on:

. Derecognizing the benefits associated with a reizegintax position where subsequent events indibateit isnot more likely than no
that the entity will benefit from the tax posititaken
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. Classification of financial statement elements tieatlt from recognizing benefits associated withartain tax position
. Treatment of interest and penalties related to taicetax position:

. Accounting for uncertain tax positions in interirarfpds

. Disclosure and transitic

Concentration of Credit Risk

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

For the three months ended March 31, 2010 and 2@DSingle customer accounted for 10% or more @Qbmpany’s revenue or of total
accounts receivable.

Fair Value of Financial | nstruments

As required by the Financial Instruments Topichaf FASB Accounting Standards Codification, theneated fair values of financial
instruments must be disclosed. Excluding fixed @ssetangible assets, goodwill, and prepaid exeemsd other assets (excluding as noted
below), substantially all of the Company’s asseis labilities are considered financial instrumeassdefined under this standard. Fair value
estimates are subjective in nature and are dependemnumber of significant assumptions assocwiddeach instrument or group of similar
instruments, including estimates of discount rateks associated with specific financial instruttseestimates of future cash flows and rele
available market information.

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

. Cash and cash equivalel

. Restricted cas

. Broker receivablt

. Accounts receivabl

. Bank notes payabl

. Accrued interest receivable (included in prepaipesded and other asse

. SBA loans transferred, subject to premium reco

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

. Accounts payable and accrued expel

The carrying values of accounts payable and acaMpdnses approximate fair value because of the-dron maturity of these instruments.
The carrying value of investments in qualified Imgsises (included in prepaid expenses and othdsgsgedits in lieu of cash, notes payabl

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

New Accounting Standards

In April 2009, the FASB issued an accounting stadda require that disclosures concerning thevfaiue of financial instruments be presented
in interim as well as in annual financial staterseffhis accounting standard was subsequently eddifito ASC Topic 825/Financial
Instrument<” In addition, the FASB issued an accounting stantaptovide additional guidance for determining thie value of a financial
asset or financial liability when the volume anddiof activity for such asset or liability haveadeased significantly and to also provide
guidance for determining whether a transactiomisraerly one. This accounting standard was sulesgtyucodified into ASC Topic 820,

“Fair Value Measurements and Disclosure3:he FASB also issued an accounting standard wieicised and expanded the guidance
concerning the recognition and measurement of dtter-temporary impairments of debt securitiessifeesl as available for sale or held to
maturity. In addition, it required enhanced disales concerning such impairment for both debt aqpitg securities. This accounting standard
was subsequently codified into ASC Topic 328yestments — Debt and Equity SecuritieShe requirements of these
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three accounting standards are effective for imegporting periods ending after June 15, 2009lyEzatoption is permitted for interim periods
ending after March 15, 2009, but only if the electis made to adopt all these accounting standBidslosures for earlier periods presentec
comparative purposes at initial adoption are ngtired. In periods after initial adoption, comparatdisclosures are required only for periods
ending after initial adoption. The Company has aeldphese accounting standards during the seccartiequf 2009.

In June 2009, the FASB issued an accounting stdngiaich requires entities to provide more inforroatregarding sales of securitized
financial assets and similar transactions, pauditylif the entity has continuing exposure to tisis related to transferred financial assets and
removes the concept of a qualifying special-purgogdy and limits the circumstances in which afinial asset, or portion of a financial asset,
should be derecognized when the transferor hasar@ferred the entire financial asset to an ettty is not consolidated with the transfera
the financial statements being presented and/onwletransferor has continuing involvement wita ttansferred financial asset. The new
standard became effective for the Company on Jariy&010 and its effect on asset, liability anderie recognition is described in this note,
under Revenue Recognition, Sales and Servicindéf [Soans. This accounting standard was subsequeadified into ASC Topic 860,
“Transfers and Servicing.”

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

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

of the entity that most significantly impact theigris economic performance. It requires an ongamassessment of whether a company is the
primary beneficiary of a variable interest entihdaadditional disclosures about a company’s involest in variable interest entities and any
significant changes in risk exposure due to theblvement. The new standard became effective ®iQbmpany on January 1, 2010 and did
not have a material impact on its financial positin results of operations. This accounting stasheélaas subsequently codified into ASC Topic
805, “Business Combinations.”

In June 2009, the FASB issued an accounting stdngiich established the Codification to becomesihgle source of authoritative
accounting principles generally accepted in theté¢hStates of America (“GAAP”) recognized by theSB\to be applied by nongovernmental
entities, with the exception of guidance issuedhgyU.S. Securities and Exchange Commission (tEC"pand its staff. All guidance

contained in the Codification carries an equal le¥euthority. The Codification is not intendeddbange GAAP, but rather is expected to
simplify accounting research by reorganizing curAAP into approximately 90 accounting topics @ndviding all the authoritative

literature related to a particular topic in onecglaThe Company adopted this accounting standgrtejparing the condensed consolidated
financial statements for the quarter ended SepteBhe2009 and all subsequent public filings wellarence the Codification as the sole source
of authoritative literature. The adoption of thiaunting standard, which was subsequently codifitdASC Topic 105/Generally Accepted
Accounting Principle” had no impact on retained earnings and will havanpact on the Company’s statements of income andition.

In August, 2009, the FASB issued Accounting Stadsl&ipdate 2009-05, “Fair Value Measurements andi®@iares (Topic 820) —Measuring
Liabilities at Fair Value,” which updates ASC 820-The update provides clarification that in cir@iamces in which a quoted price in an
active market for the identical liability is notailable, a reporting entity is required to meadaievalue using one or more of the following
techniques:

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

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

This standard is effective for financial statemesssied for interim and annual periods ending ategust 2009. The Company adopted Upi
2009-05 effective for the quarter ending Septen39e12009. The adoption did not have a material thpa the Company’s disclosures.

Subsequent Events

In May 2009, the FASB issued an accounting standduidh provides guidance to establish general statsdof accounting for and disclosures
of events that occur after the balance sheet datbdfore financial statements are issued or aadadble to be
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issued. It requires entities to disclose the dateugh which subsequent events were evaluated lhasvie rationale for why that date was
selected. This accounting standard is effectiverfmrim and annual periods ending after June 0892nd, accordingly, was adopted by the
Company. It requires public entities evaluate sgbeat events through the date that the financiéstents are issued. This accounting
standard was subsequently codified into ASC Topig, 8Subsequent Events.” The Company has evalisatiesequent events through the time
of filing these condensed consolidated financialeshents with the SEC.

NOTE 3 - FAIR VALUE MEASUREMENTS:
FAIR VALUE OPTION ELECTIONS

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

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

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

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

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

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

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

of cash and notes payable in credits in lieu ohaas valued based on the yields at which finaneg&tuments would change hands between a
willing buyer and a willing seller when the formiemot under any compulsion to buy and the la#terat under any compulsion to sell, both
parties having reasonable knowledge of relevansfate accounting standards requires the fairevafuhe assets or liabilities to be
determined based on the assumptions that markitipants use in pricing the financial instrumentdeveloping those assumptions, the
Company identified characteristics that distinguistrket participants generally, and consideredfadpecific to (a) the asset type, (b) the
principal (or most advantageous) market for thetagoup, and (c) market participants with whomriggorting entity would transact in that
market.

Based on the aforementioned characteristics amigw of the Chartis credit enhancements, the Compafieves that market participants
purchasing or selling its Capcos’ debt, and theeefis credits in lieu of cash, and notes payablerédits in lieu of cash view nonperformance
risk to be equal to the risk of an Chartis nonpanfance risk and as such both the fair value ofitséul lieu of cash and notes payable in cre

in lieu of cash should be priced to yield a rateado an applicable Chartis U.S. Dollar denomidatebt instrument. Because the value of
notes payable in credits in lieu of cash direcdlffects the credit enhancement obtained from Ghahte unamortized cost relating to the credit
enhancement will cease to be separately carriedh asset on Company’s condensed consolidated leadtieet and is incorporated in notes
payable in credits in lieu of cash.
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Assets and Liabilities Measured at Fair Value on &ecurring Basis as of March 31, 2010 are as follows thousands):

Fair Value Measurements Using

Total Level 1 Level 2 Level 3
Assets:
Credits in lieu of cas $46,83: $— $46,83: $—
Liabilities:
Notes payable in credits in lieu of ce $46,83¢ $— $46,83¢ $—

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

Fair Value Measurements Using

Total Level 1 Level 2 Level 3
Assets:
Credits in lieu of cas $51,947 $— $51,947 $—
Liabilities:
Notes payable in credits in lieu of ce $51,947 $— $51,947 $—

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

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

Fair value measurements:

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance rigRhartis. Therefore the Company
calculates the fair value of both the Credits @ulof cash and Notes payable in credits in liecash using the yields of various Chartis notes
with similar maturities to each of the Company’spective Capcos’ debt. The Company elected to disuge utilizing Chartis 7.70% Series A-
5 Junior Subordinated Debentures (the “Chartis Delves”) because those long maturity debenturearbegtrade with characteristics of a
preferred stock after Chartis received financirgrfrthe United States Government. The Company cerssiie Chartis Note Basket a Level 2
input under fair value accounting, since it is atgd yield for a similar liability that is traded an active exchange market. The Company
selected these Chartis Note Baskets as the masisegative of the nonperformance risk associatddthe CAPCO notes because they are
Chartis issued notes, are actively traded and Isecanaturities match Credits in lieu of cash andeN@ayable in credits in lieu of cash.

After calculating the fair value of both the Credit lieu of cash and Notes payable in creditéein 6f cash, the Company compares their
values. This calculation is done on a quarterlysh&3alculation differences primarily due to tardit receipt versus delivery timing may cause
the value of the Credits in lieu of cash to diffierm that of the Notes payable in credits in lidicash. Because the Credits in lieu of cash asset
has the single purpose of paying the Notes payaldeedits in lieu of cash and has no other vatuihé Company, Newtek determined that the
Credits in lieu of cash should equal the Notes pkym credits in lieu of cash.

On December 31, 2009, the yield on the Chartis Baigket was 6.92%. As of March 31, 2010, the deteQtompany revalued the asset and
liability, the yields on the Chartis notes averade®b% reflecting changes in interest rates imtlagketplace. This decrease in yield increased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditeu of cash. The Company increased the v

of the credits in lieu of cash to equal the valtithe notes payable in credits in lieu of cash beeahe credits in lieu of cash can only be used
to satisfy the liability and must equal the valdieh® notes payable in credits in lieu of cashlidiraes. The net change in fair value reported in
the Company’s condensed consolidated statemewsenations for the three months ended March 310 2@&s a gain of $161,000.
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On December 31, 2008, the yield on the AIG NotekBawas 11.76%. As of March 31, 2009, the datebmpany revalued the asset and
liability, the yields on the AIG notes averaged5&Rs reflecting changes in interest rates in theketptace. This increase in yield decreased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditeeu of cash. The Company reduced the value
of the credits in lieu of cash to equal the valtithe notes payable in credits in lieu of cash bheeahe credits in lieu of cash can only be used
to satisfy the liability and must equal the valdieh® notes payable in credits in lieu of cashlidiraes. The net change in fair value reported in
the Company’s condensed consolidated statemewgenations for the three months ended March 319 284 a gain of $537,000.

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

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

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

Assets and Liabilities Measured at Fair Value on &ecurring Basis as of March 31, 2010 are as follows thousands):

Fair Value Measurements Using
Total Level 1 Level 2 Level 3

Liabilities:
Liability on SBA loans transferred, subject to piem recourse $11,03: $— $— $11,03:

Below is a summary of the activity in the Liabilijyn SBA loans transferred, subject to premium resméor the three months ended March 31,
2010 (In thousands):

Balance at December 31, 2C $ —
Liability on SBA loans transferred, subject to prem recourse 11,03
Balance at March 31, 20: $11,03:
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OTHER FAIR VALUE MEASUREMENTS
Assets and Liabilities Measured at Fair Value on &lon-recurring Basis are as follows (in thousands):

Fair Value Measurements at March 31, 2010 Using:

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan: $ 5291 $ — $ — $ 5291 $ (450
Other rec-estate owne 12€ — 12€ — (4)
Total asset $ 541¢ $ — $ 128 $ 5291 $ (459

Fair Value Measurements at December 31, 2009 Usin

Total Level 1 Level 2 Level 3 Total Losse!

Assets
Impaired loan $ 530 $ — $ — $ 530 $ (2,239
Impaired customer merchant accot — — — — (126)
Other rec-estate owne 132 — 132 — (314)
Total asset $ 543 $ — $ 132 $ 5302 $ (2,679

Impaired loans

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

Impaired customer merchant accounts

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

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

The estimated fair value of other real-estate ows@alculated using observable market informatincluding bids from prospective
purchasers and pricing from similar market trarisastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withisgaaur interests. Where bid information is noaidable for a specific property, the valuat
is principally based upon recent transaction prfoesimilar properties that have been sold. Thasaparable properties share comparable
demographic characteristics. Other real estate dusmgenerally classified within Level 2 of the wafion hierarchy.
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NOTE 4 — SBA LOANS:

SBA loans are primarily concentrated in the hotel eotel industry (10% of the portfolio) and theteairant industry (12% of the portfolio), as
well as geographically in Florida (27% of the politf) and New York (13% of the portfolio). Below dassummary of the activity in the SBA
loans held for investment, net of SBA loan loseress for the three months ended March 31, 201th@nsands):

Balance at December 31, 2C $23,257
SBA loans funded for investme 1,45(
Payments receive (621)
Provision for SBA loan losse (453)
Discount on loan originations, n 67
Balance at March 31, 20: $23,70(

Below is a summary of the activity in the resereelban losses for the three months ended MarcR@10 (In thousands):

Balance at December 31, 20 $3,98¢
SBA loan loss provisio 457
Recoveries 8
Loan charg-offs (269)
Balance at March 31, 20: $4,177

Below is a summary of the activity in the SBA lodredd for sale for the three months ended Marci2810 (In thousands):

Balance at December 31, 2C $ 20C
Originations of SBA Loans held for s¢ 10,80:
SBA loans transferred, subject to premium reco (11,009
Balance at March 31, 20: $ —

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

All loans are priced at the Prime interest rates@pproximately 2.75% to 3.75%. The only loans aifixed interest rate are defaulted loans of
which the guaranteed portion sold is repurchasaa the secondary market by the SBA, while the urantaed portion of the loans still
remains with the Company. As of March 31, 2010 Bedember 31, 2009, net SBA loans receivable helthf@stment with adjustable inter
rates amounted to $22,121,000 and $22,549,000zctgely.

For the three months ended March 31, 2010 and 208%Company funded approximately $12,139,000 dn8li8#,000 in loans and transferred
approximately $11,002,000 and $7,302,000 of theaniaed portion of the loans, respectively. Red#esfrom loans traded but not settled of
$9,273,000 and $6,467,000 as of March 31, 201(Mewgmber 31, 2009, respectively, are presentedoigibreceivable in the accompanying
condensed consolidated balance sheet.

The outstanding balances of loans past due nirety dr more and still accruing interest as of M&th2010 and December 31, 2009
amounted to $0 and $300,000, respectively.
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At March 31, 2010 and December 31, 2009, total ingpglanonaccrual loans amounted to $8,503,000 and $8,324r68pectively. For the thr
months ended March 31, 2010 and for the year eb@deémber 31, 2009, the average balance of impawmaehccrual loans was $8,537,000
and $7,773,000, respectively. Approximately $3,208,and $3,022,000 of the allowance for loan lossse allocated against such impaired
non-accrual loans, respectively. The following suanmary of SBA loans held for investment as of:

March 31, December 31
(In thousands): 2010 2009
Due in one year or le: $ 17 $ 6
Due between one and five yei 2,94t 2,67
Due after five year 26,44( 26,15/
Total 29,40: 28,83
Less : Allowance for loan loss (4,177) (3,98¢)
Less: Deferred origination fees, 1 (1,525 (1,590
Balance (net $23,70( $ 23,25

NOTE 5 — SERVICING ASSET:

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

The changes in the value of the Company’s servidgtgs for the three months ended March 31, 20&fevas follows:

(In thousands):

Balance at December 31, 20 $2,43¢
Servicing assets amortiz: (168)
Balance at March 31, 20: $2,26¢

The estimated fair value of capitalized serviciigits was $2,268,000 and $2,436,000 at March 310 2Bid December 31, 2009, respectively.
The estimated fair value of servicing assets dt batance sheet dates was determined using a dis@ia of 17%, weighted average
prepayment speeds ranging from 1% to 13%, depenging certain characteristics of the loan portfoleighted average life of 3.4 years, i
an average default rate of 6%. The Company usé@slapendent valuation specialist to estimate threvédue of the servicing asset.

The unpaid principal balances of loans servicedfthers are not included in the accompanying coselconsolidated balance sheets. The

unpaid principal balances of loans serviced foenttwere $150,571,000 and $142,513,000 as of MarcRB010 and December 31, 2009,
respectively.

NOTE 6 -LOSS PER SHARE:

Basic loss per share is computed based on the teéigiverage number of common shares outstanditiggdiine period. The dilutive effect of
common share equivalents is included in the caticulaf diluted loss per share only when the eftéddheir inclusion would be dilutive.
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The calculations of loss per share were:

Three Months Three Months
Ended March 31 Ended March 31
(In thousands except per share data’ 2010 2009
Numerator:
Numerator for basic and diluted loss per s—Iloss
available to common sharehold: $ (467) $ 97€
Denominator
Denominator for basic and diluted loss per share—
weighted average shar 35,64¢ 35,62¢
Loss per share: Basic and dilui $ (0.01) $ (0.0%)
The amount of anti-dilutive shares/units excludeaf the above calculation is as follows:
Three Months Three Months
Ended March 31 Ended March 31
2010 2009
Stock options and restricted stc 1,23¢ 1,701
Warrants 50 21z
Contingently issuable shar 83 97

NOTE 7 — SUBSEQUENT EVENTS:

In April 2010, the Company closed two five yeamdoans aggregating $14,583,000 with Capital Oné, Which facilitated the refinancing
Newtek Small Business Finar's debt to General Electric Commercial Capital (“(5&s well as the current term loan between Caitad and
NTS. This financing will support the lending opéoat of NSBF by providing working capital. The irgst rate on the loan is variable baset
the monthly LIBOR rate plus 4.25% or Prime plus524 but no lower than 5.75%. Interest is paid nears along with each monthly principal
payment due. The agreement includes such finaogienants as a minimum fixed charge coverage aatiominimum EBITDA; the Compar
guarantees these term loans.

In connection with the closing of the Capital Oaeility, in April 2010, NSBF repaid the outstandibglance of $12,500,000 of its credit
facility with GE plus accrued interest of approxteisg $70,000.

NOTE 8- SEGMENT REPORTING:

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

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

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

The Small business finance segment consists ofI8usiness Lending, Inc., a lender that primariigmates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through its licensed SBA lender; the Texai$edtbne Group which manages the
Company’s Texas Capco and closes loans; and NB€hwhibvides accounts receivable financing, bilimgl accounts receivable maintenance
services to businesses. NSBF generates revenueséles of loans, servicing income for those loatained to service by NSBF and interest
income earned on the loans themselves. The leraargtes expenses for interest, professional Saksmjes and benefits, depreciation and
amortization, and provision for loan losses, alliich are included in the respective caption andbndensed consolidated statements of
operations. NSBF also has expenses such as loavergaexpenses, loan processing costs, and otpensgs that are all included in the other
general and administrative costs caption on theleesed consolidated statements of operations.
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The All Other segment includes revenues and exggmdmarily from qualified businesses that receiiragstments made through the
Company’s Capcos which cannot be aggregated wihtkr atperating segments. The two largest entiti¢ésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andrigssi Connect, LLC, a provider of sales and proogssrvices.

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

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

Management has considered the following charatiesighen making its determination of its operatamgl reportable segments:
. the nature of the product and servic

. the type or class of customer for their products services

. the methods used to distribute their products ovige their services; ar

. the nature of the regulatory environment (for exmpanking, insurance, or public utilitie

The accounting policies of the segments are theesenthose described in the summary of signifiaaabunting policies.
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The following table presents the Company’s segrivdatmation for the periods ended March 31, 2010 2009 and total assets as of
March 31, 2010 and December 31, 2009 (In Thousands)

For the three

For the three

months months ende
ended
March 31, March 31,
2010 2009
Third Party Revenue
Electronic payment processi $ 18,76 $ 15,77¢
Web hosting 4,79( 4,67¢
Small business financ 1,322 1,84:
Capcos 78C 1,57¢
All other 337 38¢€
Corporate activitie 70€ 86(
Total reportable segments 26,70( 25,11¢
Eliminations (847 (995
Consolidated Total $ 25,85: $ 24,12:
Inter Segment Revenue
Electronic payment processi $ 91 $ 45
Web hostincg 107 118
Small business financ 73 14
Capcos 407 35C
All other 137 14C
Corporate activitie 465 401
Total reportable segments 1,28( 1,06:
Eliminations (1,280) (1,069
Consolidated Total $ — $ —
Income (loss) before benefit for income taxe
Electronic payment processi $ 1,08¢ $ 96°
Web hostinc 932 91€
Small business financ (110 (599
Capcos (901 (2,109
All other (34¢) (404)
Corporate activitie (1,53)) (1,857
Totals $ (879 $ (2,079
Depreciation and amortization
Electronic payment processi $ 41€ $ 46C
Web hostincg 49C 792
Small business financ 212 22¢
Capcos 3 16
All other 45 3C
Corporate activitie 90 122
Totals $  1,25¢ $  1,64¢
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Identifiable assets
Electronic payment processi
Web hosting
Small business financ
Capcos
All other
Corporate activitie

Consolidated total

24

As of
As of December 31
March 31,
2010 2009
$ 9,74( $ 12,29t
11,73¢ 12,38:
58,95¢ 43,10¢
55,18 59,67¢
4.77: 5,12¢
2,64¢€ 3,492
$143,03! $ 136,08:
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ltem 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 rktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoelddad in conjunction with the condensed consadiddinancial statements and the
accompanying notes.

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

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

For the quarter ended March 31, 2010, the Compabgtantially reduced its loss before income tage®(874,000) from $(2,078,000) in the
same quarter of 2009. This reduction in loss reduitom continued improvements in business operatwoducing an increase in revenue and
reductions in operating expenses other than elgictayment processing costs. We had a net 10$§46f7,000), an improvement of $509,000
over 2009 primarily from the improvement in opevati. Total revenues increased by $1,732,000 t8$3%)00, or 7.2%, from $24,121,000
the quarter ended March 31, 2009 principally duetoeased revenues in the Electronic payment gedog and Web hosting segments offset
by a decrease in revenues from our Small busineasde (see below), Capco and All other segmerg.réduction in the net loss from the first
guarter of 2009 reflects improvements in incomenfraperations for all segments: Electronic paymeot@ssing from a gain in margin (mar
on a percentage basis continued to decrease ancbwiinue to negatively impact profitability fdn¢ segment) and a reduction in expenses
other than electronic payment processing costs; Mésting from improved sales and reduced depreciaind amortization; Small business
finance from increased loan origination and loamwiseng and receivables factoring; and Capco, Atles segments and Corporate from
reductions in expenses.

Beneficial pricing in the secondary market for gudeed loan sales, the current 90% guaranty rat®Bé 7(a) loans, and healthy demand for
loans from borrowers due to the shortage of loansiged by conventional lenders contributed to althg operating environment for the
Company’s SBA lender. However, the Small busingsmite segment revenues were negatively impacteéebgffects of ASC Topic 860,
“Transfers and Servicingihich resulted in first quarter sales of SBA loae$d for sale via SBA regulated secondary marlegtdactions bein
accounted for as financings (the circumstancesgivatrise to this accounting treatment are disedssbove). In addition to requiring the
Company to wait the 90 to 275 days for the premivemranty periods required by the SBA to expirefidev to recognize revenue, ASC Topic
860 also results in the creation of a new ass@A“B®ans transferred, subject to recourse”, anéw lability, “Liability for SBA loans
transferred, subject to recourse”. In the casd®fasset, the Company no longer controls the amesf guaranteed portion nor derives
economic benefit from it other than collection ef\dcing income. Although the asset resides orCtbmpany’s balance sheet it cannot transfer
it again; the new owner (deemed transferee or lelg&SC Topic 860) has the right to transfer theed at any time to a third party or place it
into a pool for securitization. The warranty that/g rise to the accounting treatment occurs iruttiéely event of either the Company’s
borrower prepaying their loan to the transferededaulting on the loan in which case the SBA makegpayment to the transferee. In neither
case will the Company be making the payment ofjtieranteed portion. Economically, the Company lg bable for that amount lent to the
Company over the par amount of the guaranteedgmotikely to be returned under the warranty; thae-neturned part will be subsequently
earned as premium upon recognition of the saldoHiéslly, over the past seven years, this hasledusbout 3% in the aggregate of the
premium amount. By electing to fair value the lidjito its true economic value the segment andcthrapany benefited from a gain
approximating the difference between the premiurowmand the amount potentially to be returnedhéottansferee.
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In April 2010, the Company closed two five yeamdoans aggregating $14,583,000 with Capital Oné, Which refinanced Newtek Small
Business Finance’s $12,500,000 debt to Generatrielécommercial Capital as well as the existingd83,000 term loan between Capital One
and NTS. This financing supports the lending openatof NSBF by providing working capital. FuturB&lending operations will be funded
from internal sources while the Company uses i dlow to pay down these loans over the nextywars. The Company guarantees these
term loans.

The Company'’s effective income tax rate decreased fipproximately 48% in the first quarter of 2@8%pproximately 34% in the first
quarter of 2010 mainly due to a release of a valoatllowance that occurred in 2009. In 2009, tlkenPany determined certain losses that
previously had been valued at zero will be utilizgginst current and future tax profits of the Campand therefore released a valuation
allowance related to those previously reservedtgisse

The decrease in the Company’s cash and cash egpigdiom $12,581,000 to $9,146,000 primarily retfleeffects from the resumption of
lending by the Company’s SBA lender for a seconusecutive quarter. Partially the decline represtimisig differences between the transfer
of the guaranteed portions of the loans and recéipash thereon that increased $2,806,000 oveartf@int from year end and partially it
reflects the Company using its cash resourcesrr#iba a financing line to support its SBA lenddgimation of SBA loans. Overall, we
believe that throughout 2010 the Company has ali¢ertinue to enjoy improvements from increaseceraies and both the full year benefit
from the expense reductions made previously asagete continuing cost cutting efforts in 2010.

The Company’s reportable business segments are:

Electronic Payment ProcessingCredit card and debit card processing, check caimweiand ACH solutions for the small- and mediuzedi
business market.

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgy Services, which offers shared and dedicateld lgesting and related
services to the small- and medium-sized busineskaha

Small Business FinanceNewtek Small Business Finance, Inc., a nationadgrised, U.S. Small Business Administration lertbat originate
sells and services loans to qualifying small busses, which are partially guaranteed by the SBAa3&Vhitestone Group performs the clos
function for all SBA 7(a) loans underwritten by NEBCDS Business Services, Inc. (d/b/a Newtek Bssiiteredit) provides financing services
to businesses by purchasing their receivableslscaunted rate. In addition, the Company proviniésig and accounts receivable
maintenance services to businesses.

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

Corporate Activities: Corporate implements business strategy, direct&etiag, provides technology oversight and guidacoerdinates and
integrates activities of the segments, contractls alliance partners, acquires customer opporgsdind owns our proprietary NewTracker™
referral system. Revenue and expenses not allotatar other segments, including interest inco@egco management fee income and
corporate operations expenses.

Capcos:Thirteen certified capital companies, which inviessmall- and medium-sized businesses. They genamt-cash income from tax
credits and non-cash interest.

Segment Results:
The results of the Company’s reportable segmemtthéthree months ended March 31, 2010 and 2G9€iscussed below.
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Electronic Payment Processing

Three months
ended March 31:

(In thousands): 2010 2009 $ Change % Change
Revenue
Electronic payment processi $18,75¢  $15,76( $2,99¢ 19%
Interest incomt 7 14 () (50%
Total revenu 18,76: 15,774 2,98¢ 19%
Expenses
Electronic payment processing cc 15,87 12,94 2,931 23%
Salaries and benefi 1,081 1,132 (52) (5)%
Professional fee 88 55 33 60%
Depreciation and amortizatic 41€ 46C (44) (10)%
Other general and administrative cc 222 223 (1) — %
Total expense 17,67¢ 14,81! 2,86¢ 19%
Income before income tax $108 $ 965 $ 121 13%

Electronic payment processing revenue increasé388200 or 19% between years principally due tootherall impact of growth in organic
revenue of 20% while revenues from acquired pdasodlecreased overall revenue growth by 1% betweeonds due to merchant attrition. 1
growth in organic revenue was partially due toithpact of an increase in the average number of Inagits under contract between years of
8%. The remaining increase in organic revenue batvperiods is due to an increase in the averageéhtyqmrocessing volume per merchant.
The increase in the average monthly processingwelper merchant is due in part to the additioresksal larger volume processing merch
as well as year-over-year growth in processing masi from existing merchants between periods.

Electronic payment processing costs increased $2)08 or 23% between years. Electronic paymentgssing costs resulting from acquired
portfolios had the overall effect of decreasinghsaasts by approximately 1% between periods duedichant attrition. Organic electronic
payment processing costs had the effect of inangastal electronic payment processing cost by Bé¥veen years. As a percent of proces
revenues, processing revenues less electronic payrmessing cost (“margintleclined approximately 2.5% from 17.9% in 2009 504% in
2010. A lower contribution to margin from acquingaktfolios contributed 0.7% to the decline in margihe remaining decline in margin of
1.8% is attributable to increased contractual residates paid to some third-party sales refepaftees coupled with the impact on margin of
the mix of new merchants sold by such third-parfig®e overall margin percentage derived from manthaold or acquired through other sales
channels was unchanged between periods. Margindofiaa basis increased by $65,000 period oveloperi

Excluding electronic payment processing costs,rathets decreased $63,000 between periods. Defioeciand amortization costs decreased
$44,000 between years as the result of previousjyieed portfolio intangible assets becoming faliyiortized between periods. Remaining
costs decreased $19,000 principally as a resaltabiange in the mix of personnel staffing betwesniogs.

Income before benefit for income taxes increasetd DO to $1,084,000 in 2010 from $963,000 in 2@0®increase in the dollar margin of
operating revenues less EPP processing costs die twerall growth in sales volumes processed éatvperiods coupled with cost reductions
in other expenses resulted in the increase in iecoefore benefit for income taxes between periods.
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Web Hosting
Three months
ended March 31:
(In thousands): 2010 2009 $ Change % Change
Revenue
Web hosting $4,78¢ $4,67:2 $ 11€ 2%
Interest incom 2 3 (1) (33%
Total revenue 4,79( 4,67¢ 11F 2%
Expenses
Salaries and benefi 1,41¢€ 1,18¢ 23C 19%
Interest 18 33 (15 (45)%
Professional fee 144 81 63 78%
Depreciation and amortizatic 49C 792 (302) (38)%
Other general and administrative cc 1,79( 1,66 122 7%
Total expense 3,85¢ BN5S 99 3%
Income before income tax $ 932 $ 91€ $ 16 2%

The segment derives revenue primarily from monthturring fees from hosting websites, including thonplans for shared hosting,
dedicated servers and virtual instances. Web tpstivenue between periods increased $116,000, pta?$4,788,000 for the three months
ended March 31, 2010 over the same period in 20@%a improved revenue per plan, organic growthasted virtual instances, and sales of
custom website development services. NTS salesgions and service and plan enhancements failddwte growth in plans but did help to
improve revenue.

The increase in revenue reflects an increase irageejuarterly revenue per plan of 9% to $76.5811$%9.94 offset by a decrease in the
average number of total plans by 4,240 for theetlmenths ended March 31, 2010 as compared to the pariod in 2009, or 6%, to 62,568
from 66,808. Improvement in revenue per plan prilpaeflects the greater growth in virtual instas@nd customers gravitating towards
higher-end services combined with additional optiand services. The average number of dedicatedrgaans for the three months ended
March 31, 2010, which generate a higher monthlwtzsus shared hosting plans, decreased by 38 &etweziods, or 2%, to an average of
2,202 from an average of 2,240 for the same peni@)09. The average number of shared hosting glaoseased 4,285, or 7%, to 60,187 for
the three months ended March 31, 2010, from 64fdi7the same period in 2009; the reduction in sthgtans without replacement with new
revenue streams has become a drag on revenue giidvetlaverage number of virtual instance planseis®ed 83, or 87%, to 179 for the three
months ended March 31, 2010, from 96 for the saen®g@ in 2009. The trend in decreasing total sharetidedicated plan counts began in the
fourth quarter of 2008, however, the dedicatedesgplan counts have increased by 68 in the firattgn 2010 as compared to the fourth qui
of 2009, which had an average count of 2,134. @Queeonomic conditions, although starting to imgroand increased competition continu
have an effect on plan count growth.

Total segment expenses increased by 3%, or $9%@0mpared to the 2%, or $115,000, growth inmees for the three months ended
March 31, 2010. The majority of the 3% or $99,08€réase in expenses between periods reflects eeagein other general and administre
costs of $123,000, an increase in salaries anditeen&$230,000, and an increase in professioses fof $63,000, offset by a decrease in
depreciation and amortization of $302,000 and aedese in interest expense of $15,000. The inclieasther general and administrative costs
was primarily due to a $61,000 increase in rentwilifies, a $15,000 increase in processing c@sts$8,000 increase in licenses and permits, &
$32,000 increase in office and other costs and9%0$® increase in bad debt expense. The increamesoffset in part by a $7,000 decrease in
internet and communications, a result of renegotiatof internet and telephone contracts, and gnoagmate decrease of $15,000 in marke
costs. Salaries and benefits increased $230,00@lyrhie to a $41,000 increase in benefit costseamapproximate 25% increase in headcount
relating to sales and customer service. As a re$shilaries and benefits having grown at a hightr than revenue growth, management has
taken action to reduce salaries and benefits expinsughout the rest of the year. The $302,0008edse in depreciation and amortization was
primarily due to the intangible assets (the customeeount and non-compete covenant from the timseqiiisition) being fully amortized as of
June 30, 2009 and the slowing of capital expenelitais a result of more efficient use of the alreadsting equipment within the datacenter
and the decrease in the number of dedicated Sitesincrease of $63,000 in professional fees wasalhigher legal and consulting fees for
three months ended March 31, 2010. Income befa@ie taxes increased 2% or $16,000 to $932,00Béathree months ended 2010 from
$916,000 for the same period in 2009. The improvermeprofitability primarily resulted from the glit increase in web site plan revenue
combined with a decrease in depreciation and apabidin.
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Small Business Finance

Three months
ended March 31:

(In thousands): 2010 2009 $ Change % Change
Revenue
Premium incomt $ — $ 44¢ $ (44€) (100)%
Servicing fee 457 40C 57 14%
Interest incomt 33€ 42¢ (92 (21)%
Management fee 14€ 14€ — — %
Other income 383 427 (40) (9%
Total revenue 1,322 1,84: (521) (28)%
Net change in fair market value
Liability on SBA loans transferred, subject to piem recourse 97¢ — 97¢ — %
Expenses
Salaries and benefi 79€ 74z 54 7%
Interest 333 41€ (85) (20)%
Management fee 11& 11& — — %
Professional fee 14C 69 71 10%
Depreciation and amortizatic 212 22¢ @7 (7)%
Provision for loan losse 452 424 29 7%
Other general and administrative cc 362 43¢ (77) (18)%
Total expense 2,411 2,43¢ (25) ()%
Loss before income tax: $ (110 $ (599 $ (489 (81)%

Revenue is derived primarily from premium incomagrated by the sale of the guaranteed and ungeadapbrtions of SBA loans. The
implementation of ASC Topic 860, “Transfers andv8=ing”, which became effective January 1, 201G Halayed the recognition of the
premium income. Additionally, the Company derivegenue from interest income on SBA loans heldrgestment, servicing fee income on
the guaranteed portions of SBA loans previousld,setrvicing income for loans originated by otherders for which NSBF is the servicer,
financing and billing services, classified as otimeome above, provided by Newtek Business CréNiBC”). Most SBA loans originated by
NSBF charge an interest rate equal to the Pringeplats an additional percentage amount; the irteaés resets to the current Prime rate
monthly or quarterly basis which will result in ctrges to the amount of interest accrued for thattmand going forward and a re-amortization
of a loan’s payment amount until maturity.

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

form 1086 and retains the unguaranteed principalgwoin its own portfolio. SBA form 1086 requiress part of the transferarrepresentatior
and warranties, that the transferor repay any prammeceived from the transferee if either the SE&) Toan borrower prepays the loan within
90 days of the transfer settlement date or failnate one of its first three loan payments afterdttlement date in a timely fashion and then
proceeds to default within 275 days of the settlendate. Under ASC Topic 860, “Transfers and Séwgi; effective January 1, 2010, such
recourse precludes sale treatment of the transffguaranteed portions during this warranty periather NSBF is required to account for this
as a financing arrangement with the transfereell that warranty period expires such transferrech$oare classified as “SBA loans transferred,
subject to premium recourse” with a matching ligpilLiability on SBA Loans Transferred, subject poemium recourse”. The Company
values the liability based on the probability of/peent given the Company’s history of returning pitem the transferee will receive 100%
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of the guaranteed portion from either the borroargthe SBA and approximately 3% of the premium amidtom the Company in instances of
default or prepayment during the warranty periduisTalculation results in the recognition of t/87$,000 identified above. At the expiration
of the warranty period, the sale of the guaranteetions of these loans as well as the correspgngkin is recognized into premium income,
and the asset and liability eliminated. Recognitgastimated to occur from 90 days of settlemeaite dvhich for the loans sold in the first
quarter 2010 will begin at the end of the secordl @ntinue throughout the third quarter of 2010.

As a result of the implementation of ASC Topic 36@& Company did not record premium income durrgfirst quarter 2010 compared with
$446,000 for the three months ended March 31, 2D0€ing the three months ended March 31, 2010Cmpany transferred 17 guaranteed
loans aggregating $11,002,000 compared with 13agteed loans sold aggregating $7,302,000 in the g@mod for the prior year. Premiums
on guaranteed loan sales averaged 102.4% with iicisg in the quarter ended March 31, 2009. Atehd of the fourth quarter 2009, the
secondary markets stabilized, which resulted imarease in premiums on guaranteed loan salebédiirst quarter 2010 to an average of
109.21%, levels more consistent with those realéat to the second half of 2008. However, asulised above the recognition of the reve
from these sales were delayed into future periods.

Servicing fee income related to SBA loans incredse#i57,000 due primarily to the addition of seivicincome associated with the FDIC
contract, which totaled $65,000 for the three memthded March 31, 2010; there was no corresporfIi@ income in the prior quarter. This
increase was offset by a slight decrease in theageeNSBF servicing portfolio. For the quarter ehtiarch 31, 2010, the average NSBF
servicing portfolio was $127,298,000 compared \Wit28,282,000 for the three months ended March 3192

Interest income decreased $92,000 due primarisyreduction in the average outstanding portfoliorfi$32,313,000 in the first three month
2009 to $28,495,000 in the first three months df®0

Other income decreased by $40,000 due to redudtidate payment and other loan-related income&BRN as well as a reduction in billing
services revenue earned by Newtek Business Chdditaverage number of billing service customersedsed by 14 from an average of 90 to
an average of 76 during the three months endedhiVzikc2009 and 2010, respectively.

As a result of the implementation of ASC Topic 36®& Company established a new liability, “Lialyilfor SBA loan transferred, subject to
recourse” to account for transfers of the guarahpeetions sold via SBA regulated secondary matrieetsactions as financings during the
duration of the premium warranty period. As diseasabove, contemporaneous with the implementatierfCompany elected to fair value the
new liability. As a result, the Company recognizeglain of $979,000 in the quarter from the reductibthe value of the liability based on its
economic likelihood of repayment.

Salaries and benefits increased by $54,000 asiamalistaff was added in the originating, servicamgl liquidation departments in connection
with the resumption of lending that began in thedtiquarter of 2009. Payroll expense at NBC wassistent with the prior quarter. The
Company believes it has adequate staff to sertggeoirtfolio and originate loans. Combined headtdugreased by 11.8% from 34 at

March 31, 2009, to 38 at March 31, 2010.

After deducting the amortization of deferred fingugccosts associated with the lines of credit lgldNSBF and NBC of $107,000 for the three
months ended March 31, 2009 and $70,000 for treethmonths ended March 31, 2010, interest expertseased from $311,000 to $263,000
for the same periods, respectively. The decreaaenrtization of deferred financing costs for thder ended March 31, 2010, was due tc
extension of the line of credit under the Fifth Amdenent in July 2009 through May 2010 which extentthedamortization period of the
remaining asset. The decrease in interest expeasaitributable to the average line outstandinf BiE decreasing from $16,409,000 to
$11,894,000 quarter over quarter which had a migrefeant impact than the average interest ragrghd increasing from 6.03% to 7.18%,
the quarters ended March 31, 2009 and 2010, reégelyctThe combined average line outstanding t@el sources decreased from
$18,232,000 to $14,004,000 for the periods endectiMal, 2009 and 2010, respectively.

Professional fees for the three months ended MatcR010 increased by $71,000 primarily due tankesase in consulting and accounting
expenses, which was partially offset by a decr@ategal expense.

Other general and administrative costs decreas& ByY)O00 due primarily to a $95,000 reduction imnoecovery expenses in connection with
losses recorded in the prior quarter on foreclgsegerty and a $36,000 reduction in force placedriance at NSBF during the quarter ended
March 31, 2010. These cost reductions were partidfset by a $51,000 increase in loan servicingesses as a result of the Company
resuming loan originations during the current qerart
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Consideration in arriving at the provision for loass includes past and current loss experiencegruportfolio composition, future estimated
cash flows, and the evaluation of real estate dner@ollateral as well as current economic coadgi Although the quarterly provision for
loan loss decreased slightly quarter over quatterreserve for loan losses as compared to the gartfolio balance increased from
$3,592,000 or 11.7% at March 31, 2009 to $4,178@D4.4% at March 31, 2010. Total impaired nonraaktloans at March 31, 2009 and
March 31, 2010, amounted to $6,741,000 and $8,888@spectively, with $2,530,000 or 37.5% and $3,200 or 37.9% of the allowance for
loan losses being allocated against such impaioedaccrual loans, respectively. The year over yreaease in the reserve balance on an
absolute and as a percentage of impaired non-ddoeues reflects the effects the recession hasohadSBF’s borrowers and the borrowers’
assets underlying the loans. We believe that afthahie economic situation has improved which shoeddilt in the stabilization of the amount
of impaired non-accrual loans, we cannot prediatmvthe allowance for loan losses will improve.

While premium and interest income decreased fogtteeter, the resumption of loan originations aaddfers in 2010 coupled with reductions
in expenses resulted in an 81% improvement inosst duarter over quarter.

Capcos
Three months
ended March 31:
(In thousands): 2010 2009 $ Change % Change
Revenue
Income from tax credit $ 74€ $ 1,53¢ $ (790 (51)%
Interest incom 29 42 (13 (31)%
Other income 5 — 5 — %
Total revenue 78C 1,57¢ (79€) (51)%
Net change in fair market value
Credits in lieu of cash and Notes payable in cegditieu of casl 161 537 (37€) (70)%
Expenses
Interest 91€ 2,06¢ (1,14¢) (56)%
Management fee 731 88C (149) (17)%
Professional fee 104 152 (48) (32)%
Other general and administrative cc 91 122 (32) (25)%
Total expense 1,84z 3,21¢ (1,37¢6) (43)%
Loss before income tax: $ (907) $(1,109) $ (202 (18)%

As described in Note 3 to the condensed consolidétancial statements, effective January 1, 2808 Company adopted fair value
accounting for its financial assets and finangailities concurrent with its election of the fai@lue option for substantially all credits in liet
cash, notes payable in credits in lieu of cashpegaid insurance. These are the financial asadttabilities associated with the Company’s
Capco notes that are reported within the Compa@gjsco segment. The table above reflects the effétte adoption of fair value
measurement on the income and expense items (inffomdax credits, interest expense and insurarperese) related to the revalued
financial assets and liability for the three morghsled March 31, 2010 and 2009. In addition, thieehange to the revalued financial assets
liability for the three months ended March 31, 2@h@ 2009 is reported in the line “Net change inrfearket value of Credits in lieu of cash
and Notes payable in credits in lieu of cash” andbndensed consolidated statement of operations.

Revenue is derived primarily from non-cash inconoenftax credits. The decrease in first quarter 2@l@nue versus the first quarter 2009
reflects the effect of the lower interest rate useder fair value accounting. The amount of fuinmme from tax credits revenue will fluctu
with future interest rates. However, over futureiqus through 2016, the amount of tax credits, #nedefore the income the Company will
recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees decrea&edr $149,000, to $731,000 for
the three months ended March 31, 2010 from $880@0the same period ended 2009. Management fd@shware eliminated upon
consolidation, are expected to decline in the fifas the Capcos mature and utilize their caslresttexpense decreased 56%, or $1,148,0
$916,000 for the three months ended March 31, 2@H0 $2,064,000 as a result of the lower interatt used under the fair value accounting
for the period.
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The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco sdgmiénontinue to incur losses going
forward. The Capcos will continue to earn cash stveent income on their cash balances and incurroastagement fees and operating
expenses. The amount of cash available for invedtarad to pay management fees will be primarilyeshefent upon future returns generated
from investments in qualified businesses. Incoreftax credits will consist solely of accretiontbé discounted value of the declining dollar
amount of tax credits the Capcos will receive im filiture; the Capcos will continue to incur nonkcaderest expense.

All Other
Three months
ended March 31:
(In thousands): 2010 2009 $ Change % Change
Revenue
Interest incomu $ 11 $ 16 $ (5 (31)%
Insurance commissior 207 20C 7 4%
Other income 11¢ 17C (512) (30)%
Total revenue 337 38€ (49) (13)%
Expenses
Salaries and benefi 403 492 (89 (18)%
Professional fee 57 79 (22 (28)%
Depreciation and amortizatic 45 30 15 50%
Other general and administrative cc 18C 18¢ (9 (5)%
Total expense 68t 79C (105) (13)%
Loss before income tax: $(34¢€) $(404) $ (56) (14)%

The All Other segment includes revenues and exgemsmarily from Newtek Insurance Agency, LLC andhtified businesses that received
investments made through the Company’s Capcos vdainhot be aggregated with other operating segments

The revenue decrease of $49,000 is primarily dubdalecrease in other income of $51,000 in tis duarter of 2010 as compared to the first
quarter of 2009, primarily due to a recovery ofirrestment previously written off of $39,000 in st quarter of 2009 that has not reoccu

in the first quarter of 2010. Interest income dasesl as a result of a decrease in cash and casleqts during the first quarter of 2010 as
compared with the first quarter of 2009. Insuracoemissions remained flat period over period.

Salaries and benefits decreased by $89,000, orta 803,000 for the three months ended 2010, apared to $492,000 for same period
2009, as a result of management’s cost cuttingtiies in the insurance agency and other entiResfessional fees declined by $22,000, or
28% to $57,000 for first quarter ended 2010 as @ewbto $79,000 for 2009. Other general adminiggatosts decreased by $9,000, or 5% to
$180,000 for the first quarter ended 2010, as coetpt $189,000 for 2009.
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Corporate activities

Three months
ended March 31:

(In thousands): 2010 2009 $ Change % Change
Revenue
Management fee $ 70C $ 84¢ $ (14§ 17%
Interest incomt 8 3 5 167%
Other income — 9 (9 (100%
Total revenue 70¢ 86( (152) (18)%
Expenses
Salaries and benefi 1,291 1,23¢ 58 5%
Professional fee 25k 56€ (311 (55)%
Depreciation and amortizatic 90 122 (32 (26)%
Other general and administrative cc 597 79C (193) (24)%
Total expense 2,23¢ 2,715 (478) (18)%
Loss before income tax: $(1,53)) $(1,85%) $ (326 (18)%

Revenue is derived primarily from management fegaedl from the Capcos, which amount to 2.5% offasdtcapital. Management fee
revenue declined 17%, or $148,000, to $700,00th@three months ended March 31, 2010 from $848&@0e first quarter of 2009.
Management fees, which are eliminated upon coresidid, are expected to continue to decline in theré as the Capcos mature and utilize
their cash. If a Capco does not have current gepted cash sufficient to pay management fees,gheh fees are not accrued.

Expenses declined $478,000, or 18%, in the firarign of 2010 from the comparable period in 20G8aftes and benefits increased $58,000 or
5% to $1,297,000 for the first quarter of 2010 empared to $1,239,000 for the same period endefl. R@fessional fees decreased $311,

or 55%, during the three months ended March 310 2@&1lcompared to the same period in 2009, mairgytad@a decrease in legal and audit f

As a result of the Company’s cost cutting initia8y other general and administrative costs dealegE#3,000 or 24% to $597,000 for the first
quarter of 2010 as compared to $790,000 for theegzemiod ended 2009.

Critical Accounting Policies and Estimates:

The Companys significant accounting policies are describetate 1 of the Notes to Condensed Consolidated Eiab8tatements included
its Form 10-K for the fiscal year ended December2BD9. A discussion of the Company’s critical agaiing policies, and the related
estimates, are included in Management'’s DiscusaimhAnalysis of Results of Operations and FinarRgaition in its Form 10-K for the fiscal
year ended December 31, 20

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tvgative months are anticipated to be funded prilp#nrough operating results and availe
cash and cash equivalents. In April 2010, the Cawpéosed two five year term loans aggregating 333,000 with Capital One, N.A. which
refinanced Newtek’s SBA lender’s $12,500,000 delBE as well as the existing $2,083,000 term laatween Capital One and NTS.
Previously the SBA lender utilized its $15 milli@E line of credit to originate and warehouse thargnteed and unguaranteed portion of SBA
loans; going forward the SBA lender will fund itsst requirements and liquidity needs through abkdlaash and cash equivalents and the
resources of Newtek. The receivables financing wtilizes the $10 million Wells Fargo line of creth purchase receivables. There are no
cross covenants or collateralization between thés\WWargo lending facility and the Capital One tdoans. The availability of the Wells Fargo
line of credit and the performance of the Capitak@erm loans are subject to compliance with aetavenants and collateral requirements as
set forth in their respective agreements. The Comgaarantees these loans for the subsidiariestal&mne for the amount borrowed and
Wells Fargo for up to $800,000. As of March 31, @@hd excluding the subsequently repaid GE lineredit, the Company’s unused sources
of liquidity consisted of $9,146,000 in unrestritteash and cash equivalents and $456,000 avattaiolegh the Wells Fargo line of credit
(results below show the use of the GE line of drsiili extant as of March 31, 2010).

Restricted cash totaling $7,821,000, which is prilpdeld in the Capcos, can be used in managingaerating the Capcos, making qualified
investments, to repay debt obligations, and forpdagment of taxes on capco income.
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In summary, Newtek generated and used cash asviollo
(Dollars in thousands)

For the three
months ended

March 31,
2010 2009
Net cash (used in) provided by operating activi $(4,436) $ 5,03
Net cash (used in) provided by investing activi (2,169 501
Net cash provided by (used in) financing activi 3,16¢ (5,899
Net decrease in cash and cash equiva (3,439 (361)
Cash and cash equivalents, beginning of pe 12,58: 16,85:
Cash and cash equivalents, end of pe $ 9,14¢ $16,49:

Net cash flows (used in) provided by operatingwtigis decreased $9,468,000 to $(4,436,000) fop#reod ended March 31, 2010 compa

to net cash flows provided by operations of $5,08Q,for the period ended March 31, 2009. This prineeflects the use of funds for lending
and purchasing receivables by our Small businessifie segment in the current quarter whereas @ @@arter benefitted from the sale of
SBA loans held for sale originated in 2008. Fordharter ended March 31, 2009, proceeds from $888. loans held for sale sold via SBA
regulated secondary market transactions benefited $elling $6,133,000 of Loans held for sale orégéd in 2008. For the quarter ended
March 31, 2010 and reflecting the effects of AS@IEB60 “Transfers and Servicing” which became @ffee on January 1, 2010 (discussed
above), the Company transferred, rather than s@d$BA regulated secondary market transactions,(8P,000 of the guaranteed portions of
SBA 7(a) loans in return for $2,739,000 of Cash $&273,000 of Broker receivable. Under ASC Tog0 &e transfer is considered a
financing until the end of the premium warrantyiper The receipt of Cash and the Broker receivitideefore gave rise to a new liability
(“Liability for SBA loans transferred, subject teaourse”) of $12,012,000 (subsequently fair valiee$i11,033,000); the transferred loans
remain on the financial statements of the Compang mew asset “SBA loans transferred, subjectemjpum recourse”. Because 2009 ended
with a $6,467,000 Broker receivable collected atdtart of the quarter, net cash used from theénatigns of SBA loans held for sale and
subsequent transfer into SBA loans transferredestito premium recourse resulted in the use of38&,000). Part of this amount was offset
by the creation of the Liability for SBA loans tefarred, subject to recourse shown in the Cashsffoam financing activities described below.
The Broker receivable was collected subsequentdotegr end. Upon the expiration of the premium waatly periods for the transferred loans,
the transfers will be accounted for as sales, $isetaand liability will be eliminated, the gain fair value for the liability will be reversed, and
the gain on sale will be recognized. ASC Topic 868nged the accounting treatment for the saleesiettoans but did not change their effect
on the liquidity of the Company.

Net cash (used in) provided by investing activipeisnarily includes the purchase of fixed asset$ @rstomer accounts, activity regarding
unguaranteed portions of SBA loans, changes inictei cash and activities involving investmentsjiralified businesses. Net cash (used in)
provided by investing activities decreased by $2,660 to cash used of $(2,164,000) for the periwted March 31, 2010 compared to cash
provided of $501,000 for the period ended MarchZ8D9. The decrease was due primarily to a greateunt of SBA loans originated for
investment for the three month period, $(1,476,00@010, versus $(304,000) in 2009, a lesser metom qualified investments in 2010,
$53,000, as compared to the return of $908,000@92and a decrease in Payments received on SBA foam $912,000 in 2009 to $621,000
in 2010. The change in restricted cash providedE®BD less cash flows in 2010, or $(860,000), werssh flows used of $(515,000) in 2009.

Net cash flows provided by (used in) financing\ati&s primarily includes the net borrowings (repents) on bank notes payable to Caj
One, Wells Fargo, and GE as well as the cash poofithe Liability for SBA loans transferred, suttj¢o recourse. Net cash flows provided by
(used in) financing activities increased by $9,089,to cash provided of $3,165,000 for the periodeel March 31, 2010 from a cash use of
$(5,894,000) for the period ended March 31, 200® frimary reason for the increase was the 2008¢egflected the repayment of
$(5,857,000) primarily from the application of Peeds from sale of SBA loans held for sale to thdi&while the current quarter reflected
both the $2,739,000 of cash received from the Si&h$ transferred, subject to recourse which isidered a financing under ASC Topic 860
and an increase of $431,000 of bank loans payadhe &n increase in use of the Wells Fargo lineedfy a decrease in use by the GE line.
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The $(3,435,000) decrease in cash and cash equisahe2010 primarily reflects the timing differenbetween cash used to fund loan
originations and the receipt of cash from the timmaf SBA loans held for sale. Improved revenues eost cutting initiatives which continue
to reduce the Company’s cash used to fund operasibauld continue to benefit liquidity in the fugur

Item 3. Quantitative and Qualitative Disclosure about Marké 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 managemenmistéfessential 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 informatsgstems and other policies and programs.

Because the SBA lender borrowed money to finarsckdén portfolio, our net operating income is defsari upon the difference between the
rate at which we borrowed funds and the rate atlwhie lend these funds. The Company had outstanatidgr its credit line with GE
approximately $11,996,000 at March 31, 2010. Therést rate on the note was variable, based ooutient Prime rate plus 3.75%. As of
March 31, 2010, the interest rate being chargddSBF was 7.00%. As described above, in April 2048,SBA lender refinanced its debt to
GE with a five year $12,500,000 term loan with GalpDne, N.A. The interest rate on the Loan isakele based on the monthly LIBOR rate
plus 4.25% or Prime plus 2.25%, but no lower thatb%. NTS has identical variable interest ratestfo€apital One term note.

There can be no assurance that a significant chiangarket interest rates will not have a mateatlerse effect on our interest income. In
periods of sharply rising interest rates, our @fstinds would increase, which would reduce ouraparating income. We have analyzed the
potential impact of changes in interest rates oer@st income net of interest expense. Assumirigthlesbalance sheet were to remain constant
and no actions were taken to alter the existingr@st rate sensitivity, a hypothetical immediated?®nge in interest rates would have the €

of a net increase (decrease) in assets by lesd #hdor 2010. Although management believes thatrieasure is indicative of our sensitivit)
interest rate changes, it does not adjust for piaderhanges in credit quality, size and compositib the assets on the balance sheet, and other
business developments that could affect a netaserédecrease) in assets. Accordingly, no asswg@acebe given that actual results would
differ materially from the potential outcome simigid by this estimate.

Additionally, we do not have significant exposunechanging interest rates on invested cash whichappgroximately $16,967,000 at
March 31, 2010. We do not purchase or hold denedinancial instruments for trading purposes. dlbur transactions are conducted in U.S.
dollars and we do not have any foreign currencipm@ign exchange risk. We do not trade commodiidsave any commaodity price risk.

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

institutions. Invested cash is held almost exclelgiat financial institutions with ratings from &tiard and Poor’s of Aer better. The Compa
invests cash not held in interest free checkingawcts or bank money market accounts mainly in Wr8asury only money market instruments
or funds and other investment-grade securitiesofAdarch 31, 2010, cash deposits in excess of FNE SIPC insurance totaled
approximately $1,652,000 and funds held in U.Sa3uoey only money market funds or equivalents ireeg®f SIPC insurance totaled
approximately $7,467,000.

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &xated the effectiveness of our disclos
controls and procedures as of the end of the peonedred by this report. Based on that evaluatioe Chief Executive Officer and Chief
Financial Officer concluded that our disclosuretecols and procedures as of the end of the periedreal by this report are effective to provide
assurance that the information required to be aligd by us in reports filed under the Securitiesharge Act of 1934 is recorded, processed,
summarized and reported within the time periodsified in the SEC'’s rules and forms. Disclosuretools and procedures include, without
limitation, controls and procedures designed tasnthat information required to be disclosed bysaner in the reports that it files or submits
under the Securities Exchange Act is accumulatddcammunicated to the issuer’s management incluidéngrincipal executive and principal
financial officers, or persons performing similan€tions, as appropriate to allow timely decisiggarding required disclosure. A controls
system, no matter how well designed and operatathat provide absolute assurance that the objeatif/the controls systems are met, and no
evaluation of controls can provide absolute assigdinat all control issues and instances of fréwad)y, within a company have been detected.
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(b) Change in Internal Control over Financial Rejngr

No change in our internal control over financigdogting occurred during the quarter ended Marchi2810 that has materially affected, o
reasonably likely to materially affect, our inteFgantrol over financial reporting.

Limitations

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

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

ltem 6. Exhibits

Exhibit o
No. Description
31.1 Certification by Chief Executive Officer requiregt Rule 13-14(a) and 15-14(a) under the Exchange A
31.2 Certification by Chief Financial Officer require¢ Rule 13-14(a) and 15-14(a) under the Exchange A
32.1 Certification by Chief Executive and Chief Finandficers pursuant to 18 U.S.C. Section 1350,dmpéed pursuant to Secti

906 of the Sarban-Oxley Act 0f2002.
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SIGNATURES

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

NEWTEK BUSINESS SERVICES, INC.

Date: May 13, 201 By: /s/ Barry Sloan
Barry Sloane
Chairman of the Board, Chief Executive Officer &etretary

Date: May 13, 2010 By: /s/ Seth A. Cohen
Seth A. Cohel
Chief Financial Officer and Treasut
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Exhibit 31.1

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

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

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

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

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

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

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

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

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

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

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

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir
Dated: May 13, 201

/sl Barry Sloane
Barry Sloane
Chief Executive Office
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Exhibit 31.2

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

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

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

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

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

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

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

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

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

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

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

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir
Dated: May 13, 201

/sl Seth A. Cohen
Seth A. Cohel
Chief Financial Office
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Exhibit 32.1

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

In connection with the Quarterly Report on FormQaer the period ended March 31, 2010 (the “RepatNewtek Business Services, Inc.
(the “Company”), as filed with the Securities arxtEange Commission on the date hereof, Barry Slaan€hief Executive Officer, and Seth
A. Cohen, as Chief Financial Officer, of the Compagach hereby certifies, pursuant to 18 U.S.C5813s adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, that, to each offickriewledge:

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

/s/ Barry Sloane
Barry Sloane, Chief Executive Offic

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

Dated: May 13, 201
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