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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

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

ACT OF 1934
For the quarterly period ended June 30, 2014

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 chaefr)

New York 11-350463¢
(State or other jurisdiction of (ILR.S. Employer
incorporation or organization) Identification No.)
212 West 3t Street, 2"d Floor, New York, NY 10001
(Address of principal executive offices (Zip Code)

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

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewcti3 or 15(d) of the Securities Exchange
Act of 1934 during the past 12 months (or for sslebrter period that the registrant was requirefilésuch reports) and (2) has been subject
to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpovegbsite, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (Section 232.405 &f thhapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such file¥)es No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchangg. A

Large accelerated fili [ Accelerated file| O
Non-accelerated file O Smaller reporting compar

Indicate by check mark whether the registrantshell company (as defined in Rule -2 of the Exchange Act). Yed No



As of August 12, 2014, there were 37,790,106 ofGbepany’s Common Shares outstanding.
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Iltem 1. Financial Statements.

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2014 AND 2013

(In Thousands, except for Per Share Data)

Operating revenue
Electronic payment processi
Web hosting and desi¢
Premium incom¢
Interest incom
Servicing fee incom- NSBF portfolio
Servicing fee incom- external portfolios
Income from tax credit
Insurance commissiot
Other income

Total operating revenut

Net change in fair value @
SBA loans
Credits in lieu of cash and notes payable in csdditieu of cast

Total net change in fair valt

Operating expense
Electronic payment processing ca
Salaries and benefi
Interest
Depreciation and amortizatic
Provision for loan losse
Other general and administrative cc

Total operating expens

Income before income tax

Provision for income taxe

Net income

Net income attributable to n-controlling interest:

Net income attributable to Newtek Business Seryibes

Weighted average common shares outstan- basic
Weighted average common shares outstan- diluted
Earnings per shar- basic

Earnings per shar diluted

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
$23,16: $23,44¢  $44,69( $45,12:
4,11¢ 4,53¢ 8,101 8,91¢
4,99 4,937 10,12¢ 9,19¢
1,56¢ 1,16¢€ 3,12¢ 2,19¢
91t 66€ 1,74¢ 1,28(
1,74: 89:¢ 3,531 1,74(
1t 29 28 5E
41¢€ 47C 801 914
1,20z 86€ 2,05¢ 1,73:
$38,12¢ $37,01: $74,21¢ $71,15¢
11¢€ (772) (1,147 (1,14%)
(D 7 — 2€
117 (765  (1,14) (1,129
19,57¢ 19,62¢ 37,93% 37,91:
6,82: 6,32: 13,30: 12,37¢
3,58¢ 1,381 5,22t 2,68¢
89¢€ 81€ 1,751 1,62
13¢ 20¢ (66) 321
4,93¢ 5,00¢ 10,41t 10,02t
35,95¢ 33,36¢ 68,56: 64,95(
2,28¢ 2,881 4,50t 5,08:
911 1,18( 1,76( 2,071
1,37¢ 1,701 2,74 3,00¢
16 141 40 28¢
$ 1,39/ $184: $ 2,788 $ 3,29«
35,53 35,28: 35,48: 35,25
38,47 37,90: 38,46: 37,77t
$ 0.0¢ $ 00t $ 0.0¢6 $ 0.0¢
$ 0.0¢ $ 00t $ 0.07 $ 0.0¢

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2014 AND DECEMBER 31, 2013
(In Thousands, except for Per Share Data)

December 31

June 30,
2014 2013
Unauditec (Note 1)
ASSETS
Cash and cash equivalel $ 9,001 $ 12,50¢
Restricted cas 18,81¢ 16,87
Broker receivabli 9,481 13,60¢
SBA loans held for investment, net (includes $9,86a8 $10,894, respectively, related to securitiratiust
VIE; net of allowance for loan losses of $1,510 &igB11, respectively 9,58 10,68¢
SBA loans held for investment, at fair value (irt#s $80,342 and $74,387, respectively, related to
securitization trust VIE 94,72¢ 78,95
Accounts receivable (net of allowance of $1,235 $8id1, respectively 10,65( 11,60:
SBA loans held for sale, at fair val 3,30¢ 4,73¢
Prepaid expenses and other assets, net (incluge80and $2,187, respectively, related to secatitin trust
VIE) 13,59¢ 18,54¢
Servicing asset (net of accumulated amortizatiahalowances of $8,652 and $7,909, respectiy 7,708 6,77¢
Fixed assets (net of accumulated depreciation armtezation of $11,440 and $10,547, respectiv 3,70t 3,741
Intangible assets (net of accumulated amortizaifdd2,253 and $2,243, respective 1,16¢ 1,24(
Credits in lieu of cas 2,89¢ 3,641
Goodwill 12,09: 12,09:
Deferred tax asset, n 4,171 3,60¢
Total asset $200,89¢ $ 198,61
LIABILITIES AND EQUITY
Liabilities:
Accounts payable, accrued expenses and otheritiied $ 17,13} $ 14,68t
Notes payabli 43,61 41,21¢
Note payabl« securitization trust VIE 54,95¢ 60,14(
Capital lease obligatio 50€ 642
Deferred revenu 1,21¢ 1,27¢
Notes payable in credits in lieu of ce 2,89¢ 3,641
Total liabilities 120,33. 121,60:
Commitments and contingenci
Equity:
Newtek Business Services, Inc. shareho’ equity:
Preferred shares (par value $0.02 per share; azehlot,000 shares, no shares issued and
outstanding — —
Common shares (par value $0.02 per share; autkdsi4®00 shares, 36,913 issued; 35,619 and
35,385 outstanding, respectively, not includingsBares held in escroy 74C 73¢
Additional paic-in capital 62,29( 61,34¢
Retained earning 17,32: 14,53¢
Treasury shares, at cost (1,294 and 1,528 shasgmatively’ (1,380 (1,279
Total Newtek Business Services, Inc. shareho’ equity 78,97: 75,34«
Non-controlling interest: 1,592 1,66
Total equity 80,56¢ 77,00¢
Total liabilities and equit' $200,89¢ $ 198,61:

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2014 AND 2013

(In Thousands)

Cash flows from operating activitie
Condensed consolidated net inca $
Adjustments to reconcile condensed consolidatedhoetne to net cash provided by operating actisi

Income from tax credit
Write-off of deferred financing costs and debt discc
Accretion of interest expen:
Fair value adjustments on SBA loc
Fair value adjustment of credits in lieu of casH antes payable in credits in lieu of c:
Deferred income taxe
Depreciation and amortizatic
Accretion of discoun
Provision for loan losse
Other, ne
Changes in operating assets and liabilit
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for :
Broker receivabli
Accounts receivabl
Prepaid expenses, accrued interest receivablethed asset
Accounts payable, accrued expenses and deferredue
Change in restricted ca
Capitalized servicing ass

Net cash provided by operating activit

Cash flows from investing activitie
Investments in qualified busines:
Return of investments in qualified busines
Purchase of fixed assets and customer merchantiats
SBA loans originated for investment, 1
Payments received on SBA loc
Proceeds from sale of loan held for investn
Change in restricted ca
Other, ne

Net cash used in investing activiti

2014 2013

2,745 $ 3,00€
(28) (59)

1,90¢ —
28 81
1,147 1,14¢
— (26)
(565) (994)
1,751 1,62¢
28F (96)
(66) 327
1,091 79€
(67,03) (59,729
68,32: 57,92
4,12¢ 8,581
70C (2,929)
4,137 (1,662)
2,837 397
(8,35)) (860)
(1,670 (1,565)
11,35: 5,97¢

(72) —
— 1,52z
(895) (1,089
(21,159 (17,976
5,00t 2,34¢

50C —
— 834
— (40)
(16,530 (14,399

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2014 AND 2013 (COITINUED)

In Thousands
2014 2013
Cash flows from financing activitie
Net proceeds from (repayments on) bank lines afit $ 1,63¢ $(8,889)
Proceeds from term log 10,00( —
Repayments on notes paya (10,590 (20%)
Issuance of senior notes, net of issuance — 20,90¢
Repayments of senior not (5,329 (2,599
Additions to deferred financing cos (303 (864
Change in restricted cash related to securitiz: 6,412 (627)
Proceeds from exercise of stock optir 15 12C
Other (169 33¢
Net cash provided by financing activiti 1,671 8,18¢
Net decrease in cash and cash equiva (3,507 (230
Cash and cash equivaler beginning of periot 12,50¢ 14,22¢
Cash and cash equivale~ end of perioc $ 9,001 $13,99¢
Supplemental disclosure of cash flow activities:
Reduction of credits in lieu of cash and notes pleya credits in lieu of cash balances due toveeji of tax
credits to Certified Investol $ 76F $ 3,561«
Increase in Additional paid in capital attributabdedeferred tax adjustment on vested si $ 16€ $ —

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

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, I. (“Newtek” or “the Company”) is a holding company &everal wholly- and majority-owned subsidiaries,
including twelve certified capital companies whante referred to as Capcos, and several portfolispemies in which the Capcos own non-
controlling or minority interests. The Company pd®s a “one-stop-shop” for business services tathall- and medium-sized business
market and uses state of the art web-based praprittchnology to be a low cost acquirer and prewaf products and services. The
Company partners with companies, credit unions,amsthciations to offer its services.

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing third party credit card processing andathapproval services to the small- and mediumdsize
business market under the name of Newtek MerchalntiSns.

Managed Technology SolutionsCrystalTech Web Hosting, Inc., d/b/a Newtek TecbgglServices (“NTS"), offers shared and dedicated
web hosting, data storage and backup services] domputing plans and related services to the smatl medium-sized business market.

Small Business FinanceThe segment is comprised of Small Business Lendimyg, (“SBL”"), a lender service provider for thipghrties that
primarily services government guaranteed U.S. SBuainess Administration (“SBA”) 7(a) loans to gfighg small businesses through
Newtek Small Business Finance, I"NSBF"), a nationally licensed, SBA lender thatginates, sells and services loans to qualifyinglisma
businesses, which are partially guaranteed by B, &nd CDS Business Services, Inc. d/b/a Newtesirass Credit (“NBC”) which
provides receivable financing and management sesvic

All Other: Businesses formed from investments made througlecCaqgrams and others which cannot be aggregatbdther operating
segments, including insurance and payroll procgssin

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidacoerdinates
and integrates activities of the segments, corgnaith alliance partners, acquires customer oppdias, and owns our proprietary
NewTrackel® referral system. This segment includes revenuesapdnses not allocated to other segments, includtegest income, Capco
management fee income and corporate operationsisgpe

Capco: Twelve certified capital companies which invessimall- and medium-sized businesses. They genevateash income from tax
credits and non-cash interest expense and insuexpesses in addition to cash management fees.

The condensed consolidated financial statememntewatek, its subsidiaries and consolidated entitiekided herein have been prepared by
the Company in accordance with accounting prinsiglenerally accepted in the United States of Araaitd include all wholly- and
majority-owned subsidiaries, several portfolio camies in which the Capcos own noortrolling minority interest and those variabléeiest
entities of which Newtek is considered to be thenpry beneficiary. All inter-company balances arahsactions have been eliminated in
consolidation. Non-controlling interests are repdibelow net income under the heading “Net incotirébatable to non-controlling interests”
in the condensed consolidated statements of in¢anaudited) and shown as a component of equitiggrcondensed consolidated balance
sheets.

The accompanying notes to unaudited condensed lidetsal financial statements should be read inwwetjon with Newtek’s 2013 Annual
Report on Form 10-K. These financial statement tteen prepared in accordance with instructiof®tm 10-Q and Article 10 of
Regulation S-X and, therefore, omit or condenstagefootnotes and other information normally ird#d in financial statements prepared in
accordance with accounting principles generallyepted in the United States. In the opinion of managnt, all adjustments, consisting of
normal recurring items, considered necessary fairgresentation have been included. The resfiltperations for an interim period may |
give a true indication of the results for the emtiear. The December 31, 2013 condensed consalidatance sheet has been derived fron
audited financial statements of that date but datsnclude all disclosures required by accounprigciples generally accepted in the United
States of America.

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

The preparation of consolidated financial stateméntonformity with accounting principles geneyalccepted in the United States of
America requires management to make estimatessmuaingptions that affect the reported amounts otsssal liabilities and disclosures of
contingent assets and liabilities at the date efdbnsolidated financial statements, and the reda@inounts of revenue and expense durin
reporting period. The level of uncertainty in esttes and assumptions increases with the lengtmefuntil the underlying transactions are
complete. The most significant estimates are vagpect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of servicisgeds, chargback reserves, tax valuation allowances and the/ddile measurements uset
value certain financial assets and financial liib8. Actual results could differ from those esites.

Revenue Recognition

The Company operates in a number of different seggn&evenues are recognized as services are eghdled are summarized as follows:

Electronic payment processing revenElectronic payment processing and fee income isei@ifrom the electronic processing of credit and
debit card transactions that are authorized antloeghthrough third-party networks. Typically, meaats are charged for these processing
services on a percentage of the dollar amountaif #ansaction plus a flat fee per transactionta®@merchant customers are charged
miscellaneous fees, including fees for handlinggidacks or returns, monthly minimum fees, statdrfees and fees for other
miscellaneous services. Revenues derived froml#dugrenic processing of MasterCafdind Visa® sourced credit and debit card transactions
are reported gross of amounts paid to sponsor banks

Web hosting revenuélanaged technology solutions revenue is primardgiveed from monthly recurring service fees for tlse of its web
hosting, web design and software support servicastomer set-up fees are billed upon service tittisand are recognized as revenue over
the estimated customer relationship period of 2&ry. Payment for web hosting and related servioedding cloud plans, is generally
received one month to one year in advance. Defeenaghues represent customer payments for wemigosteb design and related services
in advance of the reporting period date. Revenueléud related services is based on actual consompsed by a cloud customer.

Sales and Servicing of SBA LoaN$SBF originates loans to customers under the SBnam that generally provides for SBA guarantees of
75% to 90% of each loan, subject to a maximum guaesamount. This guaranteed portion is generallyt® a third party via an SBA
regulated secondary market transaction utilizind\$®rm 1086 for a price equal to the guaranteed Byaount plus a premium. NSBF
recognizes premium on loan sales as equal to gte@mium plus the fair value of the initial seing asset. Revenue is recognized on the
trade date of the guaranteed portion.

Upon recognition of each loan sale, the Comparginstservicing responsibilities and receives sargifees of a minimum of 1% of the
guaranteed loan portion sold. The Company is requiv estimate its adequate servicing compensatithe calculation of its servicing asset.
The purchasers of the loans sold have no recoartse tCompany for failure of customers to pay ant®gontractually due.

Subsequent measurements of each class of serdisgggs and liabilities may use either the amombizahethod or the fair value measuren
method. NSBF has chosen to apply the amortizatiethad to its servicing asset, amortizing the assptoportion to, and over the period of,
the estimated future net servicing income on treeuging sold guaranteed portion of the loans aswkssing the servicing asset for
impairment based on fair value if and when a tiiggeevent occurs. In the event future prepaymargssignificant or impairments are
incurred and future expected cash flows are inaategio cover the unamortized servicing assetstiaddl amortization or impairment
charges would be recognized. In evaluating and unggsimpairment of servicing assets, NSBF stragifits servicing assets based on year of
loan and loan term which are the key risk char&ties of the underlying loan pools. The Compangsuasn independent valuation speciali:
estimate the fair value of the servicing assetdlgudating the present value of estimated fututeseevicing cash flows, using assumptions of
prepayments, defaults, servicing costs and discates that NSBF believes market participants waslkelfor similar assets. If NSBF
determines that the impairment for a stratum ispienary, a valuation allowance is recognized throagiharge to current earnings for the
amount the amortized balance exceeds the currenalae. If the fair value of the stratum was a&telr increase, the valuation allowance may
be reduced as a recovery. However, if NSBF detersiihat impairment for a stratum is other than tanauy, the value of the servicing asset
and any related valuation allowance is written-down
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SBA Loan Interest and Fedaterest income on loans is recognized as earnéolardis placed on non-accrual status if it excé&#ldays past
due with respect to principal or interest and h& opinion of management, interest or principalt@nloan is not collectible, or at such earlier
time as management determines that the collediabflisuch principal or interest is unlikely. Suclans are designated as impaired non-
accrual loans. All other loans are defined as pariiog loans. When a loan is designated as impaihedaccrual of interest is discontinued,
and any accrued but uncollected interest incomevisrsed and charged against current operationde Whoan is classified as impaired and
the future collectability of the recorded loan lveda is doubtful, collections of interest and prioatiare generally applied as a reduction to
principal outstanding. Loans are returned to adataus when all the principal and interest amswointractually due are brought current
future payments are reasonably assured.

NSBF passes certain servicing expenditures it situthe borrower, such as force placed insuransefficient funds fees, or fees it asses
such as late fees, with respect to managing the taese expenditures are recorded when incurred t®the uncertainty with respect to
collection of these passed through expendituressessed fees, any funds received to reimburse ld&Bfecorded on a cash basis as other
income.

Income from tax creditsFollowing an application process, a state will fyoti company that it has been certified as a Caple.state or
jurisdiction then allocates an aggregate dollar amof tax credits to the Capco. However, such arh@uneither recognized as income
otherwise recorded in the financial statementsesihibas yet to be earned by the Capco. The Capentitled to earn tax credits upon
satisfying defined investment percentage threshelttsn specified time requirements. Newtek has €daspoperating in five states and the
District of Columbia. Each statute requires that @apco invest a threshold percentage of “certifeguital” (the funds provided by the
insurance company investors) in businesses deéineplialified within the time frames specified. As Capco meets these requirements, it
avoids grounds under the statute for its disqualifon for continued participation in the Capcogyeon. Such a disqualification, or
“decertification” as a Capco results in a permameoapture of all or a portion of the allocated ¢aadits. The proportion of the possible
recapture is reduced over time as the Capco renrageneral compliance with the program rules aegtsithe progressively increasing
investment benchmarks. As the Capco progressésimviestments in Qualified Businesses and, acaglgli places an increasing proportion
of the tax credits beyond recapture, it earns anuartnequal to the non-recapturable tax creditsrandrds such amount as income, with a
corresponding asset called “credits in lieu of Easlthe balance sheet.

The amount earned and recorded as income is detedrbly multiplying the total amount of tax creditkcated to the Capco by the
percentage of tax credits immune from recapture ¢drned income percentage) at that point. Toxtenethat the investment requirements
are met ahead of schedule, and the percentagenakrapturable tax credits is accelerated, theepteglue of the tax credit earned is
recognized currently and the asset, credits indiecash, is accreted up to the amount of tax tsefliverable to the certified investors. The
obligation to deliver tax credits to the certifieyestors is recorded as notes payable in cretitsu of cash. On the date the tax credits are
utilizable by the certified investors, the Capcardases credits in lieu of cash with a correspandacrease to notes payable in credits in lieu
of cash.

Insurance commissionRevenues are comprised of commissions earned omiypres paid for insurance policies and are recoghaehe

time the commission is earned. At that date, thriegs process has been completed and the Compangstimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohical cancellation experience adjusted by
known circumstances.

Other incomeOther income represents revenues derived from tipgnanits that cannot be aggregated with othemmss segments. In
addition, other income represents one time recesan gains on investments. Revenue is recorded thieee is strong evidence of an
agreement, the related fees are fixed, the seovipeoduct has been delivered, and the collectfaherelated receivable is assured.

» Receivable feetReceivable fees are derived from the funding (paseh of receivables from finance clients. NBC rexiogs the revenue
on the date the receivables are purchased at amiage of face value as agreed to by the clienC B0 has arrangements with certain of
its clients whereby it purchases the client’s reaieies and charges a fee at a specified rate lmawsthed amount of funds advanced against
such receivables. The funds provided are collagalby accounts receivable and the income is r@zed as earnel

» Late feesl ate fees are derived from receivables NBC hashased that have gone over a certain period (usoedy 30 days) without
payment. The client or the client’'s customer isrghd a late fee according to the agreement witltlibat and NBC records the fees as
income in the month in which such receivable bepeest due

« Billing fees:Billing fees are derived from billing-only (non-fimce) clients. These fees are recorded when eastézh occurs when the
service is renderel
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» Other feesThese fees include re-underwriting fees, due diligefees, termination fees, under minimum fees odimer fees including
finance charges, supplies sold to clients, NSF, feee fees and administration fees. These feeskarged upon funding, takeovers or
liquidation of finance clients. The Company alsoeiges commission revenue from various sout

Electronic Payment Processing Costs

Electronic payment processing costs consist prallgipf costs directly related to the processingnafrchant sales volume, including
interchange fees, VISRand MasterCar® dues and assessments, bank processing fees asgaiusto thirdearty processing networks. St
costs are recognized at the time the merchantacéioss are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iadhtdrchange and assessment costs, which arg get 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 or, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumetrel@ic payment processing costs also
include residual expenses, which represent feebstpdhird-party sales referral sources. Residypérses are paid under various formulae as
contracted. These are generally linked to revedeesed from merchants successfully referred toGbepany and that begin using the
Company for merchant processing services.

Restricted Cash

Restricted cash includes cash collateral relating $ecurity deposit; monies due on SBA loan-rdlagenittances and insurance premiums
received by the Company and due to third partiash dield by the Capcos restricted for use in magaand operating the Capco, making
qualified investments and for the payment of incaaxes; cash reserves associated with the seeatidtiztransactions, cash set aside to
purchase unguaranteed portions originated subsetute securitization transactions, cash heldlacked accounts used to pay down bank
note payables, cash held for our payroll clientgingto be remitted to their employees or taxingh@rity and a cash account maintained as a
reserve against electronic payment processing ebad losses. Following is a summary of restriciesh by segment:

(In thousands) June 30, 201 December 31, 201
Electronic payment processil $ 532 $ 573
Small business financ 15,35« 12,82¢
All other 1,93¢ 2,47¢
Corporate activitie: 99( 98¢
Capcos 4 11
Totals $ 1881 $ 1687

Broker Receivable

Broker receivable represents amounts due from frartles for loans which have been traded at permmtibut have not yet settled.

SBA Loans Held for | nvestment

For loans that completed funding before Octob@010, SBA loans held for investment are reportatieit outstanding unpaid principal
balances adjusted for charge-offs, net deferrenl domination costs and the allowance for loandss$or loans that completed funding on or
after October 1, 2010, management elected to &irevSBA loans held for investment within the faafue hierarchy that prioritizes
observable and unobservable inputs utilizing L&sehobservable inputs which reflect the Companys expectations about the
assumptions that market participants would useiging the asset (including assumptions about riBkipr to 2013, the Company determined
fair value based on its securitization pricingweedl as internal quantitative data on the portfalith respect to historical default rates and
future expected losses, and now uses a discouagtdflow method, which includes assumptions for @ative default rates, prepayment
speeds, servicing cost and a market yield.

If a loan measured at fair value is subsequentfyained, then the fair value of the loan is meastwaezkd on the present value of expected
future cash flows discounted at the loan’s mankirest rate, or the fair value of the collateeabl estimated costs to sell, if the loan is
collateral dependent. The significant unobservatpets used in the fair value measurement of thgained loans involve management’s
judgment in the use of market data and third pastimates regarding collateral values. S
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estimates are further discounted by 20% - 80%fteatethe cost of liquidating the various assetdarrcollateral. Any subsequent increases or
decreases in any of the inputs would result inreesponding decrease or increase in the resentednrioss or fair value of SBA loans,
depending on whether the loan was originated miicubsequent to October 1, 2010. Because the hemrdnterest at a variable rate, NSBF
does not have to factor in interest rate risk.

Allowance for SBA Loan Losses

For loans funded before October 1, 2010, the allm@dor loan losses for performing loans is esshield by management through provisions
for loan losses charged against income. The anufithe allowance for loan losses is inherently satiye, as it requires making material
estimates which may vary from actual results. Manaents ongoing estimates of the allowance for loan lesse particularly affected by t
changing composition of the loan portfolio over thst few years as well as other portfolio chanasties, such as industry concentrations and
loan collateral. The adequacy of the allowancddan losses is reviewed by management on a moh#sis at a minimum, and as
adjustments become necessary, are reflected imtiges during the periods in which they become kmoBonsiderations in this evaluation
include past and anticipated loss experience, idterent in the current portfolio and evaluatidmeal estate collateral as well as current
economic conditions. In the opinion of managemta,allowance, when taken as a whole, is adeqaatbgorb estimated loan losses inhe

in the Company’s entire loan portfolio. The allowarconsists of specific and general reserves. poeific reserves relate to loans that are
classified as either loss, doubtful, substandarsbecial mention that are considered impaired. llawance is established when the
discounted cash flows (or collateral value or obslele market price) of the impaired loan is lowsrt the carrying value of that loan. The
general component covers non-classified loans @bdsed on historical loss experience adjustedualitative factors.

Loans funded on or after October 1, 2010 are reszbad fair value. Changes in the value of suchdpamether performing or impaired, are
reported as a net change in the fair value of S&&#$ held for investment in the consolidated statéraf operations.

A loan is considered impaired when, based on ctiméormation and events, it is probable that tlerPany will be unable to collect the
scheduled payments of principal or interest whematcording to the contractual terms of the loaeemgent, and includes troubled debt
restructured loans. Other factors considered byagement in determining impairment include payméatus and collateral value. Loans that
experience insignificant payment delays and payrsiottfalls generally are not classified as imghildanagement determines the
significance of payment delays and payment shésttad a case-by-case basis, taking into considerafi of the circumstances surrounding
the loan and the borrower, including the lengtthefdelay, the reasons for the delay, the borraamibr payment record, and the amount of
the shortfall in relation to the principal and irgst owed.

Impairment of a loan is measured based on the preatue of expected future cash flows discountdti@loan’s market interest rate, or the
fair value of the collateral less estimated costsell, if the loan is collateral dependent. Imediloans for which the carrying amount is based
on fair value of the underlying collateral are und¢d in SBA loans held for investment, net, anaregl at estimated fair value on a non-
recurring basis, both at initial recognition of iaigment and on an on-going basis until recovergharge-off of the loan amount. The
determination of impairment involves managementtigment in the use of market data and third pastiynates regarding collateral values.
For loans funded before October 1, 2010, the impait of a loan resulted in management establistingllowance for loan losses through
provisions for loan losses charged against incdoresubsequent loans at fair value, impairmentltesu a net change in the fair value of
SBA loans held for investment. Amounts deemed tarimollectible are charged against the allowancéofin losses or reduces the fair value
and subsequent recoveries, if any, are credit#uetallowance or increases the fair value.

The Company’s charge-off policy is based on a lbgitean review for which the estimated uncollecipbrtion of nonperforming loans is
charged off against the corresponding loan recévaihd the allowance for loan losses or againstetiaction in fair value.

Troubled Debt Restructured Loans

A loan is considered a troubled debt restructuffipR”) when a borrower is experiencing financitfficulties that lead to a restructuring
that the Company would not otherwise consider. @ssions per Accounting Standards Codification, CASTopic 310, Receivables, may
include rate reductions, principal forgivenesseaston of the maturity date and other actions toimmze potential losses. All TDRs are
modified loans; however, not all modified loans a@Rs.

The Company reviews its modified loans for TDR sifisation. When a borrower is granted extendecktimpay and there are no other
concessions as to rate reductions or principalladwe remains an accrual loan. Certain time exterssbased on the time value of money
require reserves to be established despite nauptEsn on payments being made. In the case ofaullethe loan becomes non-accrual and
reviewed by committee for adequate specific resetoghat loan.
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SBA LoansHeld For Sale

For guaranteed portions funded, but not yet tradethch measurement date, management elected valize SBA loans held for sale within
the fair value hierarchy that prioritizes obsereaéshd unobservable inputs used to measure faie wallizing Level 2 assets. These inputs
include debt securities with quoted prices thatterded less frequently than exchange-traded im&nts or have values determined using a
pricing model with inputs that are observable ia tharket. The secondary market for the guarantedips is extremely robust with broker
dealers acting as primary dealers. NSBF sells aglyuhto the market and can quickly price its Isdreld for sale. The Company values the
guaranteed portion based on observable marketspiacesimilar assets.

Loans receivable held for sale are sold with theisiag rights retained by NSBF. For loans fundedpto October 1, 2010, gains on sales of
loans are recognized based on the difference batttxeeselling price and the carrying value of thlated loans sold. Unamortized net
deferred loan origination costs are recognized @mgonent of gain on sale of loans. For loansédnoh or after October 1, 2010, premium
on loan sales is equal to the cash premium plufathgalue of the servicing asset while reverdimg fair value gain previously recorded.

Purchased Receivables

For clients of NBC that are assessed fees basadi@tount as well as for clients that are on memlus fee schedule, purchased receivables
are recorded at the point in time when cash isasgld to the client. A majority of the receivablasghased with respect to prime plus
arrangements are recourse and are sold back thieheif aged over 90 days, depending on conted@greements. Purchased receivables are
included in accounts receivable on the condensedatiolated balance sheets.

Investmentsin Qualified Businesses

The various interests that the Company acquirés nualified investments are accounted for underd methods: consolidation, equity
method and cost method. The applicable accountetad is generally determined based on the Compafing interest or the economics
of the transaction if the investee is determinebda variable interest entity.

Consolidation Methodnvestments in which the Company directly or indi owns more than 50% of the outstanding votiegusities,

those the Company has effective control over, oseéhldeemed to be a variable interest entity in kvtiie Company is the primary beneficiary
are generally accounted for under the consolidatiethod of accounting. Under this method, an inaest’s financial position and results of
operations are reflected within the Company’s cosdd consolidated financial statements. All sigatit inter-company accounts and
transactions are eliminated, including returnsraigipal, dividends, interest received and investtmedemptions. The results of operations
and cash flows of a consolidated operating entiyirgcluded through the latest interim period inahithe Company owned a greater than
50% direct or indirect voting interest, exercisedtcol over the entity for the entire interim petior was otherwise designated as the primary
beneficiary. Upon dilution of control below 50%, @pon occurrence of a triggering event requirirgpresideration as to the primary
beneficiary of a variable interest entity, the agtting method is adjusted to the equity or costho@tof accounting, as appropriate, for
subsequent periods.

Equity MethodInvestments that are not consolidated, but oveclvtiie Company exercises significant influence aa@unted 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, repregmsn on the investee’s Board of Directors andhemship level, which is generally a 20%

to 50% interest in the voting securities of theeistee, including voting rights associated with@uenpany’s holdings in common, preferred
and other convertible instruments in the investieder the equity method of accounting, an investaetounts are not reflected within the
Company’s condensed consolidated financial statesnaowever, the Company’s share of the earnindssses of the investee is reflected in
the Company’s condensed consolidated financiadistants.

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

The Company’s debt and equity investments havetantislly been made with funds available to Newttalough the Capco programs, all of
which have been met. These programs generallynethat each Capco meet a minimum investment beadhwithin five years of initial
funding. In addition, any funds received by a Caps@ result of a debt repayment or equity retuag,rander the terms of the Capco
programs, be reinvested and counted towards thedSaminimum investment benchmarks.
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Securitization Activities

NSBF engaged in securitization transactions oftiguaranteed portions of its SBA 7(a) loans in 2@001 and 2013. Because the transf
these assets did not meet the criteria of a salacimounting purposes, it was treated as a searedwing. NSBF continues to recognize the
assets of the secured borrowing in Loans heldnfiegstment and the associated financing in Notealgayn the consolidated balance sheets.

Share - Based Compensation

All share-based payments to employees are recafjimizae financial statements based on their faiues using an option-pricing model at
the date of grant. The Company recognizes compensan a straight-line basis over the requisit&iserperiod for the entire award. The
Company has elected to adopt the alternative tiansnethod for calculating the tax effects of ghbased compensation. The alternative
transition method includes a simplified methoddtablish the beginning balance of the additionalfracapital pool related to the tax effects
of employee share-based compensation, which isadaito absorb tax deficiencies.

Fair Value

ASC Topic 820 stipulates a fair value hierarchydohsn whether the inputs to valuation techniquiized to measure fair value are
observable or unobservable. Observable inputsctafiarket data obtained from independent sourckie wnobservable inputs reflect
Company-based assumptions. The Company adoptedetieds of fair value to value its financial assatd liabilities. The Company carries
its credits in lieu of cash, prepaid insurance aoigs payable in credits in lieu of cash at falugaas well as its SBA loans held for
investment and SBA loans held for sale. Fair vadugased on the price that would be received fcasehsset or paid to transfer a liability in
an orderly transaction between market participahtee measurement date. In accordance with AS@B2® and in order to increase
consistency and comparability in fair value measets, the Company utilized a fair value hierartttat prioritizes observable and
unobservable inputs used to measure fair valuetimée broad levels, which are described below:

Level 1 Quoted prices in active markets for identical assetiabilities. Level 1 assets and liabilitieslide debt and equity securities and
derivative contracts that are traded in an actkehange market, as well as certain U.S. TreastgradJ).S. Government and
agency mortga¢-backed debt securities that are highly liquid aredastively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssotuated prices for similar assets or liabilitiggopted prices in markets that are
not active; or other inputs that are observableaorbe corroborated by observable market dataufistantially the full term of the
assets or liabilities. Level 2 assets and liab#itinclude debt securities with quoted prices dinatraded less frequently than
exchange-traded instruments and derivative costialbse value is determined using a pricing modkl iputs that are
observable in the market or can be derived pritigifieom or corroborated by observable market datsds category generally
includes certain U.S. Government and agency moetdpagked debt securities, corporate debt secyritegdvative contracts and
residential mortgage loans h-for-sale.

Level 2 Unobservable inputs that are supported by littla@market activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgipricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which the determinatiorfadf value requires significant
management judgment or estimation. This categongigdly includes certain private equity investment$ained residual interests
in securitizations, residential mortgage servigigfts, and highly structured or lc-term derivative contract
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Income Taxes

Deferred tax assets and liabilities are computegdapon the differences between the financiabistant and income tax basis of assets and
liabilities using the enacted tax rates in effectthe year in which those temporary differencesepected to be realized or settled. If
available evidence suggests that it is more liklen not that some portion or all of the defereedassets will not be realized, a valuation
allowance is required to reduce the deferred tagtago the amount that is more likely than ndidaealized.

The Company’s U.S. Federal and state income taxnefprior to fiscal year 2010 are closed and memeggnt continually evaluates expiring
statutes of limitations, audits, proposed settlésiarhanges in tax law and new authoritative rgling

Accounting for Uncertainty in I ncome Taxes

The ultimate deductibility of positions taken ompexted to be taken on tax returns is often uneerhaiorder to recognize the benefits
associated with a tax position taken (i.e., geiiyeeatieduction on a corporation’s tax return), éinéity must conclude that the ultimate
allowability of the deduction is more likely thaotnlf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than
not), the benefit associated with the positioreisognized at the largest dollar amount that ha®riam a 50% likelihood of being realized
upon ultimate settlement. Differences between taitjpns taken in a tax return and recognized gétherally result in (1) an increase in
income taxes currently payable or a reduction imaome tax refund receivable or (2) an increas dieferred tax liability or a decrease in a
deferred tax asset, or both (1) and (2).

Fair Value of Financial | nstruments

As required by the Financial Instruments Topictef Financial Accounting Standards Board (“FASB”Y&%opic 820, the estimated fair
values of financial instruments must be disclogedluding fixed assets, intangible assets, goodadiltl prepaid expenses and other assets
(noted below), substantially all of the Companyssets and liabilities are considered financiakrimsents as defined under this standard. Fair
value estimates are subjective in nature and grerdkent on a number of significant assumptionscéestsal with each instrument or group of
similar instruments, including estimates of disdoates, risks associated with specific finanaiatiuments, estimates of future cash flows
and relevant available market information.

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

e Cash and cash equivale

* Restricted cas

» Broker receivabli

» Accounts receivabl

* Notes payabl

» Accrued interest receivable (included in Prepaidemses and other asse

» Accrued interest payable (included in Accounts p#gjaaccrued expenses and other liabilit

» Accounts payable and accrued expet
The carrying value of Capco investments in Qualifizisinesses (included in Prepaid expenses andadbets), Credits in lieu of cash and

Notes payable in credits in lieu of cash as welt@SBA loans held for investment and SBA loanis ier sale approximate fair value bas
on management’s estimates.

New Accounting Standards

In January 2014, the FASB issued ASU 2014-04, “Retdes—Troubled Debt Restructurings by Credit®&sclassification of Residential
Real Estate Collateralized Consumer Mortgage Logas Foreclosure (a consensus of the FASB Emetgsugs Task Force).” The update
clarifies that an in substance repossession oclfasare occurs, and a creditor is considered te heweived physical possession of residential
real estate property collateralizing a consumertgage loan, upon either (1) the creditor obtainégal title to the residential real estate
property upon completion of a foreclosure or (2 borrower conveying all interest in the residdnial estate property to the creditor to
satisfy that loan through completion of a deedén bf foreclosure or through a similar legal agneat. The ASU is effective for fiscal years
and interim periods beginning after December 18420 he adoption of this ASU is not expected toehasignificant impact on the
Company’s Consolidated Financial Statements olatisces.

In May 2014, the FASB issued ASU No. 2014-09, “Rexefrom Contracts with Customers.” ASU 2014-09ssedes the revenue
recognition requirements in “Accounting Standardli@ioation 605—Revenue Recognition” and most induspecific guidance. The
standard requires that entities recognize revemdepict the transfer of promised goods or servicesistomers in an amount that reflects



consideration to which a company expects to beledtin exchange for those goods or services. ABS is effective for fiscal years
beginning after December 15, 2016. ASU 2014-09 fisriine use of either the retrospective or cumudadiffect transition method. The
adoption of this ASU is not expected to have a nedtanpact on the Company’s Consolidated FinanStatements or disclosures.

In June 2014, the FASB issued ASU 2014-11 “Repwetia-Maturity Transactions, Repurchase Financiagd,Disclosures” which changes
the accounting for repurchase-to-maturity transastiand linked repurchase financings to securesbWworg accounting, which is consistent
with the accounting for other repurchase agreemémesddition, ASU 2014-11 requires disclosuresuli@nsfers accounted for as sales in
transactions that are economically similar to repase agreements and about the types of collpiedded in repurchase agreements and
similar transactions accounted for as secured tamgs. The accounting changes in ASU 2014-11 aadlibclosure for certain transactions
accounted for as a sale are effective for publramanies for the first interim or annual period ledgng after December 15, 2014. For public
companies, the disclosure for transactions accdupteas secured borrowings is required to be pitesefor annual periods beginning after
December 15, 2014, and interim periods beginnitgr &flarch 15, 2015. The adoption of this ASU is exppected to have a material impact
on the Company’s Consolidated Financial Statemandksclosures.

In June 2014, the FASB issued ASU 2014-12 “Comp@rsa-Stock Compensation (Topic 718): Accounting $vare-Based Payments
When the Terms of an Award Provide That a Perfogadrarget Could Be Achieved after the RequisiteviSer
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Period,” which requires that a performance tarigat affects vesting and that could be achieved #fterequisite service period is treated as a
performance condition and, as a result, shouldrancluded in the estimation of the grant-datevalue of the award. ASU 2014-12 will be
effective for annual period beginning after Decentde 2015 and may be applied either prospectitebll awards granted or modified after
the effective date or retrospectively, to all pdsgresented. The adoption of this ASU is not etqubto have a material impact on the
Company’s Consolidated Financial Statements olatisces.

NOTE 3 — FAIR VALUE MEASUREMENTS:
Fair Value Option Elections

Effective January 1, 2008, the Company adopted/&dire accounting concurrent with the electionhaf fair value option. The accounting
standard relating to the fair value measuremeatsfiels the definition of fair value and descrilmesthods available to appropriately measure
fair value in accordance with GAAP. The accounstandard applies whenever other accounting stasdagire or permit fair value
measurements. The accounting standard relatirfwetéatr value option for financial assets and ficiahliabilities allows entities to

irrevocably elect fair value as the initial and sefpuent measurement attribute for certain finarmsabts and financial liabilities that are not
otherwise required to be measured at fair valuth @hianges in fair value recognized in earningtheg occur. It also establishes presentation
and disclosure requirements designed to improvepaoability between entities that elect differentasierement attributes for similar assets
and liabilities.

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

On October 1, 2010, the Company elected the fairevaption for valuing its SBA 7(a) loans fundeda@mafter that date which are includec
SBA loans held for investment and SBA loans hefdstde.

The Company elected the fair value option in otdeeflect in its condensed financial statemengsatsumptions that market participants use
in evaluating these financial instruments.

Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at June 30, 2014 Usin

Total
Unrealized
Gains and
(In thousands): Total Level 1 Level 2 Level 3 (Losses)
Assets
Credits in lieu of cas $ 2,80t $— $2,80¢ $ — $ (5)
SBA loans held for investme 94,72¢ — — 94,72¢ (80¢)
SBA loans held for sal 3,30¢ — 3,30¢ — (149
Total asset $100,93: $—  $6,20¢ $94,72¢ $ (957)
Liabilities
Notes payable in credits in lieu of ce $ 289% $— $28% $ — % 5

For the six months ended June 30, 2014, the Comgearged-off $195,000 in losses related to its $&@s held for investment.
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Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at December 31, 2013 Usin

Total
Unrealized
Gains and
(In thousands): Total Level 1 Level 2 Level 3 (Losses)
Assets
Credits in lieu of cas $ 3641 $— $3,641 $ — $ —
SBA loans held for investme 78,95 — — 78,95 (1,629
SBA loans held for sal 4,734 — 4,73¢ — 403
Total asset $87,32¢ $ — $8,37F  $78,95. $ (1,226
Liabilities
Notes payable in credits in lieu of ce $ 3641 $— $3,641 $ — $ 21
Total liabilities $ 3,641 $— $3,641 $ — $ 21

Fair value measurements:
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 thargasns that market participant’s use in evaluathrese financial instruments.

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance rfisBhartis. The closest trading
comparators are the debt of Chartis’ parent, Alkeréfore the Company calculates the fair valueotii the credits in lieu of cash and notes
payable in credits in lieu of cash using the yialfisarious AIG notes with similar maturities tockeof the Company’s respective Capcos’
debt (the “Chartis Note Basket”). The Company @édb discontinue utilizing AIG’s 7.70% Series Alsnior Subordinated Debentures
because those long maturity notes began to tratteclvaracteristics of a preferred stock after AéGeaived financing from the United States
Government. The Company considers the Chartis Ragiket a Level 2 input under fair value accountsigge it is a quoted yield for a
similar liability that is traded in an active exclgg market. The Company selected the Chartis Naskd as the most representative of the
nonperformance risk associated with the Capco rmeause they are Chartis issued notes, are actiaeled and because maturities match
credits in lieu of cash and notes payable in csaditieu of cash.

After calculating the fair value of both the credit lieu of cash and notes payable in creditgein bf cash, the Company compares their
values. This calculation is done on a quarterlysha3alculation differences primarily due to taedit receipt versus delivery timing may
cause the value of the credits in lieu of cashifferdfrom that of the notes payable in creditdigu of cash. Because the credits in lieu of cash
asset has the single purpose of paying the notegbfgin credits in lieu of cash and has no ottaduer to the Company, Newtek determined
that the credits in lieu of cash should equal thies payable in credits in lieu of cash.

On December 31, 2013, the yield on the Chartis Batsket was 1.49%. As of June 30, 2014, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes averadeiB% reflecting changes in interest rates imtlagketplace. This increase 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. For the three months ended
June 30, 2014, the Company reported a loss of §1th6re was no corresponding gain or loss fostkenonths ended June 30, 2014.
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On December 31, 2012, the yield on the Chartis Batgket was 1.72%. As of June 30, 2013, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes average@D% reflecting changes in interest rates imtlagketplace. This increase in yield increased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditieu of cash. The net change in fair value
reported in the Company’s condensed consolidatgdraents of income for the three and six monthe@ddne 30, 2013 was a gain of
$7,000 and $26,000, respectively.

Changes in the future yield of the Chartis Notek®asvill result in changes to the fair values of tredits in lieu of cash and notes payable in
credits in lieu of cash when calculated for futpegiods; these changes will be reported througlCdrapany’s condensed consolidated
statements of income.

SBA 7(a) Loans

On October 1, 2010, the Company elected to utilieefair value option for SBA 7(a) loans fundedarafter that date. Management believed
that doing so would promote its effort to both dlifiypand make more transparent its financial staeta by better portraying the true
economic value of this asset on its balance shrebstatement of income. NSBF originates, funds,samdices government guaranteed loans
under section 7(a) of the Small Business Act. TBA 8oes not fully guarantee the SBA 7(a) Loans:3BA 7(a) Loan is bifurcated into a
guaranteed portion and an unguaranteed portioh, @&auing interest on the principal balance ohguartion at a per annum rate in effect
from time to time. NSBF originates variable inté¢desins, usually set at a fixed index to the Priate that resets quarterly. Primarily, NSBF
has made SBA 7(a) loans carrying guarantees of atd@5%; from 2009 through early 2011 under a sppcogram, most of the loans
NSBF originated carried a guarantee of 90%. NSB# bistorically and as a matter of its busines& péells the guaranteed portions via !
Form 1086 into the secondary market when the gteedrportion becomes available for sale upon th&irey) and fully funding of the SBA 7
(a) loan and retains the unguaranteed portions aiglament recognized that the economic value in tlaeamteed portion did not inure to
NSBF at the time of their sale but rather whengharanty attached at origination; amortization aotimg by its nature does not recogn

this increase in value at the true time when iuo@. Under fair value, the value of the guaraigeecorded when it economically occurs at
the point of the creation and funding of the loamd is not delayed until the sale occurs. Conteamgusly, the value of the unguaranteed
portion will also be determined to reflect the fdidlir value of the loan.

Although the fair value election is for the ent8BA 7(a) loan, the Company primarily sells the gméeed portions at the completion of
funding. The need to record the fair value fordiaranteed portion of the loan will primarily ocaunen a guaranteed portion is not traded at
period end (“SBA loans held for sale”). The ungudead portion retained is recorded under “SBA |dzeld for investment.”

SBA LoansHeld for | nvestment

For loans that completed funding before Octob@010, SBA loans held for investment are reportatieit outstanding unpaid principal
balances adjusted for charge-offs, net deferrenl domination costs and the allowance for loandss$or loans that completed funding on or
after October 1, 2010, management elected to &irevSBA loans held for investment within the faatue hierarchy that prioritizes
observable and unobservable inputs utilizing L&vehobservable inputs which reflect the Companwa expectations about the
assumptions that market participants would useiging the asset (including assumptions about risk)

In determining the net change in fair value of baeld for investment for the three months endee B0, 2014, the Company used a
discounted cash flow model which incorporated &sasf expected future cash flows for the perfogr8BA 7(a) loan portfolio, and

discounts those cash flows at a market clearinigl yie5.38%. The key assumptions used in the madetonsidered unobservable inputs and
include anticipated prepayment speeds, cumulatautt rates, the cost of loan servicing, and Priate expectations. The Company used an
assumed prepayment speed of 15% based on currekgtraanditions and historical experience for than portfolio, against a prepayment
curve developed from NSBF historical experienceaiculate expected loan prepayments in a given ypfaults are defined as any loan
placed on non-accrual status as of June 30, 20{etd&fault rate, defined as the percent of loaartza that will enter final liquidation in a
given year, was estimated to be 25%, and was dkfieen NSBF historical experience. The mix of NS8an portfolio continues to shift
from start-up businesses, to predominately origigeto existing businesses. Our historical defaoll loss rates demonstrate that this
particular segment (i.e. Existing Business) of 8B loan portfolio continues to experience the letwate of defaults and ultimate losses
over our nine year history of originating loans. &itcomputing the cumulative default rate to be iapgb the performing portfolio loan
balances, the Company excluded the last three peargginations as those loans have not seasoeed ke discounted cash flow resulted in
a price equivalent of 94.70% of the par amountwnl@ans held for investment as of June 30, 2014.
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If a loan measured at fair value is subsequentpained, then the fair value of the loan is meastiskd on the present value of expected
future cash flows discounted at the loan’s manktsrest rate, or the fair value of the collatef#éhé loan is collateral dependent. The
significant unobservable inputs used in the faluganeasurement of the impaired loans involve mamamt's judgment in the use of market
data and third party estimates regarding collateahles. Such estimates are further discountedbty 280% to reflect the cost of liquidating
the various assets under collateral. Any subsedoergases or decreases in any of the inputs wesldt in a corresponding decrease or
increase in the reserve for loan loss or fair valu8BA loans, depending on whether the loan wagrated prior or subsequent to October 1,
2010. Because the loans bear interest at a varat@deNSBF does not have to factor in interest riak.

Below is a summary of the activity in SBA loansch&r investment, at fair value for the six monémgled June 30, 2014 and 2013,
respectively, (in thousands):

Six Months Endec Six Months Endec
June 30, 201« June 30, 201:

Balance, beginning of period $ 78,95 $ 43,05¢
SBA loans held for investment, originat 21,12¢ 17,92«
Loans transferred to other real estate ow — (219
Payments receive (4,349 (1,249
Fair value los! (1,009 (1,38)
Balance, end of peric $ 94,72¢ $ 58,13t

SBA LoansHeld For Sale

For guaranteed portions funded, but not yet tradexhch measurement date, management elected valize SBA loans held for sale within
the fair value hierarchy that prioritizes obsereaéhd unobservable inputs used to measure faie wallizing Level 2 assets. These inputs
include debt securities with quoted prices thatterded less frequently than exchange-traded im&nts or have values determined using a
pricing model with inputs that are observable ia tharket. The secondary market for the guarantesibps is extremely robust with broker
dealers acting as primary dealers. NSBF sells aglyuhto the market and can quickly price its Isdor sale. The Company values the
guaranteed portion based on market prices equhétguaranteed loan amount plus a premium thaidesl both an upfront cash payment
(utilizing quoted prices) and the value of a stradmpayments representing servicing income receivexkcess of NSBF’s servicing cost
(valued using a pricing model with inputs that abservable in the market).

Other Fair Value Measurements

Assets Measured at Fair Value on a Non-recurring Bgis are as follows (in thousands):

Fair Value Measurements at June 30, 2014 Usin Change in
Total Level 1 Level 2 Level 3 Fair Value

Assets
Impaired loan: $ 1,49( $ — $ — $ 1,49( $ 56
Other ree-estate owne 43¢ — 43¢ — (120
Total asset $ 1,92¢ $ — $ 43¢ $ 1,49( $ (69
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Fair Value Measurements at December 31, 2013 Usin

Total Level 1 Level 2 Level 3 Total Losse:

Assets
Impaired loan: $ 3,441 $ — $ — $ 3,441 $ (1,029
Other ree-estate owne 79€ — 79¢ — (182)
Total asset $  4,23¢ $ — $ 79¢ $ 3,447 $ (1,209

Impaired loans

Impairment of a loan is measured based on the preatue of expected future cash flows discountati@loans effective interest rate, or t
fair value of the collateral less estimated ligtiola costs if the loan is collateral dependent. dimgd loans for which the carrying amount is
based on fair value of the underlying collateral iacluded in SBA loans held for investment, nat] Balances include fair value
measurements on a non-recurring basis, both &tlingcognition of impairment and on an on-goingibauntil recovery or charge-off of the
loan amount. The significant unobservable inpuedun the fair value measurement of the impairediéanvolve management’s judgment in
the use of market data and third party estimatgarding collateral values. Such estimates are éunidiscounted by 20% - 80% to reflect the
cost of liquidating the various assets under cafldt VValuations in the level of impaired loans aodresponding impairment affect the leve
the reserve for loan losses. Any subsequent ineseasdecreases in any of the inputs would reswdtdorresponding decrease or increase in
the reserve for loan loss or fair value of SBA Ipattepending on whether the loan was originateat pri subsequent to October 1, 2010.

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

The estimated fair value of other real-estate owsedlculated using observable market informatiociuding 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 withisgahe Companyg interests. Where bid information is not availdblea specific property
the valuation is principally based upon recentgeation prices for similar properties that havenbead. These comparable properties share
comparable demographic characteristics. Otherastate owned is generally classified within Levef 2he valuation hierarchy.

NOTE 4 — SBA LOANS:

SBA loans are geographically concentrated in NewkY2.69%). Below is a summary of the activitytlie SBA loans held for investment,
net of the allowance for loan losses for the sixthe ended June 30, 2014 (in thousands):

Balance at December 31, 20 $ 89,64(
SBA loans funded for investme 21,12¢
Fair value adjustmel (2,009
Payments receive (5,095
Sale of loan held for investme (500
Provision for SBA loan losse 66
Discount on loan originations, n 75
Balance at June 30, 20 $104,31:
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Below is a summary of the activity in the allowarfieeloan losses, cost basis, for the three andnsinths ended June 30, 2014 and 2013,
respectively (in thousands):

Three Months Three Months
Six Months Six Months
Ended Ended Ended Ended
June 30, 201« June 30, 201 June 30, 201 June 30, 201
Allowance for loan losses, cost basi
Balance, beginning of peric $ 1,55 $ 2,172 $ 1,811 $  2,58¢
Provision for loan losse 13¢ 20¢ (66) 327
Loans charge-off (19¢) (689) (258) (1,227
Recoveries 16 19 23 22
Balance, end of peric $ 1,51( $ 1,715 $ 1,51( $ 1,713
Individually evaluated for impairme $ 1,32¢ $ 1,47 $ 1,32¢ $ 1,47
Collectively evaluated for impairme 181 24C 181 24C
Balance, end of peric $ 1,51( $ 1,715 $ 1,51( $ 1,713
Total loans, cost basi:
Individually evaluated for
impairment $ 2,81¢ $ 4,32 $ 2,81¢ $ 4,32%
Collectively evaluated for
impairment 9,041 11,53( 9,041 11,53(
Balance, end of peric $ 11,86( $ 15,851 $ 11,86( $ 15,85

The allowance for loan losses as of December 313 2thounted to $1,609,000 and $202,000 for loaakiated individually and collective
for impairment, respectively. The cost basis ohbaeld for investment as of December 31, 2013 ameduo $3,466,000 and $9,875,000 for
loans evaluated individually and collectively farpairment, respectively.

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 3042 thousands):

Balance at December 31, 20 $ 4,73«
Originations of SBA loans held for s¢ 67,03"
Fair value adjustmel (149
SBA loans solc (68,329
Balance at June 30, 20 $ 3,30f

All loans are priced at the Prime interest rates @pproximately 2.75% to 3.75%. The only loans ifixed interest rate are defaulted loans
of which the guaranteed portion sold is repurchdsed the secondary market by the SBA, while thguaranteed portion of the loans still
remains with the Company. As of June 30, 2014 aecehber 31, 2013, SBA loans receivable held foestment with adjustable interest
rates amounted to $105,597,000 and $91,083,008kctgely.

For the six months ended June 30, 2014 and 20&3;¢mpany funded approximately $88,166,000 andé$27000 in loans and sold
approximately $68,322,000 and $57,927,000 of treanteed portion of the loans, respectively. Red#as from loans traded but not settled
of $9,481,000 and $13,606,000 as of June 30, 20dDacember 31, 2013, respectively, are presestbdoker receivable in the
accompanying condensed consolidated balance sheets.

The outstanding balances of loans past due ovetyniays and still accruing interest as of June28@4 was approximately $843,000; there
were no loans past due over ninety days and stiHuing interest as of December 31, 2013.

At June 30, 2014 and December 31, 2013, total ilmgddoans amounted to $9,498,000 and $7,678,080ectively. For the six months enc
June 30, 2014 and for the year ended DecembeI03B, 2he average balance of impaired loans wa86&Q0 and $6,887,000, respectively,
and approximately $1,319,000 and $1,609,000 iniBpeeserves included in the allowance for loassles and $548,000 and $163,000 of
SBA fair value discount were allocated against sugbaired loans, respectively.

Had interest on these impaired non-accrual loars becrued, such interest would have totaled appaigly $244,000 and $207,000 for the
six months ended June 30, 2014 and 2013, resplctimterest income, which is recognized on a daestis, related to the impaired non-
accrual loans for the six months ended June 304 284l 2014, was not material.

The following is a summary of SBA loans held fovestment as of:

June 30, 201« December 31, 201




(in thousands)

Due in one year or less

Due between one and five yei
Due after five year

Total

Less: Allowance for loan loss
Less: Deferred origination fees, t
Less: Fair value adjustme

Balance, ne

Fair Value Cost Basi Fair Value Cost Basi:
$ — $ 77 $ — $ 31¢
— 4,31z — 4,50¢
100,57< 7,471 83,98¢ 8,51:
100,57 11,86( 83,98¢ 13,34:
— (1,510 — (1,819

— (767) — (841)

(5,845) — (5,037) —
$ 94,72¢ $ 9,58: $ 78,95 $10,68¢
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The payment status of gross SBA loans held forstment is as follows:

(in thousands

Days Past Du June 30, 201 December 31, 201
Current $ 98,06 $ 84,80¢
30-89 4,03( 4,84:
> 90 845 —

Non-accrual 9,49¢ 7,67¢
Balance, ne $ 112,43 $ 97,32¢

The Company evaluates the credit quality of itsilpartfolio by employing a risk rating system tisasimilar to the Uniform Classification
System which is the asset classification systenptadioby the Federal Financial Institution Examio@asi Council. The Company’s risk rating
system is granular with multiple risk ratings irttbthe Acceptable and Substandard categories. wssigt of the ratings are predicated upon
numerous factors, including credit risk scoreslatetal type, loan to value ratios, industry, fioeh health of the business, payment history,
other internal metrics/analysis, and qualitativeeasments.

Risk ratings are refreshed as appropriate based emusiderations such as market conditions, loanagteristics, and portfolio trends. The
Company’s gross SBA loans held for investment rdedrat cost by credit quality indicator are asoieh:

(in thousands

Risk Rating June 30, 201 December 31, 201
Acceptable $ 6,79 $ 7,42(
Other assets special menti 2,04¢ 2,23¢
Substandar 2,82 3,28:
Doubtful 19C 39t
Loss 9 9
Balance $ 11,86( $ 13,34

The Company had loans renegotiated in troubled situcturings of $3,278,000 as of June 30, 206f4/hich $1,406,000 was on non-
accrual status and $1,872,000 was on accrual stasusf December 31, 2013, there was approximéaig/s#09,000 of loans renegotiated in
trouble debt restructurings, of which $1,332,008 werluded in noraccrual loans and $2,077,000 was on accrual sfeliesCompany has r
commitments to loan additional funds to borrowehoge existing loans have been modified in TDR.

An analysis of loans restructured in TDR for theethmonths ended June 30, 2014 and 2013, resggcissas follows (in thousands):

Type of Concessio June 30, 201« June 30, 201:
Principal Principal
Balance at Balance at
Number Restructure Number Restructure
of Notes Date of Notes Date
Payment reduction / Inter-only period — $ — 1 $ 26

TDRs that return to a non-performing status posthffaation are considered redefaulted loans andraeged in the same manner as other
non-performing loans in the portfolio. For the #hraonths ended June 30, 2014, the Company had@Rdoan that subsequently defaulted
with a corresponding principal balance of approxeha$8,000 and one loan that was subsequenthgeldaoff with a corresponding princig
balance of approximately $5,000; for the three mamariod ended June 30, 2013, there were no TDiSIt®at subsequently defaulted or
were charged-off.

An analysis of loans restructured in TDR for theraionths ended June 30, 2014 and 2013, respectigedg follows (in thousands):

Type of Concessio June 30, 201« June 30, 201:
Principal Principal
Balance at Balance at
Number Restructure Number Restructure
of Notes Date of Notes Date
Payment reduction / Inter-only period 1 $ 63 2 $ 18¢

TDRs that return to a non-performing status posthffaation are considered redefaulted loans andraeged in the same manner as other
nor-performing loans in the portfolio. For the six mosended June 30, 2014, the Company had three 3@ that subsequently defaul



with a corresponding principal balance of approxehea$143,000 and two loans that were subsequehtyged off with a corresponding
principal balance of approximately $29,000; for $itremonth period ended June 30, 2013, there wefEDR loans that subsequently

defaulted or were charged-off.
NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets when|8&8#s are accounted for as sold and the rightsrioce those loans are retained. The
Company measures all separately recognized segvassets initially at fair value, if practicablenéeTCompany
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reviews capitalized servicing rights for impairmerttich is performed based on risk strata, whichdetermined on a disaggregated basis
given the predominant risk characteristics of thdarlying loans. The predominant risk charactexsstire loan term and year of loan
origination.

The changes in the value of the Company’s servidgtgs for the six months ended June 30, 2014 asr®llows:

(in thousands)

Balance at December 31, 20 $6,77¢
Servicing rights capitalize 1,671
Servicing assets amortiz: (749
Balance at June 30, 20 $7,70¢

The carrying value of the capitalized servicingeasgas $7,703,000 and $6,776,000 at June 30, 2td Dacember 31, 2013, respectively,
while the estimated fair value of capitalized seing rights was $9,064,000 and $7,959,000 at JOn2@®L4 and December 31, 2013,
respectively.

The estimated fair value of servicing assets a¢ By 2014 was determined using a discount fabtdrdquates the present value of the
expected servicing income to the strip multiple meetvaluation rate of 9%, weighted average prepaysgeeds ranging from 5% to 13%,
depending upon certain characteristics of the fomtfolio, weighted average life of 4.33 years, andaverage default rate of 4.6%.

The estimated fair value of servicing assets aebdxer 31, 2013 was determined using a discourdrfitat equates the present value of the
expected servicing income to the strip multiple moeltvaluation rate of 11%, weighted average pregayrspeeds ranging from 0% to 11%,
depending upon certain characteristics of the fmatfolio, weighted average life of 5.00 years, andaverage default rate of 4.6%.

The unpaid principal balances of loans servicedfbers are not included in the accompanying cosel¢consolidated balance sheets. The
unpaid principal balances of loans serviced foemhwithin the NSBF originated portfolio, loans aiihave been sold, were $426,320,000
and $372,366,000 as of June 30, 2014 and Decertb2033, respectively. The unpaid principal balangfidoans serviced for others which
were not originated by NSBF and are outside oiNbertek portfolio were $508,308,000 and $561,092 &0f June 30, 2014 and
December 31, 2013, respectively.

NOTE 6 — NOTES PAYABLE AND CAPITAL LEASES:
At June 30, 2014 and December 31, 2013, the Comipatiyiotes payable and capital leases comprist dbllowing (in thousands):

December 31

June 30,
2014 2013
Notes payable
Capital One, N.A. lines of credi
Guaranteed line (NSBI $16,41¢ $ 21,26
Unguaranteed line (NSBI 10,58¢ 4,691
Term note (NBS 10,00( —
Revolving line of credit (NBS 1,16(C —
Summit Partners Credit Advisors, L.P. (NE — 8,65(
Sterling National bank line of credit (NB¢ 5,45: 6,02¢
Capital One, N.A. term loan (NT! — 59C
Total notes payabl 43,61 41,21¢
Note payable securitization trus 54,95¢ 60,14(
Total notes payabl $98,57: $ 101,35¢
Capital lease obligatio $ 50¢€ $ 642

On June 26, 2014, the Company entered into a fear $20,000,000 credit agreement with Capital ®h&, consisting of a $10,000,000
term loan and a revolving line of credit of up tt0$000,000. Principal and interest on the term Er@npayable quarterly in arrears and the
interest rate is Prime plus 250 basis points. € {oan is being amortized over a six year pewdH a final payment due on the maturity
date. The interest rate on the revolving line eddris also Prime plus 250 basis points and igpleymonthly in arrears with the principal ¢
at maturity. In addition, the revolving line accsuaterest of 0.375% on the unused portion of it Wwhich is payable quarterly in arrears.
Interest expense for the three and six months eddieel 30, 2014 was approximately $6,000.
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The purpose of the new facilities was to refinatieCompany’s existing debt from Summit Partnersd@rAdvisors, L.P., payoff the current
portion of the NTS loan, and for general workingital purposes. The Company incurred deferred fimancosts of approximately $279,000
which will be amortized to interest expense overtdrm of the facilities. In addition, and in contien with the payeff of the Summit Capit:
note payable, the Company expensed the remainistgdifcount and deferred financing costs relateéguimmit, which resulted in a charge to
operations for the three and six months ended 30n2014 of $1,905,000.

The new Capital One, N.A. facilities require thénaknce to certain financial covenants includingimum EBITDA, fixed charge coverage
ratios, funded debt to EBITDA ratios, as well asimium cash balance requirements. As of June 304,28& Company was in compliance
with all financial covenants.

NOTE 7 — STOCK OPTIONS AND RESTRICTED SHARES:

The Company had three share-based compensationgdast June 30, 2014 and 2013. For the six mamtied June 30, 2014 and 2013,
share-based compensation expense for those plan$582,000 and $352,000, respectively, of whictb$3@0 and $278,000 are included in
salaries and benefits, and $87,000 and $74,00@¢eleled in other general and administrative cémtshe six months ended June 30, 2014
and 2013, respectively. During the six months entiete 30, 2014, approximately 71,500 shares awandger the plans were forfeited dur
early termination or resignation by certain empks€eThe total forfeiture credit recognized for gilemonths ended June 30, 2014 was
approximately $69,000 and is included in share-th@senpensation expense included in salaries anefiteenn the condensed consolidated
statements of income.

In April 2014, the Company granted a certain emgé$0,000 restricted shares of common stock valtgd8,600 which vested on April 30,
2014. The fair value of this grant was determinsidgi the fair value of the common shares at thatgtate. The restricted shares are
forfeitable upon early voluntary or involuntaryr@nation of the employee’s employment. Upon vestthg grantee received one common
share for each restricted share vested. The Commeanyded $28,600 to share-based compensatiohddhtee and six months ended

June 30, 2014 in connection with the vesting peassbciated with this grant.

During the third quarter of 2013, the Company gedrtertain employees an aggregate of 70,000 restréhares of common stock valued at
$176,000 with 10,000 vesting on March 1, 2016 ah@®0 vesting on July 31, 2016. The fair valuehafse grants was determined using the
fair value of the common shares at the grant ddte.restricted shares are forfeitable upon eardyntary or involuntary termination of the
employee’s employment. Upon vesting, the grantder@deive one common share for each restrictedeshested. Under the terms of the
plan, these share awards do not include votingsightil the shares vest. The Company recorded)$9&p share-based compensation for the
six months ended June 30, 2014 in connection Wigh/esting period associated with grants that rermaistanding.

During the second quarter of 2013, the Companytgcacertain employees and executives an aggre§8® Q@00 restricted shares of comn
stock valued at $174,000 with a vesting date ofddr, 2016. The fair value of these grants wasragted using the fair value of the
common shares at the grant date. The restricteeéshae forfeitable upon early voluntary or invdamy termination of the employee’s
employment. Upon vesting, the grantee will rec&ime common share for each restricted share vddteter the terms of the plan, these s
awards do not include voting rights until the skarest. The Company recorded $77,000 to share-lmasegensation for the six months
ended June 30, 2014 in connection with the veqtérgpd associated with grants that remain outstendi

During the first quarter of 2013, the Company gedntertain employees, executives and directorggregate of 300,000 restricted shares of
common stock valued at $556,000. The employee mecuéive grants have a vesting date of March 162@4ile the directors’ vest July 1,
2015. The fair value of these grants was determirsaay the fair value of the common shares at thatglate. The restricted shares are
forfeitable upon early voluntary or involuntaryr@nation of the employes’employment. Upon vesting, the grantee will ree@me commo
share for each restricted share vested. Undeethestof the plan, these share awards do not inclatieg rights until the shares vest. The
Company recorded $105,000 to share-based compaméatithe six months ended June 30, 2014 in cdiorewith the vesting period
associated with grants that remain outstanding.

In the second quarter of 2012, Newtek granted icegimployees and executives an aggregate of 123¢3dcted shares valued at $184,000.
The grants were originally scheduled to vest oy JuR014. In June 2014, the Company’s Board oé®ors approved delayed vesting for
30,000 shares until February 1, 2015. The fairealiuthese grants was determined using the fairevaf the common shares at the grant date
The restricted shares are forfeitable upon eardyntary or involuntary termination of the employ&kon vesting, the grantee will receive

one common share for each restricted share vddtatr the terms of the plan, these share awara®dinclude voting rights until the shares
vest. The Company recorded $26,000 to share-basefdensation for the six months ended June 30, R0ddnnection with the vesting

period associated with grants that remain outstendi
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In March 2011, Newtek granted certain employeescetives and board of directors an aggregate @21000 shares of restricted stock
valued at $1,941,000 or $1.70 per share. In Juhd,2Be Company’s Board of Directors approved dafayesting for 835,000 shares until
February 1, 2015. The fair value of these grants eedermined using the fair value of the commomeshat the grant date. The restricted
shares are forfeitable upon early voluntary or inmtary termination of the employee. Upon vestihg, grantee will receive one common
share for each restricted share vested. Undeethestof the plan, these share awards do not inclatieg rights until the shares vest. The
grants are valued using the straight-line methathasst on July 1, 2014. The Company recorded $201t® share-based compensation for
the six months ended June 30, 2014 in connectitmtive vesting period associated with grants thattain outstanding.

NOTE 8 — EARNINGS PER SHARE:

Basic earnings per share is computed based ondighted average number of common shares outstaddiiigg the period. The effect of
common share equivalents is included in the caficuiaf diluted earnings per share only when thieatfof their inclusion would be dilutive.

The calculations of earnings per share were:

Three months Six months
ended June 30 ended June 30
(In thousands except per share data 2014 2013 2014 2013
Numerator for basic and diluted E- income available to common
shareholder $ 1,39/ $ 1,842 $ 2,78t $ 3,29¢
Denominator for basic EF- weighted average shar 35,53 35,28: 35,48: 35,25
Effect of dilutive securitie 2,94¢ 2,61¢ 2,98( 2,52¢
Denominator for diluted EP- weighted average shar 38,47 37,90: 38,46: 37,77¢
Earnings per shar basic $ 0.0/ $ 0.0t $ 0.0¢ $ 0.0¢
Earnings per shar diluted $ 0.04 $ 0.0f $ 0.07 $ 0.0¢
The amount of ar-dilutive shares/units excluded from above is a®Wd:
Stock options and restricted sha — 36 — 18
Warrants — — — —
Contingently issuable shar 83 83 83 83

NOTE 9 — COMMITMENTS AND CONTINGENCIES:

In the ordinary course of business and from timénte, the Company or its subsidiaries are namedefendant in various legal
proceedings. The Company evaluates such matteasase by case basis and its policy is to contgstausly any claims it believes are
without compelling merit.

We recognize a liability for a contingency in aamliexpenses and other liabilities when it is prébéiat a liability has been incurred and the
amount of loss can be reasonably estimated. Ifahsonable estimate of a probable loss is a ravaccrue the most likely amount of such
loss, and if such amount is not determinable, theraccrue the minimum in the range as the lossiatcFhe determination of the outcome
and loss estimates requires significant judgmerntherpart of management.

The Company is currently involved in various coatrelaims and litigation matters. In addition, adfully described in Part Il Item 1. Legal
Proceedings, on January 21, 2014, NCMIC Financ@®&@ation (“NCMIC") filed a complaint against Univgal Processing Services of
Wisconsin, LLC (“UPS”), the Company’s merchant mssing subsidiary, in the United States Districti€éor the Southern District of
lowa. The Complaint asserts claims against UP®ifeach of the UPS and NCMIC agreement for the faing of credit card transactions,
and seeks monetary relief. The Company believdaghbaclaims asserted in the complaint are wholtheut merit and intends to vigorously
defend the action.

During the quarter ended June 30, 2013 the Fedlemdke Commission amended an existing complairttémtatter Federal Trade
Commission v. WV Universal Management, LLC et aliriclude UPS as an additional defendant on onatcdine Company does not beli
that the facts or the FTC's legal theory suppaetRAC’s allegations against UPS as set forth irctdmplaint and the Company intends to
vigorously challenge the FTC's claims. As such,hage not established a loss contingency for thigena
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In May 2013, Data Processing Service of Georgie, (fbPS”), the automated clearing house providerduby the Company’s payroll
processing subsidiary, PMT Payroll, LLC (“PMT"),ased processing payments which resulted in thelityadr refusal of DPS’s processing
bank, Bancorp Bank (“Bancorp”), to send the coroesiing credits to PMT'’s customers’ employees. ialtamount debited from PMT’s
customer accounts and unsuccessfully credited’toustomersemployees was approximately $1,318,000. Upon legraof this failure, PM"
and the Company immediately paid all funds owimgdatly to any of its affected customers’ employdakthis amount, the Company has
successfully recovered approximately $800,000 te.dan June 22, 2013, Bancorp filed an Interple@ienplaint in the United States
District Court for the District of Delaware (the 6@rt") and deposited with the Court approximate?d$,000, the balance remaining in the
DPS settlement account maintained at Bancorp. Ban@med as defendants PMT and the other paynoipaaies, and their clients, who
Bancorp has alleged may have claims to the fund$eposit with the Court. On October 22, 2013, Bap®&ank filed its Amended
Interpleader Complaint. On December 20, 2013, PhMSweered the Amended Interpleader Complaint andteskseross-claims against DPS
for breach of contract and conversion and courdend against Bancorp for aiding and abetting DR&tngful conduct. The Company is
vigorously pursuing its claims against Bancorp BRS, and believes it is reasonably possible an@ssoccur if the Company is unsucces
in the action. While such a loss is possible, tben@any does not believe that it is probable or tiraiamount can be estimated at this time.

Management has determined that, in the aggredegtgending legal actions should not have a matadiaérse effect on our consolidated
results of operations, cash flows or financial dbad. In addition, we believe that any amount tbatild be reasonably estimated of potential
loss or range of potential loss is nhot material.

NOTE 10 — SEGMENT REPORTING:

Operating segments are organized internally prignbyi the type of services provided. The Company diggregated similar operating
segments into six reportable segments: Electraamjongnt processing, Small business finance, Mantegduhology solutions, All other,
Corporate and Capcos.

The Electronic payment processing segment is aggene of credit card transactions, as well as &ebar of credit card and check approval
services to the small- and medium-sized busineskehdxpenses include direct costs (included sefarate line captioned electronic
payment processing costs), salaries and benefitsptiner general and administrative costs all attvlare included in the respective caption
on the condensed consolidated statements of income.

The Small business finance segment consists oflBusainess Lending, Inc., a lender that primariligimates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through NSBF, its licensed SBA lender; the3 &Vhitestone Group which mana
the Company’s Texas Capco; and NBC which providesuants receivable financing, billing and accoustsivable maintenance services to
businesses. NSBF generates revenues from saleand, Iservicing income for those loans retainezbatracted to service by NSBF and
interest income earned on the loans themselveslehlder generates expenses for interest, salartebenefits, depreciation and amortizat
and provision for loan losses, all of which ardiided in the respective caption on the condensedatidlated statements of income. NSBF
also has expenses such as loan recovery expesaeqrbcessing costs, professional fees, and e#penses that are all included in the other
general and administrative costs caption on thelensed consolidated statements of income.

The Managed technology solutions segment condi$td 8, acquired in July 2004. NTS’s revenues amévdd primarily from web hosting
services and consist of web hosting and set up FES generates expenses such as salaries andtfemed depreciation and amortization,
which are included in the respective caption onaitompanying condensed consolidated statemeirisafie, as well as professional fees,
licenses and fees, rent, and general office expea#leof which are included in other general adthiistrative costs in the respective caption
on the condensed consolidated statements of income.

The All other segment includes revenues and exggmramarily from qualified businesses that receivagstments made through the
Company’s Capcos which cannot be aggregated wliir @perating segments. The two largest entitidésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andri&ssi Connect, LLC, a provider of sales and proegssarvices. Also included in this
segment are: Newtek Payroll Services, a providgragfoll management, payment and tax reportingicesy Exponential of New York, LLC,
an entity determined to be a subsidiary on JanigP912, and Advanced Cyber Security Systems, I(t&ZS”"), a start-up company formed
to offer web-based security solutions to the manleee.
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Corporate activities represent revenue and expearaieslocated to our segments. Revenue includesast income and management fees
earned from Capcos (and included in expenses iG#peo segment). Expenses primarily include cotpayperations 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 twelvee@amenerates non-cash income from tax credttsgst income and gains from
investments in qualified businesses which are bdlin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ifCtvporate activities revenues), legal, and auglitees and losses from investments in
qualified businesses.

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

. the type or class of customer for their products services

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

. the nature of the regulatory environment (for exmpanking, insurance, or public utilitie
The accounting policies of the segments are the senthose described in the summary of signifiaacbunting policies.

The following table presents the Company’s segritdatmation for the periods ended June 30, 2014248 and total assets as of June 30,
2014 and December 31, 2013 (in thousands):

For the three
months endec

For the three
months endec

For the six
months ende(

For the six
months ende

June 30, 201. June 30, 201 June 30, 201 June 30, 201

Third Party Revenue
Electronic payment processi $ 23,16: $ 23,44 $ 44,69 $ 45,12¢
Small business financ 10,23¢ 8,37¢ 20,27: 15,82«
Managed technology solutiol 4,19: 4,60( 8,24¢ 8,99
All other 63C 657 1,207 1,30z
Corporate activitie: 202 20C 40z 40C
Capcos 10€ 38 21C 89
Total reportable segments 38,53( 37,31¢ 75,03: 71,73¢
Eliminations (402 (309 (817) (587)
Consolidated Total $ 38,12¢ $ 37,01 $ 74,21F $ 71,15t
Inter -Segment Revenu
Electronic payment processi $ 1,131 $ 80z $ 2,04¢ $ 1,52¢
Small business financ 13C 152 28t 27¢
Managed technology solutiol 14¢ 117 294 264
All other 413 41€ 841 822
Corporate activitie: 982 1,04C 1,98: 2,04:
Capcos 19€ 217 38¢€ 422
Total reportable segments 3,007 2,74¢ 5,83t 5,35¢
Eliminations (3,007%) (2,746 (5,83%) (5,35%)
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxe
Electronic payment processil $ 2,162 $ 2,46t $ 3,88( $ 4,30(
Small business financ 3,874 2,03( 6,56¢ 4,20
Managed technology solutiol 921 1,04z 1,672 1,93
All other (307 (439 (699 (907)
Corporate activitie: (4,097 (1,929 (6,279 (3,877)
Capcos (189 (299 (459 (580)
Total reportable segments 2,37¢ 2,881 4,68( 5,08:

Eliminations (87 — (17%) —

Totals $ 2,28¢ $ 2,881 $ 4,50t $ 5,08:
Depreciation and amortization
Electronic payment processi $ 58 $ 91 $ 12C $ 204
Small business financ 41€ 29t 787 56€



Managed technology solutiol 33C
All other 51
Corporate activitie: 37
Capcos 1

Totals $ 89¢€
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As of

As of December 31
June 30,

Identifiable assets 2014 2013
Electronic payment processing $ 7,445 $  9,06(
Small business financ 162,21¢ 156,44
Managed technology solutiol 12,50¢ 12,027
All other 3,45¢ 3,82¢
Corporate activitie: 8,43¢ 9,351
Capco 6,83¢ 7,89¢€
Consolidated Total $200,89! $ 198,61:
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Introduction and Certain Cautionary Statements

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

The statements in this Quarterly Report on FornQLByay contain forward-looking statements relatiagtich matters as anticipated future
financial performance, business prospects, legigadevelopments and similar matters. The Privau8ties Litigation Reform Act of 19!
provides a safe harbor for forwa-looking statements. In order to comply with thente of the safe harbor, we note that a varietyaofdrs
could cause our actual results to differ materidiym the anticipated results expressed in the éodalooking statements such as intensified
competition and/or operating problems in its opargtbusiness projects and their impact on reveraresprofit margins or additional facto
as described in the Company’s Annual Report on FODrK.

Our Capcos operate under a different set of rutesach of the six jurisdictions which place varyieguirements on the structure of our
investments. In some cases, particularly in Lowiajave don't control the equity or management qéialified business but that cannot
always be presented orally or in written presertas.

Executive Overview

For the quarter ended June 30, 2014, the Compa@uytesl income before income taxes of $2,289,0@5%2,000 or 21% decrease from
$2,881,000 for the same quarter of 2013. Net incdeteeased to $1,378,000 in the second quarted1ef #om $1,701,000 in the same
quarter of 2013. The decline in both income befoceme taxes and net income was primarily attribletéo the expensing of the remaining
debt discount and deferred financing costs relaidde Note payable to Summit Capital Partnersciwvhésulted in a charge to operations for
the three and six months ended June 30, 2014 80$1000. This refinancing will reduce the Compangterest expense significantly as the
Summit debt was at a 15% interest rate and theteewloan with Capital One is at Prime plus 250%pseints. Total revenues increased by
$1,117,000 to $38,128,000 from $37,011,000 fomtarter ended June 30, 2014, due primarily to ased revenues in the Small business
finance segment.

In Electronic payment processing, the segment hdeteease in revenue primarily due to lower aveméng recorded in the current quar
Segment revenue decreased by 1% due to compgtittiag considerations, particularly for larger pessing volume merchants, as well as
normal attrition on previously acquired portfoli@ur processing margin, or processing revenuepiegsessing costs, decreased 0.8% in the
current quarter compared with the same quarte@182In the Small business finance segment, tla¢ votume of loan originations decreased
slightly to $42,557,000 in loans funded during seeond quarter of 2014 compared with $42,825,0@0aryear ago quarter. Our aggregate
servicing portfolio increased by 65%, the majodfywhich was attributable to growth in our thirdriyaservicing portfolio which more than
doubled in volume to over $508,575,000 at JuneB8@4. Total servicing fee income improved by 70#réasing to $2,658,000 in the curr
quarter compared with $1,559,000 for the three moehded June 30, 2013. Interest income also isedday 35% as a result of the average
outstanding performing portfolio of SBA loans hé&bd investment, which increased by $32,319,000 ¢tversame quarter of 2013. Overall,
the lending segment had a 91% increase in incoffoeebmcome taxes for the second quarter of 20dpesed with the three months ended
June 30, 2013.

Managed technology solutions segment revenue detday 9% for the three months ended June 30, 38hde the segment realized an
increase in the average monthly revenue per pghentotal number of web hosting plans continuedetdide during the second quarter of
2014. Competition from other webhosting providessvell as alternative services continued to hawegative impact on this segment of our
business. In the All Other segment, total revere@ehsed by 4% for the three months ended Jur03@,compared with the same period in
2013, due to a decline in insurance commissionmeg@rimarily on benefits-type policies as welbas forced placed book of business. The
decrease in revenue was offset by further redustioexpenses, primarily in salaries and other géraad administrative costs, which
resulted in a 31% improvement in segment loss bdfarome taxes. The loss in our Corporate act&vggment increased by $2,167,000, the
majority of which was attributable to a $1,905,@b@rge to operations for the deferred financingscasd debt discount remaining on the
Summit line of credit at the time of refinancingGapital One.

On June 26, 2014, the Company entered into a fear $20,000,000 credit agreement with Capital ®i#econsisting of a $10,000,000 term
loan and a revolving line of credit of up to $1@ADO. The purpose of the new facilities was tineefce the Company’s existing debt from
Summit Partners Credit Advisors, L.P., payoff therent portion of the NTS loan, and for general kirog capital purposes.
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Business Segment Results:

The results of the Company’s reportable segmemtthéthree and six months ended June 30, 2012@h8l are discussed below:

Electronic Payment Processing

Three months
ended June 30

(In thousands). 2014 2013 $ Change % Change
Revenue
Electronic payment processi $23,16: $23,44¢ $ (289 (1)%
Interest incomi — 1 D (2100%
Total revenu 23,16 23,44. (289) ()%
Expenses
Electronic payment processing cc 19,56 19,61¢ (53) —
Salaries and benefi 1,02¢ 882 14€ 17%
Professional fee 8% 7C 15 21%
Depreciation and amortizatic 59 91 (32 (39)%
Insurance expens related party 12 12 — —
Other general and administrative cc 254 311 (57) (18)%
Total expense 21,00: 20,98: 19 —
Income before income tax $ 2,162 $ 2,46¢ $ (309 (12)%

Three Months Ended June 30, 2014 and 2013

Electronic payment processing (“EPP”) revenue dexzd $283,000 or 1% between years. The decreasesrefostly to lower average
pricing between years due to competitive pricingsiderations, particularly for larger processinguwmee merchants, partially offset by a 0.
increase in portfolio volume. In addition, a dese@ the number of merchant transactions, asasetixpected attrition in previously acqui
portfolios between years, contributed to the decliear over year.

Processing revenues less electronic payment piogesssts (“margin”) decreased from 16.3% in 20315.5% in 2014. The decrease in
margin was mainly due to price compression, pdaityfor larger processing volume merchants. ONettze decrease in margin dollars was
$230,000 between years.

Salaries and benefits increased $146,000, or 1teke years. Contributing to the increase was tioelarated vesting of a stock award t
executive which contributed $72,000 of the increésaddition, the Company hired additional sehéwel staff in 2014, which resulted in
overall higher salaries, payroll taxes and benefigpproximately $57,000 for the three months entlene 30, 2014. Also contributing to the
increase year over year was a $20,000 decreaswiitalized salaries, which increased salary exptarsthe current period, and will decrease
depreciation and amortization over the future sergeriod.

Professional fees increased $15,000, or 21% betyeans due to an increase in legal fees of $55@arily attributable to the FTC
complaint and remediation costs, partially offsglreduction in consulting fees which resultedniyairom the reversal of a prior year
accrual of $45,000. Depreciation and amortizatiecrdased $32,000 between periods as the resukwabpsly acquired portfolio intangible
assets becoming fully amortized between periodmdRang costs decreased $57,000 or 18% betwees gearto a decrease in marketing
expense of $76,000, partially offset by an increas#fice expense of $22,000.

Income before income taxes decreased $303,00@%r tb $2,162,000 in 2014, from $2,465,000 in 2018 decrease was principally dus
the decline in the dollar margin of operating raxenless electronic payment processing costs @f,828, as well as a net increase in other
operating expenses between years.
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Six months
ended June 30:
(In thousands): 2014 2013 $ Change % Change
Revenue
Electronic payment processi $44,69( $45,12: $ (439 ()%
Interest incomi 1 3 (2) (67)%
Total revenu 44,69: 45,12¢ (435) ()%
Expenses
Electronic payment processing ca 37,91 37,88 26 —
Salaries and benefi 1,96t 1,86¢ 101 5%
Professional fee 201 217 (16) (7%
Depreciation and amortizatic 12C 204 (84) (4%
Insurance expens related party 24 25 1) (4%
Other general and administrative cc 58¢ 62¢ (42) (7)%
Total expense 40,81 40,82¢ (15) —
Income before income tax $ 3,88( $ 4,30( $ (420 (10)%

Six Months Ended June 30, 2014 and 2013

EPP revenue decreased $433,000 or 1% between Reaenue decreased primarily due to lower averagimg between years due to both
competitive pricing, particularly for larger prosésy volume merchants, partially offset by a 1% éase of portfolio volume. Processing
volume was favorably impacted by an increase iratrerage monthly processing volume per merchaB%®between periods and an increase
in the number of merchant transactions. Howevercgssing volume was unfavorably impacted by a dsera the average number of
processing merchants between periods of 3%.

Processing revenues less electronic payment piogesssts (“margin”) decreased from 16.0% in 201.35.2% in 2014. The decrease in
margin is mainly due to competitive pricing consa®ns, particularly for larger processing volumerchants. Overall, the decrease in
margin dollars was $459,000 between years.

Salaries and benefits increased $101,000 or 5%eeetwears principally as a result of an increasgdok compensation in the amount of
$97,000. In addition, the Company hired seniorllev@nagement and increased salaries for customeacagersonnel, which resulted in
higher salaries and payroll taxes in the amou$86f,000 between years. This increase was partéffet by an increase capitalized salaries
during the six months ended June 30, 2014 of $D7 &) compared to the same period one year agaryRalst related to the development of
internally developed software are capitalized asd eesult decreases salary expense and incregesidtion and amortization expense ¢
the future service period. Finally, the Company hadduction in health insurance and employee literaf$28,000 between years.

Professional fees decreased $16,000, or 7% betyesgra. This decrease was mainly the result of higbsts incurred in 2013, which were
attributable to remediation costs related to thergl-back losses incurred in 2012 associated wgtloap of merchants and the actions of a
former senior executive at NMS in the amount of $000. This decrease was offset by an increasgm fees in 2014 of $71,000
attributable to the FTC complaint and remediatiosts. In addition, there was a reduction in 201donsulting fees which resulted mainly
from a reversal of a prior year accrual of $45,000.

Depreciation and amortization decreased $84,000dget periods as the result of previously acquiatfgio intangible assets becoming
fully amortized between periods. Remaining costsefsed $42,000 or 6% between years principallt@aedecrease in marketing of
$55,000 between years.

Income before income taxes decreased $420,00@%r tb $3,880,000 in 2014, from $4,300,000 in 2018 decrease was principally dus
the lower average pricing between years due to tathpetitive pricing, particularly for larger praseng volume merchants, partially offset
by a 1% increase of portfolio volume.
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Small Business Finance

Three months
ended June 30:

(In thousands):. 2014 2013 $ Change % Change
Revenue
Premium incomu $ 4,99: $4,931 $ 55 1%
Servicing fee~ NSBF portfolio 91t 66€ 24¢ 37%
Servicing fee- third party portfolio 1,74:% 89:¢ 85C 95%
Interest incomi 1,56¢ 1,162 402 35%
Other income 1,021 71€ 303 42%
Total revenu 10,23¢ 8,37¢ 1,86( 22%
Net change in fair value ¢
SBA loans held for sal (65) (22) (44) (210%
SBA loans held for investme 182 (750 93:< 124%
Total net change in fair valt 11¢ (771) 88¢ 115%
Expenses
Salaries and benefi 2,49 2,004 49¢ 25%
Interest 1,61t 1,32 292 22%
Professional fee 25k 21t 40 19%
Depreciation and amortizatic 41¢€ 29t 12: 42%
Provision for loan losse 13¢ 20¢ (70 (33%
Other general and administrative cc 1,55¢ 1,52¢ 27 2%
Total expense 6,48( 5,57¢ 90¢ 16%
Income before income tax $ 3,87« $2,03( $ 1,84« 91%

Business Overview

The Small business finance segment is compris®S&F which is a non-bank SBA lender that originasedls and services loans for its own
portfolio as well as portfolios of other instituti®, and NBC which provides accounts receivablenfiiry and billing services to businesses.
Revenue is derived primarily from premium incomeeated by the sale of the guaranteed portion8#fI8ans, interest income on SBA
loans held for investment and held for sale, sergifee income on the guaranteed portions of SB¥dosold, servicing income for loans
originated by other lenders for which NSBF is thevger, and financing and billing services, cléisdias other income above, provided by
NBC. Most SBA loans originated by NSBF charge dariest rate equal to the Prime rate plus an additipercentage amount; the inter

rate resets to the current Prime rate on a mowthéuarterly basis, which will result in changeghe amount of interest accrued for that
month and going forward and a re-amortization lafaen’s payment amount until maturity.

Accounting Policy

On October 1, 2010, the Company elected to utilieefair value option for SBA 7(a) loans fundedasrafter that date. For these fair value
loans, premium on loan sales equals the cash pnerid the value of the servicing asset paid bythehaser in the secondary market, the
discount created on the unguaranteed portion flensale which formerly reduced premium income i& imeluded in the fair value line ite
and, by not capitalizing various transaction expsnthe salaries and benefits and loan procesgpense lines portray a value closer to the
cash cost to operate the lending business. The @wynses a discounted cash flow model to measar&aithvalue of performing loans held
for investment. If a loan measured at fair valusulbbsequently impaired, then the fair value ofitia® is measured based on the present value
of expected future cash flows discounted at the'tomarket interest rate, or the fair value of tbh#ateral if the loan is collateral dependent.
The significant
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unobservable inputs used in the fair value measeméwf the impaired loans involve management’s foelgt in the use of market data and
third party estimates regarding collateral valiBasch estimates are further discounted by 20% - ®0féflect the cost of liquidating the
various assets under collateral. Any subsequentases or decreases in any of the inputs wouldt iasaicorresponding decrease or increase
in the allowance for loan losses or fair value BA3oans, depending on whether the loan was ortgoharior or subsequent to October 1,
2010. Because the loans bear interest at a varnatdeNSBF does not have to factor in interest risk.

Consideration in calculating the allowance for lé@sses includes past and current loss experiencent portfolio composition, future
estimated cash flows, and the evaluation of reatesnd other collateral, as well as current egooconditions. For all loans originated on
or prior to September 30, 2010, management peridariean-by-loan review of the estimated uncollgetportion of non-performing loans;
subsequent to September 30, 2010, management teggading all loan originations on a fair value ibaghich requires a valuation reducti
of the unguaranteed portion of loans held for itwmest to a level that takes into considerationreifosses. This valuation reduction is
reflected in the line item above: Net Change irr Mailue of SBA Loans Held for Investment.

Small Business Finance Summary

Three months Three months
ended June 30, 201 ended June 30, 201
(In thousands): # Loans $ Amount # Loans $ Amount
Loans sold in the quart 43 $ 33,36¢ 35 $ 32,81:
Loans originated in the quart 49 $ 42,557 38 $ 42,82¢
Premium income recognizt — $ 4,99 — $ 4,93i
Average sale price as a percent of principal badthg 112.5% 112.5%

(1) Premiums greater than 110.00% must be spli®@ith the SBA. The premium income recognized &aflects amounts net of split
with the SBA.

For the three months ended June 30, 2014, the Gonrpaognized $4,992,000 of premium income fronto&®is sold aggregating
$33,368,000 as compared with $4,937,000 of prenmamme from 35 loans sold aggregating $32,817,00@he three months ended
June 30, 2013. Premiums on guaranteed loan sadeaged 112.57% with 1% servicing for the quartetegnJune 30, 2014 compared with
112.53% with 1% servicing for the quarter endecedd3®, 2013.

Three months
ended June 30

(In thousands): 2014 2013 $ Change % Change

Total NSBF originated servicing portfolio ( $ 549,96! $413,82: $136,14« 33%
Third party servicing portfolic 508,57! 226,02( 282,55! 125%
Aggregate servicing portfoli $1,058,54. $639,84« $418,69¢ 65%
Total servicing incom— NSBF originated portfolic $ 91t $ 66€ $  24c¢ 37%
Total servicing incom~ third party portfolios 1,74% 893 85( 95%
Total servicing incom $ 2,65¢ $ 1,55¢ $ 1,09¢ 70%

(2) Of this amount, the total average NSBF origedgbortfolio earning servicing income was $409,888,and $303,614,000 for the three
months ended June 30, 2014 and 2013, respect

We are the contractor managing and servicing paofof SBA 7(a), USDA and other loans acquiredty FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. Our existing servidawilities and personnel perform these
activities supplemented by contract workers as ege@he size of the portfolio we will service foet
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FDIC, and thus the revenue earned, varies overdimiedepends on the level of bank failures ancshéeels of the FDIC in managing
portfolios acquired from those banks as well asstiecess of being able to sell such portfolios.dMainued to add third party loan servicing
contracts in 2014, for both the FDIC and otherdiparties.

The $1,099,000 increase in total servicing incoras attributable primarily to the increase in FDB2vicing income of $886,000 as a result
of the addition in November 2013 of an additionaitfolio, which we service for the FDIC patrtiall§feset by a decline in other third party
loan servicing income of $34,000 period over periite average third party servicing portfolio iresed from $165,470,000 for the three
month period ended June 30, 2013 to $516,564,00iéosame three month period in 2014. Servicieg feceived on the NSBF portfolio
increased by $249,000 period over period and vtabutiable to the expansion of the NSBF origingtedfolio on which we earn servicing
income. The portfolio increased from an averagg3@3,614,000 for the three month period ending B013 to an average of
$409,833,000 for the same three month period i 20lis increase was the direct result of incredsad originations throughout 2013 and
into 2014.

Interest income increased by $403,000 for the threpth period ended June 30, 2014 as comparee tgathe period in 2013. This increase
was attributable to the average outstanding peifarmortfolio of SBA loans held for investment irasing from $67,885,000 to
$100,204,000 for the quarters ended June 30, 20d 2@14, respectively.

Other income increased by $303,000 for the threetimperiod ended June 30, 2014 as compared t@the period in 2013. The increase
primarily attributable to an increase in consultiegenue earned in connection with FDIC-relatedramts of $283,000.

The decrease in the change in fair value loss @sdowvith SBA loans held for sale of $44,000 isted to the amount of unsold guaranteed
loans during a period, the timing of when thosenfosell and the change in premium being receivetthase loans. The amount of unsold
guaranteed loans decreased by $554,000 at Ju2@BOcompared with March 30, 2014, while there awdscrease of $75,000 in unsold
guaranteed loans at June 30, 2013 compared to N3ar2013.

The increase in the change in fair value on SBAddzeld for investment of $933,000 is the resuliofncrease in the weighted average
remaining term on the portfolio which increased &7 years at June 30, 2014 compared with 15.&alune 30, 2013. Additionally, loans
originated, held for investment aggregated $9, @2 dmpared to $10,335,000 for the quarters endeel 30, 2014 and 2013, respectively.
During 2013 and 2014, we applied a discounted flashmethodology resulting in a decrease in theigibn adjustment applied of 7.5% of
total principal as of June 30, 2013, to 5.30% ddltprincipal as of June 30, 2014.

Salaries and benefits increased by $493,000 priyrduie to the addition of staff in all departmer@®mbined headcount increased by 30%
from 74 employees at June 30, 2013 to 96 emplogedsne 30, 2014.

Interest expense increased by $292,000 for theequamded June 30, 2014 compared with the samedo@r2013. NSBF experienced an
increase in interest expense of $226,000 in coioreatith the closing of the 2013 securitizatiomsaction in December 2013 coupled with
an increase of $105,000 related to the Capital ideeof credit which increased from an average tamiding balance of $6,954,000 for the
quarter ended June 30, 2013 to $19,601,000 fosahee period in 2014. NBC experienced a decreaséeirest expense of $29,000 due to
lower borrowing under the Sterling line which dexsed from an average outstanding balance of $&087or the quarter ended June 30,
2013 to an average outstanding balance of $5,704dGhe quarter ended June 30, 2014.

Professional fees for the quarter ended June 30} R@reased by $40,000 when compared with thetguanded June 30, 2013, primarily
to an increase in accounting fees of $24,000 andcse trustee fees of $18,000.
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Loan Loss Allowance and Fair Value Discount

Three months
ended June 30:

(In thousands): 2014 2013 $ Change % Change

Total loan loss allowance and fair value discobeginning of periot $ 7,74¢ $ 6,30 $ 1,44 23%
Provision for loan losse 13¢ 20¢ (70 (33%
Fair value discount, loans held for investm (183) 75C (939 (129)%
Charge offs, Ne (375) (664) 28¢ (44)%
Total reserves and fair value discount, end ofquk $ 7,33 $ 6,602 $ 72¢ 11%
Gross portfolio balance, end of peri $112,34¢ $78,62: $33,72] 43%
Total impaired nonaccrual loans, end of pel $ 9,47 $ 6,018 $ 3,45¢ 58%

The combined provision for loan losses and net gbam fair value of loans held for investment desed from $959,000 for the three months
ended June 30, 2013 to $(44,000) for the samega@aria014, a net decrease of $1,003,000. The allowéor loan losses, together with the
cumulative fair value adjustment related to the 98#ns held for investment, increased from $6,60@,0r 8.4% of the gross portfolio
balance of $78,622,000 at June 30, 2013, to $0880pr 6.5% of the gross portfolio balance of $349,000 at June 30, 2014. Of this,
$1,786,000 or 27.1% and $1,853,000 or 25.3% ohliogvance for loan losses and fair value discouss wllocated as specific reserve age
such impaired non-accrual loans, for the 2013 didlDeriods, respectively.

In determining the net change in fair value of laeld for investment for the quarter ended Jun@304, the Company used a discounted
cash flow model which incorporated a series of etgubfuture cash flows for the performing SBA 7A¢@an portfolio, and discounts those
cash flows at a market clearing yield of 5.38%. Kbg assumptions used in the model are considaredservable inputs and include
anticipated prepayment speeds, cumulative defatdsy the cost of loan servicing, and Prime rapeetations. The Company used an
assumed prepayment speed of 15% based on currekgtraanditions and historical experience for than portfolio, against a prepayment
curve developed from NSBF historical experienceaiculate expected loan prepayments in a given yfaults are defined as any loan
placed on non-accrual status as of June 30, 20felclimulative default rate, defined as the perotltan balance that will enter final
liquidation in a given year, was estimated to b&28&nd was derived from NSBF historical experieffte2 mix of NSBF'’s loan portfolio
continues to shift from start-up businesses, td@manately existing businesses. Our historical uléfand loss rates demonstrate that this
particular segment (i.e. Existing Business) of 8B loan portfolio continues to experience the letwate of defaults and ultimate losses
over our nine year history of originating loans. &itcomputing the cumulative default rate to be iapgpb the performing portfolio loan
balances, the Company excluded the last three peariginations as those loans have not seasoeed kie discounted cash flow analysis
resulted in a price equivalent of 94.7% of the ggaount on our loans held for investment.

The increase of loan originations combined withrioyements in servicing, and interest, generatethéywddition to and enhanced
performance of the portfolio as well as an incraaghird party servicing, were sufficient to offselditional salaries, servicing, interest and
origination expenses. The resulting pretax incofrfe3¢874,000 was a 91% improvement over the sanee tmonth period in 2013.
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Six months
ended June 30:
(In thousands): 2014 2013 $ Change % Change
Revenue
Premium incom $10,12¢ $ 9,19¢ $ 93¢ 10%
Servicing fee- NSBF portfolio 1,74¢ 1,28( 46€ 36%
Servicing fee- third party portfolio 3,531 1,74C 1,79% 102%
Interest incom 3,122 2,17 952 44%
Other income 1,73¢ 1,43¢ 301 21%
Total revenue 20,27 15,82 4,44¢ 28%
Net change in fair value @
SBA loans held for sal (149 23¢ (377) (162)%
SBA loans held for investme (1,009 (1,38)) 37¢ (2%
Total net change in fair valt (1,147 (1,149 1 — %
Expenses
Salaries and benefi 4,76: 3,80¢ 954 25%
Interest 3,20( 2,54( 66C 26%
Professional fee 50¢ 52C (12 (2%
Depreciation and amortizatic 787 56€ 221 3%
Provision for loan losse (67) 327 (399 (120%
Other general and administrative cc 3,371 2,711 66C 24%
Total expense 12,56 10,47: 2,08¢ 20%
Income before income tax $ 6,56¢ $ 4,204 $ 2,361 56%
Small Business Finance Summary
Six months Six months
ended June 30, 2014 ended June 30, 2013
(In thousands). # Loans $ Amount # Loans $ Amount
Loans solc 86 $ 68,32: 69 $ 57,927
Loans originates 92 $ 88,16¢ 72 $ 77,65:
Premium income recognizt $ 10,12¢ $  9,19¢
112.4% 113.1%

Average net sale price (

(3) Premiums greater than 110.00% must be spl®@ith the SBA. The premium income recognized &aflects amounts net of split
with the SBA.

For the six months ended June 30, 2014, the Comaognized $10,129,000 of premium income fromd&hs sold aggregating
$68,322,000. During the first half of 2013, the Gramy recognized $9,196,000 of premium income fr@npé@ns sold totaling $57,927,000.
The increase in premium income is the result dhareased number of loans sold and is partiallgeifby a decrease in average premium
period over period. Premiums on guaranteed loassaleraged 112.14% with 1% servicing for the sixtins ended June 30, 2014 as
compared with 113.17% with 1% servicing for the signths ended June 30, 2013.
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Servicing Portfolios and related Servicing Income

Six months
ended June 30:
(In thousands): 2014 2013 $ Change % Change
Total NSBF originated servicing portfolio ( $ 549,96¢ $413,82: $136,14- 33%
Third party servicing portfolit 508,57! 226,02( 282,55! 125%
Aggregate servicing portfoli $1,058,54. $639,84- $418,69¢ 65%
Total servicing incom— NSBF originated portfolic $  1,74¢ $ 1,28( $ 46€ 36%
Total servicing incom-~ third party portfolic 3,53 $ 1,74C 1,79i 102%
Total servicing incom $ 5,28¢ $ 3,02( $ 2,26: 75%

(4) Of this amount, total average NSBF originatedfplio earning servicing income was $396,427,880 $290,682,000 for the six month
period ended June 30, 2014 and 2013, respecti

We are the contractor managing and servicing pafof SBA 7(a), USDA and other loans acquirediy FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. Our existing servidawailities and personnel perform these
activities supplemented by contract workers as egetihe size of the portfolio we will service foetFDIC, and thus the revenue earned,
varies and depends on the level of bank failurestae needs of the FDIC in managing portfolios @&egufrom those banks as well as the
success of being able to sell such portfolios. \WWfinued to add third party loan servicing contsant2014, for both the FDIC and other tt
parties.

Servicing fees received on the NSBF portfolio iased by $466,000 period over period and was ataibel to the expansion of the NSBF
portfolio in which we earn servicing income, whidereased from an average of $290,682,000 forithmenth period ending June 30, 2013
to an average of $396,427,000 for the same six Impartiod in 2014. This increase was the directlte$uncreased loan originations
throughout 2013 and the first six months of 2014ird party servicing income increased by $1,797,800 was attributable primarily to the
increase in FDIC servicing income of $1,770,000e @kerage FDIC serviced portfolio, increased frdfd3428,000 as of June 30, 2013 to
$435,422,000 as of June 30, 2014.

Interest income increased by $952,000 for the sirtims ended June 30, 2014 as compared to the saind pm 2013 as a result of the
average outstanding performing portfolio of SBAredeld for investment increasing from $63,804,@0$97,222,000 for the six months
ended June 30, 2013 and 2014, respectively.

Other income increased by $301,000 for the six oetded June 30, 2014 as compared to the samd pef013. This increase is
attributed to an increase in NSBF and SBL otheonme of $554,000 which was driven by increases ofahing income of $323,000 and
other fee related income of $194,000, partiallseffby a decrease in NBC income of $245,000 whiah dviven by a decline in receivable
income of $123,000 and other fee related incon#1afl,000.

The decrease in the change in fair value loss &sdowvith SBA loans held for sale of $377,000ekted to the amount of unsold guaranteed
loans during a period, the timing of when thosentosell and the change in premium being receivetth@se loans. The amount of unsold
guaranteed loans decreased by $1,286,000 forxtheaith period ended June 30, 2014, while thereamascrease of $1,691,000 in unsold
guaranteed loans for the six month period ended 30n2013.

The decrease in the change in fair value loss ok I88ns held for investment of $378,000 is the Itesfuan increase of $389,000 due to
reclassification of loan losses to fair value digaip During 2013 and 2014, we applied a discounssth flow methodology resulting in a
decrease in the valuation adjustment applied dfoobtotal principal as of June 30, 2013, to 5.3@R#otal principal as of June 30, 2014.
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Salaries and benefits increased by $954,000 priyrduie to the addition of staff in all departmer@®mbined headcount increased by 30%
from an average of 71 for the six months ended 30n2013 to an average of 92 for the six monthiedune 30, 2014.

Interest expense increased by $660,000 for thmeiths ended June 30, 2014 compared with the sareEpn 2013, due primarily to the
2013 closing of the securitization transactionsclitincreased interest at NSBF by $640,000 and diti@ohl $72,000 increase related to the
Capital One line of credit which increased fromaaerage outstanding balance of $10,905,000 fosithmonths ended June 30, 2013 to
$17,462,000 for the same period in 2014. Theseasas were partially offset by a $52,000 reduc®NBC decreased the outstanding
borrowings under the Sterling line from an averbgknce of $7,978,000 at June 30, 2013 to $5,90400une 30, 2014.

Loan Loss Allowance and Fair Value Discount

Six months
ended June 30

(In thousands): 2014 2013 $ Change % Change

Total loan loss allowance and fair value discobeginning of periot $ 6,82 $ 6,092 $ 73C 12%
Provision for loan losse (67) 327 (399 (120%
Fair value discount, loans held for investm 1,00 1,381 (379%) 27%
Charge offs (net of recoverie (428) (1,199 77C 64%
Total reserves and fair value discount, end ofquk $ 7,33 $ 6,602 $ 72¢ 11%
Gross portfolio balance, end of peri $112,34¢ $78,62: $33,72] 43%
Total impaired nonaccrual loans, end of pel $ 9,47 $ 6,01: $ 3,45¢ 58%

The combined provision for loan loss and net chandair value decreased from $1,708,000 for tlxensdnths ended June 30, 2013 to
$936,000 for the same period in 2014, a net deereB$772,000 period over period. The allowancddan loss together with the cumulative
adjustment related to SBA loans held for investniecrteased from $6,602,000 or 8.4% of the grostgar balance of $78,622,000 at

June 30, 2013 to $7,330,000 or 6.5% of the grossatio balance of $112,349,000 at June 30, 20Ms Tecrease in reserve percentage also
reflects the positive performance of the portfolid.this, $1,786,000 or 27.1% and $1,853,000 o8%bof the allowance for loan losses and
fair value discount was allocated as specific resagainst such impaired non-accrual loans, fo2@13 and 2014 periods, respectively. The
year over year reduction in n-performing loans as a percentage results frommgmavement in the overall economic climate. Ther yaaer
year reduction in the specific reserve reflectditibe relatively high level of overall collateraltion on the nc-performing portfolio as well

as the increase in the portion of that portfolicking periodic payments pending return to perfornstagus, reducing the need for a specific
reserve at this time.

In determining the net change in fair value of laeld for investment for the quarter ended Jun€304, the Company used a discounted
cash flow model which incorporated a series of etgubfuture cash flows for the performing SBA 7A¢@n portfolio, and discounts those
cash flows at a market clearing yield of 5.38%. Kbg assumptions used in the model are considareldservable inputs and include
anticipated prepayment speeds, cumulative defatdsy the cost of loan servicing, and Prime rapeetations. The Company used an
assumed prepayment speed of 15% based on currekgtraanditions and historical experience for than portfolio, against a prepayment
curve developed from NSBF historical experienceaiculate expected loan prepayments in a given yafaults are defined as any loan
placed on non-accrual status as of June 30, 20felclimulative default rate, defined as the peroklaan balance that will enter final
liquidation in a given year, was estimated to b&28&nd was derived from NSBF historical experieifte2 mix of NSBF'’s loan portfolio
continues to shift from start-up businesses, td@manately existing businesses. Our historical uléfand loss rates demonstrate that this
particular segment (i.e. Existing Business) of 8BA loan portfolio continues to experience the lstvate of defaults and ultimate losses
over our nine year history of originating loans. &itcomputing the cumulative default rate to be iappb the performing portfolio loan
balances, the Company excluded the last three peariginations as those loans have not seasoeed kie discounted cash flow analysis
resulted in a price equivalent of 94.7% of the ggaount on our loans held for investment.

37



Table of Contents

Other general and administrative costs increase®bb®,000 when compared to the comparable peritidegbrior year. The increase was
attributed to increases in loan origination andisérg costs of $286,000, loan recovery expensekl68,000 and marketing expenses of
$138,000 for the six-month period ended June 30420

The increase of loan originations and the sizénefptortfolio, combined with improvements in intdénesome, generated by the addition to
and enhanced performance of the portfolio, werficseifit to offset additional salaries, servicinglasrigination expenses. The resulting prt
income of $6,565,000 for the six months ended Bh&014 was a 56% improvement over pretax incoin$d 204,000 for the six months
ended June 30, 2013.
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Managed Technology Solutions

Three months
ended June 30:

(In thousands):. 2014 2013 $ Change % Change
Revenue
Web hosting and desi¢ $4,19: $4,60( $ (407 (9)%
Expenses
Salaries and benefi 1,35(C 1,362 (12 ()%
Interest 14 6 8 13%%
Professional fee 11E 114 1 1%
Depreciation and amortizatic 33C 33€ (6) (2%
Other general and administrative cc 1,46: 1,74( (277) (16)%
Total expense 3,272 3,55¢ (28¢€) (8)%
Income before income tax $ 921 $1,04: $ (12)) (12)%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain web.dRevenue between periods
decreased $407,000, or 9%, to $4,193,000 in 204t4l Tevenue related to web design remained unathbgtween years. The decrease in
web hosting revenue is the result of a decreatiesimverage monthly number of total plans by 5@&762% between periods to 40,103 plans
in 2014, from 45,779 plans in the second quart@04f3. Partially offsetting the decrease in revemae an increase in the average monthly
revenue per plan of 3% to $32.77 in 2014 from $31n72013, which reflects a growth in customerschasing higher cost plans including
additional options and services. The average mpmilinber of dedicated server plans in 2014, whifegate a higher monthly fee versus
shared hosting plans, decreased by 365 plans hefezods, or 29%, to an average of 894 plans fraraverage of 1,259 in 2013. The
average monthly number of shared hosting plansarsécond quarter of 2014 decreased by 5,249 %y th?an average of 38,595 from
43,844 in 2013. The average number of cloud ingmdecreased by 62 to an average of 614 from 6Z618. Competition from other web
hosting providers as well as alternative websitgises continued to have an overall negative eféeciveb hosting plan count and revenue
growth between periods. The net decrease of $407r0@eb hosting and design period over period effset by revenue earned on the
completion of a project in the amount of $241,000the 2014 period.

It continues to be management’s intent to increagenues and margin per plan through higher cakvalue service offerings to customers,
although this may result in a lower number of planglace overall. Management has broadened thep@owis focus beyond the Microsoft
web platform by now providing its platform capatids to include open source web applications whibe become increasingly attractive to
web developers and resellers.

Total expenses of $3,272,000 for the three montded June 30, 2014 decreased $286,000, or 8% H8¢H®8,000 in 2013. Net MTS
segment salaries and benefits in 2014 decrease@(klar 1% between years to $1,350,000. Gross Mil&Biss and benefits are subject to
project capitalization accounting rules and are alfcated out to other Newtek segments deperatinipe nature of work performed by M
for such other segments. Gross MTS salary costeased by $61,000 or 5% due to an increase inviérage salary of 5% between years,
while benefit costs decreased by $59,000 betwearsyBepreciation and amortization decreased $&860een years to $330,000 due to
timing of 2014 planned capital expenditures. Otiameral and administrative costs decreased $27b@&®@&en years due primarily to the
decrease in licenses primarily relating to Micrésafrvers in the amount of $86,000 due to the dserén plans. In addition, there was a
decrease in maintenance and support costs of $EZa0@duction in marketing expenses in the amoti$45,000 and bad debt expenses of
$25,000 between years. Finally, there was a resluati processing fees due to the decrease in revierthe amount of $21,000 and a
reduction in telephone expenses and office expandbs amount of $29,000 between years.

Income before income taxes decreased by $121,0992tb,000 in 2014 from $1,042,000 in 2013. The elese in profitability was principal
due to a decline in web hosting revenue betweersygatially offset by the reduction in general aahinistrative costs between years.
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Six months ended June 30, 2014 and 2013:

Six months
ended June 30:
(In thousands):. 2014 2013 $ Change % Change
Revenue
Web hosting and desi¢ $8,24¢ $8,99/ $ (745 (8)%
Expenses
Salaries and benefi 2,60z 2,51¢ 87 4%
Interest 32 3C 2 7%
Professional fee 24¢€ 31¢ (73) (23)%
Depreciation and amortizatic 667 662 5 1%
Insurance expens related party 2 3 @ (33)%
Other general and administrative cc 3,02¢ 3,52¢ (500) (14)%
Total expense 6,57 7,051 (480 (7%
Income before income tax $1,672 $1,93i $ (265 (19)%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain wieb.dRevenue between periods
decreased $745,000, or 8%, to $8,249,000 in 204l Tevenue included a decrease in web hostingnuey of $665,000 or 8% and a
decrease in web design revenue of $80,000 betwergrds. The decrease in web hosting revenue iethét of a decrease in the average
monthly number of total plans by 5,639 or 12% betwperiods to 40,791 plans in 2014 from 46,4309iar2013. Partially offsetting the
decrease in revenue was an increase in the averagihly revenue per plan of 4% to $31.88 in 20b#f$30.62 in 2013. This reflects a
growth in customers purchasing higher cost plaokiding additional options and services. The averagnthly number of dedicated server
plans in 2014, which generate a higher monthlywfrsus shared hosting plans, decreased by 284 éefpeziods, or 22%, to an average of
1,003 from an average of 1,287 in 2013. The avenmagethly number of shared hosting plans in 2014eahksed by 5,304, or 12%, to an
average of 39,166 from 44,470 in 2013. The avenageber of cloud instances decreased by 51 to aage®f 622 from 673 in 2013. The
net decrease of $745,000 in web hosting and designd over period was offset by revenue earnetherompletion of a project in the
amount of $240,000 for the 2014 period.

It continues to be management’s intent to increagenues and margin per plan through higher cakvalue service offerings to customers,
although this may result in a lower number of planglace overall. Management has broadened thep@owis focus beyond the Microsoft
web platform by now providing its platform capatids to include open source web applications whibe become increasingly attractive to
web developers and resellers.

Total expenses of $6,577,000 in 2014 decreased @@@rom $7,057,000 in 2013. Net MTS segment &sdand benefits increased $87,000
or 4% between years to $2,602,000. Gross MTS salarid benefits are subject to project capitatinadiccounting rules and are also alloc
out to other Newtek segments depending on the @afuwork performed by MTS for such other segmeBtess MTS salary costs and
payroll taxes increased by approximately $151,08vben years due to an increase in the averagy sél@% between years, while benefit
costs and stock compensation decreased by $65¢d@@dn years. In addition, provision for bonuseseksed $23,000. Depreciation and
amortization increased $5,000 between periods 67 $80 due to capital expenditures throughout 2Btdfessional fees decreased $73,000
principally due to the decrease in web design adgmreknt revenues between periods as well as a feductcompliance fees. Other general
and administrative costs decreased by $500,008%r Hetween years. The decrease relates to licessbere was a decrease in Microsoft
servers in the amount of $152,000 between yeaddition, marketing expense decreased by $59(@tware
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maintenance and support costs decreased $58,00€ppily due to the restructuring of previous gawets in those areas, bad debt expense
decreased by $57,000 and credit card processisgifsreased by $38,000 due to lower revenue. Addily, there was a reduction in
telephone costs of $27,000 and utilities of $23,08@veen years.

Income before income taxes decreased $265,00063$000 in 2014 from $1,937,000 in 2013. The desmen profitability was principally
due to a decline in web hosting and web designlatet revenues partially offset by the reductiogémeral and administrative costs between
periods.
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All Other
Three months
ended June 30:
(In thousands):. 2014 2013 $ Change % Change
Revenues
Insurance commissiot $ 41¢€ $ 47C $ (B9 (11)%
Insurance commissiol- related party 27 41 (14) (34)%
Other income 16¢ 12¢ 40 31%
Other incom-related party 19 18 1 6%
Total revenu 63C 657 (27) (4%
Expenses
Salaries and benefi 59¢ 66C (62 (9)%
Professional fee 99 137 (38) (28)%
Depreciation and amortizatic 51 50 1 2%
Other general and administrative cc 182 24¢ (66) (2%
Total expense 931 1,09¢ (165) (15)%
Loss before income tax $(302) $ (439 $ 13¢ 31%

The All Other segment includes revenues and exgemamarily from Newtek Insurance Agency, LLC (“NTJANewtek Payroll Services
(“PAY") and qualified businesses that received stwegents made through the Company’s Capco prograrnthwannot be aggregated with
other operating segments.

In December 2012, the Company invested in Advamdiber Security Systems, LLC (“ACS”), a start-up gany formed to offer web-based
security solutions to the marketplace. ACS is anted for as a variable interest entity (“VIE”) aretorded a loss before income taxes of
$12,000 for the three months ended June 30, 2014.

Insurance commissions — related party represemntsnissions earned by NIA on policies sold to NewdeK its subsidiaries, and Other
income - related party represents fees chargedemték Payroll Services, LLC to Newtek and subsidigrall related party revenues and
expenses are eliminated upon consolidation.

Total revenue decreased by $27,000 for the threghmended June 30, 2014 primarily due to a redidti insurance commissions, which
was caused by decreases in the premiums on theaitnef benefits-type policies and on our forcecpthinsurance book. Related party
commission income also decreased as a resultezfiection in the commission rate earned on the catpdealth policies.

Salaries and benefits decreased by $62,000 fahtee months ended June 30, 2014 as compared yedh@go quarter due to the
replacement of three employees who were termirgttédte end of 2013 and were replaced throughout,28xid the reduction of two staff at
ACS. Professional fees decreased by $38,000 ioutrent quarter, the majority of which, or $24,08@s attributable to a reduction in
insurance broker commission expense and is consisith the reduction in insurance commission rexermhe remaining decrease is related
to a reduction in legal fees recorded at PAY ingher quarter related to the DPS issue. Other gé@@ad administrative cost decreased by
$66,000 in the current quarter, and includes anGE®0reduction in software licensing fees at ACBicl ceased in June 2013 concurrent
the exercise of an ownership warrant. This decreasepartially offset by a $9,000 increase in safeicensing fees at NIA.
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Six months
ended June 30:
(In thousands): 2014 2013 $ Change % Change
Revenue
Insurance commissiot $ 801 $ 914 $ (119 (12)%
Insurance commissiol- related party 74 83 9 (11)%
Other income 291 26¢ 22 8%
Other income-related part) 41 37 4 11%
Total revenu 1,207 1,30z (96) (1%
Expenses
Salaries and benefi 1,22¢ 1,327 (107 (8)%
Professional fee 20¢ 27¢€ (67) (24)%
Depreciation and amortizatic 10z 101 2 2%
Other general and administrative cc 36¢ 50C (132) (26)%
Total expense 1,90¢ 2,20¢ (29¢) (14%
Loss before income tax $ (699 $ (907) $ 202 22%

Six months ended June 30, 2014 and 2013:

Total revenue decreased by $96,000 for the six hsoeinded June 30, 2014 as compared to the samd pe@013. Insurance commission
revenue decreased by $113,000 due to a contrantibe renewal book of business, primarily on béséjpe policies, and in our force
placed insurance book. The $22,000 increase i atheme period over period, was related to PAYiclvhealized a 20% increase in the
total number of payroll clients from 387 at June 3013 to 464 at June 30, 2014.

Total expenses decreased by $298,000 period oviedpeimarily due to a $101,000 decrease in sadaaind benefits; the majority of the
decrease or $28,000, was attributable to NIA, anttipally related to the termination of three eoydes in the fourth quarter of 2013, who
were replaced throughout 2014; the remainder ofldwzease was primarily related to ACS which redwteff during 2014. Professional fees
decreased by $67,000 in the six months ended Juri2024 compared with the year ago period. The rtgjof this decrease, or $44,000, is
attributable to a reduction in insurance broker gossion expense and is consistent with the redu@tiansurance commission revenue. The
remaining decrease is related to a reduction ial s recorded in the prior quarter at PAY relatethe movement to in-house lawyers of
much of the legal costs related to the DPS lityatiOther general and administrative cost decrelagékl 32,000 period over period, and
includes a decrease of $172,000 related to softli@mesing fees at ACS, which was partially offegta $19,000 increase in software
licensing fees at NIA, and increases in softwarinteaance and processing fees at PAY for the sinthsended June 30, 2014.
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Corporate activities:

Three months
ended June 30:

(In thousands):. 2014 2013 $ Change % Change
Revenue
Management fee- related party $ 19¢ $ 19¢ $ — — %
Interest incomi 3 1 2 200%
Total revenue 20z 20C 2 1%
Expenses
Salaries and benefi 1,42: 1,461 (38) (3)%
Interest expens 1,93¢ 6 1,93( 32,16%
Professional fee 247 38t (13¢) (36)%
Depreciation and amortizatic 37 43 (6) (14)%
Insurance expens related party 15 29 (14) (48)%
Other general and administrative cc 63E 20C 43t 21&%
Total expense 4,29: 2,12¢ 2,16¢ 102%
Loss before income tax $(4,09)) $(1,929) $(2,167) (119%

The Corporate activities segment implements busieategy, directs marketing, provides technolmggrsight and guidance, coordinates
and integrates activities of the other segmentstraots with alliance partners, acquires custorpeodunities, and owns our proprietary
NewTracker™ referral system and all other intelletproperty rights. This segment includes reveang expenses not allocated to of
segments, including interest income, Capco managefee income, and corporate operating expensesseTbperating expenses consist
primarily of internal and external public accougtiexpenses, internal and external corporate legedreses, corporate officer salaries, sales
and marketing expense and rent for the principatetive offices.

Revenue is derived primarily from management fegsad from the Capcos. Management fee revenue methanchanged at $199,000 for
the three months ended June 30, 2014 comparedheitiiree months ended June 30, 2013. Managenmentihich are eliminated upon
consolidation, are expected to decline in the fuas the Capcos mature and utilize their cashCHpco does not have current or projected
cash sufficient to pay management fees, then ehdre not accrued.

Total expenses increased by $2,169,000 in the mugrearter due primarily to a $1,930,000 increaseterest expense, of which $1,905,000
was related to the closing of the new term loanlaredof credit with Capital One Bank, which wagdgdo repay Summit and the outstanding
balance on the NTS Cap One term note. The additioteest expense for the three month period tedidtom the recognition of the
unamortized debt discount on the Summit note, dlsaseghe remaining unamortized deferred finandaosgts. The refinancing of the Summit
note will greatly reduce the Company’s expensegéonward as the interest cost on the $10,000,808@ hote was reduced from 15% to
Prime plus 2.5%.

Other general and administrative costs increase®B%,000 and includes a $220,000 increase in rtiagkexpenses attributable to the
purchase of additional air time for our televisashcampaign, and the recognition in the prior meaba $244,000 reversal of an accrual
related to the favorable settlement of a contragiude in June 2013. The other general and admatiigt increase was slightly offset by a
$138,000 reduction in professional fees, and adkBBreduction in salaries and benefits period gegiod. In sum, the loss before income
taxes increased by 113% or $2,167,000 for the timeaths ended June 30, 2014, as compared to treanod in 2013, primarily due to
increased interest expense in connection with thrersit debt refinancing in the second quarter 2014.
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Six months
ended June 30:
(In thousands): 2014 2013 $ Change % Change
Revenue
Management fee- related party $ 39¢ $ 39¢ $ — — %
Interest and other incon 4 2 2 10C%
Total revenu 40z 40C 2 1%
Expenses
Salaries and benefi 2,86¢ 2,92 (58) (2)%
Interest expens 1,94¢ 12 1,93« 16,11%
Professional fee 60¢ 782 (179 (22)%
Depreciation and amortizatic 74 87 (13 (15)%
Insurance expens related party 48 55 @) (13)%
Other general and administrative cc 1,13¢ 414 721 174%
Total expense 6,681 4,27 2,40¢ 56%
Loss before income tax $(6,279) $(3,877) $(2,407) (62)%

Six months ended June 30, 2014 and 2013:

Revenue is derived primarily from management fegsad from the Capcos. Management fee revenue methanchanged at $398,000 for
the six months ended June 30, 2014 and June 38, R&lated party management fees, which are eliidhapon consolidation, are expected
to continue to decline in the future as the Capuoature and utilize their cash. If a Capco doeshawke current or projected cash sufficient to
pay management fees, then such fees are not accrued

Total expenses increased by $2,404,000 in the mugrearter due primarily to a $1,934,000 increasieterest of which $1,905,000 was
related to the closing of the new term loan and 6fcredit with Capital One Bank, which was usedepay Summit and the outstanding
balance on the NTS Cap One term note. The additiotaest expense in the current six month perésilted from the recognition of the
unamortized debt discount on the Summit note, dlsaseghe remaining unamortized deferred finandasts. The refinancing of the Summit
note will greatly reduce the Company’s expensegéonward as the interest cost on the $10,000,808@ hote was reduced from 15% to
Prime plus 2.5%.

The increase in other general and administratistsoaf $721,000 for the six months ended June @D4 2ompared with the same period in
2013 was due primarily to a $461,000 increase irketang expenses due to an increase in the amdait tme purchased for our television
ad campaign, as compared with the year ago paiatia $244,000 reversal of an accrual in the péoiod for a contract dispute which was
settled in June 2013. These increases were panididlet by a $173,000 reduction in professionakfdue to higher legal fees in the year ago
period in connection with the restatement of out22@nd 2012 financials and a $59,000 reductiorlar®es and benefits.

Loss before income taxes increased by $2,402,008R% for the six months ended June 30, 2014, axpaced to the same period in 2013,
due primarily to the increase in interest experss®aated with the Summit debt refinancing, as agln increase in marketing expense,
which were slightly offset by decreases in profesal fees, salaries and benefits, and remainingresgs.
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Capcos
Three months
ended June 30:
(In thousands):. 2014 2013 $ Change % Change
Revenue
Income from tax credit $ 14 $ 29 $ (19 (52)%
Interest incom: 89 2 87 4,35(%
Other income 3 7 (4) (57%
Total revenue 10€ 38 68 17<%
Net change in fair value ¢
Credits in lieu of cash and Notes payable in cseditieu of casl @ 7 (8) (119%
Expenses
Management fee- related party 19¢ 19¢ — — %
Interest expens 23 45 (22 (49)%
Professional fee 42 53 (11 (21)%
Other general and administrative cc 3C 41 (11) 2%
Total expense 294 33¢ (44) (13)%
Loss before income tax $(189) $(293) $ 104 35%

As described in Note 3 to the condensed consotidatancial statements (unaudited), effective Janta2008, the Company adopted fair
value accounting for its financial assets and fanariabilities concurrent with its election ofdHair value option for substantially all credits

in lieu of cash, notes payable in credits in li€gash and prepaid insurance. These are the fiabagsets and liabilities associated with the
Company’s Capco notes that are reported withirCthimpany’s Capco segment. The table above refleeteftects of the adoption of fair
value measurement on the income and expense itrowsr(e from tax credits, interest expense and arae expense) related to the revalued
financial assets and liability for the three morghsled June 30, 2014 and 2013. In addition, thetraige to the revalued financial assets and
liability for the three months ended June 30, 28dd 2013 is reported in the line “Net change invaiue of Credits in lieu of cash and Notes
payable in credits in lieu of cash” on the condensansolidated statements of income (unaudited).

The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco sdgaikknontinue to incur losses going
forward. The Capcos will continue to earn cash stiwent income on their cash balances and incurroastagement fees and operating
expenses. The amount of cash available for invadtared to pay management fees will be primarilyeshglent upon future returns generated
from investments in qualified businesses. Incoroenftax credits will consist solely of accretiontié discounted value of the declining da
amount of tax credits the Capcos will receive i filture; the Capcos will continue to incur nonkcagerest expense related to the tax
credits.

Revenue is derived primarily from non-cash inconeenftax credits, interest and dividend income. $h8,000 decrease in tax credits for the
three months ended June 30, 2014 versus the saiod pe2013 reflects the effect of the decliningldr amount of tax credits remaining in
2014. The amount of future income from tax creddtgenue will fluctuate with future interest ratetawever, over future periods through
2016, the amount of tax credits will decrease to.Z€he increase in total revenue for the threethmanded June 30, 2014 compared to the
year ago quarter is due primarily to $74,000 irraed dividends from a related party, earned byetlofethe Capcos on equity investme

made in 2013, as well as a $13,000 dividend frdPnedierred interest held in a related party. Alated-party revenue and expenses are
eliminated upon consolidation.

Expenses consist primarily of management fees anecash interest expense. Related party managdeaentor the three months ended
June 30, 2014 remained unchanged from the yeapergund. Management fees are expected to declitreeifuture as the Capcos mature and
utilize their cash. Interest expense decrease®By0$0, for the three months ended June 30, 20dpaced with the year ago quarter as a
result of the declining amount of notes payabl2dt4.
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Overall, the pretax loss before income taxes inGapco segment improved by $104,000, period oveogheprimarily due to increased
income from dividends, and a decrease in intergstrese, professional fees and other general anthistirative costs for the three months
ended June 30, 2014,

Six months
ended June 30
(In thousands) 2014 2013 $ Change % Change
Revenue
Income from tax credit $ 28 $ 55 $ (27 (49%
Interest incomi 17¢ 22 157 714%
Other income 3 12 (9 (75)%
Total revenu 21C 89 121 136%
Net change in fair value ¢
Credits in lieu of cash and Notes payable in cedditieu of casl — 26 (26) (2100%
Expenses
Management fee- related party 39¢ 39¢ — — %
Interest 47 10z (55) (54)%
Professional fee 11t 11& — — %
Other general and administrative cc 10¢ 80 29 36%
Total expense 66¢ 69t (26) (4)%
Loss before income tax $(459) $(580) 121 21%

Six months ended June 30, 2014 and 2013:

Revenue is derived primarily from non-cash inconoenftax credits, interest and dividend income. @eerease in tax credits for the six
months ended June 30, 2014 versus the same per&id 8 reflects the effect of the declining dodamount of tax credits remaining in 2014.
The amount of future income from tax credits revenl fluctuate with future interest rates. Howewvever future periods through 2016, the
amount of tax credits, and therefore the incomeXbmpany will recognize, will decrease to zero. T@ease in total revenue for the six
months ended June 30, 2014 compared to year agulpeprimarily due to $148,000 in accrued dividerirom a related party, earned by
three of the Capcos on equity investments mad@13 2and $26,000 dividends from a preferred intareatrelated party. All related-party
revenue and expenses are eliminated upon consofidat

Expenses consist primarily of management fees anecash interest expense. Related party managdesntor the six months ended
June 30, 2014 remained unchanged from the yeapergud. Related party management fees are expactbetline in the future as the
Capcos mature and utilize their cash. Interestes@eecreased by $55,000, for the six months ehdeel 30, 2014 as a result of the declii
dollar amount of tax credits payable in 2014. Otjemeral and administrative costs increased $23;00(pared with the year ago period
primarily due to a $45,000 write-off of two investnts, which was partially offset by a reductioment expense.

Overall, the pretax loss before income taxes inGapco segment improved by $121,000, period oveogeprimarily due to the increased
income from dividends, and a decrease in intesgstrese, which was partially offset by a reductioincome from tax credits.
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Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 2 of the Notes to Consolidatediaml Statements included in its Form
10-K for the fiscal year ended December 31, 2018iskussion of the Company’s critical accountingigies, and the related estimates, are

included in Management’s Discussion and AnalysiRe$ults of Operations and Financial PositionsrFiorm 10-K for the fiscal year ended

December 31, 2013.

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tvgalive months are anticipated to be funded pritpdnrough operating results, available
cash and cash equivalents, existing credit linexgsed new credit lines and additional securitizet of the Company’s SBA lender’'s
unguaranteed loan portions. As more fully describegldw, the Company’s SBA lender (“NSBF”) will rdgeiadditional funding sources to
maintain current levels of SBA loan originationglie latter part of 2014 under anticipated condgialthough the failure to find these
additional sources may require the reduction inGbenpany’s SBA lending and related operationsilitvat impair the Company’s overall
ability to operate. The Company will need to inaeis levels of equity and debt financing in ordemeet a higher level of loan fundings
than in previous years. As such, the Company ikingrwith various banks to provide a larger waredmline for SBA loans. The Company
has also taken the initial steps to convert tosrtass development company (“BDC”) which would bel@rtaken in conjunction with
shareholder approval and a public offering of tleenpany’s stock. Given weaker results in the busisesvices segments which have
historically been cash generators, and the neeaide additional capital, the inability to closedk transactions could significantly reduce the
rate of growth for the Company. If the Company sti@ver be unable to obtain the required apprawait§ financing arrangements from the
SBA, it would likely be unable to continue to mdkans.

NSBF depends on the availability of purchasersSiBA loans held for sale transferred to the seconderkets and the premium earr
therein to support its lending operations. At tivise, the secondary market for the SBA loans hetdéle is robust.

As an alternative to holding indefinitely the ports of SBA loans remaining after sale of the guaethportions in the SBA supervised
secondary market, NSBF has undertaken to secuttitése unguaranteed portions. In December 2010irsthauch securitization trust
established by NSBF issued notes to one investitreimmount of $16,000,000 which received an S&Rgaf AA. A second securitization,
an amendment to the original transaction, was cetaglin December 2011, and resulted in an addit®t¥ 900,000 of notes issued to the
same investor. NSBF used the cash generated frefiirshtransaction to retire its outstanding téoamn from Capital One, N.A. and to fund a
$3,000,000 account which during the first quarfe2@l1 purchased unguaranteed portions originatbgegjuent to the securitization
transaction. Similarly, the proceeds from the sdcsecuritization in 2011 were used to pay dowroilistanding balance on the NSBF
revolving line of credit with Capital One, N.A.,duto fund a $5,000,000 account used to fund addwitioriginations in the first quarter of
2012. Additional securitizations were completed/iarch 2013 and December 2013 resulting in the issei@f notes in the amount of
$20,909,000 and $24,434,000, respectively. Siryildhle proceeds of both transactions were usedyalpwn the outstanding balance on the
NSBF revolving line of credit with Capital One, N.And a combined total of $12,945,000 was usedrtd &n account used to purch
unguaranteed portions of loans throughout 2013 damithg the first quarter of 2014. While this setigation process can provide a long-term
funding source for the SBA lender, there is noaiaty that it can be conducted on an economic bas&ddition, the securitization
mechanism itself does not provide liquidity in gtert term for funding SBA loans.

In December 2010, the SBA lender entered into ameswlving loan agreement with Capital One, N.A.dip to $12,000,000 to be used to
fund the guaranteed portions of SBA loans and teepeaid with the proceeds of the sale in the seamgnharket of those portions. Also, in
June 2011, the SBA lender entered into a new ravploan agreement with Capital One, N.A. for u$i®,000,000 to be used to fund the
unguaranteed portions of SBA loans and to be repifdthe proceeds of loan repayments from thedweers as well as excess cash flow of
NSBF. As a result of these two facilities, the SBAder was able to increase the amount of loacemnitfund at any one tim

Through February 28, 2011, the receivables finanamit, NBC, utilized a $10,000,000 line of creglibvided by Wells Fargo Bank to
purchase and warehouse receivables. On Februa®028, NBC entered into a three year line of creflitp to $10,000,000 with Sterling
National Bank which replaced the Wells Fargo limeDecember 2012, an amendment was signed provibatgipon the achievement
certain profitability levels, the maximum amounttioé line of credit under the Agreement can begased from $10,000,000 to $15,000,000
at a later date upon NBC's request. The Amendmisntextended the maturity date from February 28420 February 28, 2016. There is no
cross collateralization between the Sterling legdarcility and the Capital One term loan and créatility; however, a default under the
Capital One term loan or line of credit will creat@ossibility of default under the Sterling linfecoedit. The availability of the Sterling line of
credit and the performance of the Capital One tleans are subject to compliance with certain comenand collateral requirements as set
forth in their
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respective agreements, as well as limited resdriston distributions or loans to the Company byréspective debtor, none of which are
material to the liquidity of the Company. At Jur@® 2014, the Company and its subsidiaries weralicdmpliance with applicable loan
covenants. The Company guarantees these loartsefgubsidiaries up to the amount borrowed; in afdithe Company deposited $750,000
with Sterling to collateralize the guarantee.

In April 2012, the Company closed a $15,000,00@licfacility with Summit comprised of a $10,000,0@&0m loan, which was drawn at
closing, and a $5,000,000 delayed draw term lodretmade upon the satisfaction of certain conditidme $5,000,000 second tranche of
loan was not drawn by the Company. The funds weeel primarily for general corporate purposes indgdhe origination of SBA 7(a)
loans. This loan was refinanced and paid in fullune 2014 by Capital One.

In June 2014, the Company entered into a four $28r000,000 credit agreement with Capital One NAsesting of a $10,000,000 term loan
and a revolving credit facility of up to $10,000000 his is in addition to the current $27,000,0@@scing line from Capital One which
Newtek uses exclusively for its small business ilegdbusiness and brings the Comg’s total financing through Capital One to $47,0Q@.0
Principal and interest on the term loan are payqbbeterly in arrears and the interest rate is €yptas 250 basis points. The term loan is
being amortized over a six year period with a fip@/ment due on the maturity date. The interestaatthe revolving line of credit is also
Prime plus 250 basis points and is payable morthéyrears with the principal due at maturity. tiddion, the revolving line accrues interest
of 0.375% on the unused portion of the line whigpayable quarterly in arrears. Interest expensthéothree and six months ended June 30,
2014 was approximately $6,000. The facility regsittee adherence to certain financial covenantsidiiety minimum EBITDA, fixed charge
coverage ratios, funded debt to EBITDA ratios, &l as minimum cash balance requirements. As o Bih 2014, the Company was in
compliance with all financial covenants.

As of June 30, 2014, the Compasiyinused sources of liquidity consisted of $9,080 @vailable through its lines of credit, and $3,000 in
unrestricted cash and cash equivalents.

Restricted cash of $18,816,000 as of June 30, B0ddmarily held in Small business finance, All®t and our Corporate segments. For
Small business finance, approximately $6,598,0@Wisd to CapOne primarily in connection with settflean transactions, $5,364,000 is due
to participants, the SBA and others and $3,392i90@Id by the securitization trusts as a resenvRiture nonperforming loans. For All oth
PMT holds tax deposits for their clients until syggtyments are due to the respective state or fieglattzority, and NIA segregates premiums
collected from insureds. In addition, as discusdsale, the Company deposited $750,000 with Stettirgpllateralize its guarantee, which is
included in the Corporate segment.

In summary, Newtek generated and used cash asvillo

Six
Months Ended
June 30,
(In thousands 2014 2013
Net cash provided by operating activit $11,35: $ 5,97¢
Net cash used in investing activiti (16,530 (14,399
Net cash provided by financing activiti 1,671 8,18¢
Net decrease in cash and cash equiva (3,507 (230
Cash and cash equivalents, beginning of pe 12,50¢ 14,22¢
Cash and cash equivalents, end of pe $ 9,001 $ 13,99¢

Net cash provided by operating activities increase85,373,000 to cash provided of $11,352,00@Hemeriod ended June 30, 2(
compared to cash provided by operations of $5,909{0r the period ended June 30, 2013. The changeaply reflects the operation of the
SBA lender and includes a $5,794,000 increasedpgid and other expenses resulting from the coioreds loans pending settlement as v
as a $3,086,000 net increase of cash provided firmceeds from sale of SBA loans held for sale less originations. In the six months
ended June 30, 2014, the Company originated $6,0080f SBA loans held for sale and sold $68,322 @@mpared with $59,728,000
originated and $57,927,000 sold in the first sixiths of 2013.

Net cash used in investing activities includesuhguaranteed portions of SBA loans, the purchasieed assets and customer accou
changes in restricted cash and activities involimgstments in qualified businesses. Net cash imsieesting activities decreased by
$(2,132,000) to cash used of $(16,530,000) fop#réd ended June 30, 2014 compared to cash usk{d4B98,000) for the period ended
June 30, 2013. The decrease was due primarilygteater amount of SBA loans originated for investhod $(21,158,000) for the six month
period in 2014 compared with $(17,976,000) in 20@3ddition, the return of investments in quatifieusinesses, which provided $1,522,
of cash in 2013 versus no provision in the samig@eaf 2014. These cash uses were partially offggirovision of SBA loans originated for
investment which increased by $3,182,000 in ther®xths ended June 30, 2014 over the year agodperio

Net cash provided by financing activities primaiitgludes the net borrowings and (repayments) ak biaes of credit and notes payable
well as securitization activities. Net cash proddsy financing activities decreased by $6,518,@0€eash provided of
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$1,671,000 for the period ended June 30, 2014 frash provided of $8,189,000 for the period endee B0, 2013. Net proceeds from bank
lines of credit and term loans provided an add#l®10,000,000 in the current six month period, &g partially offset by a $10,590,000
cash use for repayments on bank notes payabletiéuially, the prior six month period ending June 3013 included a cash provision of
$20,909,000 related to the Company’s March 2018r#etation transaction and the change in restlictash related to this same
securitization transaction resulted in an additi@ash provision of $7,033,000 in the period endinge 30, 2014.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

We consider the principal types of risk in our Imesis activities to be fluctuations in interestsated loan portfolio valuations and the
availability of the secondary market for our SBAms held for sale. Risk management systems anéguoes are designed to identify and
analyze our risks, to set appropriate policieslaniis and to continually monitor these risks aimdils by means of reliable administrative ¢
information systems and other policies and programs

Our SBA lender primarily lends at an interest @terime, which resets on a quarterly basis, pltisedd margin. Our receivable financing
business purchases receivables priced to equatsitailar prime plus a fixed margin structure. Tepital One term loan and revolver loan,
the securitization notes and the Sterling linerefl¢ are on a prime plus a fixed factor basisa&esult the Company believes it has matched
its cost of funds to its interest income in itsdfitting activities. However, because of the difféedbetween the amount lent and the smaller
amount financed a significant change in marketr@gterates will have a material effect on our ofiegaincome. In a rising interest rate
climate, our cost of funds will increase at a slovete than the interest income earned on the lagnsave made; however, this benefit may
be offset by a reduction in premium income. A iis@nterest rates may cause an increase in prepagtbus decreasing the future cash
flows of a loan and impacting the premium pricedgaithe secondary market. Conversely, in a degrgaate environment, the Company
may experience a reduction in interest rate sprbadljs, interest income will decline more quickiyan interest expense resulting in a net
reduction of benefit to operating income, offsetdnyincrease in premium income.

Our lender depends on the availability of secondaayket purchasers for the guaranteed portion8#f IBans and the premium received on
such sales to support its lending operations. itttle the secondary market for the guaranteetigoerof SBA loans is robust but during
2008 and 2009 financial crisis the Company hadadiffy selling it loans for a premium; although mopected at this time, if such conditions
did recur our SBA lender would most likely cease&kimg new loans and could experience a substamihlation in profitability.

We do not have significant exposure to changingréest rates on invested cash which was approxiyn$g,817,000 at June 30, 2014. We
not purchase or hold derivative financial instrutsdor trading purposes. All of our transactions eonducted in U.S. dollars and we do not
have any foreign currency or foreign exchange #g8k.do not trade commodities or have any commaulite risk.

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

institutions. Invested cash is held almost exclelgiat financial institutions with ratings from S&® A- or better. The Company invests cash
not held in interest free checking accounts or bapkey market accounts mainly in U.S. Treasury-ombney market instruments or funds
and other investment-grade securities. As of Jn@@14, cash deposits in excess of FDIC and StB@ance totaled approximately
$10,225,000 and funds held in U.S. Treasury-onlpeyanarket funds or equivalents in excess of SHd@rance totaled approximately
$4,000.
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Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedures .

Our management, with the participation of our Cliagécutive Officer and Chief Accounting Officer,adwated the effectiveness of our
disclosure controls and procedures as of the ettiegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Accounting Officer concluded that our disclos controls and procedures were effective aseétid of the period covered by this
report and provide reasonable assurance that finenation required to be disclosed by us in repfilesl under the Exchange Act is recorded,
processed, summarized and reported within the pien®ds specified in the SEC's rules and formscldsure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by an issuer in the reports that
it files or submits under the Exchange Act is acalated and communicated to the issuer’s managementing its principal executive and
principal financial officers, or persons performisignilar functions, as appropriate to allow timdhcisions regarding required disclosure. A
controls system, no matter how well designed aretaipd, cannot provide absolute assurance thabijketives of the controls systems are
met, and no evaluation of controls can provide kite@ssurance that all control issues and instaotcfraud, if any, within a company have
been detected.

(b) Changein Internal Control over Financial Reporting.

No change in our internal control over financigdagiing occurred during the quarter ended Jun®2804 that has materially affected, o
reasonably likely to materially affect, our interoantrol over financial reporting.

(c) Limitations.

A controls system, no matter how well designed @merated, can provide only reasonable, not absaatairances that the controls system’s
objectives will be met. Furthermore, the desigma abntrols system must reflect the fact that tlaeeeresource constraints, and the benefits of
controls must be considered relative to their cadsause of the inherent limitations in all col#rgystems, 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 judgmentsietision-making can be faulty, and that breakdosamsoccur because of simple errors or
mistakes. Controls can also be circumvented bynithigidual acts of some persons, by collusion o v more people, or by management
override of the controls. The design of any systémontrols is based in part upon certain assumptabout the likelihood of future events,
and there can be no assurance that any desigaugieed in achieving its stated goals under afimg@tl future conditions. Over time, contr
may become inadequate because of changes in anwddr deterioration in the degree of compliandd Wt policies or procedures. Because
of the inherent limitations in a cost-effective trmh system, misstatements due to error or fraug ozaur and not be detected. We
periodically evaluate our internal controls and makanges to improve them.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

In the ordinary course of business, the Company fincay time to time be party to lawsuits and claiffise Company evaluates such matters
on a case by case basis and its policy is to covigsrously any claims it believes are without quatiing merit. The Company is currently
involved in various litigation matters. Managembas reviewed all legal claims against the Compaitly @ounsel and has taken into
consideration the views of such counsel, as totheome of the claims. In management’s opinioralftisposition of all such claims will not
have a material adverse effect on the results efatjpns, cash flows or financial position of then@pany.

Iltem 6. Exhibits

Exhibit
No. Description

10.1 Credit Agreement by and between Newtek Busines&a@ss; Inc. and Capital One, National Associatibated as of June 26,
2014 (Incorporated by reference herein to Exhibii1o Newtek Business Services, Inc.’s CurrentdRepn Form 8-K, filed
July 1, 2014)

31.1 Certification by Principal Executive Officer reqed by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende

31.2 Certification by Principal Financial Officer reqai by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende

32.1 Certification by Principal Executive and Princi@hancial Officers pursuant to 18 U.S.C. Sectiob@, s adopted pursuant

to Section 906 of the Sarba-Oxley Act of 2002
101.SCH¢ XBRL Taxonomy Extension Schema Docum
101.CALE XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LABE XBRL Taxonomy Extension Labels Linkbase Docunr
101.PRE¢ XBRL Taxonomy Extension Presentation Linkbase Doent
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to be
signed on its behalf by the undersigned, thereduaty authorized.

NEWTEK BUSINESS SERVICES, INC.

Date: August 14, 2014 By: /s/ Barry Sloane

Barry Sloane

Chairman of the Board, Chief Executive Officer &etretary
(Principal Executive Officer

Date: August 14, 2014 By: /s/ Jennifer Eddelson

Jennifer Eddelso
Chief Accounting Office
(Principal Financial Officer and Principal AccourgiOfficer)
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Exhibit 31.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Barry Sloane, certify that:

1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”);

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

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

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

d)

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

designed such internal control over financiglomting, or caused such internal control over fgiahreporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

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

disclosed in this report any change in the temyi$'s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

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

a)

b)

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

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

Dated: August 14, 201

/sl Barry Sloane
Barry Sloane
Principal Executive Office




Exhibit 31.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Jennifer Eddelson, certify that:

1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”).

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3.  Based on my knowledge, the financial statemamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

c)

d)

designed such disclosure controls and procedoreaused such disclosure controls and procedotes designed
under our supervision, to ensure that materialrinégion relating to the registrant, including ithsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

designed such internal control over financiglorting, or caused such internal control over fmahreporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

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

disclosed in this report any change in the tegig's internal control over financial reportirtzat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an atmaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

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

a)

b)

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

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

Dated: August 14, 201

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office




Exhibit 32.1

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

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2014 (the “Repoitewtek Business Services, Inc.
(the “Company”), as filed with the Securities arxtEange Commission on the date hereof, Barry Slamerincipal Executive Officer, and
Jennifer Eddelson, as Principal Financial Offiaérthe Company, each hereby certifies, pursuaf8tt).S.C. 81350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, that, twhezficer's knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
(2) The information contained in the Report faphesents, in all material respects, the finan@abition and results of operations of
the Company

/sl Barry Sloane
Barry Sloane
Principal Executive Office

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office

Dated: August 14, 201



