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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2008
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

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

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

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

Indicate by check mark whether the registrant is darge accelerated filer, an accelerated filer, a noaccelerated filer, or a smaller
reporting company. See the definitions of “large awelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2
of the Exchange Act.

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

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

As of November 7, 2008, there were 37,031,656 oét@ompany’s Common Shares issued and outstanding.
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ltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2008 AND 2007

(In Thousands, except for Per Share Data)

Three Months ended

Nine Months Ended

September 30, September 30,
2008 2007 2008 2007
Operating revenue $24,24: $23,060 $72,39¢ $68,28:
Operating expense
Electronic payment processing cc 13,07t 11,34¢ 38,22 31,74:
Salaries and benefi 5,05z 5778  17,61¢ 16,51:
Interest 2,33: 3,63¢ 6,81¢ 11,29¢
Depreciation and amortizatic 1,772 1,68¢ 5,34¢ 4,89¢
Other operating cos 4,73 5,341 13,84( 15,62¢
Total operating expens 26,96¢ 27,79( 81,84 80,07
Operating loss from continuing operations beforerfaarket value adjustment, minority intere
(provision) benefit for income taxes, and discomgid operation (2,72¢) (4,729 (9,45) (11,78)
Net change in fair market value of credits in legicash and notes payable in credits in lie
cash (74) — (13 —
Minority interest 10¢ 91 33t 271
Loss from continuing operations before (provisibahefit for income taxes and discontinued
operations (2,697) (4,639 (9,129 (11,519
(Provision) benefit for income tax (56) 66¢ 1,70¢ 2,75¢
Loss from continuing operatiol (2,747 (3,969 (7,429 (8,75%)
Discontinued operations, net of ta — (4) — (495)
Net loss $(2,747) $(3,967) $(7,42Y) $ (9,259
Weighted average common shares outstani
Basic and dilute: 35,62¢  3595( 35,77 35,82/
Loss per share from continuing operatic
Basic and dilute: $ (0.0 $ (0.1) $ (0.21) $ (0.29
Loss per share from discontinued operations, nexas:
Basic and dilute: — — — (0.09)
Basic and diluted loss per shi $ (00§ $ (0.1) $ (0.21) $ (0.26)

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

ASSETS
Cash and cash equivalel
Restricted cas
Credits in lieu of cas
SBA loans held for investment (net of reserve éaml losses of $2,779 and $2,196, respecti
Accounts receivable (net of allowance of $596 aB2l1$ respectively
SBA loans held for sal
Prepaid and structured insurat
Prepaid expenses and other assets (net of accexhalatortization of deferred financing costs of $2,0
and $1,593, respectivel
Servicing asset (net of accumulated amortizatiahalowances of $3,792 and $3,160, respectiy
Fixed assets (net of accumulated depreciation aradtezation of $8,792 and $6,616, respectivi
Intangible assets (net of accumulated amortizaifdsil 1,073 and $8,775, respective
Goodwill
Total asset

LIABILITIES AND SHAREHOLDERS '’ EQUITY

Liabilities:
Accounts payable and accrued expet
Notes payabli
Deferred revenu
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities
Minority interest
Commitments and contingenci
Shareholder equity:
Preferred stock (par value $0.02 per share; autharl,000 shares, no shares issued and outstal
Common stock (par value $0.02 per share; authoBZ¢@00 shares, issued and outstanding 36,185 al
36,081, respectively, not including 403 and 583eh&eld in escrow, respectively, and 473 heldrby
affiliate)
Additional paic-in capital
(Deficit) retained earning
Treasury stock, at cost (633 and 217 shares, ribeplgd
Total shareholde’ equity
Total liabilities and sharehold¢ equity

September 3C December 31
2008 2007
Unaudited (Note 1)
$ 17,82t $ 25,37
9,704 12,94¢
61,14¢ 92,78
26,98( 27,89¢
4,29( 3,951
6,11¢ 36C
— 14,73¢
10,152 9,78¢
2,22¢ 2,71¢
5,17z 5,43:
7,22¢ 8,82¢
13,06¢ 12,99¢
$ 163,91( $ 217,81t
$ 8,544 $ 10,25¢
26,68t 26,76¢
2,31¢ 2,032
61,14¢ 79,08t
5,76€ 17,88(
104,45° 136,02
4,48¢ 4,97(
724 122
56,39¢ 56,16!
(1,502) 20,24¢
(64€) (309)
54,96¢ 76,82
$ 163,91( $ 217,81t

See accompanying notes to these unaudited condeassdlidated financial statements.
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Cash flows from operating activitie

Net loss

NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2008 AND 2@7

(In Thousands)

Adjustments to reconcile net loss to net cash usegerating activities

Income from tax credit

Accretion of interest expen:

Deferred income taxe

Depreciation and amortizatic
Gain on sale/recovery of investme

Provision for loan losse
Other, ne

Changes in operating assets and liabilii
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for :
Prepaid expenses and other assets, accounts tdeeiwval accrued interest receiva
Accounts payable, accrued expenses and deferredue

Other, ne

Net cash used in operating activit

Cash flows from investing activitie

Investments in qualified business

Return of investments in qualified busines

Purchase of fixed assets and customer merchantiat
SBA loans originated for investment,

Payments received on SBA loc

Change in restricted ca

Proceeds from sale of SBA loans held for investr

Proceeds from sale/recovery of investments in fledlbusinesse
Proceeds from sale of asset held for

Proceeds from sale of U.S. Treasury N¢

Other

Net cash (used in) provided by investing activi

2008 2007
$ (7,429  $ (9,259
(4,634) (3,95¢)
5,287 8,947
(2,562) (3,77))
5,34¢ 5,471
(93) (1,079
1,52¢ 607
(35) (131)
(16,060 (22,79
10,31: 23,22'
(412) 1,392
(1,36%) (1,83¢)
22¢ 1,09/
(9,889) (2,079)
(88E) (1,031)
85¢ 3,781
(2,739 (4,882)
(5,169 (6,832)
4,10z 5,047
2,88¢ (54E)
— 2,14¢
— 1,037
— 1,572
— 5,04z
— 862
(937) 6,197
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2008 AND 2®7 (CONTINUED)

Cash flows from financing activitie
Proceeds from notes payal
Repayments of notes payal
Change in restricted cash relating to CDS finan
Purchase of treasury sha
Net proceeds (repayments) on bank notes pa
Other

Net cash provided by (used in) financing activi

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

Cash and cash equivaler- end of perioc
Supplemental disclosure of cash flow activities

Reduction of credits in lieu of cash and notes piyan credits in lieu of cash balances due toveée)i of tax credits to
Certified Investor:

Conversion of note payable to minority inter
Shares held in escrow released to former sharetsotdevholly owned subsidiat
Issuance of treasury shares for 401K mi
Reduction of structured insurance product and noagable— Certified Investor:
Effects of CDS Business Services, Inc. consoligafexcludes intercompany balance
Additions to asset:
Cash
Accounts receivabl
Prepaid expenses and other as
Total asset

Additions to liabilities:
Accounts payable and accrued expet
Notes payabli

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

2007

— 5,07¢
(335) (8,766
— 2,05(
(45¢) (52)
4,22¢ (754)
(151) (197)
3.27¢ (2,640
(7,547 1,48
2537: 26,68

$17,82¢  $28,16¢

$14,31¢  $14,14¢
$ — $1,000

$ 72 $ 104

$ 11z $ —

$381( $ —

$ — $ 23
— 4,311
— 94

$ — $463¢

$ — $312
— 3,25¢
— 6,38¢
$ — 1,746
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, In¢'Newtek” or the “Company”) is a holding company feeveral wholly- and majority-owned
subsidiaries, including 14 certified capital comiganwhich are referred to as Capcos, and severtibfio companies in which the Capcos
own non-controlling or minority interests. The Caang provides a “one-stop-shop” of business sentizcéise small- and medium-sized
business market and uses state of the art web-paspdetary technology to be a lovest acquirer and provider of products and servithe
Company partners with companies, credit unions,asdciations to offer its services.

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

The Company’s principal business segments are:

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

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

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

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

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

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

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

The accompanying notes to condensed consolidateddial statements should be read in conjunctidin Wewtek’'s 2007 Annual
Report on Form 10-K. These financial statement&limeen prepared in accordance with instructiofi®tm 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condensticefootnotes and other information normally iuéd in financial statements prepared in
accordance with accounting principles generallyepted in the United States of America. The resfltgperations for an interim period may
not give a true indication of the results for timéire year. The December 31, 2007 consolidatechbalaheet has been derived from the
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 tablesthe following footnotes is stated in thousand€egt per share data.
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NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

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

Change in Accounting Principle

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

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

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

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

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

Income from tax credits: Following an application process, a state will fyoti company that it has been certified as a Capke.state
then allocates an aggregate dollar amount of tditsrto the Capco. However, such amount is nerfmrgnized as income nor otherwise
recorded in the financial statements since it lddg/be earned by the Capco. The Capco is legatifled to earn tax credits upon satisfying
defined investment percentage thresholds withiwifipd time requirements and corresponding nonptoe percentages. At September 30,
2008, the Company had Capcos in seven states armdidtrict of Columbia. Each state statute requih@s the Capco invest a threshold
percentage of Certified Capital in Qualified Busises within the time frames specified. As the Capesets these requirements, it avoids
grounds under the statute for its disqualificafimncontinued participation in the Capco programctsa disqualification, or “decertification”
as a Capco results in a recapture of all or aquof the allocated tax credits; the proportionthaf recapture is reduced over time as the C
remains in general compliance with the programsraled meets the progressively increasing investivamthmarks.

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

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

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

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

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

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

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

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

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

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

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

Three months ended Nine months ended
September 30: September 30:

(In thousands): 2008 2007 2008 2007
Electronic payment processil $15,96¢ $13,95¢ $47,07: $39,50:
Web hosting 4,58¢ 4,16¢ 13,36 11,98
Interest incom: 744 1,291 2,547 4,32¢
Income from tax credit 1,68( 1,337 4,63¢ 3,95¢
Premium on loan sal¢ (5) 68t 472 2,19¢
Servicing fee 43¢ 512 1,36( 1,452
Insurance commissior 22F 204 81¢ 64¢
Other income 60¢€ 91¢ 2,12¢ 421¢
Totals $24,24: $23,067 $72,39: $68,287

Electronic Payment Processing Costs

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

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

Purchased Receivables

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

Investmentsin Qualified Businesses

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

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

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

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

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

The Company applies SFAS 123 (revised 2004), “SBased Payment” (“SFAS 123R”). SFAS 123R requitestare-based
payments to employees to be recognized in the diahatatements based on their fair values usingpgionpricing model at the date of gre

As of September 30, 2008, the Company had two dbesed compensation plans. For the three and mméhnperiods ended
September 30, 2008, compensation cost chargeceratiqns for those plans was $49,000 and $206r@8fectively, and is included in
salaries and benefits in the accompanying condecmmesblidated statements of operations.

In March 2008, Newtek granted its six independémtotors an aggregate of 197,434 options valu&8at000. Option awards are
granted with an exercise price equal to the mgskee of the Company’s stock at the date of gréihe options vest immediately and expire
10 years from the date of grant. The fair valueadh option award is estimated on the date of gising a Black-Scholes option valuation
model that uses the following assumptions: 5 ygpeeted life, risk-free interest rate of 2.51% angected volatility of the Company’s stock
of 53.48%. Expected volatilities are based on ik®hcal volatility of the Company’s stock and ettfactors. The risk-free rate for periods
during the expected life of the option is basedhenU.S. Treasury yield curve in effect at the tiohgrant. Expected term was determined
using the simplified method under Staff AccountBigletin No. 107, “Valuation of Share-Based Paym&mangements for Public
Companies”

In May 2008, Newtek granted its certain employaeaggregate of 710,000 options valued at $369,0p6ion awards were
granted with an exercise price of $1.50 which ededethe market price of the Company’s stock atitite of grant. The options vest on the
second anniversary of date of grant and expireeldsyfrom the date of grant. The fair value of egution award is estimated on the date of
grant using a Black-Scholes option valuation maldat uses the following assumptions: 6 year exjgdifiee risk-free interest rate of 3.10%
and expected volatility of the Company’s stock 8fIB%. Expected volatilities are based on the fitstbvolatility of the Company’s stock
and other factors. The risk-free rate for perioddrd) the expected life of the option is basedlen.S. Treasury yield curve in effect at the
time of grant. Expected term was determined ugiegstmplified method under Staff Accounting Bulkelio. 107, “Valuation of Share-Based
Payment Arrangements for Public Companies”. Comgés cost charged to operations in connection wiitth grant was $43,000 and
$65,000 for the three and nine month period enagdeBnber 30, 2008, respectively.

In July 2008, Newtek granted certain employeesgagmegyate of 120,000 options valued at $42,000.dDm@ivards were granted
with an exercise price of $1.50 which exceedediheket price of the Company’s stock at the datgraht. The options vest on the second
anniversary of date of grant and expire 10 yeansfihe date of grant. The fair value of each opsiaard is estimated on the date of grant
using a Black-Scholes option valuation model thstsuthe following assumptions: 6 year expectedrig&-free interest rate of 3.20% and
expected volatility of the Company'’s stock of 52&@&xpected volatilities are based on the histbrio&tility of the Company’s stock and
other factors. The risk-free rate for periods dgtine expected life of the option is based on tie Wreasury yield curve in effect at the time
of grant. Expected term was determined using tilffied method under Staff Accounting Bulletin NkD7, “Valuation of Share-Based
Payment Arrangements for Public Companies”. Comgiors cost charged to operations in connection wiith grant was $4,000 for the
three and nine months ended September 30, 2008.

As of September 30, 2008, there was $313,000 af twirecognized compensation costs related to ested share-based
compensation arrangements granted under the Hlhascost is expected to be recognized ratablytitrahe period ending September 30,
2010.

New Accounting Pronouncements

In October 2008, the FASB issued FSP No. FAS 15D8&termining the Fair Value of a Financial Asseh®v the Market for
That Asset Is Not Active” (“FSP No. FAS 157-3"), igh clarifies the application of SFAS 157 in a n&lrthat is not active and provides an
example to illustrate key considerations in detaing the fair value of a financial asset when treglkat for that financial asset is not
active. FSP No. FAS 157-3 is effective upon isseaimxluding prior periods for which financial statents have not been issued. Revisions
resulting from a change in the valuation techniquigs application should be accounted for as aghan accounting estimate following the
guidance in SFAS No. 154, “Accounting Changes amdrECorrections” (“SFAS No. 154"). However, thesdiosure provisions in SFAS
No. 154 for a change in accounting estimate areauptired for revisions resulting from a changeafuation technique or its application. T
Company adopted SFAS No. 157 in January 2008. Asopthis adoption, the Company evaluated thevfalue measurements of its finant
assets and liabilities and determined that thesteuments are valued in active markets. As su@hgtlidance in this FSP did not impact the
Company'’s consolidated financial statements.

In September 2008, the FASB ratified EITF Issue 0&5, “Issuer’'s Accounting for Liabilities Measdrat Fair Value With a
Third-Party Credit Enhancement” (EITF 08-5). EIT&D provides guidance for measuring liabilitiesuess with an attached third-party credit
enhancement (such as a guarantee). It clarifieghibassuer of a liability with a third-party ciednhancement (such as a guarantee) should
not include the effect of the credit enhancemenhénfair value measurement of the liability. EIF8-5 is effective for the first reporting
period beginning after December 15, 2008. The Cawyp@currently assessing the impact of EITF 0815t® condensed consolidated
financial position and results of operations.

In February 2008, the FASB issued FSP No. FAS 15F{#ective Date for FASB Statement No. 157" (“F8IB. FAS 157-2").
This FSP permits the delayed application of SFAS NG for nonfinancial assets and nonfinancialiliiéds, as defined in this FSP, except
those that are recognized or disclosed at fairevaduhe financial statements at least annuallyil danuary 1, 2009 for the Company. As



January 1, 2008, the Company adopted SFAS No.vliffYthe exception of its application to nonfinasdcissets and nonfinancial
liabilities, which the Company will defer in accamte with FSP No. FAS 157-2. The Company is cuyr@&valuating the impact of adopting
SFAS No. 157 at the beginning of fiscal 2009 fartsnonfinancial assets and nonfinancial liabilitiesits condensed consolidated financial
statements.

Effective January 1, 2008, the Company adopted SRASL57, “Fair Value Measurements” (“SFAS 157"J&FAS No. 159,
“The Fair Value Option for Financial Assets anddfinial Liabilities” (“SFAS 159”)SFAS 157 defines fair value, establishes a framk\iar
measuring fair value under accounting principlesegelly accepted in the United States of Ameri€@XAP”) and enhances disclosures at
fair value measurements. Fair value is defined uB&&AS 157 as the exchange price that would beueddor an asset or paid to transfer a
liability (an exit price) in the principal or moatlvantageous market for the asset or liabilitynmoederly transaction between market
participants on the measurement date. SFAS 15&sbm entity the irrevocable option to elect faitue for the initial and subsequent
measurement for certain financial assets and lliegsilon a
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contract-by-contract basis. The impact of adopbiath SFAS 157 and SFAS 159 reduced the beginnilzgnba of retained earnings as of
January 1, 2008 by $14.3 million, net of tax. Sgjsst changes in fair value of these financial tassed liabilities are recognized in earnings
when they occur. For additional information on thie value of certain financial assets and lialgit see Note 3 of the condensed consolit
financial statements.

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

NOTE 3 — FAIR VALUE MEASUREMENT

Effective January 1, 2008, the Company adopted SE#¥Sconcurrent with its adoption of SFAS 159. SHAS clarifies the
definition of fair value and describes methods ladé to appropriately measure fair value in acaoo# with GAAP. SFAS 157 applies
whenever other accounting pronouncements requipenit fair value measurements. SFAS 159 allowisies to irrevocably elect fair valt
as the initial and subsequent measurement attrfbutgertain financial assets and financial ligl#h that are not otherwise required to be
measured at fair value, with changes in fair vakeognized in earnings as they occur. SFAS 15®kstia@s presentation and disclosure
requirements designed to improve comparability betwentities that elect different measuremenbaitieis for similar assets and
liabilities. The Company has adopted SFAS 159 &ffedanuary 1, 2008 concurrent with the adoptib8FAS 157 for valuing its Capcos’
credits in lieu of cash, notes payable in creditéeu of cash and prepaid insurance with the eti@emf those related to its Wilshire Advise
LLC Capco. The discussion below is therefore exetusf Wilshire Advisors, LLC.

The Company adopted SFAS 159 in order to refleisifinancial statements the assumptions that etgérticipants use in
evaluating these financial instruments. Under th& basis of accounting, the discount rates usedltulate the present value of the credit
lieu of cash and notes payable in credits in liecash did not reflect the credit enhancementsttf@Company’s Capcos obtained from
insurance subsidiaries of American Internationalu@r Inc (“AlG”), namely its A- rating, for the Caps’ debt issued to certified investors.
Instead the cost paid for the credit enhancemeassrecorded as prepaid insurance and amortizedswaight-line basis over the term of the
credit enhancements.

With the adoption of SFAS 159 and the concurrenpéidn of SFAS 157, credits in lieu of cash andesqgiayable in credits in lie
of cash are valued based on the yields at whi@nfial instruments would change hands betweenlagvbuyer and a willing seller when t
former is not under any compulsion to buy and #teet is not under any compulsion to sell, bothipathaving reasonable knowledge of
relevant facts. SFAS 157 requires the fair valuthefassets or liabilities to be determined basethe assumptions that market participant’s
use in pricing the financial instrument. In devéhgpthose assumptions, the Company identified dtaristics that distinguish market
participants generally, and considered factorsifipao (a) the asset type, (b) the principal (awshadvantageous) market for the asset group,
and (c) market participants with whom the reporémgity would transact in that market.

Based on the aforementioned characteristics amigtm of the AlG insurance subsidiaries credit erdgaments, the Company
believes that market participants purchasing dingeits Capcos’ debt, and therefore its credit8en of cash, and notes payable in credits in
lieu of cash view nonperformance risk to be egadhé risk of an AIG insurance subsidiary nonpenance risk and as such both the fair
value of credits in lieu of cash and notes payabt@edits in lieu of cash should be priced togialrate equal to an applicable AlG insurance
subsidiary U.S. Dollar denominated debt instruntgnbecause such an instrument does not exispplitable AIG holding company
U.S. Dollar denominated debt instrument. Becauses#ilue of notes payable in credits in lieu of cdisactly reflects the credit enhancement
obtained from the AIG insurance subsidiaries, hnoortized cost relating to the credit enhanceméhtease to be separately carried as an
asset on Company'’s consolidated balance sheesandarporated in notes payable in credits in G€oash.

The following table summarizes the impact of tharage in accounting for credits in lieu of cashpaid insurance and notes
payable in credits in lieu of cash, and the immd@dopting the fair value option for certain firgad instruments on January 1, 2008. Amo
shown represent the carrying value of the affestetfuments before and after the changes in acomurgsulting from the adoption of
SFAS 157 and SFAS 159.
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Transition impact:

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

The fair value at September 30, 2008 was calculagaty fair value hierarchy level two and in thensamanner as the valuation at
January 1, 2008 with modifications as describedwel

Fair Value Option
Credits in lieu of cash and Notes payable in creditin lieu of cash

The Company elected to account for both crediteinof cash and notes payable in credits in litgash at fair value in
accordance with SFAS 159 in order to reflect irc@asolidated financial statements the assumptlzatsmarket participant’'s use in
evaluating these financial instruments.

Prepaid insurance

The Company has determined that the effect of thdittenhancement obtained from AIG is insepar&bl® the notes payable in
credits in lieu of cash. In adopting SFAS 159 theppid insurance unamortized cost relating to teditenhancement ceased to be separately
carried as an asset on the Company’s condensedlictaied balance sheet and is incorporated in ragable in credits in lieu of cash.

Fair Value Measurement

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

Level 1 Quoted prices in active markets for identical assetiabilities. Level 1 assets and liabilitieslide debt and equity securities and
derivative contracts that are traded in an actikehange market, as well as certain U.S. TreastigradJ).S. Government and
agency mortga¢-backed debt securities that are highly liquid aredaztively traded in ov-the-counter markets
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Level Z Observable inputs other than Level 1 prices, ssatuated prices for similar assets or liabilitiggoted 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 comstraabse value is determined using a pricing modkhl ivputs that are
observable in the market or can be derived pritigifiem or corroborated by observable market datsds category generally
includes certain U.S. Government and agency moetdiagked debt securities, corporate debt secyritérssative contracts and
residential mortgage loans h-for-sale.

Level 2 Unobservable inputs that are supported by litla@mmarket activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgupricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which the determinatiorfadf value requires significant
management judgment or estimation. This categaongigdly includes certain private equity investmengtained residual interests
in securitizations, residential mortgage serviaiigts, and highly structured or lc-term derivative contract

As described above, the Company’s Capcos’ debgradd by AIG insurance, effectively bears the noiopmance risk of AIG.
Therefore the Company calculates the fair valueotti the Credits in lieu of cash and Notes payabéredits in lieu of cash using the yields
of various AIG notes with similar maturities to a@aaf the Company’s respective Capcos’ debt. The fizom elected to discontinue utilizing
AIG’s 7.70% Series A-5 Junior Subordinated Debezgifthe “AlG Debentures”) because those long ngtdegbentures began to trade with
characteristics of a preferred stock after the fd€eived financing from the United States GovernmiEine Company considers this a level 2
input under SFAS 157, since it is a quoted yieldafgimilar liability that is traded in an activechange market. The Company selected these
AIG securities as the most representative of thgpadormance risk associated with the CAPCO notesilise they are AlG issued notes, are
actively traded and because maturities match Graditeu of cash and Notes payable in creditsein bf cash.

After calculating the fair value of both the Credit lieu of cash and Notes payable in creditéein bf cash, the Company
compares their values. Calculation differences arily due to tax credit receipt versus deliveryitijpmay cause the value of the Credits in
lieu of cash to differ from that of the Notes palgain credits in lieu of cash. Because the Craditfeu of cash asset has the single purpose of
paying the Notes payable in credits in lieu of castl has no other value to the Company, Newtekm@ted that the Credits in lieu of cash
should equal the Notes payable in credits in liecagh.

As of June 30, 2008, the present value of the tréaliieu of cash was $79,908,000 and notes payaldredits in lieu of cash w.
$79,772,000. On that date, the yield on the AIG é&wbres was 8.63%. As of September 30, 2008, ttectla Company revalued the asset
and liability, the yields on the AIG notes avera@ddd7% reflecting AIG’s reduction in credit ratifpm AA- to A-, AIG’s financial troubles
and changes in interest rates in the marketplaus.ificrease in yield reduced both the fair valfithe credits in lieu of cash by $15,158,000
to $62,422,000 from an expected value of $77,58Da&Buming the yield had remained unchanged frora 30, 2008, and the fair value of
the notes payable in credits in lieu of cash by, $38,000 to $61,148,000 from an expected value&Z@f36,000 assuming the yield had
remained unchanged from June 30, 2008. The Compaluged the value of the credits in lieu of caslabydditional $1,274,000 to equal
value of the notes payable in credits in lieu affcalrhe net change in fair value reported in themm@any’s condensed consolidated statement
of operations for the three months ended SepteBhe2008 above was a loss of $74,000.

Changes in the future yield of the AIG issued dedtected for valuation purposes will result in ajsto the fair values of the
credits in lieu of cash and notes payable in csaditieu of cash when calculated for future pesiatiese changes will be reported through the
Company’s condensed consolidated statements chtipes.
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NOTE 4 — SBA LOANS:

The Company lends to a variety of business typés the largest concentrations by dollar amountBA $ans in the hotel and
motel and restaurant industries. Geographically Gbmpany holds loans in 40 states and the DisifiColumbia with the largest
concentrations by dollar amount in Florida and Néwk. Below is a summary of the activity in the SB#ans held for investment, net of
SBA loan loss reserves for the nine months endeteSwer 30, 2008 (In thousands):

Balance at December 31, 2C $27,89¢
SBA loans originated for investme 5,23:
Payments receive (4,109
Provision for SBA loan losse (1,529
Loans foreclosed into real estate ow (682)
Discount on loan originations, n 164
Balance at September 30, 2( $26,98(

Below is a summary of the activity in the reserselban losses for the nine months ended Septe8h&008 (In thousands):

Balance at December 31, 2C $2,19¢
SBA loan loss provisio 1,52¢
Recoveries 39
Loan charg-offs (989
Balance at September 30, 2( $2,77¢

Below is a summary of the activity in the SBA lodredd for sale for the nine months ended Septe®®e?008 (In thousands):

Balance at December 31, 2C $ 36C
Loan originations for sal 16,06
Loans solc (10,31
Balance at September 30, 2( $ 6,11¢

All loans are priced at the prime interest rates@pproximately 2.75% to 3.75%. The only loans aifixed interest rate are
defaulted loans of which the guaranteed portiod sotepurchased from the secondary market by B#e #hile the unguaranteed portion of
the loans still remains with the Company. As oft8apber 30, 2008 and December 31, 2007, net SBAslo=geivable held for investment
with adjustable interest rates amounted to $25(8%Dand $25,806,000, respectively.

For the nine months ended September 30, 2008 &0id #te Company funded approximately $21,172,0@0%29,919,000 in
loans and sold approximately $10,311,000 and $2304P of the guaranteed portion of the loans, reiapedy.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of Saptr 30, 2008 and
December 31, 2007 amounted to $91,000 and $273€§0ectively.

At September 30, 2008 and December 31, 2007,itofadired non-accrual loans amounted to $5,359,00068,550,000,
respectively. For the nine months ended Septenthe2@®8 and for the year ended December 31, 28@87verage balance of impaired non-
accrual loans was $5,985,000 and $5,637,000, régplyc Approximately $1,661,000 and $1,008,00Qt allowance for loan losses were
allocated against such impaired non-accrual lo@spectively, in accordance with SFAS 114 “Accougtdoy Creditors for Impairment of a
Loan — an amendment of FASB Statement No. 5 andTI¢ following is a summary of SBA loans held iimvestment as of:

September 3C December 31
(In thousands): 2008 2007
Due in one year or le: $ 64 $ 64
Due between one and five yei 1,392 1,392
Due after five year 29,97: 30,46¢
Total 31,42¢ 31,92/
Less : Allowance for loan loss 2,779 (2,196
Less: Deferred origination fees, 1 (1,669 (1,839
Balance (net $  26,98( $ 27,89¢
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NOTE 5 — SERVICING ASSETS:

Servicing rights are recognized as assets when|8&8#s are sold and the rights to service thoseslaam retained. As of
January 1, 2007, the Company adopted the provigib8§&AS 156 which requires all separately recogphizervicing assets to be initially
measured at fair value, if practicable. As of Japuda 2007, the Company identified its entire bakam servicing rights as one class of
servicing assets for this measurement. The Compavigws capitalized servicing rights for impairmeuritich is performed based on risk
strata, which are determined on a disaggregatad giaen the predominant risk characteristics efunderlying loans. The predominant risk
characteristics are loan term and year of loanmatgpn.

The changes in the value of the Company’s servidgtgs for the nine months ended September 308 2@fe as follows:

(In thousands)

Balance at December 31, 2C $3,09¢
Servicing assets capitaliz: 142
Servicing assets amortiz: (759
Balance at September 30, 2( 2,48¢
Reserve for impairment of servicing ass

Balance at December 31, 2C (381)
Recovery 12C
Balance at September 30, 2( (260
Balance at September 30, 2008 (net of rese $2,22¢

The estimated fair value of capitalized serviciights was $2,228,000 and $2,718,000 as of Septegth@008 and December !
2007, respectively. The estimated fair value o¥isarg assets as of September 30, 2008 was detedmising a discount rate of 12.7%,
weighted average prepayment speeds ranging froro 222%, weighted average life of 3.0 years, andwarage default rate of 4.9%. The
estimated fair value of servicing assets at Decer@bge2007 was determined using a discount rafel ¥%, weighted average prepayment
speeds ranging from 1% to 23 %, depending uporicecharacteristics of the loan portfolio, a weeghtiverage life of 3 years, and an
average default rate of 4.9%. The Company consitiedetermination of the estimated fair value apitalized servicing rights to be a level 3
input under SFAS 157.

The unpaid principal balances of loans servicedfbers which are not included in the accompangmensed consolidated
balance sheets amounted to $139,822,000 and $25800Bas of September 30, 2008 and December 3%, &&pectively.

NOTE 6 — NOTES PAYABLE:

As of September 30, 2008, NSBF failed to maintaa“Minimum Senior Charge Coverage Ratio” specifieénnex G and
Section 6.10 of the Credit Agreement, dated Au@ds2005 among NSBF General Electric Capital Cation and certain other Credit
Parties (“GE"), as amended (the “GE line of crediéhd notified GE of the occurrence of an everdafault under the GE line of credit.
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GE has informed NSBF that it reserves all rightd smmedies available to it under the GE line oflitrim respect of the event of
default. To date, GE has not restricted NSBF freawihg down on the GE line of credit to meet conmaints, but there can be no assurance
that GE will continue to do so. As of November @08, NSBF had $28,325,551 outstanding under thér@f credit. Please see “Liquidity
and Capital Resources” for a fuller discussiorhds event.

NOTE 7 — COMMON STOCK:

In connection with restricted stock grants in 20B@ Company issued 4,762 shares to one employéedfdhree months ended
September 30, 2008 and issued 38,109 shares toahiployees for the nine months ended Septemb&088, The allocated portion of the
related compensation costs associated with thesgsgwere $2,000 and $30,000 for the three andmerghs ended September 30, 2008,
respectively.

NOTE 8 - WARRANTS:

In March 2008, a warrant was granted to purchagg0BGshares of the Company’s common stock to agierforming investor
relations for the Company. The warrant vests imsdaths with an exercise price of $2.00 and expirédarch 2018. At September 30, 2008,
the warrant was valued at $12,000. The compensatistithat has been charged to operations fomthisant for the three and nine months
ended September 30, 2008 was $4,000 and $12,6Q@atively, and is included in other operating s@sthe accompanying condensed
consolidated statements of operations. The fairevaf each warrant award is estimated on the dajeaat using a Black-Scholes option
valuation model that uses the following assumptidfsyear expected life, risk-free interest rat@.db% and expected volatility of the
Company’s stock of 63.76%. Expected volatilities based on the historical volatility of the Comparstock and other factors. The risk-free
rate for periods during the expected life of theramt is based on the U. S. Treasury yield cureffiect at the time of grant. The expected
term was determined based on the contractual tétheeavarrant. In accordance with EITF 96-18, ttepany adjusted the value of the
warrant to fair value at each measurement dateidfirthe date of vesting, which was September 18320

NOTE 9 — TREASURY STOCK:

Shares of common stock repurchased by the Compamgeorded at cost as treasury stock and resaltéduction of
shareholders’ equity in our condensed consolidatdaince sheets. From time-to-time, treasury shraegsbe reissued as part of our stock-
based compensation programs. When shares areagjtha Company uses the weighted average cosbchithdetermining cost. The
difference between the cost of the shares andthumnce price is charged to compensation expedsadaied or deducted from additional
contributed capital.

In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenteanter the market to re-
purchase up to 1,000,000 of the Compargémmon shares. As of September 30, 2008, the @uyripas purchased a total of 633,152 tree
shares under that authorization.

NOTE 10 — INCOME TAXES:

During the third quarter of 2008, the Company cleghigs estimated effective annual tax rate aswatreschanges in its estimated
annualized taxable income. The Compamnnual effective tax rate was reduced from apprately 27% to 19%. The change is primarily
result of an increase in the estimated annualddb8sSBF, an entity that does not consolidate wighviek Business Services, Inc. for tax
purposes, and reductions in operating expensetha@r entities which improved pre-tax results amidpiced a current tax provision.

NOTE 11 — LOSS PER SHARE:

Basic loss per share is computed based on the tedigiverage number of common shares outstandirmggdine period. The
dilutive effect of common share equivalents istiled in the calculation of diluted loss per shary @ahen the effect of their inclusion wot
be dilutive.
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The calculations of loss per share were:

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

(In thousands except per share data): 2008 2007 2008 2007
Numerator:
Numerator for basic and diluted E- loss from continuing operatiol $(2,747) $(3,969) $(7,42Y  $(8,75%
Numerator for basic and diluted E~ loss from discontinued operatio — (4) — (495)
Numerator for basic and diluted E~ loss available to common sharehold $(2,747)  $(3,967)  $(7,427)  $(9,259
Denominator
Denominator for basic and diluted E— weighted average shar 35,62¢ 35,95( 35,77: 35,82
Net loss per share from continuing operations: @asd dilutec $ (0.0 $ (0.1) $ (0.2)) $ (0.25
Net loss per share from discontinued operationsidBand dilutec — — — (0.09)
Loss per share: Basic and dilu $ (0.0 $ (0.1)) $ (0.2)) $ (0.26
The amount of ar-dilutive shares/units excluded from above is akw¥:
Stock options and restricted stc 1,85¢ 703 1,65¢ 617
Warrants 21¢ 21¢ 21¢ 21¢
Contingently issuable shar 402 474 402 474

NOTE 12 — SUBSEQUENT EVENTS:

On October 20, 2008, NBC entered into a Second Aimemt and Waiver of Defaults with Wells Fargo BaNk dated
February 27, 2007, that extends the $10,000,00xyduy three years to February 2012. The agredrakso provides for the opportunity to
convert all or any part of the principal amountstahding into a LIBOR advance at a rate of LIBORs@50 basis points or remain at Prime
rate, with a floor of 5.00% plus 250 basis points.

On October 21, 2008, NSBF entered into a Third Asineent and Waiver of its Credit Agreement with Gah&ilectric Capital
Corporation dated August 31, 2005 (the “GE Amendif)efihe GE Amendment increases the interest rat&bbasis points immediately to
LIBOR plus 300 basis points or the Prime Rate glhidasis points with an increase of an additioBab&sis points on January 1, 2009 and
each quarter thereafter.

NOTE 13 — SEGMENT REPORTING:

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

19



Table of Contents

Effective in the first quarter of 2008, the Compangde certain changes to its segment reportingote mccurately portray the operat
of its businesses. For all segments other thandatg, intercompany expenses are now charged tastireof the service with a resulting
reduction in expense for the provider of the sexvim revenue is recorded. Previously the prowstiexved the expense. This change will
better match expenses to the revenues generaeddyment. In addition, the Company moved two firamelated businesses from it's All
other segment to the Small business finance segameintenamed it such. The new name better chamegehe financing services provided
by the segment: the entities consolidated intastgament provide small- and medium-sized businesikdoans of various types including
SBA 7a loans as well as receivables financing amd f2es for servicing loans for other lenders.ns&g reporting for the current and
previous periods reflect these changes.

Historically a substantial amount of resources vekdicated to new Capcos and the investment girtheeeds in qualified businesses
and the managing of these businesses. Since maaagdoes not anticipate any new Capcos in the desdsle future, the Company has
changed its internal reporting to better evaluatk manage the existing Capco business, its comamivities and its portfolio of small
businesses included in the All other segment. Boenent previously called Capco and other, which &d@ment previously evaluated as one
integrated segment, is now being evaluated as #agments—Capcos, Corporate activities and Allroffilee segment information for prior
periods has been restated to conform to the cudisalbsure.

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

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

The Small business finance segment consists oflBuainess Lending, Inc., a lender that primariligmates, sells and services
government guaranteed SBA 7a loans to qualifyinglsbusinesses through its licensed SBA lendeg,Tibixas Whitestone Group which
manages the Company’s Texas Capco and closes Eraah$§BC which provides accounts receivable finagcbilling and accounts
receivable maintenance services to businesses. [g8Bérates revenues from sales of loans, senvicgagne for those loans retained to
service by NSBF and interest income earned ondidnes| themselves. The lender generates expendegef@st, professional fees, salaries and
benefits, depreciation and amortization, and piowi$or loan losses, all of which are includedhe tespective caption on the condensed
consolidated statements of operations. NSBF als@®kpenses such as loan recovery expenses, loegspiiog costs, and other expenses that
are all included in the other general and admiatiste costs caption on the condensed consolidéaehsents of operations.

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

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

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

Management has considered the following charatiesiehen making its determination of its operatimgl reportable segments:

« the nature of the product and servic
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 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 exkanipanking, insurance, or public utilitie

The accounting policies of the segments are the senthose described in the summary of signifiaaobunting policies.
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The following table presents the Company’s segritéatmation for the three and nine month perioddezhSeptember 30, 2008
and total assets as of September 30, 2008 and ec&h, 2007 (In thousands):

For the three For the three For the nine For the nine

months endec months endec months endec months endec

September 3C September 3C September 3C September 3C

2008 2007 2008 2007
Third Party Revenue
Electronic payment processi $ 15,98¢ $ 14,01 $ 47,13« $ 39,63¢
Web hosting 4,59( 4,17: 13,37 12,01:
Small business financ 1,647 2,72¢ 5,592 8,961
Capcos 1,75k 1,57( 4,99: 4,92¢
All other 40z 70€ 1,70¢ 3,094
Corporate activitie 1,16¢ 76C 4,72¢ 2,992
Total reportable segments 25,54 23,94« 77,52¢ 71,62¢
Eliminations (1,309 (877) (5,13€) (3,34))
Consolidated Total $  24,24% $ 23,067 $ 72,39 $ 68,28
Inter -Segment Revenu
Electronic payment processil $ 19 $ 10 $ 55 $ 33
Web hosting 56 36 134 131
Small business financ 80 — 84¢ 23
Capcos 45¢ 51C 1,42 1,662
All other 23t 232 594 47¢
Corporate activitie 51¢ 30¢€ 1,60( 1,56¢
Total reportable segments 1,367 1,094 4,65¢ 3,892
Eliminations (1,367) (1,099 (4,655 (3,897)
Consolidated Total $ — $ — $ — $ —
Income (loss) before benefit for income taxes andstontinued
operations
Electronic payment processil $ 111 $ 917 $ 3,361 $ 2,78
Web hosting 89¢ 317 2,24¢ 2,15(
Small business financ (1,499 (162) (3,787 (264)
Capcos (1,417 (2,919 (5,530 (9,785)
All other (575) (304) (1,52¢) 191
Corporate activitie (1,227) (2,487%) (3,89€) (6,595
Totals $  (2,69) $ (4,639 $ (9,129 $ (11,519
Depreciation and amortization
Electronic payment processi $ 55¢ $ 51¢ $ 1,67¢ $  1,40¢
Web hosting 80¢ 75¢ 2,441 2,22
Small business financ 2717 301 863 88¢€
Capcos 10 10 71 161
All other 23 32 26C 187
Corporate activitie 96 67 34 30
Totals $ 177 $ 1,68¢ $  5,34¢ $  4,89¢
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As of As of
September 3C December 31

Identifiable assets 2008 2007
Electronic payment processi $ 15,34! $ 16,23¢
Web hosting 14,36: 17,22(
Small business financ 47,611 44 95t
Capcos 74,99 125,93:
All other 8,01< 10,94:
Corporate activitie 3,59( 2,534
Consolidated total $ 163,91( $ 217,81¢

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

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

This Quarterly Report on Form 10-Q contains forwdodking statements. Additional written or oral faard-looking statements
may be made by Newtek from time to time in filimijs the Securities and Exchange Commission omrailse. The words “believe,”
“expect,” “seek,” and “intend” and similar expressns identify forward-looking statements, which $pealy as of the date the statement is
made. Such forward-looking statements are withénrtieaning of that term in Section 27A of the StearAct of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1&34mended. Such statements may include, bubatenited to, projections of income or
loss, expenditures, acquisitions, plans for futperations, financing needs or plans relating to services, as well as assumptions relating
to the foregoing. Forward-looking statements arfegirently subject to risks and uncertainties, sofngtich cannot be predicted or
quantified. Future events and actual results califter materially from those set forth in, conteatpd by or underlying the forward-looking
statements. Newtek does not undertake, and spadlgifitsclaims, any obligation to publicly releathe results of revisions which may be
made to forward-looking statements to reflect tbeuorence of anticipated or unanticipated eventsioccumstances after such statements.

We also need to point out that our Capcos operatieta different set of rules in each of the 8gdittions and that these place
varying requirements on the structure of our inmestts. In some cases, particularly in Louisianagder’t control the equity or management
of a qualified business but that cannot always fes@nted orally or in written presentations.

We are a direct distributor of business servicabéosmall- and mediursized business market. Our target market represeresy
significant marketplace in the United States GDEcdkding to statistics published by the U.S. SBabliiness Administration, approximately
51% of the GDP and private sector employment inthited States comes from small businesses, anddi®sinesses in the United States
which have one or more employees fit into this reagegment. As of September 30, 2008, we had dy600 customers. We use state-of-
the-art web-based proprietary technology to benadost acquirer and provider of products and ses/to our small- and medium-sized
business clients. We partner with AIG, Merrill Lyndorgan Stanley, the Credit Union National Asation with its 8,700 credit unions and
80 million members, Navy Federal Credit Union watii million members, PSCU Financial Services, Itle, nation’s largest credit union
service organization, Fiserv Solutions, Inc. dintegraSys, General Motors Minority Dealers Assticiaand Daimler Chrysler Minority
Dealers Association, all of whom have elected ferafertain of our business services and finamqmiatlucts rather than provide some or all of
them directly for their customers. We have deemigkdsour Capco business in favor of growing ourrapieg businesses and do not
anticipate creating any new Capcos in the forededature.

In order to more accurately and transparently pgrtrur financial information and performance, weeaimplified the format of
this Form 10-Q and expanded our segment repontorg that used in 2007. We have simplified our coiséel consolidated statements of
operations by substantially reflecting the opegprrformance while expanding the segment profit
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and loss tables to fully show each segment’s resgiand expenses. Management'’s discussion and snadysentrates on describing
segment performance with the aid of these newlddtéables. For expenses other than corporate eadrlintercompany expenses are now
charged to the user of the service with a resultityiction in expense for the provider of the smryfor comparability we restated previous
segment results to reflect this change as wellbélieve this change will better match expensebaad¢venues generated by a segment. In
addition, we moved two finance-related businessas bur All other segment to the SBA lending segtneow renamed Small business
finance. This change recognizes that we have exgohadr financing offerings to small- and mediunmesibusinesses to include multiple loan
types and receivables financing and consolidatenl thanagement under one operating team. The newe batter characterizes this. We also
elected to reclassify certain residual fees paiddependent sales agencies and organizationsefor@nic payment processing accounts they
provided to our Electronic payment processing seqgriem professional fees to electronic paymentpssing costs; present and previous
financial results reflect this change.

As of January 1, 2008, we adopted SFAS No. 159 ‘Hdie Value Option for Financial Assets and Finahtiabilities” to better
value our Capco notes. By revaluing our assetdiabilities associated with the notes issued by®@apcos, we have endeavored to eliminate
much of the non-cash effect the Capcos have oopenmations that make unclear the performance obparations. The adoption has resulted
in a one-time, non-cash after-tax reduction ininetd earnings of $14,327,000 and a one-time reslucd $9,551,000 in the deferred tax
liability. This will reduce the future burden of macash Capco losses by better balancing the ndniecasme from tax credits against the non-
cash Capco interest expense. For the nine montlede®eptember 30, 2008, the change has resulgeiér616,000 reduction of the Capco
non-cash loss that is income from tax credits &gsco interest expense and the amortization ofgdepapco note insurance expense.
Because we chose to adopt a new rule, we havesiatted previous financial results.

For the quarter ended September 30, 2008, we hatllass of $2,747,000 on revenues of $24,243,00@l revenues increased
by $1,176,000, or 5.1%, from $23,067,000 for thartpr ended September 30, 2007 principally duadreased revenues in the Electronic
payment processing and Web hosting segments, tf§sgé¢creases in revenues from our Small busimeasde and All other segments. The
reduction in the net loss of $1,220,000 from thedthuarter of 2007 reflects improvements in incdnoen operations for the Electronic
payment processing segment from increased salpspwaments in income from operations for the Westihng segment, a reduction in loss
in the Capco segment from the adoption of SFAS &58duction in losses in Corporate activities fraaiuced expenses, offset by greater
losses in the Small business finance and All atkgments as compared to the same period for 20@7iniproved income in the Web host
segment resulted from increased sales and thenglifon of duplicative rent and electricity incurriethe 2007 period in connection with a
move to a larger server facility.

The Small business finance segment sold substgrféaler loans held for sale while experiencing at@nial decrease in the
premium received and servicing income created IW®BF’s sale of guaranteed portions of loans becafis@arketplace conditions. As a
result of this, on September 30, 2008, NSBF faitethaintain the minimum Senior Charge CoveragedRaBCCR”) specified in the GE line
of Credit and notified GE of the occurrence of ariit of Default under the agreement with GE (“EvanDefault”). We use the GE line of
credit to originate and fund the guaranteed andiaranteed portions of loans held by NSBF. The Compmiarantees up to $15 million of
the advances on the line. As of November 4, 20@8had approximately $28 million outstanding unther GE line of credit. Following an
Event of Default, GE has the option of terminatihg GE line of credit as to new advances, modifyisgerms, or declaring all amounts
outstanding under the GE line of credit to be immatdy due and payable. To date, GE has taken tianao restrict NSBF from drawing
further advances on the GE line of credit to meetmitments, but there can be no assurance thatitbEontinue to do so or that it will not
take other actions as permitted by the GE lineredlit. If GE were to take certain actions in resésuch default, it may have a materially
negative impact on our SBA lending business andCihapany itself.

Finally, in June 2008 the insurer of our Wilshirdusors, LLC Capco made its single scheduled cagmpnt to that Capco’s
investor extinguishing its debt except for a smaatlount of tax credits to be delivered. As a reqdth the Prepaid and structured insurance
asset and the Notes payable liability were redicge$3,810,000, the amount of the payment to thestor. As of June 30, 2008, the
Company had voluntarily decertified Wilshire AdwispLLC.

The Company’s reportable business segments are:

Electronic Payment ProcessingCredit card and debit card processing, check cemeiand ACH solutions for the small- and
medium-sized business market
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Web Hosting: CrystalTech Web Hosting, Inc., which offers shamed dedicated web hosting and related servicdseterhall-anc
medium-sized business market.

Small Business FinanceNewtek Small Business Finance, Inc., a nation&hrised, U.S. Small Business Administration lender
that originates, sells and services loans to quatifsmall businesses, which are partially guaeahtey the SBA. Texas
Whitestone Group performs the closing functiond®SBA 7a loans underwritten by NSBF. CDS Busiréssvices, Inc. (d/b/a
Newtek Business Credit) provides financing servicesusinesses by purchasing their receivablesietcaunted rate. In addition,
the Company provides billing and accounts receiatintenance services to businesses.

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

Corporate Activities: Revenue and expenses not allocated to our otheresdg, including interest income, Capco management
fee income and corporate operations expenses.

Capcos:Fifteen certified capital companies, which invessimall- and medium-sized businesses. They genesateash income
from tax credits and non-cash interest and ins@waxpenses (with the adoption of SFAS 159 the atnmfuinsurance expense
reported for all Capcos but Wilshire Advisers, Lh@s been eliminated starting with the quarter edaath 31, 2008).
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Segment Results:

The results of the Company’s reportable segmemtthéthree and nine months ended September 38,&002007 are discussed
below.

Electronic Payment Processing

Three months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Electronic payment processil $15,96¢ $13,95¢ $2,01: 14%
Interest incom 16 56 (40) (71)%
Total revenue 15,98¢ 14,01 1,97 14%
Expenses
Electronic payment processing cc 13,07 11,281 1,78¢ 16%
Salaries and benefi 97¢ 99: (14) (1)%
Professional fee 49 58 9 (16)%
Depreciation and amortizatic 55¢ 51¢ 39 8%
Other general and administrative cc 212 237 (25) (11)%
Total expense 14,87( 13,09 1,77¢ 14%
Income from continuing operations before (provi$ibanefit for income taxes and
discontinued operatior $1112 $ 917 $ 197 21%

Three Months Ending September 30, 2008 and 2007

Payment processing revenues increased $1,973,a00%obetween periods. Acquired portfolios contrdsbipproximately 1% of the
period over period gain, primarily from acquiringa significant merchant portfolios between periodse remaining 13% increase reflects
organic revenue growth principally derived fromiacrease in the average number of active processerghants, year over year of 14% to
7,525 active merchants at September 30, 2008 apantiffset by a decrease of less than 1% in tleraye monthly processing volume per
active merchant. The decrease in the average nygmtbtessing volume per active merchant is paytihk result of the addition of new
merchants in 2008 whose average monthly sales \adare less than the average monthly sales voluthe imerchant portfolio in the same
period in 2007.

Expenses increased $1,776,000 or 14% between pebadling the third quarter of 2007, the Compargorded a provision for charge
back losses relating to one merchant totaling 880, Electronic payment processing costs incred$etB5,000 or 16% between years with
2% of the increase resulting from acquired pomfliOrganic merchant processing costs, excludisigwal payments, increased 12% betv
years. The remaining increase in electronic paymeotessing costs of 2% is due to the effect aharease in residual payments to t-
party independent sales agencies and represesstafire increase in such residual payments reftexts higher residual percentage payments
to select thirdparty sales referral sources in order to provideafiditional incentives to their sales forces faramant referrals and the grov
of such third-party sales on a sales mix basisiriguhe third quarter of 2007, the Company recoragdovision for charge back losses
relating to one merchant totaling $300,000. Ifdomparison purposes this charge back loss is dimihfrom the 2007 period electronic
payment processing costs, the margin of revengsselectronic payment processing costs declinecbajppately 3% from 21% in 2007 to
18% in 2008. The decline in such margin is attdblg to a combination of a lower rate of margintdbation of acquisitions, higher residual
expenses and competitive pricing pressures adyeaffelcting revenues derived from certain merchaxsluding depreciation and
amortization, all other costs decreased 4% betwears as the result of cost savings realized thraugonsolidation of sales offices.
Depreciation and amortization costs increased $89ddie to the acquisition of merchant portfoliosaeen years.
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Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Electronic payment processi $47,07C $39,49¢ $7,571 19%
Interest incom 64 13¢ (75) (54)%
Total revenue 47,13¢ 39,63¢ 7,49¢ 19%
Expenses
Electronic payment processing cc 38,221 31,63% 6,58¢ 21%
Salaries and benefi 3,021 2,87¢ 14z 5%
Professional fee 201 16€ 33 20%
Depreciation and amortizatic 1,67¢ 1,40¢ 27C 19%
Other general and administrative cc 651 75€ (107) (14)%
Total expense 43,77: 36,85! 6,927 19%
Income from continuing operations before (provi$ibanefit for income taxes and
discontinued operatior $3361 $278 $ 574 21%

Nine Months Ending September 30, 2008 and 2007

Payment processing revenues increased $7,496,obetween periods. Acquired portfolios contrdsbipproximately 3% of the
period over period gain as the result of acquitimg significant merchant portfolios between periotise remaining 16% increase reflects
organic revenue growth principally derived fromiacrease in the number of average active processerghants between years of 12% to
7,525 active merchants at September 30, 2008, théthemainder of the increase due to an increageinverage monthly processing volume
per active merchant. The increase in the averagghtyoprocessing volume per active merchant reflactombination of growth in sales
volume from existing merchants as well as the eféthe addition during the first half of 2007 séveral higher than average processing
volume merchants.

Expenses increased $6,922,000 or 19% between pebadling the nine months ended September 30, 208 Company recorded a
provision for charge back losses relating to onechemnt totaling $300,000. Electronic payment precescosts increased $6,584,000 or 21%
between years with 3% of the increase resultinmfacquired portfolios. Organic merchant processggs, excluding residual payments,
increased 16% between years. The remaining incieadectronic payment processing costs of 2% &stduhe effect of an increase in
residual payments to third-party independent sajemcies and representatives. The increase inresittual payments reflects both higher
residual percentage payments to select third-saigs referral sources in order to provide for talul incentives to their sales forces for
merchant referrals and the growth of such thirdypsales on a sales mix basis. During the thirdtguaf 2007, the Company recorded a
provision for charge back losses relating to onectremnt totaling $300,000. If for comparison purpodes charge back loss is eliminated
from the 2007 period electronic payment procesebsis, the margin of revenues less electronic payprecessing costs declined
approximately 2% from 21% in 2007 to 19% in 200Be ™ecline in such margin is attributable to a ciortion of a lower rate of margin
contribution of acquisitions, higher residual expesmand competitive pricing pressures adversedgtifiy revenues derived from certain
merchants. Excluding depreciation and amortiza@dingther costs increased 2% between years ag#udt of an increase in allocated costs
relating to corporate level sales staffing parialifset by cost savings realized through a codstilbn of sales offices between periods.
Depreciation and amortization increased by $270d0@9to the acquisition of merchant portfolios begw years.
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Web Hosting
Three months ended
September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Web hosting $4,58 $4,16: $ 42¢ 10%
Interest incom 4 10 (6) (60)%
Other income — — — —
Total revenue 4,59( 4,17: 417 10%
Expenses
Salaries and benefi 1,18: 1,05¢ 12¢ 12%
Interest 15 16E (150 (91)%
Professional fee 27 26 1 4%
Depreciation and amortizatic 80¢ 75¢ 49 6%
Other general and administrative cc 1,65¢ 1,851 (192) (10)%
Total expense 3,692 3,85¢ (164) (4)%
Income from continuing operations before (provigibanefit for income taxes and
discontinued operatior $ 89 $ 317 $ 581 182%

Three months ended September 30, 2008 and 2007:

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websimgeirRie between periods
increased $417,000, or 10%, to $4,590,000 in 20B&ipally due to organic growth in the number ofted websites. CrystalTech combined
service and plan enhancements with various satenqtions, including free setup fees and/or freatamhéil months of service for new
customers who prepay for a period of time rangimgftwo to 12 months, to help drive growth in sié@sl revenue. The growth in the shared
segment has slowed due to market conditions, iserdeaompetition, a deliberate price increase byhsting division to improve profitabilil
of the lowest cost plan and technology releasdglioyosoft™ allowing for high-end shared users tovato lower end dedicated virtual
plans.

The increase in revenue reflects an increase iqubeterly number of websites by 5,547 in the tijuerter 2008 as compared to the
third quarter 2007, or 9%, to 70,257 from 64,710 Bverage number of dedicated websites, whichrgena higher monthly fee versus
shared websites, increased by 443 between peno@2%, to an average of 2,495 per month from @&mame of 2,052 per month in the third
quarter 2007. The average number of shared welistesased 5,104, or 8%, to an average of 67,76&path in the third quarter 2008, fr(
an average of 62,658 per month in the third qua@ér.

The $164,000 decrease in expenses between periatxify reflects the $150,000 decrease in inteeggiense and the $192,000
decrease in other general and administrative affstst by the $128,000 increase in salaries anéfitsnThe decrease in interest expenses
was a result of CrystalTech having fully paid thaitstanding note payable to TICC in the third tgra2007, which caused the 2007 interest
expense to be burdened by a non-recurring chasgeiased with the write-off of the remaining $13®0eferred financing costs relating to
the TICC note. In the third quarter 2007, CrystalTenoved to a larger data center location with tgrezapacity to support its growing
business; during the course of the constructiah®hew facility and the move CrystalTech operdtetth in its old and new facilities. The
$192,000 decrease in other general and administratists between the periods primarily reflectsefiraination of approximately $225,000
of expenses for temporary datacenter space andmehe previous datacenter location and theitedI&75,000 in telephone and internet
expense offsetting the costs of the new spacen&hespace should be sufficient to house growth heyad09. Offsetting the decreases in
other general and administrative costs are a $89r@9ease in marketing expenses, a $16,000 ireiaadomain costs, and a $26,000
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increase in credit card processing costs. Salaridbenefits increased $128,000 or 12%, at a kligigher rate than the revenue growth of
10% due to the addition of sales, marketing antocusr personnel to existing staff. Due to currerstt cutting initiatives of the Company and
after reevaluating current staffing needs in linthwhe current growth trend, the Company beliethes salaries and benefits should remain
fairly stable into 2009. The $49,000 increase iprdeiation and amortization was primarily due tpitsd expenditures between periods of
approximately $2,619,000 for additional websitetimgsservers and the acquisition of website sofew@rystalTech expects the growth in
total expenses to remain comparable to its foredastcrease in revenues for the remainder of the ye

Income before benefit for income taxes increasé&1 $HO0 in the third quarter 2008 compared to tivel duarter 2007, principally
because of the growth in revenues and the decie@spenses, thereby increasing operating margims.period over period reduction in
expenses primarily reflects the elimination of thuplicative rent, electricity and communicationstsancurred in the third quarter 2007 wt
transitioning to the new data center.

Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Web hosting $13,367 $11,98: $1,37¢ 12%
Interest incom 12 25 (13 (52)%
Other income — 4 4 (100%
Total revenue 13,37t 12,01 1,36% 11%
Expenses
Salaries and benefi 3,59¢ 3,06¢ 527 17%
Interest 45 317 (272) (86)%
Professional fee 81 76 5 7%
Depreciation and amortizatic 2,441 2,22: 21¢ 10%
Other general and administrative cc 4,961 4,17¢ 78E 19%
Total expense 11,12¢ 9,861 1,26: 13%
Income from continuing operations before (provigibanefit for income taxes and
discontinued operatior $224¢ $215( $ 99 5%

Nine months ended September 30, 2008 and 2007:

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websimgeie between periods
increased $1,362,000, or 11%, to $13,373,000 B 20@ to organic growth of hosted websites. Crysizth combined service and plan
enhancements with various sales promotions, ineuttee setup fees and/or free additional monttsenfice for new customers who prepay
for a period of time ranging from two to 12 montteshelp drive growth in sites and revenue. Thewjndn the shared segment has slowed
due to market conditions, increased competitiaifeléberate price increase by the hosting divismmtprove profitability of the lowest cost
plan and technology releases by Microsoft™ allowfimghigh end shared users to move to lower-endcdést virtual plans.

The increase in revenue reflects an increase iavbheage number of total websites by 6,688 in 2)8ompared to 2007, or 11%, to
69,147 from 62,459. The average number of dedioatdusites, which generate a higher monthly feeusesbared websites, increased by 430
between periods, or 22%, to an average of 2,39&path from an average of 1,963 per month in trst fiine months of 2007. The average
number of shared websites increased 6,259, or i®8# average of 66,755 per month in the first mramths of 2008, from an average of
60,496 per month in the first nine months of 2007.

The majority of the $1,263,000 increase in expebséseen periods reflects an increase in otherrgeaad administrative costs of
$785,000, an increase in salaries and benefits27 $00, and an increase in depreciation and aratidn of $218,000, offset partially by a
decrease in interest expense of $272,000. Theasern@ other general and administrative costs wasaply due to a $482,000 increase in
rent and utilities reflecting CrystalTech’s moveattarger datacenter location in 2007 with greedgracity to support its growing business.
The Company believes that the new space shouldffieient to house
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growth beyond 2009. The increase in other genedbaiministrative expenses included a $65,000 aserén additional software licenses
required for additional servers, a $63,000 incrélasearketing costs, a $72,000 increase in crexdi processing costs and a $103,000
increase in general office and other miscellan@wmsss, all in line with the growth in websites,s&f partially by a $15,000 decrease in
telephone and internet costs. Salaries and bemgditsased $527,000, at a slightly higher rate tiegenue growth, due to the addition of
sales, marketing and customer service personrmisting staff from the fourth quarter of 2007 inibe first six months of 2008. The increase
in salaries and benefits during this time frame imaanticipation of higher growth in sales thanuadly experienced. In line with the current
growth trend and the cost cutting initiatives af thompany, management revised its staffing needghe future and the Company believes
that salaries and benefits should remain fairliplstanto 2009. The $218,000 increase in depreciaitd amortization was primarily due to
capital expenditures between periods of approxiin&,619,000 for additional website hosting seswand the acquisition of website
software. The increase in operating expenses wsstpin part, by a $272,000 decrease in intengstese due to lower borrowings during
2008 and the repayment of the TICC note payabikearthird quarter of 2007 which caused the 2008r@st expense to be burdened by a non-
recurring charge associated with the write-offtef temaining $135,000 deferred financing costdingldo the TICC note. CrystalTech
expects the growth in total expenses to remain eoafgbe to its forecasted increase in revenueh®ramainder of the year.

For the first nine months of 2008 compared to Hraes period in 2007 expenses grew faster than reggmimarily due to the added r
and electricity expense for the new data centdrddiae on line in the third quarter of 2007 anditioeease in salaries and benefits in the first
half of 2008. Income before (provision) benefit fiocome taxes increased $99,000 period over pgriodipally because the revenues bec
sufficient to exceed these new costs. As moreehidw data center’s capacity is utilized, profitd aargins should continue to improve.

Small Business Finance

Three months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Premium on loan sale $ (B) $ 684 $ (689 (101)%
Servicing fee 43¢ 512 (74) (14)%
Interest incom 611 821 (210 (26)%
Management fee 14¢€ 14¢€ — —
Other income 457 561 (104) (19%
Total revenue 1,64 2,72¢ (2,0779) (40)%
Expenses
Salaries and benefi 91¢ 1,08¢ (16¢) (15)%
Interest 482 57¢ (95) (16)%
Management fee 11t 11t — —
Professional fee 8 37 (29 (78)%
Depreciation and amortizatic 271 301 (24 (8)%
Provision for loan losse 672 23t 437 18€%
Other general and administrative cc 66€ 534 134 25%
Total expense 3,141 2,88¢ 25¢ 9%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(1,499) $ (162) $(1,337) (822)%

Three months ended September 30, 2008 and 2007:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anchrtanteed portions of
SBA loans, interest income on SBA loans held feesiment, servicing fee income on the guaranteeiibps of SBA loans previously sold,
servicing income for loans originated by other lersdfor which NSBF is the servicer, and financing &illing services, classified as other
income above, provided by Newtek Business CretiBC”). Most SBA loans originated
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by NSBF charge an interest rate equal to the Prateeplus an additional percentage amount; thedsteate resets to the current Prime rate
on a monthly or quarterly basis which will resultchanges to the amount of interest accrued famtloath and going forward and a re-
amortization of a loan’s payment amount until miagur

The decrease in premium on loan sales resulted fnamagement’s decision to curtail the sale of thergnteed portions of loans
until credit markets stabilize and pricing retutagnore favorable terms. In the third quarter, ftens on guaranteed portions declined
precipitously reflecting the extraordinary riseLilBOR, the interest rate on which buyers price ttipeirchases, against the decline in the P
rate, the interest rate SBA loans are set to. fparad, LIBOR exceeded Prime. The decision nabincreased the balance of the Loans
held for sale at September 30, 2008 to $6,116,8Gmpared to a balance of $1,351,000 at SepteBdh@007. In the three months ended
September 30, 2008 the Company sold five guaranteed, aggregating $493,000 compared to 37 lagldsaggregating $9,714,000 in the
same period for the prior year. According to theASE86 guidelines, and in accordance with the Teands Conditions of the Trade Advice
in connection with selling the guaranteed portibtoans originated, if the borrower prepays in esscef 20% of the guaranteed portion of the
loan or if the Borrower defaults on any scheduleterpayment date within 90 days of settlement dageCompany is obligated to return any
unamortized premium received for the guaranteetigoof the loan. In the three months ended Sepéerdd, 2008 NSBF refunded $19,000
of premium which exceeded the amount of premiureivet! on the five sold loans discussed above. Shbel pricing remain at current
levels or continue to decline it will continue tdvarsely affect revenues and the segment’s perfoecena the future.

The decrease in servicing fee income related to BRAs was attributable to a decrease in the N®BFcing portfolio quarter
over quarter and to a lesser extent a declinearséhvicing rate. The average NSBF servicing pliotfor the quarter ended September 30,
2008 was $126,024,000 compared with $133,938,00héquarter ended September 30, 2007. Beginhmg¢hird quarter of 2007, NSBF
experienced a reduction in the servicing fee rethion the newly originated guaranteed portion oA $#ns sold. While the average for both
quarters remained constant at 1.00%, this ratecaiitinue to negatively impact servicing fee incamghe future as the 1.00% servicing fr
new loans continues to replace higher servicingsrstom older loans that pay down. This decreaseals attributable to a reduction in
income associated with the servicing of an SBAfpbid for a savings bank in New York due to theuetion in that portfolio. In the three
months ended September 30, 2008, NSBF recogniZ&@@2 in external servicing income as comparecbth@®DO0 in the three months ended
September 30, 2007.

While the average outstanding portfolio increagedhf$32,889,000 in the three months ended Septe®ih@007 to $34,706,000
in the three months ended September 30, 2008esiterTcome decreased by $210,000 due to a dedretimeaverage interest rate being
charged to borrowers from 11.05% to 7.29% dueredaction in the prime rate in which SBA loans tied to.

Other income decreased by $104,000 due primaridydecrease in revenue earned by Newtek Businesht(for the three
months ended September 30, 2008, NBC had rever@36f000 and purchased $4,547,000 of receivalies &n average customer base of
34 compared to revenue of $412,000 on $5,065,008ceivables purchases with an average customerdi@ for the three months ended
September 30, 2007.

The provision for loan losses increased by $437t608672,000 for the three months ended Septenthe2@®8 from $235,000 f
the three months ended September 30, 2007. Thisase was a result of an increase in net chargdrofh $1,000 for the three months
ended September 30, 2007 to $379,000 for the thoeghs ended September 30, 2008 as well as arageie the average non-performing
portfolio from $5,581,000 for the three months eh&eptember 30, 2007 to $5,779,000 for the threstimscended September 30, 2008. This
increase in non-performing loans is attributabléhoslowing economy as well as the portfolio beimyye seasoned. As a result higher non-
performing percentages are expected versus thieregghrs. Consideration in arriving at the pramisfor loan loss included past and current
loss experience, current portfolio composition #relevaluation of real estate collateral as wettlasent economic conditions.

Salaries and benefits decreased by $168,000 duafily to the restructuring of NSBF's bonus progr&ased on current
business conditions and the decision to reducedogmations, NSBF has reduced staff at the tifine filing of this report.

Professional fees for the three months ended Sépried®, 2008 decreased by $29,000 primarily dwermuction in NSBF and
NBC contingent liabilities as a result of favorabktlements, which was offset by an increase ditaelated and consulting expens
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After deducting the amortization of deferred finawgccosts associated with the lines of credit lgldNSBF and NBC of $131,000
for the three months ended September 30, 2007 B3, @00 for the three months ended September 38, 2@terest expense decreased from
$447,000 to $352,000 for the same periods, respdgtiThis decrease was primarily attributable ttearease in the prime lending rate on
which the financing costs are based from an averatgeof 8.18% to an average rate of 5.44% quaxter quarter, offset by an increase in the
average amount borrowed. For the three months eBdptémber 30, 2008 the average amount borrowest timel GE facility was
$22,662,000 as compared to $16,961,000 duringaime shree month period in 2007. This increase wastty attributable to the decision to
not sell loans under the current market environment

The increase in other general and administratigtsas attributable primarily to additional expenskated to Newtek obtaining
insurance coverage for the collateral securingaa lehen the borrower’s policy naming Newtek as f[mmgee is cancelled for nggayment, a
well as an increase in write-down’s on the valu®eél Estate Owned (“REQ”). Due to the current deewrd trend in real estate values, the
Company wrote-down the value of real estate by ¥ll#Bin the three months ended September 30, 2068rapared with a loss of $33,000
taken on the sale of REO during the three montds@®eptember 30, 2007. Additionally, as a redudeterioration of credit quality on two
NBC clients, a specific reserve of $39,000 washdistaed during the three months ended Septembe208B as compared with no rese
during the same period in 2007.

As of September 30, 2008, NSBF failed to maintaarhinimum Senior Charge Coverage Ratio (“SCCi§cified in the GE lir
of Credit and notified GE of the occurrence of amit of Default under the GE line of credit. Please “Liquidity and Capital Resources”
below for a discussion of this occurrence.

Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Premium on loan sale $ 47z $2,19¢  $(1,72¢) (79%
Servicing fee 1,36( 1,452 (92 (6)%
Interest incom 1,95¢ 2,77¢ (829) (30)%
Management fee 43¢ 43¢ — —
Other income 1,36¢ 2,10C (739 (35)%
Total revenue 5,592 8,967 (3,37%) (38)%
Expenses
Salaries and benefi 3,37¢ 3,41¢ (35) (1)%
Interest 1,43¢ 1,862 (423) (23)%
Management fee 34k 34k — —
Professional fee 22¢ 14z 85 59%
Depreciation and amortizatic 863 88¢€ (23 (3)%
Provision for loan losse 1,52¢ 607 921 152%
Other general and administrative cc 1,59 1,97¢ (377) (19%
Total expense 9,37¢ 9,231 14¢ 2%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(3,787) $ (2649 $(3,527) (1,339)%

Nine months ended September 30, 2008 and 2007:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anchrtanteed portions of
SBA loans, interest income on SBA loans held feestment, servicing fee income on the guaranteetibps of SBA loans previously sold,
servicing income for loans originated by other kersdfor which NSBF is the servicer, and financing &illing services, classified as other
income above, provided by NBC. Most SBA loans oragéd by NSBF charge an interest rate equal t@timee rate plus an additional
percentage amount; the interest rate resets teutinent Prime rate on a monthly or quarterly bagigch will result in changes to the amount
of interest accrued for that month and going fodhamd a re-amortization of a loan’s payment amaoutit maturity.
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Premium on loan sales related to SBA loans dectddag&1,726,000 to $472,000 for the nine monthedri8eptember 30, 2008
from $2,198,000 for the nine month period ended&aper 30, 2007. The decrease in premium on ldas sasulted from a reduction in Ic
originations during 2008 directly attributable keetadverse conditions in the current credit envivent as well as price deterioration in the
SBA secondary market. In the third quarter, prensim guaranteed portions declined precipitoushecthg the extraordinary rise in
LIBOR, the interest rate on which buyers pricettipeirchases, against the decline in the Prime tta¢enterest rate SBA loans are set to. F
period, LIBOR exceeded Prime. As a result of bdtthese factors, management has taken a more eatiserapproach in underwriting loe
and has curtailed the sale of loans until the ntarkave stabilized and pricing returns to more falite terms, both of which has resulted in a
material impact to income recognized. A direct lestithe decision to not sell loans is the inceeasthe loans held for sale balance period
over period. At September 30, 2008, the balandeasfs held for sale was $6,116,000 as comparedédazace of $1,351,000 at
September 30, 2007. In the nine months ended Septe3d, 2008, the Company sold 40 guaranteed |laggsegating $10,311,000
compared to 139 loans sold aggregating $34,277400® same period for the prior year. The decr@apeemium on loan sales was also
affected by the percentage of premium recognizethersales; beginning in the third quarter of 2008BF experienced a material reduction
in the pricing of the premium on the guaranteedipomf SBA loans due to market conditions. The @any recognized an average premium
on loan sales of 107.9% for the first nine month2a®8 compared with an average of 109.4% for #mesperiod in 2007; brokers quoted
prices of 102% to 104% for guaranteed portiondateind of the third quarter of 2008.

The decrease in premium on loan sales was alsbuattble to the significant reduction in market @em for the unguaranteed
portion of SBA loans or loans classified as heldifiwestment. The Company sold $1,857,000 of Igaesiously classified as held for
investment, for aggregate proceeds of $1,950,06@glthe nine months ended September 30, 2007 catrging value above the amounts
sold, or $93,000, was recorded as premium on lakssAlso, in connection with this sale and ineldidgh premium on loan sales was an
additional $133,000, representing the allocatedigroof the remaining discount recorded at the tohman origination, for total premium
recognized of $226,000. There were no corresporsgtiies during the nine months ended Septembe088, 2

Servicing fee income related to SBA loans decreaygebb2,000 from $1,452,000 for the nine monthseen8eptember 30, 2007
$1,360,000 for the nine month period ended SepteBMme2008. This decrease was attributable to doeese of the NSBF servicing
portfolio year over year. The Company’s averagéfpliw on which servicing fee income is earned \$488,716,000 for the nine months
ended September 30, 2008 compared with $134,61%50@e corresponding prior nine month period. Othe same period, NSBF
experienced a reduction in the servicing fee rethion the newly originated guaranteed portion oA $&ans sold from an average of 1.14%
for the first nine months of 2007 to an averagé.60%, the minimum allowed by the SBA, for the sgyadod in 2008. This reduction in
servicing fee percentages will continue to negatiimpact servicing fee income in the future atreut portfolio levels.

Interest income decreased by $823,000 due to aaweiin the average outstanding portfolio from 335,000 in the first nine
months of 2007 to $33,243,000 in the first nine therof 2008 as well as a decrease in the averagiedt rate being charged to borrowers
from 8.23% to 5.43% as a direct result of a deer@ashe prime rate in which SBA loans are tied to.

Other income decreased by $734,000 to $1,366,08Qada decrease in revenue earned by NBC. Forileenmonths ended
September 30, 2008, NBC had revenue of $975,00@argthased $11,737,000 of receivables from an geerastomer base of 33 compared
to revenue of $1,435,000 on $16,462,000 of recéegurchases with an average customer base of 45¢f nine months ended
September 30, 2007. Additionally, NSBF recorded &1$000 recovery that was charged off several yagos and an additional $59,000 of
income recognized in connection with the recovdrgxpenses associated with the sale of OREO piiepetioth of which were recorded
during the nine months ended September 30, 2007.

Salaries and benefits decreased by $35,000 dualyrto the restructuring of NSBF’s bonus progrdased on current business
conditions and the decision to reduce loan origimat NSBF has reduced staff at the time of thedfibf this report.

Professional fees for the nine months ended Segte8th 2008 increased by $85,000 primarily duentinarease in audit related
and consulting expenses, offset by a reductionSBNand NBC contingent liabilities as a resultaxfdrable settlements.
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After deducting the amortization of deferred finawgccosts associated with the lines of credit lgldNSBF and NBC of $378,000
for the nine months ended September 30, 2007 a®8,830 for the nine months ended September 30,, 20@8est expense decreased from
$1,484,000 to $1,046,000 for the same periodsertisely. This decrease was attributable to a deserén the prime lending rate on which
financing costs are based, from 8.23% to an avewrtgeof 5.43% for the comparative periods, offgein increase in the average amount
borrowed. For the nine months ended September(R the average amount borrowed under the GEtfaviis $20,226,000 as compare!
$19,151,000 during the same three month perio®@v 2

The provision for loan losses increased by $921{6(kL,528,000 for the nine months ended SepteB®e2008 from $607,000
for the corresponding prior period. This was prilyaa result of an increase in net charge-offs 88N from $395,000 for the nine months
ended September 30, 2007 to $984,000 for the novehm ended September 30, 2008 as well as an s&ciedhe average non-performing
portfolio from $5,656,000 for the nine months en&sgptember 30, 2007 to $5,935,000 for the nine hsoehded September 30, 2008. This
increase in nonperforming loans is attributabléheoslowing economy as well as the portfolio baimayre seasoned and as a result higher non:
performing percentages are expected as comparhaailier years. Consideration in arriving at thevgsion for loan loss included past and
current loss experience, current portfolio composiand the evaluation of real estate collateral@lsas current economic conditions.

The decrease in other general and administratists ¢e attributable to NSBF recording a recover$1£0,000 in the servicing
asset valuation allowance as a result of an inergathe fair market value of certain servicinchtgfor the nine months ending Septembel
2008. This increase is attributable to a redudtidoan prepayment rates that off-set an increaskefault rate and the discount rate used to
calculate the servicing asset fair market value:sirvicing portfolio is expected to last longed simerefore pay more servicing fees over its
life. The servicing asset will continue to be exaed periodically, and may fluctuate in future pdsdrased on loan performance and interest
rates. Additionally, NSBF recognized a loss on ¢sure and the sale of REO of $279,000 in the minath period ending September 30,
2007 as compared with a net loss of $93,000 duhiagame period in 2008. Office related expensesedsed during the nine months ended
September 30, 2008 as compared to the same periDir. Additional office related expenses weraiired during the first three months of
2007 associated with the Company’s move. Additignalgnificant cost savings measures were impldeteat NBC throughout the latter
half of 2007 and 2008. Such measures resultededction in general and administrative costs geoieer period of $144,000, offset by an
increase in the accounts receivable reserve at bB€87,000 to $92,000 for the nine months endede®dper 30, 2008 from $5,000 for the
corresponding period. This increase was attribetabthe credit quality of three clients decreagiagod over period.

The $3,523,000 increase in loss for the respediive month periods primarily resulted from the rethn in premium and interest
income, and increase in provision for loan los$é$3BF.

As of September 30, 2008, NSBF failed to maintagrinimum SCCR specified in the GE line of Creahitl notified GE of the
occurrence of an Event of Default under the GE diheredit. Please see “Liquidity and Capital Reses” below for a discussion of this
occurrence.

Capcos
Three months ended
September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Income from tax credit $168( $1,337 $ 34: 26%
Interest incom 73 233 (160) (69%
Other income 2 — 2 100%
Total revenue 1,75¢ 1,57( 18t 12%
Expenses
Salaries and benefi 5 5 — —
Interest 1,82t 2,86¢ (1,044 (37%
Management fee 1,19( 762 42¢ 56%
Professional fee 10t 162 (57 (35)%
Depreciation and amortizatic 10 10 — —
Insurance — 74C (740 (100%
Other general and administrative cc 66 52 14 27%
Total expense 3,201 4,60( (1,399 (30)%
Loss from continuing operations before fair markadtie adjustment, minority interest,
(provision) benefit for income taxes and discongidwperation (1,44¢) (3,030 1,58¢ 52%
Net change in fair market value of Credits in l@ficash and Notes payable in
credits in lieu of cas (74 — (74 (100%
Minority interest 10¢ 117 (8 (7%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(1,417)  $(2,919) $1,507 (52)%
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Three months ending September 30, 2008 and 2007:

As described above and in Note 3 to the condensesbtidated financial statements, effective Janta008, the Company
adopted SFAS No. 157, “Fair Value MeasurementsFAS 157”) concurrent with its adoption of SFAS N&9, “The Fair Value Option for
Financial Assets and Financial Liabilities” (“SFAS9") for substantially all credits in lieu of castotes payable in credits in lieu of cash and
prepaid insurance. These are the financial asadtfiability associated with the Company’s Capctesdhat are reported within the
Company’s Capco segment. The table above refleetsffects of the adoption of fair value measurdmarthe income and expense items
(income from tax credits, interest expense andrarste expense) related to the revalued financggtasnd liability for the three months
ended September 30, 2008. In addition, the netgshsmthe revalued financial assets and liabititythe three months ended September 30,
2008 is reported in the line “Net change in fairked value of Credits in lieu of cash and Notesgidg in credits in lieu of cash”. The results
for 2007 reflect the previous use of cost basi®actng.

Revenue is derived primarily from non-cash inconeenftax credits. The increase in third quarter 2@3&nue versus the third
quarter 2007 reflects the effect of the higherregéerate used under fair value accounting thainpiteviously used under cost basis
accounting. The amount of future revenue will fliade with future interest rates. However, overreifoeriods, the amount of tax credits, and
therefore the income the Company will recognizdl, dacrease to zero.

Expenses consist primarily of management fees andcash interest expense. Management fees increa%ei6$428,000 for tt
three month period ended September 30, 2008 asarenhjo the three month period ended Septemb&080, mainly due to the recovery of
management fees from one Capco totaling approxijn@820,000, and the reversal in the three montlogeended September 30, 2007 of a
previous quarter’'s accrued management fee for apeacc Management fees are expected to declineifuthre as the Capcos mature and
utilize their cash. For the three month period en8September 30, 2007 the amortization of the pdeipaurance purchased at the funding
was a major expense component. The revaluatidmeofidtes payable in credits in lieu of cash ondgnii, 2008 at a lower interest rate
reflecting the risk in the security (as more fullgscribed in Note 3 to the condensed consolidéteddial statements) resulted in an increase
in the liability and a commensurate substantiatel@se in the interest expense compared to that timeleost basis of accounting. Becaust
liability now imbeds the value of the prepaid ireuce, the prepaid insurance asset and its amdotizzéive been substantially reduced.

For the three month period ended September 30,, 2@@ption of SFAS 159 resulted in a $2,053,000¢ctdn of the net nokast
loss (calculated by subtracting interest expensieaamortization of prepaid insurance, from net cleaingfair market value of Credits in lieu
cash and Notes payable in credits in lieu of caghimcome from tax credits) to $219,000 from tha$2,272,000 for the three months ended
September 30, 2007, which was calculated on abzsss.

Because the Company does not anticipate creatingen Capcos in the foreseeable future, we antieifieat our Capco segment
will incur losses going forward through 2010. ThapCos will continue to earn cash investment incoméheir cash balances and incur cash
management fees and operating expenses. The apfaath available for investment and to pay manageriees will be primarily
dependent upon future returns generated from imeg#s in qualified businesses. Income from taxitsedll consist solely of accretion of
the discounted value of the declining dollar amaafrttx credits the Capcos will receive in the fetithe Capcos will continue to incur non-
cash interest expense.
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Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Income from tax credit $ 4,63¢ $ 3,95¢ $ 67¢ 17%
Interest incom 358 T7¢€ (425) (55)%
Other income 6 19C (184) (97)%
Total revenue 4,99: 4,92¢ 67 1%
Expenses
Salaries and benefi 6 29 (23 (79%
Interest 5,287 9,02z (3,736 (41)%
Management fee 4,792 2,99¢ 1,79¢ 60%
Professional fee 48t 48t — —
Depreciation and amortizatic 34 30 4 13%
Insurance 15 2,21¢ (2,209 (99%
Other general and administrative cc 22F 224 1 —
Total expense 10,84« 15,00¢ (4,162) (28)%
Loss from continuing operations before fair markadtie adjustment, minority
interest, (provision) benefit for income taxes aistontinued operatior (5,85)) (20,080 4,22¢ 42%
Net change in fair market value of Credits in l@ficash and Notes payable in
credits in lieu of cas (13 — (13) (100%
Minority interest 334 29t 39 13%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(5,530 $ (9,787  $4,25¢ 43%

Nine months ending September 30, 2008 and 2007:

As described above and in Note 3 to the condensesbtidated financial statements, effective Janda008, the Company
adopted SFAS 157 concurrent with its adoption AASR59 for substantially all credits in lieu of basotes payable in credits in lieu of cash
and prepaid insurance. These are the financiatsaaad liability associated with the Company’s Gapotes that are reported within the
Company’s Capco segment. The table above refleetsftects of the adoption of fair value measurdrarthe income and expense items
(income from tax credits, interest expense andrarste expense) related to the revalued financggtasnd liability for the nine months en
September 30, 2008. In addition, the net chandlegtoevalued financial assets and liability for tivee months ended September 30, 2008 is
reported in the line “Net change in fair marketugabf Credits in lieu of cash and Notes payablerédits in lieu of cash'The results for 20C
reflect the previous use of cost basis accounting.

Revenue is derived primarily from non-cash inconeenftax credits. The increase in the nine montliedrseptember 30, 2008
revenue versus the same period in 2007 reflectsfthet of the higher interest rate used undenfaiue accounting than that previously used
under cost basis accounting. The amount of fueverrue will fluctuate with future interest rateswtever, over future periods, the amount of
tax credits, and therefore the income the Compallyagognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Management fees incré@8edor $1,796,000, to
$4,792,000 for the nine month period ended SepteBMme2008 from $2,996,000 during the same perfd2D07. The net increase was
primarily due to the recovery of management feemfone Capco totaling approximately $1,858,000rdutihe nine months ended
September 30, 2008, offset, in part, by a declinmanagement fees from one other Capco totalingd®8xuring the same period.
Management fees are expected to decline in thecfatsithe Capcos mature and utilize their cashtHéonine months ended September 30,
2007 the amortization of the prepaid insurancelmsed at the funding date was a major expense e¢wnpdl he revaluation of the notes
payable in credits in lieu of cash on January D84 a lower interest rate reflecting the riskhia security (as more fully described in Note 3
to the condensed consolidated financial statements)
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resulted in an increase in the liability and a ca@neurate substantial decrease in the interest sgmampared to that under the cost basis of
accounting. Because the liability now imbeds thiee®f the prepaid insurance, the prepaid insurasset and its amortization have been
substantially reduced.

For the nine months ended September 30, 2008, iadagtSFAS 159 resulted in a $6,603,000 reducbibtihe net non-cash loss
(calculated by subtracting interest expense andtaration of prepaid insurance, from net changfinmarket value of Credits in lieu of
cash and Notes payable in credits in lieu of cashiacome from tax credits) to $681,000 from tha$,284,000 for the nine months ended
September 30, 2007, which was calculated on abasss.

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

All Other
Three months ended
September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Interest incomi $ 29 $ 144 $ (115 (80)%
Insurance commissior 22t 204 21 10%
Other income 14¢ 35¢ (210 59%
Total revenue 40z 70€ (309) (43)%
Expenses
Salaries and benefi 57€ 591 (15) (3)%
Professional fee 14¢ 152 4 (3)%
Depreciation and amortizatic 23 32 9 (28)%
Other general and administrative cc 23C 20¢ 21 10%
Total expense 977 984 (7 (1)%
Loss from continuing operations before minorityeiaist, (provision) benefit for income
taxes and discontinued operatic (57%) (27¢) (297) (107)%
Minority interest — (26) 26 100(%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $ (575 $ (309 $ (27)) (89)%

Three months ended September 30, 2008 and 2007:

The All Other segment includes revenues and expamsrily from qualified businesses that receivgestments made through
the Companys Capcos which cannot be aggregated with otheatipgrsegments. As described above, certain enpitieviously consolidate
with the All Other segment were transferred to3ineall business finance segment. The table abolextethose changes for the three mo
ended September 30, 2008 and 2007.

Revenue decreased $304,000, or 43%, to $402,0@bddahree month period ended September 30, 2008rapared to $706,000
for the three month period ended September 30,.2I¥ decrease is primarily due to a $210,000 tamlun other income, due to greater
gains on sales of investment in 2007 versus the gmriod in 2008. Interest income decreased by $005s a result of a decrease in cash
and cash equivalents, as well as declining inteegss during the first nine months of 2008 as canag with the same period in 2007.
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Salaries and benefits decreased by $15,000, op38%16,000 during the three month period endedeBdper 30, 2008, as
compared to $591,000 during the same period in 200& Company expects salaries and benefits tandefdr the remainder of 2008 as the
Company implements cost-cutting measures to brmpgr@ses in-line with expected sales growth.

Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Interest incomi $ 137 $ 52t $ (38¢) (74)%
Insurance commissior 81¢ 64¢ 16¢ 26%
Other income 753 1,92( (1,167 (61)%
Total revenug 1,70¢ 3,094 (1,38¢) (45)%
Expenses
Salaries and benefi 2,24¢ 1,54z 704 46%
Professional fee 21¢ 522 (309) (58)%
Depreciation and amortizatic 71 161 (90 (56)%
Other general and administrative cc 70C 654 46 7%
Total expense 3,23¢ 2,87¢ 35€ 12%
(Loss) income from continuing operations before aniiy interest, benefit for income
taxes and discontinued operatic (1,527 21F (1,742 (810)%
Minority interest 1 (24) 25 104%
(Loss) income from continuing operations beforeymion) benefit for income taxes
and discontinued operatio $(1,52¢) $ 191 $(1,717) (899%

Nine months ended September 30, 2008 and 2007:

The All Other segment includes revenues and expamsrily from qualified businesses that receiigestments made through
the Companys Capcos which cannot be aggregated with othelatipgrsegments. As described above, certain enptieviously consolidate
with the All Other segment were transferred to3ineall business finance segment. The table abolextethose changes for the nine months
ended September 30, 2008 and 2007.

Revenue decreased $1,386,000, or 45% to $1,70&08@e nine month period ended September 30, 2008, $3,094,000 for
the nine month period ended September 30, 2007d&bease consists primarily of a $1,167,000 reégiua other income which was due to
greater gains on the sale/recoveries of investnemjgalified businesses totaling $217,000 forrilree months ended September 30, 2008
versus $1,400,000 for the same period in 2007rdatencome decreased by $388,000 as a resuld@fr@ase in cash and cash equivalents as
well as declining interest rates during the firstenmonths of 2008 as compared with the same p&agidear. Revenue at the insurance
agency increased by $169,000 for the nine montioggended September 30, 2008 as compared to teewdnth period ended September
2007 due to growth in new business.

Salaries and benefits increased by $704,000, ort4@B2,246,000 during the nine month period endgaté&nber 30, 2008, as
compared to $1,542,000 during the same period @7 20rimarily due to the increased expense assatigith additional customer service
and sales staff for the insurance agency and Tiaxastments. The Company expects salaries anditeteéiecline for the remainder of 2(
as the Company implements cost-cutting measuriestg expenses in-line with expected sales groRtbfessional fees declined by
$304,000, or 58% to $218,000 for the nine montlopeended September 30, 2008 primarily due to tieetane reversal of approximately
$150,000 in Newtek Insurance Agency broker commissielated to a book of business from prior t05200
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Corporate activities

Three months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Management fee $1,15¢ $ 731 $ 42¢ 59%
Interest incom 10 28 (18) (64)%
Other income — 1 (1) (100%
Total revenue 1,16¢ 76C 40¢ 54%
Expenses
Salaries and benefi 1,39( 2,04¢ (65€) (32)%
Interest 10 24 (14) (58)%
Professional fee 29t 334 (39 (12)%
Depreciation and amortizatic 96 67 29 43%
Other general and administrative cc 601 77€ (17%) (23)%
Total expense 2,392 3,247 (855) (26)%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(1,227)  $(2,487) $1,264 51%

Three months ended September 30, 2008 and 2007:

Revenue is derived primarily from management feeaed from the Capcos, which amount to 2.5% offeattcapital.
Management fee revenue increased 59%, or $4280@Q2,159,000 for the three month period endededeiper 30, 2008 from $731,000
during the same period in 2007. The net increasepsinarily due to the recovery of management fems one Capco totaling approximat
$220,000 during the three months ended Septemh@088. Management fees are expected to declitteifuture as the Capcos mature and
utilize their cash. If a Capco does not have curoemprojected cash sufficient to pay managemess fhen such fees are not accrued.

Expenses declined $855,000, or 26%, in the thragthmzeriod ended September 30, 2008 from the caabpmperiod in 2007. F
the third quarter 2008 compared to the same p@00d, salaries and benefits and other general @méhéstrative costs have decreased
$656,000 and $176,000 or 32% and 23%, respectiralgcting the implementation of the Company’stansting initiatives. The Company
intends to continue its cost cutting and operatiefficiency efforts, primarily through personnelductions, and expects salaries and benefits
and other general and administrative costs to medtom its current level over the remainder of 200he Company does not believe that the
reductions will impact the management of the Comfsabusinesses.

Nine months ended

September 30:
(In thousands): 2008 2007 $ Change % Change
Revenue
Management fee $4,69¢ $290: $1,79% 62%
Interest incom 26 83 (57 (69)%
Other income 5 7 (2) (29%
Total revenue 4,72¢ 2,99: 1,73 58%
Expenses
Salaries and benefi 5,36¢ 5,57¢ (209 (4)%
Interest 44 93 (49 (53)%
Professional fee 93¢ 1,39¢ (459 (33%
Depreciation and amortizatic 26C 187 73 39%
Other general and administrative cc 2,012 2,331 (31¢) (14)%
Total expense 8,62°¢ 9,587 (962 (10)%
Loss from continuing operations before (provisibahefit for income taxes and
discontinued operatior $(3,89¢) $(6,595) $2,69¢ 41%
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Nine months ended September 30, 2008 and 2007:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offtattcapital.
Management fee revenue increased 62%, or $1,79608@,698,000 for the nine month period endedéeper 30, 2008 from $2,902,000
during the same period of 2007. The net increasepnienarily due to the recovery of management fema two Capcos totaling
approximately $1,881,000 during the nine monthsdrBeptember 30, 2008, offset by a decline in memagt fees from one other Capco
totaling $85,000 during the same period. Managerfems are expected to decline in the future a€dpros mature and utilize their cash. If a
Capco does not have current or projected castcaiffito pay management fees then such fees aaraated. Interest income declined 6¢
or $57,000, to $26,000 for the nine month periodeehSeptember 30, 2008 from $83,000 during the smmed of 2007 reflecting a
reduction in interest income on cash investmenéstdua decrease in both the rate of interest redeiw the investments and the amount of
cash on hand.

Expenses declined $962,000, or 10%, during the mimieth period ended September 30, 2008 from thepacable period in 200
As a result of the Company’s cost cutting initia8y salaries and benefits decreased $209,000 qoré¥éssional fees decreased $459,000 or
33% and other general and administrative costsedsed $318,000 or 14% for the nine month perioeé@&®ptember 30, 2008, as compared
to the same period 2007. Due to continuing cogtngutnitiatives primarily through personnel redoais, the Company expects salaries and
benefits and other general and administrative dostecline from its current level over the remaindf 2008.

A summary of the Company’s cash flows provided ume€l in) operating activities by segment is a®fed!:
NEWTEK BUSINESS SERVICES INC. AND SUBSIDIARIES

Cash Flows from Operating Activities by Segment
For the nine months ended September 30, 2008

Business Services Segments Total
Electronic Small Corporate Business
Payment Web Business All Services CAPCO
Processing Hosting Finance Other Activities Segments  Segment Eliminations Total
$ 47,13 $13,37¢ $ 559. $1,70¢ $ 4,72¢ Operating revenue $7253¢ $499: $ (5136 $ 72,39
Operating expenses and minority
43,777 11,124 9,37¢ 3,234 8,62¢ interest 76,13t 10,52! (5,13¢) 81,52
Income (loss) before (provision) bene
3,361 2,24¢ (3,787 (1,526 (3,896 for income taxe: (3,599 (5,530 — (9,129
(1,159 (959 59 593 853 (Provision) benefit for income tax (603  2,30¢ — 1,70¢€
2,207 1,29t (3,72 (933) (3,047 Netincome (loss (4,202) (3,22)]) — (7,429)
Non-Cash:
— — — — — Income from tax credit — (4,639 — (4,639
1,67¢ 2,441 863 71 26C Depreciation and amortizatic 5,31¢ 34 — 5,34¢
— — — (93 — Gain on sale/recovery of investme (93 — — (93
— — — — — Accretion of interest expen: — 5,28 — 5,28
1,09( 90C (68) (611) (1,55¢) Deferred income taxe (248) (2,319 — (2,562)
— — 1,52¢ — —  Provision for loan losse 1,52¢ — — 1,52¢
6 31 134 2 204 Other, ne! 377 (412) — (35
Changes in assets and liabiliti
SBA loans originated over proceeds
— — (16,067 — — from sale of SBA loan (16,067 — — (16,067
— — 10,31: — —  Proceeds from sale of SBA loa 10,31: — — 10,31:
Prepaid expenses, accounts receivat
(315) 36¢€ (86€) 95 25€ and other asse (462) 50 — (412
Accounts payable, accrued expenses
(96€) 19z (167) 46¢ (71¢) and deferred revent (1,189 (187) — (1,365
— — 14¢ 64 —  Other-net 213 15 — 22¢
Net cash provided by (used |
$ 3,70 $ 5228 $ (7,909 $ (937 $(4,600 operations $ (451Y) $(5,37¢) $ — $ (9,889
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Our operating businesses are dependent on théi ledatte small- and mediusized segments of the U.S. economy. The redu
in the availability of credit and a weakening eamyas having a negative impact on consumer and certiad spending which could
adversely impact our customers. This is also neglgtimpacting the value of commercial and resiggmeal estate, which could adversely
impact the loan portfolio of our Small Businessdfine segment.

Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 1 of the Notes to Condensed Catated Financial
Statements included in its Form 10-K for the fispedr ended December 31, 2007. A discussion oEtimapanys critical accounting policie
and the related estimates, are included in ManagesnRiscussion and Analysis of Results of Operatiand Financial Position in its Form
10-K for the fiscal year ended December 31, 200ier& have been no significant changes in the Coyparisting accounting policies or
estimates since its fiscal year ended Decembe2(®17, other than the adoption of SFAS 157 and SF3% See Notes 2 and 3 to these
Unaudited Consolidated Financial Statements.

Liquidity and Capital Resources
(Dollars in thousands)

For the Nine Months
Ended September 30,

2008 2007
Net cash used in operating activit $(9,889 $(3,469)
Net cash (used in) provided by investing activi (937) 9,55¢
Net cash provided by (used in) financing activi 3,27¢ (4,756
Net (decrease) increase in cash and cash equis (7,547 1,33(
Cash and cash equivalents, beginning of pe 25,37: 26,68¢
Cash and cash equivalents, end of pe $17,82F $28,01¢

Cash requirements and liquidity needs over the tvgalive months are anticipated to be funded pritpéinrough operating results
and available cash and cash equivalents. We alaotha capacity to borrow from our $10 million GapiOne line of credit through
CrystalTech. In our Small Business Finance segneemtSBA lending unit funds its cash requirememtd Equidity needs through available
cash and cash equivalents and utilizes the $5@omiGE line of credit to originate and warehouseghiaranteed and unguaranteed portion of
loans held by our SBA lending unit, and our reckiga financing unit utilizes the $10 million WeHsargo line of credit to purchase
receivables. There are no cross covenants or edlaation under any of the above lending faeiitiThe availability of the lending facilities
is subject to the compliance with certain covenants in addition, for the GE and Wells Fargo lirtes,amount of collateral and collateral
requirements, as set forth in the agreements. Timep@ny guarantees the lines of credit for the slidnses: Capital One for the amount
borrowed, GE up to $15 million, and Wells Fargoto$800,000. As of September 30, 2008, our unusattes of liquidity consisted of
unrestricted cash and cash equivalents of $17,825dhd with $10,000,000, $523,000 and $27,500ahlaithrough the Capital One, GE,
and Wells Fargo lines of credit, respectively.
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As of September 30, 2008, NSBF failed to maintaarhinimum Senior Charge Coverage Ratio (“SCCi§cified in the GE lir
of Credit and notified GE of the occurrence of amit of Default under the agreement with GE (“Evefnbefault”). The shortfall in the
SCCR resulted primarily from management’s decisionto sell the guaranteed portions of loans instke@ndary market. As a result of the
reduction in the spread between LIBOR and the Pratethat occurred in the third quarter with theatation of the credit markets,
premiums on guaranteed portions of loans declimedramain substantially below those obtained by K&Brlier in 2008. Management
believes that the premium will improve as creditke#s recover. Because NSBF derives liquidity aradits from selling guaranteed portions
of its SBA 7a loan originations, the decision rmsell at this time has negatively impacted bathaddition, from time-to-time we may sell
the unguaranteed portion of our loans. We do npede on such sales to fund our operations; instethgement relies on our credit facility
to permit us to make loans. Currently the pricetfi@r unguaranteed portions has become less atgraatd management has elected not to sell
them.

We use the GE line of credit to originate and ftimelguaranteed and unguaranteed portions of lagldly NSBF. As
of November 4, 2008, we had approximately $28 omllbutstanding under the GE line of credit. GEihemrmed NSBF that it reserves all
rights and remedies available to it under the @E tif credit in respect of the Event of Defaultlléwing an Event of Default, GE has the
option of terminating the GE line of credit as manadvances, modifying its terms or declaring mibants outstanding under the GE line of
credit to be immediately due and payable. To date has taken no action to restrict NSBF from draviinther advances on the GE line of
credit to meet commitments, but there can be narasse that GE will continue to do so or that if wot take other actions as permitted by
the GE line of credit agreement. If GE were to tatime or all of the actions permitted under theliG& of credit in respect of the Event of
Default, the impact on our SBA lending business taiedCompany may be materially negative. The lin@s Wells Fargo and Capital One
are unaffected by this issue.

We believe our loan loss reserves, which are eteduaonthly on a loan-by-loan basis, along with caltateral monitoring
practices are adequate. While we are aware ofttheging conditions occurring nationally in the desitial real estate market, loans within
the portfolio are typically repaid by the businesash flow and secured by business collateral ansbpal assets of the business owner and/o
guarantors which may include residential real estatsupplemental collateral. We follow the SBAdtad operating procedure with respect
to obtaining collateral on our loans. This typigaficludes all business assets and frequently dedypersonal assets of the owners and/or
guarantors.

Restricted cash totaling $9,704,000 which is prilpdreld in the Capcos, is used for paying managerfees to the Corporate
entity for the managing and operating of the Capowking qualified investments, to repay debt adilions and for the payment of income
taxes.

Net cash flows used in operating activities de@d#¥,812,000 to $(9,889,000) for the nine monttted September 30, 2008
compared to $(2,077,000) for the nine months ei@gatember 30, 2007, primarily due to our Small tesss finance segment’s operations.
Loan sales declined for the nine months ended 8dgee30, 2008 as compared to the same perioddasthy $12,916,000. This was offset
by a decline in the amount of loan origination$6f724,000 from period to period.

Net cash flows (used in) provided by investing\atiés primarily includes the purchase of fixedetssand customer accounts,
activity regarding the unguaranteed portions of 3&#s, changes in restricted cash and activitieslving investments in qualified
businesses. Net cash flows (used in) provided bgsting activities decreased by $7,134,000 to $(#RY) for the nine months ended
September 30, 2008 compared to $6,197,000 forittemonths ended September 30, 2007. The decliseua primarily to greater returns
from qualified investments in 2007 as comparedd@8? as well as qualified investments made dur@B2nly. Proceeds from sales of an
asset held for sale and U.S. Treasury Notes, aidI&hs sold held for investment, all of which oged in 2007 only, accounted for
$8,758,000 of the change.

Net cash flows provided by (used in) financingatis primarily includes repayments on notes pé&yéhl Credit, the proceeds
of which were used to finance Capco activities; TJ@hich were funds borrowed by CrystalTech Webthgs Inc., and paid off in full
during 2006 and 2007), and the net borrowings nefgants) on bank notes payable to North Fork, Wedigjo, and GE. Net cash flows
provided (used in) by financing activities increddy $5,919,000 to $3,279,000 for the nine monttged September 30, 2008 from
$(2,640,000) for the nine months ended Septembe2@W/. The primary reason for the decline wastitecash provided by a $2,050,000
reduction in restricted cash in NBC for the ninenting ended September 30, 2007 and a $4,980,00@elanet borrowings on bank notes
payable to $4,226,000 during the nine month peginded September 30, 2008, from net repaymentssf,800 for the nine months ended
September 30, 2007. The 2008 net borrowings causaft NSBF borrowing a net $6,524,000 to fund ofi@na and make loans, offset by
Crystaltech repaying $2,500,000 on its line of @rdauring the same period in 2007, NSBF had netdwings of $1,000,000 to fund
operations and make loans, while NBC repaid a h$100,000 as a result of debt restructuring.
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Historically, Newtek has funded its operations tlgib the issuance of notes to insurance companiesgh the Capco programs.
We are not anticipating any cash flow from new @aprograms for the foreseeable future. We beliewrecash flow generated by our
operating companies, available borrowing capaeitisting cash and cash equivalents, and othertmezgs should provide adequate funds
for continuing operations and to fund principal amerest payments on our debt.

Item 3. Quantitative and Qualitative Disclosure abat Market Risk.

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

Because the SBA lender borrows money to make laadsnvestments, our net operating income is degrgrngpon the difference
between the rate at which we borrow funds anddkeat which we invest these funds. The Companyoh#standing bank notes payable of
approximately $26,291,000 at September 30, 20@8tdst rates on such notes are variable rangimgeleet Prime plus 0.25%:0% or LIBOF
plus 2.50%. As a result, there can be no assuthata significant change in market interest ratélsnot have a material adverse effect on
our interest income. In periods of decreasing @gerates, our revenue from interest income woeatdehse, which would reduce our net
operating income. We have analyzed the potentiphtrthof changes in interest rates on interest igcoet of interest expense. Assuming that
the balance sheet were to remain constant andtiomaaevere taken to alter the existing interest snsitivity, a hypothetical immediate 1%
change in interest rates would have the effectridtancrease (decrease) in assets by less thaas B¥6September 30, 2008. Although
management believes that this measure is indicafieair sensitivity to interest rate changes, gslaot take into account potential changes in
credit quality, size and composition of the assetthe balance sheet, and other business develdpthan could affect a net increase
(decrease) in assets. Accordingly, no assurancebegiven that actual results would not differ enatly from the potential outcome
simulated by this estimate.

In addition, we do not have significant exposurehlianging interest rates on invested cash, whidke agproximately $27,529,000 and
$38,320,000 at September 30, 2008 and Decemb@08Z, respectively. The Company invests cash mainiyoney market accounts and
other investment-grade securities and does notpsecor hold derivative financial instruments fading purposes. All of our transactions
are conducted in U.S. dollars and we do not hayda@eign currency or foreign exchange risk. Wendb trade commaodities or have any
commodity price risk.

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

Our management, with the participation of our Clirécutive Officer and Chief Financial Officer, dvated the effectiveness of
our disclosure controls and procedures as of theoéthe period covered by this report. Based a ¢valuation, the Chief Executive Officer
and Chief Financial Officer concluded that our tisare controls and procedures as of the end gbehied covered by this report are
functioning effectively to provide reasonable aaswee that the information required to be discldseds in reports filed under the Securities
Exchange Act of 1934 is recorded, processed, suineshand reported within the time periods specifiethe SEC’s rules and forms.
Disclosure controls and procedures include, withiotitation, controls and procedures designed &ueamthat information required to be
disclosed by an issuer in the reports that it filesubmits under the Securities Exchange Actdsimailated and communicated to the issuer’s
management including its principal executive aridgipal financial officers, or persons performiniggar functions, as appropriate to allow
timely decisions regarding required disclosure ofitools system, no matter how well designed andaipd, cannot provide absolute
assurance that the objectives of the controls systre met, and no evaluation of controls can gemabsolute assurance that all control
issues and instances of fraud, if any, within a jgany have been detected.
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(b) Change in Internal Control over Financial Reinor

No change in our internal control over financigloging occurred during the quarter ended Septe®®e?008 that has materially
affected, or is reasonably likely to materiallyesff, our internal control over financial reporting.

(c) Limitations

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

Item 1. Legal Proceedings
We are not involved in any material pending litigat

Item 2. Unregistered Sales of Equity Securities andse of Proceeds
None.

Item 4. Submission of Matters To a Vote of Security Holder:
None.

ltem 6. Exhibits

Exhibit No. Description

31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002
31.2 Certification of Chief Financial Officer pursuamnt $ection 302 of the Sarba-Oxley Act of 2002
32.1 Certification of Chief Executive and Chief Finarig@ficer pursuant to Section 906 of the Sarb-Oxley Act of 2002
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SIGNATURES

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

NEWTEK BUSINESS SERVICES, INC.

Date: November 13, 2008 By: /s/ Barry Sloane

Barry Sloane
Chairman of the Board, Chief Executive Officer and
Secretary

Date: November 13, 2008 By: /s/ Seth A. Cohen

Seth A. Cohen
Chief Financial Officer and Treasut
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Exhibit 31.1
CERTIFICATION

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

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

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

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

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

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

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

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

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

b) any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the
registran’'s internal control over financial reportir
Dated: November 13, 2008

/sl Barry Sloane
Barry Sloane
Chief Executive Office
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Exhibit 31.2
CERTIFICATION

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

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

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

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

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

a)

b)

c)

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

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

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

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

a)

b)

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

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

Dated: November 13, 2008

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

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

In connection with the Quarterly Report on FormQ@er the period ended September 30, 2008 (the 6R8pof Newtek Busines
Services, Inc. (the “Company”), as filed with thecBrities and Exchange Commission on the date hd@aay Sloane, as Chief Executive
Officer, and Seth A. Cohen, as Chief Financial €ffj of the Company, each hereby certifies, putsteah8 U.S.C. 81350, as adopted
pursuant to 8906, that, to each officer’'s knowledge

(1)  The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exgj@Act of 1934, as
amended; an

(2) The information contained in the Report faplesents, in all material respects, the finan@alition and results of
operations of the Company as of and for the perindgred in the Repol

/sl Barry Sloane
Barry Sloane, Chief Executive Offic

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

Dated: November 13, 2008
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