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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 March 31, 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.)
10018

1440 Broadway, 17" floor, New York, NY

(Address of principal executive offices) (Zip Code)

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

Indicate by checkmark whether the registrant hadl€d all documents and reports required to llfby Section 13 or 15(d) of the Excha
Act during the preceding 12 months (or for suchr&rgeriod that the registrant was required ® dilich reports), and (2) has been subject to
such filing requirements for the past ninety day¥es No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited, “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange

Act.

Large Accelerated Filerd Accelerated Filer O
Non-Accelerated Filer [J Smaller reporting companyx]

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). Yes[O] No
As of May 5, 2008, there 36,948,524 of the Compsu@ommon 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 MONTHS ENDED MARCH 31, 2008 AND 2007
(In Thousands, except for Per Share Data)

Operating revenue
Operating expense
Electronic payment processing cc
Salaries and benefi
Interest
Depreciation and amortizatic
Other operating cos
Total operating expens
Operating loss from continuing operations beforearity interest, benefit for income taxes, and digmued
operations
Minority interest
Loss from continuing operations before benefitifmome taxes and discontinued operati
Benefit for income taxe
Loss from continuing operations before discontinapdration:
Discontinued operations, net of ta
Net loss

Weighted average common shares outstani
Basic and dilutes

Loss per share from continuing operatic
Basic and dilutes

Loss per share from discontinued operations, nexas:
Basic and dilute:

Basic and diluted loss per shi

See accompanying notes to these unaudited condeassdlidated financial statements.

3

2008 2007
$23,52( $21,80¢
12,228 9,86¢

6,57¢ 5,397

2,29C  3,88¢

1,80¢ 1,567

4,65. 5,281
27,55 2599«
(4,035 (4,190

102 124

(3,93) (4,066

1,23¢ 1,37
(2,695 (2,699

— (205)
$(2,699) $(2,899
35,86¢  35,65:
$ (0.0 $ (0.0

— (0.01)
$ (0.06) $ (0.09)
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
MARCH 31, 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 ¢@ml losses of $2,226, and $2,196, respecti
Accounts receivable (net of allowance of $442 aB2l1$ respectively
SBA loans held for sal
Prepaid and structured insurat
Prepaid expenses and other assets (net of accexhaatortization of deferred financing costs of $6,@nd
$1,593, respectively
Servicing asset (net of accumulated amortizatiahalowances of $3,432 and $3,160, respectiy
Fixed assets (net of accumulated depreciation aradtezation of $7,339 and $6,616, respectivi
Intangible assets (net of accumulated amortizaifd$®,484 and $8,775, respective
Goodwill
Total asset

LIABILITIES AND SHAREHOLDERS '’ EQUITY

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

Common stock (par value $0.02 per share; authoB2¢@00 shares, issued and outstanding 36,084&081

respectively, not including 474 and 583 shares me&scrow, respectively, and 473 held by an at#l)
Additional paic-in capital
Retained earning
Treasury stock, at cost (137 and 217 shares, ribeplgd
Total shareholde’ equity
Total liabilities and sharehold¢ equity

March 31,

December 31

2008 2007

Unaudited (Note 1)
$ 20,23( $ 25,37
10,75¢ 12,94¢
86,18¢ 92,78:
27,60¢ 27,89¢
3,67 3,951
957 36C
3,77¢ 14,73¢
10,60 9,78¢
2,48: 2,71¢
5,417 5,43:
8,31¢ 8,82¢
12,99¢ 12,99¢
$193,00( $ 217,81t
$ 8,60¢ $ 10,25¢
24,69¢ 26,76¢
2,25¢ 2,032
85,68¢ 79,08t
7,03¢ 17,88(
128,28 136,02:
4,72¢€ 4,97(
722 122
56,23 56,16!
3,22: 20,24¢
(197) (309)
59,99! 76,82
$193,00( $ 217,81t

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE THREE MONTHS ENDED MARCH 31, 2008 AND 2007

(In Thousands)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Income from tax credit
Accretion of interest expen:
Deferred income taxe
Depreciation and amortizatic
Provision for loan losse
Other, ne
Changes in operating assets and liabiliti
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, 1
Payments received on SBA log
Proceeds from sale of asset held for
Change in restricted ca
Other

Net cash provided by investing activiti

2008

2007

$(2,695)  $(2,899)
(1,464 (1,309
1,74¢ 3,06¢
(1,290 (1,589
1,80¢ 1,567
40¢ 167
9 (319)
(3,069 (9,116
2,471 6,59/
(692) 1,93t
(1,369 (2,559
137 31€
(3,989 (4,139
(90) —
174 57C
(1,001) (862)
(994 (2,686
90: 1,744
— 1,572
2,021 2,76€
— 57¢
1,01¢ 3,68:
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NEWTEK BUSINESS SERVICES, INC., AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 2008 AND 2007(CONTINUED)

Cash flows from financing activitie
Proceeds from notes payal
Repayments of notes payal
Change in restricted cash relating to CDS finan
Net proceeds (repayments) on bank notes pa
Other
Net cash (used in) provided by financing activi
Net (decrease) increase in cash and cash equis
Cash and cash equivaler beginning of periot
Cash and cash equivaler- end of perioc
Supplemental disclosure of cash flow activities

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

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

Goodwill recognizec

See accompanying notes to these unaudited condeassdlidated financial statements.

6

2008

2007

(2,026
(141)

5,057
(4,266)
2,05(
907
(114)

(2,167)

3,634

(5,147)
25,37:

3,181
26,68¢

$20,23(

$29,86¢

$ 4,04¢

$ 3,82¢

$ 238
4,311
94

$ 4,63¢

$ 3,127
3,25¢

6,38¢

$ 1,74¢
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, In¢'Newtek”) is a holding company for several wholBad majority-owned subsidiaries, including 15
certified capital companies which are referredg@apcos, and several portfolio companies in wtiiehCapcos own non-controlling or
minority interests. The Company provides a “ongysthop” of business services to the small- and umediized business market and uses
state of the art web-based proprietary technolodyeta low-cost acquirer and provider of produats services. The Company partners with
companies, credit unions, and associations to affeservices.

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

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing, credit card processing and check appresices to the small- and medium-sized
business market.

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

Small Business FinanceNewtek Small Business Finance, Inc. (‘“NSBF"), dorally licensed, U.S. Small Business Administratio
(“SBA”) lender that originates, sells and servit@mns to qualifying small businesses, which ar¢iglr guaranteed by the SBA.
CDS Business Services, Inc, D/B/A Newtek Businessiit (“NBC"), provides financing to small- and nieth-sized businesses by
purchasing their receivables at a discounted hataddition, NBC provides billing and accounts ligable maintenance services to
businesses.

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

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

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

The condensed consolidated financial statemerigeaftek Business Services, Inc., its subsidiariesFN 46 consolidated entities,
(Financial Accounting Standards Board (“FASB”) isdunterpretation (“FIN") No. 46 “Consolidation ¥fariable Interest Entities”), (the
“Company” or “Newtek”) included herein have beeepared by the Company in accordance with accouptiimgiples generally accepted in
the United States of America and include all whodlpd majority-owned subsidiaries, and those photmmpanies over which the Company
has effective control but which the Capcos own nontrolling minority interest, or those of which Wk is considered to be the primary
beneficiary (as defined under FIN 46 and FIN 46R))inter-company balances and transactions haea lsdiminated in consolidation.
Currently, the Company is absorbing losses attitietto certain of its minority interest holdersd® these entities achieve profitability, the
losses will be restored to the Company prior tocation of profits to all minority holders.

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

All financial information included in the tablestie following footnotes are stated in thousangsept 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 lengtmefuntil the underlying transactions are
complete. The most significant estimates are végpect 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 theesadtht 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, statérfesms 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 teditsrto 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 necapture percentages. At March 31, 2
the Company had Capcos in seven states and thicDistColumbia. Each state statute requires tiratCapco invest a threshold percentage
of Certified Capital in Qualified Businesses withire time frames specified. As the Capco meetetheguirements, it avoids grounds under
the statute for its disqualification for continueakticipation in the Capco program. Such a disdjaation, or “decertification” as a Capco
results in a recapture of all or a portion of tHecated tax credits; the proportion of the recaptis reduced over time as the Capco remains ir
general compliance with the program rules and ntbetprogressively increasing investment benchmarks

As the Capco continues to make its investmentsualifed Businesses and, accordingly, places areasing proportion of the tax
credits beyond recapture, it earns an amount €quhé non-recapturable tax credits and recordls aowunt as “income from tax credits”,
with a corresponding asset called “credits in bggash”, in the accompanying condensed
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consolidated balance sheets. The amount earnectemidied as income is determined by multiplyingttital amount of tax credits allocated
to the Capco by the percentage of tax credits imavftom recapture (the earned income percentageruhd state statute. To the extent that
the investment requirements are met ahead of sttheahd the percentage of non-recapturable tavitsrisdaccelerated, the present value of
the tax credit earned is recognized currently &iedasset, credits in lieu of cash, is accreteduba amount of tax credits available to the
Certified Investors. If the tax credits are earbetbre the state is required to make delivery, (inlwestment requirements are met ahead of
schedule, but credits can only be used by thefiegkinvestor in a future year), then the preseti® of the tax credits earned are recorded
upon completion of the requirements, in accordavite Accounting Principles Board Opinion No. 21.€Tteceivable (called “credits in lieu
of cash”) is accreted to the annual deliverablewamuavhich can then be delivered to the insurancepamy investors in lieu of cash interest.
Delivery of the tax credits to the Certified Invast results in a decrease of the receivable anddtes payable in credits 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 agreedccept the tax credits in lieu of cash intepegtments 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 iteeglarned. In addition, the state maintains aofig€ertified 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 SB@am that generally provides for SBA
guarantees of 50% to 85% of each loan, subjecttexdmum guarantee amount. NSBF sells the guardmtedion of each loan to a third
party and retains the unguaranteed principal poiitiats own portfolio. A gain is recognized on $kdoans 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 daleer than the date of settlement. Such transactimrecorded under the terms of Statement
of Financial Accounting Standards (“SFAS”) No. 158FAS No. 156"), “Accounting for Servicing of Finaial Assets - an amendment of
FASB Statement No. 140" and are recorded as a coem®f servicing fee and premium income in thedemsed consolidated statements of
operations. In each loan sale, NSBF retains sexyi@sponsibilities and receives servicing fees wiinimum of 1% of the guaranteed loan
portion sold. NSBF is required to estimate its g#ng compensation in the calculation of its seingcasset. The purchasers of the loans sold
have no recourse to NSBF for failure of customensay amounts contractually due.

In accordance with SFAS No. 156, upon sale of dae$ 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 transferor (the unguaranteed portion of tha)lbased on their relative fair values at the déteansfer. The difference between the
proceeds received and the allocated carrying vaftige financial assets sold is recognized as ia graisale of loans.

Each class of servicing assets and liabilitiessatisequently measured using either the amortizatigthod or the fair value
measurement method. The amortization method, wiisBF has chosen to continue applying to its semgiesset, amortizes the asset in
proportion to, and over the period of, the estimdtaure net servicing income on the underlyingigmbrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastdro/alue 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 etdithe 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 balanceesis:the current fair value. If the fair valueled 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 viauatlowance is written-down.

Interest and Small Business Administration (“SBA”)Loan Fees—SBA Loansinterest income on loans is recognized as earned.
Loans are placed on nonaccrual status if they @ida9s past due with respect to principal or irgeaad, in the
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opinion of management, interest or principal orivithial loans is not collectible, or at such eartime as management determines that the
collectibility of such principal or interest is ukgly. When a loan is designated as nonaccrualaticeual of interest is discontinued, and any
accrued but uncollected interest income is reveasedcharged against current income. While a leateissified as nonaccrual and the future
collectibility of the recorded loan balance is dtfub collections of interest and principal are geadly 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 wioemred. Due to the uncertainty with
respect to collection of these passed through aelpees or assessed fees, any funds receivedriduese 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 dat girnings process has been completed and the Ggroga estimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohcal cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues derived from tipgnanits that cannot be aggregated with otheimness 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 aré, fikke service and/or product has been deliverati{tze collection of the related receivabl
assured.

The detail of total operating revenues includethancondensed consolidated statements of operatieras follows for the three months
ended:

March 31, March 31,
(In thousands): 2008 2007
Electronic payment processil $15,18: $12,51¢
Web hosting 4,27¢ 3,87¢
Interest incomt 973 1,497
Income from tax credit 1,46: 1,301
Premium income 15C 71€
Servicing fee 48E 444
Insurance commissior 2458 23€
Other income 747 1,21¢
Totals $23,52( $21,80¢

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 merchantacéings are processed or when the services arerperfi. Two of the most significant
components of electronic processing expenses iadhtdrchange and assessment costs, which arg get bredit card associations.
Interchange costs are passed on to the entitynigshe credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feedladlgobmarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly tedibto the processing of merchant sales volumetrel@c 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 Compangn&rnchant processing services. Such residual egpene typically ongoing as long as
the referred merchant remains a customer of thepaagnand are recognized as expenses as relatadissvare 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 dield by the Capcos restricted for use in magamid operating the Capco, making
qualified investments and for the payment of incdex@s; and a cash account maintained as a resgauest chargeback losses.

Investmentsin Qualified Businesses

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

Consolidation Methodnvestments in which the Company directly or indily owns more than 50% of the outstanding voting
securities, those the Company has effective cootret, or those deemed to be a variable interdy @m which the Company is the primary
beneficiary under the provisions of FIN 46R (“FIN donsolidated entity”) are generally accountedufmaler the consolidation method of
accounting. Under this method, an investment’srioia position and results of operations are rééiéavithin the Company’s condensed
consolidated financial statements. All significarter-company accounts and transactions are eltednancluding 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 whibke Company owned a greater than 50% direct areicidvoting interest, exercised control
over the entity for the entire interim period orsa@herwise designated as the primary beneficidpgn dilution of control below 50%, or
upon occurrence of a triggering event requiringnsideration as to the primary beneficiary of daalae interest entity, the accounting
method is adjusted to the equity or cost methaacobunting, as appropriate, for subsequent periods.

Equity MethodInvestees that are not consolidated, but over wihielCompany exercises significant influence, asmanted for under
the equity method of accounting. Whether or notGbenpany exercises significant influence with respe an investee depends on an
evaluation of several factors including, among ttheepresentation on the investee’s Board of Darscand ownership level, which is
generally a 20% to 50% interest in the voting siiesrof the investee, including voting rights asgated 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 accoundedfider the cost
method of accounting. Under this method, the Cormisashare of the net earnings or losses of suctpenies is not included in the
Company’s condensed consolidated financial statesnelowever, cost method impairment charges amgrezed, as necessary, in the
Company’s condensed consolidated financial statesn#rcircumstances suggest that the value ofithestee has subsequently recovered,
such recovery is not recorded until ultimately ldpted 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 an@inimum investment benchmark within five yeafraitial funding. In addition, any
funds received by a Capco as a result of a debtyrapnt or equity return may, under the terms ofGhpco programs, be reinvested and
counted towards the Capcos’ minimum investment hveracks.

Stock - Based Compensation

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

As of March 31, 2008 the Company had two share¢basmpensation plans. For the three month peridé&March 31, 2008,
compensation cost charged to operations for thiases pvas $123,000 and is included in salaries anefits in the accompanying condensed
consolidated statements of operations. The totainte tax benefit recognized in the condensed coladetl statements of operations for the
three months ended March 31, 2008 for share-basagensation arrangements was $35,000.
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In March 2008, Newtek granted its six independémtotors an aggregate of 197,434 options valu&Bat000. Option awards are
granted with an exercise price equal to the markiee of the Company’s stock at the date of gréahe options vest immediately and expire
10 years from the date of grant. The fair valueaxth option award is estimated on the date of grsing a Black-Scholes option valuation
model that uses the following assumptions: 5 y®peeted 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 tiofigrant. Expected term was determined
using the simplified method under Staff Accountiigletin No. 107, “Valuation of Share-Based Paym&mangements for Public
Companies”

There were no other options or restricted stockrdsvgranted during the three months ended MarcR@13.

As of March 31, 2008, there was $18,000 of totataagnized compensation costs related to non-vesiae-based compensation
arrangements granted under the Plans. That cespected to be recognized ratably through the geding December 31, 2009.

New Accounting Pronouncements

Effective January 1, 2008, the Company adopted SRASL57, “Fair Value Measurements” (“SFAS 157"J&FAS No. 159, “The
Fair Value Option for Financial Assets and Finahktiabilities” (“SFAS 159”). SFAS 157 defines famalue, establishes a framework for
measuring fair value under accounting principlesegally accepted in the United States (“GAAP”) amthances disclosures about fair value
measurements. Fair value is defined under SFASa$3fe exchange price that would be received fasart or paid to transfer a liability (an
exit price) in the principal or most advantageowskat for the asset or liability in an orderly tsastion between market participants on the
measurement date. SFAS 159 allows an entity tegdmable option to elect fair value for the iniald subsequent measurement for certain
financial assets and liabilities on a contract-bytcact basis. The impact of adopting both SFASdid SFAS 159 reduced the beginning
balance of retained earnings as of January 1, B9@3.4.3 million, net of tax. Subsequent changdaiimvalue of these financial assets and
liabilities are recognized in earnings when theguscFor additional information on the fair valuecertain financial assets and liabilities, see
Note 3 of the condensed consolidated financiaéstants

In December 2007, the FASB issued SFAS No. 141“@Rjsiness Combinations” (“SFAS 141(R)"), and SFNS. 160,
“Noncontrolling Interests in Consolidated Financhtements” (“SFAS 160”). SFAS 141(R) requiregequirer to measure the identifiable
assets acquired, the liabilities assumed and angamdrolling interest in the acquiree at their faafues on the acquisition date, with goodwill
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 financiateshents. The calculation of earnings per shalecwiitinue to be based on income
attributable to the parent. SFAS 141(R) and SFAGdré effective for financial statements issuedifmal years beginning after
December 15, 2008. Early adoption is prohibited.d&enot expect the adoption of SFAS 141(R) and SE&®Bto have a material impact on
our consolidated financial statements.

NOTE 3 — FAIR VALUE MEASUREMENT

Effective January 1, 2008, the Company adopted SRASL57 “Fair Value Measurements” (“SFAS 157")ncarrent with its adoption
of SFAS No. 159 “The Fair Value Option for Finandasets and Financial Liabilities” (“SFAS 159")F&S 157 clarifies the definition of
fair value and describes methods available to apately measure fair value in accordance with GABPAS 157 applies whenever other
accounting pronouncements require or permit fdinezaeasurements. SFAS 159 allows entities toaaakly elect fair value as the initial
and subsequent measurement attribute for certzndial assets and financial liabilities that aveatherwise required to be measured at fair
value, with changes in fair value recognized imaays as they occur. SFAS 159 establishes pregamtatd disclosure requirements desig
to improve comparability between entities that etbfferent measurement attributes for similar &ss@d liabilities. The Company has
adopted SFAS 159 effective January 1, 2008 coneuwith the adoption of SFAS 157 for valuing itsp€as’ credits in lieu of cash, notes
payable in credits in lieu of cash and prepaidriasce with the exception of those related to ittsififie Advisers, LLC Capco. The discuss
below is therefore exclusive of Wilshire Advisok$,C.
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The Company adopted SFAS 159 in order to refleiifinancial statements the assumptions that etgrérticipants use in evaluating
these financial instruments. Under the cost badsie€oounting, the discount rates used to calctlegresent value of the credits in lieu of
cash and notes payable in credits in lieu of cadimaot reflect the credit enhancements that the @omw's Capcos obtained from AIG, nam
its AA+ rating, for their debt issued to certifietestors. Instead the cost paid for the credibenbments was recorded as prepaid insurance
and amortized on a straight-line basis over tha t&fthe credit enhancements.

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

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

The Company elected not to apply this method obarting to one of its Capcos, Wilshire AdvisersQ,lbecause its debt has a
different credit enhancement which makes the dedi@mically different than the other Capco debt doés not permit the Company to
assign the credit risk of the debt to Wilshire Agiris’ insurer, AlG. As such, the Company reporgscdtedits in lieu of cash, notes payable in
credits in lieu of cash and prepaid insurance oosi basis. For March 31, 2008, these were $260%K)080,000, and $3,775,000,
respectively.

The following table summarizes the impact of tharae in accounting for Credits in lieu of cash p@aré insurance and Notes payable
in credits in lieu of cash, and the impact of aduapthe fair value option for certain financial insments on January 1, 2008. Amounts shown
represent the carrying value of the affected imsémts before and after the changes in accountsuitieg from the adoption of SFAS 157 i
SFAS 159.

Transition impact:

Opening Balanct
Ending Balance

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

The fair value at March 31, 2008 was calculatedgi&ir value hierarchy level two and in the samanrrer as the valuation at
January 1, 2008.
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Fair Value Option
Credits in lieu of cash and Notes payable in creditin lieu of cash

The Company elected to account for both crediteinof cash and notes payable in credits in litcash at fair value in accordance
with SFAS 159 in order to reflect in its financ&@htements the assumptions that market participase in evaluating these financial
instruments.

Prepaid insurance

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

Fair Value Measurement

SFAS 157 defines fair value as the exchange phizevould 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 hierarchglwtequires an entity to maximize the use of olesgle inputs and minimize the use of
unobservable inputs when measuring fair value.stardard describes three levels of inputs thatlmeaysed to measure fair value:

Level 1 Quoted prices in active markets for identical asseefiabilities. Level 1 assets and liabilitieslude debt and equity securities
and derivative contracts that are traded in ava&kchange market, as well as certain U.S. Trgasthrer U.S. Government a
agency mortga¢-backed debt securities that are highly liquid aredaatively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssajuated prices for similar assets or liabilitiggoted prices in markets that
not active; or other inputs that are observableaorbe corroborated by observable market dataufustantially the full term of
the assets or liabilities. Level 2 assets andliteds include debt securities with quoted pridesttare traded 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 datss category generally
includes certain U.S. Government and agency moetdragked debt securities, corporate debt secyriterssative contracts and
residential mortgage loans h-for-sale.

Level 3 Unobservable inputs that are supported by littla@market activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgipricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which the determinatiorieof value requires
significant management judgment or estimation. Taiegory generally includes certain private eqimtqestments, retained
residual interests in securitizations, residemtiattgage servicing rights, and highly structuredbog-term derivative contract

As described above, the Company’s Capcos’ debgrergd by AIG insurance, effectively bears the ndiopmance risk of AIG.
Therefore the Company calculates the present wdlbeth the credits in lieu of cash and notes pheyatbcredits in lieu of cash, with the
exception of Wilshire Advisers, LLC, using the yialf AIG’s 7.70% Series /& Junior Subordinated Debentures. The Company derssthi
a level 2 input under SFAS 157, since it is a qdigteld for a similar liability that is traded imactive exchange market. The Company
selected these debentures as the most represertafitive nonperformance risk associated with th®C@ notes because they are AIG issued
notes, were recently issued, and are actively trade

14



Table of Contents

As of March 31, 2008, the future values of the itseid lieu of cash and notes payable in creditiéeim of cash, exclusive of Wilshire
Advisers, LLC, are both $85,686,000. Changes irfuhgre yield of the AlG issued debt selected faluation purposes will result in changes
to the present values of the credits in lieu ohcarsd notes payable in credits in lieu of cash wdadoulated for future periods; these changes
will be reported through the Company’s consolidatedements of operations.

NOTE 4 — SBA LOANS:

SBA loans are primarily concentrated in the hotel motel, and restaurant industries, as well agmgghically in Florida. Below is a
summary of the activity in the SBA loans held foveéstment, net of SBA loan loss reserves for theetimonths ended March 31, 2008 (In
thousands):

Balance at December 31, 2C $27,89¢
SBA loans originated for investme 98¢
Payments receive (902)
Provision for SBA loan losse (409)
Loans foreclosed into real estate ow (29
Discount on loan originations, n 61
Balance at March 31, 20( $27,60¢

Below is a summary of the activity in the reserelban losses for the three months ended MarcR@18 (In thousands):

Balance at December 31, 2C $2,19¢
SBA loan loss provisio 40¢
Recoveries 15
Loan charg-offs (399
Balance at March 31, 20( $2,22¢

Below is a summary of the activity in the SBA lodredd for sale for the three months ended Marct2808 (In thousands):

Balance at December 31, 2C $ 36C
Loan originations for sal 3,06¢
Loans solc (2,477
Balance at March 31, 20( $ 957

All loans are priced at the prime interest rates@pproximately 2.75% to 3.75%. The only loans \aifixed interest rate are defaulted
loans of which the guaranteed portion sold is relpased from the secondary market by the SBA, whédaunguaranteed portion of the loans
still remains with the Company. As of March 31, 8@hd December 31, 2007, net SBA loans receivadtefbr investment with adjustable
interest rates amounted to $24,819,000 and $28)806respectively.

For the three months ended March 31, 2008 and 266 Company funded approximately $4,058,000 arid9Bb,000 in loans and sc
approximately $2,471,000 and $6,595,000 of theantaed portion of the loans, respectively.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of M&8th2008 and December 31, 2007
amounted to $308,000 and $273,000, respectively.

At March 31, 2008 and December 31, 2007, total inedanon-accrual loans amounted to $6,145,000 &rib$,000, respectively. For
the three months ended March 31, 2008 and for¢he gnded December 31, 2007, the average balamgaifed non-accrual loans was
$6,054,000 and $5,637,000, respectively. Approxahye1,064,000 and $1,008,000 of the allowancédan losses were allocated against
such impaired non-accrual loans, respectivelycgoedance with SFAS 114 “Accounting by Creditonslfopairment of a Loan — an
amendment of FASB Statement No. 5 and 15”. The¥ohg is a summary of SBA loans held for investmenbf:

March 31, December 31
(In thousands): 2008 2007
Due in one year or le: $ 60 $ 64
Due between one and five yei 1,37: 1,392
Due after five year 30,17( 30,46¢
Total 31,60 31,92«
Less : Allowance for loan loss (2,226) (2,196
Less: Deferred origination fees, t (1,772) (1,839
Balance (net $27,60¢ $ 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 provisions of SFABvitich requires all separately recognized sergieissets to be initially measured at
fair value, if practicable. As of January 1, 20t& Company identified its entire balance in seéngaights as one class of servicing assets for
this measurement. The Company reviews capitalizedcng rights for impairment which is performedsed on risk strata, which are
determined on a disaggregated basis given the priedat risk characteristics of the underlying laahise predominant risk characteristics
loan term and year of loan origination.

The changes in the value of the Company’s serviadgtgs for the three months ended March 31, 2088zvas follows:

(In thousands):

Balance at December 31, 2C $3,09¢
Servicing assets capitaliz: 37
Servicing assets amortiz: (2729
Balance at March 31, 20( 2,86¢
Reserve for impairment of servicing ass

Balance at December 31, 2C (381)
Additions —
Balance at March 31, 20( (3801
Balance at March 31, 2008 (net of resel $2,48:

The estimated fair value of capitalized serviciiudnts was $2,483,000 and $2,718,000 at March 318 2&id December 31, 2007,
respectively. The estimated fair value of servicisgets at both balance sheet dates was deterasimega discount rate of 11.2%, weighted
average prepayment speeds ranging from 1% to 28pgndling upon certain characteristics of the laatf@io, a weighted average life of 3
years, and an average default rate of 4,

The unpaid principal balances of loans servicedfbers are not included in the accompanying coseltconsolidated balance sheets.
The unpaid principal balances of loans serviceafbers were $149,775,000 and $155,182,000 as oftiv&d, 2008 and December 31, 2C
respectively.
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NOTE 6 — COMMON STOCK:

In connection with a restricted stock award granme2007, the Company issued 2,659 common shamsa@mployee during the three
months ended March 31, 2008.

NOTE 7 - WARRANTS:

In March 2008, a warrant was granted to purchagg0BGshares of the Company’s common stock to agienfiorming investor relations
for the Company. The warrant vests in six monthf an exercise price of $2.00 and expires in M&@18. At March 31, 2008, the warrant
was valued at $31,000. The compensation cost #sbben charged to operations for these warraMsarah 31, 2008 was $2,600 and is
included in other operating costs in the accompangbndensed consolidated statements of operafitnestair value of each warrant awar
estimated on the date of grant using a Black-Sshai¢ion valuation model that uses the followinguasptions: 10 year expected life, risk-
free interest rate of 3.45% and expected volatiftthe Company’s stock of 63.76%. Expected vatas are based on the historical volatility
of the Company’s stock and other factors. The fiisk-rate for periods during the expected lifehaf warrant is based on the U. S. Treasury
yield curve in effect at the time of grant. The esfed term was determined based on the contraetualof the warrant. In accordance w
EITF 96-18, the Company will adjust the value of tharrant to fair value at each measurement dededh the date of vesting.

NOTE 8 — TREASURY STOCK:

Shares of common stock repurchased by us are extatccost as treasury stock and result in a remfuof shareholders’ equity in our
condensed consolidated balance sheets. From titiero treasury shares may be reissued as padraftock-based compensation programs.
When shares are reissued, we use the weightedgaveoat method for determining cost. The differdmetveen the cost of the shares and the
issuance price is charged to compensation expenkadded or deducted from additional contributquitah

In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenweenter the market to re-
purchase up to 1,000,000 of the Company’s commareshAs of March 31, 2008, the Company has puethagotal of 217,358 treasury
shares under that authorization.

In connection with the Company’s 401(k) plan, at®maber 31, 2007, the Company elected to make ahingtcontribution in the form
of Company stock equal to 50% of the first 2% opérgee’s 2007 contributions, up to a maximum maith%. In March 2008, in
connection with this match, 80,315 treasury shere® transferred to the Company’s 401(k) planlae of $1.10 per share.

NOTE 9 — 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 is includedhendalculation of diluted loss per share only wtieneffect of their inclusion would be
dilutive.

The calculations of loss per share were:

Three Months
Ended March 31

Three Months
Ended March 31

(In thousands except per share data): 2008 2007
Numerator:

Numerator for basic and diluted E—Iloss from continuing operatiol $ (2,69%) $ (2,699
Numerator for basic and diluted E—loss from discontinued operatio — (20%)
Numerator for basic and diluted E—loss available to common sharehold $ (2,695 $ (2,899
Denominator

Denominator for basic and diluted E—weighted average shar 35,86¢ 35,65!
EPS from continuing operations: Basic and dilt $ (0.0¢) $ (0.07)
EPS from discontinued operations: Basic and dil — (0.07)
EPS: Basic and dilute $ 0.0¢) $ (0.0¢)
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The amount of anti-dilutive shares/units excludedrf the above calculation is as follows:

Three Months Three Months
Ended March 31 Ended March 31
2008 2007
Stock options and restricted stc 1,03 822
Warrants 21¢ 21€
Contingently issuable shar 474 583

NOTE 10 — SUBSEQUENT EVENT:

In March 2008, the Company purchased an additib@@/000 treasury shares for a total purchase pfi$&05,000 under the Newtek
Board of Directors adopted stock buy-back progréhe purchase settled in April 2008 and is therefmieincluded in the accompanying
condensed consolidated balance sheet as of Mar@083.

NOTE 11 — 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&kInformation,” the Company has aggregatedlamperating segments into six
reportable segments: Electronic payment proces®iaip hosting, Small business finance, All othernpdoate, and Capcos.

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

Historically a substantial amount of resources vwekdicated 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 dedse future, the Company has
changed its internal reporting to better evaluaté manage the existing Capco business, its comardivities and its portfolio of small
businesses included in the All other segment. Egenent previously called Capco and other, which &g@ment previously evaluated as one
integrated segment, is now being evaluated as #agments—Capcos, Corporate activities and Allroffiee segment information for prior
periods has been restated to conform to the cudisclbsure.

The Electronic payment processing segment is aggene of credit card transactions, as well as &eter 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 expensed vethich are included in the respective
caption on the condensed consolidated statemewigenétions.
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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 @nystalTech generates expenses such as profakfees, payroll and benefits, and
depreciation and amortization, which are includethie respective caption on the accompanying caeteoonsolidated statements of
operations, as well as licenses and fees, rentganeral office expenses, all of which are inclustedther expenses in the respective caption
on the condensed consolidated statements of opesati

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

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

Corporate activities represent revenue and expermedlocated 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 bedlin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ilCtnporate activities revenues), legal, and auglitees and losses from investments in
qualified businesses.

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

« the type or class of customer for their products services

» the methods used to distribute their products ovige their services, ar

« the nature of the regulatory environment (for exknipanking, insurance, or public utilitie

The accounting policies of the segments are thesenthose described in the summary of signifiaaabunting policies.

19



Table of Contents

The following table presents the Company’s segritéatmation for the periods ended March 31, 2008 2007 and total assets as of
March 31, 2008 and December 31, 2007 (In thousands)

For the three For the three
months endec months endec
March 31, March 31,
2008 2007
Third Party Revenue
Electronic payment processi $ 15,21 $ 12,557
Web hosting 4,28 3,88¢
Small business financ 1,86¢ 3,011
Capcos 1,63¢ 1,63¢
All other 661 82¢
Corporate activitie 1,07z 1,12¢
Total reportable segments 24,72¢ 23,04
Eliminations (1,209 (1,232
Consolidated Total $ 23,52 $ 21,80¢
Inter Segment Revenue
Electronic payment processil $ 18 $ 10
Web hosting 39 46
Small business financ 8 —
Capcos 477 501
All other 177 204
Corporate activitie 504 57¢
Total reportable segments 1,22: 1,34(
Eliminations (1,227) (1,340
Consolidated Total $ — $ —
Income (loss) before benefit for income taxes andstontinued operations
Electronic payment processi $ 1,08( $ 921
Web hosting 614 92¢
Small business financ (1,509 (11¢)
Capcos (1,389 (3,539
All other (55€) (99)
Corporate activitie (2,186) (2,160
Totals $ (3,939 $ (4,066
Depreciation and amortization
Electronic payment processi $ 562 $ 44¢
Web hosting 81¢ 70¢
Small business financ 31C 2717
Capcos 10 10
All other 31 63
Corporate activitie 78 60
Totals $ 1,80¢ $ 156
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Identifiable assets
Electronic payment processi
Web hosting
Small business financ
Capcos
All other
Corporate activitie

Consolidated total

21

As of
As of December 31
March 31,
2008 2007
$ 16,48 $ 16,23¢
14,17¢ 17,22(
43,141 39,88¢
105,73’ 125,93:
10,30¢ 16,01:
3,161 2,53¢
$193,00( $ 217,81¢
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends rbtatéhe results of operations and financial pasitdf 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 fearddooking statements may
made by Newtek from time to time in filings with 8ecurities and Exchange Commission or otherWise words “believe,” “expect,”
“seek,” and “intend” and similar expressions idefitiforward-looking statements, which speak onlpfabe date the statement is made. Such
forward-looking statements are within the meaning of teah in Section 27A of the Securities Act of 1833amended, and Section 21E of
the Securities Exchange Act of 1934, as amendeth. Satements may include, but are not limitegbtojections of income or loss,
expenditures, acquisitions, plans for future opierat, financing needs or plans relating to our segg, as well as assumptions relating to the
foregoing. Forwarelooking statements are inherently subject to risid uncertainties, some of which cannot be predictr quantified.
Future events and actual results could differ miatsr from those set forth in, contemplated by nderlying the forwar-looking statements.
Newtek does not undertake, and specifically distdaiany obligation to publicly release the resoftsevisions which may be made
forward-looking statements to reflect the occurrence oicgrated or unanticipated events or circumstanafter 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 investmentsoime cases, particularly in Louisiana, we dopitcol the equity or management of a
qualified business but that cannot always be preskarally or in written presentations.

We are a direct distributor of business servicabéosmall- and medium-sized business market. &get market represents a very
significant marketplace in the United States GDEcakding to statistics published by the U.S. SrBainess Administration, approximately
51% of the GDP and private sector employment inthited States comes from small businesses, anddd®sinesses in the United States
which have one or more employees fit into this reagegment. As of March 31, 2008, we had over &&iness accounts. 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 AlG, Merrill LyndMorgan 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 finarmpriatiucts 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 pgrarur financial information and performance, weénaimplified the format of this
Form 10-Q and our segment reporting. We have sfimglour condensed consolidated statements of tipesaby substantially reflecting the
operating performance while expanding the segmegiit @nd loss tables to fully show each segmemi&enues and expenses. Management’s
discussion and analysis concentrates on descrigigment performance with the aid of these newldéttables. For expenses other than
corporate overhead, intercompany expenses are harged to the user of the service with a resultaayction in expense for the provider of
the service; for comparability we restated previsegment results to reflect this change as wellbélieve this change will better match
expenses to the revenues generated by a segmentition, we moved two finanaelated businesses from our All other segmentedSBA
lending segment, now renamed Small business findrge change recognizes that we have expandefinaumcing offerings to small- and
medium-sized businesses to include multiple logesyand receivables financing and consolidated th@hagement under one operating
team. The new name better characterizes this. ¥éeeddcted to reclassify certain residual fees fmiddependent sales agencies and
organizations for electronic payment processing@ants they provided to our Electronic payment pssaeg segment from professional fees
to electronic payment processing costs; presenpesdous financial results reflect this change.

Finally, we adopted SFAS No. 159 “The Fair Valugi@pfor Financial Assets and Financial Liabilities better value our Capco
notes. By revaluing our assets and liabilities aisged with the notes issued by our Capcos, we badeavored to eliminate much of the non-
cash effect the Capcos have on our operationsithké unclear the performance of our
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operations. The adoption has resulted in a one-iitee-tax reduction in retained earnings of $1%,8Q0 and a one-time reduction of
$9,551,000 in the deferred tax liability. This wilduce the future burden of non-cash Capco ldssésgtter balancing the non-cash income
from tax credits against the non-cash Capco intesgeense. For the quarter ended March 31, 20@&Hhhnge has resulted in a $1,970,000
reduction of the Capco non-cash loss that is incfroma tax credits less Capco interest expense lamdirnortization of prepaid Capco note
insurance expense. Because we chose to adopt auteewve have not restated previous financial tesul

For the quarter ended March 31, 2008, we had bsgibf $2,695,000 on revenues of $23,520,000. Tet@nues increased by
$1,711,000, or 7.8%, from $21,809,000 for the qeraehded March 31, 2007 principally due to incrdas@enues in the Electronic payment
processing and Web hosting segments, offset byedses in revenues from our Small business fina@ecos, All other and Corporate
activities segments. The reduction in the net &dsk204,000 from the first quarter of 2007 refldatprovements in income from operations
for the Electronic payment processing segment frareased sales and a reduction in loss in the @sggment from the adoption of SFAS
159, offset by a decrease in income from operationthe Web hosting segment and increased logsst®iSmall business finance and All
other segments against the same period for 2006¥ Cbinporate activities segment losses were uncldaggerter over quarter. The Web
hosting segment incurred increased rent and edégtiin connection with a move to a larger senaaility as well as increased payroll
expenses that offset higher revenues while the ISmsiness finance segment sold substantially féegrs held for sale while experiencing a
material decrease in the premium received and@egvincome created upon NSBF's sale of guararpeeiions of loans because of
marketplace conditions. We discuss the segmerstail below.

The Company’s reportable business segments are:

Electronic Payment ProcessingMarketing, credit card processing and check appresvices to the small- and mediwsized busines
market.

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

Small Business FinanceNewtek Small Business Finance, Inc., a nation&hrised, U.S. Small Business Administration leridat
originates, sells and services loans to qualifgmgll businesses, which are partially guaranteetth®BBA. Texas Whitestone Group
performs the closing function for all SBA 7a loamslerwritten by NSBF. CDS Business Services, It/ Newtek Business Credit)
provides financing services to businesses by psinbaheir receivables at a discounted rate. Intimag the Company provides billing
and accounts receivable maintenance services todsses.

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

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

Capcos:Fifteen certified capital companies, which invessimall- and medium-sized businesses. They genesateash income from
tax credits and nonash interest and insurance expenses (with thetiadagf SFAS 159 the amount of insurance expengerted for al
Capcos but Wilshire Advisers, LLC has been elimédagtarting with the quarter ended March 31, 2008).
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Segment Results:
The results of the Company’s reportable segmemtthéthree months ended March 31, 2008 and 2@9discussed below.

Electronic Payment Processing

Three months
Ended March 31:

(In thousands): 2008 2007 $ Change % Change
Revenue
Electronic payment processi $15,187 $12,52 $2,65¢ 21%
Interest incom: 30 34 4 (12)%
Total revenue 15,211 12,555 2,654 21%
Expenses
Electronic payment processing cc 12,22¢ 9,86¢ 2,361 24%
Salaries and benefi 1,064 98t 79 8%
Professional fee 67 48 19 40%
Depreciation and amortizatic 562 44¢ 114 25%
Other general and administrative cc 213 291 (78) (27)%
Total expense 14,13 11,63¢ 2,49t 21%
Income from continuing operations before benefitificome taxes and discontinued
operations $108 $ 921 $ 15¢ 17%

Electronic payment processing revenues increas@&b8200 or 21% between periods. The effect or tete@nues of an increase in
revenues from acquired portfolios was approximas8ty, principally the result of acquiring two signdnt merchant portfolios between
periods. The remaining increase in organic revenfil@8% is the result of an increase in merchaleisseolume processed between years.
increase in merchant sales volume between ye#te i®sult of both an increase in the average nuwitective processing merchants
between years of 10% to 7,010 merchants and aedserof approximately 8% in the average monthlggssing volume per merchant. The
increase in the average monthly processing voluenenerchant reflects a combination of growth iresalolume from existing merchants as
well as the addition of several new higher avesjes volume merchants between years.

Expenses increased $2,495,000 or 21% between peEtettronic payment processing costs increas@6$2D00 or 24% between
years with 3% of the increase resulting from aapliportfolios. Organic merchant processing costeased 18% between years in line v
the increase in revenues from related merchanegsiitg sales volume. The remaining increase itreldc payment processing costs of 3%
is due to the effect of an increase in residuahpants to third-party independent sales agencieseprdsentatives. The increase in such
residual payments reflects both higher residuatgrgage payments to select thiparty sales referral sources in order to provideafiditiona
incentives to their sales forces for merchant raferand the growth of such third-party sales salas mix basis. Excluding depreciation and
amortization, all other costs increased only 1%wben years principally as the result of staffing affice consolidation efforts resulting in
certain related expense reductions. Depreciatidneamortization increased by $115,000 due to theiaittpn of merchant portfolios between
years.
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Web Hosting
Three months
Ended March 31:
(In thousands): 2008 2007 $ Change % Change
Revenue
Web hosting $4,27¢ $3,87: $ 401 10%
Interest incom 6 9 3 (33)%
Other income — 4 (4) (100%
Total revenue 4,28z 3,88¢ 394 10%
Expenses
Salaries and benefi 1,19¢ 1,00¢ 18¢ 19%
Interest 16 77 (62) (79%
Professional fee 26 17 9 53%
Depreciation and amortizatic 81¢ 70¢ 10¢ 15%
Other general and administrative cc 1,61 1,15( 463 40%
Total expense 3,66¢ 2,95¢ 70¢ 24%
Income from continuing operations before benefitificome taxes and discontinued
operations $ 614 $ 92¢ $ (315 (34)%

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websimgeiie between periods
increased $401,000, or 10%, to $4,276,000 in 2Q@8Btd organic growth of hosted websites. CrystdiT@mbined service and plan
enhancements with various sales promotions, inetuttee setup fees and/or free additional monttseofice for new customers who prepay
for a period of time ranging from two to 12 montttshelp drive growth in sites and revenue. Thedase in revenue reflects that the quaster’
average of the month-end number of total websiteiseased 7,813 in the first quarter 2008 as cordparéhe first quarter 2007, or 13%, to
67,918 from 60,105. The average number of dedicatdisites, which generate a higher monthly feeugesbared websites, increased by 413
between periods, or 22%, to an average of 2,282peth from an average of 1,869 per month in trst fjuarter 2007. The average number
of shared websites increased 7,399, or 13%, tovarage of 65,636 per month in the first quarter&@bm an average of 58,237 per month
in the first quarter 2007.

The majority of the $709,000 increase in expenséwéen periods reflects the increase in other g¢aad administrative costs. This
was primarily due to a $342,000 increase in rendtuilities reflecting CrystalTech’s move to a larglata center location in 2007 to support
its growing business. The new space should becstrifito house growth beyond 2008. The increasghiar expenses included a $73,000
increase in additional software licenses requicedafiditional servers, a $25,000 increase in telepland internet costs and a $24,000
increase in credit card processing costs, allhia With the growth in websites, offset in part byegrease of $14,000 to other miscellaneous
costs. Salaries and benefits increased $189,04iytaly higher rate than revenue growth, due ®dtdition of sales, marketing and custo
service personnel to existing staff; CrystalTechemts the growth in salaries and benefits to rerainparable to its forecasted increase in
revenues for the remainder of the year. The $1@9rease in depreciation and amortization wasanily due to capital expenditures
between periods of approximately $2,840,000 foiitaatthal website hosting servers and the acquisitibwebsite software. The increase in
operating expenses was offset, in part, by a $&1ge@rease in interest expense due to lower bangsaduring the first quarter 2008.

The income before provision for income taxes desgd#315,000 in the first quarter 2008 compareHedirst quarter 2007, principal
because the growth in expenses outpaced the gmwirenues thereby reducing operating marginss Wais primarily due to the added rent
and electricity expense for the new data centereffect of which will be mitigated during the cearof the year as more of its capacity is
utilized.
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Small Business Finance

Three months
Ended March 31:

(In thousands): 2008 2007 $ Change % Change
Revenue
Premium incom $ 15C $ 71€ $ (566 (79%
Servicing fee 48~ 444 41 9%
Interest incom 68€ 932 (24€) (26)%
Management fee 14¢€ 14¢€ — —
Other income 39¢ 773 (374 (48)%
Total revenug 1,86¢ 3,011 (1,14%) (38)%
Expenses
Salaries and benefi 1,30: 1,20¢ 97 8%
Interest 50z 634 (132) (21)%
Management fee 11t 11t — —
Professional fee 13¢ 58 81 14(%
Depreciation and amortizatic 31C 277 33 12)%
Provision for loan losse 43¢ 167 272 162%
Other general and administrative cc 56( 672 (112) @n%
Total expense 3,36¢ 3,12¢ 23€ 8%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(1,502) $ (116  $(1,389) (1,179%

Revenue is derived primarily from premium incomaeated by the sale of the guaranteed and ungeadportions of SBA loans,
interest income on SBA loans held for investmestyising fee income on the guaranteed portionsBA $ans previously sold, servicing
income for loans originated by other lenders forcRiNSBF is the servicer, and financing and billsegvices, classified as other income
above, provided by Newtek Business Credit (“NB®/pst SBA loans originated by NSBF charge an intenate equal to the Prime rate plus
an additional percentage amount; the interestrestets to the current Prime rate on a monthly artguy basis which will result inhanges t
the amount of interest accrued for that month asidgyforward and a re-amortization of a loan’s paptramount until maturity.

The decrease in premium income resulted from actextuin loan originations in the current quartéributable to the Company
becoming more conservative with respect to theddhat it underwrites and originates in the curmatlit environment. The Company sold
nine guaranteed loans in the three months endedr\V&dr, 2008, aggregating $1,673,912 compared to@% sold aggregating $6,595,00(
the same period for the prior year, a reductiori5®o in dollar terms. The decrease in premium incammg also affected by the percentage of
premium recognized on the sales; beginning inhird guarter of 2007, NSBF experienced a mateediiction in the pricing of the
guaranteed portion of SBA loans due to market dandi. The Company recognized an average premiusatenof 109.90% for the first
quarter of 2007 compared with an average of 108.&f%he same period in 2008. Should the pricingain at this level or decline it will
continue to adversely affect revenues, and thezdfor segment’s performance in the future.

The increase in servicing fee income related to &&#s was attributable to the Company recogni$®®,000 from income associated
with the servicing of an SBA portfolio for a savegank in New York as well as servicing fees frtwa $BA in the three months ended
March 31, 2008 compared to $29,000 in the threethsoended March 31, 2007. This increase was fdartffket by a decrease in servicing
income from its loan portfolio as a result of am@&se in the NSBF servicing portfolio quarter ogyarter and to a lesser extent a decline in
the servicing rate. The average NSBF servicingfplastfor the quarter ended March 31, 2008 was $432,000 compared with $136,567(
for the quarter ended March 31, 2007. Over the gaenied, NSBF experienced a reduction in the sergicetained on the guaranteed portion
of SBA loans sold from an average of 1.33% forfttet quarter of 2007 to an average of 1.00%, tir@mum allowed by the SBA, for the
first quarter of 2008. This reduction did not résala material decrease in servicing fee inconcegaized on the guaranteed portion of SBA
loans sold in 2008; however, it will negatively iagh servicing fee income in the future.
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Interest income decreased by $246,000 due to awsein the average outstanding portfolio from &37,000 in the first three months
of 2007 to $32,626,000 in the first three month2@¥8 as well as a decrease in the average intatedbeing charged to borrowers from
10.71% to 9.77% due to a reduction in the prime.rat

Other income decreased by $374,000 predominateyala decrease in revenue earned by Newtek Bas@reslit. For the three
months ended March 31, 2008, NBC had revenue d?,$80 and purchased $2,852,000 of receivables étoaverage customer base of 127
compared to revenue of $550,000 on $5,743,000cefvables purchases with an average customer ha%&¥ dor the three months ended
March 31, 2007.

The provision for loan losses increased by $272t6(8439,000 for the three months ended March 3@82rom $167,000 for the three
months ended March 31, 2007. This increase wasut i@ an increase in charge-offs as well as aremse in the average non-performing
portfolio from $5,369,000 for the three months ehtitarch 31, 2007 to $6,054,000 for the three moatided March 31, 2008. This increase
in nonperforming loans is attributable to the palitf being more seasoned and as a result highepadorming percentages are expected
versus the earlier years. Consideration in arrianthe provision for loan loss included past amatent loss experience, current portfolio
composition and the evaluation of real estate tmih as well as current economic conditions.

Salaries and benefits increased by $97,000 duéditi@nal personnel added to service strategicfpldstacquisitions and referral
sources and increased compensation and benefit qoatter over quarter. Professional fees forhheetmonths ended March 31, 2008
increased by $81,000 primarily due to an increagex related and consulting expenses.

After deducting the amortization of deferred finigugccosts associated with the lines of credit gldNSBF and NBC of $118,000 for
the three months ended March 31, 2007 and $131¢0@be three months ended March 31, 2008, intengsénse decreased from $516,0C
$405,000 for the same periods, respectively. Taehse was attributable to a decrease in the peimiéng rate quarter over quarter, offset
by an increase in interest expense associatedN@tD. In February 2007, NBC closed a two-year, $20,000 line of credit with Wells
Fargo. Thus, NBC only incurred one month of inteeegpense associated with the Wells Fargo lindenfirst quarter of 2007 as compared to
three months of interest in the first quarter d®&0The interest rate is Prime plus 2% with inteogsthe line being paid monthly in arrears
and on a minimum outstanding line balance of $2000

The $1,384,000 increase in loss quarter over quarimarily resulted from the reduction in premiimecome at NSBF and the reduction
in discount fees at NBC.

Capcos
Three months
Ended March 31:
(In thousands): 2008 2007 $ Change % Change
Revenue
Income from tax credit $146¢ $1,301 $ 162 13%
Interest incom 16¢ 28t (11¢€) (42)%
Other income 3 50 47 (94)%
Total revenue 1,63¢ 1,63¢ — —
Expenses
Salaries and benefi — 12 (12 (100)%
Interest 1,758 3,13¢ (1,38)) (44)%
Management fee 1,094 1,115 (23 (2)%
Professional fee 17¢ 187 (17) (6)%
Depreciation and amortizatic 10 10 — —
Insurance 4 74C (73€) (99%
Other general and administrative cc 84 98 (14) 14)%
Total expense 3,121 5,29¢ (2,177 (41)%
Loss from continuing operations before minorityeigist, benefit for income taxes and
discontinued operatior (1,48 (3,662) (2,177%) (59)%
Minority interest 10z 12% (22) (17%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(1,387)  $(3,539  $(2,15¢) (61)%
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As described above and in Note 3 to the condensesbtidated financial statements, effective Janta008, the Company adopted
SFAS No. 157, “Fair Value Measurements” concurreith its adoption of SFAS No. 159, “The Fair ValOgtion for Financial Assets and
Financial Liabilities” for substantially all crediin lieu of cash, notes payable in credits in 6égash and prepaid insurance. These are the
financial assets and liability associated with @@npany’s Capco notes that are reported withirCthpany’s Capco segment. The table
above reflects the effects of the adoption of faiue measurement on the income and expense iteowsr(e from tax credits, interest expe
and insurance expense) related to the revalueddialassets and liability for the three monthseshiflarch 31, 2008. The results for 2007
reflect the previous use of cost basis accounting.

Revenue is derived primarily from non-cash inconeenftax credits. The increase in first quarter 2688nue versus the first quarter
2007 reflects the effect of the higher interest tsged under fair value accounting than that pusiyjoused under cost basis accounting. The
amount of future revenue will fluctuate with futirgerest rates. However, over future periodsatimeunt of tax credits, and therefore the
income the Company will recognize, will decreasedm.

Expenses consist primarily of management fees anecash interest expense; for the first quarte728@ amortization of the prepaid
insurance purchased at the funding date was a regpmnse component. The revaluation of the Notgahpe in credits in lieu of cash on
January 1, 2008 at a lower interest rate refledtiegrisk in the security (as more fully descrilieéNote 3 to the condensed consolidated
financial statements) resulted in an increaseenidbility and a commensurate substantial decreae interest expense compared to that
under the cost basis of accounting. Because thiitjanow imbeds the value of the prepaid insuertbe Prepaid insurance asset and its
amortization have been substantially reduced.

For the three months ended March 31, 2008, adopfi®&FAS 159 resulted in a $2,276,000 reductiothefnet non-cash loss calculated
by subtracting interest expense and amortizatigerepaid insurance from income from tax credit$203,000 from that of $2,569,000 for
three months ended March 31, 2007, which was catledilon a cost basis.

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

The annual non-cash revenue and expenses aretprbgfollows (assuming interest rates remaintaohgver the period):

(In thousands): 2008 2009 2010 2011 2012 Thereafter Total
Income from tax credits reven $6,02( $459: $335¢ $2,11¢ $1,04¢ $ 891 $18,02:
Accretion of interest expen: (6,650 (4,895 (3,349 (2,012 (977) (814) (18,68¢)
Amortization of prepaid insurant (15) (0) (0) (0) (0) (0) (15)
Non-cash (loss) incom $ (645 $ (30%) $ 12 $ 102 $ 77 $ 77 $ (680
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All Other
Three months
Ended March 31:
(In thousands): 2008 2007 $ Change % Change
Revenue
Interest incomi $ 74 $ 197 $ (129) (62)%
Insurance commissior 243 23¢ 5 2%
Other income 344 38¢ (44 (11)%
Total revenue 661 82: (162) (20)%
Expenses
Salaries and benefi 85C 442 40¢ 92%
Professional fee 104 182 (78) (43)%
Depreciation and amortizatic 31 63 (32 (50)%
Other general and administrative cc 233 23€ 3 (D)%
Total expense 1,21¢ 923 29t 32%
Loss from continuing operations before minorityeigst, benefit for income taxes and
discontinued operatior (557) (1200 (457) (457%
Minority interest 1 1 — —
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(556) $ (99 $ (45) (462)%

The All Other segment includes revenues and expams@rily from qualified businesses that receiigestments made through the
Company’s Capcos which cannot be aggregated wlir atperating segments. As described above, cemdities previously consolidated
with the All Other segment were transferred to$ineall Business Finance segment. The table abolezt®those changes for the three
months ended March 31, 2008 and 2007.

The revenue decrease of $162,000 is primarily dwereduction in interest income as a result cd@ehse in cash and cash equivalents
during the first quarter of 2008 as compared withfirst quarter of 2007. Revenue at the insuragemncy remained unchanged for the three
months ended March 31, 2008 and 2007. Loss befmefi for income taxes increased by $457,000 duttie first quarter of 2008 as
compared with the first quarter of 2007, primadlye to the increased expense associated with adalittustomer service and sales staff for
the insurance agency and Texas entities in antioipaf future growth.

Corporate activities

Three months
Ended March 31:

(In thousands): 2008 2007 $ Change % Change
Revenue
Management fee $ 1,062 $ 1,08t $ (29 (2)%
Interest incom 9 35 (26) (74)%
Other income 2 6 (4 (67)%
Total revenue 1,07: 1,12¢ (53) (5)%
Expenses
Salaries and benefi 2,16¢ 1,74t 421 24%
Interest 19 39 (20 (51)%
Professional fee 327 63C (303 (48)%
Depreciation and amortizatic 78 60 18 30%
Other general and administrative cc 66¢ 812 (149 (18)%
Total expense 3,25¢ 3,28¢ (27) (1)%
Loss from continuing operations before benefitifmome taxes and discontinued
operations $(2,186)  $(2,160 $ (26) )%
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Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offtcapital. Management fi
revenue declined 2%, or $23,000, to $1,062,008hethree month period ended March 31, 2008 fror@&8.,000 during the first quarter of
2007; management fees are expected to declineifutbre as the Capcos mature and utilize thel.das Capco does not have current or
projected cash sufficient to pay management fess shich fees are not accrued. Overall revenuemddd% reflecting a reduction in inter
income on cash investments due to a decreaselhrilimrate of interest received on the investmantsthe amount of cash held by the
Capcos.

Expenses declined $36,000, or 1%, in the firstiguaf 2008 from the comparable period in 2007 482 or $421,000 increase in
Salaries and benefits for additional marketing lanchan resources staff was offset by a $303,000r#eici Professional fees and a $164,000
decline in Other expenses both of which reflectqueases incurred in the Company’s consolidatioanaf move to new headquarters space in
the first quarter of 2007. The Company expectsri&gsand benefits to remain static or slightly decfrom its current level over the
remainder of 2008.

A summary of the Company’s cash flows provided use@l in) operating activities by segment is a®fodl:

NEWTEK BUSINESS SERVICES INC. AND SUBSIDIARIES
Cash Flows from Operating Activities by Segment
For the three months ended March 31, 2008

Business Services Segments Total
Electronic Small Corporate Business
Payment Web Business All Services CAPCO
Processing Hosting Finance Other Activities Segment:  Segmeni  Eliminations Total
$15,21. $4,28: $1,866 $ 661 $ 1,07¢ Operating revenue $23,09° $1,63¢ $ (1,209 $23,52(
14,13. 3,66¢ 3,36¢ 1,217 3,25¢ Operating expenses and minority inte 25,64 3,01¢ (1,209 27,45:
Income (loss) before (provision) benefit for
1,08( 614 (1,507 (55€) (2,18¢) income taxe: (2,550 (1,387 — (3,939
(4200 (339 13 25¢ 1,02¢ (Provision) benefit for income tax 547 691 — 1,23¢
66C 281 (1,489 (297) (1,15¢ Netincome (loss (2,009 (692) — (2,695
Non-Cash:
— — — —  Income from tax credit — (1,469 — (1,469
562 81¢ 31C 31 78 Depreciation and amortizatic 1,79¢ 10 — 1,80¢
— — — — — Accretion of interest expen: — 1,74¢ — 1,74¢
41¢€ 28¢€ (13) (25 (1,031 Deferred income taxe (599 (697) — (1,290
— — 40¢ — —  Provision for loan losse 40¢ — — 40¢
— 8 65 2 11€ Other nor-cash- net 19z (184 — 9
Change in assets and liabiliti¢
SBA loans originated over proceeds from ¢
— — (597) — — of SBA loans (597) — — (597)
Prepaid expenses, accounts receivable an
(397 67 (167) 117 (30¢) other asset (68¢) 4 — (692)
Accounts payable, accrued expenses and
222 4 (508) (387 (473 deferred revenu (1,147 (227) — (1,369
— — 65 68 —  Other-net 138 4 — 137
$ 1,468 $1,46¢ $(1,925) $ (725) $(2,774) Net cash provided by (used in operatic $(2,495 $(1,49%) $ —  $(3,989
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Our operating businesses are dependent on thénleédtte small- and medium-sized segments of ti& &conomy. The continuing rise
in interest rates, along with the rise in gas ammodity prices, could have a negative impact arsamer spending which could adversely
impact our customers. This could also negativelgaot the value of commercial and residential retdte, which could adversely impact the
loan portfolio of our Small Business Finance segimen

Critical Accounting Policies and Estimates:

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

Liquidity and Capital Resources
(Dollars in thousands)

For the Three Months

Ended
March 31,
2008 2007
Net cash used in operating activit $(3,98) $(4,139
Net cash provided by investing activiti 1,01z 3,68
Net cash (used in) provided by financing activi (2,167 3,634
Net (decrease) increase in cash and cash equis (5,142 3,181
Cash and cash equivalents, beginning of pe 25,37: 26,68¢
Cash and cash equivalents, end of pe $20,23(  $29,86¢

Cash requirements and liquidity needs over the twvgadive months are anticipated to be funded pritpdinrough our capacity to borrow
from our $10 million North Fork line of credit thugh CrystalTech, the $50 million GE line of creitoriginate and warehouse the
guaranteed and unguaranteed portion of loans lyetdibSBA lending unit, the $10 million Wells Fartioe of credit to purchase receivables
through CDS, and available cash and cash equigal&€he availability of the lending facilities iskgact to the compliance with certain
covenants and in addition, for the GE and WellgiBdines, the amount of collateral and collateegjuirements, as set forth in the agreem
At March 31, 2008, our unused sources of liquidiysisted of unrestricted cash and cash equivabé$20,230,000, and $10,000,000,
$2,097,000 and $69,000 available through the Neottk, GE, and Wells Fargo lines of credit, respei.

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

Our lender derives liquidity and profits from sediguaranteed portions of its SBA 7a loan origovai Our recent bids for the
guaranteed portion of our loans have decreased fram periods, yet the market for such portiomeaes active in the current
environment. This decrease in pricing has had @mahimpact on the SBA lender. From timetime we may sell the unguaranteed portio
our loans. We do not depend on such sales to fundperations. Should the pricing for the un-gutead portions become less attractive and
we elect not to sell them, funds available underavedit facility will be sufficient to permit u®tmake loans.
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Restricted cash totaling $10,755,000 which is pritpaeld in the Capcos, can be used in managinbagerating the Capcos, making
qualified investments, to repay debt obligationd for the payment of income taxes.

Net cash flows used in operating activities de@dal 47,000 to $(3,988,000) for the three montlieémMarch 31, 2008 compared to
$(4,135,000) for the three months ended March 8@72primarily due to a $204,000 increase in ng$ lor the period ended March 31, 2008
versus the same period last year, offset by a deerim loan originations for the three month pednded March 31, 2008 as compared to the
same period last year.

Net cash flows provided by investing activitiesyparily includes the purchase of fixed assets astbooer accounts, activity regarding
the unguaranteed portions of SBA loans, changessinicted cash and activities involving investnsantqualified businesses. Net cash flows
provided by investing activities decreased by $2,660 to $1,013,000 for the three months ended Mat¢ 2008 compared to $3,682,000
the three months ended March 31, 2007. The dealarseedue primarily to greater returns from qualifiedestments in 2007 as well as
proceeds from the sale of an asset held for salagithe first quarter of 2007.

Net cash flows (used in) provided by financingdtiis primarily includes repayments on notes pé&yéhl Credit, the proceeds of
which were used to finance Capco activities; TI@@ich were funds borrowed by CrystalTech Web Hagtinc., and paid off in full during
2006 and 2007), and the net borrowings (repaymenttjank notes payable to North Fork, Wells Faagal GE. Net cash flows (used in)
provided by financing activities decreased by $5,800 to $(2,167,000) for the three months endectMa1, 2008 from $3,634,000 for the
three months ended March 31, 2007. The primanorets the decline was the net cash provided bg,850,000 reduction in restricted cash
in CDS for the three months ended March 31, 20@7aa$(2,933,000) change in net borrowings (repayshem bank notes payable of
$(2,026,000) during the three- month period endeddi 31, 2008, from net borrowings of $907,000t@r three months ended March 31,
2007.

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

ltem 3. Quantitative and Qualitative Disclosure about Marke 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 managememistifessential to conducting our businesses. Atingly, risk management systems and
procedures are designed to identify and analyzeisks, to set appropriate policies and limits &mdontinually monitor these risks and limits
by means of reliable administrative and 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 andateat which we invest these funds. The Companyoligstanding bank notes payable of
approximately $20,040,000 at March 31, 2008. Irserates on such notes are variable ranging betRgere plus 0.25%-2.0% or LIBOR
plus 2.50%. As a result, there can be no assuthata significant change in market interest ratdisnot have a material adverse effect on
our interest income. In periods of decreasing @gtrates, our revenue from interest income woatitehse, which would reduce our net
operating income. We have analyzed the potentiphhof changes in interest rates on interest icoet 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¥March 31, 2008. Although
management believes that this measure is indicafioeir sensitivity to interest rate changes, #sloot take into account potential changes in
credit quality, size and composition of the assatthe balance sheet, and other business develdgthan 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.
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In addition, we do not have significant exposuretianging interest rates on invested cash, whiak weproximately $30,985,000 and
$38,320,000 at March 31, 2008 and December 31,,288pectively. The Company invests cash mainimamey market accounts and other
investment-grade securities and does not purchdasele derivative financial instruments for tradipgrposes. All of our transactions are
conducted in U.S. dollars and we do not have amgida currency or foreign exchange risk. We dotrexdde commaodities or have any
commodity price risk.

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

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

(b) Change in Internal Control over Financial Reipor

No change in our internal control over financiglogiing occurred during the quarter ended March2B08 that has materially affected,
or is reasonably likely to materially affect, ontdrnal control over financial reporting.

(c) Limitations

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

Item 1. Legal Proceedings

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

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

In March 2008, a warrant was granted to purchagg0BGshares of the Company’s common stock to agienfiorming investor relations
for the Company. The warrant vests in six monthk an exercise price of $2.00 and expires in M&@B8. At March 31, 2008, the warrant
was valued at $31,000. The warrant was issueddhange for services in reliance on Section 4(2hefSecurities Act of 1933, as amended.

ltem 6. Exhibits

m Description

3.1.1 Restated Certificate of Incorporation of Newtek iBess Services, Inc., dated April 14, 20

18.1 Preferability letter from J. H. Cohn LLP dated MBy, 2008

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

31.2 Certification of Chief Financial Officer pursuaint $ection 302 of the Sarba-Oxley Act of 2002

32.1 Certification of Chief Executive and Chief Finarld@ficers 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: May 13, 2008 By: /s/ Barry Sloane
Barry Sloane
Chairman of the Board, Chief Executive Officer and
Secretary

Date: May 13, 2008 By: /s/ Seth A. Cohen
Seth A. Cohel
Chief Financial Officer and Treasut

Date: May 13, 2008 By: /s/ Eyal Amsalem
Eyal Amsalernr
Chief Accounting Officer and Controlls
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Exhibit 3.1.1
RESTATED
CERTIFICATE OF INCORPORATION
OF
NEWTEK BUSINESS SERVICES, INC.
Under Section 807 of the Business Corporation
Law of the State of New York

The undersigned, being an officer of NEWTEK BUSINESERVICES, INC. (the “Corporation”) hereby cesatfias follows:

FIRST: The name of the corporation is NEWTEK BUSBESERVICES, INC. The name under which the Corpgmratas formed is
WHITESTONE HOLDINGS, INC.

SECOND: The certificate of incorporation of the faoration was filed with the Department of State6¢20/99.
THIRD: The text of the certificate of incorporatimhereby amended by adding Article Ninth to resids entirety as follows:
FIRST: The name of the Corporation is;: NEWTEK BUEBS SERVICES, INC.

SECOND: The Corporation is formed to engage inlamgul act or activity for which Corporations mag brganized under the
Business Corporation Law of the State of New Ygrovided that it is not formed to engage in anyar@ctivity which requires the
consent or approval of any state official, departtnieoard, agency or other body, without such apgdror consent first being obtained.

THIRD: The office of the Corporation in the StafeNew York shall be located in the County of Nassau

FOURTH: (a) The aggregate number of shares thattmporation shall have the authority to issuefig five million
(55,000,000) shares, consisting of (a) fifty foullion (54,000,000) shares of common stock, $0.82\@mlue per share, and (b) one
million (1,000,000) shares of preferred stock, 2(p@r value per share.

(b) The preferred stock may be issued from timgnte in one or more series. The Board of Directeesxpressly authorized
to establish and designate series of the prefatoezk and to fix number of shares and the relatiylats, preferences and limitations as
between series, including (but not in limitationtioé powers herein conferred on the Board of Dinescand by the Business Corporation
Law of New York) to establish, designate and fithwiespect to each series of preferred stock:

(1) The designation or designations of such semessthe number of shares (which number from tintéite may be
decreased by the Board of Directors, but not bef@wnumber of shares of such series then outstgndimmay be
increased by the Board of Directors unless otherpievided in creating such series) constitutinthsseries;

(2) The rate or amount and times at which, angteé&rence and conditions under which, dividendd! &te payable
on shares of such series, the status of such diggdas cumulative or non-cumulative, the date tesdftom which
dividends, if cumulative, shall accumulate, andgtstus of such shares as participating or nonegzating after the
payment of dividends as to which such shares ditteeinto any preferenct



(3) The rights and preferences, if any, of the bdf shares of such series upon the liquidatimsolution or
winding up of the affairs of, or upon any distritout of the assets of the Corporation, which amauiay vary depending
upon whether such liquidation, dissolution or wirglup is voluntary or involuntary and, if voluntargay vary at different
dates, and the status of the shares of such seriearticipating or non-participating after thasattion of any such rights
and preferences;

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

(5) The times, terms and conditions, if any, updmcl shares of such series shall be subject tanptien, including
the amount the holders of shares of such seridisbghantitled to receive upon redemption (whichoaimt may vary under
different conditions or at different redemptionaigtand the amount, terms, conditions and manngperfation of any
purchase, retirement or sinking fund to be proviftedhe shares of such series;

(6) The rights, if any, of holders of shares offsseries and/or of the Corporation to convert skares into, or to
exchange such shares for, shares of any otheralasasses or of any other series of the same,dlas prices or rates of
conversion or exchange, and adjustments theretibaiay other terms and conditions applicable to swetversion or
exchange;

(7) The limitations, if any, applicable while suséries is outstanding on the payment of dividemdaaking of
distributions on, or the acquisition or redemptidncommon stock or any other class or shares ngrjkinior, either as to
dividends or upon liquidation, to the shares otsseries;

(8) The conditions or restrictions, if any, upor thsue of any additional shares (including add#ishares of such
series or any other series or of any other clas®ing on a parity with or prior to the sharesudlsseries either as to
dividends or upon liquidation; and

(9) Any other relative rights, preferences andtations of shares of such series; in each cadey s not
inconsistent with the provisions of this Certifieatf Incorporation or the Business Corporation ledWew York as then in
effect. All shares of preferred stock shall be ks and of equal rank except in respect to théiqudars that may be fixed
by the Board of Directors as provided above, ahdalres of each series of preferred stock shatlérgtical and of equal
rank except in respect to the particulars that befixed by the Board of Directors as provided abov

FIFTH: The Secretary of State is designated aagieat of the Corporation upon whom process ag#iesCorporation may be served,
and the address to which the Secretary of Stalbrabd a copy of any process against the Corporaesierved upon him is 1440
Broadway, Floor 17, New York, New York 10018.

SIXTH: The shareholders or the Board of Directdrthe Corporation shall have the power to adopérahmend or repeal the By-Laws
of the Corporation.

SEVENTH: (a) The Corporation shall, to the fullestent permitted by Section 721 through 726 ofBheiness Corporation Law of
New York, indemnify any and a



directors and officers whom it shall have poweiniemnify under the said sections from and againgtand all of the expenses,
liabilities or other matters referred to in or coee by such sections, and the indemnification mhedifor herein shall not be deemed
exclusive of any other rights to which the perssmésndemnified may be entitled under any By-Lawgagent, vote of shareholders or
disinterested directors or otherwise, both as tmadn his or her official capacity and as to antin another capacity by holding such
office, and shall continue as to a person who kas&d to be a director or officer and shall inarthé benefits of the heirs, executors
and administrators of such a person.

(b) A director of this Corporation shall not be gpamally liable to the Corporation or its sharehadder damages for any
breach of duty in his or her capacity as a direatnfess a judgment or other final adjudicationeade to him or her establishes that
(i) his or her acts or omissions were in bad faitlinvolved intentional misconduct or a knowinglakion of law, or (ii) he or she
personally gained in fact a financial or other attage to which he or she was not legally entittedjii) his or her acts violated
Section 719 of the Business Corporation Law.

EIGHTH: A director or officer of the Corporationahnot, in the absence of fraud, be disqualifiexhf his or her office by dealing with
or contracting with the Corporation as vendor, pase or otherwise.

In the absence of fraud, no transaction, contraatbof the Corporation, the Board of Directohs& Executive Committee of
the Board of Directors, or any other duly conséititommittee, shall be void, voidable or affectgddason of the fact that any director
or officer of the Corporation, or any firm of whiemy director or officer of the Corporation is amier, or any Corporation of which
any director or officer of the Corporation is aficgr, director, or shareholder, is in any way iatted in the transaction, contract or act,
if either:

(a) the fact of such common directorship, officgusbr financial or other interest is disclosedoown to the Board of
Directors or the Executive Committee, and the Badmirectors or the Executive Committee approvesttansaction, contract or act
by a vote sufficient for such purposes withoutibee of such interested director, if any; provideat any such director may be counted
in determining the presence of a quorum at any sustting of the Board of Directors or the ExecutBa@anmittee; or

(b) the fact of such common directorship, officgosbr financial or other interest is disclosed apkn to the shareholders
entitled to vote on the transaction, contract ¢raad the transaction, contract or act is apprdwedote of the shareholders entitled to
vote thereon, whether or not the Board of Directorthe Executive Committee has approved the triogsg contract or act.

Any such transaction, contract or act which idfiediby a majority in interest of a quorum of theeseholders of the
Corporation having voting power at any annual @cé meeting called for such purpose, shall, #hscommon ownership or financial
or other interest is disclosed in the notice ofrtfeeting, be valid and as binding as though approveatified by every shareholder of
the Corporation, except as otherwise provided byldws of the State of New Yor



NINTH: The directors shall be divided into threasdes designated as Class |, Class Il and Clagadh class to be as nearly equal in
number as possible. The term of office of the Clatieectors shall expire at the first annual megf the shareholders after the date on
which this provision of the Certificate of Incorpgion first becomes effective. The term of offidetee Class Il directors shall expire at
the second annual meeting of shareholders aftaetateson which this provision of the Certificatelmforporation first becomes
effective. The term of office of the Class Il diters shall expire at the third annual meetinghafreholders after the date on which this
provision of the Certificate of Incorporation fits¢comes effective. Thereafter, at each annualingeet shareholders of the
corporation, directors of the class the terms atWlexpire at such annual meeting shall be elefttettrms of three (3) years.
Notwithstanding any of the foregoing, a directorost term shall expire at any annual meeting sloalicue to serve until his or her
successor is elected and has been qualified drthetdirector’'s death, retirement, resignatiomesnoval. Should a vacancy occur or be
created, any director elected or appointed tatith vacancy shall serve for the full term of theesg in which the vacancy occurs or is
created. If the number of directors is changed,iacrease or decrease in the number of directat Isé apportioned among the classes
as to maintain the number of directors in eachscéasnearly equal in number as possible.

FOURTH: The amendment to the Certificate of Incogtion and restatement of the Certificate of Inoogtion has been authorized by the
holders of more than a majority of all the outsiagdshares of the corporation entitled to vote sulosequent to the affirmative vote of the
Board of Directors.

IN WITNESS WHEREOF, the undersigned affirms that statements made herein are true under pendlipesjary this 14"day of April,

/sl Barry Sloani
Barry Sloane, Chief Executive Officer, Secret




Exhibit 18.1
PREFERABILITY LETTER FROM INDEPENDENT REGISTERED PU BLIC ACCOUNTING FIRM
May 13, 2008

Newtek Business Services, It
1440 Broadway, 17 Floor
New York, NY 1001¢

Dear Sirs/Madams:

As stated in Note 2 to the financial statementS®@ifvtek Business Services, Inc. (the “Company”)tf@ three months ended March 31, 2008,
the Company changed its method of accounting veiipect to timing of recognition for loan sales freattlement date to trade date. As st

in Note 2, the newly adopted accounting princiglerieferable in the circumstances because it miosely aligns the business reality at the
trade date with the criteria for recognizing a $fen of a financial asset as set forth in parag@phStatement of Financial Accounting
Standards No. 140. “Accounting for Transfers and/igeg of Financial Assets and Extinguishments iatilities—A Replacement of FASB
Statement 125”. At your request, we have reviewatidiscussed with you the circumstances and thiedssjudgment and planning that
formulated your basis to make this change in aciogmrinciple.

It should be understood that criteria have not letablished by the Financial Accounting Stand8mizrd for selecting from among the
alternative accounting principles that exist irsthrea. Further, the Public Company Accounting €lgbt Board has not established the
standards by which an auditor can evaluate theem@bility of one accounting principle among a senéalternatives. However, for purposes
of the Company’s compliance with the requiremefithe Securities and Exchange Commission, we arashing this letter.

Based on our review and discussion, we concur mahagement’s judgment that the newly adopted a¢ecwuprinciple described in Note 2
is preferable in the circumstances. In formulatimg position, we are relying on management’s bessrplanning and judgment, which we do
not find to be unreasonable. Because we have witeduany financial statements of the Company agfdate or for any period subsequent
to December 31, 2007, we express no opinion ofirihacial statements for the three months endeccMad, 2008.

Very truly yours,
/s/ J.H. Cohn LLP



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: May 13, 2008

/sl Barry Sloani
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)

Dated: May 13, 2008

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

/sl Seth A. Cohe
Seth A. Cohel
Chief Financial Officel

37



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 March 31, 2008 (the “Repat'Newtek Business Service
Inc. (the “Company”), as filed with the Securitesd Exchange Commission on the date hereof, Bdogn8, as Chief Executive Officer, and

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

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

/sl Barry Sloane
Barry Sloane, Chief Executive Offic

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

Dated: May 13, 2008
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