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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2009

OR

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

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

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

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

Indicate by checkmark whether the registrant: (1) tas filed all reports required to be filed by Sectia 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 month@®r for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requiremestfor the past ninety days. Yes[x] No O

Indicate by check mark whether the registrant has sbmitted electronically and posted on its corporatéVeb site, if any, every
Interactive Data File required to be submitted andposted pursuant to Rule 405 of Regulation $-(8232.405 of this chapter) during the
preceding 12 months (or for such shorter period thithe registrant was required to submit and post soh files). Yes O No O

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

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

Large Accelerated Filer O Accelerated Filer O
Non-Accelerated Filer O Smaller reporting company [X]
Indicate by check mark whether the registrant is ashell company (as defined in Rule 12b-2 of the Exahge Act). Yes O No [XI

As of August 10, 2009, there were 37,038,324 of tBempany’s Common Shares issued and outstanding.
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ltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2009 AND 2008

(In Thousands, except for Per Share Data)

Three Months ended

Six Months Ended

June 30, June 30,
2009 2008 2009 2008
Operating revenue $27,077  $24,63( $51,19¢  $48,15(
Operating expense
Electronic payment processing cc 14,11( 12,92¢ 27,054 25,14¢
Salaries and benefi 4,497 5,08t 9,301 12,56+
Interest 3,60¢ 2,19¢ 6,122 4,48t
Depreciation and amortizatic 1,57C 1,76¢€ 3,21¢ 3,57¢
Provision for loan losse 50¢ 472 93¢ 911
Other general and administrative cc 4,034 3,97¢ 8,42¢ 8,19:
Total operating expens 28,32t 27,32( 55,06! 54,87¢
Operating loss before fair market value adjustnagiat benefit for income taxi (1,249 (2,690 (3,869 (6,72%)
Net change in fair market value of credits in l&ficash and notes payable in credits in lie
cash 473 61 1,01( 61
Loss before benefit for income tax (775) (2,629 (2,859 (6,664
Benefit for income taxe 131 524 1,14t 1,76
Net loss (644) (2,10%) (1,70¢) (4,9072)
Net loss attributable to noncontrolling intere 7 12: 95 22€
Net loss attributable to Newtek Business Servitas, $ (637 $(1,98) $(1,617) $(4,67¢)
Weighted average common shares outsta—basic and dilute: 35,62t 35,75( 35,62¢ 35,80¢
Loss per sha—basic and dilute: $ (0.02) ¢ (0.06) $ (0.05) $ (0.19)

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2009 AND DECEMBER 31, 2008
(In Thousands, except for Per Share Data)

ASSETS
Cash and cash equivalel
Restricted cas
Credits in lieu of cas
SBA loans held for investment (net of reserve éaml losses of $3,756 and $3,420, respecti\
Accounts receivable (net of allowance of $391 ah@2$ respectively
SBA loans held for sal
Prepaid expenses and other assets (net of accexhaatortization of deferred financing costs of $8,and
$2,122, respectively
Servicing asset (net of accumulated amortizatiahalowances of $4,154 and $3,756, respectiy
Fixed assets (net of accumulated depreciation aratezation of $10,921 and $9,477, respectiv:
Intangible assets (net of accumulated amortizaifdil 3,413 and $12,113, respective
Goodwill

Total asset

LIABILITIES AND EQUITY

Liabilities:
Accounts payable and accrued expet
Notes payabli
Deferred revenu
Notes payable in credits in lieu of ce
Deferred tax liability
Total liabilities

Commitments and contingenci
Equity:
Newtek Business Services, Inc. stockhol’ equity:
Preferred stock (par value $0.02 per share; auhdrl,000 shares, no shares issued and
outstanding
Common stock (par value $0.02 per share; authoB2¢@00 shares, issued and outstanding 3¢
and 36,667, respectively, not including 97 and 88dres held in escrow, respective
Additional paic-in capital
Accumulated defici
Treasury stock, at cost (1,026 shal
Total Newtek Business Services, Inc. stockho’ equity
Noncontrolling interest
Total equity

Total liabilities and equit

June 30,

December 31

2009 2008

Unaudited (Note 1)
$ 18,59 $ 16,85:
8,27: 8,36¢
49,64( 70,55¢
24,56 26,91:
4,99¢ 5,17¢
— 6,13¢
8,901 9,99¢
2,59/ 2,282
4,18¢ 5,06%
5,04z 6,09¢
12,09: 12,09:
$138,88( $ 169,52
$ 7,81t $ 9,34«
20,79¢ 25,99¢
2,05t 2,20z
49,64( 70,55¢
4,143 5,34
84,45 113,44
733 733
58,29¢ 58,23:
(6,15¢) (4,54%)
(64€) (649)
52,22( 53,77:
2,20¢ 2,30¢
54,42¢ 56,07¢
$138,88( $ 169,52

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008
(In Thousands)

Cash flows from operating activitie
Net loss attributable to Newtek Business Servibes,
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Income from tax credit
Accretion of interest expen:
Fair market value adjustme
Deferred income taxe
Depreciation and amortizatic
Provision for loan losse
Gain on sale/recovery of investments in qualifiedibes:
Net loss attributable to noncontrolling intere
Other, ne
Changes in operating assets and liabilii
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for
Broker receivablt
Prepaid expenses and other assets, accounts tdeeival accrued interest receiva
Accounts payable, accrued expenses and deferredue

Other, ne
Net cash provided by (used in) operating activi

Cash flows from investing activitie
Investments in qualified busines:
Return of investments in qualified busines
Purchase of fixed assets and customer merchant et
SBA loans originated for investment, 1
Proceeds from sales of loans held for investr
Payments received on SBA log
Change in restricted ca

Net cash provided by (used in) investing activi

2009 2008

$(1,619  $ (4,676
(4,250) (2,954)
5,26( 3,46
(1,010) (61)
(1,197) (2,16))
3,21¢ 3,57¢
93z 857

(1,039 —
(95) (226)
201 (30)
(2,669 (10,977
8,80: 9,81¢
(1,249 (5,64€)
1,541 (324)
(1,674) (1,802)
(511) 262
4,64¢ (10,887
— (88€)
1,90¢ 797
(89¢) (2,018
(82¢) (3,45¢)

40¢ —
1,867 2,33:
(107) 1,46¢
2,337 (1,769

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2009 AND 2008 (COITINUED)

2009 2008
Cash flows from financing activitie
Net repayment on notes paya $ — $ (339
Purchase of treasury sha — (4517)
Net (repayments) proceeds on bank notes pa (5,209 5,157
Other (42) (14¢)
Net cash (used in) provided by financing activi (5,244 4,22(
Net increase (decrease) in cash and cash equis 1,742 (8,42¢)
Cash and cash equivale—beginning of periot 16,85: 25,37
Cash and cash equivale—end of perioc $18,59:  $16,94¢
Supplemental disclosure of cash flow activities:
Reduction of credits in lieu of cash and notes p&yan credits in lieu of cash balances due toveeli of tax credits t
Certified Investor: $19,07¢  $10,13¢
Issuance of treasury shares for 401k m $ — $ 11z
Reduction of structured insurance product and noagabl—Certified Investor: $ — $ 3,81(

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

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, In¢'Newtek”) is a holding company for several wholgad majority-owned subsidiaries, including
fourteen certified capital companies which arenref@to as Capcos, and several portfolio companiegich the Capcos own narontrolling
or minority interests. The Company provides a “step-shop” for business services to the small-raadium-sized business market and uses
state of the art web-based proprietary technolodyeta low cost acquirer and provider of produnts services. The Company partners with
companies, credit unions, and associations to affeservices.

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., d/b/a/ Newtek Tedbgy Services, (“NTS”) which offers shared and detid
web hosting and related services to the small-aedium-sized business market.

Small Business FinancePrimarily consists of Newtek Small Business Finatige. (“NSBF”), a nationally licensed, U.S. Small
Business Administration (“SBA”) lender that origiea, sells and services loans to qualifying smaditesses, which are partially
guaranteed by the SBA; and CDS Business Servigesgib/a Newtek Business Credit (“NBC”) which piaes receivable
financing.

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

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidance,
coordinates and integrates activities of the segsneontracts with alliance partners, acquiresarast opportunities, and owns 1
proprietary NewTracker™ referral system. Revenwkexpenses not allocated to other segments, imgudterest income, Cap
management fee income and corporate operationfsgpe

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

The condensed consolidated financial statemeriewaftek Business Services, Inc., its SubsidiariesFN 46 consolidated entities (t
“Company” or “Newtek”) included herein have beeepaired by the Company in accordance with accouptiimgiples generally accepted in
the United States of America and include all whollgd majority-owned subsidiaries, and severalfpliostcompanies in which the Capcos
own non-controlling minority interest in, or thostaich Newtek is considered to be the primary beiefy of (as defined under FIN 46 and
FIN 46R). All inter-company balances and transaxdtibave been eliminated in consolidation. In acaocd with the Company’s fiscal 2009
adoption of SFAS No. 160Noncontrolling Interests in Consolidated Statemeatsamendment of ARB No. B8FAS 160”), noncontrolling
interests (previously shown as minority interest) i@ported below net loss under the heading “dit httributable to noncontrolling
interests” in the unaudited condensed consolidsta@tements of operations and shown as a compohequity in the condensed consolidated
balance sheets. See New Accounting Pronouncenwriigrther discussion.

The accompanying notes to unaudited condensed leitsal financial statements should be read inuwetjon with Newtek’s 2008
Annual Report on Form 10-K. These financial statetm@ave been prepared in accordance with insbngto Form 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condensgicefootnotes and other information normally ireéd in financial statements prepared in
accordance with accounting principles generallyepted in the United States. The results of oparatfor an interim period may not give a
true indication of the results for the entire yé&dve December 31, 2008 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 tablestine following footnotes are stated in thousangsept per share data.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial statesé@ntonformity with accounting principles geneyalccepted in the United States of
America requires management to make estimatesssuniptions that affect the reported amounts otsissel
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liabilities and disclosures of contingent asset$ la@bilities at the date of the consolidated ficiahstatements and the reported amounts of
revenue and expense during the reporting period.l@Vel of uncertainty in estimates and assumptiocreases with the length of time until
the underlying transactions are complete. The migsificant estimates are with respect to valuatbmvestments in qualified businesses,
asset impairment valuation, allowance for loandgssaluation of servicing assets, chargebackwesgtax valuation allowances and the fair
value measurements used to value certain finaasgsdts and financial liabilities. Actual resultsidodiffer from those estimates.

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

Electronic payment processing revenueklectronic 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 amountdi #ansaction plus a flat fee per transactionta@emerchant customers are charged
miscellaneous fees, including fees for handlinggé#acks or returns, monthly minimum fees, statdrfees and fees for other
miscellaneous services. In accordance with Emengisiges Task Force (“EITF”) 99-19, “Reporting Reweitross as a Principal versus Net
as an Agent”, revenues derived from the electrpnicessing of MasterCafd and Visa sourced credidabit card transactions are
reported gross of amounts paid to sponsor banks.

The Company also derives revenues from actingdepiendent sales offices (“1ISO”) for third-party pessors (“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 its welsting
and software support services. Customer set-upaieekilled 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 fyodi company that it has been certified as a Caphe.state
then allocates an aggregate dollar amount of taditsrto the Capco. However, such amount is nefgeaygnized as income nor otherwise
recorded in the financial statements since it lddg/be earned by the Capco. The Capco is legatifled to earn tax credits upon satisfying
defined investment percentage thresholds withicifipd time requirements and corresponding nongtoe percentages. At June 30, 2009,
the Company had Capcos in seven states and thicDigtColumbia. Each statute requires that thpd@anvest a threshold percentage of
Certified Capital in Qualified Businesses withir ttfime frames specified. As the Capco meets thegg@rements, it avoids grounds under the
statute for its disqualification for continued peifiation in the Capco program. Such a disqualifteg or “decertification” as a Capco results
in a recapture of all or a portion of the allocat&xl credits; the proportion of the recapture dumed over time as the Capco remains in
general compliance with the program rules and nibetprogressively 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 équhé non-recapturable tax credits and recordls aowunt as “income from tax credits”,
with a corresponding asset called “credits in bégash”,in the accompanying condensed consolidated bakimests. The amount earned
recorded as income is determined by multiplyingttital amount of tax credits allocated to the Capgthe percentage of tax credits immune
from recapture (the earned income percentage) uhdestate statute. To the extent that the investmeguirements are met ahead of
schedule, and the percentage of mnecapturable tax credits is accelerated, the ptesdme of the tax credit earned is recognizedanity anc
the asset, credits in lieu of cash, is accretetbuipe amount of tax credits available to the @edilnvestors. If the tax credits are earned
before the state is required to make delivery, (inwestment requirements are met ahead of scheduteredits can only be used by the
certified investor in a future year), then the prasvalue of the tax credits earned are recorded spmpletion of the requirements, in
accordance with Accounting Principles Board Opirlitm 21. The receivable is calculated at fair vakee note 3 for a full discussion.
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 creditsontrolled by the state law. In general, th@&@eapplies for tax credits from the
state and is allocated a specific dollar amoumntredlits 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 intepagtments on their notes. The tax credits are
claimed by the Certified Investors on their statengium tax return as provided under each state
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Capco and tax law. State regulations specify theuarinof tax credits a Certified Investor can claind the period in which they can claim
them. Each state periodically reviews the Capcperations to verify the amount of tax credits edrrie addition, the state maintains a list of
Certified Investors and therefore has the abibtgétermine whether the Certified Investor is abbovto claim this deduction.

Sales and Servicing of SBA LoandNSBF originates loans to customers under the SBfnam that generally provides for SBA
guarantees of 50% to 90% of each loan, subjecntexdmum guarantee amount. NSBF sells the guardipertion of each loan to a third
party and retains the unguaranteed principal poitiats own portfolio. A gain is recognized on tipgaranteed portions of these loans thrc
collection on sale of a premium over the adjustatdying value or a par sale with excess servidG@mmmencing on January 1, 2008, the
Company began to recognize the gain on sale ajuheanteed portion of the loans on the trade ddlter than the date of settlement, under
the terms of SFAS No. 156 “Accounting for Serviciofgrinancial Assets—an amendment of FASB StatementL40” for 2009 and 2008.

In each loan sale, the Company retains servicisgamsibilities and receives servicing fees of aimnirm of 1% of the guaranteed loan
portion sold. The Company is required to estimat@dequate servicing compensation in the caloulatf its servicing asset. The purchasers
of the loans sold have no recourse to the Comparfaflure of customers to pay amounts contracjuglie.

In accordance with SFAS 156, upon sale of the léanisird parties, NSBF separately recognizesiatw&ue any servicing assets or
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 vaftiee financial assets sold is recognized as ia gaisale of loans.

In accordance with SFAS 140, upon sale of the léaisird parties, the Company’s investment in &\ %oan is allocated among the
retained portion of the loan (unguaranteed), thé gortion of the loan (guaranteed) and the valfuean servicing retained, based on the
relative estimated fair market values of each camepoat the sale date. The difference betweenrtheepds received and the allocated
carrying value of the loan sold is recognized ggia on sale of loans.

Each class of servicing assets and liabilitiessalissequently measured under SFAS 156 using eftbemortization method or the fair
value measurement method. The amortization methbitth NSBF has chosen to continue applying todtsising asset, amortizes the asset
in proportion to, and over the period of, the eatiad future net servicing income on the underlyalgl portion of the loans (guaranteed) and
assesses the servicing asset for impairment bastadrovalue at each reporting date. In the evenire prepayments are significant or
impairments are incurred and future expected das¥sfare inadequate to cover the unamortized Sagvessets, additional amortization or
impairment charges would be recognized. The Compaeg an independent valuation specialist to egithe 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 recognihedugh a charge to current
earnings for the amount the amortized balance elsctive current fair value. If the fair value of #teatum were to later increase, the value
allowance may be reduced as a recovery. HowevBISBF determines that an impairment for a stratiother than temporary, the value of
the servicing asset and any related valuation alfme is written-down.

Interest and Small Business Administration (“SBA”)Loan Fees—SBA Loansinterest income on loans is recognized as earned.
Loans are placed on non-accrual status if thep@mays past due with respect to principal or @geand, in the opinion of management,
interest or principal on individual loans is notlectible, or at such earlier time as managemetdrdenes that the collectability of
such principal or interest is unlikely. Such loamns designated as impaired non-accrual loans.tAdirdoans are defined as performing loans.
When a loan is designated as non-accrual, the a@lcofinterest is discontinued, and any accruedungbllected interest income is reversed
and charged against current operations. While mialassified as non-accrual and the future ctalaility of the recorded loan balance is
doubtful, collections of interest and principal generally applied as a reduction to principal tautding.

The Company passes certain expenditures it inoutgetborrower, such as forced placed insuranseffinient funds fees, or fees it
assesses, such as late fees, with respect to marthgiloan. These expenditures are recorded wivemred. Due to the uncertainty with
respect to collection of these passed through alipeas or assessed fees, any funds receivednduese the Company are recorded on a
cash basis as other income.
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Insurance commissionsRevenues are comprised of commissions earned amyres paid for insurance policies and are recoghate
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 otohial cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues generated by BB@ell as revenues derived from operating uné@s¢hnnot be
aggregated with other business segments, and imeer¢icoveries or gains on qualified investmentseRee is recorded when there is
pervasive evidence of an agreement, the relatexdafiexfixed, the service, and or product has beéweded, and the collection of the related
receivable is assured. Other income for the thnelesak months ended June 30, 2009 includes a $,0000ecovery of a qualified investment
previously written off. Other income particularN@BC include the following components:

* Receivable fee:Receivable fees are derived from the funding (pasel of receivables from finance clients. The paegge of fee
is set when entered into an agreement with thatclithe Company recognizes the revenue on thetldateceivable is purchased.
The Company does not take ownership of the reckssaitil funds are released which then constitatparchase of a client’s
asset. The Company also has arrangements withrceftis clients whereby it purchases the cliem¢seivables and charges
interest at a specified rate based on the amounhos advanced against such receivables. Theesitearcome is recognized as
earned

» Late feeslLate fees are derived from receivables the Company headl purchased that have gone over a certaindp@rgually
over 30 days) without payment. The client or thent’s customer is charged a late fee according togheeanent with the clien

» Billing fees:Billing fees are derived from billing-only (non-fimce) clients. These fees are recorded when eaxézh occurs
when the service is rendere

» Other feesThese fees include annual fees, due diligence fessination fees, under minimum fees and othes fieeluding,
finance charges, supplies sold to clients, NSF, fegs fees and administration fees. These feeslarged upon funding,
takeovers or liquidation of finance clients. Figathe Company also receives commission revenun frarious source:

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

Three months ended Six months ended
June 30: June 30:

(In thousands): 2009 2008 2009 2008
Electronic payment processil $16,88: $15,92 $32,64: $31,10¢
Web hosting 4,70z 4,49¢ 9,37¢ 8,77¢F
Interest incomt 43C 831 92¢ 1,80<
Income from tax credit 2,71 1,491 4,25( 2,95¢
Premium on loan sale 137 32€ 582 47¢€
Servicing fee 424 437 82t 922
Insurance commissior 217 35C 417 59¢
Other income 1,572 77" 2,181 1,522
Totals $27,07° $24,63( $51,19¢ $48,15(

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 andss@nts, bank processing fees and costs paiddephity processing networks. Such
costs are recognized at the time the merchantacéioss are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iaéhtdrchange and assessment costs, which arg #et bredit card associations.
Interchange costs are passed on to the entitynigshe credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed and, to a lesser extent, as a per
transaction fee. In addition to costs directly 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 revenuesett from merchants successfully referred
to the Company and that begin using the Compangnnchant processing services. Such residual egpenre typically ongoing as long as
the referred merchant remains a customer of thepaagnand are recognized as expenses as 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 deld by the Capcos restricted for use in mageaid operating the Capco, making
qualified investments and for the payment of incdex@s; and a cash account maintained as a resgauest chargeback losses.

Purchased Receivables

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

Investmentsin Qualified Businesses

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

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

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

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

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

Stock-Based Compensation

The Company applies SFAS 123 (revised 2004), “SBased Payment” (“SFAS 123R"). SFAS 123R requitestmrebased paymen
to employees to be recognized in the financiakbstants based on their fair values using an optraing model at the date of grant.
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As of June 30, 2009 and 2008 the Company had taredbased compensation plans. For the three amdmiths ended June 30, 2009
and 2008, compensation cost charged to operatiortkdse plans was $28,000 and $65,000 in 200pectisely, and $26,000 and $148,000
in 2008, respectively, and is included in salagipd benefits in the accompanying condensed corgetidstatements of operations.

There were no options or restricted stock awardsatgd during the six months ended June 30, 2009.

In March 2008, Newtek granted its six independearotiors an aggregate of 197,434 options valu&Bat000. Option awards are
granted with an exercise price equal to the mgskee of the Company’s stock at the date of gréihe options vest immediately and expire
10 years from the date of grant. The fair valueaxdfh option award is estimated on the date of gising a Black-Scholes option valuation
model that uses the following assumptions: 5 ygpeeted life, risk-free interest rate of 2.51% angected volatility of the Company’s stock
of 53.48%. Expected volatilities are based on ik®hcal volatility of the Company’s stock and ettfactors. The risk-free rate for periods
during the expected life of the option is basedhenU.S. Treasury yield curve in effect at the tiohgrant. Expected term was determined
using the simplified method under Staff AccountBigletin No. 107, “Valuation of Share-Based Paym&mangements for Public
Companies”

As of June 30, 2009 and December 31, 2008, thesebdd3,000 and $238,000 of total unrecognized cosgi®n costs related to non-
vested sharbased compensation arrangements granted undelatiie Fespectively. That cost is expected to begeized ratably through t
month ending July 31, 2010.

Fair Value

Effective January 1, 2008, the Company determinedair market values of its financial instrumebésed on the fair value hierarchy
established in SFAS No. 157 “Fair Value MeasuresiefiEFAS 157”) which requires an entity to maximithe use of observable inputs and
minimize the use of unobservable inputs when méagfiair value. The standard describes three levklsputs that may be used to measure
fair value which are provided below. The Companyiea its credits in lieu of cash, prepaid insueaaod notes payable in credits in lieu of
cash at fair value in accordance with SFAS No. ‘T8 Fair Value Option for Financial Assets anddfinial Liabilities” (“SFAS 159”). The
Company also carries impaired loans and otherastate owned at fair value.

Level 1 Quoted prices in active markets for identical assefiabilities. Level 1 assets and liabilitieslude debt and equity securities
and derivative contracts that are traded in ava&kchange market, as well as certain U.S. Trgasthrer U.S. Government a
agency mortga¢-backed debt securities that are highly liquid aredaztively 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 dataufmstantially 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 modihl iputs that are
observable in the market or can be derived pritigifiem or corroborated by observable market datss category generally
includes certain U.S. Government and agency moetdragked debt securities, corporate debt secyriterssative contracts and
residential mortgage loans h-for-sale.

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 eqimtgestments, retained
residual interests in securitizations, residemtiattgage servicing rights, and highly structuredbog-term derivative contract

Income Taxes

Deferred tax assets and liabilities are computegdapon the differences between the financiabistant and income tax basis of assets
and liabilities using the enacted tax rates inatffer the year in which those temporary differesnaee expected to be realized or settled. If
available evidence suggests that it is more likielyn not that some portion or all of the deferaedassets will not be realized, a valuation
allowance is required to reduce the deferred tagtago the amount that is more likely than ndidoealized.
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Accounting for Uncertainty in Income Taxes

The FASB issued Interpretation No. 48 (“FIN-48"Mccounting for Uncertainty in Income Taxes—An Igeatation of FASB
Statement No. 109.” FIN-48 recognizes that thendte deductibility of positions taken or expectedé¢ taken on tax returns is often
uncertain. It provides guidance on when tax pasgtidlaimed by an entity can be recognizegicpgnition) and guidance on the dollar amo
at which those positions are recordadgasurement In order to recognize the benefits associatdd aitax position taken (i.e., generally a
deduction on a corporation’s tax return), the gntiust conclude that the ultimate allowability bétdeduction is more likely than not. If the
ultimate allowability of the tax position exceedi¥b (i.e., it is more likely than not), the benef#sociated with the position is recognized at
the largest dollar amount that has more than a l8@%thood of being realized upon ultimate settlemdifferences between tax positions
taken in a tax return and recognized in accordadeFIN-48 will generally result in (1) an incream income taxes currently payable or a
reduction in an income tax refund receivable oraf2)ncrease in a deferred tax liability or a daseein a deferred tax asset, or both (1) and

(2).
FIN-48 also provides guidance on:

» Derecognizing the benefits associated with a reizegrtax position where subsequent events indibateit isnot more likely thar
not that the entity will benefit from the tax pasit taken

» Classification of financial statement elements tleatlt from recognizing benefits associated withartain tax position
e Treatment of interest and penalties related to maicetax position:

» Accounting for uncertain tax positions in interiraripds

» Disclosure and transitic

Concentration of Credit Risk

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

For the six months ended June 30, 2009 and 2008ingée customer accounted for 10% or more of thm@any’s revenue or of total
accounts receivable.

Fair Value of Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Riial Instruments” (“SFAS 107"), requires the dasiire of the estimated fair
values of financial instruments. Excluding propertd equipment, substantially all of the Compamgsets and liabilities are considered
financial instruments as defined by SFAS 107. falue estimates are subjective in nature and grerakent on a number of significant
assumptions associated with each instrument opgobgimilar instruments, including estimates cfadiunt rates, risks associated with
specific financial instruments, estimates of futcash flows and relevant available market infororati

The methods and assumptions used to estimatediaies are set forth in the following paragraphsefach major grouping of the
Company’s financial instruments.

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

e Cash and cash equivalel
* Bank notes payab
» Accrued interest receivable and paye
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The carrying values of accounts payable and acaupdnses approximate fair value because of the-sron maturity of these
instruments. The carrying value of investmentsualijied businesses, loans receivable, and notgaly@a approximate fair value based on
management’s estimates.

New Accounting Pronouncements

In February 2008, the FASB issued FSP No. FAS 15F{#ective Date for FASB Statement No. 157" (“FERS 157-2"). This FSP
permits the delayed application of SFAS 157 forfimamcial assets and nonfinancial liabilities, aéirted in this FSP, except for those that
recognized or disclosed at fair value in the finahstatements at least annually, until the begigruf the Company'’s fiscal 2009. Effective
January 1, 2009, the Company fully adopted theipimv of SFAS 157 by adopting the provisions relgtio its nonfinancial assets and
liabilities. The Company adopted the provisionatial to financial assets and liabilities in th@pyear and its adoption of SFAS 157
relating to nonfinancial assets and liabilities dat have a material impact on its financial positor results of operations.

In September 2008, the FASB ratified EITF Issue 085, “Issuer's Accounting for Liabilities Measdrat Fair Value With a Third-
Party Credit Enhancement” (“EITF 08-5"). EITF 0§#vides guidance for measuring liabilities issugith an attached third-party credit
enhancement (such as a guarantee). It clarifié¢giibassuer of a liability with a third-party ciednhancement (such as a guarantee) should
not include the effect of the credit enhancemenhéfair value measurement of the liability. EIF8-5 is effective for the first reporting
period beginning after December 15, 2008. The Camppancluded that EITF 08-5 does not impact itsdemsed consolidated financial
statements.

In December 2007, the FASB issued SFAS No. 141“@RJsiness Combinations” (“SFAS 141(R)"). SFAS 1R} tequires an acquirer
to measure the identifiable assets acquired, #fidities assumed and any noncontrolling inteneshe acquiree at their fair values on the
acquisition date, with goodwill being the exceslugaver the net identifiable assets acquired. SEARR) is effective for financial
statements issued for fiscal years beginning &fsrember 15, 2008. The Company has adopted SFAR)L4fd there was no material
impact to the condensed consolidated financiaéstants.

In December 2007, the FASB issued SFAS No. 160ntdatrolling Interests in Consolidated Financiat8ments —an amendment «
Accounting Research Bulletin No. 51” (“SFAS 160FAS 160 addresses the accounting and reportindastds for ownership interests in
subsidiaries held by parties other than the patkatamount of consolidated net income or los#attble to the parent and to the
noncontrolling interest, changes in a parent’s awime interest, and the valuation of retained notrmdling equity investments when a
subsidiary is deconsolidated. SFAS 160 also estadsi disclosure requirements that clearly idewtifgf distinguish between the interests of
the parent and the interests of the noncontrobiwgers. SFAS 160 is effective for fiscal years hagig after December 15, 2008. The
Company adopted the provisions of SFAS 160 initisé duarter of 2009. As a result of the adoptitve, Company has reported
noncontrolling interests as a component of equitthe condensed consolidated balance sheets anéttless attributable to noncontrolling
interests has been separately identified in theidited condensed consolidated statements of opegatihe prior periods presented have
been retrospectively restated to conform to theeniirclassification required by SFAS 160. Othenttiee change in presentation of
noncontrolling interests, the adoption of SFAS h&@ no impact on the condensed consolidated finhstzitements.

In April 2009, the FASB issued FSP No. FAS 107-a a®B 28-1 which amended both SFAS No. 107 and Apiion No. 28 to
require that disclosures concerning the fair vali#gnancial instruments be presented in interinwa#l as in annual financial statements. In
addition, the FASB issued FSP No. FAS 157-4 whitleraded SFAS No. 157 to provide additional guiddoceletermining the fair value of
a financial asset or financial liability when thelwme and level of activity for such asset or ligjphave decreased significantly. FSP
No. FAS 15-4 also provided guidance for determining whetheaasaction is an orderly one. The FASB also d$t@P No. FAS 115-2 and
FAS 124-2 which revised and expanded the guidaageerning the recognition and measurement of dtr@r-temporary impairments of
debt securities classified as available for saleebd to maturity. In addition, it required enhashclisclosures concerning such impairment for
both debt and equity securities. The requiremeftisese FSPs are effective for interim reportingquks ending after June 15, 2009. Early
adoption is permitted for interim periods endinteaMarch 15, 2009, but only if the election is rad adopt all the FSPs. Disclosures for
earlier periods presented for comparative purpasestial adoption are not required. In period®afnitial adoption, comparative disclosures
are required only for periods ending after iniidbption. The Company has adopted the FSPs faritend quarter of 2009.

In May 2009, the FASB issued SFAS No. 165, “Subsativents” (“FAS 165”), which provides guidanceesiablish general
standards of accounting for and disclosures of tsviiat occur after the balance sheet date butdéfancial statements are issued or are
available to be issued. FAS 165 requires entitietidclose the date through which subsequent
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events were evaluated as well as the rationaleffigrthat date was selected. FAS 165 is effectivénfierim and annual periods ending after
June 15, 2009 and, accordingly, the Company addpA&1165 during the second quarter of 2009. FASr&@bires public entities evaluate
subsequent events through the date that the fialstatements are issued. The Company has evalsigsdquent events through the time of
filing these condensed consolidated financial stetgs with the Securities and Exchange Commis$BBEE”) on August 13, 2009.

In June 2009, the FASB issued SFAS No. 166, “Actiogrfor Transfers of Financial Assets — an amenuainoé FASB Statement
No. 14" (“FAS 166"), which requires entities to provideone information regarding sales of securitizedririal assets and similar
transactions, particularly if the entity has couniing exposure to the risks related to transferiraihicial assets. FAS 166 eliminates the cor
of a “qualifying special-purpose entity,” changhe tequirements for derecognizing financial assetsrequires additional disclosures. FAS
166 is effective for fiscal years beginning aftesidmber 15, 2009. The Company is currently evaigatie impact of adopting FAS 166 on
its condensed consolidated financial statements.

In June 2009, the FASB issued SFAS No. 167, “Amesrttmto FASB Interpretation No. 46(R)” (“FAS 167#)hich modifies how a
company determines when an entity that is ins@fitty capitalized or is not controlled through wati(or similar rights) should be
consolidated. FAS 167 clarifies that the deternamabf whether a company is required to consolidatentity is based on, among other
things, an entity’s purpose and design and a cogipaibility to direct the activities of the entitlyat most significantly impact the entity’s
economic performance. FAS 167 requires an onga@agsessment of whether a company is the primasfibmy of a variable interest
entity and additional disclosures about a compainwolvement in variable interest entities and sigyificant changes in risk exposure du
that involvement. FAS 167 is effective for fiscalays beginning after November 15, 2009. The Compaoyrrently evaluating the impact of
adopting FAS 167 on its condensed consolidatedhdiaé statements.

In June 2009, the FASB issued SFAS No. 168, “Th&BAccounting Standards Codification and the Higmgrof Generally Accepted
Accounting Principles — a replacement of FASB Steet No. 162" (“FAS 168"). FAS 168 establishes BfSB Accounting Standards
Codification (the “Codification”) as the sourceafthoritative accounting principles recognized iy EASB to be applied by
nongovernmental entities in the preparation ofrfaial statements in conformity with U.S. GAAP. T@edification does not change current
U.S. GAAP, but is intended to simplify user accesall authoritative U.S. GAAP by providing all tathoritative literature related to a
particular topic in one place. The Codificatioreffective for interim and annual periods endingafeptember 15, 2009 and, as of the
effective date, all existing accounting standardutioents will be superseded. The Codification iscife for the Company in the third qua
of 2009 and, accordingly, the Quarterly Report omi10-Q for the quarter ending September 30, 20@Pall subsequent public filings will
reference the Codification as the sole source tfaaitative literature.

NOTE 3 — FAIR VALUE MEASUREMENTS:
FAIR VALUE OPTION ELECTIONS

Effective January 1, 2008, the Company adopted SHASL57 “Fair Value Measurements” (“SFAS 157")ncarrent with its adoption
of SFAS No. 159 “The Fair Value Option for Finadasets and Financial Liabilities” (“SFAS 159")FA&S 157 clarifies the definition of
fair value and describes methods available to gpately measure fair value in accordance with GABPAS 157 applies whenever other
accounting pronouncements require or permit fdinezaneasurements. SFAS 159 allows entities toacably elect fair value as the initial
and subsequent measurement attribute for certzamdial assets and financial liabilities that aveatherwise required to be measured at fair
value, with changes in fair value recognized imaays as they occur. SFAS 159 establishes pregamtatd disclosure requirements desig
to improve comparability between entities that etbfferent measurement attributes for similar &ssa@d liabilities. The Company adopted
SFAS 159 effective January 1, 2008 concurrent thighadoption of SFAS 157 for valuing its Capcogdits in lieu of cash, notes payable in
credits in lieu of cash and prepaid insurance.

The Company adopted SFAS 159 in order to refletsifinancial statements the assumptions that etgérticipants use in evaluating
these financial instruments. Under the cost badsieoounting, the discount rates used to calctlegresent value of the credits in lieu of
cash and notes payable in credits in lieu of cadimaot reflect the credit enhancements that the @omw’s Capcos obtained from AIG, nam
its AA+ rating at such time, for their debt issuectertified investors. Instead the cost paid figr tredit enhancements was recorded as
prepaid insurance and amortized on a straightHasés over the term of the credit enhancements.
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With the adoption of SFAS 159 and the concurreptidn of SFAS 157, credits in lieu of cash andesgiayable in credits in lieu of
cash are valued based on the yields at which fiahimstruments would change hands between a giltimyer and a willing seller when the
former is not under any compulsion to buy and #it is not under any compulsion to sell, bothipahaving reasonable knowledge of
relevant facts. SFAS 157 requires the fair valuthefassets or liabilities to be determined basethe assumptions that market participants
use in pricing the financial instrument. In devetmpthose assumptions, the Company identified chariatics that distinguish market
participants generally, and considered factorsiipgo (a) the asset type, (b) the principal (avshadvantageous) market for the asset group,
and (c) market participants with whom the reporgémgity would transact in that market.

Based on the aforementioned characteristics amigtvm of the AIG credit enhancements, the Comparigbes that market participants
purchasing or selling its Capcatebt, and therefore its credits in lieu of casll 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 denominatetitdastrument. Because the value of notes
payable in credits in lieu of cash directly refietie credit enhancement obtained from AIG, thenartized cost relating to the credit
enhancement will cease to be separately carriath asset on Company’s condensed consolidated leadfieet and is incorporated in notes
payable in credits in lieu of cash.

Assets and Liabilities Measured at Fair Value on &ecurring Basis are as follows (in thousands):

Fair Value Measurements Using:

Total Level 1 Level 2 Level 3
Assets:
Credits in lieu of cas $49,64( $— $49,64( $—
Prepaid insuranc — — — —
Total asset $49,64( $— $49,64( $—
Liabilities:
Notes payable in credits in lieu of ce $49,64(C $— $49,64( $—

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

The Company elected to account for both crediteinof cash and notes payable in credits in liecash at fair value in accordance
with SFAS 159 in order to reflect in its condensedsolidated financial statements the assumptloatsnbarket participant’s use in evaluating
these financial instruments.

Prepaid insurance

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

The Company’s Capcos’ debt, enhanced by AIG insigaeffectively bears the nonperformance risk d& ATherefore the Company
calculates the fair value of both the Credits &ulof cash and Notes payable in credits in liecash using the yields of various AlG notes
with similar maturities to each of the Company’sgective Capcos’ debt. The Company elected to disuee utilizing AIG’s 7.70% Series
A-5 Junior Subordinated Debentures (the “AlG Debezg”) because those long maturity debentures begaade with characteristics of a
preferred stock after AlG received financing frdme United States Government. The Company consilder&IG Note Basket a Level 2 ing
under SFAS 157, since it is a quoted yield fomailair liability that is traded in an active exchanmarket. The Company selected these AIG
Note Baskets as the most representative of thearfoymance risk associated with the CAPCO notealmethey are AlG issued notes,
actively traded and because maturities match Gradiieu of cash and Notes payable in creditsein bf cash.
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After calculating the fair value of both the Credit lieu of cash and Notes payable in creditéein 6f cash, the Company compares
their values. This calculation is done on a qubrteasis. Calculation differences primarily dueda credit receipt versus delivery timing may
cause the value of the Credits in lieu of cashifferdfrom that of the Notes payable in creditdigu of cash. Because the Credits in lieu of
cash asset has the single purpose of paying thesNatyable in credits in lieu of cash and has herotalue to the Company, Newtek
determined that the Credits in lieu of cash shegjdal the Notes payable in credits in lieu of cash.

As of March 31, 2009, the present value of theitsed lieu of cash was $46,866,000 and notes payiatrredits in lieu of cash was
$46,260,000. On that date, the yield on the AlGaN®&sket was 27.56%. As of June 30, 2009, thetHat€ompany revalued the asset and
liability, the yields on the AIG notes averaged2l@s reflecting changes in interest rates in theketptace. This decrease in yield increased
both the fair value of the credits in lieu of cdsh$6,157,000 to $49,388,000 from an expected valli$a 3,231,000 assuming the yield had
remained unchanged from March 31, 2009, and thevédile of the notes payable in credits in liecash by $6,539,000 to $49,640,000 from
an expected value of $43,101,000 assuming the keddremained unchanged from March 31, 2009. Thepg2ay increased the value of the
credits in lieu of cash to equal the value of thees payable in credits in lieu of cash becausertdits in lieu of cash can only be used to
satisfy the liability and must equal the valueld hotes payable in credits in lieu of cash dirakks. The net change in fair value reported in
the Company'’s condensed consolidated statememgesations for the three and six month periods eddeé 30, 2009 was a gain of
$473,000 and $1,010,000, respectively.

Changes in the future yield of the AIG issued dmldected for valuation purposes will result in asto the fair values of the credits in
lieu of cash and notes payable in credits in liecash when calculated for future periods; thesmngls will be reported through the
Company’s condensed consolidated statements chtipes.

OTHER FAIR VALUE MEASUREMENTS
Assets and Liabilities Measured at Fair Value on &lon-recurring Basis are as follows (in thousands):

Fair Value Measurements at Reporting Date Using:

Total Level 1 Level 2 Level 3
Assets
Impaired loan $ 7,12¢ $ — $ — $7,12¢
Other ree-estate owne 45€ — 45€ —
Total assets $ 7,582 $  — $ 45€ $7,12¢

Impaired loans

Impairment of a loan within the scope of SFAS 1d/measured based on the present value of experted tash flows discounted at
the loan’s effective interest rate, or the fairneabf the collateral if the loan is collateral degent. Impaired loans for which the carrying
amount is based on fair value of the underlyindatetal are included in assets and reported ahastd fair value on a non-recurring basis,
both at initial recognition of impairment and on@mgoing basis until recovery or charge-off of k@ amount. The determination of
impairment involves management’s judgment in treeafsmarket data and third party estimates reggrdatlateral values. Valuations in the
level of impaired loans and corresponding impairnasndefined under SFAS 114 affect the level ofréserve for loan losses.

Servicing asset

The estimated fair value of servicing assets isutated on an annual basis by several methodspfomhkich is by an independent third
party using an estimated cash flow model with olesgle inputs that affect the price of an asseilltgbThis is considered a Level 3 valuati
by the Company.
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Other real-estate owned (included in Prepaid experes and other assets)

The estimated fair value of other real-estate owsedlculated using observable market informatiocuding bids from prospective
purchasers and pricing from similar market trarieastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withiegawur interests. Where bid information is noaidable for a specific property, the
valuation is principally based upon recent trarisagbrices for similar properties that have bedd.sbhese comparable properties share
comparable demographic characteristics. Otherastate owned is generally classified within Levelf 2he valuation hierarchy.

NOTE 4 — SBA LOANS:

SBA loans are primarily concentrated in the hotel motel industry (11% of the portfolio) and thsteaurant industry (13% of the
portfolio), as well as geographically in Florida8f2 of the portfolio) and New York (16% of the poltb). Below is a summary of the activity
in the SBA loans held for investment, net of SBArdoss reserves for the six months ended Jun20B9, (In thousands):

Balance at December 31, 2C $26,91:
SBA loans funded for investme 91z
Payments receive (1,867)
SBA loans held for investment, sc (400
Provision for SBA loan losse (9393)
Loans foreclosed into real estate ow (66)
Balance at June 30, 20 $24,56:

Below is a summary of the activity in the reserelban losses for the six months ended June 3 @6 thousands):

Balance at December 31, 2C $3,42(
SBA loan loss provisio 93:
Recoveries 21
Loan charg-offs (618
Balance at June 30, 20 $3,75¢

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 309Z0h thousands):

Balance at December 31, 2C $6,13¢
Loan originations for sal 2,66¢
Loans solc (8,80%)

&

Balance at June 30, 20

All loans are priced at the Prime interest ratesgpproximately 2.75% to 3.75%. The only loans wiffxed interest rate are defaulted
loans of which the guaranteed portion sold is relpased from the secondary market by the SBA, whédaunguaranteed portion of the loans
still remains with the Company. As of June 30, 2868 December 31, 2008, net SBA loans receivalitefbeinvestment with adjustable
interest rates amounted to $24,160,000 and $2%8)9@8respectively.

For the six months ended June 30, 2009 and 208&;dmpany funded approximately $3,581,000 and $84000 in loans and sold
approximately $8,802,000 and $9,818,000 of theantaed portion of the loans, respectively.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of Bhe2009 and December 31, 2008
amounted to $591,000 and $626,000, respectively.
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At June 30, 2009 and December 31, 2008, total iredaionaccrual loans amounted to $7,126,000 and $5,682r66pectively. For tt
six months ended June 30, 2009 and for the yeadeBécember 31, 2008, the average balance of iethaon-accrual loans was $6,962,000
and $5,837,000, respectively. Approximately $2,888,and $2,294,000 of the allowance for loan loggse allocated against such impaired
non-accrual loans, respectively, in accordance &#AS 114 “Accounting by Creditors for Impairmefto.oan — an amendment of FASB
Statement No. 5 and 15”. The following is a sumn@&r$BA loans held for investment as of:

December 31
June 30,

(In thousands): 2009 2008

Due in one year or le: $ — $ 61
Due between one and five yei 1,45¢ 1,415
Due after five year 28,474 30,46¢
Total 29,92¢ 31,94
Less: Allowance for loan loss: (3,75€) (3,420
Less: Deferred origination fees, 1 (1,610 (1,610
Balance (net $24,56: $ 26,91

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets when|8&8#s are sold and the rights to service thoseslaam retained. The Company has
adopted the provisions of SFAS 156 which requitesegarately recognized servicing assets to himllyi measured at fair value, if
practicable. The Company reviews capitalized sergicghts for impairment which is performed basedrisk strata, which are determined

on a disaggregated basis given the predominanthiakacteristics of the underlying loans. The praidant risk characteristics are loan term
and year of loan origination.

The changes in the value of the Company’s servidgtgs for the six months ended June 30, 2009 asif®llows:

(In thousands):

Balance at December 31, 2C $2,28:
Servicing assets capitaliz: 71C
Servicing assets amortiz (399
Balance at June 30, 20 $2,59¢

The estimated fair value of capitalized serviciights was $2,594,000 and $2,282,000 at June 3@® 206 December 31, 2008,
respectively. The estimated fair value of servicisgets at both balance sheet dates was deterasimgga discount rate of 16.8%, weighted

average prepayment speeds ranging from 1% to 18p&ndling upon certain characteristics of the laatfqlio, a weighted average life
of 3.2 years, and an average default rate of 5.0%.

The unpaid principal balances of loans servicedfbers are not included in the accompanying coseltconsolidated balance sheets.
The unpaid principal balances of loans servicedfbers were $140,881,000 and $141,587,000 asef 3@, 2009 and December 31, 2008,

respectively.
NOTE 6 — 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.
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The calculations of loss per share were:

Three months Ended Six months Ended
June 30: June 30:

(In thousands except per share data): 2009 2008 2009 2008
Numerator for basic and diluted E~ loss available to common sharehold $ (637 $(1,987) $(1.61Y)  $(4,67¢
Denominator for basic and diluted E— weighted average shar 35,62¢ 35,75( 35,62¢ 35,80¢
Loss per share: Basic and dilu $ (002 $ (0.06) $ (0.05) % (0.19
The amount of ar-dilutive shares/units excluded from above is a®¥d:

Stock options 1,544 1,74z 1,54¢ 1,74:%
Warrants 26€ 21€ 26¢€ 21¢
Contingently issuable shar 97 474 97 474

NOTE 7 — SEGMENT REPORTING:

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

The Electronic payment processing segment is aggeme 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 generahdmihistrative costs, all of which are
included in the respective caption on the condersedolidated statements of operations.

The Web hosting segment consists of NTS, acquirddly 2004. NTS'’s revenues are derived primariyrf web hosting services and
consist of web hosting and set up fees. NTS gesermtpenses such as professional fees, payrobiarefits, and depreciation and
amortization, which are included in the respectigption on the accompanying condensed consolidditéeiments of operations, as well as
licenses and fees, rent, and general office exgeafleof which are included in other general adthimistrative costs in the respective caption
on the condensed consolidated statements of opesati

The Small business finance segment consists oflBuainess Lending, Inc., a lender that primariligimates, sells and services
government guaranteed SBA 7(a) loans to qualifgimgll businesses through its licensed SBA lentierTexas Whitestone Group which
manages the Company’s Texas Capco and closes Eraah$§BC which provides accounts receivable finagcbilling and accounts
receivable maintenance services to businesses. NEBérates revenues from sales of loans, senvicamgne for those loans retained to
service by NSBF and interest income earned onoiduasl themselves. The lender generates expensetef@st, professional fees, salaries and
benefits, depreciation and amortization, and prowigor loan losses, all of which are includedhie respective caption on the condensed
consolidated statements of operations. NSBF alsekpenses such as loan recovery expenses, loeespiing costs, and other expenses that
are all included in the other general and admiaiiste costs caption on the condensed consolidéibensents of operations.

The All Other segment includes revenues and exgagmamarily from qualified businesses that receiveadstments made through the
Company'’s Capcos which cannot be aggregated wligr @perating segments. The two largest entiti¢drsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andri&ssi Connect, LLC, a provider of sales and proegssarvices.
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Corporate activities represent revenue and experedlocated to our segments. Revenue includeseist income and management
fees earned from Capcos (and included in expendde iCapco segment). Expenses primarily includparate operations related to broad-
based sales and marketing, legal, finance, infaomaechnology, corporate development and additicasts associated with administering
the Capcos.

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

Management has considered the following charatiesiehen making its determination of its operatimgl reportable segments:
« the nature of the product and servic
» 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 thesethose described in the summary of signifiaaabunting policies.
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The following table presents the Company’s segrivgatmation for the periods ended June 30, 20092068 and total assets as of June 30,
2009 and December 31, 2008 (In Thousands):

For the three For the three For the six For the six

months endec months ende( months ende( months ende(

June 30, 200! June 30, 200: June 30, 200! June 30, 200:
Third Party Revenue
Electronic payment processi $ 16,88¢ $ 15,93¢ $ 32,668 $ 31,15(
Web hosting 4,707 4,501 9,38 8,78:
Small business financ 1,56¢ 2,08( 3,407 3,94t
Capcos 2,73¢ 1,60z 4,311 3,23¢
All other 1,32 644 1,70¢ 1,30¢
Corporate activitie 92t 2,48 1,78t 3,56(
Total reportable segments 28,13¢ 27,25 53,25¢ 51,98:
Eliminations (1,067 (2,627 (2,05¢6) (3,837)
Consolidated Total $ 27,07, $ 24,63( $ 51,19¢ $ 48,15(
Inter -Segment Revenu
Electronic payment processil $ 51 $ 18 $ 96 $ 36
Web hosting 87 39 20C 78
Small business financ 22 761 36 76¢
Capcos 542 48€ 89z 96¢&
All other 13E 182 27¢ 35¢
Corporate activitie 52C 577 921 1,081
Total reportable segments 1,35¢ 2,06t 2,421 3,28¢
Eliminations (1,35¢) (2,06%) (2,42)) (3,28¢)
Consolidated Total $ — $ — $ — $ —
Income (loss) before benefit for income taxes
Electronic payment processil $ 1,06( $ 1,16 $ 2,02t $ 2,24]
Web hosting 917 737 1,83: 1,351
Small business financ (74¥) (797 (1,34 (2,299
Capcos (1,0679) (2,859 (2,167) (4,349
All other 55¢& (396) 151 (952)
Corporate activitie (1,496 (487) (3,357) (2,677

Totals $ (775) $ (2,629 $ (2,85) $ (6,669
Depreciation and amortization
Electronic payment processil $ 42k $ 55¢ $ 88t $ 1,121
Web hosting 762 81t 1,55¢ 1,63
Small business financ 24¢ 277 472 58¢
Capcos 4 14 12 24
All other 32 15 62 48
Corporate activitie 112 86 234 164
Totals $ 1,57(C $ 1,76¢ $ 3,21¢ $ 3,57¢
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As of

As of December 31
June 30,
2009 2008
Identifiable assets

Electronic payment processi $ 14,74. $ 15,43
Web hosting 13,07¢ 14,08(
Small business financ 40,60¢ 48,36
Capcos 59,21t 81,07«
All other 7,05¢€ 7,51¢
Corporate activitie 4,18: 3,06¢
Consolidated total $138,88( $ 169,52

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

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends cktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoeldead in conjunction with the condensed consatiddinancial statements 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,” “anticipate” and “intend” and similar exprasions identify forward-looking statements, whigbak only as of the date the statement
is made. Such forward-looking statements are withénmeaning of that term in Section 27A of thauées Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1&34mended. Such statements may include, bubatenited to, projections of income or
loss, expenditures, acquisitions, plans for futperations, financing needs or plans relating to services, as well as assumptions relating
to the foregoing. Forward-looking statements afegirently subject to risks and uncertainties, sofngtich cannot be predicted or
qguantified. Future events and actual results cdlifter materially from those set forth in, conteatpd by or underlying the forward-looking
statements. Newtek does not undertake, and spadlgifitsclaims, any obligation to publicly releathe results of revisions which may be
made to forward-looking statements to reflect tbeuorence of anticipated or unanticipated eventsioccumstances after such statements.

We also need to point out that our Capcos operatieta different set of rules in each of the 89dittions and that these place varying
requirements on the structure of our investmemntsoime cases, particularly in Louisiana, we dopitcol the equity or management of a
qualified business but that cannot always be preskarally or in written presentations.

We directly distribute business services to snaill medium-sized businesses, a very significanketalace in the United States.
According to statistics published by the U.S. SrBaitiness Administration, approximately 51% of @eP and private sector employment in
the United States comes from small businesses9@¥tdof businesses in the United States which haeeoo more employees fit into this
market segment. As of June 30, 2009, we had ov@087tustomer accounts. We use state-of-the-arth@ebd proprietary technology to b
low cost acquirer and provider of products andisess/to our small- and medium-sized business diaffe partner with Chartis (the
property/casualty insurance companies of AlG),lthéno Coalition, Morgan Stanley, the Credit Unidational Association with its 8,100
credit unions and 91 million members, Navy Fed€raldit Union with 3.2 million members, Pershing@SFinancial Services, Inc., the
nation’s largest credit union service organizatamd Fiserv Solutions, Inc. d/b/a IntegraSys, paithom have elected to offer certain of our
business services and financial products rather phavide some or all of them directly for theilstomers. We have deemphasized our Capcc
business in favor of growing our operating busiaesnd do not anticipate creating any new Capctiwiforeseeable future.

For the quarter ended June 30, 2009, the Compdrsgasitially reduced its loss before benefit fooime taxes to $(775,000) from
$(2,629,000) in the same quarter of 2008. While taduction in loss demonstrates improvements émaijpns with increases in revenue
being matched to reductions in salaries and bengfitrt of the reduction reflects the recovery $1#00,000 related to an investment
previously written off and shown in the All othexgnent. We had a net loss of $(637,000), an impnewe of $1,345,000 over 2008, on
revenues of $27,077,000. Total revenues increag& 447,000 or 10.0%, from
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$24,630,000 for the quarter ended June 30, 2008ipelly due to increased revenues in the Electrpayment processing, Web hosting,
Capco, and All other segments offset by decreasesv/enues from our Small business finance and &atp activities segments. The
reduction in the net loss of $1,345,000 from thepsd quarter of 2008 reflects improvements in inedrom operations for the Web hosting
segment from increased sales and a decreaselwstes for the Small business finance, Capco, tAg and Corporate segments offset by
decreased income from operations for the Electrpajenent processing segment. The decreased gragsrimaElectronic payment
processing primarily occurred during the slowinghef economy in the second half of 2008 and icgaied to continue to negatively impact
profitability for the segment throughout 2009. Tilmproved net income in the Web hosting segmentitesfrom increased revenues
combined with relatively stable expenses.

As a result of the dislocation in the secondarykaiafor guaranteed loan sales, the Small busineaade segment stopped originating
new loans in the fourth quarter of 2008. Improvésgondary market conditions and changes to the RBPAloan program in the®? quarter
have permitted us to begin lending again, althahghtemporary nature of our lending line has camadagement to limit the amount of
loans we will originate. In June 2009, the Smabibass finance segment originated and sold a newdba premium. As of June 30, 2009,
we had approximately $16,327,000 outstanding utite$30,000,000 GE line of credit of which the Camypguarantees up to $15,000,000
of the advances. On July 22, 2009 we entered ififtta Amendment and Consent (the “Fifth Amendmgtd’the Credit Agreement dated as
of August 31, 2005 between NSBF and General Ete€aipital Corporation (GECC) which made certaimgjes in the terms of the
warehouse lending facility provided to NSBF. Th#tfFAmendment reduces the aggregate total of teditcfacility to $15 million from $28
million, adjusts the interest rate and other teamd extends the maturity date from August 31, 2009ay 31, 2010 based upon progress
shown by NSBF in obtaining a commitment for a repfaent lender. The effectiveness of the Fifth Anmeaudt is subject to the approval of
the United States Small Business Administrationotthe Fifth Amendment becoming effective the Conypaill have to partially pay the
line down. There can be no assurance that we willide to renew our credit line with GE, or thatwilt be able to negotiate an alternate
arrangement. Failure to obtain replacement finanuiill have a material adverse effect on our bussne

Improvement in operations and the investment regopmvided the Company with positive cash flow floe quarter and the first six
months of 2009. Cash and cash equivalents increaasktB,594,000 on June 30, 2009 from $16,852,60December 31, 2008. Overall, we
believe that throughout 2009 the Company will erjogh the full year benefit from the expense reidnst made in 2008 in the Small busir
finance, All other and Corporate segments as veaiha continuing costs cutting efforts in 2009.

Our operating businesses are dependent on thé leédlte small- and mediusized segments of the U.S. economy. The reduatidime
availability of credit and a weakening economy dotdve a negative impact on consumer and commesésiding which could adversely
impact Newtek’s small business customers. Thisccaldo negatively impact the value of commercia sesidential real estate, which could
adversely impact the loan portfolio of our SBA Lerglsegment.

On August 13, 2008, the Company received a stdiidacy letter from The Nasdaq Stock Market (“NagQ) indicating that, for the
prior 30 consecutive days, the bid price for Nevwg&glommon stock had closed below the minimum $p&0share requirement for continued
inclusion on the Nasdag Global Market under Marleetp Rule 4450(a)(5) (the “Rule”). In accordancéwidlarketplace Rule 4450(e)(2), the
Company was given 180 calendar days, or until Fara, 2009, to regain compliance with the Rulee Witer also indicated that if the
Company did not regain compliance by February 9920lasdaq would provide written naotification tiNgwtek’s common stock will be
delisted. On October 16, 2008, Nasdaq announced thas suspending the rules requiring a minimun®8 closing bid price and a
minimum market value of publicly held shares ubgicember 19, 2008, and on December 19, 2008 tipession was extended until
April 20, 2009, at which time the Rule will begimitun again. On July 13, 2009 the Company receavedher letter from the NASDAQ
stating that the Company will have until Novembe@éy 2009 to regain compliance. The Company can meganpliance, either during the
suspension or during the compliance period resumlfteg the suspension, by achieving a $1 closidgpbice for a minimum of 10
consecutive trading days. At the current marketgaihe Company would not regain compliance, aatkthan be no assurance that the
Company would be able to do so by November 27, 20@8e Company is unable to regain compliancé&des delisting. In the event that -
common stock is delisted, there can be no assuthatan active public market for our stock carsbstained or that current trading levels
be sustained or not diminished.

Finally, in May 2009 the Company received a lefitem the state of Florida stating that the Comparilbrida capco, Wilshire Partne
LLC, had achieved 100% investment and thereforeeligible for final dissolution. Dissolution of thH@éapco will result in additional cost
savings for the Company. In addition, as a redutb@eting the conditions of its insurance policyi/dhre Partners, LLC received a return of
premium in the amount of $250,000.
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The Company’s reportable business segments are:

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

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgp Services, which offers shared and dedicated hesting and
related services to the small- and medium-sizethbas market.

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

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

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidance,
coordinates and integrates activities of the segsnenntracts with alliance partners, acquiresarust opportunities and owns our
proprietary NewTracker™ referral system. Revenuketpenses not allocated to our other segmentsding interest income, Capco
management fee income and corporate operationfhsgpe

Capcos:Fourteen certified capital companies, which invesmall- and medium-sized businesses. They gemamteash income fror
tax credits and non-cash interest.

Segment Results:
The results of the Company’s reportable segmenmnthéothree and six months ended June 30, 2002@0®8l are discussed below.

Electronic Payment Processing

Three months
ended June 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Electronic payment processil $16,88( $15,92: $ 95¢ 6%
Interest incom 9 18 (9 (50)%
Total revenue 16,88¢ 15,93¢ 95( 6%
Expenses
Electronic payment processing cc 14,107 12,92t 1,182 9%
Salaries and benefi 991 977 14 1%
Professional fee 59 85 (26) (31)%
Depreciation and amortizatic 42~ 55¢ (139 (24)%
Other general and administrative cc 247 22€ 21 9%
Total expense 15,82¢ 14,77: 1,05 7%
Income before benefit for income ta $106C $1,167 $ (107 (9)%

Three months ending June 30, 2009 and 2008:

Electronic payment processing revenue increasefl,806 or 6% between periods principally due todherall impact of growth in
organic revenue of approximately 8% while reverfo@® acquired portfolios decreased overall revegnasvth by 2% between periods due
merchant attrition. Approximately 6% of the grovithorganic revenue was derived from an increase in
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the average number of merchants under contracteleetyears of 9%. However, the average monthly gedeg volume per merchant
decreased 3% between years. The decrease in ttagavaonthly processing volume per merchant in 28€8cts a combination of a
decrease in the average sales volume from existerghants and the effect of new merchants add2€@d8 being smaller in terms of average
monthly processing volumes. The overall decreasedraverage processing volume per merchant in @@08elieve is primarily attributable

to the recessionary economic environment in théddriStates. The remaining 2% increase in organi&nee is principally due to an increase
in transaction count related fees. Total transastjrocessed increased 13% between years, incladimcrease in check card transactions of
18% between periods.

Electronic payment processing costs increased $1008 or 9% between years. Electronic payment ggiog cost resulting from
acquired portfolios had the overall effect of daesiag such cost by approximately 2% between pedodsto merchant attrition. Organic
electronic payment processing costs had the effdacreasing total electronic payment processimgtby 11% between years. The revet
less electronic payment processing cost (“margiedlined approximately 2.4% from 18.8% in 2008 604%6 in 2009. The 1.8% reduction in
the margin was due to the increased residual patghmeade to certain third-party sales referral sesiand the growth of such thipaaty sale
on a sales mix basis. The remaining reduction @t snargin between periods is principally due toeffects of competitive pricing pressures
for new and existing merchants between years.

Excluding electronic payment processing costs,ratbhsts decreased $125,000 or 7% between yearse@aiion and amortization
decreased $134,000 between periods. The decredsegrieciation and amortization is principally daetpreviously acquired portfolio
intangible asset becoming fully amortized durin@2@nd the effect between years of a portfolio impent charge recorded in the fourth
quarter of 2008. Remaining costs increased $9,800den years as the result of an increase in oelsted to information technology and
sales and marketing related services.

Income before benefit for income taxes decreaséd $00 to $1,060,000 in 2009 from $1,167,000 in@0he decrease in income
before benefit for income taxes in 2009 is prinllipdue to the lower margin partially offset by awerall reduction in other costs between
years.

Six months
ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Electronic payment processil $32,64. $31,10: $1,53¢ 5%
Interest incom 22 48 (26) (54)%
Total revenue 32,66! 31,15( 1,518 5%
Expenses
Electronic payment processing cc 27,04¢ 25,14¢ 1,89¢ 8%
Salaries and benefi 2,12¢ 2,041 83 4%
Professional fee 114 152 (38 (25)%
Depreciation and amortizatic 88t 1,121 (23€) (21)%
Other general and administrative cc 46¢ 44( 29 7%
Total expense 30,64( 28,90: 1,73 6%
Income before benefit for income tay $ 2020 $2247 $ (229 (10)%

Six months ending June 30, 2009 and 2008:

Electronic payment processing revenue increaségB$X00 or 5% between periods principally due e&dterall impact of growth in
organic revenue of approximately 6% while reverfo@® acquired portfolios decreased overall revegnasvth by 1% between periods due
merchant attrition. Approximately 5% of the grovithorganic revenue was derived from an increaskaraverage number of merchants
under contract between years of 11%. However, theage monthly processing volume per merchant deerk6% between years. The
decrease in the average monthly processing volleneprchant in 2009 reflects a combination of a&kese in the average sales volume
existing merchants and the effect of new merchaaded in 2009 being smaller in terms of averagetnipprocessing volumes. The overall
decrease in the average processing volume per ardrch2009 we believe is primarily attributablethe recessionary economic environment
in the United States. The remaining 1% increas@ganic revenue is principally due to an increasteansaction count related fees. Total
transactions processed increased 12% between yeausling an increase in check card transactidrl & between periods.
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Electronic payment processing costs increased 31080 or 8% between years. Electronic payment gsiieg costs resulting from
acquired portfolios had the overall effect of dasiag such cost by approximately 2% between pedodsto merchant attrition. Organic
electronic payment processing costs had the effaocreasing total electronic payment processivgt by 10% between years. The margin
declined approximately 2.0% from 19.1% in 2008 Tal% in 2009. The 1.6% reduction in margin was tduecreased residual payments
made to certain third-party sales referral souacgbsthe growth of such third-party sales on a sai&sbasis. The remaining reduction in such
margin between periods is principally due to tifects of competitive pricing pressures for new arigting merchants between years.

Excluding electronic payment processing costs,rathsts decreased $162,000 or 4% between yearse@afon and amortization cost
decreased $236,000 between years. The decreasprigcition and amortization cost is principallyda a previously acquired portfolio
intangible asset becoming fully amortized durin@2@nd the effect between years of a portfolio iiimpant charge recorded in the fourth
quarter of 2008. Remaining costs increased $74@00een years as the result of an increase ingthand cost of services related to
information technology and sales and marketingedlaervices.

Income before benefit for income taxes decreased,$20 to $2,023,000 in 2009 from $2,247,000 in&0he decrease in income
before benefit for income taxes in 2009 is printtipdue to the lower margin partially offset by awerall reduction in other costs between
years.

Web Hosting
Three months
Ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Web hosting $4,70: $4,49¢ $ 20c 5%
Interest incomt 5 2 3 150%
Total revenue 4,707 4,501 20€ 5%
Expenses
Salaries and benefi 1,24¢ 1,21¢ 27 2%
Interest 33 15 18 12C%
Professional fee 28 28 — — %
Depreciation and amortizatic 762 81t (53) (7)%
Other general and administrative cc 1,72 1,68¢ 34 2%
Total expense 3,79( 3,76¢ 26 1%
Income before benefit for income tay $ 917 $ 737 $ 18C 24%

Three months ended June 30, 2009 and 2008:

The segment derives revenue primarily from montaburring fees from hosting websites. Web hostewgnue between periods
increased $203,000, or 5%, to $4,702,000 for theetmonths ended June 30, 2009 over the same pe28®8 due to a combination of
improved revenue per website offsetting a decreaee average number of hosted websites. Averamehty revenue per site increased 8%
to $23.84 from $21.99. NTS utilized price increasegrdinated with service and plan enhancemenigedsis new higher priced service
offerings to help drive growth in revenue.

The total average number of sites for the threethsoended June 30, 2009 as compared to the saind peR008 decreased 2,442 si
or 4%, to 65,727 from 68,169. A 2,503 or 4% deadasaverage number of shared sites to 63,41008 #@m 65,913 in 2008 accounts for
most of the lost sites; this recent trend of desireashared websites since the fourth quarter 0826flects the effects of a deliberate price
increase to improve profitability of the lowestqad plans as well as economic conditions and isetaompetition. The additional 147
average number of virtual dedicated websites irB2@ew service offering which was not offeredhia beginning of 2008, offset the
decrease in the average number of total dedicadddites by 85 in 2009 as compared to 2008, or d%,171 from 2,256. Although
improvement in revenue per site reflects the gregawth in virtual dedicated sites in 2009 ove®20which generate higher monthly fees
versus higher end shared and lower end dedicatbchesting plans, revenues from shared and dedis#tesdimproved as well reflecting
better pricing and utilization of higher priced péaby customers.
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Total expenses increased 1% or $26,000 to $3,790;06th $3,764,000 for the three months ended JOn2@9 as compared to the
same period 2008. The increase in total expensesluato a $27,000 increase in salaries and benaf#t34,000 increase in other general
administrative costs mainly for marketing, and 8 $00 increase in interest expense relating tothstanding $2.5 million note, offset in g
by a $53,000 decrease in depreciation and amadizat

Income before benefit for income taxes increaséd 24 $180,000 to $917,000 for the three months @ddee 30, 2009 from $737,000
for the same period 2008. The improvement in pabfiity primarily resulted from increased web gitan revenue growing more quickly than
the substantially fixed costs of the datacentebdduded rent, utility and software licensing fedsaively contributed more revenue.
Maintenance of current staffing levels since thedtand fourth quarter of 2008 contributed to tgprovement in income as well. Due to
management’s focus on cost efficiency, continuedvin in revenue should result in improved futurefigs and margins.

Six months
ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Web hosting $9,37¢ $8,77¢ $ 59¢ 7%
Interest incomt 8 8 — — %
Total revenue 9,38: 8,78: 59¢ 7%
Expenses
Salaries and benefi 2,43( 2,41: 17 1%
Interest 67 31 36 11€%
Professional fee 10¢ 54 55 102%
Depreciation and amortizatic 1,55¢ 1,63 (79) (5)%
Other general and administrative cc 3,38¢ 3,301 88 3%
Total expense 7,54¢ 7,432 117 2%
Income before benefit for income tay $1,83: $1,35] $ 482 36%

Six months ended June 30, 2009 and 2008:

The segment derives revenue primarily from montbbturring fees from hosting websites. Web hostevggnue between periods
increased $599,000, or 7%, to $9,374,000 for thensinths ended June 30, 2009 over the same pedial due to improved revenue per
website and organic growth of hosted virtual wedssitvhich was a new service offering successfalijthed in the third quarter of 2008.
NTS utilized sales promotions and service and plamancements to help drive growth in sites andmes:

The increase in revenue reflects a decrease iavitiage number of total websites by 1,321 for thenenths ended June 30, 2009 as
compared to the same period in 2008, or 2%, to8&idmM 67,589 as well as an increase in averagghtyrevenue per site of 9% to $23.57
from $21.64. Improvement in revenue per site prilpaeflects the greater growth in virtual dedichtgtes, the customers gravitating towards
higher end services combined with additional ofgtiand is also a result of a price change to oumesd priced plan in the third quarter of
2008. The average number of dedicated websitegfvgenerate a higher monthly fee versus shareditesepdecreased by 8 between peri
or less than 1%, to an average of 2,206 per maoath &n average of 2,214 per month for the samegéni2008. The average number of
shared websites decreased 1,434, or 2%, to angevef#®3,941 per month for the six months ende@ By 2009, from an average of
65,375 per month for the same period 2008. Theedsang trend in total shared and dedicated sitetsdaegan in the fourth quarter of 2008.
This change in trend reflects the continuing ecararanditions, which started impacting the web mgssegment in the fourth quarter of
2008, along with increased competition, a deliteepaice increase by the hosting division to imprpr@fitability of the lowest priced plans,
and the move of high-end shared users and low-editated users to the new Hyper-V plan.

Total segment expenses increased at 2%, or $11,786@@mpared to the 7%, or $599,000, growth iemaes for the six months ended
June 30, 2009. The majority of the 2% or $117,0@0aase in expenses between periods reflects eeasein other general and
administrative costs of $88,000, an increase iarge and benefits of $17,000, an increase indatezxpense of $36,000, and an increase in
professional fees of $55,000 offset by a decreasepreciation and amortization expense of $79,88@& percent of sales, other general and
administrative costs, depreciation and amortization salaries and benefits
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have decreased between periods as a result of eraead's efforts to maintain and improve cost eéfidy. The increase in other general and
administrative costs was primarily due to a $148,0@rease in marketing, a result of banner adscheengine optimization and click
advertisement, and a $50,000 increase in bad dpbhse, mainly attributable to the poor economigrenment. The increases in marketing
and bad debt expenses were offset in part by @881ecrease in utilities and communications, alre$ renegotiations of internet and
telephone contracts, and an approximate decreg&&0dd00 in office related expenses. Salaries anéfits increased $17,000, at a lower rate
than revenue growth. The $79,000 decrease in defiecand amortization was primarily due to thewshg of capital expenditures as a
result of consolidation efforts in the shared seginie allow for more efficient use of the alreadyséing equipment within the datacenter.
increase of $55,000 in professional fees was dingteer audit and legal fees in the six months drilime 30, 2009.

Income before benefit for income taxes increaséd 86$482,000 to $1,833,000 for the six months driime 30, 2009 from
$1,351,000 for the six months ended June 30, ZD@improvement in profitability primarily resultécbm increased web site plan sales,
while, imbedded rent, utility and software licergsifiees effectively contributed more revenue. Maiatee of current staffing levels and other
general and administrative cost in the first sixaths of 2009 contributed to the improvement in imecas well. Due to management’s focus
on cost efficiency, continued growth in revenuewtisesult in improved future profits and margins.

Small Business Finance

Three months
ended June 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Premium incom $ 137 $ 32¢ $ (189 (58)%
Servicing fee 424 43¢ (14) (3)%
Interest incom 37€ 65¢ (282) (43)%
Management fee 14€ 14¢€ — —
Other income 481 512 (32) (6)%
Total revenue 1,56¢ 2,08( (516 (25)%
Expenses
Salaries and benefi 70& 1,15¢ (459 (39)%
Interest 374 454 (80) (18)%
Management fee 11F 11¢F — —
Professional fee 88 80 8 10%
Depreciation and amortizatic 242 277 (34) (12)%
Provision for loan losse 50¢ 472 37 8%
Other general and administrative cc 27¢ 314 (36) (11)%
Total expense 2,312 2,871 (559 (19)%
Loss before benefit for income tax $ (74¢) $ (79)) $ (43 (5)%

Three months ended June 30, 2009 and 2008:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anpdhtanteed portions of SBA
loans, interest income on SBA loans held for invesit, servicing fee income on the guaranteed pwtiad SBA loans previously sold,
servicing income for loans originated by other kersdfor which NSBF is the servicer, and receivafdetoring and billing services, classified
as other income above, provided by Newtek Busifeedit (“NBC"). Most SBA loans originated by NSBF charge an interate equal to th
Prime rate plus an additional percentage amouatintierest rate resets to the current Prime rage monthly or quarterly basis which will
result in changes to the amount of interest accforethat month and going forward and a re-amotittiraof a loan’s payment amount until
maturity.

As a result of the dislocation in the secondarykatfor guaranteed loan sales, NSBF stopped otigipaew loans in the fourth quar
of 2008. Improving secondary market conditions elm@nges to the SBA 7(a) loan program in the 2 quart
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have permitted NSBF to begin lending again, alttoiing temporary nature of its lending line, desatibelow, has caused management to
limit the amount of loans NSBF will make. One n@an was originated in June 2009, resulting in tie ef one $1,500,000 guaranteed
portion in the three months ended June 30, 2008peaced to 22 guaranteed portions sold aggregafir®#$,000 in the same period for the
prior year. The Company does not expect to genenaterial premium income until NSBF begins to arae new loans in substantial
volumes. Premium income for the three months eddee 30, 2009 also included the sale of a $400@00classified as held for investment
and the discount recognized thereon. NSBF soldbdme at par with the carrying value below the ami@atd of $27,000 being recorded as
premium income. This $27,000 represented the dkadcportion of the remaining discount recordedhattime of loan origination.

Servicing fee income related to SBA loans decreayefil4,000 due to a decrease in the NSBF loancésgvportfolio and an increase
in non-performing loans, as well as a reductiothafee income associated with the servicing c5BA portfolio for a savings bank in New
York which totaled $36,000 for the three monthseshdune 30, 2009 compared to $41,000 in the thoeehs ended June 30, 2008. The
average NSBF servicing portfolio for the quartedesh June 30, 2009 was $126,356,000 compared wah,&34,000 for the quarter ended
June 30, 2008.

Interest income decreased by $282,000 due primari#ydecrease in the average interest rate bamged to borrowers from 7.9% to
5.9% due to a reduction in the prime rate, a dser@athe average outstanding portfolio from $32,890 in the three months ended June 30,
2008 to $30,098,000 in the three months ended 30n2009, and an increase in the nonperforming Ng@Holio from an average of 18.5%
to 24.2% for the three months ended June 30, 2002@09, respectively. If NSBF does not originatd fund new loans in substantial
volumes, then its performing portfolio will contiato shrink as loans normally pay down principal default, further reducing its
opportunity to earn interest and servicing income.

Other income decreased by $31,000 due to a dedreesseenue earned by NSBF of $43,000 attributabke decrease in the number of
loans prepaying as well as a decrease in revemueckan late payments. Additionally, in the thregnths ended June 30, 2008, Small
Business Lending, the holding company for NSBF geied $60,000 in referral fee income compareddtaaorresponding revenue earned in
2009. These decreases in revenue were offset mcagase in revenue earned by Newtek Business tCFRatithe three months ended
June 30, 2009, NBC had revenue of $372,000 anchpsed $5,955,000 of receivables from an averageroes base of 120 compared to
revenue of $319,000 on $4,257,000 of receivableshased with an average customer base of 124 édhtke months ended June 30, 2008.

Consideration in arriving at the provision for Idass includes past and current loss experiencesmiportfolio composition, future
estimated cash flows, and the evaluation of reakesnd other collateral as well as current ecanconditions. The quarterly provision for
loan loss increased slightly quarter over quarye$37,000. Our reserve for loan losses as comparedr gross portfolio balance increased
from $2,484,000 or 7.75% at June 30, 2008 to $3008bor 12.71% at June 30, 2009. At June 30, 28@ane 30, 2008, total impaired non-
accrual loans amounted to $7,126,000 and $5,908r88pectively, with $2,738,000 or 38.0% and $1,28@ or 21.7% of the allowance for
loan losses being allocated against such impaivegaccrual loans, respectively. The year over yeaease in the reserve balance on an
absolute and as a percentage of impaired non-ddoars reflects the effects the recession hasonaddSBF’'s borrowers and the borrowers’
assets underlying the loans

Salaries and benefits decreased by $454,000 asith 0€ staffing cutbacks in sales and originasitaff in connection with the lending
operation totaling $513,000 that began in the foguarter of 2008 and were completed during thetquanded March 31, 2009. NSBF
believes it currently has adequate staff to sentgcportfolio and originate loans in the futuréti€hooses to do so. This was offset by an
increase in headcount and salaries at NBC of $89@0the same period. Combined headcount decreaggd39% from 51 at June 30, 2008,
to 31 at June 30, 2009.

Professional fees for the three months ended Jon20®9 increased by $8,000 primarily due to insesan audit and tax related
expenses partially offset by a reduction id 3 padgysulting expenses.

After deducting the amortization of deferred finiugccosts associated with the lines of credit tgldNSBF and NBC of $131,000 for
the three months ended June 30, 2008 and $89,0®@0fthree months ended June 30, 2009, interpsinse decreased from $323,000 to
$285,000 for the same periods, respectively. Te@sehse was attributable to a decrease in the feimdéng rate on which the financing costs
are based from an average of 5.08% to a rate 6f@@Quarter over quarter. This decrease in the Pratgewas offset by an increase in the
spread over prime being charged by General EIe¢EE"). In 2008, the spread over Prime was 0.25Bk&meas in the three months ending
June 30, 2009, the spread was 2.50%. This inciedbe spread was offset by a decrease in the g@emn@ount outstanding under the GE
credit facility. The average amount outstandingtif@ three months ended June 30, 2008 was $19@%acompared with $15,663,000
during the same period in 2009.
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Other general and administrative costs decreas&3®y00 due primarily to a reduction in forcedcgld insurance costs, a reduction in
bank service charges and an overall reductionfineofelated expenses due to a reduction in head@WNSBF and cost cutting measures at
NBC. These cost reductions were partially offseit§67,000 increase in loan recovery expensesemili of the increase in n-performing
portfolio.

Overall, the reduction in segment expenses of $&EBbalanced out the $516,000 reduction in segneeenue, resulting in a slight
improvement in loss before benefit of income tafoeghe three months ended June 30, 2009 versustiane 30, 2008.

Six months
ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Premium incom $ 582 $ 47€ $ 10€ 22%
Servicing fee 82t 922 97) (11)%
Interest incom 79¢€ 1,34¢ (54¢) (41)%
Management fee 293 293 — —
Other income 911 91C 1 0%
Total revenue 3,407 3,94 (53¢) (14%
Expenses
Salaries and benefi 1,443 2,462 (1,01%) (41)%
Interest 79z 95€ (164) 17)%
Management fee 23C 23C — —
Professional fee 15¢ 21¢ (61) (28)%
Depreciation and amortizatic 472 58€ (119 (19)%
Provision for loan losse 93z 911 22 2%
Other general and administrative cc 71€ 874 (15¢) (18)%
Total expense 4,74¢ 6,23¢ (1,490 (24)%
Loss before benefit for income tax $(1,347) $(2,297) $ (952 (42)%

For the six months ended June 30, 2009 and 2008:

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed anpdhtanteed portions of SBA
loans, interest income on SBA loans held for invesit, servicing fee income on the guaranteed pwtad SBA loans previously sold,
servicing income for loans originated by other kersdfor which NSBF is the servicer, and receivdattoring and billing services, classified
as other income above, provided by Newtek Busi@esdit (“NBC”). Most SBA loans originated by NSBF charge an inter&te equal to th
Prime rate plus an additional percentage amouatintierest rate resets to the current Prime rage monthly or quarterly basis which will
result in changes to the amount of interest accfoethat month and going forward and a re-amotitizeof a loan’s payment amount until
maturity.

NSBF stopped originating new loans in the fourtarter of 2008 although loan fundings continued digtothe first quarter of 2009
along with one additional new origination in the@ed quarter of 2009. First six months 2009 premilcome, and its increase over the si
period in 2008, benefited primarily from a changehie method of valuing servicing assets creatdkeatime of sale. The Company sold 14
guaranteed loans in the six months ended June089, 2ggregating $8,802,000 compared to 35 loddsaggregating $9,818,000 in the s:
period for the prior year. With the exception okarew loan originated in June 2009, the periodisssarimarily consisted of loans funded
over previous quarters that had been held fordiazdeto capital market conditions. The Company dad®xpect to generate material prem
income until NSBF begins to originate new loansubstantial volumes. As a result of the dislocatiothe secondary market for guaranteed
loan sales through April 2009, premiums on guarthtean sales dropped from an average of 107.6%Mit servicing in the six months
ended June 30, 2008 to an average of 102.4% witbel¥%cing through March 31, 2009. As a resulthi$ tlecrease, management made the
business decision to sell its guaranteed loandadlaifor sale through March 31, 2009 at par wittegerage of 3.4% servicing. In June 2009,
with the secondary market returning to somewhatnadized levels, the Company sold
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one newly originated guaranteed loan aggregatingd®]000 at a premium of 107.55%. To more appragyiaalue the servicing asset
created under current secondary market conditimasagement utilized a discounted cash flow modeichvuses valuation techniques to
convert future amounts to a single present amouhisabased on the value indicated by current niankgectations about those future
amounts. The premium earned on those loans splaratflects the valuation of the newly creatediserg assets, not cash earned at the time
of the sales.

Premium income for the six months ended June 309 2050 included the sale of a $400,000 loan dlaedsas held for investment and
the discount recognized thereon. NSBF sold the &dgnar with the carrying value below the amourd 6 $27,000 being recorded as
premium income. This $27,000 represented the akdcaortion of the remaining discount recordedattime of loan origination. There were
no corresponding sales during the six months edded 30, 2008.

Servicing fee income related to SBA loans decreayefd7,000 due to a decrease in the NSBF loancésgvportfolio and an increase
in non-performing loans, as well as a reductiothafee income associated with the servicing c68BA portfolio for a savings bank in New
York which totaled $74,000 for the six months endede 30, 2009 compared to $87,000 in the six nsoertidled June 30, 2008. The average
NSBF servicing portfolio for the six months endeaid 30, 2009 was $127,319,000 compared with $12@®06 for the six months end
June 30, 2008 while the nonperforming servicingfptio increased from $17,434,000 at June 30, 200829,715,000 at June 30, 2009.

Interest income decreased by $548,000 due prim@ardydecrease in the average interest rate basrged to borrowers from 8.81% to
5.93% due to a reduction in the prime rate, a dserén the average outstanding portfolio from $32,800 in the six months ended June 30,
2008 to $31,205,000 in the six months ended Jun2@I®, and an increase in the nonperforming plastfoom an average of 19.0% of the
NSBF portfolio to 22.0% for the six months endedel@0, 2008 and 2009, respectively. If NSBF doe¢riginate and fund new loans
substantial volumes, then its performing portfalidl continue to shrink as loans normally pay doprincipal and default, further reducing its
opportunity to earn interest and servicing income.

Other income increased by $1,000 due to an incieasyenue earned by Newtek Business Credit. f®stx months ended June 30,
2009, NBC had revenue of $732,000 and purchase@%2000 of receivables from an average customsr bA122 compared to revenue of
$623,000 on $7,191,000 of receivables purchasdsamitaverage customer base of 121 for the six martHed June 30, 2008. This increase
was offset by a decrease in revenue earned by NiBBIe amount of $57,000 attributable to a decréasiee number of loans prepaying as
well as a decrease in revenue earned on late pagraed revenue earned on loan originations, offgetn increase in income recognized on
recoveries. Additionally, in the six months endadel 30, 2008, Small Business Lending, the holdorgmany for NSBF recognized $60,000
in referral fee income compared to $9,000 of cquesling revenue earned in 2009.

Consideration in arriving at the provision for Idass includes past and current loss experiencesmiportfolio composition, future
estimated cash flows, and the evaluation of reakesnd other collateral as well as current ecangonditions. The provision for loan loss
increased slightly period over period by $22,000r 2serve for loan losses as compared to our gasflio balance increased from
$2,484,000 or 7.75% at June 30, 2008 to $3,75%00Q@.71% at June 30, 2009. At June 30, 2009 ane 30, 2008, total impaired non-
accrual loans amounted to $7,126,000 and $5,908r88pectively with $2,738,000 or 38.0% and $1,28d 0r 21.7% of the allowance for
loan losses being allocated against such impaioedaccrual loans, respectively. The year over yreaease in the reserve balance on an
absolute and as a percentage of impaired non-ddoars reflects the effects the recession hasonaddSBF's borrowers and the borrowers’
assets underlying the loans

Salaries and benefits decreased by $1,015,000esuk of staffing cutbacks in sales and origimastaff in connection with the lending
operation totaling $1,052,000 that began in thetfoquarter of 2008 and were completed during tertgr ended March 31, 2009. NSBF
believes it currently has adequate staff to sentgcportfolio and originate loans in the futuréti€hooses to do so. This was offset by an
increase in headcount and salaries at NBC of $85@0the same period. Combined headcount decreagad39% from 51 at June 30, 2008,
to 31 at June 30, 2009.

Professional fees for the six months ended Jun2@® decreased by $61,000 primarily due to deeeeimsthe utilization of outside
consultants as well as a decrease in the timiragidit and tax related expenses partially offsesbyncrease in contingent expenses.

After deducting the amortization of deferred finawgccosts associated with the lines of credit lgldNSBF and NBC of $262,000 for
the six months ended June 30, 2008 and $196,008d@ix months ended June 30, 2009, interest eepegecreased from $694,000 to
$596,000 for the same periods, respectively. Taehse was attributable to a decrease in the
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prime lending rate on which the financing costskased from a weighted average of 5.65% to a fe8e26% period over period. This
decrease in the Prime rate was offset by an inengathe spread over prime being charged by GE008, the spread over Prime was 0.25%
whereas in the six months ending June 30, 2009y ¢ighted average spread was 2.38%. This increabe ispread was offset by a decrease
in the average amount outstanding under the GHtdemility. The average amount outstanding for shemonths ended June 30, 2008 was
$19,009,000 as compared with $16,581,000 duringainge period in 2009.

Other general and administrative costs decreas&l5§,000 due primarily to an overall reductioroffice and overhead related
expenses due to a reduction in headcount at NSBE@st cutting measures at NBC. The Company alper@nced a reduction in loan
processing fees due to the suspension of loamatigins. These cost reductions were partially vfigean $188,000 increase in loan recovery
expenses as a result of the increase in non-perfgrimans and the loss experienced on several RBfepies due to the impact of falling
real estate prices.

Although segment revenues fell $538,000 or 14%oplesiver period primarily because of the performasfdd SBF, the Compang’cost
cutting efforts successfully reduced segment exgebyg $1,490,000 or 24%, reducing the loss beferefit of income taxes by $(952,000
42% to $(1,341,000) for the six months ended Jin&B09 from a loss of $(2,293,000) for the six therended June 30, 2008. The segment
should continue to benefit from cost reductionstfe remainder of 2009.

Capcos
Three months
Ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Income from tax credit $2,71¢ $ 1,491 $1,22¢ 82%
Interest incom: 19 111 (92 (83)%
Total revenue 2,738 1,602 1,131 71%
Expenses
Interest 3,19: 1,70¢ 1,48¢ 87%
Management fee 947 2,50¢ (1,567 (62)%
Professional fee 142 20t (62 (30)%
Other than temporary decline in value of investra 15¢ — 15¢ 10C%
Other general and administrative cc (17€) 10C (27€) (276)%
Total expense 4,26¢ 4,52 (259 (6)%
Loss before fair market value adjustment and befafincome taxe (1,536 (2,920 (1,389 (471%
Net change in fair market value of Credits in lgficash and Notes payable in
credits in lieu of cas 473 61 412 675%
Loss before benefit for income tax $(1,069)  $(2,859)  $(1,79¢) (63)%

Three months ending June 30, 2009 and 2008:

As described in Note 3 to the condensed consolidatancial statements, effective January 1, 2888 Company adopted SFAS 157
concurrent with its adoption of SFAS 159 for substdly all credits in lieu of cash, notes payaineredits in lieu of cash and prepaid
insurance. These are the financial assets anditijedssociated with the Company’s Capco notesdmateported within the Company’s
Capco segment. The table above reflects the efféttee adoption of fair value measurement on titeme and expense items (income from
tax credits, interest expense and insurance expeziaged to the revalued financial assets andlitpfor the three months ended June 30,
2009 and 2008. In addition, the net change toekielued financial assets and liability for the ¢hmeonths ended June 30, 2009 and 2008 is
reported in the line “Net change in fair marketugabf Credits in lieu of cash and Notes payablerédits in lieu of cash”.

Revenue is derived primarily from naash income from tax credits. The increase in irefnom tax credits for the second quarter 2
revenue versus the second quarter 2008, refleetsftact of the higher interest rate used undeniue accounting. The amount of future
revenue will fluctuate with future interest ratekwever, over future periods, the amount of taxlitse and therefore the income the Comg
will recognize, will decrease to zero.
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Expenses consist primarily of management fees anecash interest expense. Management fees decré2&gdr $1,561,000, to
$947,000 for the three months ended June 30, 2089 $2,508,000 for the same period ended 2008 pfingary reason for the decline was
due to a recovery, and therefore increase, of mamagt fees from one Capco totaling approximate|$33,000 in the previous period in
2008. Management fees, which are eliminated ondiimtation, are expected to decline in the futur¢h@sCapcos mature and utilize their
cash. Interest expense increased 87%, or $1,488®$3,197,000 for the three months ended Jun2@® from $1,709,000 for the same
period last year, reflecting the higher interegt izssed under fair value accounting. Other gersrdladministrative costs decreased by
$276,000 due to the returned premium on a Capewanse policy which expired in April 2009, in theaunt of $250,000.

Because the Company does not anticipate creatingem Capcos in the foreseeable future, the Capgment will continue to incur
losses going forward. The Capcos will continueadmecash investment income on their cash balamaéaur cash management fees and
operating expenses. The amount of cash availablevestment and to pay management fees will bmamily dependent upon future returns
generated from investments in qualified businedsesme from tax credits will consist solely of estion of the discounted value of the
declining dollar amount of tax credits the Capcdsneceive in the future; the Capcos will continieeincur non-cash interest expense.

Six months
ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Income from tax credit $ 4,25( $ 2,95¢ $ 1,29¢ 44%
Interest incom 61 28C (219 (78)%
Other income — 4 (4) (100%
Total revenug 4,311 3,23¢ 1,07: 33%
Expenses
Interest 5,26( 3,46: 1,79¢ 52%
Management fee 1,82 3,60z (1,775 (49)%
Professional fee 29t 381 (86) (23)%
Other than temporary decline in value of investra 15¢ — 15¢ 10C%
Other general and administrative cc (52 19¢ (250 (126)%
Total expense 7,48¢ 7,642 (155) 2%
Loss before fair market value adjustment and befafincome taxe: (3,177) (4,405) (1,22¢) (28)%
Net change in fair market value of Credits in l@ficash and Notes payable in
credits in lieu of cas 1,01( 61 94¢ 1,556%
Loss before benefit for income tax $(2,167)  $(4,349)  $(2,177) (50)%

Six months ending June 30, 2009 and 2008:

As described in Note 3 to the condensed consotidatancial statements, effective January 1, 288 Company adopted SFAS 157
concurrent with its adoption of SFAS 159 for substdly all credits in lieu of cash, notes payainieredits in lieu of cash and prepaid
insurance. These are the financial assets anditijedssociated with the Company’s Capco notesdmatreported within the Company’s
Capco segment. The table above reflects the efféttee adoption of fair value measurement on titeme and expense items (income from
tax credits, interest expense and insurance expegiaged to the revalued financial assets andlitialfor the six months ended June 30, 2009
and 2008. In addition, the net change to the redhfinancial assets and liability for the six manémnded June 30, 2009 and 2008 is reported
in the line “Net change in fair market value of @its in lieu of cash and Notes payable in creditseu of cash”.

Revenue is derived primarily from non-cash inconeenftax credits. The increase in income from tadits revenue for the six months
ended June 30, 2009 versus the same period inr2fiests the effect of the higher interest rateduseder fair value accounting than that
previously used under cost basis accounting. Thauaibof future income from tax credits revenue filttuate with future interest rates.
However, over future periods, the amount of taxlitse and therefore the income the Company wilbggtze, will decrease to zero.
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Other general and administrative costs decreas&25§,000 or 126% due to the returned premium Gagco insurance policy which
expired in April 2009, in the amount of $250,000.

Expenses consist primarily of management fees anetash interest expense. Management fees decré@®gdr $1,775,000, to
$1,827,000 for the six month period ended Jun€2809 from $3,602,000 during the same period of 200& decrease was primarily due to
the recovery of management fees from one Capcbnigtapproximately $1,638,000 during the six morghsled June 30, 2008. Management
fees, which are eliminated on consolidation, ageeted to continue to decline in the future as@hpcos mature and utilize their cash.
Interest expense increased 52%, or $1,798,00®,&68,000 for the six months ended June 30, 2G99 $3,462,000 for the same period last
year reflecting the higher interest rate used ufalevalue accounting

Because the Company does not anticipate creatingem Capcos in the foreseeable future, we anteifieat our Capco segment will
incur losses going forward through 2010. The Capdgticontinue to earn cash investment income airtbash balances and incur cash
management fees and operating expenses. The 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 amanfribix credits the Capcos will receive in the faetuhe Capcos will continue to incur non-
cash interest expense.

All Other
Three months
Ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Interest incomi $ 12 $ 35 $ (23 (66)%
Insurance commissiotr 217 35C (139 (38)%
Other income 1,091 25¢ 83z 321%
Total revenue 1,32( 644 67€ 105%
Expenses
Salaries and benefi 402 81¢ (4179) (51)%
Professional fee 46 (37 83 224%
Depreciation and amortizatic 32 15 17 113%
Other general and administrative cc 28E 243 42 17%
Total expense 765 1,04( (275) (26)%
Income (loss) before benefit for income ta $ 558  $ (39¢) $ 951 24C%

Three months ending June 30, 2009 and 2008:

The All Other segment includes revenues and expems@rily from qualified businesses that receiigestments made through the
Company’s Capcos which cannot be aggregated wliigr @perating segments.

The revenue increase of $676,000 is primarily duh¢ increase in other income of $832,000 in #wesd quarter 2009 as compared to
the second quarter of 2008. The increase in otfvamie was primarily due to a $1,000,000 recovethénsecond quarter of 2009 related to a
qualified investment previously written off as coem@d to a recovery in the second quarter of 20@bf $41,000. Insurance commissions
decreased by $133,000 for the three month peridddedune 30, 2009 as compared to the three moritdgnded June 30, 2008, due
primarily to staff reduction and reorganization atgely impacting new insurance sales as well aszoti economic conditions reducing both
the demand for new policies as well as coverageldehor existing customers. Interest income dee@as a result of a decrease in cash and
cash equivalents during the first second of 200€aspared with the second quarter of 2008.

Salaries and benefits decreased by $417,000, ortd #402,000 for the three months ended June 318,26 compared to $819,000 for
same period 2008, as a result of staff reductiorieé insurance agency and other entities. Theaserin professional fees of $83,000, or
224% to $46,000 for second quarter ended 2009rapa@d to $(37,000) for 2008 was mainly due toertime reversal of broker
commissions in the second quarter of 2008. Otheeigd administrative costs increased by $42,0007686 to $285,000 for the second que
ended 2009, as compared to $243,000 for 2008.
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Income (loss) before benefit for income taxes iaseel by $951,000 during the second quarter of 26@®mpared with the second
quarter of 2008, primarily due to the increaseewenues of $676,000 and the decrease in total egpeai $275,000.

Six months
Ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Interest incomi $ 28 $ 10¢ $ (80 (74)%
Insurance commissior 417 59:¢ (17¢) (30)%
Other income 1,261 60¢ 65€ 10&%
Total revenue 1,70¢ 1,30¢ 40C 31%
Expenses
Salaries and benefi 894 1,67(C (77€) (46)%
Professional fee 12¢ 70 55 79%
Depreciation and amortizatic 62 48 14 2%
Other general and administrative cc 474 47C 4 1%
Total expense 1,55¢ 2,25¢ (703) (31)%
Income (loss) before benefit for income ta $ 151  $ (952 $1,10¢ 11€%

Six months ending June 30, 2009 and 2008:

The All Other segment includes revenues and expems@rily from qualified businesses that receiigestments made through the
Company'’s Capcos which cannot be aggregated wliigr @perating segments.

Revenue increased $400,000, or 31%, for the siximsce@nded June 30, 2009 as compared to the sbhmentled June 30, 2008. The
revenue increase consists of a $656,000 increashém income primarily due to a $1,000,000 recpweithe second quarter of 2009 related
to a qualified investment previously written offfset by a $176,000 decrease in insurance commissiod an $80,000 decrease in interest
income. The decrease in insurance commissionfiéothree month period ended June 30, 2009 as cethpathe three month period ended
June 30, 2008 was due primarily to staff reductind reorganization negatively impacting new insceasales as well as current economic
conditions reducing both the demand for new pdiicis well as coverage levels for existing custometsrest income decreased as a rest
a decrease in cash and cash equivalents durirfigghsix months of 2009 as compared with the faigtmonths of 2008.

Salaries and benefits decreased by $776,000, ortd@894,000 for the six months ended June 30, 2898ompared to $1,670,000 for
same period 2008, as a result of staff reductiorieé insurance agency and other entities. Theaser in professional fees of $55,000, or
to $125,000 for the six months ended June 30, 2808 mpared to $70,000 for the same period in 22G8mainly due to a one-time reversal
of broker commissions in the second quarter of 2008

Income (loss) before benefit for income taxes iasesl by $1,103,000 during the six months ended 30n2009 as compared with the
six months ended June 30, 2008, primarily dueedrtbrease in revenues of $400,000 and the decire&stal expenses of $703,000.

Corporate activities

Three months
ended June 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Management fee $ 9l€ $2,471 $(1,567) (63)%
Interest incom 9 6 3 50%
Other income — 4 (4 (100%
Total revenue 92t 2,481 (1,567) (63)%
Expenses
Salaries and benefi 1,15¢ 1,812 (65¢) (36)%
Professional fee 574 317 257 81%
Depreciation and amortizatic 112 86 26 30%
Other general and administrative cc 581 75¢ (178 (23)%
Total expense 2,421 2,974 (559) (19%
Loss before benefit for income tax $(1,49¢) $ (487  $1,00¢ 207%
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Three months ended June 30, 2009 and 2008:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offtcapital. Management fi
revenue declined 63%, or $1,561,000, to $916,00¢hfothree months ended June 30, 2009 from $2)8@7pr the second quarter of 2008.
The net decrease was primarily due to the recovkenyanagement fees from one Capco totaling apprateaiy $1,538,000 during the three
months ended June 30, 2008. Management fees, wlrectliminated on consolidation, are expected tlirein the future as the Capcos
mature and utilize their cash. If a Capco doeshast current or projected cash sufficient to papagament fees, then such fees are not
accrued.

Expenses declined $553,000, or 19%, in the secoadey of 2009 from the comparable period in 2@08a result of the Company’s
cost cutting initiatives, salaries and benefitsrdased $658,000 or 36% to $1,154,000 for the seqoader of 2009 as compared to
$1,812,000 for the same period ended 2008. The @oynpxpects Salaries and benefits to remain siagtightly decline from its current
level over the remainder of 2009. The Company ada¢believe that the reductions will impact the mgement of the Compars/businesse
Professional fees increased $257,000, or 81%eis¢icond quarter of 2009 from the comparable péni@®08 due to the Company explor
various financing and restructuring alternatived as a result incurred significant one-time prdfess fees for the period.

Six months
ended June 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Management fee $1,76¢ $ 3,54( $(1,77€) (50)%
Interest incom 12 16 4 (25)%
Other income 9 4 5 125%
Total revenue 1,78¢ 3,56( (1,775 (50)%
Expenses
Salaries and benefi 2,39 3,97¢ (1,585 (40)%
Professional fee 1,13¢ 644 49k 7%
Depreciation and amortizatic 234 164 70 43%
Other general and administrative cc 1,371 1,44 (76) (5)%
Total expense 5,137 6,23: (1,096 (18)%
Loss before benefit for income tax $3,359) $(2,67) $ 67¢€ 25%

Six months ended June 30, 2009 and 2008:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offetcapital. Management fi
revenue decreased 50%, or $1,776,000, to $1,76400®00e six month period ended June 30, 2009 #$87540,000 during the same perioc
2008. The decrease was primarily due to the regasemanagement fees from one Capco totaling apmrately $1,638,000 during the six
months ended June 30, 2008. Management fees, wreéctliminated on consolidation, are expected tlirtein the future as the Capcos
mature and utilize their cash. If a Capco doeshast current or projected cash sufficient to papagament fees then such fees are not
accrued.

Expenses declined $1,096,000, or 18%, during thensnth period ended June 30, 2009 from the conyezeriod in 2008. As a resi
of the Company’s cost cutting initiatives, saladsl benefits decreased $1,585,000 or 40% to $8893or the six months ended June 30,
2009 as compared to $3,978,000 for the same periddd 2008. The Company expects Salaries and tsetwefemain static or slightly
decline from its current level over the remainde2@09. The Company does not believe
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that the reductions will impact the managemenhef@ompanys businesses. Professional fees increased $49%000%, for the six montt
ended June 30, 2009 from the comparable perio608 2ue to the Company exploring various finan@nd restructuring alternatives and as
a result incurred significant one-time professidiealk for the period.

Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies agsatibed in Note 1 of the Notes to Condensed Catetet Financial Statements
included in its Form 10-K for the fiscal year end@ecember 31, 2008. 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, 2008.

Liquidity and Capital Resources
(Dollars in thousands)

For the six
months ended
June 30,
2009 2008

Net cash provided by (used in) operating activi $ 4,64¢  $(10,887)
Net cash provided by (used in) investing activi 2,337 (1,764
Net cash (used in) provided by financing activi (5,244 4,22(
Net increase (decrease) in cash and cash equis 1,742 (8,426
Cash and cash equivalents, beginning of pe 16,85: 25,37
Cash and cash equivalents, end of pe $18,59¢  $ 16,94¢

Cash requirements and liquidity needs over the tvgadive months are anticipated to be funded pritpénrough operating results and
available cash and cash equivalents. The Companyhals the capacity to borrow from the $10 mill@apital One line of credit through N’
for working capital needs and acquisitions. Amowuntsently borrowed under the Capital One linerefdit will convert to a term loan in
September, 2009; the Company is currently in dsions with Capital One regarding extending the ieation date of the revolving features
of the line. The Small business finance segmengigidp on outside funding sources to finance loagir@tion and receivable purchases. The
SBA lending unit funds its cash requirements aqdidlity needs through available cash and cash atgrits but primarily utilizes the $15
million GE line of credit to originate and wareheuse guaranteed and unguaranteed portion of S8isldOn July 22, 2009 NSBF entered
into a Fifth Amendment and Consent (the “Fifth Arderent”) to the Credit Agreement dated as of Au@dst2005 between NSBF and
General Electric Capital Corporation (GECC) whietsimade certain changes in the terms of the waseHeunding facility provided to
NSBF. The Fifth Amendment reduces the aggrega# abthe credit facility to $15 million, adjustse interest rate and other terms .
extends the maturity date from August 30, 2009 &y M1, 2010 based upon progress shown by NSBFtainfg a commitment for a
replacement lender. The effectiveness of the Rifttendment is subject to the approval of the Unéates Small Business
Administration. GE has indicated to the Company @& no longer intends to provide credit facilittesinance companies. Therefore there
can be no assurance that the Company will be ablerew the credit line with GE or that it will bele to negotiate an alternate arrangement.
Failure to obtain financing would have a mater@lerse effect on our business. The receivablesding unit utilizes the $10 million Wells
Fargo line of credit to purchase receivables. Tlaegeno cross covenants or collateralization uadgrof the above lending facilities. The
availability of the lending facilities is subject the compliance with certain covenants and intaddifor the GE and Wells Fargo lines, the
amount of collateral and collateral requiremengsset forth in the agreements. The Company guasiie lines of credit for the subsidiar
Capital One for the amount borrowed, GE up to $1lbam, and Wells Fargo up to $800,000. As of J@@e 2009, the Company’s unused
sources of liquidity consisted of $18,594,000 imastricted cash and cash equivalents, and $7,500$9@2,000 and $299,000 available
through the Capital One, GE, and Wells Fargo lofaxedit, respectively.

Restricted cash totaling $8,273,000, which is pritp&eld in the Capcos, can be used in managingogerating the Capcos, making
qualified investments, to repay debt obligationd for the payment of income taxes.

Net cash flows provided by operating activitiesr@ased $15,531,000 to $4,649,000 for the six moertded June 30, 2009 as compi
to $(10,882,000) for the six months ended June€B08. This net increase was primarily due to aahes® of $3,063,000 in the net loss period
over period, an $8,308,000 decrease in the originsibf SBA loans held for sale, as well as a $4,390 decrease in the broker receivable.
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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 increased by $4,000 to $2,337,000 for the six months ended JOn@@09 compared to $(1,764,000) for
the six months ended June 30, 2008. The increaselwaprimarily to greater returns of investmentgualified businesses of $1,112,000 for
the six months ended June 30, 2009 as comparéeé &ame period last year, and a $1,119,000 dedrettsz purchase of fixed assets and
customer merchant accounts as well as a decre&6#1,000 in the amount of SBA loans originatdiivestment. In addition, $1,469,000
of restricted cash became available, or declime@DD8 versus an increase in the change in restrazish of $107,000 in 2009.

Net cash flows used in financing activities prirhaimcludes repayments on notes payable to Capited, Wells Fargo, and GE. Net
cash flows used in financing activities increase®®,464,000 to $(5,244,000) for the six monthseehdline 30, 2009 from $4,220,000 for
six months ended June 30, 2008. The primary reassrdue to net repayments on bank notes payal§igs03,000) during the six month
period ended June 30, 2009 as compared to netvinags of $5,157,000 in 2008.

Newtek funds its holding company through cash omdhaash flow from operating businesses, and tbeipeof annual management
fees from the Capcos equal to 2.5% of initial fungdiHowever, the management fees do not represeanues to Newtek on a consolidated
basis as this is a transfer of funds from Newt€apcos to the holding company, and all intercompgearysactions and balances are
eliminated in consolidation. These fees from Camresexpected to decrease over the next few ysdrseaCapcos mature in their business
cycle. The Company does not intend to add new Gaand will rely on expanding the operations ofiitslerlying businesses and cutting
costs at the holding company to maintain liquidiftythe operating companies do not continue to gasvexpected to produce significant cash
flow surpluses, if the capital markets should tecaessible to Newtek, and if other borrowings ar@vailable, the Company will experienc
decrease in its liquidity and would be forced tmigiish materially its operations so as to conforsrekpenditures to the cash then available.

Newtek expects to finance other ventures pringypalth existing funds or new additional borrowingsder current or future bank
facilities.

Item 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 émdontinually monitor these risks and limits
by means of reliable administrative and informatgstems and other policies and programs.

Because the SBA lender borrows money to make laadsnvestments, our net operating income is degrgrngpon the difference
between the rate at which we borrow funds anddkeat which we invest these funds. The Companyttstanding bank notes payable of
approximately $16,327,000 at June 30, 2009. Urtgefdurth amendment signed in December 2008, thecist rate on such notes is varia
based on the current Prime rate plus 2.0% or time@h LIBOR plus 4.00%, whichever is higher. Sudieiiest rates increase by 0.25% each
quarter beginning January 1, 2009. As of June 809 2the interest rate being charged to NSBF i§%.70n July 22, 2009 we entered into a
Fifth Amendment and Consent (the “Fifth Amendmemt’jhe Credit Agreement with GECC which made ¢erthanges in the terms of the
warehouse lending facility provided to NSBF. Th&tfFAmendment reduces the aggregate total of tedicfacility to $15 million from $28
million, adjusts the interest rate and and othenseand extends the maturity date from August 80920 May 31, 2010 based upon progress
shown by NSBF in obtaining a commitment for a reptaent lender. There can be no assurance that lgevable to renew or extend our
credit line with GE, or that we will be able to r¢igte an alternate arrangement. Failure to olitaémcing would have a material adverse
effect on our business.

There can be no assurance that a significant chiangarket interest rates will not have a matethlerse effect on our interest
income. In periods of sharply rising interest ratag cost of funds would increase, which woulduaaour net operating income. We have
analyzed the potential impact of changes in intaaes on interest income net of interest expefiseuming that the balance sheet were to
remain constant and no actions were taken to thiéeexisting interest rate sensitivity, a hypottatimmediate 1% change in interest rates
would have the effect of a net increase (decrdasgysets by less than 1% for 2009. Although mamage believes that this measure is
indicative of our sensitivity to interest rate chas, it does not adjust
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for potential changes in credit quality, size anthposition of the assets on the balance sheepthied business developments that could
affect a net increase (decrease) in assets. Acaydino assurances can be given that actual sasolild not differ materially from the
potential outcome simulated by this estimate.

Additionally, we do not have significant exposusechanging interest rates on invested cash whichaparoximately $26,867,000 at
June 30, 2009. We do not purchase or hold deridinancial instruments for trading purposes. Albar transactions are conducted in U.S.
dollars and we do not have any foreign currendpign exchange risk. We do not trade commodiielsave any commodity price risk.

We believe that we have placed our demand depeosigs, investments and their equivalents with highlic-quality financial
institutions. Invested cash is held almost excleigiat financial institutions with ratings from 8tiard and Poor’s of A- or better. The
Company invests cash not held in interest freelkdhg@accounts or bank money market accounts mainly.S. Treasury only money market
instruments or funds and other investment-graderiiess. As of June 30, 2009, cash deposits in&xoé FDIC and SIPC insurance totaled
approximately $6,227,000 and funds held in U.Sa3uvey only money market funds or equivalents iresg®f SIPC insurance totaled
approximately $9,766,000.

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures as of the etitegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Financial Officer concluded that our disclasagontrols and procedures as of the end of tHegeovered 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 theCS rules and forms. Disclosure
controls and procedures include, without limitatioantrols and procedures designed to ensurenfahiation 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 ftiogs, as appropriate to allow timely
decisions regarding required disclosure. A contsglgem, no matter how well designed and operatathot provide absolute assurance that
the objectives of the controls systems are metnanelvaluation of controls can provide absoluteiesxe 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 financiglagiing occurred during the quarter ended Jun®309 that has materially affected,
is reasonably likely to materially affect, our imel control over financial reporting.

(c) Limitations

A control system, no matter how well designed aperated, can provide only reasonable, not absastirances that the control
system’s objectives will be met. Furthermore, theign of a control system must reflect the fact thare 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 attaloissues and instances of fraud, if any, withia Company have been detected. These
inherent limitations include the realities thatguakents in decision-making can be faulty, and theakdowns can occur because of simple
errors or mistakes. Controls can also be circunegehy the individual acts of some persons, by s@lu of two or more people, or by
management override of the controls. The desigmgfsystem of controls is based in part upon segasumptions about the likelihood of
future events, and there can be no assurancerthatesign will succeed in achieving its stated gamlder all potential future conditions. O
time, controls may become inadequate because afjelsdan 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 internaltcma and make changes to improve them.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings

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

ltem 6. Exhibits

Exhibit No. Description

10.7.4 Fifth Amendment and Waiver to Credit Agreement dakely 21, 2009 to the Credit Agreement dated Auglis2005,
between Newtek Business Services, Inc., the offeglitqparties signatory thereto and General Ele@spital Corporation
(Incorporated by reference to Exhibit 99.1 to Nét's Report on Form-K, filed July 23, 2009)

31.1 Certification by Chief Executive Officer requiregt Rule 13-14(a) and 15-14(a) under the Exchange A
31.2 Certification by Chief Financial Officer requiregt Rule 13-14(a) and 15-14(a) under the Exchange A
32.1 Certification by Chief Executive and Chief Finari¢dficers pursuant to 18 U.S.C. Section 1350, dmpted pursuant to

Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

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

NEWTEK BUSINESS SERVICES, INC.

Date: August 13, 2009 By: /s/ Barry Sloane
Barry Sloane
Chairman of the Board, Chief Executive Officer 8w&tretary

Date: August 13, 2009 By: /s/ Seth A. Cohen
Seth A. Cohel
Chief Financial Officer and Treasut
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Exhibit 31.1

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

I, Barry Sloane, Chief Executive Officer of NewtBlksiness Services, Inc., certify that:

1.
2.

5.

| have reviewed this report on Form-Q of Newtek Business Services, |i
Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdacmit 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 ref
Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(
this report;
The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed

under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is

being preparec

b) Designed such material control over financiglorting, or caused such internal control over fiahreporting to be
designed under my supervision, to provide reasenatdurance regarding the reliability of finanoégdorting and the
preparation of financial statements in accordanitie general accepted accounting princip

c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentédsineport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

d) Disclosed in this report any change in the teghig's internal control over financial reportirtgat occurred during the

registrant’s most recent fiscal quarter,(the regigts fourth quarter in the case of an annual ng@ploat has materially
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

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 weakses 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 invaweanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

Dated: August 13, 20C

/sl Barry Sloane
Barry Sloane
Chief Executive Office
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Exhibit 31.2

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

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

| have reviewed this report on Form-Q of Newtek Business Services, |i

Based on my knowledge, this quarterly report dagsantain any untrue statement of a materialdacmit 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 ref

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

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f) for the registrant and hav

1.
2.

5.

a)

b)

c)

d)

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

Designed such material control over financigming, or caused such internal control over faiahreporting to be
designed under my supervision, to provide reasenatdurance regarding the reliability of finanoégdorting and the
preparation of financial statements in accordanitie general accepted accounting princip

Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport 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 te@g’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 rg@ploat has materially
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

The registrant’s other certifying officers anldalve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the

equivalent functions!

a)

b)

All significant deficiencies and material weagses in the design or operation of internal corttvelr 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 invadveanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

Dated: August 13, 20C

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

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

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2009 (the “RepoiftNewtek Business Services,
Inc. (the “Company”), as filed with the Securitesd Exchange Commission on the date hereof, Bdogn8, as Chief Executive Officer, and

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

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

/sl Barry Sloane
Barry Sloane, Chief Executive Offic

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

Dated: August 13, 2009
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