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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 30, 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 chaer)

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

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

Indicate by checkmark whether the registrant: (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 sch 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 oflarge accelerated 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 [l

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 November 10, 2009, there were 36,012,673 loé tCompany’s Common Shares outstanding.
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ltem 1. Financial Statements

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UN AUDITED)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2009 AND 2008

(In Thousands, except for Per Share Data)

Three Months ended

Nine Months Ended

September 30, September 30,
2009 2008 2009 2008
Operating revenue $26,81:  $24,24: $78,01(  $72,39!
Operating expense
Electronic payment processing cc 15,37( 13,07t 42,42 38,22«
Salaries and benefi 4,41( 5,05z 13,71% 17,61¢
Interest 2,66¢ 2,33 8,79( 6,81¢
Depreciation and amortizatic 1,31z 1,772 4,532 5,34¢
Provision for loan losse 387 711 1,32C 1,622
Other general and administrative cc 3,79i 4,02¢ 12,22 12,21¢
Total operating expens 27,94¢ 26,96¢ 83,00¢ 81,84«
Operating loss before fair market value adjustnagiat benefit (provision) for income tax (1,139 (2,726 (4,996 (9,45))
Net change in fair market value of credits in laficash and notes payable in credits in lie
cash 34 (74) 1,04 (13)
Loss before benefit (provision) for income ta (1,099 (2,800 (3,959 (9,469
Benefit (provision) for income tax: 1,244 (56) 2,38¢ 1,70¢
Net income (loss 14t (2,85¢) (1,569 (7,759
Net loss attributable to noncontrolling intere 637 10¢ 732 33E
Net income (loss) attributable to Newtek Business/es, Inc $ 782 $(2,74) $ (831 $(7,429
Weighted average common shares outstan- basic 35,63 35,62¢ 35,62¢ 35,77
Weighted average common shares outstan- diluted 35,75¢ 35,62¢ 35,62¢ 35,77
Earnings (loss) per sha- basic and dilute $ 00z $ (0.0 $ (0.02 $ (0.21)

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

CONDENSED CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 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 $4,014 and $3,420, respecti
Accounts receivable (net of allowance of $563 ah@2$ respectively
SBA loans held for sal
Prepaid expenses and other assets (net of accedhalatortization of deferred financing costs of 23,4
and $2,122, respectivel
Servicing asset (net of accumulated amortizatiahalowances of $4,351 and $3,756, respectiy
Fixed assets (net of accumulated depreciation araitezation of $11,591 and $9,477, respectiv:
Intangible assets (net of accumulated amortizaifc$i3,840 and $12,113, respective
Goodwill

Total asset

LIABILITIES AND EQUITY
Liabilities:

Accounts payable and accrued expel
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; authorl,000 shares, no shares issued
outstanding
Common stock (par value $0.02 per share; autho62¢@00 shares, 36,657 and 36,667
issued, respectively; 35,631 and 35,649 outstandaspectively, not including 97
and 394 shares held in escrow, respectiv
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

September 3C December 31
2009 2008
Unaudited (Note 1)
$ 15,57: $ 16,85:
8,54¢ 8,36¢
53,23( 70,55¢
23,40¢ 26,91
5,52¢ 5,17¢
— 6,13:
9,96¢ 9,99¢
2,422 2,282
3,861 5,062
4,64¢ 6,09¢
12,09: 12,09:
$ 139,27. $ 169,52
$ 8,841 $ 9,34«
16,80: 25,99¢
1,964 2,20¢
53,23( 70,55¢
3,83: 5,34
84,66¢ 113,44
733 733
58,32« 58,23:
(5,377 (4,54%)
(649) (649
53,03: 53,77:
1,572 2,30¢
54,60: 56,07¢
$ 139,27. $ 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 NINE MONTHS ENDED SEPTEMBER 30, 2009 AND 2®8
(In Thousands)

Cash flows from operating activitie
Net loss
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:
Other, ne
Changes in operating assets and liabilit
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 business
Return of investments in qualified busines
Purchase of fixed assets and customer merchantiat
SBA loans originated for investment,
Proceeds from sales of loans held for investr
Payments received on SBA loc
Change in restricted ca

Net cash provided by (used in) investing activi

2009 2008

$(1,569)  $ (7,756
(6,485 (4,632)
7,52¢ 5,30(
(1,042) (13)
(1,511) (2,567)
4,53: 5,34¢
1,32( 1,52¢
(1,07¢) (93)
552 30C
(3,976) (16,06
10,10¢ 10,31:

(1,09€) —
(399) (412)
(729) (1,36%)
(532) 22¢
5,631 (9,889)
— (88E)
1,981 85¢
(1,29¢) (2,739
(1,002) (5,165

40¢ —
2,84¢ 4,10z
(387) 2,88¢
2,53¢ (937)

See accompanying notes to these unaudited condeassdlidated financial statements.

5



Table of Contents

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2009 AND 2@8 (CONTINUED)

2009 2008
Cash flows from financing activitie
Net repayment on notes paya $ — $ (339
Purchase of treasury sha — (45¢)
Net (repayments) proceeds on bank notes pa (9,199 4,22¢
Other (25¢) (157
Net cash (used in) provided by financing activi (9,455 3,27¢
Net decrease in cash and cash equiva (1,280) (7,547%)
Cash and cash equivaler beginning of periot 16,85: 25,37
Cash and cash equivale- end of perioc $15,57:  $17,82¢
Supplemental disclosure of cash flow activities
Reduction of credits in lieu of cash and notes p&ya credits in lieu of cash balances due toveeli of tax credits t
Certified Investor: $25,12¢  $14,31¢
Issuance of treasury shares for 401k m $ — $ 11z
Reduction of structured insurance product and ndgable- Certified Investor: $ — $ 3,81(
Shares held in escrow released to former sharetsoddevholly owned subsidiat $ — $ 72

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 PRESHTATION:

Newtek Business Services, In¢Newtek”) is a holding company for several wholBAad majority-owned subsidiaries, including
fourteen certified capital companies which arenreféto as Capcos, and several portfolio companiesich the Capcos own naentrolling
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 produat services. The Company partners with
companies, credit unions, and associations to dafeervices.

The Company’s principal business segments are:

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

Web Hosting: CrystalTech Web Hosting, Inc., d/b/a/ Newtek Tedbgp Services, (“NTS”) which offers shared and detied web
hosting and related services to the small- and nmediized 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 Servigesdib/a Newtek Business Credit (“NBC”) which piars receivable financing.

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. Revenwkexpenses not allocated to other segments, imgjudterest income, Capco
management fee income and corporate operationsisgpe

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

The condensed consolidated financial statemerfteottek Business Services, Inc., its Subsidiariescmsolidated entities (the
“Company” or “Newtek”) included herein have beeepared by the Company in accordance with accouptiimgiples generally accepted in
the United States of America and include all whollgd majority-owned subsidiaries, and severalfplistcompanies in which the Capcos
own non-controlling minority interest in, or thogariable interest entities which Newtek is consédeto be the primary beneficiary of. All
inter-company balances and transactions have beein&ted in consolidation. Noncontrolling interegpreviously shown as minority
interest) are reported below net income (loss) utfteheading “Net loss attributable to nonconitnglinterests” in the unaudited condensed
consolidated statements of operations and showrcasponent of equity in the condensed consolidad¢ahce sheets. See New Accounting
Standards for further discussion.

The accompanying notes to unaudited condensed laeitsal financial statements should be read inuwetjon with Newtek’s 2008
Annual Report on Form 10-K. These financial statetsi&ave been prepared in accordance with instrsto Form 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condensticefootnotes and other information normally iéd in financial statements prepared in
accordance with accounting principles generallyepted in the United States. The results of oparatior an interim period may not give a
true indication of the results for the entire yéladre December 31, 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 statesmé@ntonformity with accounting principles geneyalktcepted in the United States of
America requires management to make estimatessmuaigtions that affect the reported amounts oftsssal liabilities and disclosures of
contingent assets and liabilities at the date efdtnsolidated financial statements and the regorte
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

amounts of revenue and expense during the repgrérigd. The level of uncertainty in estimates asslumptions increases with the length of
time until the underlying transactions are compl&tee most significant estimates are with respeetiuation of investments in qualified
businesses, asset impairment valuation, allowancieén losses, valuation of servicing assets,gatzck reserves, tax valuation allowances
and the fair value measurements used to valueitdiriancial assets and financial liabilities. Aatuesults could differ from those estimates.

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

Electronic payment processing revenueklectronic payment processing income is derivethftbe electronic processing of credit and
debit card transactions that are authorized antloagbthrough third-party networks. Typically, meaats are charged for these processing
services on a percentage of the dollar amountaf #ansaction plus a flat fee per transactiontad®merchant customers are charged
miscellaneous fees, including fees for handlinggé#acks or returns, monthly minimum fees, statdrfees and fees for other
miscellaneous services. Revenues derived froml#oérenic processing of MasterCad and Visa soucredit and debit card transactions
are reported gross of amounts paid to sponsor banks

The Company also derives revenues from actingdependent sales offices (“ISO”) for third-party geesors (“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 $adas 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 vinelsting
and software support services. Customer set-updieekilled upon service initiation and are recagdias revenue over the estimated
customer relationship period of 2.5 years. Payrfamiveb hosting and related services is generalbgived one month to three years in
advance. Deferred revenues represent customenynepis for upcoming web hosting and related sesvice

Income from tax credits: Following an application process, a state will fyoti company that it has been certified as a Capke.state
then allocates an aggregate dollar amount of teditsto the Capco. However, such amount is nerfmrgnized as income nor otherwise
recorded in the financial statements since it ligg/be earned by the Capco. The Capco is legatifled to earn tax credits upon satisfying
defined investment percentage thresholds withigifipd time requirements and corresponding nongtae percentages. At September 30,
2009, the Company had Capcos in seven states amistrict of Columbia. Each statute requires thatCapco invest a threshold percentage
of Certified Capital in Qualified Businesses withire time frames specified. As the Capco meetstheuirements, it avoids grounds under
the statute for its disqualification for continuealticipation in the Capco program. Such a disdjaation, or “decertification” as a Capco
results in a recapture of all or a portion of tHecated tax credits; the proportion of the recaptis reduced over time as the Capco remains ir
general compliance with the program rules and nmtbetprogressively increasing investment benchmarks

As the Capco continues to make its investmentsualiffed Businesses and, accordingly, places areasing proportion of the tax
credits beyond recapture, it earns an amount équké non-recapturable tax credits and records auwunt as “income from tax credits”,
with a corresponding asset called “credits in bggash”,in the accompanying condensed consolidated bakimets. The amount earned
recorded as income is determined by multiplyingttiial 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 accretetbupe amount of tax credits available to the Giedilnvestors. If the tax credits are earned
before the state is required to make delivery, (ilvestment requirements are met ahead of scheouieredits can only be used by the
certified investor in a future year), then the presvalue of the tax credits earned are recorded spmpletion of the requirements. The
receivable is calculated at fair value; see ndtar & full discussion. Delivery of the tax creditsthe Certified Investors results in a decrea:
the receivable and the notes payable in crediisinof cash.

The allocation and utilization of Capco tax credtsontrolled by the state law. In general, th@csapplies for tax credits from the
state and is allocated a specific dollar amourntredlits 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 intepestments on their notes. The tax credits are
claimed by the Certified Investors on their statenpium tax return as provided under each state @apd tax law. State regulations specify
the amount of tax credits a Certified Investor ckim and the period in which they can claim th&ach state periodically reviews the
Capco’s operations to verify the amount of tax itseglarned. In addition, the state maintains eofisertified Investors and therefore has the
ability to determine whether the Certified Inves®allowed to claim this deduction.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

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 poiitiats own portfolio. A gain is recognized on tipgaranteed portions of these loans thrc
collection on sale of a premium over the adjustadying value or a par sale with excess servidGmmmencing on January 1, 2008, the
Company began to recognize the gain on sale ajuheanteed portion of the loans on the trade ddler than the date of settlement.

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 contracjugie.

Upon sale of the loans to third parties, NSBF s&fedyr recognizes at fair value any servicing asseservicing liabilities first, and then
allocates the previous carrying amount betweemsisets sold and the interests that continue teloedy the transferor (the unguaranteed
portion of the loan) based on their relative faitues at the date of transfer. The difference betvibe proceeds received and the allocated
carrying value of the financial assets sold is geized as a gain on sale of loans.

Each class of servicing assets and liabilitiessatissequently measured using either the amortizatigthod or the fair value
measurement method. The amortization method, WwhiBF has chosen to continue applying to its semgiasset, amortizes the asset in
proportion to, and over the period of, the estimdtaure net servicing income on the underlyinglgmbrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastadrosalue 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 etgithe fair value of the servicing
asset.

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

If NSBF determines that the impairment for a strais temporary, a valuation allowance is recognibedugh a charge to current
earnings for the amount the 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. HowevRISBF determines that an impairment for a stratsiother 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 notleotible, or at such earlier time as managemetgrdenes 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 mikalassified as non-accrual and the future ctalglity 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 inoutsetborrower, such as forced placed insuranseffinient funds fees, or fees it
assesses, such as late fees, with respect to marthgiloan. These expenditures are recorded wioemred. Due to the uncertainty with
respect to collection of these passed through alipers or assessed fees, any funds receivedndvese the Company are recorded on a
cash basis as other income.

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

Other income: Other income represents revenues generated by BB@ell as revenues derived from operating unads¢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 relatedafiexfixed, the service, and or product has beéweded, and the collection of the related
receivable is assured. Other income for the ninethsoended September 30, 2009 includes a $1,006e@800ery 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 thatclihe Company recognizes the revenue on thetidateceivable is purchased.
The Company does not take ownership of the reckigamtil 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 amouindk advanced against such receivables. Theesitercome is recognized as



earned
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
» 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-imce) clients. These fees are recorded when eaxéxh 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 revenums frarious source:

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

Three months Nine months

ended September 30: ended September 30:
(In thousands): 2009 2008 2009 2008
Electronic payment processil $18,10¢  $15,96¢ $50,75(  $47,07:
Web hosting 4,74 4,58¢ 14,117 13,36:
Interest incom: 36¢& 744 1,29¢ 2,547
Income from tax credit 2,23¢ 1,68( 6,48: 4,63¢
Premium on loan sal¢ 142 5) 72t 472
Servicing fee 421 43¢ 1,24¢ 1,36(
Insurance commissior 201 22t 61¢ 81¢
Other income 594 60¢€ 2,774 2,12¢
Totals $26,81: $24,24: $78,01( $72,39:

Electronic Payment Processing Costs

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

Restricted Cash

Restricted cash includes cash collateral relatrg letter of credit; monies due on loan-relatedittances and insurance premiums
received by the Company and due to third partiash dield by the Capcos restricted for use in magaayd operating the Capco, making
qualified investments and for the payment of incdex@s; and a cash account maintained as a resgaiest chargeback losses.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Purchased Receivables

Purchased receivables are recorded at the pdiméwhen 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.

Investments in Qualified Businesses

The various interests that the Company acquirés gualified investments are accounted for unbderd 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 determinebdaa@ variable interest entity.

Consolidation Methodnvestments in which the Company directly or indily owns more than 50% of the outstanding voting
securities, those the Company has effective cootret, or those deemed to be a variable interdgy ém which the Company is the primary
beneficiary are generally accounted for under tiresolidation method of accounting. Under this médftem investment’s financial position
and results of operations are reflected withinGloenpany’s condensed consolidated financial statesnéfi significant inter-company
accounts and transactions are eliminated, includghgrns of principal, dividends, interest receieed investment redemptions. The results of
operations and cash flows of a consolidated opeyantity are included through the latest interiniqd in which the Company owned a
greater than 50% direct or indirect voting interesercised control over the entity for the eniiterim period or was otherwise designated as
the primary beneficiary. Upon dilution of contralbw 50%, or upon occurrence of a triggering evequiring reconsideration as to the
primary beneficiary of a variable interest entitye accounting method is adjusted to the equityost method of accounting, as appropriate,
for subsequent periods.

Equity MethodInvestees that are not consolidated, but over wihielCompany exercises significant influence, asmanted for under
the equity method of accounting. Whether or notGbenpany exercises significant influence with respe an investee depends on an
evaluation of several factors including, among theepresentation on the investee’s Board of Dirscand ownership level, which is
generally a 20% to 50% interest in the voting siiesrof the investee, including voting rights agated 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 consaidifinancial statements; however, the Company’sesbiithe earnings or losses of the
investee is reflected in the Company’s condensedal@ated financial statements.

Cost Methodlnvestees not accounted for under the consolidatidhe equity method of accounting are accoundedfider the cost
method of accounting. Under this method, the Comisashare of the net earnings or losses of suctpemies is not included in the
Company'’s condensed consolidated financial statesnelowever, 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 ldpted or realized.

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

Stock - Based Compensation

All share-based payments to employees are recafjirizhe financial statements based on their falues using an option-pricing
model at the date of grant.

As of September 30, 2009 and 2008 the Companywadtare-based compensation plans. For the thceaine months ended
September 30, 2009 and 2008, compensation cogiath#éw operations for those plans was $30,000 86d80 in 2009, respectively, and
$49,000 and $206,000 in 2008, respectively, amiclsided in salaries and benefits in the accompangondensed consolidated statemen
operations.

There were no options or restricted stock awardatgd during the nine months ended September 8@, 20

In March 2008, Newtek granted its six independéartotiors an aggregate of 197,434 options valu&Bat000. Option awards are
granted with an exercise price equal to the markiee of the Company’s stock at the date of grahe options vest immediately and expire
10 years from the date of grant. The fair valueaxth option award is estimated on the date of grsing a Black-Scholes option valuation
model that uses the following assumptions: 5 y®peeted life, risk-free interest rate of 2.51% angected volatility of the Company’s stock
of 53.48%. Expected volatilities are based on ik®hcal volatility of the
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Company'’s stock and other factors. The risk-freée far periods during the expected life of the optis based on the U.S. Treasury yield
curve in effect at the time of grant. Expected teras determined as the midpoint between the ofigimatractual term and the vesting term.

As of September 30, 2009 and December 31, 200& thas $92,000 and $238,000 of total unrecognineapensation costs related to
non-vested share-based compensation arrangementedunder the Plans, respectively. That costeated to be recognized ratably
through the month ending July 31, 2010.

Fair Value

The Company adopted the methods of fair value heeviés financial assets and liabilities. The Compaarries its credits in lieu of
cash, prepaid insurance and notes payable in shedieu of cash at fair value. The Company alaies impaired loans and other real estate
owned at fair value. Fair value is based on theepttiat would be received to sell an asset or fodiichnsfer a liability in an orderly transact
between market participants at the measurementldadeder to increase consistency and compargliilifair value measurements, the
Company utilized a fair value hierarchy that ptiags observable and unobservable inputs used ésune fair value into three broad levels,
which are described below:

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 an actikaehange market, as well as certain U.S. TreastingradJ).S. Government and
agency mortgac-backed debt securities that are highly liquid aredeactively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssafuated prices for similar assets or liabilitiggopted prices in markets that are
not active; or other inputs that are observableaorbe corroborated by observable market dataufustantially the full term of the
assets or liabilities. Level 2 assets and liak#itinclude debt securities with quoted prices dinatraded less frequently than
exchange-traded instruments and derivative comstrabse value is determined using a pricing modi#l 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 2 Unobservable inputs that are supported by litla@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 determinatiorfeof value requires significant
management judgment or estimation. This categomgigdly includes certain private equity investmerggained residual interests
in securitizations, residential mortgage serviaigfts, and highly structured or Ic-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 differesraee 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.

Accounting for Uncertainty in Income Taxes

The ultimate deductibility of positions taken opexted to be taken on tax returns is often uneertaiorder to recognize the benefits
associated with a tax position taken (i.e., geheeatleduction on a corporation’s tax return), ¢éidity must conclude that the ultimate
allowability of the deduction is more likely thaotnlf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than
not), the benefit associated with the positioreisognized at the largest dollar amount that ha®riam a 50% likelihood of being realized
upon ultimate settlement. Differences between tssitjpns taken in a tax return and recognized gétherally result in (1) an increase in
income taxes currently payable or a reduction ithaome tax refund receivable or (2) an increase dieferred tax liability or a decrease in a
deferred tax asset, or both (1) and (2). When auauog for uncertainty in income taxes, the Inconax Topic of the FASB Accounting
Standards Caodification 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
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» Classification of financial statement elements tleatlt from recognizing benefits associated withartain tax position
» 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 @@mmpany to a concentration of credit risk consistash, cash equivalents and accounts
receivable. The Company maintains its cash and easivalents with major financial institutions aatttimes, cash balances with any one
financial institution may exceed Federal Depossuliance Corporation (FDIC) insured limits.

For the nine months ended September 30, 2009 &0®] B0 single customer accounted for 10% or mota@fCompanys revenue or ¢
total accounts receivable.

Fair Value of Financial Instruments

As required by the Financial Instruments Topictef EASB Accounting Standards Codification, theneated fair values of financial
instruments must be disclosed. Excluding fixed zssgtangible assets, goodwill, and prepaid expgeasd other assets (excluding as noted
below), substantially all of the Company’s asseis lgabilities are considered financial instrumeas¢sdefined under this standard. Fair value
estimates are subjective in nature and are dependemnumber of significant assumptions associaifdeach instrument or group of sim
instruments, including estimates of discount ratisks associated with specific financial instrutiseestimates of future cash flows and
relevant available market information.

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

* Restricted cas

* Bank notes payab

» Accrued interest receivable (included in prepaigestded and other asse

* Accrued interest payable (included in accounts pleyand accrued expens

The carrying values of accounts payable and acaupdnses approximate fair value because of the-sron maturity of these
instruments. The carrying value of investmentsualified businesses (included in prepaid expensdther assets) and loans receivable
approximate fair value based on management’s efstma

New Accounting Standards

In September 2006, the FASB issued an accountarglatd related to fair value measurements, whicheffactive for the Company «
January 1, 2008. This standard defined fair vadsggblished a framework for measuring fair value, expanded disclosure requirements
about fair value measurements. On January 1, 2088 ompany adopted this accounting standard tetatéir value measurements for the
Company’s financial assets and financial liabititi#he Company deferred adoption of this accourgiagdard related to fair value
measurements for the Compasyionfinancial assets and nonfinancial liabilitex;ept for those items recognized or disclosddiavalue or
an annual or more frequently recurring basis, uatiluary 1, 2009. Effective January 1, 2009, theagamy fully adopted the provisions of t
standard relating to its nonfinancial assets aatdallities. The adoption of this accounting standatdted to fair value measurements for the
Company’s nonfinancial assets and nonfinanciallites did not have a material impact on its fica@ position or results of operations. This
accounting standard was subsequently codifiedA®G Topic 820, ‘Fair Value Measurements and Disclosurés.
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In September 2008, the FASB issued an accountargiatd related to liabilities measured at fair gakith a third party enhancement
and provides guidance for measuring liabilitiesiggsswith an attached third-party credit enhancenserh as a guarantee. It clarifies that the
issuer of a liability with a third-party credit esniicement should not include the effect of the ¢raliancement in the fair value measurement
of the liability. This standard is effective foretlirst reporting period beginning after Decemb&r2008. The Company concluded that it does
not impact its condensed consolidated financidéatants. This accounting standard was subsequendified into ASC Topic 820Fair
Value Measurements and Disclosures.”

In December 2007, the FASB issued an accountinglatd requiring an acquirer to measure the idelié assets acquired, the
liabilities assumed and any noncontrolling inteieghe acquiree at their fair values on the adgtiarsdate, with goodwill being the excess
value over the net identifiable assets acquireis abcounting standard is effective for financtatements issued for fiscal years beginning
after December 15, 2008. The adoption of this acting standard had no material impact to the cosel@iconsolidated financial statements.
This accounting standard was subsequently codifiedASC Topic 805/Business Combinations.”

Effective for financial statements issued for fisgears beginning after December 15, 2008, an aegis required to measure the
identifiable assets acquired, the liabilities assdrand any noncontrolling interest in the acquatetheir fair values on the acquisition date,
with goodwill being the excess value over the dettifiable assets acquired. Noncontrolling interes: subsidiary should be reported as
equity in the unaudited condensed consolidatechbalaheets. The amount of consolidated net incortese attributable to the parent and to
the noncontrolling interest should also be repoitettie unaudited condensed consolidated stateofi@mterations. Changes in a parent’s
ownership percentage and the valuation of retaimgatontrolling equity investments when a subsidiageconsolidated should be disclosed
in the unaudited condensed consolidated finantagééments. The Company adopted this accountinglatdnn the first quarter of 2009. As a
result of the adoption, the Company has reporteatoatrolling interests as a component of equitthanunaudited condensed consolidated
balance sheets and the net loss attributable toombrolling interests has been separately idedtifiethe unaudited condensed consolidated
statements of operations. The prior periods presemive also been retrospectively restated to oconto the current classification
requirements. Other than the change in the pretsemiaf noncontrolling interests, the adoption luktstandard had no impact on the
condensed consolidated financial statements.

In April 2009, the FASB issued an accounting stadda require that disclosures concerning thevfalue of financial instruments be
presented in interim as well as in annual finansiatements. This accounting standard was substygedified into ASC Topic 825,
“Financial Instruments.”In addition, the FASB issued an accounting stanttaptovide additional guidance for determining thie value of
a financial asset or financial liability when thelwme and level of activity for such asset or liphave decreased significantly and to also
provide guidance for determining whether a transads an orderly one. This accounting standard sudsequently codified into ASC Topic
820,"“Fair Value Measurements and Disclosure§he FASB also issued an accounting standard wieiglsed and expanded the guidance
concerning the recognition and measurement of gti@r-temporary impairments of debt securitiessifeesl as available for sale or held to
maturity. In addition, it required enhanced disales concerning such impairment for both debt andty securities. This accounting
standard was subsequently codified into ASC To(®, 3nvestments — Debt and Equity Securitie$lie requirements of these three
accounting standards are effective for interim répg periods ending after June 15, 2009. Earlypéida is permitted for interim periods
ending after March 15, 2009, but only if the elestis made to adopt all these accounting standBidslosures for earlier periods presented
for comparative purposes at initial adoption arerequired. In periods after initial adoption, caangtive disclosures are required only for
periods ending after initial adoption. The Comphag adopted these accounting standards duringtioad quarter of 2009.

In May 2009, the FASB issued an accounting standéidh provides guidance to establish general statsdof accounting for and
disclosures of events that occur after the balaheet date but before financial statements aredssuare available to be issued. It requires
entities to disclose the date through which subsegevents were evaluated as well as the ratidoalghy that date was selected. This
accounting standard is effective for interim andwal periods ending after June 15, 2009 and, atagyd was adopted by the Company
during the second quarter of 2009. It requires ipuhitities evaluate subsequent events througbatesthat the financial statements are
issued. This accounting standard was subsequerdified into ASC Topic 855'Subsequent EventsThe Company has evaluated
subsequent events through the time of filing theselensed consolidated financial statements wéltSecurities and Exchange Commission
(“SEC”) on November 12, 2009.

In June 2009, the FASB issued an accounting stdnglich removes the concept of a qualifying spepiapose entity and limits the
circumstances in which a financial asset, or portiba financial asset, should be derecognized wihetransferor
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has not transferred the entire financial assehterdity that is not consolidated with the transfén the financial statements being presented
and/or when the transferor has continuing involvetnéth the transferred financial asset. The neamdard will become effective for the
Company on January 1, 2010. The Company is cuyremntiluating the impact of adopting the new stathaer the condensed consolidated
financial statements. This accounting standardsuéisequently codified into ASC Topic 860, “Transfand Servicing.”

In June 2009, the FASB issued an accounting stdnglaich modifies how a company determines whenrdityethat is insufficiently
capitalized or is not controlled through voting gimilar rights) should be consolidated. It cla#ithat the determination of whether a
company is required to consolidate an entity iedam, among other things, an entity’s purposedasitjn and a company’s ability to direct
the activities of the entity that most significanitinpact the entity’s economic performance. It fieggian ongoing reassessment of whether a
company is the primary beneficiary of a variabl@iast entity and additional disclosures aboutragany’s involvement in variable interest
entities and any significant changes in risk expesiue to that involvement. This accounting statidaeffective for fiscal years beginning
after November 15, 2009. The Company is currentluating the impact of adopting this accountiransfard on its condensed consolidated
financial statements. This accounting standardsuéisequently codified into ASC Topic 80Business Combinations.”

In June 2009, the FASB issued an accounting stdnglaich established the Codification to becomesihgle source of authoritative
accounting principles generally accepted in thetééhStates of America (“GAAP”) recognized by theSB\to be applied by
nongovernmental entities, with the exception oflgnice issued by the U.S. Securities and Exchangerixsion (the “SEC”) and its
staff. All guidance contained in the Codificaticariges an equal level of authority. The Codificatie not intended to change GAAP, but
rather is expected to simplify accounting resedmcheorganizing current GAAP into approximately@&ounting topics and providing all t
authoritative literature related to a particulgritoin one place. The Company adopted this accogrsiandard in preparing the condensed
consolidated financial statements for the quameled September 30, 2009 and all subsequent pulbigsfwill reference the Codification as
the sole source of authoritative literature. Thepitn of this accounting standard, which was sqbeatly codified into ASC Topic 105,
“Generally Accepted Accounting Principlesyad no impact on retained earnings and will havanpact on the Company’s statements of
income and condition.

In August, 2009, the FASB issued Accounting Stadsléafpdate 2009-05, “Fair Value Measurements andi@ares (Topic 820) —
Measuring Liabilities at Fair Value,” which upda#®SC 820-10. The update provides clarification fhatircumstances in which a quoted
price in an active market for the identical liatyilis not available, a reporting entity is requitedneasure fair value using one or more of the
following techniques:

1. A valuation technique that us
a. the quoted price of an identical liability whendeal as an asset,
b. quoted prices for similar liabilities or similaabilities when traded as ass¢

2. Another valuation technique that is consisteitth e principles of Topic 820, examples inclugeircome approach, such
as a present value technique, or a market appreach,as a technique that is based on the amothre ateasurement date
that the reporting entity would pay to transfer itientical liability or would receive to enter intioe identical liability.

This standard is effective for financial statemeasssied for interim and annual periods ending a&tggust 2009. The Company adopted
Update 2009-05 effective for the quarter endingt&@aper 30, 2009. The adoption did not have a natienpact on the Company’s
disclosures.

NOTE 3 — FAIR VALUE MEASUREMENTS:
FAIR VALUE OPTION ELECTIONS

Effective January 1, 2008, the Company adoptedvidire accounting concurrent with the electionhef fair value option. The
accounting standard relating to the fair value mesments clarifies the definition of fair value atescribes methods available to
appropriately measure fair value in accordance G#AP. The accounting standard applies whenevesrathcounting standards require or
permit fair value measurements. The accountingdsta@hrelating to the fair value option for finari@asets and financial liabilities allows
entities to irrevocably elect fair value as thdidiand subsequent measurement attribute forinditeancial assets and financial liabilities t
are not otherwise required to be measured at &iirey with changes in fair value recognized in eeysas they occur. It also establishes
presentation and disclosure requirements designiedprove comparability between entities that etéfferent measurement attributes for
similar assets and liabilities. On January 1, 2008 Company elected the fair value option for irgjlts Capcostredits in lieu of cash, not
payable in credits in lieu of cash and prepaidrasce.
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The Company elected the fair value option in otdeeflect in its financial statements the assuornsithat market participants use in
evaluating these financial instruments. Under th& basis of accounting, the discount rates usedltulate the present value of the credi
lieu of cash and notes payable in credits in liecash did not reflect the credit enhancementsttt@Company’s Capcos obtained from AIG,
namely its AA+ rating at such time, for their dédstued to certified investors. Instead the cod f@i the credit enhancements was recorded
as prepaid insurance and amortized on a straig@tilasis over the term of the credit enhancements.

With the adoption of the fair value measuremerftr@ncial assets and financial liabilities and #hection of the fair value option,
credits in lieu of cash and notes payable in csaditieu of cash are valued based on the yieldghath financial instruments would change
hands between a willing buyer and a willing selidsen the former is not under any compulsion to &og the latter is not under any
compulsion to sell, both parties having reasonkbtavledge of relevant facts. The accounting staftglegquires the fair value of the assets or
liabilities to be determined based on the assumgptibat market participants use in pricing therfzial instrument. In developing those
assumptions, the Company identified characteristiasdistinguish market participants generallyd aonsidered factors specific to (a) the
asset type, (b) the principal (or most advantagemasket for the asset group, and (c) market [paits with whom the reporting entity
would transact in that market.

Based on the aforementioned characteristics amigtvm of the AlG 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 denominatetitdaestrument. Because the value of notes
payable in credits in lieu of cash directly refettie credit enhancement obtained from AIG, thenortized cost relating to the credit
enhancement will cease to be separately carriath asset on Company’s condensed consolidated leadfieet and is incorporated in notes
payable in credits in lieu of cash.

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

Fair Value Measurements Using:

Total Level 1 Level 2 Level 3
Assets:
Credits in lieu of cas $53,23( $— $53,23( $—
Prepaid insuranc — — — —
Total asset $53,23( $—  $5323( $—
Liabilities:
Notes payable in credits in lieu of ce $53,23( $— $53,23( $—

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

The Company elected to account for both credit®inof 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 assumptimatsmarket participants use in evaluating
these financial instruments.

Prepaid insurance

The Company has determined that the effect of tbdittenhancement 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 teditenhancement ceased to be separately
carried as an asset on the Company’s condensedlictaied balance sheet and is incorporated in raagable 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
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yields of various AIG notes with similar maturitisseach of the Compa’s respective Capcos’ debt. The Company electelistmontinue
utilizing AlIG’s 7.70% Series A-5 Junior Subordingt@ebentures (the “AlG Debentures”) because thmsg maturity debentures began to
trade with characteristics of a preferred stockraftlG received financing from the United Statessr&oment. The Company considers the
AIG Note Basket a Level 2 input under fair value@mting, since it is a quoted yield for a simliability that is traded in an active exchar
market. The Company selected these AIG Note Basisetise most representative of the nonperformaskeassociated with the CAPCO
notes because they are AIG issued notes, are lgdiimded and because maturities match Crediteindf cash and Notes payable in credits
in lieu of cash.

After calculating the fair value of both the Credit lieu of cash and Notes payable in creditéen 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 theshbatyable 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 June 30, 2009, the present value of the tzédliieu of cash was $49,388,000 and notes payialitredits in lieu of cash was
$49,644,000. On that date, the yield on the AlGa\®asket was 18.27%. As of September 30, 2009jatesthe Company revalued the asset
and liability, the yields on the AIG notes avera@e@B% reflecting changes in interest rates imtlagketplace. This decrease in yield
increased both the fair value of the credits io ¢ cash by $7,244,000 to $52,819,000 from an ebggevalue of $45,574,000 assuming the
yield had remained unchanged from June 30, 20@Btrenfair value of the notes payable in creditsen of cash by $7,365,000
$53,230,000 from an expected value of $45,865,880raing the yield had remained unchanged from 30n2009. The Company increased
the value of the credits in lieu of cash to eqghaltalue of the notes payable in credits in lieaasth because the credits in lieu of cash can
only be used to satisfy the liability and must ddha value of the notes payable in credits in bégash at all times. The net change in fair
value reported in the Company’s condensed congstidstatement of operations for the three and mioeth periods ended September 30,
2009 was a gain of $34,000 and $1,044,000, reygbgeti

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

OTHER FAIR VALUE MEASUREMENTS
Assets and Liabilities Measured at Fair Value oNa@n-recurring Basis are as follows (in thousands):

Fair Value Measurements at Reporting Date

Using:
Total Level 1 Level 2 Level 3
Assets
Impaired loan $ 8,93¢ $ — $ — $8,93¢
Other ree-estate owne 38€ — 38€ —
Total assets $ 9,32( $ — $ 38¢€ $8,93¢

Impaired loans

Impairment of a loan is measured based on the prestie of expected future cash flows discountatieloan’s effective interest rate,
or the fair value of the collateral if the loarcllateral dependent. Impaired loans for whichadhgying amount is based on fair value of the
underlying collateral are included in assets apomed at estimated fair value on a non-recurriagjd) both at initial recognition of
impairment and on an on-going basis until recowergharge-off of the loan amount. The determinatibimpairment involves managemest’
judgment in the use of market data and third pastimates regarding collateral values. Valuatiorthe level of impaired loans a
corresponding impairment affect the level of theerge for loan losses.
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Other real-estate owned (included in Prepaid expsrand other assets)

The estimated fair value of other real-estate owse@lculated 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 withisgaawr 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 Florid®@ of the portfolio) and New York (11% of the poltb). Below is a summary of the activity
in the SBA loans held for investment, net of SBArdoss reserves for the nine months ended Septe88b2009 (In thousands):

Balance at December 31, 2C $26,91:
SBA loans funded for investme 1,08(
Payments receive (2,84¢)
SBA loans held for investment, sc (400
Provision for SBA loan losse (1,320
Loans foreclosed into real estate ow (67)
Discount on loan originations, n 49
Balance at September 30, 2( $23,40¢

Below is a summary of the activity in the reserelban losses for the nine months ended Septe8het009 (In thousands):

Balance at December 31, 2C $3,42(
SBA loan loss provisio 1,32(
Recoveries 131
Loan charg-offs (857)
Balance at September 30, 2( $4,01¢

Below is a summary of the activity in the SBA lodredd for sale for the nine months ended Septe®®e2009 (In thousands):

Balance at December 31, 2C $ 6,13
Loan originations for sal 3,97¢
Loans solc (10,109
Balance at September 30, 2( $ —

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 SeptemberZIn9 and December 31, 2008, net SBA loans recieiVedid for investment with
adjustable interest rates amounted to $22,283,00%25,948,000, respectively.

For the nine months ended September 30, 2009 &0 & Company funded approximately $5,056,000%21d172,000 in loans and
sold approximately $8,609,000 and $10,311,000 ®ftiaranteed portion of the loans, respectively.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of Saptr 30, 2009 and December 31,
2008 amounted to $468,000 and $626,000, respegtivel
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At September 30, 2009 and December 31, 2008, itofmEired non-accrual loans amounted to $8,934,00068,682,000, respectively.
For the nine months ended September 30, 2009 ariddyear ended December 31, 2008, the averagadsbf impaired non-accrual loans
was $7,544,000 and $5,837,000, respectively. Apprately $3,044,000 and $2,294,000 of the allowdncéoan losses were allocated
against such impaired non-accrual loans, respégtiVae following is a summary of SBA loans held fovestment as of:

September 3C December 31
(In thousands): 2009 2008
Due in one year or le: $ = $ 61
Due between one and five yei 1,59 1,415
Due after five year 27,38t 30,46¢
Total 28,98: 31,94
Less: Allowance for loan loss (4,019 (3,420
Less: Deferred origination fees, t (1,56)) (1,61))
Balance (net $ 23,40¢ $ 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
measures all separately recognized servicing aisstddly at fair value, if practicable. The Compareviews capitalized servicing rights for
impairment which is performed based on risk stratéch are determined on a disaggregated basis gineepredominant risk characteristics
of the underlying loans. The predominant risk cbiastics are loan term and year of loan origorati

The changes in the value of the Company’s servidgtgs for the nine months ended September 309 2@fe as follows:

(In thousands):

Balance at December 31, 2C $2,28:
Servicing assets capitaliz: 73t
Servicing assets amortiz: (599
Balance at September 30, 2( $2,42:

The estimated fair value of capitalized serviciights was $2,422,000 and $2,282,000 at Septemh&08@ and December 31, 2008,
respectively. The estimated fair value of servicsgets at both balance sheet dates was deterasimgda discount rate of 16.8%, weighted
average prepayment speeds ranging from 1% to 18pgndling upon certain characteristics of the laatf@io, 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 cosetitconsolidated balance sheets.
The unpaid principal balances of loans serviceaftbers were $137,703,000 and $141,587,000 aspé®ber 30, 2009 and December 31,
2008, respectively.

NOTE 6 — INCOME TAXES:

The Company’s effective tax rate was impacted dutire quarter by the release of a valuation all@gaihe Company had previously
taken a valuation allowance on certain 2008 lobseause at the time the Company did not have srifievidence to believe it would utilize
these losses.
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NOTE 7 — EARNINGS (LOSS) PER SHARE:

Basic earnings (loss) per share is computed bas#ueonveighted average number of common sharetaadiag during the period. The
dilutive effect of common share equivalents istiled in the calculation of diluted loss per shary @ahen the effect of their inclusion wot
be dilutive.

The calculations of earnings (loss) per share were:

Three months Nine months
Ended Ended

September 30: September 30:
(In thousands except per share data): 2009 2008 2009 2008
Numerator:
Numerator for basic and diluted E~ earnings (loss) available to common

shareholder $ 78z $(2,74) $ (83)) $(7,427)

Denominator for basic EF- weighted average shar 35,63 35,62¢ 35,62¢ 35,77
Effect of dilutive securitie 12t — — —
Denominator for diluted EP— weighted average shar 35,75¢ 35,62¢ 35,62¢ 35,77
Earnings (loss) per share: Basic and dilt $ 0.0z $ (0.0¢ $ (0.02) $ (0.2))
The amount of ar-dilutive shares/units excluded from above is a®¥ed:
Stock options 1,48¢ 1,85¢ 1,48¢ 1,65¢
Warrants 21¢ 21¢ 21€ 21¢
Contingently issuable shar 97 40:< 97 40:<

NOTE 8 — SUBSEQUENT EVENTS:

On October 29, 2009, the Board of Directors voteduthorize payment of a one-time dividend of twate per common shares
outstanding. The one time dividend will be payablshareholders of record on November 25, 2009oaidion or about December 8, 2009.

NOTE 9 — SEGMENT REPORTING:

Operating segments are organized internally prignbyi the type of services provided. The Company diggregated similar operating
segments into six reportable segments: Electramjengnt processing, Web hosting, Small businessdémaAll other, Corporate and Capcos.

The Electronic payment processing segment is aggene of credit card transactions, as well as &eter of credit card and check
approval services to the small- and medium-sizesiness market. Expenses include direct costs @edin a separate line captioned
electronic payment processing costs), professieeal, salaries and benefits, and other generahdmihistrative costs, all of which are
included in the respective caption on the condegsedolidated statements of operations.

The Web hosting segment consists of NTS, acquirdldily 2004. NTS'’s revenues are derived primariyf web hosting services and
consist of web hosting and set up fees. NTS gesemx¢penses such as professional fees, payrobierefits, and depreciation and
amortization, which are included in the respectigption on the accompanying condensed consolidis¢eiments 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
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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 Erah$§BC which provides accounts receivable finagcbilling and accounts
receivable maintenance services to businesses. NEBérates revenues from sales of loans, senvicamgne for those loans retained to
service by NSBF and interest income earned onoiduasl themselves. The lender generates expensetef@st, professional fees, salaries and
benefits, depreciation and amortization, and piowi$or loan losses, all of which are includedhe tespective 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 consolidéibeinsents of operations.

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

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

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

Management has considered the following charatiesigrhen making its determination of its operatimgl reportable segments:
» the nature of the product and servic
» the type or class of customer for their products services
» the methods used to distribute their products ovige their services; ar
« the nature of the regulatory environment (for exkanipanking, insurance, or public utilitie

The accounting policies of the segments are the senthose described in the summary of signifiaaobunting policies.
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The following table presents the Company’s segrivdatmation for the periods ended September 30920@ 2008 and total assets as
of September 30, 2009 and December 31, 2008 (lugdrals):

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

months endec months endec months endec months endec

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

2009 2008 2009 2008
Third Party Revenue
Electronic payment processil $ 18,11t $ 15,98¢ $ 50,77¢ $ 47,13¢
Web hosting 4,74¢ 4,59( 14,12¢ 13,37
Small business financ 1,47¢ 1,64 4,88t 5,592
Capcos 2,29¢ 1,75k 6,60¢ 4,99:
All other 311 402 2,017 1,70¢
Corporate activitie 712 1,16¢ 2,49i 4,72¢
Total reportable segments 27,66( 25,547 80,91« 77,52¢
Eliminations (8498) (1,304 (2,904 (5,13€)
Consolidated Total $ 26,81 $ 24,24 $ 78,0U $ 72,39:
Inter -Segment Revenu
Electronic payment processi $ 64 $ 19 $ 16( $ 55
Web hosting 96 56 29¢ 134
Small business financ 18 80 54 84¢
Capcos 467 45¢ 1,36( 1,42
All other 167 23t 447 594
Corporate activitie 44~ 51¢ 1,36¢ 1,60(
Total reportable segments 1,257 1,36 3,67¢ 4,65¢
Eliminations (1,257% (1,367%) (3,67¢) (4,65%)
Consolidated Total $ — $ — $ — $ —
Income (loss) before benefit (provision) for incoméaxes
Electronic payment processi $ 1,08¢ $ 1,11« $ 3,117 $ 3,367
Web hosting 1,027 89¢ 2,86( 2,24¢
Small business financ (75€) (1,499 (2,099 (3,787
Capcos (873) (1,520 (3,040 (5,869
All other (271 (575) (120 (1,527%)
Corporate activitie (1,319 (1,227%) (4,66€) (3,89€)
Totals $ (1,099 $ (2,800 $ (3,959 $ (9,469
Depreciation and amortization
Electronic payment processi $ 421 $ 55¢ $  1,30¢ $ 1,67¢
Web hosting 51€ 80¢ 2,07(C 2,441
Small business financ 232 277 70t 862
Capcos 4 10 16 71
All other 34 23 96 26C
Corporate activitie 10t 96 33¢ 34
Totals $ 1,31 $ 1,772 $ 453 $  5,34¢
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As of As of
September 3C December 31

2009 2008

Identifiable assets
Electronic payment processi $ 14,20: $ 15,430
Web hosting 12,60¢ 14,08(
Small business financ 39,49 48,36
Capcos 62,48¢ 81,07«
All other 6,491 7,51t
Corporate activitie 3,99/ 3,06t
Consolidated total $ 139,27. $ 169,52°
Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends rbtatéhe results of operations and financial pasitdf the Company together with its
subsidiaries. This discussion and analysis shoeldead in conjunction with the 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 othervise 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 witlhinmeaning of that term in Section 27A of thauées Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 18&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 aregirently subject to risks and uncertainties, sofngtich cannot be predicted or
qguantified. Future events and actual results califter materially from those set forth in, conteatpd by or underlying the forward-looking
statements. Newtek does not undertake, and s@dlgifitisclaims, 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 operatieua different set of rules in each of the 89dittions and that these place varying
requirements on the structure of our investmentsoime cases, particularly in Louisiana, we dopitcol the equity or management of a
qualified business but that cannot always be preskarally or in written presentations.

We 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 September 30, 2009, we had&#%;000 customer accounts. We use state-of-thesab-based proprietary technology
to be a low cost acquirer and provider of prodactd services to our small- and medium-sized busickents. We partner with Chartis (the
property/casualty insurance companies of AlG),Lthéno Coalition, Morgan Stanley, the Credit Unidational Association with its 7,800
credit unions and 91 million members, Navy Fed€raldit Union with 3.4 million members, Pershing@SFinancial Services, Inc., the
nation’s largest credit union service organizatiéiserv Solutions, Inc. d/b/a IntegraSys, and athelt of whom have elected to offer certain
of our business services and financial productserahan provide some or all of them directly toeit customers. We have deemphasized our
Capco business in favor of growing our operatingifiesses and do not anticipate creating any newd3dap the foreseeable future.

For the quarter ended September 30, 2009, the Gondbstantially reduced its loss before benefib\jsion) for income taxes to
$(1,099,000) from $(2,800,000) in the same quaft@008. On October 20, 2009 the Company enteredciontracts with the Federal Dept
Insurance Corporation to provide consulting sewiceconnection with failures of banks holding SBéaranteed loans and to provide
servicing of those loans. This reduction in lossdastrates continued improvements in operations Wwireases in revenue being matched to
reductions in operating expenses, other than eleictr
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payment processing costs, including reductiongiaries and benefits. We had net income of $782 @@mprovement of $3,529,000 over
2008 primarily from the release of a valuation atimce on a deferred tax asset which increasedethefibfor income taxes and also the
attribution of net loss to non-controlling interesinder the new accounting rules. Total revenugeased by $2,569,000 to $26,812,000, or
10.0%, from $24,243,000 for the quarter ended Seipee 30, 2008 principally due to increased revemuése Electronic payment
processing, Web hosting, Small business finana Gapco segments, offset by a decrease in revérmmeour All other segment. The
reduction in the net loss of $3,529,000 from thedtuarter of 2008 reflects improvements in incdnoen operations for the Web hosting
segment from increased sales, a decrease in thesléer the Small business finance, Capco, andtAér segments and a reduction in exp
in the Corporate segment offset by slightly deaddacome from operations for the Electronic paynhpeacessing segment. The gross
margin in Electronic payment processing continwededcrease and is anticipated to continue to negjgtimpact profitability for the segment
throughout 2009.

Improving conditions for the secondary market foagnteed loan sales and changes to the SBA A@plmgram in the second quarter
have permitted us to begin lending again. As ott&aper 30, 2009, we had approximately $12,539,a@6tanding under the $15,000,000
GE line of credit of which the Company guarantegs$au$15,000,000 of the advances. On July 22, 20®8ntered into a Fifth Amendment
and Consent (the “Fifth Amendment”) to the Credirdement dated as of August 31, 2005 between N8BFsaneral Electric Capital
Corporation (GECC) which made certain changesértéhms of the warehouse lending facility providetSBF. The Fifth Amendment
reduced the aggregate total of the credit fadibt$15 million, adjusted the interest rate and oteens and extended the maturity date from
August 31, 2009 to May 31, 2010 based upon progiesswn by NSBF in obtaining a commitment for a agpiment lender. Upon the Fifth
Amendment becoming effective the Company partipdlid down the line by $1,200,000, in addition tomal collections on the line. There
can be no assurance that we will be able to renewredit line with GE, or that we will be ablertegotiate an alternate arrangement. Failure
to obtain replacement financing will have a matatverse effect on our business.

Improvement in operations provided the Company wahitive operating cash flow for the quarter amalfirst nine months of 2009.
Cash and cash equivalents decreased to $15,57@&,088ptember 30, 2009 from $16,852,000 on DeceBhez008 reflecting the use of
operating cash to pay down the GE warehouse lerfduility. Overall, we believe that throughout 20 Company has and will continue to
enjoy both the full year benefit from the expensductions made in 2008 in the Small business fiaaalt other and Corporate segments as
well as the continuing cost cutting efforts in 2009

Our operating businesses are dependent on théleédtie small- and mediusized segments of the U.S. economy. The reduatidime
availability of credit and the weak economy has aambgative impact on consumer and commercial spgmehich in turn most likely has
and could continue to adversely impact Newtek’slsimesiness customers. In addition, the weak ecgnlbas negatively impacted the value
of commercial and residential real estate, whidhlddadversely impact the collateral securing tramlportfolio of our SBA Lending segment.

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 Nevge&ommon stock had closed below the minimum $p&0share requirement for continued
inclusion on the Nasdaq Global Market under Mardeetp Rule 4450(a)(5) (the “Rule”). In accordancthwilarketplace Rule 4450(e)(2), the
Company was given 180 calendar days, or until Falr, 2009, to regain compliance with the Rulee Tditer also indicated that if the
Company did not regain compliance by February 9920lasdaq would provide written notification tiNgwtek’s common stock will be
delisted. On October 16, 2008, Nasdag announcgdt thas suspending the rules requiring a minimun®8 closing bid price and a
minimum market value of publicly held shares ubgcember 19, 2008, and on December 19, 2008 tipessi®on 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@r 2009 to regain compliance. The Company can meg@inpliance, either during the
suspension or during the compliance period resumfteg the suspension, by achieving a $1 closidgobice for a minimum of 10
consecutive trading days. At the current marketgarihe Company would not regain compliance, aatktihan be no assurance that the
Company would be able to do so by November 27, 2B0%vever, the Company and its Board of Directoesansidering steps that could be
taken either to achieve compliance or obtain aoloditi time within which to achieve compliance bytttate. If the Company is unable to
regain compliance, it faces delisting. In the exbat the common stock is delisted, there can bassarance that an active public market for
our stock can be sustained or that current traldingls can be sustained or not diminished.

The Company’s reportable business segments are:

Electronic Payment ProcessingCredit card and debit card processing, check ceimmeiand ACH solutions for the small- and medium-
sized business market.
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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 qualifgmgll businesses, which are partially guaranteetth®BBA. Texas Whitestone Group
performs the closing function for all SBA 7(a) Ilsamnderwritten by NSBF. CDS Business Services,(ib/a Newtek Business Credit)
provides financing services to businesses by psinbaheir receivables at a discounted rate. Intimag the Company provides billing
and accounts receivable maintenance services todsses.

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

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

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

Segment Results:

The results of the Company’s reportable segmemthéthree and nine months ended September 30,2002008 are discussed
below.

Electronic Payment Processing

Three months
ended September 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Electronic payment processil $18,10¢ $15,96¢ $2,14( 13%
Interest incom 7 16 9 (56)%
Total revenue 18,11t 15,98¢ 2,131 13%
Expenses
Electronic payment processing cc 15,36¢ 13,07: 2,29¢ 18%
Salaries and benefi 962 97¢ a7 (2)%
Professional fee 62 49 13 27%
Depreciation and amortizatic 421 55¢ (137 (25)%
Other general and administrative cc 21€ 212 4 2%
Total expense 17,025 14.,87( 2,15 15%
Income before benefit (provision) for income ta $ 1,08¢ $ 1,114 $ (26) (2)%

Three months ending September 30, 2009 and 2008:

Electronic payment processing revenue increasedi82)00 or 13% between periods principally duéngodverall impact of growth in
organic revenue of approximately 15% while reverfue® acquired portfolios decreased overall revegnasvth by slightly less than 2%
between periods due to merchant attrition. The gramorganic revenue was partially due to the iotdi an increase in the average number
of merchants under contract between years of 7%ddlition, the average monthly processing volumrenperchant increased 8% between
years. The increase in the average monthly praogssilume per merchant in 2009 reflects the efééseveral larger than average si
volume new merchants added in 2009 as well as tncel trend of an increase in transaction couated fees. Total transactions processed
increased 19% between years, including an incrieasgeck card transactions of 21% between periods.
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Electronic payment processing costs increased 8220 or 18% between years. Electronic paymentgasing costs resulting from
acquired portfolios had the overall effect of dasiag such cost by approximately 1% between pedodsto merchant attrition. Organic
electronic payment processing costs had the effaocreasing total electronic payment processimgisby 19% between years. Processing
revenues less electronic payment processing castr(fin”) declined approximately 3.0% from 18.19%2008 to 15.1% in 2009. The 3.0%
reduction in the margin includes 1.8% due to insegaresidual payments made to certain third-patgsseferral sources and the growth of
such thirdparty sales on a sales mix basis. A lower contigiouio margin from acquired portfolios contributaa additional .7% to the decli
in margin. The remaining reduction in such margghaeen periods is principally due to the effectsahpetitive pricing pressures for new
and existing merchants between years.

Excluding electronic payment processing costs,rathsts decreased $137,000 or 8% between yearse@aiion and amortization
decreased $137,000 between periods. The decredsegri@ciation and amortization is principally daetpreviously acquired portfolio
intangible asset becoming fully amortized durin@2@nd the effect between years of a portfolio iinmpant charge recorded in the fourth
quarter of 2008. The total of all other costs wamehanged between years.

Income before benefit (provision) for income tadesreased $26,000 to $1,088,000 in 2009 from $]0004n 2008. The decrease in
income before benefit (provision) for income taike2009 is principally due to the lower processingrgin partially offset by an overall
reduction in other costs between years.

Nine months
ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Electronic payment processi $50,74¢ $47,07( $3,67¢ 8%
Interest incom 30 64 (34) (53)%
Total revenue 50,77¢ 47,13¢ 3,64 8%
Expenses
Electronic payment processing cc 42,41 38,22 4,19: 11%
Salaries and benefi 3,08¢ 3,021 65 2%
Professional fee 17¢€ 201 (25) (12)%
Depreciation and amortizatic 1,30¢ 1,67¢ (373 (22)%
Other general and administrative cc 68E 651 34 5%
Total expense 47,667 43,77: 3,89/ 9%
Income before benefit (provision) for income ta $ 3,111 $ 3,361 $ (250 (1%

Nine months ending September 30, 2009 and 2008:

Electronic payment processing revenue increaseéaV83)00 or 8% between periods principally due &odberall impact of growth in
organic revenue of approximately 9% while reverfu@® acquired portfolios decreased overall revegnasvth by 1% between periods due
merchant attrition. The growth in organic revenwes\partially due to the impact of an increase éaterage number of merchants under
contract between years of 9%. The average montblygssing volume per merchant increased less Habetween years.

Electronic payment processing costs increased 3400 or 11% between years. Electronic paymentgasing costs resulting from
acquired portfolios had the overall effect of dasiag such costs by approximately 2% between pgedoe to merchant attrition. Organic
electronic payment processing costs had the effdocreasing total electronic payment processiogt by 13% between years. Processing
revenues less electronic payment processing castr(fin”) declined approximately 2.4% from 18.8%2008 to 16.4% in 2009. The 2.6%
reduction in the margin includes 1.7% due to insegaresidual payments made to certain third-patgsseferral sources and the growth of
such thirdparty sales on a sales mix basis. A lower contidiouio margin from acquired portfolios contributea additional .1% to the decli
in margin. The remaining reduction in such margihaeen periods is principally due to the effectsahpetitive pricing pressures for new
and existing merchants between years.

Excluding electronic payment processing costs,rathsts decreased $299,000 or 5% between yearse@afion and amortization cost
decreased $373,000 between years. The decreasprigcition and amortization cost is principallydo a
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previously acquired portfolio intangible asset baagy fully amortized during 2009 and the effectvibetn years of a portfolio impairment
charge recorded in the fourth quarter of 2008. Reimg costs increased $74,000 between years aeshé of an increase in the use and cost
of services related to information technology aalés and marketing related services.

Income before benefit (provision) for income tadesreased $250,000 to $3,111,000 in 2009 from $3)86 in 2008. The decrease in
income before benefit (provision) for income taike8009 is principally due to the lower processingrgin partially offset by an overall
reduction in other costs between years.

Web Hosting
Three months
Ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Web hosting $ 4,74% $ 4,58¢ $ 157 3%
Interest incom 3 4 (1) (25)%
Total revenue 4,74¢ 4,59( 15€ 3%
Expenses
Salaries and benefi 1,31¢ 1,18: 13€ 11%
Interest 34 15 19 127%
Professional fee 94 27 67 24&%
Depreciation and amortizatic 51€ 80¢ (292) (36)%
Other general and administrative cc 1,75¢€ 1,65¢ 97 6%
Total expense 3,71¢ 3,692 27 1%
Income before benefit (provision) for income ta $ 1,025 $ 89¢ $ 12¢ 14%

Three months ended September 30, 2009 and 2008:

The segment derives revenue primarily from montbbturring fees from hosting websites. Web hostevggnue between periods
increased $157,000, or 3%, to $4,743,000 for theetmonths ended September 30, 2009 over the senmoe n 2008 due to a combination
of improved revenue per website offsetting a deseréa the average number of hosted websites. Agaranthly revenue per site increased
10% to $24.51 from $22.19. NTS utilized plan enleements as well as new higher priced service offerio help drive growth in revenue.

The total average number of sites for the nine moehded September 30, 2009 as compared to thepsaind in 2008 decreased 4,:
sites, or 6%, to 64,499 from 68,896. A 4,383 ord@érease in average number of shared sites to B W09 from 66,570 in 2008 accou
for most of the lost sites; this recent trend afrdasing shared websites since the fourth quair20@s8 reflects the effects of a deliberate p
increase to improve profitability of the lowestqad plans as well as economic conditions and iseaompetition. The additional 155
average number of virtual dedicated websites irD2@tew service offering which was not offeredhia beginning of 2008, offset the
decrease in the average number of total dedicagddives by 168 in 2009 as compared to 2008, ot@®,144 from 2,312. 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#esdimproved as well reflecting
better pricing and utilization of higher priced péaby customers and increases in additional optievenue.

Total expenses increased 1% or $27,000 to $3,7@906h $3,692,000 for the three months ended Sepel0, 2009 as compared to
the same period 2008. The increase in total exgenas due to a $136,000 increase in salaries arefiteedue to the hiring of additional se
and technology staff to support future revenue ginawitiatives, a $67,000 increase in professideas mainly for legal fees associated with a
prior lease, a $97,000 increase in other genethhdministrative costs mainly due to bad debt egspeand a $19,000 increase in interest
expense relating to the outstanding $2.5 milliotenoffset in part by a $292,000 decrease in dégien and amortization mainly result of
intangibles being fully amortized as of June 3M20

Income before benefit (provision) for income taieseased 14% or $129,000 to $1,027,000 for theethmonths ended September 30,
2009 from $898,000 for the same period 2008. Thrawvement in profitability primarily resulted frothe decrease in depreciation and
amortization; increases in other expenses offgeg#in in revenue quarter over quarter.
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Nine months
ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Web hosting $14,117 $13,36: $ 75€ 6%
Interest incom 11 12 (D) (8)%
Total revenue 14,12¢ 13,37: 758 6%
Expenses
Salaries and benefi 3,74¢ 3,59¢ 15z 4%
Interest 10C 45 55 122%
Professional fee 203 81 122 151%
Depreciation and amortizatic 2,07(C 2,441 (371) (15)%
Other general and administrative cc 5,14¢ 4,961 18t 4%
Total expense 11,26¢ 11,124 144 1%
Income before benefit (provision) for income ta $ 2,86( $ 2,24¢ $ 611 27%

Nine months ended September 30, 2009 and 2008:

The segment derives revenue primarily from montaburring fees from hosting websites. Web hostewgnue between periods
increased $756,000, or 6%, to $14,117,000 for the months ended September 30, 2009 over the sariwel 2008 due to improved revenue
per website and organic growth of hosted virtuabsites, which was a new service offering succelgsfalinched in the third quarter of 2008.
NTS sales promotions and service and plan enhamterfaled to drive growth in sites but did helpngrove revenue

The increase in revenue reflects an increase irageemonthly revenue per site of 9% to $23.88 ff21h.82 offset by a decrease in the
average number of total websites by 2,347 for the months ended September 30, 2009 as compatkd same period in 2008, or 3%, to
65,678 from 68,025. Improvement in monthly revepaesite primarily reflects the greater growth irual dedicated sites, the customers
gravitating towards higher end services combinatl ailditional options, and is also a result ofiagopchange to our lowest priced plan in the
third quarter of 2008. The average number of déditwebsites, which generate a higher monthly é&reus shared websites, decreased by 6:
between periods, or 3%, to an average of 2,185np&th from an average of 2,247 per month for tteesperiod in 2008. The average
number of shared websites decreased 2,417, orodéh, average of 63,356 per month for the nine nwatided September 30, 2009, from an
average of 65,356 per month for the same perio®.20Be decreasing trend in total shared and desticsite counts began in the fourth
quarter of 2008. This change in trend reflectscitvtinuing economic conditions, which started impagcthe web hosting segment in the
fourth quarter of 2008, along with increased coritipet, a deliberate price increase by the hostingsibn to improve profitability of the
lowest priced plans, and the move of high-end shasers and low-end dedicated users to the newrHypéan.

Total segment expenses increased at 1%, or $1446Q@@mpared to the 6%, or $755,000, growth ipmaes for the nine months en
September 30, 2009. The majority of the 1% or $1@@ jncrease in expenses between periods refladteeease in other general and
administrative costs of $185,000, an increaselaries and benefits of $153,000, an increase arést expense of $55,000, and an increa
professional fees of $122,000 offset by a decre@mdepreciation and amortization expense of $37.,08 a percent of sales, other general
and administrative costs, depreciation and amditizaand salaries and benefits have decreasebatperiods as a result of management’s
efforts to maintain and improve cost efficiency eTihcrease in other general and administrativesamas primarily due to a $64,000 increase
in SSL certificates and domain costs, a $42,006ease in utilities, a $47,000 increase in marketn§32,000 increase in processing and
other costs and a $112,000 increase in bad debkherpmainly attributable to the poor economicremvhent. The increases were offset in
part by a $66,000 decrease in internet and comratioits, a result of renegotiations of internet satephone contracts, and an approximate
decrease of $49,000 in licenses and permits. 8alarid benefits increased $153,000, at a lowethaterevenue growth. The $371,000
decrease in depreciation and amortization was piliyrdue to the intangibles being fully amortizedlane 30, 2009 and the slowing of caj
expenditures as a result of consolidation effartthe shared segment to allow for more efficiemt ofsthe already existing equipment within
the datacenter and the decrease in the numbedafaded sites. The increase of $122,000 in pradessifees was due to higher audit and |
fees in the nine months ended September 30, 2009.

Income before benefit (provision) for income takeseased 27% or $611,000 to $2,860,000 for the mionths ended September 30,
2009 from $2,249,000 for the nine months endede3eipér 30, 2008. The improvement in profitabilitynparily
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resulted from increased web site plan sales; éffdgt imbedded rent, utility and software licengiiees contributed more revenue.
Maintenance of current staffing levels and otharegal and administrative cost in the first nine therof 2009 contributed to the
improvement in income as well. Due to managemdatas on cost efficiency, continued growth in revershould result in improved future
profits and margins.

Small Business Finance

Three months
ended September 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Premium incom $ 14z $ $ 147 2,94(%
Servicing fee 421 43¢ ()] (4)%
Interest incom 31¢ 611 (299 (48)%
Management fee 14¢€ 14€ — — %
Other income 451 457 (6) (1)%
Total revenue 1,47¢ 1,64 (169) (10)%
Expenses
Salaries and benefi 682 91¢ (23€) (26)%
Interest 36¢€ 482 (117 (24)%
Management fee 11& 11t — — %
Professional fee 101 8 93 1,162%
Depreciation and amortizatic 238 277 (44 (16)%
Provision for loan losse 38¢ 672 (284) (42)%
Other general and administrative cc 34¢ 66€ (319 (48)%
Total expense 2,234 3,141 (907) (29%
Loss before benefit (provision) for income ta: $ (75€) $(1,499) $ (738 (49%

Three months ended September 30, 2009 and 2008:

Revenue is derived primarily from premium on loales generated by the sale of the guaranteed aparanteed portions of SBA
loans, interest income on SBA loans held for invesit, servicing fee income on the guaranteed pwtid 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 Busi@essdit (“NBC”). Most SBA loans originated by NSBF charge an inter&te equal to th
Prime rate plus an additional percentage amouetintierest rate resets to the current Prime rate monthly or quarterly basis which will
result in changes to the amount of interest accforethat month and going forward and a re-amotitiraof a loan’s payment amount until
maturity.

As a result of the dislocation in the secondarykaifor 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 seqoiadter of 2009 have permitted
NSBF to begin lending again, although the temporatyire of its lending line, described below, haissed management to limit the ama
of loans NSBF will make. One new loan was origidateSeptember 2009, resulting in the sale of dn82¥,500 guaranteed portion in the
three months ended September 30, 2009, compageduaranteed portions sold aggregating $493,08@eiisame period for the prior year.
the three months ended September 30, 2008 NSBRdedy as required under SBA guidelines, $19,0q@rerhium for a loan that prepaid
within 90 days of settlement date which exceededathount of premium received on the five sold lodiesussed above and resulted in
recording negative premium income. The Company &spe generate additional premium income as NS&fiis to originate new loans in
increased volumes.

Servicing fee income related to SBA loans decreayefil 7,000 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 $35,000 for the three monthsezh8eptember 30, 2009 compared to
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$40,000 in the three months ended September 3@, 0@ average NSBF servicing portfolio for the feraended September 30, 2009 was
$124,043,000 compared with $125,948,000 for thetquanded September 30, 2008. NSBF only earngcgggpincome on the performing
loans within its own portfolio.

Interest income decreased by $293,000 due prim@ariydecrease in the average interest rate béaged to borrowers from 7.63% to
5.93% due to a reduction in the prime rate, a deserén the average outstanding portfolio from $3@,300 in the three months ended
September 30, 2008 to $28,947,000 in the threemsa@mded September 30, 2009, and an increase motiperforming NSBF portfolio from
an average of 16.8% to 30.0% for the three montdse September 30, 2008 and 2009, respectivdySBF does not originate and fund
new loans in substantial volumes, then its perfogyportfolio will continue to shrink as loans notipaay down principal and default,
further reducing its opportunity to earn interasd @ervicing income.

Other income decreased by $6,000 due to a dedreaseenue earned by NSBF of $97,000 primarilyilaitable to a decrease in the
number of loans prepaying as well as a decreass/énue earned on late payments. This decreasgenuie was partially offset by an
increase in revenue earned by Newtek Business tCFattithe three months ended September 30, 20B@, ihd revenue of $361,000 and
purchased $5,732,000 of receivables from an avamagfemer base of 116 compared to revenue of $88&0 $4,547,000 of receivables
purchased with an average customer base of 12ddhree months ended September 30, 2008.

Consideration in arriving at the provision for Idass includes past and current loss experiencegmiportfolio composition, future
estimated cash flows, and the evaluation of reatesnd other collateral as well as current ecanconditions. The quarterly provision for
loan loss decreased quarter over quarter by $284T0@: reserve for loan losses as compared to garsilio balance increased from
$2,779,000 at September 30, 2008 to $4,014,00e@eber 30, 2009. At September 30, 2009 and Septedd, 2008, total impaired non-
accrual loans amounted to $8,934,000 and $5,359r88pectively, with $3,043,000 or 34.0% and $1,080 or 32.8% 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 hasonddSBF's borrowers’ business
performance and the reduction in the value of thredwers’ assets underlying the impaired, nonaddoaas as well as lengthening the time
to liquidate such loans.

Salaries and benefits decreased by $236,000 asikh o€ staffing cutbacks in sales and originatiteif in connection with the lending
operation totaling $449,000 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 with the capapito quickly hire staff or obtain the services
of independent contractors as needed. This wastdffsan increase in headcount and salaries at df@6,000 for the same period.
Combined headcount decreased over 37% from 49pa¢i@ber 30, 2008, to 31 at September 30, 2009.

Professional fees for the three months ended Séyete8®, 2009 increased by $93,000 primarily duéosettlement of a contingent
liability in the prior year 3rd quarter which retd in a $98,000 reduction of legal expense.

After deducting the amortization of deferred finiugccosts associated with the lines of credit tgldNSBF and NBC of $81,000 for
three months ended September 30, 2008 and $13th00®: three months ended September 30, 2009¢sitexpense decreased from
$352,000 to $285,000 for the same periods, respdgtiThis decrease was primarily attributable ttearease in the prime lending rate on
which the financing costs associated with NSBF@ged from an average of 5.00% to a rate of 3.2&8ftey over quarter. This decrease in
the Prime rate was offset by an increase in theagpover prime being charged by General Elect@E("). In 2008, the spread over Prime \
0.25% whereas in the three months ending SepteBth&009, the spread was 3.09%. This increaseeisfghead was offset by a decrease in
the average amount outstanding under the GE deatlity. The average amount outstanding for the¢hmonths ended September 30, 2008
was $22,662,000 as compared with $13,801,000 dtinemgame period in 2009.

Other general and administrative costs decreas&3b§,000 due primarily to a reduction in forcedageld insurance costs of $71,000, a
reduction in loan processing costs due to the agtuof new originations of $58,000, a reductioridan recovery expenses of $74,000 due to
the number of loans going into default leveling agfcompared to the prior year as well as a regluati losses taken on the value of real e
owned, and general office, rent and utilities exgasn which are allocated based on headcount cd@88and a reduction in, all in connection
with the lending operation. Additionally, a reductiof $47,000 in bad debt expense recorded irhitee tmonths ended September 30, 20(
compared to the three months ended September G8,82MNBC.
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Overall, the reduction in segment revenue of $1@9,0ffset by a reduction of expenses totaling $3007, resulted in an improvement
in loss before benefit of income taxes of $738,faB@he three months ended September 30, 2009 véhnatiof September 30, 2008.

Nine months
ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Premium incom $ 72t $ 47z 252 54%
Servicing fee 1,24¢ 1,36( (119 (8)%
Interest incom 1,11« 1,95¢ (841) (43)%
Management fee 43¢ 43¢ — — %
Other income 1,361 1,36¢€ (5) — %
Total revenue 4,88t 5,592 (707) (13)%
Expenses
Salaries and benefi 2,12¢ 3,37¢ (2,250 (31%
Interest 1,15¢ 1,43¢ (280) (19%
Management fee 34k 34k — — %
Professional fee 25¢ 22¢ 31 14%
Depreciation and amortizatic 70E 863 (15¢) (18)%
Provision for loan losse 1,32( 1,52¢ (20¢) (14)%
Other general and administrative cc 1,068 1,59 (532) (33)%
Total expense 6,982 9,37¢ (2,399 (26)%
Loss before benefit (provision) for income ta $(2,097) $(3,787) $(1,690 (45)%

For the nine months ended September 30, 2009 andd0

Revenue is derived primarily from premium on loafes generated by the sale of the guaranteed aparanteed 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 receivdittoring and billing services, classified
as other income above, provided by Newtek Busi@essdit (“NBC”). Most SBA loans originated by NSBF charge an inter&te equal to th
Prime rate plus an additional percentage amouetintierest 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. As
a result of improving market conditions, the Compariginated two new loans, one in the second guarft2009 and one additional loan in
the third quarter of 2009. The first nine month®2@remium income, and the increase over the samedoin 2008, benefited primarily fro
a change in the method of valuing servicing asseted at the time of sale. The Company sold Hsagiieed loans in the nine months ended
September 30, 2009, aggregating $10,109,000 comhpa0 loans sold aggregating $10,311,000 in &éineesperiod for the prior year. With
the exception of the two new loans originated iA20he period’s sales primarily consisted of loamaled over previous quarters that had
been held for sale due to capital market conditidanagement made the business decision to selliiganteed loans available for sale
through March 31, 2009 at par with an average 4¥@3servicing due to low premium bids at the time.rore appropriately value the
servicing asset created under the secondary meokelitions earlier in the year, management utilizetiscounted cash flow model, which
uses valuation techniques to convert future amardssingle present amount and is based on the wadlicated by current market
expectations about those future amounts. The prarearned on those loans sold at par through MatcRB@9, reflects the valuation of the
newly created servicing assets, not cash earnibe dime of the sales. As a result of the secondwanket returning to somewhat normalized
levels beginning late in the second quarter 2089 Gompany began to originate loans and sold oamagteed loan aggregating $1,500,0C
a premium of 107.55% in the second quarter, ardi aobther in the third
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quarter 2009 in the amount of $1,327,000 with assed premium of 110.00%. Premiums on guarantesd $ales during the nine months
ended September 30, 2008 averaged 107.9%. The @gregpects to generate additional premium incom¥2BF begins to originate new
loans in increased volumes.

Servicing fee income related to SBA loans decreagebll 14,000 due to a decrease in the NSBF loasicggg portfolio and an increase
in non-performing loans, as well as a reductiothanfee income associated with the servicing c5BA portfolio for a savings bank in New
York which totaled $109,000 for the nine monthsexh&eptember 30, 2009 compared to $127,000 initleenmonths ended September 30,
2008. The average NSBF servicing portfolio for tiree months ended September 30, 2009 was $126FPEdnpared with $128,691,000
for the nine months ended September 30, 2008 whél@onperforming servicing portfolio increasechfr§17,923,000 at September 30, 2008
to $33,729,000 at September 30, 2009. NSBF onlyseservicing income on the performing loans wiitsrown portfolio.

Interest income decreased by $841,000 due prim@ardydecrease in the average interest rate basrged to borrowers from 8.44% to
5.92% due to a reduction in the prime rate, a @eseén the average outstanding portfolio from $83,200 in the nine months ended
September 30, 2008 to $30,453,000 in the nine nscenided September 30, 2009, and an increase motheerforming portfolio from an
average of 17.9% of the NSBF portfolio to 24.9%tfa nine months ended September 30, 2008 and 2&€}8:ctively. If NSBF does not
originate and fund new loans in substantial volunttesn its performing portfolio will continue toréhk as loans normally pay down principal
and default, further reducing its opportunity teremterest and servicing income.

Other income decreased by $5,000 due primarilyremaction in revenue earned by NSBF in the amofiii 60,000 attributable to a
decrease in the number of loans prepaying as welldecrease in revenue earned on late payments\&@tilie earned on loan originations.
This decrease was offset by an increase in reveaued by Newtek Business Credit. For the nine hwahded September 30, 2009, NBC
had revenue of $1,090,000 and purchased $15,508f0@@eivables from an average customer base®tathpared to revenue of $975,000
on $11,737,000 of receivables purchases with arageecustomer base of 121 for the nine months e8dptember 30, 2008. Additionally,
the nine months ended September 30, 2008, Smalh&ssLending, the holding company for NSBF recpgthi$60,000 in referral fee
income compared to $9,000 of corresponding reveaneed 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
decreased period over period by $208,000. Theveder loan losses as compared to gross portfaliarize increased from $2,779,000 or
9.02% at September 30, 2008 to $4,014,000 or 14 &38&ptember 30, 2009. At September 30, 2009 aptt@ber 30, 2008, total impaired
non-accrual loans amounted to $8,934,000 and $8889respectively, with $3,043,000 or 34.0% and@$17,000 or 32.8% of the allowance
for loan losses being allocated against such imgaion-accrual loans, respectively. The year oear increase in the reserve balance on an
absolute and as a percentage of impaired non-ddoeuss reflects the effects the recession hasonadSBF's borrowers’ business
performance and the reduction in the value of thredwers’ assets underlying the impaired, nonaddoaas as well as lengthening the time
to liquidate such loans.

Salaries and benefits decreased by $1,201,000esuik of staffing cutbacks in sales and origimastaff in connection with the lending
operation totaling $1,402,000 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 with the capapito quickly hire staff or obtain the services
of independent contractors as needed. This wastdffsan increase in headcount and salaries at {829,000 for the same period.
Combined headcount decreased over 37% from 49pa¢@ber 30, 2008, to 31 at September 30, 2009.

Professional fees for the nine months ended Seme8th 2009 increased by $31,000 primarily duer@daiction in contingent
expenses in the prior period as a result of faverabttlements.

After deducting the amortization of deferred finawgccosts associated with the lines of credit lgldNSBF and NBC of $393,000 for
the nine months ended September 30, 2008 and $®¥f0the nine months ended September 30, 2069 ¢est expense decreased from
$1,046,000 to $882,000 for the same periods, réispéc This decrease was attributable to a deer@athe prime lending rate on which the
financing costs are based from a weighted avera§et8% to a rate of 3.25% period over period. Tasrease in the Prime rate was offse
an increase in the spread over prime being charg&E. In 2008, the average spread over Prime wid@®®whereas in the nine months
ending September 30, 2009, the average spread.6H%2This increase in the spread was offset bycaeése in the average amount
outstanding under the GE credit facility. The ageramount outstanding for the nine months endete8gyer 30, 2008 was $20,226,000 as
compared with $15,671,000 during the same peri@Dd9.
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Other general and administrative costs decreas&b82,000 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 loamatighns. These cost reductions were partially ofigea $114,000 increase in loan recovery
expenses as a result of the increase in non-perfgrimans and the loss experienced on several RBfegies due to the impact of falling
real estate prices.

Although segment revenues fell $707,000 or 13%opesiver period, the Company’s cost cutting effsuscessfully reduced segment
expenses by $2,397,000 or 26%, reducing the Idssebbenefit of income taxes by $1,690,000 or 46%(R,097,000) for the nine months
ended September 30, 2009 from a loss of $(3,78Y fobehe nine months ended September 30, 2008 s&égment should continue to benefit
from cost reductions for the remainder of 2009.

Capcos
Three months
Ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Income from tax credit $2,23¢ $ 1,68( $ 554 33%
Interest incom 21 73 (52 (7)%
Other income 43 2 41 2,05(%
Total revenue 2,29¢ 1,75¢ 54:Z 31%
Expenses
Interest 2,26¢ 1,82¢ 44: 24%
Management fee 731 1,19C (459) (39)%
Professional fee 14C 10& 35 33%
Other general and administrative cc 66 81 (15) (19%
Total expense 3,20¢ 3,201 4 — %
Loss before fair market value adjustment and beg@fvision) for
income taxe: (907) (1,446 (539 (371%
Net change in fair market value of Credits in lgficash and Note
payable in credits in lieu of ca 34 (74) 10¢ 14€%
Loss before benefit (provision) for income ta $ (873 $(1,520) $ (647 (43)%

Three months ending September 30, 2009 and 2008:

As described in Note 3 to the condensed consotid@tancial statements, effective January 1, 2898 Company adopted fair value
accounting for its financial assets and finandailities concurrent with its election of the failue option for substantially all credits in lieu
of cash, notes payable in credits in lieu of casth @repaid insurance. These are the financial s.sset liability associated with the
Company’s Capco notes that are reported withirChipany’s Capco segment. The table above refleeteftects of the adoption of fair
value measurement on the income and expense iteawsr{e from tax credits, interest expense and arse expense) related to the revalued
financial assets and liability for the three monghsled September 30, 2009 and 2008. In additieméh change to the revalued financial
assets and liability for the three months endede®aiper 30, 2009 and 2008 is reported in the linet‘®hange in fair market value of Credits
in lieu of cash and Notes payable in credits in & cash”.

Revenue is derived primarily from non-cash inconeeftax credits. The increase in income from tadits for the third quarter 2009
revenue versus the third quarter 2008, reflectetfeet of the higher interest rate used undenfaiue 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.

33



Table of Contents

Expenses consist primarily of management fees anetash interest expense. Management fees decrg@®edr $459,000, to
$731,000 for the three months ended September089, fom $1,190,000 for the same period ended ZDB8 primary reason for the decline
was due to several Capcos insufficient cash resgsuManagement fees, which are eliminated on culaimn, are expected to decline in the
future as the Capcos mature and utilize their dishCapco does not have current or projected saffftient to pay management fees then
such fees are not accrued. Interest expense irtt@#96, or $443,000, to $2,268,000 for the threathmended September 30, 2009 from
$1,825,000 for the same period last year, reflgdtire higher interest rate used under fair valweaating.

Because the Company does not anticipate creatingem Capcos in the foreseeable future, the Capgment will continue to incur
losses going forward. The Capcos will continueamecash investment income on their cash balammkéaur 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.

Nine months
ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Income from tax credit $ 6,48:¢ $ 4,63¢ $1,84¢ 40%
Interest incom 82 358 (271) (7%
Other income 44 6 38 633%
Total revenue 6,60¢ 4,99: 1,61¢€ 32%
Expenses
Interest 7,52¢ 5,281 2,241 42%
Management fee 2,55¢ 4,792 (2,239 (47%
Professional fee 43¢ 48t (49 (10)%
Other than temporary decline in value of investra 15¢ — 15¢ — %
Other general and administrative cc 13 28C (267) (95)%
Total expense 10,69: 10,84 (157) (1)%
Loss before fair market value adjustment and beg@ivision) for
income taxe: (4,089 (5,85)) (1,767%) (30%
Net change in fair market value of Credits in leficash and Note
payable in credits in lieu of ca 1,044 (13 1,057 8,13(%
Loss before benefit (provision) for income ta $(3,040) $(5,869) $(2,824) (48)%

Nine months ending September 30, 2009 and 2008:

As described in Note 3 to the condensed consotid@tancial statements, effective January 1, 2898 Company adopted fair value
accounting for its financial assets and finandailities concurrent with its election of the failue option for substantially all credits in lieu
of cash, notes payable in credits in lieu of casth@repaid insurance. These are the financial s.sset liability associated with the
Company’s Capco notes that are reported withirCthimpany’s Capco segment. The table above refleeteftects of the adoption of fair
value measurement on the income and expense iteawsr{e from tax credits, interest expense and arse expense) related to the revalued
financial assets and liability for the nine mongmsled September 30, 2009 and 2008. In additioméahehange to the revalued financial
assets and liability for the nine months ended &aper 30, 2009 and 2008 is reported in the ling ‘tdange in fair market value of Credits
in lieu of cash and Notes payable in credits in b&cash”.

Revenue is derived primarily from non-cash inconeenftax credits. The increase in income from taedits revenue for the nine
months ended September 30, 2009 versus the samd peR008 reflects the effect of the higher ietdrrate used under fair value accounting
than that previously used under cost basis acamyinfihe amount of future income from tax crediteeraie will fluctuate with future interest
rates. However, over future periods, the amoutdotredits, and therefore the income the Compaltyegognize, will decrease to zero.

34



Table of Contents

Other general and administrative costs decreas&2®y,000 or 95% primarily due to the returned poemon a Capco insurance pol
which expired in April 2009, in the amount of $2800.

Expenses consist primarily of management fees anecash interest expense. Management fees decréa&edr $2,234,000, to
$2,558,000 for the nine month period ended SepteBMme2009 from $4,792,000 during the same perfdD08, which did not reoccur in
2009. The decrease was primarily due to the regayemanagement fees from one Capco totaling apprately $1,638,000 during the nine
months ended September 30, 2008. Management faad) are eliminated on consolidation, are expetterbntinue to decline in the future
as the Capcos mature and utilize their cash. &acG does not have current or projected cash &irffitco pay management fees then such
are not accrued. Interest expense increased 42$2,241,000, to $7,528,000 for the nine months ér8kptember 30, 2009 from $5,287,000
for the same period last year reflecting the hightarest rate used under fair value 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 imeg#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 fefuhe Capcos will continue to incur non-
cash interest expense.

All Other
Three months
Ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Interest incomt $ 10 $ 29 $ (19 (66)%
Insurance commissiot 201 22t (24) (11)%
Other income 10C 14¢ (48) (32%
Total revenue 311 40z (92) (23)%
Expenses
Salaries and benefi 37€ 57€ (200 (35)%
Professional fee 18 14¢ (130 (88)%
Depreciation and amortizatic 34 23 11 48%
Other general and administrative cc 154 23C (76) (33)%
Total expense 582 977 (395 (40)%
Loss before benefit (provision) for income ta: $ (27]) $ (575 $ (3049 (53)%

Three months ending September 30, 2009 and 2008:

The All Other segment includes revenues and expamsarily from qualified businesses that receiigestments made through the
Company’s Capcos which cannot be aggregated wliér aperating segments.

The revenue decrease of $91,000 is primarily dukealecrease in insurance commissions of $24,00@#ner income of $48,000 in
the third quarter 2009 as compared to the thirdtquaf 2008. Insurance commissions decreased #y08Q for the three month period ended
September 30, 2009 as compared to the three menthdpended September 30, 2008, due primarilyaff eduction and reorganization
negatively impacting new insurance sales as weatbia®nt economic conditions reducing the demanadéov policies. Interest income
decreased as a result of a decrease in cash anéaquisalents during the third quarter of 2009 @®gared with the third quarter of 2008. -
decrease in other income was primarily due to gGEBBrecovery in the third quarter of 2008 reldted qualified investment previously
written off that did not reoccur in the third quarbf 2009.

Salaries and benefits decreased by $200,000, ort8¥476,000 for the three months ended Septenthe&?®9, as compared to
$576,000 for same period 2008, as a result of stdiictions in the insurance agency and otheriestithe decrease in professional fees of
$130,000, or 88% to $18,000 for the third quartetezl 2009 as compared to $148,000 for 2008 waslyrdiie to a non-reoccurrence of
consulting expenses incurred in 2008 relating ¢ostomer data information and communication syst@ther general administrative costs
decreased by $76,000, or 33% to $154,000 for theé uarter ended 2009, as compared to $230,0020008.
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Loss before benefit (provision) for income taxesrdased by $304,000 during the third quarter oB28®compared with the third
quarter of 2008, primarily due to the decreasefal texpenses of $395,000 partially offset by therdase in total revenue of $91,000.

Nine months
Ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Interest incomi $ 39 $ 137 $ (99) (72)%
Insurance commissior 61¢ 81¢ (299) (24)%
Other income 1,35¢ 753 60€ 80%
Total revenue 2,01 1,70¢ 30¢ 18%
Expenses
Salaries and benefi 1,27(C 2,24¢ (97¢) (43)%
Professional fee 14z 21¢ (75) (34)%
Depreciation and amortizatic 96 71 25 35%
Other general and administrative cc 62€ 70C (72 (10)%
Total expense 2,13 3,23t (1,09¢) (34)%
Loss before benefit (provision) for income ta $ (120) $(1,527%) $(1,407%) (92)%

Nine months ending September 30, 2009 and 2008:

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

Revenue increased $309,000, or 18%, for the nimgmsaended September 30, 2009 as compared torteerdnths ended
September 30, 2008. The revenue increase con§st$696,000 increase in other income primarily ttua $1,000,000 recovery in the
second quarter of 2009 related to a qualified itmest previously written off, offset by a $199,0d€crease in insurance commissions and an
$98,000 decrease in interest income. The decradmsurance commissions for the nine month perfated September 30, 2009 as compared
to the nine month period ended September 30, 2@38dwe primarily to staff reduction and reorgamimahegatively impacting new
insurance sales as well as current economic congitieducing both the demand for new policies dsasecoverage levels for existing
customers. Interest income decreased as a realld@frease in cash and cash equivalents durirfgsheine months of 2009 as compared
with the first nine months of 2008.

Salaries and benefits decreased by $976,000, ortd 34,270,000 for the nine months ended SepteBme2009, as compared to
$2,246,000 for same period 2008, as a result &fretductions in the insurance agency and othetiesat The decrease in professional fees of
$75,000, or 34% to $143,000 for the nine monthedrigeptember 30, 2009 as compared to $218,00bd@ame period in 2008 was mainly
due to a nomeoccurrence of consulting expenses incurred ir826[&ting to a customer data information and comigation system offset k
a one-time reversal of broker commissions in tltoeise quarter of 2008.

Loss before benefit (provision) for income taxesrdased by $1,407,000 during the nine months eSdptember 30, 2009 as compz
with the nine months ended September 30, 2008 gpiliyrdue to the increase in revenues of $309,0@Dthe decrease in total expenses of
$1,098,000.
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Corporate activities

Three months
ended September 30:

(In thousands): 2009 2008 $ Change % Change
Revenue
Management fee $ 70C $1,15¢ $ (459 (40)%
Interest incom 9 10 (@D} (10)%
Other income 3 — 3 — %
Total revenue 712 1,16¢ (457) (39)%
Expenses
Salaries and benefi 1,072 1,39(C (31¢) (23)%
Interest — 10 (10 (100%
Professional fee 221 29t (74) (25)%
Depreciation and amortizatic 10t 96 9 9%
Other general and administrative cc 62€ 601 27 4%
Total expense 2,02¢ 2,392 (36€) (15)%
Loss before benefit (provision) for income ta $(1,314) $(1,227) $ 91 7%

Three months ended September 30, 2009 and 2008:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offtcapital. Management fi
revenue declined 40%, or $459,000, to $700,00€h®three months ended September 30, 2009 fron5$,0Q0 for the third quarter of 20(
Management fees, which are eliminated on consdadidaare expected to decline in the future as thpcGs mature and utilize their cash. If a
Capco does not have current or projected castcmiffito pay management fees, then such fees ascomed.

Expenses declined $366,000, or 15%, in the thiattgu of 2009 from the comparable period in 2008 aAesult of the Company’s cost
cutting initiatives, salaries and benefits decrd&&18,000 or 23% to $1,072,000 for the third qeraot 2009 as compared to $1,390,000 for
the same period ended 2008. The Company expe@sdesahnd benefits to remain static or slightlylidecfrom its current level over the
remainder of 2009. The Company does not believetieareductions will impact the management ofGoenpany’s businesses. Professional
fees decreased $74,000, or 25%, in the third guaft2009 from the comparable period in 2008 duddoreased audit fees.
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Nine months
ended September 30:
(In thousands): 2009 2008 $ Change % Change
Revenue
Management fee $ 2,46¢ $ 4,69¢ $(2,23¢) (48)%
Interest incom 21 26 (5) (19)%
Other income 12 5 7 14(%
Total revenue 2,491 4,72¢ (2,239) 4N%
Expenses
Salaries and benefi 3,46t 5,36¢ (1,909 (35)%
Interest — 44 (44) (100%
Professional fee 1,36( 93¢ 421 45%
Depreciation and amortizatic 33¢ 26C 79 30%
Other general and administrative cc 1,99¢ 2,01 (14) ()%
Total expense 7,16: 8,62¢ (1,462 a71%
Loss before benefit (provision) for income ta: $(4,666€) $(3,89¢) $ 77C 20%

Nine months ended September 30, 2009 and 2008:

Revenue is derived primarily from management fegaed from the Capcos, which amount to 2.5% offmdtcapital. Management fi
revenue decreased 48%, or $2,234,000, to $2,4640000e nine month period ended September 30, 2@d9 $4,698,000 during the same
period of 2008. The decrease was primarily dubéaéecovery of management fees from one Capcoartgtapproximately $1,638,000 during
the nine months ended September 30, 2008 whichatideoccur in 2009. Management fees, which amaiedited on consolidation, are
expected to decline in the future as the Capcosnmaind utilize their cash. If a Capco does noehaurent or projected cash sufficient to
management fees then such fees are not accrued.

Expenses declined $1,462,000, or 17%, during the month period ended September 30, 2009 fromdimparable period in 2008. As
a result of the Company’s cost cutting initiativeslaries and benefits decreased $1,904,000 ont@%4465,000 for the nine months ended
September 30, 2009 as compared to $5,369,000d@ame period ended 2008. The Company expectdeSadad benefits to remain static
slightly decline from its current level over therrainder of 2009. The Company does not believethigateductions will impact the
management of the Company’s businesses. Profes&@sancreased $421,000, or 45%, for the ninethmanded September 30, 2009 from
the comparable period in 2008 due to the Compaplpgrg various financing and restructuring altéivess and as a result incurred
significant one-time professional fees in the faistmonths of 2009 partially offset by decreaseditfees.

Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 1 of the Notes to Condensed Catated Financial Statements
included in its Form 10-K for the fiscal year end@ecember 31, 2008. A discussion of the Compamtieal accounting policies, and the
related estimates, are included in Management'sudsion and Analysis of Results of Operations andrieial Position in its Form 10-K for
the fiscal year ended December 31, 2008.

Liquidity and Capital Resources

For the nine

months ended

September 30,
(Dollars in thousands) 2009 2008
Net cash provided by (used in) operating activi $ 5,637 $(9,889)
Net cash provided by (used in) investing activi 2,53¢ (937)
Net cash (used in) provided by financing activi (9,45%) 3,27¢
Net decrease in cash and cash equiva (1,280 (7,547
Cash and cash equivalents, beginning of pe 16,85: 25,37:
Cash and cash equivalents, end of pe $15,57: $17,82¢

Cash requirements and liquidity needs over the tvgadive months are anticipated to be funded pritpénrough operating results and
available cash and cash equivalents. In Octobe®,28@ $2.5 million borrowed under the Capital dine of credit converted to a three year
term loan with a level principal repayment. The 8rnasiness finance segment depends on outsideérfgrsdurces to finance loan originati
and receivable purchases. The SBA lending unitdutsdcash requirements and liquidity needs thraugtilable cash and cash equivalents
but primarily utilizes the $15 million GE line ofedit to originate and warehouse the guaranteediagdaranteed portion of SBA loans. On
July 22, 2009 NSBF entered into a Fifth Amendmert @onsent (the “Fifth Amendment”) to the Creditrégment dated as of August 31,
2005 between NSBF and General Electric Capital @atpn (GECC) which has made certain changesaneims of the warehouse lending
facility provided to NSBF. The Fifth Amendment regd the aggregate total of the credit facility 1& $nillion, adjusts the interest rate and
other terms and extends the maturity date from AugQ, 2009 to May 31, 2010 based upon progressrshy NSBF in obtaining



commitment for a replacement lender. GE has indit&t the Company that GE no longer intends toigeoeredit facilities to finance
companies. Therefore there can be no assurancthéh@ompany will be able to renew the credit livith GE or that it will be able to
negotiate an alternate arrangement. Failure tarobtencing would have a material adverse effecbar business. The receivables financing
unit utilizes the $10 million Wells Fargo line afedlit to purchase receivables. There are no cigsnants or collateralization under any of
the above lending facilities. The availability d&tlending facilities is subject to the compliamgth certain covenants and in addition, for the
GE and Wells Fargo lines, the amount of collataral collateral
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requirements, as set forth in the agreements. Timep@ny guarantees the lines of credit for the slidgr$és: Capital One for the amount
borrowed, GE up to $15 million, and Wells Fargotoi$800,000. As of September 30, 2009, the Comsamyused sources of liquidity
consisted of $15,572,000 in unrestricted cash ast equivalents, and $228,000 and $174,000 avaitaldugh the GE and Wells Fargo li
of credit, respectively.

Restricted cash totaling $8,548,000, which is prilp&eld in the Capcos, can be used in managinbogmerating the Capcos, making
qualified investments, to repay debt obligationd for the payment of income taxes.

Net cash flows provided by operating activities@ased $15,526,000 to $5,637,000 for the nine nsostded September 30, 2009 as
compared to a use of $(9,889,000) for the nine hahded September 30, 2008. This net increasenivaarily due to a decrease of
$3,495,000 in the net loss period over period, (81,000 decrease in the originations of SBA Idaid for sale, as well as a $1,096,000
decrease in the broker receivable.

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 $3,800 to $2,538,000 for the nine months ended &dpe 30, 2009 compared to a use of
$(937,000) for the nine months ended Septembe2@IB. The increase was due primarily to greatarmstof investments in qualified
businesses of $1,122,000 for the nine months eSdptbmber 30, 2009 as compared to the same pasbgdar, and a $1,435,000 decrease
in the purchase of fixed assets and customer metreltaounts as well as a decrease of $1,256,00@ iamount of SBA loans originated for
investment. In addition, $2,889,000 of restrictadithecame available, or declined, in 2008 vensuscaease in the change in restricted cash
of $387,000 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 increasgéb2,734,000 to a use of $(9,455,000) for the mioaths ended September 30, 2009 from
$3,279,000 for the nine months ended Septembe2(I8. The primary reason was due to net repayneentsnk notes payable of
$(9,197,000) during the nine month period endede®eper 30, 2009 as compared to net borrowings @284000 in 2008; substantially all
of the repayment represents the reduction of thex@& payable due to the return of the financinthefSBA loans held for sale originated in
2008 and sold in 2009, principal repayments rectore SBA loans, and payments made by the Companiy the effectiveness of
amendments to the GE Credit Agreement.

Newtek funds its holding company through cash omdhaash flow from operating businesses, and tteipeof annual management
fees from the Capcos equal to 2.5% of initial furxgdiHowever, the management fees do not represeanues to Newtek on a consolidated
basis as this is a transfer of funds from Newtélépcos to the holding company, and all intercomgearysactions and balances are
eliminated in consolidation. These fees from Camresexpected to decrease over the next few yedteaCapcos mature in their business
cycle. The Company does not intend to add new Gapad will rely on expanding the operations otitslerlying businesses and cutting
costs at the holding company to maintain liquidifythe operating companies do not continue to gagvexpected to produce significant cash
flow surpluses, if the capital markets should ecagessible 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 managemenmiséfessential to conducting our businesses. Alingly, risk management systems and
procedures are designed to identify and analyzeisks, to set appropriate policies and limits &mdontinually monitor these risks and limits
by means of reliable administrative and informatgstems and other policies and programs.

Because the SBA lender borrows money to make laadsnvestments, our net operating income is deg@ngpon the difference
between the rate at which we borrow funds andadteat which we invest these funds. The Companyttsanding under its credit line w
GE approximately $12,539,000 at September 30, ZD8.interest rate on such notes is variable, basdte current Prime rate plus 3.25%
or three month LIBOR plus 4.25%, whichever is highe be increased by 0.25% each quarter begindamember 1, 2009. As of
September 30, 2009, the interest rate being chaogd&BF is 6.50%. On July 22, 2009 we entered anfdfth Amendment and Consent (the
“Fifth Amendment”) to the Credit Agreement with GE@vhich made
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certain changes in the terms of the warehousergrdcility provided to NSBF. The Fifth Amendmertiuced the aggregate total of the
credit facility to $15 million from $28 million, gdsted the interest rate and other terms and egtbtite maturity date from August 31, 2009
to May 31, 2010 based upon progress shown by N8BBtaining a commitment for a replacement len@lbere can be no assurance that we
will be able to renew or extend our credit linem@E, or that we will be able to negotiate an akliée arrangement. Failure to obtain finan
would have a material adverse effect on our busines

There can be no assurance that a significant changarket interest rates will not have a mateathlerse 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 thléeexisting interest rate sensitivity, a hypottetimmediate 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 cges, it does not adjust for potential changeseditquality, size and composition of the assets
on the balance sheet, and other business develépthan could affect a net increase (decreaseydata. Accordingly, no assurances can be
given that actual results would not differ matdyiflom the potential outcome simulated by thisreate.

Additionally, we do not have significant exposusechanging interest rates on invested cash whichaparoximately $24,120,000 at
September 30, 2009. We do not purchase or holdatare financial instruments for trading purposil of our transactions are conducted in
U.S. dollars and we do not have any foreign cuyendoreign exchange risk. We do not trade commieslior have 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-gradergess. As of September 30, 2009, cash deposixdess of FDIC and SIPC insurance
totaled approximately $4,897,000 and funds held.B. Treasury only money market funds or equivalémexcess of SIPC insurance totaled
approximately $9,219,000.

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

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

(b) Change in Internal Control over Financial Repting

No change in our internal control over financigloging occurred during the quarter ended Septe®®e?009 that has materially
affected, or is reasonably likely to materiallyesftf, our internal control over financial reporting.

(c) Limitations

A control system, no matter how well designed aperated, can provide only reasonable, not absastirances that the control
system’s objectives will be met. Furthermore, tesidn of a control system must reflect the fact there are resource constraints, and the
benefits of controls must be considered relativinéir costs. Because of the inherent limitationall control systems, no evaluation of
controls can provide absolute assurance that attalissues and instances of fraud, if any, withia Company have been detected. These
inherent limitations include the realities thatguaekents in decision-making can be

40



Table of Contents

faulty, and that breakdowns can occur becausamlsierrors or mistakes. Controls can also be gik@nted by the individual acts of some
persons, by collusion of two or more people, ontanagement override of the controls. The desigangfsystem of controls is based in part
upon certain assumptions about the likelihood afrievents, and there can be no assurance thateaign will succeed in achieving its
stated goals under all potential future conditidgger time, controls may become inadequate beaafusttanges in conditions or deterioration
in the degree of compliance with its policies asqadures. Because of the inherent limitationsdnsteffective control system, misstateme
due to error or fraud may occur and not be detettéglperiodically evaluate our internal controlsl amake changes to improve them.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

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

Item 6. Exhibits

Exhibit
No. Description
10.7.¢ Fifth Amendment and Waiver to Credit Agreement dakely 21, 2009 to the Credit Agreement dated Aug8is2005, between
Newtek Business Services, Inc., the other credttgsasignatory thereto and General Electric Cagitaporation (Incorporated t
reference to Exhibit 99.1 to Newrs 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,dsped pursuant to Section

906 of the Sarban-Oxley Act of 2002
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SIGNATURES

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

NEWTEK BUSINESS SERVICES, INC.

Date: November 12, 2009 By: /s/ BARRY SLOANE

Barry Sloane
Chairman of the Board, Chief Executive Officer andSecretary

Date: November 12, 2009 By: /s/ SETHA. C OHEN

Seth A. Cohen
Chief Financial Officer and Treasurer
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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 regig’s fourth quarter in the case of an annual repbat) has material
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

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: November 12, 2009

/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: November 12, 2009

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

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

In connection with the Quarterly Report on FormQ@er the period ended September 30, 2009 (the 6R8pof Newtek Business
Services, Inc. (the “Company”), as filed with thecBrities and Exchange Commission on the date hd@aay Sloane, as Chief Executive
Officer, and Seth A. Cohen, as Chief Financial €ffj of the Company, each hereby certifies, putsteah8 U.S.C. 81350, as adopted
pursuant to 8906, that, to each officer’'s knowledge

(1) The Report fully complies with the 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: November 12, 2009
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