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Portions of the registrant’s definitive Proxy Statement relating to the registrant’s 2019 Annual Meeting of Shareholders, to be filed with the Securities and Exchange Commission within 120 days
following the end of the Company’s fiscal year, are incorporated by reference in Part IIT of this Annual Report on Form 10-K as indicated herein.



EXPLANATORY NOTE

Newtek Business Services Corp. (“we” or the “Company”) is filing this Amendment No. 1 (the “Amendment”) to our Annual Report on Form 10-K for the fiscal year ended December 31, 2018,
which was filed with the Securities and Exchange Commission (the “SEC”) on March 18, 2019 (the “Form 10-K”), to provide separate audited financial statements for our unconsolidated portfolio
company, Newtek Merchant Solutions, LLC and Subsidiaries (“NMS”), (formerly named Universal Processing Services of Wisconsin, LLC through December 20, 2019), as of and for the fiscal years
ended December 31, 2018 and 2016 (Exhibit 99.1 and Exhibit 99.3), and separate unaudited financial statements for NMS as of and for the fiscal year ended December 31, 2017 (Exhibit 99.2), in
Part IV, Item 15.

We have determined that this unconsolidated portfolio company has met the conditions of a significant subsidiary under Rule 1-02(w) of Regulation S-X for which we are required, pursuant to Rule
3-09 of Regulation S-X, to attach separate financial statements as exhibits to the Form 10-K. In accordance with Rule 3-09(b)(1), the separate financial statements of NMS are being filed as an
amendment to the Form 10-K, within 90 days after the end of our fiscal year.

This Amendment also updates, amends and supplements Part IV, Item 15 of the Form 10-K to include, among other items, the filing of new Exhibits 31.1, 31.2, 32.1 and 32.2, certifications of our
Chief Executive Officer and Chief Accounting Officer, pursuant to Rule 13a-14(a) and (b).

No other changes have been made to the Form 10-K other than that described above. This Amendment does not reflect subsequent events occurring after the original filing date of the Form 10-K or
modify or update in any way disclosures made in the Form 10-K. Among other things, forward-looking statements made in the Form 10-K have not been revised to reflect events that occurred or
facts that became known to us after filing of the Form 10-K, and such forward-looking statements should be read in their historical context. Furthermore, this Amendment should be read in
conjunction with the Form 10-K and with our filings with the SEC subsequent to the Form 10-K.



ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
(a)(1) Financial Statements.
(a)(2) Exhibits.

The following exhibits are filed herewith or are incorporated by reference to exhibits previously filed with the Securities and Exchange Commission.

Number Description

the Registrant’s Registration Statement on Form N-2 (File No. 333-191499) filed on November 3, 2014, and incorporated by reference herein).
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32 Bylaws of Newtek Business Services Corp. (Incorporated by reference to Exhibit 99.2 to Registrant’s Registration Statement on Form N-14 (File No. 333-
195998), filed September 24, 2014).

4.1 Form of Common Stock Certificate (Incorporated by reference to Exhibit 99.5 to Registrant’s Registration Statement on Form N-14 (File No. 333-195998),
filed September 24, 2014).

10.1 Form of Dividend Reinvestment Plan (Previously filed in connection with Pre-Effective Amendment No. 3 to the Registrant’s Registration Statement on Form
N-2 (File No. 333-191499) filed on November 3, 2014, and incorporated by reference herein).

10.8.2 Guaranty of Payment and Performance, dated as of April 30, 2010, between Newtek Business Services, Inc. and Capital One Bank, N.A. (Incorporated herein
by reference to Exhibit 10.16.2 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed May 5, 2010).

10.9 Newtek Business Services Corp. 2014 Stock Incentive Plan (Incorporated herein by reference to Exhibit 8.6 to Registrant’s Registration Statement on Form N-
14 (File No. 333-195998), filed September 24, 2014).

10.10.1 Loan and Security Agreement, dated as of December 15, 2010, between Newtek Small Business Finance, Inc. and Capital One Bank, N.A. (Incorporated herein
by reference to Exhibit 10.18.1 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed December 20, 2010, as amended
on March 2, 2011).

10.10.2 Guaranty Agreement, dated as of December 15, 2010, between Newtek Business Services, Inc. and Capital One Bank, N.A. (Incorporated herein by reference
to Exhibit 10.18.2 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed December 20, 2010, as amended on March 2,
2011).

10.10.3 Amended and Restated Loan and Security Agreement, dated as of June 16, 2011, by and between Newtek Small Business Finance, Inc. and Capital One, N.A.
(Incorporated herein by reference to Exhibit 10.8.3 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed June 21
2011).

10.10.4 Amended and Restated Guaranty of Payment and Performance, dated as of June 16, 2011, by and between Newtek Business Services, Inc., and Capital One
N.A. (Incorporated herein by reference to Exhibit 10.8.4 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed June 21
2011).

10.10.5 Amendment to Loan Documents, dated October 6, 2011, by and among Newtek Small Business Finance, Inc., Capital One Bank, N.A. and each of the

guarantors listed on the signature pages thereto (Incorporated herein by reference to Exhibit 10.8.5 to Newtek Business Services, Inc.’s Current Report on Form
8-K (File No. 001-16123), filed October 11, 2011).

10.10.6 Amended and Restated Loan and Security Agreement, dated as of July 16, 2013, by and between Newtek Small Business Finance, Inc. and Capital One
National Association (Incorporated herein by reference to Exhibit 10.1 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123),
filed July 19,2013).

Guaranty and Security Agreement [ etter Amendment, dated as of July 16, 2013, by and between Capital One, National Association and Newtek Business
Services, Inc. (Incorporated herein by reference to Exhibit 10.2 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed
10.10.7 July 19,2013).

10.10.8 Amended and Restated Loan and Security Agreement, dated as of October 29, 2014, by and between Newtek Small Business Finance, Inc. and Capital One
National Association (Incorporated herein by reference to Exhibit 10.1 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123),
filed October 30, 2014).
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10.10.10

10.10.11

10.10.12

10.10.13

on Form 8-K (File No. 814-01035), filed June 24, 2015.

Fourth Amended and Restated Loan and Security Agreement, dated as of May 11, 2017, by and among Newtek Small Business Finance, LLC, Capital One,

filed June 24, 2015.

Amended and Restated Credit and Guaranty Agreement, dated June 21, 2017, by and among Universal Processing Services of Wisconsin LLC, CrystalTech

Newtek Small Business Loan Trust Class A Notes, dated December 22, 2010 (Incorporated herein by, reference to Exhibit 10.19.1 to Newtek Business

Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed December 23, 2010).

Amended Newtek Small Business Loan Trust Class A Notes, dated December 29, 2011 (Incorporated herein by reference to Exhibit 10.19.2 to Newtek
Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed January 5, 2012).

Additional Newtek Small Business Loan Trust Class A Notes, dated December 29, 2011 (Incorporated herein by reference to Exhibit 10.19.3 to Newtek

Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed January 5, 2012).

Guaranty, dated as of February 28, 2011, by and between Newtek Business Services, Inc. and Sterling National Bank (Incorporated herein by reference to
Exhibit 10.10.2 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed March 3, 2011).

Credit Agreement by and between Newtek Business Services, Inc. and Capital One, National Association, dated as of June 26, 2014 (Incorporated herein by
reference to Exhibit 10.1 to Newtek Business Services, Inc.’s Current Report on Form 8-K (File No. 001-16123), filed July 1, 2014).

Association (Incorporated herein by reference to Exhibit 99.1 to Newtek Business Services Corp.’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2015 (File No. 814-01035)_filed on November 5, 2015.

Payments LLC and Jeffrey Rubin (Incorporated herein by reference to Exhibit 10.1 to Registrant’s Current Report on Form 8-K (File No. 814-01035), filed on
July 29, 2015).
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Second Supplemental Indenture, dated as of April 22, 2016, between Newtek, as issuer, and U.S. Bank National Association, as trustee (Incorporated by
reference to Exhibit D.6 to Post-Effective Amendment No. 3 to its Registration Statement on Form N-2, No. 333-204915, filed April 22, 2016).

Form of Global Note with respect to the 7.00% Notes due 2021 (Included as Exhibit A of Exhibit D.5)_(Incorporated by reference to Exhibit D.6 to Post-
Effective Amendment No. 3 to its Registration Statement on Form N-2, No. 333-204915, filed April 22, 2016).

Statement of Eligibility of Trustee on Form T-1 (Incorporated by reference to Exhibit d.7 to Newtek’s Pre-Effective Amendment No. 2 to its Registration
Statement on Form N-2, No 333-212436, filed August 25, 2016).

Third Supplemental Indenture, dated as of February 21, 2018, between Newtek, as issuer, and U.S. Bank National Association, as trustee (Previously filed in
connection with Post-Effective Amendment No. 7 to the Registrant’s Registration Statement on Form N-2 (File No. 333-212436), filed February 21, 2018).

Form of Global Note with respect to the 6.25% Notes due 2023 (Incorporated by reference to Exhibit d.8 to Newtek’s Post-Effective Amendment No. 7 to its

Employment Agreement with Jennifer C. Eddelson, dated March 1, 2019 (incorporated by reference to Annual Report on Form 10-K filed March 18, 2019)

Employment Agreement with Michael A. Schwartz, dated March 1, 2019 (incorporated by reference to Annual Report on Form 10-K filed March 18, 2019),

Certification by Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 filed
herewith.

Certification by Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 filed
herewith.

Financial Statements of Newtek Merchant Solutions, LLC and Subsidiaries as of and for the year ended December 31, 2018 (audited)_filed herewith

Financial Statements of Universal Processing Services of Wisconsin, LLC and Subsidiary as of and for the year ended December 31, 2017 (unaudited)_filed
herewith
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

NEWTEK BUSINESS SERVICES CORP.

Date: April 1,2019 By: /S/" BARRY SLOANE

Barry Sloane

Chairman and Chief Executive Officer
(Principal Executive Officer)

Date: April 1, 2019 By: /8/ JENNIFER EDDELSON

Jennifer Eddelson
Chief Accounting Officer
(Principal Financial Officer and Principal Accounting Officer)

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/" BARRY SLOANE
Barry Sloane Chairman of the Board, President and Chief Executive Officer (Principal Executive Officer)

April 1, 2019

/8/ JENNIFER EDDELSON
Jennifer Eddelson Chief Accounting Officer (Principal Financial Officer and Principal Accounting Officer)

April 1, 2019

/S/" RICHARD SALUTE Director
Richard Salute

April 1,2019

/S/ SALVATORE MULIA Director
Salvatore Mulia

April 1, 2019

/S/" GREGORY ZINK Director
Gregory Zink

April 1,2019

/S/ PETER DOWNS Director
Peter Downs

April 1, 2019



Exhibit 31.1

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

1, Barry Sloane, certify that:
1. T have reviewed this annual report on Form 10-K/A of Newtek Business Services Corp. (the “registrant”).

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

/S/" BARRY SLOANE

Barry Sloane

Principal Executive Officer

Date: April 1,2019



Exhibit 31.2

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

1, Jennifer Eddelson, certify that:
1. T have reviewed this annual report on Form 10-K/A of Newtek Business Services Corp. (the “registrant”).

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

/s/ JENNIFER EDDELSON

Jennifer Eddelson

Principal Financial Officer

Date: April 1,2019



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 Annual Report on Form 10-K/A of Newtek Business Services Corp. (the “Company™), for the year ended December 31, 2018, as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Barry Sloane, Chief Executive Officer of the Company, pursuant to 18 U.S.C. Section 1350, as added by Section 906 of the Sarbanes-Oxley Act of
2002, certify that, to the best of our knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of the operations of the Company.

/S/" BARRY SLOANE

Barry Sloane

Principal Executive Officer

April 1,2019



Exhibit 32.2
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 Annual Report on Form 10-K/A of Newtek Business Services Corp. (the “Company™), for the year ended December 31, 2018, as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Jennifer Eddelson, Chief Accounting Officer of the Company, pursuant to 18 U.S.C. Section 1350, as added by Section 906 of the Sarbanes-Oxley
Act of 2002, certify that, to the best of our knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of the operations of the Company.

/s/ Jennifer Eddelson

Jennifer Eddelson

Principal Financial Officer

April 1,2019
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UHY
Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Stockholder of
Newtek Merchant Solutions, LLC and Subsidiaries

We have audited the accompanying consolidated financial statements of Newtek Merchant Solutions, LLC and
Subsidiaries (“NMS"), a wholly-owned subsidiary of Newtek Business Senices Corporation, which comprise the
consolidated balance sheets as of December 31, 2018, and the related consolidated statements ofincome, changes
in member's equity, and cash flows for the year then ended, and the related notes to the consolidated financial
statements.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance ofinternal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America.

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit inwlves performing procedures to obtain audit evdence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consodlidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not forthe purpose of expressing an opinion on the effectiveness ofthe entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.




Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Newtek Merchant Solutions, LLC and Subsidiaries as of December 31, 2018, and the results of
their operations and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Llf_ly LLp

New York, New York
March 26, 2019




Newtek Merchant Solutions, LLC and Subsidiaries

Consolidated Balance Sheets
December 31, 2018

Assets
Current assets:
Cash
Accounts receivable
Prepaid expenses and other current assets
Inventory
Totd current assets

Fixed assets, net
Restricted cash
Customer merchant accounts, net
Due from related parties
Notes receivable - related party
Goodwill

Tota assets

Liabilities and Member's Equity

Current liabilities:
Accounts payable and accrued expenses
Residua s payable
Chargeback reserves
Due to related parties
Bank notes payable, current
Tota current liabilities

Bank notes payable, long-term, net (Note 6)

Tota liabilities
Member's equity
Totd liabilities and member's equity

13,026,644
2,761,942
172,502
82,508

16,043,596

562,140
584,654
3,884,484
264,145
16,840,000
13,813,812

51,992,731

2,274,793
951,331
1,050,352
569,887

2,625,000

7,471,363
31,659,555

39,130,918

12,861,813

51,992,731

See notes to consolidated financia statements.
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Newtek Merchant Solutions, LLC and Subsidiaries
Consolidated Statements of Income
Year Ended December 31, 2018

Revenues
Electronic payment processing $ 121,578,712
Expenses
Electronic payment processing costs 99,390,347
Sdaries and benefits 6,157,199
Professional fees 704,449
Depreciation and amortization 1,655,109
Loss on debt extingui shment 1,286,111
Other general and administrative costs 1,166,354
Total expenses 110,359,569
Income from operations 11,219,143
Interest expense, net (2,524,228)
Interest income - related parties 835,543
Gain on sale of merchant portfolio 5,681,332
Net income $ 15111,790

See notes to consolidated financia statements.
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Newtek Merchant Solutions, LLC and Subsidiaries
Consolidated Statements of Changes in Member’s Equity
Year Ended December 31, 2018

Member's
Equity
Balance, January 1, 2018 $ 9,178,479
Net income 15,111,790
Distributions (11,428,456)
Balance, December 31, 2018 $ 12,861,813

See notes to consolidated financial statements.
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Newtek Merchant Solutions, LLC and Subsidiaries
Consolidated Statements of Cash Flows
Year Ended December 31, 2018

Cash flows from operating activities:
Net income $ 15,111,790
Adjustments to reconcile net income to net cash provided by

operating activities:

Depreciation and amortization 1,855,109
Amortization of deferred financing costs 177,409
L oss on debt extinguishment 1,286,111
Gain on sale of merchant portfolio (5,581,332)
Changes in operating assets and liabilities:
Restricted cash (86,334)
Accounts receivable 375,263
Prepaid expenses and other current assets 18,064
Inventory (10,728)
Accounts payable and accrued expenses 282,686
Due to/from related parties 114,049
Net cash provided by operating activities 13,342,087
Cash flowsfrom investing activities:
Purchase of customer merchant accounts (2,494,907)
Net proceed from sale of Elavon portfolio 6,019,439
Net advances under related party note (10,729,999)
Purchase of fixed assets (275,6086)
Net cash used in investing activities (7,481,073)
Cash flows used in financing activities:
Dividends paid to shareholder (11,428,456)
Proceeds from bank debt 35,000,000
Principal payments to Goldman Sachs (30,498,694)
Prepayment penalty paid to Goldman Sachs (800,000)
Deferred financing costs paid (737,150)
Net cash used in financing activities (8,464,300)
Net decrease in cash (2,603,286)
Cash, beginning of year 15,629,930
Cash, end of year $ 13,026,644
Supplemental disclosure of cash flow activities
Interest paid $ 2250498

See notes to consolidated financia statements.
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Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

1.

Organization, Basis of Presentation and Description of Business

NBSH Holdings, LLC (“NBSH™), was organized on November 1, 2018 under the laws of the State
of New York and is a wholly-owned subsidiary of Newtek Business Services Holdco 1, Inc.
(“Holdco™)y which was incorporated on June 5, 2015 under the laws of the State of New York and is
awholly-owned subsidiary of Newtek Business Services Corp. (“Newtek™).

NBSH, dong with its wholly-owned subsidiaries, Newtek Merchant Solutions, LLC (“NMS”)
(formerly Universal Processing Services of Wisconsin, LLC), and Premier Payments LLC
(“Premier™), are hereinafter referred to as the “Company”. On December 31, 2018, Premier was
merged with and into NMS. Prior to November 1, 2018, NMS and Premier were wholly-owned
subsidiaries of Holdco. The consolidated statements of income, member’s equity and cash flows
include the results of NMS and Premier for the whole year as they were under common ownership.
NMS and Premier market credit and debit card processing services, check gpprova services and
ancillary processing equipment and software to merchants who acoept credit cards, debit cards,
checks and other noncash forms of payment.

The accompanying consolidated financia statements include the accounts of NBSH and its wholly-
owned subsidiaries, NMS and Premier as of and for the year ended December 31, 2018 as if the
ownership structure was in place on January 1, 2018 due to common ownership. All significant
intercompany accounts and transactions have been eliminated in these consolidated financia
statements.

Significant Accounting Policies

Use of Estimates

The preparation of consolidated financid statements in conformity with accounting principles
generdly accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financid statements and the reported amounts of revenues
and expenses during the reporting period. Estimates, by their nature, are based on judgment and
available information. Actual results could differ from those estimates. Estimates that are
particularly susceptible to significant changes in the near term relate to the determination of the
reserve for chargeback losses.

Financial Instruments
The Company’s financial instruments include cash, accounts receivable, notes receivable from
related party, accounts payable, residuals payable and bank notes payable.

The carrying amount of cash, accounts receivable, accounts payable and residuas payable
goproximate fair value due to their short-term maturities.

The carrying amounts of notes receivable from related party and bank notes payable approximate
fair value due to the variable interest rate they carry.

Cash

Invested cash is held exclusively at financid institutions of high credit quality. As of December
31, 2018, cash depaosits in excess of insured amounts totaled approximately $12,542,000.




Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

Restricted Cash

Under the terms of the processing agreement between NMS and its processing banks, NMS
mai ntains cash accounts as reserves against chargeback losses. As the Company receives fees from
the processing bank, a certain percentage is alocated to the cash reserve account.

Accounts Receivable

Accounts recei vabl e represent amounts owed to the Company by third parties for electronic
payment processing and related residuas. The Company estimates | osses on accounts receivable
based on known troubled accounts and historical experience of losses incurred. The Company
determined no reserve for uncollectible accounts was necessary at December 31, 2018.

Inventory

Inventory consists primarily of equipment to be installed in merchant |ocations to enable the
merchants to process electronic transactions. Inventory is stated at the lower of cost or net
realizable value, which is determined on a FIFO (first in-first out) basis.

Fixed Assets

Fixed assefs, which are comprised of terminals, tel ephone systems, furniture and fixtures, software,
computer equipment, internaly developed software, automobile, website and leasehold
improvements, are stated at cost less accumulated depreciation and amortization. Depreciation of
fixed assets is provided on a straight-line basis using estimated useful lives of the related assets
ranging from three to seven years. Amortization of leasehold improvements is provided on a
straight-line basis using the lesser of the useful life of the asset, which is generally three to five
years, or lease term.

Software Development Costs

The Company capitalizes certain software development costs for interna use. Costs incurred
during the preliminary project stage are expensed as incurred, while application stage projects are
capitaized. The latter costs are typicaly employee andfor consulting services directly associated
with the development of the interna use software. Software and website costs are induded in fixed
assets in the accompanying consolidated baance sheets. Amortization commences once the
software and website costs are ready for their intended use and are amortized using the straight-line
method over the estimated useful life, typically three years.

Goodwill and Customer Merchant Accounts

Goodwill is an indefinite lived asset, which is not amortized and is instead subject to impairment
testing, at least annually. Customer merchant accounts with finite lives are amortized over an
estimated useful life of 30 or 66 months (See Note 5).

The Company considers the following to be some examples of indicators that may trigger an
impairment review outside of its annual impairment review: (i) significant under-performance or
loss of key contracts acquired in an acquisition relative to expected historical or projected future
operating results; (ii) significant changes in the manner or use of the acquired assets or in the
Company’s overall strategy with respect to the manner or use of the acquired assets or changes in
the Company’s overall business strategy; (iii) significant negative industry or economic trends;
(iv) increased competitive pressures; (v) a significant decline in the Company’s fair value for a
sustained period of time; and (vi) regulatory changes. In assessing the recoverability of the




Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

Company’s goodwill and customer merchant accounts, the Company must make assumptions
regarding estimated future cash flows and other factors to determine the fair value of the respective
assets. These include estimation of future cash flows, which is dependent on interna forecasts,
estimation of the long-term rate of growth for the Company, the period over which cash flows will
occur, and determination of the Company’s cost of capital. Changes in these estimates and
assurmptions could materially affect the determination of fair value and conclusions on impairment.

Revenue Recognition
Revenue is primarily derived from electronic payment processing and related fee income.

Electronic payment processing and fee income

Electronic payment processing and fee income is derived from the electronic processing of credit
and debit card transactions that are authorized and captured through third-party networks.
Typicdly, merchants are charged for these processing services by gpplying a percentage to the
dollar amount of each transaction plus a flat fee per transaction. Certain merchant customers are
charged miscellaneous fees, including fees for handling charge-backs or returns, monthly minimum
fees, statement fees and fees for other miscellanecus services. Revenues derived from the
electronic processing of MasterCard®, Visa® and Discover® sourced credit and debit card
transactions are reported gross of amounts paid to sponsor banks.

Interest Income

Interest income from a related party is recorded on an accrud basis, when earned, based on the
current lending rate in place.

Reserve for Losses on Merchant Accounts

Disputes between a cardholder and a merchant periodically arise as aresult of, among other things,
cardhol der dissatisfaction with merchandise quality or merchant services. Such disputes may not be
resolved in the merchant’s favor. In these cases, the transaction is “charged back™ to the merchant,
which means the purchase price is refunded to the customer through the merchant’s acquiring bank
and charged to the merchant. If the merchant has inadequate funds, the Company or, under limited
circumstances, the Company and the acquiring bank, must bear the credit risk for the full amount
of the transaction. The Company eva uates its risk for such transactions and estimates its potential
loss for charge-backs based primarily on historical experience and other relevant factors.

The Company records reserves for charge-backs and contingent ligbilities when such amounts are
deemed to be probable and estimable. The required reserves may change in the future due to new
developments, including, but not limited to, changes in litigation or increased charge-back
exposure as the result of merchant insolvency, liquidation, or other reasons. The required reserves
arereviewed periodically to determine if adjustments are required.

Electronic Payment Processing Costs

Electronic payment processing costs consist principally of costs directly related to the processing of
merchant saes volume, including interchange fees, Visd®, MasterCard® and Discover® dues and
assessments, bank processing fees and costs paid to third-party processing networks. Such costs
are recognized at the time the merchant transactions are processed or when the services are
performed. Two of the most significant components of eectronic payment processing cosis
include interchange and assessment costs, which are set by the credit card associations. Interchange
costs are passed on to the entity issuing the credit card used in the transaction and assessment costs
are retained by the credit card associations. |nterchange and assessment fees are billed primarily as




Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

a percentage of dollar volume processed and, to a lesser extent, as a per transaction fee. In addition
to costs directly related to the processing of merchant sales volume, electronic payment processing
costs also include residual expenses. Residual expenses represent fees paid to third-party sales
referra sources. Residua expenses are paid in accordance with contracted terms. These are
generdly linked to revenues derived from merchants successfully referred to the Company and that
begin using the Company for merchant processing services. Such residua expenses are
recognized in the Company’s consolidated statements of income. During the year ended December
31, 2018, the Company partnered with two sponsor banks for substantialy all merchant
transactions. Substantialy al merchant transactions were processed by one merchant processor.

Income Taxes

The Company and its subsidiaries are treated as flow-through entities for federal and state income
tax purposes. Under present income tax laws, the Company is not subject to federal or state income
taxes. The member is responsible for taxes on their respective share of the Company’s net income
or losses.

The Company reviews uncertain tax positions taken, or expected to be taken, in the course of
preparing the Company’s consolidated financial statements to determine whether the tax positions
are “more likely than not™ of being sustained by the applicable tax authority. Management of the
Company is required to analyze al open tax years, as defined by the statute of limitations, for all
major jurisdictions, which include federa and certain states. The Company has no examinations in
progress and none are expected at this time. The Company has reviewed the open tax years in
maor jurisdictions and concluded there is no tax liability, interest, or pendties resulting from
unrecognized tax benefits relating to uncertain income tax positions taken, or expected to be taken,
in future tax returns.

Subsequent Events

The Company has evaluated subsequent events for potentia recognition and/or disclosure through
March 26, 2019, the date these consolidated financid statements were available to be issued.
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Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

3. Fixed Assets
The Company’s fixed assets are comprised of the following at December 31, 2018:
Terminds $ 1,217,267
Telephone systems 62,828
Computer equipment 116,171
Leasehold improvements 97,150
Software 807,621
Automobile 24 576
Furniture and fixtures 80,000
Website 14,705
2,420,318
Less: accumulated depreciation and amortization (1,858,178)
$ 562,140
Depreciation and amortization expense related to fixed assets for the year ended December 31,
2018 was approximately $374,000.
4, Goodwill
The carrying value of goodwill a December 31, 2018 is approximately $13,814,000. The
Company performed a quditative assessment on goodwill to determineif it is more likdy than not
that the Company’s fair value is less than its carrying amount. Based on its qualitative assessment,
the Company determined that goodwill was not impaired at December 31, 2018 and that no further
assessment was required. There were no changes to the carrying value of goodwill during the year
ended December 31, 2018.
5. Customer Merchant Accounts

The net carrying vaue of customer merchant accounts was approximately $3,884,000 at December
31, 2018. Customer merchant accounts are amortized over an estimated useful life of 30 to 66
months, as gopropriate. Tota amortization expense of customer merchant accounts using the
straight-line method is included in depreciation and amortization in the accompanying consolidated
statements of income and was gpproximately $1,281,000 for the year ended December 31, 2018.

In 2018, the Company purchased approximately $2,495,000 of customer accounts from its outside
sdes agents and certain employess. Totd purchases from employees were gpproximately
$129,000. The purchase prices were based on contractual or agreed multiples of average monthly
residuds. These merchant accounts are being amortized over 66 months.

Tota expected amortization expense for the next five fiscal years and thereafter is asfollows:
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Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

Y ears Ending December 31,

2019 $ 1,593,606
2020 1,306,648
2021 525,699
2022 304,833
2023 134,746
Thereafter 18,952

$ 3,884,484

In November 2018, the Company sold a portion of its merchant portfolio to Elavon Inc.
(“Elavon”). The Company sold substantially all of its merchants processing on the Elavon platform
for $7,500,000 with an additional $500,000 contingent payment to be made in November 2019 if
the sold portfolio achieves certain volume requirements and the Company boards 200 new
merchants on the Elavon platform. As a result of the sale, the Company recorded a gain on sale of
approximately $5,581,000 broken down as follows:

Saleprice $ 7,500,000
Payments to agents (1,480,561)
Carrying value of Elavon portfolio (438,107)
Gainonsde $ 5,581,332

6. Bank Notes Payable, Net

In June 2015, the Company entered into a Credit and Guarantee Agreement (the “Goldman
Agreement”) with Goldman Sachs Bank USA which extended a multi draw term loan facility (the
“Goldman Facility”) up to an aggregate principal amount of $38,000,000. In June 2017, the
Company amended the terms of the Agreement to extend the term of the Facility to June 2021 as
wel| as increase the aggregate principal amount of the Goldman Agreement to $50,000,000.

In November 2018, the Company entered into a Credit and Guarantee Agreement (the “Webster
Agreement™), which extended a term loan for $35,000,000 (the “Webster Term Loan™) and a
revolving line of credit (the “Webster RLOC” combined with the Webster Term Loan, the
“Webster Facility”) with maximum borrowings of $15,000,000 for a totd commitment of
$50,000,000. The proceeds from the Webster Term Loan were used to pay dl outstanding principa
under the Goldman Facility. As a result, the Company recognized aloss on debt extinguishment of
goproximately $1,286,000 consisting of $800,000 of prepayment penaties and $486,000 of
unamortized deferred financing costs in connection with the extinguishment of the Goldman
Agreement.

All assefs of the Company are pledged as collateral under the Webster Agreement and is
guaranteed by Newtek. The Webster Facility provides for monthly interest payments and quarterly
principal payments beginning April 2019, with tota remaining principad due at maturity. The
Webster Facility matures in November 2023. Borrowings under the Webster Facility are classified
either as a “Base Rate Loan” or a “LIBOR Rate Loan™ at the Company’s €lection. Each LIBOR
Rate Loan shal bear interest on the outstanding baance at a rate equd to LIBOR plus 2.5%, and
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Newtek Merchant Solutions, LLC and Subsidiaries
Notes to Consolidated Financial Statements
Year Ended December 31, 2018

each Base Rate L oan shall bear interest on the outstanding balance at arate equal to the Prime Rate
plus 1.5%. The effective interest rate at December 31, 2018 was 4.84%.

The Webster Agreement requires certain restrictive covenants for which the Company was in
compliance as of December 31, 2018. Tota Interest expense, excluding amortization of deferred
financing costs, for the year ended December 31, 2018 was gpproximately $2,380,000. Deferred
financing costs incurred by the Company related to the Webster Facility were goproximately
$737,000 during the year ended December 31, 2018. Amortization of deferred financing costs for
the year ended December 31, 2018 was approximately $177,000 and is included in interest expense
on the consolidated statements of income.

Outstanding borrowings under the Bank note payable consisted of the following at December 31,

2018:

Principa $ 35,000,000
Unamortized deferred financing costs (715,445)
Net carrying amount 534,264,655

Debt principal payments for the next five fiscal years and thereafter is as follows:

Years Ending December 31,

2019 $ 2,625,000
2020 3,500,000
2021 3,500,000
2022 4,812,500
2023 20,562,500

$ 35,000,000

7. Notes Receivable — Related Party

The Company has extended a line of credit to Newtek. The Company had agpproximately
$16,840,000 outstanding on its revolving line of credit with Newtek, at December 31, 2018. The
ling, which matures in November 2023, dlows for maximum borrowings of $50,000,000 (subject
to availability) and bears interest at a rate equal to that in effect under the Company’s Webster
Facility, at any given time. The Company recorded related party interest income of gpproximately
$836,000 during the year ended December 31, 2018. At December 31, 2018 there was
approximately $48,000, in accrued interest income included in prepaid expenses and other current
assets on the consolidated balance sheset.

8. Related Party Transactions

During the year ended December 31, 2018, the Company incurred residud expenses totding
goproximately $153,000 from severa related parties.

During the year ended December 31, 2018, the Company incurred costs for managed technology
services of gpproximately $246,000 from Newtek Technology Solutions, Inc.
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Newtek Merchant Solutions, LLC and Subsidiaries

Notes to Consolidated Financial Statements
Year Ended December 31, 2018

During the year ended December 31, 2018, the Company incurred payroll processing costs of
approximately $25,000 from PM TWorks Payrall, LLC.

Included in salaries and benefits are charges from Newtek related to salaries for management and

certain other employees that perform services for the Company. Total amounts allocated to the
Company for the year ended December 31, 2018 were goproximately $558,000.

The Company subleases office space from Newtek in Lake Success, NY. The rent payment is based
upon an dlocation of headcount in the Lake Success office space. Rent expense for the years ended
December 31, 2018 was gpproximately $204,000.

In 2018, the Company purchased approximately $129,000 of customer accounts from certain
employees. The purchase prices were based on contractua or agreed multiples of average monthly
residuas. These merchant accounts are being amortized over 66 months.

9. Commitments and Contingencies

Operating Commitments

The Company leases office spaces under non-cancelable operating leases. The following
summarizes the Company’s obligations and commitments, as of December 31, 2018 for future
minimum cash payments required under operating |eases:

Years Ending December 31,

Operating
Leases
2019 $ 56,239
2020 52,978
$ 109,217

Total rent expense for the year ended December 31, 2018 was approximately $262,000.

In August 2018, the Company entered into a new Merchant 1SO Agreement with a new sponsor
bank. Under the terms of the Merchant 1SO Agreement, NMS is reguired to pay monthly minimum
fees of $15,000 during the term of the agreement. The Company exceeded the required monthly
minimum amount under the agreement for the year ended December 31, 2018. The agreement
renews automatically annually.

Litigation
As aresult of prior litigation with the Federa Trade Commission, NMS voluntarily entered into,
and is presently operating under, a permanent injunction with respect to certain of its business
practices.
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Balance Sheet
December 31, 2017

Assets
Current Assets:
Cash $ 14,066,253
Accounts receivable 2,695,154
Prepaid expenses and other current assets 172,236
Inventory 71,780
Tota current assets 17,005,423
Fixed assets, net 425,621
Customer merchant accounts, net 760,011
Restricted cash 498,220
Due from related parties 103,460
Notes receivable - related party 6,110,001
Goodwill 1,908,495
Tota assets $ 26,811,231

Liabilities and Member's Deficit

Liabilities:
Current Liabilities:
Accounts payable and accrued expenses $ 1,834,704
Residuds payable 903,690
Dueto related parties 585,939
Chargeback reserves 782,908
Totd current liabilities 4,107,241
Bank note payable, net of deferred financing costs 29,856,879
Total liabilities 33,964,120

Commitments and contingencies (Note 9)
Member's deficit (7,152,889)
Tota liabilities and member's deficit $ 26,811,231

See notes to financia statements,
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Statement of Income
Year Ended December 31, 2017

Revenue;
Electronic payment processing $ 111,271,839
Expenses:
Electronic payment processing costs 91,087,057
Electronic payment processing costs - related parties 4,374,094
Saaries and benefits 4,964,662
Professiond fees 441,012
Depreciation and amortization 707,883
Cther general and administrative costs 1,099,876
Totd expenses 102,674,584
Income from operations 8,597,255
Interest expense (2,085,729)
Interest income - related party 588,922
Interest expense, net (1,476,807)
Net income $ 7,120,448

See notes to financia statements,
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Statement of Changes in Member’s Deficit
Year Ended December 31, 2017

Member's Deficit

Balance, January 1, 2017 $ (5,621,394)
Net income 7,120,448
Distributions to member (8,651,943)

Balance, December 31, 2017 $ (7,152,889)

See notes to financial statements,
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Universal Processing Services of Wisconsin, LLC and Subsidiary

Statement of Cash Flows
Year Ended December 31, 2017

Cash flows from operating activities:

Net income $ 7,120,448
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 707,883
Amortization of deferred financing costs 193,743
Changes in operating assets and liabilities:
Restricted cash 89,487
Accounts receivable 419,900
Prepaid expenses and other current assets 90,830
Inventory 173,720
Accounts payable, accrued expenses and other current liabilities (1,633,711)
Due to/from related parties 335,537
Net cash provided by operating activities 7,497 837
Cash flows used in investing activities:
Purchase of customer merchant accounts (62,029)
Net advances under notes receivable - rel ated party (5,610,001)
Purchase of fixed assets (237,846)
Net cash used in investing activities (5,909,876)
Cash flows from financing activities:
Distributions to member (8,651,943)
Proceeds from bank note payable 13,500,000
Deferred financing costs paid (268,393)
Net cash provided by financing activities 4,579,664
Net increase in cash 6,167,625
Cash, beginning of year 7,898,628
Cash, end of year $ 14,086,253

Supplemental disclosure of cash flow information
Interest paid $ 1,701,199

See notes to financial statements.
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

1.

Organization, Description of Business, and Basis of Presentation

Universal Processing Services of Wisconsin, LLC (“UPS-WI™), was organized as a limited liability
company (“LLC”) under the |laws of the State of Wisconsin and is a wholly-owned subsidiary of
Newtek Business Services Holdco 1, Inc. (“Holdco™). As UPS-WI is a limited liability company,
theliability of Holdco is limited to its capita account.

UPS-WI and its wholly-owned subsidiary, UPSWI Sales, LLC (“UPS Sales™) are collectively
hereinafter referred to as the “Company”™. The Company markets credit and debit card processing
services, check approva services and ancillary processing equipment and software to merchants
who accept credit cards, debit cards, checks and other non-cash forms of payment.

Significant Accounting Policies

Use of Estimates

The preparation of the financia statements in conformity with accounting principles generdly
accepted in the United States of America reguires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financia statements and the reported amounts of revenues and expenses
during the reporting period. Estimates, by their nature, are based on judgment and available
information. Actua results could differ from those estimates. Materid estimates that are
particularly susceptible to significant changes in the near term relate to the determination of the
reserve for chargeback losses.

Financial Instruments

The Company’s financial instruments include cash, acoounts receivable, accounts payable and
accrued expenses, residua s payable, notes receivable from arelated party and a bank note payable.

The carrying amounts of cash, accounts receivable, accounts payable and accrued expenses and
residud s payable gpproximate fair value due to their short term maturities.

The carrying amounts of notes receivable from a related party and bank note payable gpproximate
fair va ue due to the variable interest rate they carry.

Cash

The Company maintains cash bdances at financid ingtitutions of high credit quality. As of
December 31, 2017, cash deposits in excess of insured amounts totaled approximately
$13,555,000.

Restricted Cash

Under the terms of the processing agreement between UPS-WI and its processing banks, UPS-WI
mai ntains cash accounts as reserves against chargeback losses. As the Company receives fees from
the processing bank, a certain percentage is alocated to the cash reserve account for certain
merchants.




Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

Inventory

Inventory consists primarily of equipment to be instaled in merchant |ocations to enable them to
process dectronic transactions. Inventory is stated at the lower of cost or market, which is
determined on a FIFO (first in-first out) basis.

Fixed Assets

Fixed assets, which are comprised of telephone systems, software, website, computer equipment,
credit card terminas, trucks and lessehold improvements, are stated at cost less accumulated
depreciation and amortization. Depreciation of fixed assets is provided on a straight-line basis
using estimated useful lives of the related assets. Amortization of |leasehold improvements is
provided on a straight-line basis using the lesser of the useful life of the asset, which generdly is
three to five years, or lease term.

Goodwill and Customer Merchant Accounts

Goodwill is not amortized but is instead subject to impairment testing, at least annually. Customer
merchant accounts with finite lives are amortized over 66 months as discussed in Note 5.

The Company considers the following to be some examples of indicators that may trigger an
impairment review: (i) significant under-performance or loss of key contracts acquired in an
acquisition relative to expected historical or projected future operating results; (ii) significant
changes in the manner or use of the acquired assets or in the Company’s overall strategy with
respect to the manner or use of the acquired assets or changes in the Company’s overall business
strategy; (iii) significant negative industry or economic trends, (iv)increased competitive
pressures; (v) a significant decline in the Company’s fair market value for a sustained period of
time; and (vi) regulatory changes. In assessing the recoverability of the Company’s goodwill and
customer merchant accounts, the Company must make assumptions regarding estimated future cash
flows and other factors to determine the far value of the respective assets. These include
estimation of future cash flows, which is dependent on interna forecasts, estimation of the long-
term rate of growth for the Company, the period over which cash flows will occur, and
determination of the Company’s cost of capital. Changes in these estimates and assumptions could
materidly affect the determination of fair value and conclusion on impairment.

Revenue Recognition

Electronic Payment Processing

Electronic payment processing and fee income is derived from the electronic processing of credit
and debit card transactions that are authorized and captured through third-party networks.
Typicdly, merchants are charged for these processing services as a percentage of each transaction
dollar plus aflat fee per transaction. Certain merchant customers are charged miscellaneous fees,
including fees for handling charge-backs or returns, monthly minimum fees, statement fees and
fees for other miscellaneous services. Revenues derived from the electronic processing of
MasterCard®, Visd® and Discover® sourced credit and debit card transactions are reported gross of
amounts paid to sponsor banks.

Interest Income
Interest income is recorded on an accrua basis, when earned, based on the current lending rate in
place.




Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

Reserve for Losses on Merchant Accounts

Disputes between a cardholder and a merchant periodically arise as aresult of, among other things,
cardholder dissatisfaction with merchandise quality or merchant services. Such disputes may not be
resolved in the merchant’s favor. In these cases, the transaction is “charged back™ to the merchant,
which means the purchase price is refunded to the customer through the merchant’s acquiring bank
and charged to the merchant. If the merchant has inadequate funds, the Company or, under limited
circumstances, the Company and the acquiring bank, must bear the credit risk for the full amount
of the transaction. The Company eval uates its risk for such transactions and estimates its potential
loss for charge-backs based primarily on historica experience and other relevant factors.

The Company records reserves for charge-backs and contingent liabilities when such amounts are
deemed to be probable and estimable. The required reserves may change in the future due to new
developments, including, but not limited to, changes in litigation or increased charge-back
exposure as the result of merchant insolvency, liquidation, or other reasons. The required reserves
arereviewed periodicdly to determine if adjustments are required.

Electronic Payment Processing Costs

Electronic payment processing costs consist principally of costs directly related to the processing of
merchant saes volume, including interchange fees, Visa®, MasterCard® and Discover® dues and
assessments, bank processing fees and costs paid to third-party processing networks. Such costs
are recognized at the time the merchant transactions are processed or when the services are
performed. Two of the most significant components of electronic processing expenses include
interchange and assessment costs, which are set by the credit card associations. Interchange costs
are passed on to the entity issuing the credit card used in the transaction and assessment costs are
retained by the credit card associations. Interchange and assessment fees are billed primarily as a
percentage of dollar volume processed and, to a lesser extent, as a per transaction fee. In addition
to costs directly related to the processing of merchant sales volume, electronic payment processing
costs also include residual expenses. Residual expenses represent fees paid to third-party sales
referral sources. Residua expenses are paid in accordance with contracted terms. These are
generdly linked to revenues derived from merchants successfully referred to the Company and that
begin using the Company for merchant processing services. Such residud expenses are
recognized in the Company’s statement of income. During the year ended December 31, 2017, the
Company partnered with two sponsor banks for substantialy dal merchant transactions.
Substantially all merchant transactions were processed by one merchant processor.

Income Taxes

The Company is a limited liability company (“LLC") and therefore pays no corporate taxes. The
Company’s income, instead, passes through to its member. Accordingly, no liability for Federal,
State and/or locd income taxes has been recorded in the accompanying financia statements. As a
wholly-owned subsidiary of Holdco, the Company evauated its tax positions at year end, and
based on its analysis, determined that there were no uncertain tax positions.

The Company’s U.S. Federal and State income tax returns prior to fiscd 2014 are closed and
management continually evauates expiring statutes of limitations, audits, proposed settlements,
changes in tax law and new authoritative rulings.




Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

Subsequent Events

The Company has evaluated subsequent events for potential recognition and/or disclosure through
March 13, 2018, the date these financial statements were available to be issued.

3. Fixed Assets

The Company’s fixed assets are comprised of the following at December 31, 2017:

Accumulated
Depreciation Net Book
Cost and Amortization Value
Telephone systems 3 62828 § 51110 § 11,718
Software 651,156 441,975 209,181
L easehold improvements 97,150 65,804 31,346
Computer equipment 96,796 87,796 9,000
Terminds 285,214 142,137 143,077
Trucks 24,576 3,277 21,299
Website 5,205 5,205 -
Totas 3 1222925 % 797304 § 425,621

Depreciation and amortization expense related to fixed assets for the year ended December 31,
2017 was gpproximately $214,000.

4. Goodwill

The carrying value of goodwill at December 31, 2017 is approximately $1,908,000. The Company
performed a qualitative assessment to determine if it is more likely than not that the Company’s
fair vaue is less than its carrying amount. Based on its quditative assessment, the Company
determined that goodwill was not impaired at December 31, 2017 and no further assessment was
required.

5. Customer Merchant Accounts

The net carrying val ue of customer merchant accounts is approximately $760,000 which consists of
agoproximately $2,806,000 of gross costs, net of accumulated amortization of gpproximately
$2,046,000 at December 31, 2017. Customer merchant accounts are being amortized over 66
months. Tota amortization expense of customer merchant accounts using the sum of the year’s
digits was gpproximately $494,000.

Tota expected amortization expense for the next five fiscal years and thereafter is asfollows:




Universal Processing Services of Wisconsin, LLC and Subsidiary

Notes to Financial Statements
Year Ended December 31, 2017

Y ear Ending December 31,

2018 $ 371,530
2019 242,330
2020 121,287
2021 22,884
2022 1,980
Thereafter -

$ 760,011

6. Bank Note Payable, Net of Deferred Financing Costs

In June 2015, the Company, Newtek Technology Solutions, Inc. (“NTS") and Premier Payments
LLC (*Premier”), all subsidiaries of Holdco, collectively as “Borrowers” entered into a Credit and
Guarantee Agreement (the “Agreement”) with Goldman Sachs Bank USA which extended a multi
draw term loan facility (the “Facility™) up to an aggregate principal amount of $38,000,000. In June
2017, the Company amended the terms of the Agreement to extend the term of the Facility to June
2021 as well as increase the aggregate principal amount of the Facility to $50,000,000.
Furthermore, the amendment of the Agreement added banc-serv Partners, LLC (“banc-serv”) and
Smdl Business Lending, LLC (“SBL”™), which are both owned by Holdco’s parent, Newtek
Business Services Corp. (“Newtek™), as Borrowers. Concurrent with the increase in the aggregate
principal balance, the Company borrowed an additional $18,000,000 under the Facility. The total
outstanding balance under the Facility as of December 31, 2017 was $40,000,000. The Borrowers
are collectively liable for the outstanding balance under the Facility. All assets of the Borrowers are
pledged as collateral under the Agreement and the Facility is guaranteed by Newtek. The Facility
provides for monthly/quarterly interest only payments with total principal due at maturity. The
Facility matures in June 2021. Borrowings under the facility are classified either as a “Base Rate
Loan” or a “LIBOR Rate Loan™ at the Company’s eection. Each LIBOR Rate Loan shall bear
interest on the outstanding balance &t a rate equal to (a) the greater of LIBOR or 50 basis points
plus (b) 6%, and each Base Rate Loan shall bear interest on the outstanding balance at a rate equal
to (y) the greater of the Prime Rate or 350 basis points, plus (z) 5%. The effective interest rate at
December 31, 2017 was 7.69%. The Company may make principa payments within 24 months of
the closing date and pay a prepayment premium based on a percentage of the principa outstanding
as defined in the Agreement. After 24 months, principa may be repaid under no pendlty. The
Agreement requires certain restrictive covenants for which the Company is in compliance with as
of December 31, 2017. At December 31, 2017, the Company had approximately $30,499,000 of
tota borrowings outstanding under the Facility. Interest expense and amortization of deferred
financing costs for the year ended December 31, 2017 was approximately $2,085,000.

Qutstanding borrowings under the Bank note payable consisted of the following at December 31,

2017:
Principa $ 30,498,694
Unamortized deferred financing costs (641,815)
Net carrying amount $ 29,856,879




Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

7.

Notes Receivable — Related Party

The Company had $6,110,000 outstanding on its revolving line of credit with Newtek, at December
31, 2017. The line, which matures in June 2021, alows for maximum borrowings of $50,000,000
and begars interest at a rate equa to that in effect under the Company’s Facility, at any given time.
The Company recorded related party interest income of approximately $589,000 during the year
ended December 31, 2017. At December 31, 2017 there was gpproximately $85,000 in accrued
interest income under theline.

Related Party Transactions

The Company earned electronic payment processing revenue of approximatey $91,000 from
Premier. The Company incurred residual expenses totaling approximately $3,922,000 from several
related parties. In addition, the Company incurred gateway fees of approximately $121,000 from
Secure Cyber Gateway Services, LLC, and breach insurance costs of gpproximately $332,000 from
Newtek Insurance Agency, LLC, which are included in electronic payment processing costs —
related parties on the statement of income. Salaries and overhead costs of gpproximately $147,000
charged from NTS are included in salaries and benefits. Payroll processing costs of gpproximately
$21,000 from PMTWorks Payroll, LLC and managed technology services of gpproximately
$161,000 from NTS areinduded in other generd and administrative costs. At December 31, 2017,
total amounts due to and due from related parties are approximately $586,000 and $103,000,
respectively.

Included in salaries and benefits are charges from Newtek related to sdaries for management and
certain other employees that perform services for the Company. Tota amounts dlocated to the
Company for the year ended December 31, 2017, were gpproximately $407,000.

During the year ended December 31, 2017, the Company purchased approximately $66,000 of
customer merchant accounts from a rel ated party.

The Company’s parent, Holdco, and Newtek are both guarantors of the Facility with Goldman
Sachs Bank USA.

Commitments and Contingencies

Operating Commitments

The Company entered into noncancellable operating leases for office facilities with future rentas
asfollows:

Year Ending December 31,

2018 $ 54,543
2019 56,239
2020 52,978

$ 163,760
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

Tota rent expense for the year ended December 31, 2017 was approximately $288,000.

Under the amended terms of a Service Agreement, amended terms of a Merchant Program
Processing Agreement, amended terms of a Preferred Card Agreement, and amended terms of a
Marketing Agreement, UPS-W!I isrequired to pay minimum fees of $4,200,000 in total under these
agreements during the period January 1, 2017 through December 31, 2017. The term of the Service
agreement was extended to December 31, 2018. The Merchant Program Processing Agreement
initial term was extended to November 30, 2018 and renews automatically each year. The
Marketing Agreement initia term was extended to May 31, 2018 and renews automatically each
two years for two year terms. The Preferred Card Agreement initia term was extended to April 30,
2018 and renews automatically for six-month terms.

Under the terms of an Independent Sales Organization Agreement and Member Services Provider
Agreement between UPS-WI and one of their sponsoring banks, UPS-WI is required to pay
monthly minimum fees of $10,000 during the term of the agreement. The Company exceeded the
monthly minimum required amount under the agreement for the year ended December 31, 2017.
The agreement renews automatically annually.

Under the amended terms of a Processing Services Agreement between UPS-WI and one of their
front-end processors, UPS-W!| is required to pay a quarterly minimum of $68,000 during the term
of the amended agreement. The Company’s fee payments for the 12-month period ended December
31, 2017, exceeded the minimum required amount under these agreements. The agreement expires
July 2018.

Litigation

In 2013, the Federal Trade Commission (the “FTC”) amended an existing complaint in the matter
Federd Trade Commission v. WV Universa Management, LLC et al., in the United States District
Court for the Middle District of Florida (the “Court™), to add UPS-WI as an additional defendant
on one count of providing substantia assistance in violation of the Telemarketing Sales Rule. On
November 18, 2014, the Court issued an Order granting the FTC’s motion for summary judgment
against UPS-WI on the single count. Subsequently, the FTC filed motions for a permanent
injunction and equitable monetary relief against UPS-WI and the other remaining defendants. Prior
to the Court hearing on the motions, UPS-WI and the FTC reached a settlement on the FTC’s
mation for a permanent injunction. On May 19, 2015, the Court entered an equitable monetary
judgment against UPS-WI for $1,735,000. The $1,735,000 was fully expensed in 2014 by UPS-WI.

On June 14, 2016, the United States Court of Apped s for the Eleventh Circuit vacated the Court’s
order awarding joint and severa liability for equitable monetary relief in the amount of $1,735,000
against UPS-WI, and remanded the case to the Court for findings of fact and conclusions of law as
to whether and why UPS-WI should be jointly and severally liable for restitution, and in what
amount, if any. On October 26, 2016, the Court entered an equitable monetary judgment against
UPS-WI for $1,735,000. On December 13, 2017, the United States Court of Appeals for the
Eleventh Circuit affirmed the Court’s order awarding joint and several liability for equitable
monetary relief against UPS-WI. UPS-WI intends to file a petition for awrit of
certiorari requesting that the United States Supreme Court review the judgment.

In September 2014, UPS-WI instituted an action against a former independent sdles agent in
Wisconsin state court for, among other things, breach of contract. The former sales agent answered
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Universal Processing Services of Wisconsin, LLC and Subsidiary
Notes to Financial Statements
Year Ended December 31, 2017

the complaint and filed counterclaims against UPS-WI. Following UPS-WI's successful appeal of
several of the court’s rulings, the action has been assigned to a new judge for further proceedings.
UPS-WI intends to vigorously pursue its claims againgt the former sales agent and defend the
counterclai ms asserted.
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UHY:
Certified Public Accountants

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Stockholders
of Universal Processing Services of Wisconsin, LLC

We have audited the accompanying financial statements of Universal Processing Services of Wisconsin,
LLC (the “Company”), which comprise the balance sheet as of December 31, 2016, and the related
statements of income, member’s deficit, and cash flows for the year then ended, and the related notes to
the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Universal Processing Services of Wisconsin, LLC as of December 31, 2016, and the results of
its operations and its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

L{{Iy LLp

New York, New York
February 22, 2017




Universal Processing Services of Wisconsin, LLC

Balance Sheet
December 31, 2016

Assets
Current Assets:
Cash
Accounts receivable
Prepaid expenses and other current assets
Inventory
Tota current assets

Fixed assets, net
Customer merchant accounts, net
Restricted cash
Due from related parties
Notes receivable - related party
Goodwill

Totd assets

Liabilities and Member's Deficit
Ligbilities:
Current Liabilities:
Accounts payable and accrued expenses
Residuals payable
Due to related parties
Chargeback reserves
Total current liabilities

Bank note payable, net of deferred financing costs

Total liabilities
Commitments and contingencies (Note 9)
Member's deficit

Tota liabilities and member's deficit

See notesto financia statements.

7,898,628
3,115,054
263,066
245,500

11,522,248

402,040
1,191,600
587,707
317,103
500,000
1,908,495

16,429,193

3,484,204
868,087
464,045
802,722

5,619,058
16,431,529

22,050,587

(5,621,394)

16,429,193




Universal Processing Services
Statement of Income
Year Ended December 31, 2016

of Wisconsin, LLC

Revenue:
Electronic payment processing

Expenses:
Electronic payment processing costs
Salaries and benefits
Professional fees
Depreciation and amortization
Other general and administrative costs
Tota expenses

Income from operations

Interest expense, net
Interest income - related party

Net income

$ 103,885,710

88,013,827
4,677,273
783,846
799,006
1,221,448

95,495,400

8,390,310

(1,588,970)
183,050

$ 6,984,390

See notes to financial statements.
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Universal Processing Services of Wisconsin, LLC
Statement of Changes in Member’s Deficit
Year Ended December 31, 2016

Member's Deficit

Balance, January 1, 2016 $ (3,495,974)
Net income 6,984,390
Member distributions (9,109,810)

Balance, December 31, 2016 $ (5,621,394)

See notes to financial statements.




Universal Processing Services of Wisconsin, LLC

Statement of Cash Flows
Year Ended December 31, 2016

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Amortization of deferred financing costs
Changes in operating assets and liabilities:
Restricted cash
Accounts receivable
Prepaid expenses and other current assets
Inventory

Accounts payable, accrued expenses and other current liabilities

Due to/from rel ated parties
Net cash provided by operating activities

Cash flows from investing activities:
Purchase of customer merchant accounts
Principal payments received on rel ated party note
Purchase of fixed assets
Net cash provided by investing activities

Cash flows used in financing activities:
Distributions to member
Net increasein cash

Cash, beginning of year
Cash, end of year

Supplemental disclosure of cash flow information
Interest paid

See notes to financial statements.
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6,984,390

799,006
257,232

(94,992)
(569,643)
(179,718)

41,975
1,508,596
260,352

9,007,198

(152,103)
5,146,749
(203,472)

4,791,174

(9,109,810)

4,688,562
3,210,066

7,898,628

1,236,274




Universal Processing Services of Wisconsin, LLC

Notes to Financial Statements
Year Ended December 31, 2016

1.

Organization, Description of Business, and Basis of Presentation

Universal Processing Services of Wisconsin, LLC (“UPS-WI™), was organized as a limited liability
company (“LLC™) under the laws of the State of Wisconsin and is a wholly-owned subsidiary of
Newtek Business Services Holdco 1, Inc. (*Holdco™). As a limited liability company, the ligbility
of Holdco is limited to its capital account.

UPS-WI and its formerly wholly-owned subsidiary, Solar Processing Services, LLC (“Solar™) are
collectively hereinafter referred to as the “Company”. In June 2016, Solar merged into UPS-WI.
The Company markets credit and debit card processing services, check gpprova services and
ancillary processing equipment and software to merchants who accept credit cards, debit cards,
checks and other non-cash forms of payment.

Significant Accounting Policies

Use of Estimates

The preparation of the financia statements in conformity with accounting principles generaly
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disdosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Estimates, by their nature, are based on judgment and available
information. Actua results could differ from those estimates. Materid estimates that are
particularly susceptible to significant changes in the near term relate to the determination of the
reserve for chargeback losses.

Recently Adopted Accounting Standards

In April 2015, the Financia Accounting Standards Board issued ASU 2015-03 “Simplifying the
Presentation of Debt Issuance Costs.” This update requires that debt issuance costs be presented in
the balance sheset as a direct deduction from the debt liability. The Company adopted this standard
with respect to its Bank note payable.

Financial Instruments
The Company’s financial instruments include cash, accounts receivable, accounts payable and
accrued expenses, residuals payable, notes receivable from arelated party and a bank note payable.

The carrying amounts of cash, accounts receivable, accounts payable and accrued expenses and
residud s payable gpproximate fair value due to their short term maturities.

The carrying amounts of notes receivable from a related party and bank note payable gpproximate
fair value due to the variable interest rate they carry.

Cash

The Company maintains cash baances at financid ingtitutions of high credit quality. As of
December 31, 2016, cash deposits in excess of insured amounts tota ed approximatey $7,683,000.




Universal Processing Services of Wisconsin, LLC

Notes to Financial Statements
Year Ended December 31, 2016

Restricted Cash

Under the terms of the processing agreement between UPS-WI and its processing banks, UPS-WI
mai ntains cash accounts as reserves against chargeback losses. As the Company receives fees from
the processing bank, a certain percentage is dlocated to the cash reserve account.

Inventory

Inventory consists primarily of equipment to be installed in merchant |ocations to enable them to
process electronic transactions. Inventory is stated at the lower of cost or market, which is
determined on a FIFO (first in-first out) basis.

Fixed Assets

Fixed assets, which are comprised of telephone systems, software, website, computer equipment
and leasehold improvements, are stated at cost less accumulated depreciation and amortization.
Depreciation of fixed assets is provided on a straight-line basis using estimated useful lives of the
related assets. Amortization of |easehold improvements is provided on a straight-line basis using
the lesser of the useful life of the asset, which generaly is three to five years, or lease term.

Goodwill and Customer Merchant Accounts
Goodwill is not amortized but is instead subject to impairment testing, at least annually. Customer
merchant accounts with finite lives are amortized over 66 months as discussed in Note 5.

The Company considers the following to be some examples of indicators that may trigger an
impairment review: (i) significant under-performance or loss of key contracts acquired in an
acquisition relative to expected historical or projected future operating results; (ii) significant
changes in the manner or use of the acquired assets or in the Company’s overall strategy with
respect to the manner or use of the acquired assets or changes in the Company’s overall business
strategy; (iii) significant negative industry or economic trends; (iv)increased competitive
pressures; (v) a significant decline in the Company’s fair market vaue for a sustained period of
time; and (vi) regulatory changes. In assessing the recoverability of the Company’s goodwill and
customer merchant accounts, the Company must make assumptions regarding estimated future cash
flows and other factors to determine the fair vaue of the respective assets. These include
estimation of future cash flows, which is dependent on internal forecasts, estimation of the long-
term rate of growth for the Company, the period over which cash flows will occur, and
determination of the Company’s cost of capital. Changes in these estimates and assumptions could

materidly affect the determination of fair value and conclusion on impairment.
Revenue Recognition

Electronic Payment Processing

Electronic payment processing and fee income is derived from the electronic processing of credit
and debit card transactions that are authorized and captured through third-party networks.
Typicdly, merchants are charged for these processing services as a percentage of each transaction
dollar plus a flat fee per transaction. Certain merchant customers are charged miscellaneous fees,
including fees for handling charge-backs or returns, monthly minimum fees, statement fees and
fees for other miscellaneous services. Revenues derived from the dectronic processing of
MasterCard®, Visd® and Discover® sourced credit and debit card transactions are reported gross of
amounts paid to sponsor banks.

Interest Income
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Notes to Financial Statements
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Interest income is recorded on an accrua basis, when earned, based on the current lending rate in
place.

Reserve for Losses on Merchant Accounts

Disputes between a cardholder and a merchant periodically arise as aresult of, among other things,
cardholder dissatisfaction with merchandise quality or merchant services. Such disputes may not be
resolved in the merchant’s favor. In these cases, the transaction is “charged back” to the merchant,
which means the purchase price is refunded to the customer through the merchant’s acquiring bank
and charged to the merchant. If the merchant has inadequate funds, the Company or, under limited
circumstances, the Company and the acquiring bank, must bear the credit risk for the full amount
of the transaction. The Company evauates its risk for such transactions and estimates its potentia
loss for charge-backs based primarily on historical experience and other relevant factors.

The Company records reserves for charge-backs and contingent ligbilities when such amounts are
deemed to be probable and estimable. The required reserves may change in the future due to new
developments, including, but not limited to, changes in litigation or increased charge-back
exposure as the result of merchant insolvency, liquidation, or other reasons. The required reserves
arereviewed periodicdly to determine if adjustments are required.

Electronic Payment Processing Costs

Electronic payment processing costs consist principally of costs directly related to the processing of
merchant sades volume, including interchange fees, Visa®, MasterCard® and Discover® dues and
assessments, bank processing fees and costs paid to third-party processing networks. Such costs
are recognized at the time the merchant transactions are processed or when the services are
performed. Two of the most significant components of eectronic processing expenses include
interchange and assessment costs, which are set by the credit card associations. Interchange costs
are passed on to the entity issuing the credit card used in the transaction and assessment costs are
retained by the credit card associations. Interchange and assessment fees are billed primarily as a
percentage of dollar volume processed and, to a lesser extent, as a per transaction fee. In addition
to costs directly related to the processing of merchant sales volume, electronic payment processing
costs also include residua expenses. Residual expenses represent fees paid to third-party sales
referra sources. Residual expenses are paid in accordance with contracted terms. These are
generdly linked to revenues derived from merchants successfully referred to the Company and that
begin using the Company for merchant processing services. Such residual expenses are
recognized in the Company’s statement of income. During the year ended December 31, 2016, the
Company partnered with two sponsor banks for substantialy al merchant transactions.
Substantialy all merchant transactions were processed by one merchant processor.

Income Taxes

The Company is a limited liability company (“LLC™) and therefore pays no corporate taxes. The
Company’s income, instead, passes through to its member. Accordingly, no liability for Federal,
State and/or local income taxes has been recorded in the accompanying financial statements. As a
whally-owned subsidiary of Holdco, the Company evauated its tax positions at year end, and
based on its analysis, determined that there were no uncertain tax positions.

The Company’s U.S. Federal and State income tax returns prior to fiscd 2013 are dosed and
management continually evauates expiring statutes of limitations, audits, proposed settlements,
changes in tax law and new authoritative rulings.




Universal Processing Services of Wisconsin, LLC
Notes to Financial Statements
Year Ended December 31, 2016

Subsequent Events

The Company has evaluated subsequent events for potentia recognition and/or disclosure through
February 22, 2017, the date these financid statements were avail able to be i ssued.

3. Fixed Assets

The Company’s fixed assets are comprised of the following at December 31, 2016:

Accumulated
Depreciation Net Book
Cost and Amortization Value
Telephone systems 3 375861 § 155621 $ 220,240
Software 488,791 331,712 157,079
L easehold improvements 63,644 53,227 10417
Computer equipment 93,257 79,040 14,217
Website 5,205 5118 87
Totds 3 1026758 §$ 624718  § 402,040

Depreciation expense related to fixed assets for the year ended December 31, 2016 was
approximately $198,000.

4, Goodwill

The carrying value of goodwill at December 31, 2016 is approximately $1,908,000. The Company
performed a qualitative assessment to determine if it is more likely than not that the Company’s
fair vaue is less than its carrying amount. Based on its quaitative assessment, the Company
determined that goodwill was not impaired at December 31, 2016 and no further assessment was
required.

5. Customer Merchant Accounts

The net carrying val ue of customer merchant accounts is gpproximately $1,192,000 which consists
of approximately $2,744,000 of gross costs, net of accumulated amortization of spproximately
$1,552,000 at December 31, 2016. Customer merchant accounts are being amortized over 66
months, Total amortization expense of customer merchant accounts using the sum of the year’s
digits is incdluded in depreciation and amortization in the accompanying statement of income was
gpproximately $601,000.

Totd expected amortization expense for the next five fiscal years and thereafter is asfollows:
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Year Ending December 31,

2017 480,935
2018 353,545
2019 228,385
2020 111,382
2021 17,025
Thereafter 328

$ 1,191,600

6. Bank Note Payable, Net of Deferred Financing Costs

In June 2015, the Company, CrystdTech Web Hosting, Inc. (“CrystalTech™) and Premier
Payments LLC (“Premier™), all subsidiaries of Holdco, collectively as “Borrowers” entered into a
Credit and Guarantee Agreement (the “Agreement”) with Goldman Sachs Bank USA which
extended a multi draw term loan facility (the “Facility”) up to an aggregate principa amount of
$38,000,000. The totd outstanding balance under the Facility as of December 31, 2016 was
$22,000,000. The Borrowers are collectively liable for the outstanding balance under the Facility.
All assets of the Borrowers are pledged as collatera under the Agreement and the Facility is
guaranteed by Holdco’s parent, Newtek Business Services Corp (“Newtek™). The Facility provides
for monthly/quarterly interest only payments with total principa due at maturity. The Facility
matures in June 2019. Borrowings under the facility are classified either asa “Base Rate Loan™ or a
“LIBOR Rate Loan” at the Company’s election. Each LIBOR Rate Loan shall bear interest on the
outstanding balance at a rate equal to (a) the greater of LIBOR or 50 basis points plus (b) 7%, and
each Base Rate L oan shall bear interest on the outstanding balance at a rate equd to (y) the greater
of the Prime Rate or 350 basis points, plus (z) 6%. The effective interest rate at December 31, 2016
was 7.67%. The Company may make principa payments within 24 months of the closing date and
pay a prepayment premium based on a percentage of the principa outstanding as defined in the
Agreement. After 24 months, principa may be repaid under no penaty. The Agreement requires
certain restrictive covenants for which the Company is in compliance with as of December 31,
2016. At December 31, 20186, the Company had gpproximately $16,999,000 of total borrowings
outstanding under the Facility. Interest expense and amortization of deferred financing costs for the
year ended December 31, 2016 was gpproximetely $1,608,000.

Qutstanding borrowings under the Bank note payable consisted of the following at December 31,

2016:

Principa $ 16,998,694
Unamortized deferred financing costs (567,165)
Net carrying amount $ 16,431,529

7. Notes Receivable — Related Party

The Company had $500,000 outstanding on its revolving line of credit with Newtek, at December
31, 2016. The line, which matures in June 2019, dlows for maximum borrowings of $38,000,000
and bears interest at a rate equa to that in effect under the Company’s Facility, at any given time.
The Company recorded related party interest income of approximately $183,000 during the year
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ended December 31, 2016. At December 31, 2016 there was gpproximately $188,000 in accrued
interest income under the line.

8. Related Party Transactions

The Company earned electronic payment processing revenue of approximately $45,000 from
Premier. The Company incurred residual expenses totaling approximately $3,878,000 from several
related parties. In addition, the Company incurred gateway fees of approximately $138,000 from
Secure Cyber Gateway Services, LLC, and breach insurance costs of gpproximately $270,000 from
Newtek Insurance Agency, LLC, which are included in e ectronic payment processing costs on the
statement of income. Saaries and overhead costs of agpproximately $36,000 charged from
CrystaTech are included in saaries and benefits. Payroll processing costs of gpproximately
$20,000 from PMTWorks Payroll, LLC and managed technology services of approximately
$160,000 from Crystal Tech are included in other general and administrative costs. At December
31, 2016, total amounts due to related parties are approximately $147,000.

Included in salaries and benefits are charges from Newtek related to saaries for management and
certain other employees that perform services for the Company. Tota amounts allocated to the
Company for the year ended December 31, 2016, were gpproximatel y $468,000.

The Company’s parent, Holdco, and Newtek are both guarantors of the Facility with Goldman
Sachs Bank USA.

9, Commitments and Contingencies

Operating Commitments

The Company entered into noncancell able operating leases for office facilities with future rentds
asfollows:

Year Ending December 31,
2017 181,067
$ 181,067

Total rent expense for the year ended December 31, 2016 was approximately $186,000.

Under the amended terms of a Service Agreement, amended terms of a Merchant Program
Processing Agreement, amended terms of a Preferred Card Agreement, and amended terms of a
Marketing Agreement, UPS-WI is required to pay minimum fees of $4,200,000 in total under these
agreements during the period January 1, 2016 through December 31, 2017. The term of the Service
agreement was extended to December 31, 2018. The Merchant Program Processing Agreement
initia term was extended to November 30, 2018 and renews automaticaly each year. The
Marketing Agreement initial term was extended to May 31, 2018 and renews automatically each
two years for two year terms. The Preferred Card Agreement initial term was extended to April 30,
2018 and renews automatically for six-month terms.
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Under the terms of an Independent Sales Organization Agreement and Member Services Pravider
Agreement between UPS-WI and one of their sponsoring banks, UPS-WI is required to pay
monthly minimum fees of $10,000 during the term of the agreement. The Company exceeded the
monthly minimum required amount under the agreement for the year ended December 31, 2016.
The agreement renews automatically annually.

Under the amended terms of a Processing Services Agreament between UPS-WI and one of their
front-end processors, UPS-WI is required to pay a quarterly minimum of $68,000 during the term
of the amended agreement. The Company’s fee payments for the 12-month period ended December
31, 2016, exceeded the minimum required amount under these agreements. The agreement expires
July 2018.

Litigation

In 2013, the Federal Trade Commission (the “FTC") amended an existing complaint in the matter
Federa Trade Commission v. WV Universd Management, LLC et a., pending in the United States
District Court for the Middle District of Florida (the “Court™), to add UPS-WI, as an additiond
defendant on one count of providing substantial assistance in violation of the Telemarketing Sales
Rule. On November 18, 2014, the Court issued an Order granting the FTC’s motion for summary
judgment against UPS-WI on the single count. Subsequently, the FTC filed motions for a
permanent injunction and equitable monetary relief against UPS-WI and the other remaining
defendants. Prior to the Court hearing on the motions, UPS-WI and the FTC reached a seftlement
on the FTC’s motion for a permanent injunction. The Court granted the FTC’s motion for
equitable relief against UPS-WI and the other remaining defendants, ordering that the remaining
defendants pay approximately $1,735,000 in equitable monetary relief. This amount was deposited
with the Court pending the outcome of an appedl of the judgement.

On June 14, 2016, the United States Court of Appeals for the Eleventh Circuit set aside the Court’s
judgment awarding joint and several liability for equitable monetary relief in the amount of
goproximately $1,735,000 against UPS-WI, and remanded the case to the Court for findings of fact
and conclusions of law as to whether and why UPS-WI should be jointly and severaly liable for
restitution, and in what amount, if any. On October 18, 2016, the Court ordered that the
$1,735,000 payment be returned to UPS-WI. On October 26, 2016, the Court entered an equitable
monetary judgment against UPS-WI for approximately $1,735,000. UPS-WI has filed a notice of
apped of the judgment. The total $1,735,000 has been accrued and is included in the balance sheet
in Accounts payable and accrued expenses. Thereis no current year income statement effect.

In January 2014, NCMIC Finance Corporation (“NCMIC”) filed a complaint against the Company
in the United States District Court for the Southern District of lowa. The complaint asserted claims
against the Company for breach of the UPS-WI and NCMIC agreement for the processing of credit
card transactions, and seeks monetary relief. In April 2016, in order to avoid the cost of trid and
any gppeals, UPS-'WI settled the matter for $200,000. The totd $200,000 was paid during 2016 and
isincluded in the statement of incomein other genera and administrative costs.

In September 2014, UPS-WI filed an action in Wisconsin state court against a former independent
sales agent and his company. The complaint aleges severa causes of action including breach of
contract. The defendant filed an answer and filed counterclaims against UPS-WI seeking monetary
damages. The court granted certain aspects of defendants® motions for summary judgment,
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dismissing certain of the claims asserted by UPS-WI. The matter is presently stayed pending the
Wisconsin Supreme Court’s ruling on matters under appeal.
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