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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

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

ACT OF 1934
For the quarterly period ended June 30, 2013

OR

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

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaer)

New York 11-350463¢€

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)
212 West 3t Street, 2 Floor, New York, NY 10001
(Address of principal executive offices (Zip Code)

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

Indicate by check mark whether the registranth@s filed all reports required to be filed by Seweti3 or 15(d) of the Securities Exchange
Act of 1934 during the past 12 months (or for sslebrter period that the registrant was requireiilécsuch reports) and (2) has been subject
to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpovegbsite, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (Section 232.405 & thapter) during the preceding 12
months (or for such shorter period that the regiigtwvas required to submit and post such filed)es No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchangg. A

Large accelerated fili [J Accelerated file| O
Non-accelerated file O Smaller reporting compar

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). Yes[ No

As of August 5, 2013, there were 35,380,888 ofGbenpany’s Common Shares outstanding.
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Iltem 1. Financial Statements.

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2013 AND 2012

(In Thousands, except for Per Share Data)

Operating revenue
Electronic payment processil
Web hosting and desic
Premium incomt
Interest incom
Servicing fee incom— NSBF portfolio
Servicing fee incom- external portfolios
Income from tax credit
Insurance commissiot
Other income

Total operating revenut

Net change in fair value @
SBA loans
Warrant liability
Credits in lieu of cash and notes payable in csdditieu of casl

Total net change in fair valt

Operating expense
Electronic payment processing ca
Salaries and benefi
Interest
Depreciation and amortizatic
Provision for loan losse
Other general and administrative cc

Total operating expens

Income before income tax

Provision for income taxe

Net income

Net income attributable to n-controlling interest:

Net income attributable to Newtek Business Seryibtes

Weighted average common shares outstan- basic
Weighted average common shares outstan- diluted
Earnings per sha basic and dilute:

See accompanying notes to these unaudited condeassdlidated financial statements.

3

Three Months Ended

Six Months Ended

June 30, June 30,

2013 2012 2013 2012
$23,44¢  $21,37: $45,12! $41,98¢
4,53¢ 4,56¢ 8,91¢ 9,26:
4,937 2,41¢ 9,19¢ 4,80¢
1,16¢€ 817 2,19¢ 1,53¢
66€ 49¢€ 1,28( 1,07;
89: 1,47¢ 1,74C 1,97¢
29 12¢ 55 31¢
47C 31¢ 914 63C
86¢€ 74¢ 1,73: 1,47:
$37,01: $32,33¢  $71,15¢ $63,06:
(772) (569 (1,149 (66%)
— (117) — (117
7 5 26 41
(765) (675 (1,129 (739)
19,62¢ 17,83: 37,91: 35,18¢
6,32: 5,437 12,37¢ 11,11
1,381 1,13¢ 2,68¢ 1,97:
81¢€ 711 1,62: 1,51z
20¢ 154 327 264
5,00¢ 4,44¢ 10,02t 8,701
33,36¢ 29,71 64,95( 58,75¢
2,881 1,94¢ 5,08: 3,57¢
1,18( 732 2,077 1,34(
1,701 1,21« 3,00¢ 2,23¢
141 29 28¢ 23
$1,84: $1,24: $ 329 $ 2,26z
35,28 35,92 35,25! 35,85!
37,90: 36,88 37,77¢ 36,53¢
$ 00t $ 0.0 $ 0.0¢ $ 0.0¢€
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2013 AND DECEMBER 31, 2012
(In Thousands, except for Per Share Data)

December 31

June 30,
2013 2012
Unauditec (Note 1)
ASSETS
Cash and cash equivalents (includes $2,609 an®%1r8spectively, related to VII $ 13,99¢ $ 14,22¢
Restricted cas 9,102 8,45¢
Broker receivabli 8,111 16,69¢
SBA loans held for investment, net (includes $1@,86d $12,910, respectively, related to securibmatrust
VIE; net of reserve for loan losses of $1,717 aBb&9, respectively 13,20¢ 14,64
SBA loans held for investment, at fair value (irt#s $50,374 and $22,931, respectively, related to
securitization trust VIE 58,13t 43,05¢
Accounts receivable (net of allowance of $612 ab6ll$ respectively 13,58¢ 10,87:
SBA loans held for sale, at fair val 2,931 89¢
Prepaid expenses and other assets, net (inclug&33%dnd $1,123, respectively, related to secatitin trust
VIE) 12,02t 11,01«
Servicing asset (net of accumulated amortizatiahalowances of $7,271 and $6,750, respectiy 5,72 4,68
Fixed assets (net of accumulated depreciation arateation of $10,690 and $10,922, respectiv 3,67¢ 3,52:
Intangible assets (net of accumulated amortizaifdbil4,065 and $13,855, respective 1,38¢ 1,55¢
Credits in lieu of cas 5,25¢ 8,70t
Deferred tax asset, n 3,317 2,31¢
Goodwill 12,09: 12,09:
Total asset $162,54t $ 152,74.
LIABILITIES AND EQUITY
Liabilities:
Accounts payable, accrued expenses and otheiitiied $ 11,39¢ $ 11,20¢
Notes payabli 30,90¢ 39,82
Note payable securitization trust VIE 40,45( 22,03¢
Capital lease obligatio 68¢ 632
Deferred revenu 1,391 1,43
Notes payable in credits in lieu of ce 5,25¢ 8,70:
Total liabilities 90,09( 83,84(
Commitments and contingenci
Equity:
Newtek Business Services, Inc. shareho’ equity:
Preferred shares (par value $0.02 per share; azsidot,000 shares, no shares issued and
outstanding — —
Common shares (par value $0.02 per share; autkds4®00 shares, 36,913 issued; 35,307 and
35,178 outstanding, respectively, not includingsBares held in escroy 73¢ 73¢
Additional paic-in capital 61,03¢ 60,60¢
Retained earnings (includes $1,466 related to diofedimn of VIE on January 1, 201 10,30: 7,00¢
Treasury shares, at cost (1,606 and 1,735 shasgsatively’ (1,359 (1,50¢)
Total Newtek Business Services, Inc. shareha’ equity 70,72 66,84
Non-controlling interest: 1,73¢ 2,05¢
Total equity 72,45¢ 68,90:
Total liabilities and equit $162,54t $ 152,74.

See accompanying notes to these unaudited condeassdlidated financial statements.

4



Table of Contents

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2013 AND 2012

(In Thousands)

Cash flows from operating activitie
Condensed consolidated net inca $
Adjustments to reconcile condensed consolidatethaeime to net cash used in operating activi
Income from tax credit
Accretion of interest expen:
Fair value adjustments on SBA loe
Fair value adjustment on warrant liabil
Fair value adjustment of credits in lieu of casH antes payable in credits in lieu of c:
Deferred income taxe
Depreciation and amortizatic
Accretion of discoun
Provision for loan losse
Other, ne
Changes in operating assets and liabilit
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for
Broker receivabls
Accounts receivabl
Prepaid expenses, accrued interest receivablethed asset
Accounts payable, accrued expenses and deferredue
Other, ne

Net cash provided by operating activit

Cash flows from investing activitie
Return of investments in qualified busines
Purchase of fixed assets and customer merchant @i
SBA loans originated for investment, 1
Payments received on SBA log
Change in restricted ca
Other, ne

Net cash used in investing activiti

2013 2012

3,006 $ 2,23¢
(55) (319
81 36C
1,14¢ 662
— 111
(26) (41)
(994) (1,54%)
1,62¢ 1,517
(96) (83
327 264
79€ 534
(59,726 (34,686
57,92 35,01¢
8,581 (739)
(2,925 (2,347
(1,662) 3,39(
397 (944)
(2,425) (1,049)
5,97¢ 2,34t
1,522 101
(1,08 (819
(17,97 (10,929
2,34¢ 2,08¢
834 53C

(49 —
(14,399 (9,019)

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2013 AND 2012 (COITINUED)

(In Thousands)
2013 2012
Cash flows from financing activitie
Net (repayments) proceeds on bank lines of ¢ $(8,887) $ 5,16
Increase in cash due to consolidation of subsic — 2,76:
Proceeds from term loe — 10,00(
Repayments on bank term note pay: (20¢) (20¢)
Issuance of senior notes, net of issuance « 20,90¢ —
Repayments of senior not (2,599 (2,22¢)
Additions to deferred financing cos (869) (1,257
Change in restricted cash related to securitiz: (621) 5,041
Purchase of treasury sha — (926)
Proceeds from exercise of stock opti 12C —
Other 33¢ 182
Net cash provided by financing activiti 8,18¢ 18,53¢
Net (decrease) increase in cash and cash equis (230 11,86(
Cash and cash equivaler beginning of periot 14,22¢ 11,20:
Cash and cash equivaler end of perioc $13,99¢  $23,06:
Supplemental disclosure of cash flow activities
Reduction of credits in lieu of cash and notes pleya credits in lieu of cash balances due toveeli of tax credits t
Certified Investor: $ 3,51« $ 6,165
Additions to additional pa-in capital for warrants expired previously attrille to no-controlling interest: $ — $ 33C
Additions to norcontrolling interests as a result of consolidatdmajority owned subsidiar $ — $ 2,297
Initial allocation of value assigned to warrantuisd in financing transactic $ — $ 1,95¢

See accompanying notes to these unaudited condeossdlidated financial statements.

6



Table of Contents

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, I. (“Newtek” or the “Company”) is a holding company &everal wholly- and majority-owned subsidiaries,
including twelve certified capital companies whante referred to as Capcos, and several portfolispemies in which the Capcos own non-
controlling or minority interests. The Company pd®s a “one-stop-shop” for business services tathall- and medium-sized business
market and uses state of the art web-based prapritstchnology to be a low cost acquirer and prewaf products and services. The
Company partners with companies, credit unions,amsthciations to offer its services.

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing third party credit card processing andathapproval services to the small- and mediumdsize
business market under the name of Newtek MerchalatiSns.

Small Business FinanceThe segment is comprised of Newtek Small Businasaree, Inc. (“NSBF”), a nationally licensed, USnall
Business Administration (“SBA”) lender that origtes, sells and services loans to qualifying smaditesses, which are partially guaranteed
by the SBA and CDS Business Services, Inc. d/blatdleBusiness Credit (‘NBC”) which provides recdil@afinancing and management
services.

Managed Technology SolutionsCrystalTech Web Hosting, Inc., d/b/a Newtek TecbgglServices (“NTS”), offers shared and dedicated
web hosting, data storage and backup services] domputing plans and related services to the smuatl medium-sized business market.

All Other: Businesses formed from investments made througle&Caqgrams and others which cannot be aggregatbdther operating
segments, including insurance and payroll procgssin

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidacoerdinates
and integrates activities of the segments, corgnaith alliance partners, acquires customer oppdias, and owns our proprietary
NewTrackel® referral system. This segment includes revenuesapdnses not allocated to other segments, includiegest income, Capco
management fee income and corporate operationfsgpe

Capco: Twelve certified capital companies which invessimall- and medium-sized businesses. They genesateash income from tax
credits and non-cash interest expense and insuexpemses in addition to cash management fees.

The condensed consolidated financial statemertewafek, its subsidiaries and consolidated entitiekided herein have been prepared by
the Company in accordance with accounting prinsiglenerally accepted in the United States of Amaaaitd include all wholly- and
majority-owned subsidiaries, and several portfabmpanies in which the Capcos own non-controllingarity interest in, or those variable
interest entities of which Newtek is considerethéahe primary beneficiary. All interempany balances and transactions have been efet

in consolidation. Non-controlling interests (prewsty shown as minority interest) are reported bat@vincome (loss) under the heading “Net
(income) loss attributable to non-controlling irsts” in the condensed consolidated statementgofrie (unaudited) and shown as a
component of equity in the condensed consolidatdahioce sheets.

The accompanying notes to unaudited condensed leitsal financial statements should be read inwetjon with Newtek’s 2012 Annual
Report on Form 10-K. These financial statement® teen prepared in accordance with instructiof®tm 10-Q and Article 10 of
Regulation S-X and, therefore, omit or condenstagefootnotes and other information normally ird#d in financial statements prepared in
accordance with accounting principles generallyepted in the United States. In the opinion of managnt, all adjustments, consisting of
normal recurring items, considered necessary fairgresentation have been included. The res@iltgerations for an interim period may |
give a true indication of the results for the emtiear. The December 31, 2012 condensed consalidatance sheet has been derived fron
audited financial statements of that date but datsnclude all disclosures required by accounprigciples generally accepted in the United
States of America.

All financial information included in the tablesiihe following footnotes is stated in thousandsegt per share data.
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NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial statesméntonformity with accounting principles geneyalktcepted in the United States of
America requires management to make estimatesssuingptions that affect the reported amounts otsissel liabilities and disclosures of
contingent assets and liabilities at the date efciinsolidated financial statements, and the reg@inounts of revenue and expense durin
reporting period. The level of uncertainty in esttes and assumptions increases with the lengtmefuntil the underlying transactions are
complete. The most significant estimates are watpect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of servicisgeds, chargback reserves, tax valuation allowances and the/édiie measurements usel
value certain financial assets and financial litib8. Actual results could differ from those esdies.

Revenue Recognitio
The Company operates in a number of different seggn®evenues are recognized as services are eghdled are summarized as follows:

Electronic payment processing revenElectronic payment processing and fee income isei@ifrom the electronic processing of credit and
debit card transactions that are authorized antloeghthrough third-party networks. Typically, meaats are charged for these processing
services on a percentage of the dollar amountalf #ansaction plus a flat fee per transactionta®merchant customers are charged
miscellaneous fees, including fees for handlinggidacks or returns, monthly minimum fees, statdrfees and fees for other
miscellaneous services. Revenues derived froml#nérenic processing of MasterCa&td and Visa soucredit and debit card transactions
are reported gross of amounts paid to sponsor banks

Web hosting revenu®lanaged technology solutions revenue is primamdgivatd from monthly recurring service fees for tise of its web
hosting, web design and software support servicestomer set-up fees are billed upon service tiatisand are recognized as revenue over
the estimated customer relationship period of 2&ry. Payment for web hosting and related servicedding cloud plans, is generally
received one month to one year in advance. Defeeneghues represent customer payments for welnigastid related services in advance of
the reporting period date. Revenue for cloud relagrvices is based on actual consumption usecclmud customer.

Sales and Servicing of SBA LoaNSBF originates loans to customers under the SBnam that generally provides for SBA guarantees of
50% to 90% of each loan, subject to a maximum guaesamount. This guaranteed portion is generallyt® a third party via an SBA
regulated secondary market transaction utilizind\$®rm 1086 for a price equal to the guaranteed Iaount plus a premium that includes
both an upfront cash payment and the fair valugtoire net servicing income. Prior to October 11@0NSBF recognized the revenue item
“Premium on loan sales” net of capitalized loanenges and the discount on the retained unguaraptetdn; subsequent to the adoption of
fair value of SBA 7(a) loans on October 1, 2010BNRSecognizes premium on loan sales as equal toasie premium plus the fair value of
the servicing income. Revenue is recognized ornrdue date of the guaranteed portion, except agited below.

Upon recognition of each loan sale, the Companainstservicing responsibilities and receives sargifees of a minimum of 1% of the
guaranteed loan portion sold. The Company is requip estimate its adequate servicing compensatitre calculation of its servicing asset.
The purchasers of the loans sold have no recoartse tCompany for failure of customers to pay ant®gontractually due.

Subsequent measurements of each class of sergisgggs and liabilities may use either the amoitizahethod or the fair value measuren
method. NSBF has chosen to apply the amortizatiethad to its servicing asset, amortizing the assptoportion to, and over the period of,
the estimated future net servicing income on treeuging sold guaranteed portion of the loans aswkssing the servicing asset for
impairment based on fair value if and when a tiiggeevent occurs. In the event future prepaymardssignificant or impairments are
incurred and future expected cash flows are inaaleqio cover the unamortized servicing assetstiaddl amortization or impairment
charges would be recognized. In evaluating and angggsimpairment of servicing assets, NSBF stragifits servicing assets based on year of
loan and loan term which are the key risk char&ties of the underlying loan pools. The Compangsuasn independent valuation speciali:
estimate the fair value of the servicing assetdlgudating the present value of estimated fututeseevicing cash flows, using assumptions of
prepayments, defaults, servicing costs and disc@ies that NSBF believes market participants waglel for similar assets. If NSBF
determines that the impairment for a stratum ipienary, a valuation allowance is recognized throagiharge to current earnings for the
amount the amortized balance exceeds the currenalae. If the fair value of the stratum werddter increase, the valuation allowance may
be reduced as a recovery. However, if NSBF detagsiihat impairment for a stratum is other than tanauy, the value of the servicing asset
and any related valuation allowance is written-down
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SBA Loan Interest and Fedaterest income on loans is recognized as earnéolardis placed on non-accrual status if it excé&#ldays past
due with respect to principal or interest and h& opinion of management, interest or principalt@nloan is not collectible, or at such earlier
time as management determines that the collediabflisuch principal or interest is unlikely. Suclans are designated as impaired non-
accrual loans. All other loans are defined as pariiog loans. When a loan is designated as impaioedaccrual, the accrual of interest is
discontinued, and any accrued but uncollectedeéstancome is reversed and charged against cuopenations. While a loan is classified as
impaired non-accrual and the future collectabitityhe recorded loan balance is doubtful, collewtiof interest and principal are generally
applied as a reduction to principal outstanding.

The Company passes certain expenditures it inoutgetborrower, such as force placed insurancaffin@nt funds fees, or fees it assesses,
such as late fees, with respect to managing the lbaese expenditures are recorded when incurred t®the uncertainty with respect to
collection of these passed through expendituressessed fees, any funds received to reimburgectimpany are recorded on a cash basis as
other income.

Income from tax creditsFollowing an application process, a state will fyoti company that it has been certified as a Caple.state or
jurisdiction then allocates an aggregate dollar amof tax credits to the Capco. However, such amh@uneither recognized as income
otherwise recorded in the financial statementsesihibas yet to be earned by the Capco. The Capentitled to earn tax credits upon
satisfying defined investment percentage thresheltlin specified time requirements. Newtek has €@apoperating in five states and the
District of Columbia. Each statute requires that @apco invest a threshold percentage of “certifiguital” (the funds provided by the
insurance company investors) in businesses deéineplialified within the time frames specified. As Capco meets these requirements, it
avoids grounds under the statute for its disqualifon for continued participation in the Capcogyeon. Such a disqualification, or
“decertification” as a Capco results in a permameoapture of all or a portion of the allocated ¢aedits. The proportion of the possible
recapture is reduced over time as the Capco renrageneral compliance with the program rules aegtsithe progressively increasing
investment benchmarks. As the Capco progressésimviestments in Qualified Businesses and, acaglgli places an increasing proportion
of the tax credits beyond recapture, it earns anuartnequal to the non-recapturable tax creditsrandrds such amount as income, with a
corresponding asset called “credits in lieu of Easlthe balance sheet.

The amount earned and recorded as income is detedrbly multiplying the total amount of tax creditbcated to the Capco by the
percentage of tax credits immune from recapture ¢drned income percentage) at that point. Toxtenethat the investment requirements
are met ahead of schedule, and the percentageatgapturable tax credits is accelerated, theepteslue of the tax credit earned is
recognized currently and the asset, credits indiecash, is accreted up to the amount of tax tsefliverable to the certified investors. The
obligation to deliver tax credits to the certifiedestors is recorded as notes payable in craditsu of cash. On the date the tax credits are
utilizable by the certified investors, the Capcaréases credits in lieu of cash with a correspandecrease to notes payable in credits in lieu
of cash.

Insurance commissionRevenues are comprised of commissions earned omyres paid for insurance policies and are recoghiehe

time the commission is earned. At that date, thriegs process has been completed and the Compangstimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohical cancellation experience adjusted by
known circumstances.

Other incomeOther income represents revenues derived from tipgnanits that cannot be aggregated with othemmss segments. In
addition, other income represents one time recesan gains on investments. Revenue is recorded thleee is strong evidence of an
agreement, the related fees are fixed, the seovipeoduct has been delivered, and the collectfaherelated receivable is assured.

. Receivable feeReceivable fees are derived from the funding (pasel of receivables from finance clients. NBC redngs the
revenue on the date the receivables are purchasegeacentage of face value as agreed to by iwetcThe Company also has
arrangements with certain of its clients wherelpuitchases the client’s receivables and charges atfa specified rate based on the
amount of funds advanced against such receivablesfunds provided are collateralized and the ine@recognized as earnt

. Late feesLate fees are derived from receivables NBC hashased that have gone over a certain period (usoedly 30 days) without
payment. The client or the client’s customer isrgkd a late fee according to the agreement witltlieat and NBC records the fees as
income in the month in which such receivable becpsest due

. Billing fees:Billing fees are derived from billing-only (ndimance) clients. These fees are recorded wheredawhich occurs when tl
service is rendere:

. Other feesThese fees include re-underwriting fees, due diligefees, termination fees, under minimum fees odiner fees including
finance charges, supplies sold to clients, NSF, feee fees and administration fees. These feeskarged upon funding, takeovers or
liquidation of finance clients. The Company alsoceiges commission revenue from various sout

9
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Electronic Payment Processing Cos

Electronic payment processing costs consist prallgipf costs directly related to the processingnafrchant sales volume, including
interchange fees, VISA and MasterCérd dues andgssemts, bank processing fees and costs paiddsptity processing networks. St
costs are recognized at the time the merchantacsings are processed or when the services arerperfi. Two of the most significant
components of electronic processing expenses iaéhtdrchange and assessment costs, which arg #et bredit card associations.
Interchange costs are passed on to the entitynigsbie credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed or, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumetrelgic payment processing costs also
include residual expenses, which represent feebstpdhird-party sales referral sources. Residypérses are paid under various formulae as
contracted. These are generally linked to revedaesed from merchants successfully referred toGbmpany and that begin using the
Company for merchant processing services.

Restricted Casl

Restricted cash includes cash collateral relating letter of credit; monies due on SBA loan-relatmittances and insurance premiums
received by the Company and due to third partiash dield by the Capcos restricted for use in magaad operating the Capco, making
qualified investments and for the payment of incaex@s; cash reserves associated with the seatiotiz cash set aside to purchase
unguaranteed portions originated subsequent tegbwritization transaction, cash held in blockezbaaots used to pay down bank note
payables, cash held for our payroll clients waitiadpe remitted to their employees or taxing alith@nd a cash account maintained as a
reserve against electronic payment processing ebank losses. Following is a summary of restriciesh by segment:

(In thousands) June 30, 201 December 31, 201
Electronic payment processil $ 31z $ 387
Small business financ 5,14¢ 4,95¢
All other 1,42¢ 27¢
Corporate activitie: 98¢ 987
Capcos 1,22¢ 1,84¢
Totals $_910: $ 845

Broker Receivable
Broker receivable represents amounts due from frartles for loans which have been traded at pesiwbibut have not yet settled.

Purchased Receivable

For clients that are assessed fees based on adistowell as for clients that are on a prime phesschedule, purchased receivables are
recorded at the point in time when cash is relet&sdlde client. A majority of the receivables puashd with respect to prime plus
arrangements are recourse and are sold back thieheif aged over 90 days, depending on conted@greements. Purchased receivables are
included in accounts receivable on the consolidhtddnce sheets.

10
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Investments in Qualified Businesst

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

Consolidation Methodnvestments in which the Company directly or indie owns more than 50% of the outstanding votiegusities,

those the Company has effective control over, os¢ldeemed to be a variable interest entity in fivtie Company is the primary beneficiary
are generally accounted for under the consolidatiethod of accounting. Under this method, an inaest’s financial position and results of
operations are reflected within the Company’s cosdd consolidated financial statements. All sigatit inter-company accounts and
transactions are eliminated, including returnsraigipal, dividends, interest received and investtmedemptions. The results of operations
and cash flows of a consolidated operating entiyirzcluded through the latest interim period inehhthe Company owned a greater than
50% direct or indirect voting interest, exerciseatcol over the entity for the entire interim petior was otherwise designated as the primary
beneficiary. Upon dilution of control below 50%, @pon occurrence of a triggering event requirirgpresideration as to the primary
beneficiary of a variable interest entity, the agtting method is adjusted to the equity or costho@tof accounting, as appropriate, for
subsequent periods.

Equity MethodInvestments that are not consolidated, but oveclvtiie Company exercises significant influence aa@unted for under the
equity method of accounting. Whether or not the @any exercises significant influence with respedn investee depends on an evaluation
of several factors including, among others, repreg®n on the investee’s Board of Directors andhemship level, which is generally a 20%

to 50% interest in the voting securities of theeistee, including voting rights associated with@uenpany’s holdings in common, preferred
and other convertible instruments in the investieder the equity method of accounting, an investaetounts are not reflected within the
Company'’s condensed consolidated financial statesnaowever, the Company’s share of the earnindssses of the investee is reflected in
the Company’s condensed consolidated financiadistants.

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

The Company’s debt and equity investments havetantislly been made with funds available to Newttalough the Capco programs. These
programs generally require that each Capco meeénianom investment benchmark within five years dfiad funding. In addition, any funds
received by a Capco as a result of a debt repayaresguity return may, under the terms of the Capograms, be reinvested and counted
towards the Capcos’ minimum investment benchmarks.

Securitization Activities

NSBF engaged in a securitization of the unguaranpeetions of its SBA 7(a) loans in 2010, 2011 20d3. Because the transfer of th
assets did not meet the criteria of a sale for @aitog purposes, it was treated as a secured bmmgoNSBF continues to recognize the assets
of the secured borrowing in Loans held for investtremnd the associated financing in Notes payabliemronsolidated balance sheets.

Share— Based Compensation

All share-based payments to employees are recajimizbe financial statements based on their fain&s using an option-pricing model at
the date of grant. The Company recognizes compiensaih a straight-line basis over the requisit@iserperiod for the entire award. The
Company has elected to adopt the alternative tianshethod for calculating the tax effects of shhased compensation. The alternative
transition method includes a simplified method dtablish the beginning balance of the additional{racapital pool related to the tax effects
of employee share-based compensation, which isad@ito absorb tax deficiencies.
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Fair Value

The Company adopted the methods of fair value lwevids financial assets and liabilities. The Comypaarries its credits in lieu of cash,
prepaid insurance and notes payable in crediigindf cash at fair value. In addition, the Compalected on October 1, 2010 to fair value
SBA loans held for investment and SBA loans hefdstde. The Company also carries impaired loansoémel real estate owned at fair val
Fair value is based on the price that would beivedeto sell an asset or paid to transfer a ligbifi an orderly transaction between market
participants at the measurement date. In orderc@ase consistency and comparability in fair vahgasurements, the Company utilized a
fair value hierarchy that prioritizes observablée anobservable inputs used to measure fair vakoetlimee broad levels, which are described
below:

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

Level 2 Observable inputs other than Level 1 prices, ssajuated prices for similar assets or liabilitiggoted prices in markets that i
not active; or other inputs that are observableaorbe corroborated by observable market dataufmstantially the full term of
the assets or liabilities. Level 2 assets andlltas include debt securities with quoted pridesttare traded less frequently than
exchange-traded instruments and derivative comstighbse value is determined using a pricing modkl iputs that are
observable in the market or can be derived pritlgifieom or corroborated by observable market datds category generally
includes certain U.S. Government and agency moetdpagked debt securities, corporate debt secyritexdsative contracts and
residential mortgage loans h-for-sale.

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

Income Taxes

Deferred tax assets and liabilities are computegdapon the differences between the financiadistant and income tax basis of assets and
liabilities using the enacted tax rates in effectthe year in which those temporary differenceseapected to be realized or settled. If
available evidence suggests that it is more liklen not that some portion or all of the deferedassets will not be realized, a valuation
allowance is required to reduce the deferred tagtago the amount that is more likely than ndidaealized.

The Company’s U.S. Federal and state income taxnefprior to fiscal year 2009 are closed and memegnt continually evaluates expiring
statutes of limitations, audits, proposed settldsiarhanges in tax law and new authoritative rgling

Accounting for Uncertainty in Income Taxe

The ultimate deductibility of positions taken ompexted to be taken on tax returns is often uneertaiorder to recognize the benefits
associated with a tax position taken (i.e., geiyeeatieduction on a corporation’s tax return), éinéity must conclude that the ultimate
allowability of the deduction is more likely thaotnlf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than
not), the benefit associated with the positioreisognized at the largest dollar amount that ha®riam a 50% likelihood of being realized
upon ultimate settlement. Differences between tasitjpns taken in a tax return and recognized gétherally result in (1) an increase in
income taxes currently payable or a reduction imaome tax refund receivable or (2) an increas dieferred tax liability or a decrease in a
deferred tax asset, or both (1) and (2).

Fair Value of Financial Instruments

As required by the Financial Instruments Topictaf Financial Accounting Standards Board (“FASB”xAcanting Standards Codification
(“ASC"), the estimated fair values of financial insments must be disclosed. Excluding fixed asgetzngible assets, goodwill, and prepaid
expenses and other assets (noted below), sub#iiaatiaf the Companys assets and liabilities are considered finanngttiments as defin
under this standard. Fair value estimates are ctiNgein nature and are dependent on a numbepaoff&ant assumptions associated with
each instrument or group of similar instruments|uding estimates of discount rates, risks assediaith specific financial instruments,
estimates of future cash flows and relevant avkslatarket information.

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

» Cash and cash equivale
* Restricted cas
* Broker receivabli
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» Accounts receivabl

* Notes payabl

» Accrued interest receivable (included in Prepaidesmses and other asse

» Accrued interest payable (included in Accounts p#gjaaccrued expenses and other liabilit
» Accounts payable and accrued exper

The carrying value of investments in Qualified Biesises (included in Prepaid expenses and othésr$3eedits in lieu of cash and Notes
payable in credits in lieu of cash as well as SBank held for investment and SBA loans held fog approximate fair value based on
management’s estimates.

New Accounting Standard

Accounting standards updates effective after JIn@@13, are not expected to have a material effiethe Company’s condensed
consolidated financial statements.

NOTE 3 — FAIR VALUE MEASUREMENTS:
Fair Value Option Elections

Effective January 1, 2008, the Company adopted/&dire accounting concurrent with the electionhef fair value option. The accounting
standard relating to the fair value measuremeatsfiels the definition of fair value and descrilmesthods available to appropriately measure
fair value in accordance with GAAP. The accounstandard applies whenever other accounting stasdaglire or permit fair value
measurements. The accounting standard relatirtgetéatr value option for financial assets and ficiahliabilities allows entities to

irrevocably elect fair value as the initial and sefpuent measurement attribute for certain finarasaéts and financial liabilities that are not
otherwise required to be measured at fair valuth @hianges in fair value recognized in earningtheg occur. It also establishes presentation
and disclosure requirements designed to improvepaoability between entities that elect differentasierement attributes for similar assets
and liabilities.

On January 1, 2008, the Company elected the faievaption for valuing its Capcos’ credits in lieficash, notes payable in credits in lieu of
cash and prepaid insurance.

On October 1, 2010, the Company elected the fairevaption for valuing its SBA 7(a) loans fundedamafter that date which are includec
SBA loans held for investment and SBA loans hefdstde.

The Company elected the fair value option in otdeeflect in its financial statements the assuonsithat market participants use in
evaluating these financial instruments.

Fair Value Option Election — Credits in Lieu of Cad, Prepaid Insurance and Notes Payable in CreditsiiLieu of Cash

Under the cost basis of accounting, the discoursrased to calculate the present value of thatsredieu of cash and notes payable in
credits in lieu of cash did not reflect the crestihancements that the Company’s Capcos obtainedGiteartis, Inc. (“Chartis”) (the renamed
property and casualty holdings of American Inteoral Group, Inc., “AlG”), namely its AA+ rating auch time, for their debt issued to
certified investors. Instead the cost paid fordredit enhancements was recorded as prepaid irueand amortized on a straight-line basis
over the term of the credit enhancements.

With the adoption of the fair value measuremerftr@ncial assets and financial liabilities and éhection of the fair value option, credits in
lieu of cash and notes payable in credits in liecash are valued based on the yields at whicnéi@hinstruments would change hands
between a willing buyer and a willing seller whée former is not under any compulsion to buy ardldlitter is not under any compulsion to
sell, both parties having reasonable knowledgelefrant facts. The accounting standards requiréaihgalue of the assets or liabilities to be
determined based on the assumptions that marktitipants use in pricing the financial instrumdntdeveloping those assumptions, the
Company identified characteristics that distinguisdrket participants generally, and consideredfacipecific to (a) the asset type, (b) the
principal (or most advantageous) market for thetgsoup, and (c) market participants with whomréqgorting entity would transact in that
market.

Based on the aforementioned characteristics amigtim of the Chartis credit enhancements, the Comppatieves that market participants
purchasing or selling its Capcatebt, and therefore its credits in lieu of cash aoigs payable in credits in lieu of cash, viewperformance
risk to be equal to the risk of Chartis nonperfonoearisk and as such both the fair value of credits
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lieu of cash and notes payable in credits in litcash should be priced to yield a rate equal togarable U.S. Dollar denominated debt
instruments issued by Chartjgrent, AIG. Because the value of notes payabteddits in lieu of cash directly reflects the ctezihancemel
obtained from Chartis, the unamortized cost regatinthe credit enhancement will cease to be seggrearried as an asset on Company’s
condensed consolidated balance sheets and is orated in notes payable in credits in lieu of cash.

Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at June 30, 2013 Usin
Total Unrealized

Gains

(In thousands): Total Level 1 Level 2 Level 3 and (Losses’
Assets

Credits in lieu of cas $ 525 $— $5,25¢ 0§ — $ —

SBA loans held for investme 58,13 — — 58,13! (1,38))

SBA loans held for sal 2,931 — 2,931 — 23¢

Total asset $66,32( $— $8,18:  $58,13¢ 3 (1,14¢)

Liabilities

Notes payable in credits in lieu of ce $ 525¢ $— $5,25¢ $§ — $ 2€

Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at December 31, 2012 Usin
Total Unrealized

Gains
(In thousands): Total Level 1 Level 2 Level 3 and (Losses)
Assets
Credits in lieu of cas $ 8,70 $— $8,70: $ — $ —
SBA loans held for investme 43,05¢ — — 43,05¢ (857)
SBA loans held for sal 89¢ — 89¢€ — (162)
Total asset $52,65¢ $— $9,59¢  $43,05¢ 3 (1,019)
Liabilities
Notes payable in credits in lieu of ce $ 8,70 $— $8,70:. $ — $ 3
Warrants — — — — (117)
Total liabilities $ 8,70 $— $8,70: $ — $ (10¢)
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Credits in lieu of cash and Notes payable in creditin lieu of cash

The Company elected to account for both creditieinof cash and notes payable in credits in liegash at fair value in order to reflect in its
condensed consolidated financial statements therga®ns that market participant’s use in evaluathrese financial instruments.

Fair value measurements:

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance risBhartis. The closest trading
comparators are the debt of Chartis’ parent, Alkeréfore the Company calculates the fair valueottfi the credits in lieu of cash and notes
payable in credits in lieu of cash using the yialfisarious AIG notes with similar maturities tocheof the Company’s respective Capcos’
debt (the “Chartis Note Basket”). The Company &édb discontinue utilizing AIG’s 7.70% Series Aknior Subordinated Debentures
because those long maturity notes began to traitheclvaracteristics of a preferred stock after AéGeived financing from the United States
Government. The Company considers the Chartis Rasket a Level 2 input under fair value accountsigge it is a quoted yield for a
similar liability that is traded in an active excige market. The Company selected the Chartis Nas&d® as the most representative of the
nonperformance risk associated with the Capco ri#esause they are Chartis issued notes, are gctiadled and because maturities match
credits in lieu of cash and notes payable in csdditieu of cash.

After calculating the fair value of both the credit lieu of cash and notes payable in creditgein bf cash, the Company compares their
values. This calculation is done on a quarterlysha3alculation differences primarily due to taedit receipt versus delivery timing may
cause the value of the credits in lieu of cashifferdfrom that of the notes payable in creditdigu of cash. Because the credits in lieu of cash
asset has the single purpose of paying the notebfgin credits in lieu of cash and has no ottaduer to the Company, Newtek determined
that the credits in lieu of cash should equal thies payable in credits in lieu of cash.

On December 31, 2012, the yield on the Chartis Batgket was 1.72%. As of June 30, 2013, the dat€tmpany revalued the asset and
liability, the yields on the Chartis notes average@D% reflecting changes in interest rates imtlagketplace. This increase in yield increased
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditieu of cash. The Company increased the
value of the credits in lieu of cash to equal thkig of the notes payable in credits in lieu ohdascause the credits in lieu of cash can on
used to satisfy the liability and must equal thigaf the notes payable in credits in lieu of cashll times. The net change in fair value
reported in the Company’s condensed consolidatadraents of income for the three and six monthe@ddne 30, 2013 was a gain of
$7,000 and $26,000, respectively.

On December 31, 2011, the yield on the Chartis Baisket was 5.53%. As of June 30, 2012, the dat€timpany revalued the asset and
liability, the yields on the Chartis notes avera8e®il% reflecting changes in interest rates imtlagketplace. This decrease in yield decre:
both the fair value of the credits in lieu of castd the fair value of the notes payable in craditieu of cash. The Company decreased the
value of the credits in lieu of cash to equal thkig of the notes payable in credits in lieu ohdascause the credits in lieu of cash can on
used to satisfy the liability and must equal thisgaf the notes payable in credits in lieu of cashll times. The net change in fair value
reported in the Company’s condensed consolidatgdraents of income for the three months and sixthsoended June 30, 2012 was a gain
of $5,000 and $41,000, respectively.

Changes in the future yield of the Chartis Notek®asvill result in changes to the fair values of tiredits in lieu of cash and notes payable in
credits in lieu of cash when calculated for futpegiods; these changes will be reported througlCrapany’s condensed consolidated
statements of income.

SBA 7(a) Loans

On October 1, 2010, the Company elected to utilieefair value option for SBA 7(a) loans fundedarafter that date. Management believed
that doing so would promote its effort to both slifypand make more transparent its financial staeta by better portraying the true
economic value of this asset on its balance shrebstatement of income. NSBF originates, funds,semdices government guaranteed loans
under section 7(a) of the Small Business Act. TBA 8oes not fully guarantee the SBA 7(a) Loans:3BA 7(a) Loan is bifurcated into a
guaranteed portion and an unguaranteed portioh, @&auing interest on the principal balance ohguartion at a per annum rate in effect
from time to time. NSBF originates variable intédesins, usually set at a fixed index to the Priate that resets quarterly. Primarily, NSBF
has made SBA 7(a) loans carrying guarantees of aftd@5% with some originations at 90% for SBA dfiedi export type businesses; from
2009 through early 2011 under a special progranst micthe loans NSBF originated carried a guaraot&®%. NSBF, both historically and
as a matter of its
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business plan, sells the guaranteed portions vialEBm 1086 into the secondary market when theaputaed portion becomes available for
sale upon the closing and full funding of the SBA)doan and retains the unguaranteed portions algkement recognized that the economic
value in the guaranteed portion did not inure tBR %t the time of their sale but rather when thargaoty attached at origination; amortiza
accounting by its nature does not recognize thisegse in value at the true time when it occurthttler the fair value option, the value of the
guarantee is recorded when it economically occutiseapoint of the creation of the loan, and isaelyed until when the sale occurs.
Contemporaneously, the value of the unguarantedpavill also be determined to reflect the fdlljr value of the loan.

Although the fair value election is for the ent8BA 7(a) loan, the Company primarily sells the giméeed portions at the completion of
funding. The need to record the fair value forgaranteed portion of the loan will primarily ocaunen a guaranteed portion is not traded at
period end (“SBA loans held for sale”). The unguéead portion retained is recorded under “SBA Idald for investment.”

SBA Loans Held for Investmer

For loans that completed funding before Octob@010, SBA loans held for investment are reportatieit outstanding unpaid principal
balances adjusted for charge-offs, net deferred ¢omination costs and the allowance for loandss&or loans that completed funding on or
after October 1, 2010, management elected to &irevSBA loans held for investment within the fafue hierarchy that prioritizes
observable and unobservable inputs utilizing L&mehobservable inputs which reflect the Companys expectations about the
assumptions that market participants would useiging the asset (including assumptions about rifke Company considers the pricing
reflected in its securitization activities to be thest indicator of the fair value discount useth&asure loans held for investment. As disct

in the Company’s 2012 Annual Report on Form 10H€, Company was able to securitize its unguararegibns of its SBA 7(a) loans and
issued notes to investors with S&P ratings of “Agid “A.”

The fair value measurement, currently recorded @8% upfront discount of the unguaranteed priridijpéance of SBA loans held for
investment, is based upon internal quantitativa datour portfolio with respect to historical ddfaates and future expected losses as well as
the investor price paid for the senior interestum unguaranteed loans with respect to the 20L& iseed transaction, and adjusted for the
estimated servicing and interest income to benethby the trust over an estimated repayment téthree years. This was further adjuste
reflect the estimated default rate on the senitesibased on the default rate on our loan portfaBsuming a worst case scenario of no
recoveries. Should the performance of the undegligans to the senior notes change, this could ¢tnp@ assumptions used in the estimated
repayment term as well as the estimated defawtanadl thus result in a higher or lower discourd taken in the future; management reviews
these assumptions regularly. If a loan measuréairatalue is subsequently impaired, then thevalue of the loan is measured based on the
present value of expected future cash flows distmliat the loan’s effective interest rate, or thie falue of the collateral if the loan is
collateral dependent. The significant unobservaipeats used in the fair value measurement of thmined loans involve management’s
judgment in the use of market data and third pastimates regarding collateral values. Such estisrate further discounted by 2(- 80% to
reflect the cost of liquidating the various assetder collateral. Any subsequent increases or deeeein any of the inputs would result in a
corresponding decrease or increase in the reservean loss or fair value of SBA loans, dependingvhether the loan was originated prior
or subsequent to October 1, 2010. Because the hxmrsnterest at a variable rate, NSBF does na# tafactor in interest rate risk.

Below is a summary of the activity in SBA loansdchidr investment, at fair value for the six monéimgled June 30, 2013 and the year ended
December 31, 2012, respectively, (in thousands):

Six Months Endec

Year Ended
December 31
June 30, 2013 2012

Balance, beginning of period $ 43,05¢ $ 21,85
SBA loans held for investment, originat 17,92« 24,07¢
Payments receive (1,469 (2,027%)
Fair value los! (1,38)) (857)
Balance, end of peric $ 58,13t $ 43,05

SBA Loans Held For Sale

For guaranteed portions funded, but not yet tradedhch measurement date, management elected valis SBA loans held for sale within
the fair value hierarchy that prioritizes obsereaéshd unobservable inputs used to measure faie wallizing Level 2 assets. These inputs
include debt securities with quoted prices thatterded less frequently than exchange-traded im&tnts or have values determined using a
pricing model with inputs that are observable ia tharket. The secondary market
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for the guaranteed portions is extremely robugh wibker dealers acting as primary dealers. NSH& gularly into the market and can
quickly price its loans for sale. The Company valtiee guaranteed portion based on market priced &mthe guaranteed loan amount plus a
premium that includes both an upfront cash payrtgilizing quoted prices) and the value of a stredmpayments representing servicing
income received in excess of NSBF's servicing ¢eslued using a pricing model with inputs that abservable in the market).

Other Fair Value Measurements
Assets Measured at Fair Value on a Non-recurring Bsis are as follows (in thousands):

Fair Value Measurements at June 30, 2013 Using

Total Level 1 Level 2 Level 3 Total Losses

Assets
Impaired loan $ 6,22 $ — % — $ 6,22 $ (1,409
Other ree-estate owne 842 — 842 — (20)
Total asset $ 7,06 $ — 3 84z $ 6,22 $ (1,429

Fair Value Measurements at December 31, 2012 Usin

Total Level 1 Level 2 Level 3 Total Losses

Assets
Impaired loan $ 6,96¢ $ — % — $ 6,96 $ (822
Other ree-estate owne 534 — 534 — (16§)
Total asset $ 7,49¢ ¢ — 3 534 $§ 6,96 $ (990

Impaired loans

Impairment of a loan is measured based on the preatue of expected future cash flows discountati@loans effective interest rate, or t

fair value of the collateral if the loan is colleibdependent. Impaired loans for which the cagyamount is based on fair value of the
underlying collateral are included in assets apdmed at estimated fair value on a non-recurriagjd) both at initial recognition of
impairment and on an on-going basis until recowerghargesff of the loan amount. The significant unobsereahbputs used in the fair val
measurement of the impaired loans involve managésijengment in the use of market data and thindypastimates regarding collateral
values. Such estimates are further discounted by 280% to reflect the cost of liquidating the wais assets under collateral. Valuations in
the level of impaired loans and corresponding impant affect the level of the reserve for loan éas#\ny subsequent increases or decrease:
in any of the inputs would result in a correspondilecrease or increase in the reserve for loarlo&sr value of SBA loans, depending on
whether the loan was originated prior or subseqtee@ctober 1, 2010.

Other real-estate owned (included in Prepaid expers and other assets)

The estimated fair value of other real-estate owisedlculated using observable market informatiocluding bids from prospective
purchasers and pricing from similar market trarisastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withisgahe Companyg interests. Where bid information is not availdblea specific property
the valuation is principally based upon recentgeantion prices for similar properties that havenbs@d. These comparable properties share
comparable demographic characteristics. Otherastate owned is generally classified within Levelf 2he valuation hierarchy.
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NOTE 4 — SBA LOANS:

SBA loans are geographically concentrated in NewkYb2.2%). Below is a summary of the activity etSBA loans held for investment,
of SBA loan loss reserves for the six months enligee 30, 2013 (in thousands):

Balance at December 31, 20 $57,70:
SBA loans funded for investme 17,92¢
Fair value adjustmel (1,38))
Payments receive (2,346
Provision for SBA loan losse (327)
Discount on loan originations, n 14¢
Other real estate ownt (379
Balance at June 30, 20 $71,34:

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

Balance at December 31, 20 $ 2,58¢
SBA loan loss provisio 327
Recoveries 22
Loan charg-offs (1,22))
Balance at June 30, 20 $ 1,710

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 3032 thousands):

Balance at December 31, 20 $ 89¢
Originations of SBA loans held for s¢ 59,72¢
Fair value adjustmel 233
SBA loans solc (57,920
Balance at June 30, 20 $ 2,931

All loans are priced at the Prime interest rates @pproximately 2.75% to 3.75%. The only loans wifixed interest rate are defaulted loans
of which the guaranteed portion sold is repurchdised the secondary market by the SBA, while thguaranteed portion of the loans still
remains with the Company. As of June 30, 2013 aecehber 31, 2012, SBA loans receivable held foestment with adjustable interest
rates amounted to $72,706,000 and $58,382,000:ctegly.

For the six months ended June 30, 2013 and 20&éZ;¢mpany funded approximately $77,652,000 and5#45000 in loans and sold
approximately $57,926,000 and $35,019,000 of treanteed portion of the loans, respectively. Red#as from loans traded but not settled
of $8,111,000 and $16,698,000 as of June 30, 20d Dacember 31, 2012, respectively, are presestbdoker receivable in the
accompanying condensed consolidated balance sheets.

The outstanding balances of loans past due ovetyndays and still accruing interest as of Decen3ie2012 amounted to $1,128,000; there
were no such loans outstanding at June 30, 2013.

At June 30, 2013 and December 31, 2012, total iregaion-accrual loans amounted to $6,220,000 arfgb6$®00, respectively. For the six
months ended June 30, 2013 and for the year endeeniiber 31, 2012, the average balance of impaoe&ccrual loans was $6,965,000
$6,935,000, respectively. Approximately $1,801,80d $2,204,000 of the allowance for loan lossesfaindalue adjustment were allocated
against such impaired non-accrual loans, respégtive

18



Table of Contents

The following is a summary of SBA loans held fovestment as of:

(in thousands) June 30, 201 December 31, 201
Fair Value Cost Basit Fair Value Cost Basit
Due in one year or less $ — $ 19 $ — $ 4C
Due between one and five yei — 4,791 — 4,53¢
Due after five year 63,04t 11,04¢ 46,58¢ 13,74:
Total 63,04¢ 15,85¢ 46,58" 18,31¢
Less: Allowance for loan loss — (2,71%) — (2,58¢)
Less: Deferred origination fees, t — (937) — (1,079
Less: Fair value adjustme (4,910 — (3,530 —
Balance (net $58,13¢ $13,20¢ $43,05¢ $14,64"
The payment status of gross SBA loans held forstment is as follows:
(in thousands

Days Past Due June 30, 201 December 31, 201

Current $ 72,17¢ $ 52,55¢

30-89 50t 4,251

>90 — 1,12¢

Non-performing 6,22( 6,96¢

Balance (net $ 78,90 $ 64,90(

The Company evaluates the credit quality of itslpartfolio by employing a risk rating system tigasimilar to the Uniform Classification

System which is the asset classification systenptadioby the Federal Financial Institution Examioasi Council. The Company'’s risk rating
system is granular with multiple risk ratings irttbthe Acceptable and Substandard categories. wssigt of the ratings are predicated upon
numerous factors, including credit risk scoreslatetal type, loan to value ratios, industry, fioeh health of the business, payment history,

other internal metrics/analysis, and qualitativeeasments.

Risk ratings are refreshed as appropriate based emusiderations such as market conditions, loanaateristics, and portfolio trends. The
Company’s gross SBA loans held for investment rdedrat cost by credit quality indicator are asoieH:

(in thousands

Risk Rating June 30, 201 December 31, 201
Acceptable $ 8,65i $ 9,15:¢
Other assets special menti 2,29¢ 2,92¢
Substandar 4,49t 5,894
Doubtful 39¢€ 33z
Loss 9 9
Balance (net $ 15,85¢ $ 18,31!

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets when|8&8#s are accounted for as sold and the rightsrioce those loans are retained. The
Company measures all separately recognized segvasgets initially at fair value, if practicablenéeTCompany reviews capitalized servicing
rights for impairment which is performed based isk strata, which are determined on a disaggredadsit given the predominant risk
characteristics of the underlying loans. The preidamt risk characteristics are loan term and yééwam origination.

The changes in the value of the Company’s servidgtgs for the six months ended June 30, 2013 wsif®llows:

(in thousands)
Balance at December 31, 20 $4,68:
Servicing rights capitalize 1,56¢

Servicing assets amortiz: (521
Balance at June 30, 20 $5,72i

The carrying value of the capitalized servicingeasgas $5,727,000 and $4,682,000 at June 30, 2td Bacember 31, 2012, respectively,
while the estimated fair value of capitalized seing rights was $7,113,000 and $6,067,000 at JOn2@®L3 and December 31, 2012,
respectively. The estimated fair value of servicisgets at June 30, 2013 and December 31, 201@atsxmined using a discount rate of
11%, weighted average prepayment speeds ranging#é to 14%, depending upon certain characterisfitise loan portfolio, weighted
average life of 5.00 years, and an average defatigitof 5%.

The unpaid principal balances of loans servicedfbers are not included in the accompanying cosel¢consolidated balance sheets. The
unpaid principal balances of loans serviced foemhwithin the NSBF originated portfolio were $3285,000 and $271,548,000 as of Junt



2013 and December 31, 2012, respectively. The drg&icipal balances of loans serviced for otheng&ctvwere not originated by NSBF and
are outside of the Newtek portfolio were $171,588,8nd $176,988,000 as of June 30, 2013 and Dece3hp2012, respectively.
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NOTE 6 — NOTES PAYABLE AND CAPITAL LEASES:
At June 30, 2013 and December 31, 2012, the Comipadiyiotes payable and capital leases comprise dbllowing (in thousands):

December 31

June 30,
2013 2012
Notes payable
Capital One lines of credit (NSBI
Guaranteed lin $ 8,60( $ 12,00(
Unguaranteed lin 4,60( 11,85«
Summit Partners Credit Advisors, L.P. (NE 8,46¢ 8,28¢
Sterling National bank line of credit (NB( 8,44( 6,67
Capital One term loan (NT? 79¢ 1,00
Total notes payabl 30,90¢ 39,82:!
Note payable securitization trus 40,45( 22,03¢
Total notes payabl $71,35¢ $ 61,86
Capital lease obligatio $ 68¢ $ 632

In the six months ended June 30, 2013, the Comleasgd certain software with a term of 4 years. 0geful life of the software was
estimated to be between 7 — 10 years and inclubasgain purchase element at lease expiration.rasut, the transaction has been recorded
as a capital lease and has a capitalized costpobrimately $63,000.

In March 2013, the Company completed a third sé&eation resulting in $20,900,000 of notes beirgyesl in a private placement transact
The SBA lender transferred the unguaranteed patdiSBA loans in the amount of $23,569,000 anddditional $5,900,000 for new loans
to be funded subsequent to the transaction to @apmurpose entity, Newtek Small Business LoarsTA013-1. The notes received an “A”
rating by S&P, and the final maturity date of tletes is June 25, 2038. The proceeds of the traosdwdve been and will be used to repay
debt and originate new loans.

In July 2013, the SBA lender received an extensiothe maturity of its warehouse lines of creditmZapital One to May 31, 2015 as
described more fully in Note 11 — Subsequent Events

NOTE 7 — STOCK OPTIONS AND RESTRICTED SHARES:

The Company had three share-based compensationgdast June 30, 2013 and 2012. For the six mamtied June 30, 2013 and 2012,
compensation cost charged to income for those plass$354,000 and $260,000, respectively, of wiiz80,000 and $203,000 are included
in salaries and benefits, and $74,000 and $57,89Mheluded in other general and administrativests the six months ended June 30, 2013
and 2012, respectively.

During the second quarter of 2013, the Companytgdcacertain employees and executives an aggre§8® Q@00 restricted shares valued at
$174,000 with a vesting date of March 1, 2016. fEtrevalue of these grants was determined usindaheralue of the common shares at the
grant date. The restricted shares are forfeitapte early voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted stested. Under the terms of the plan, these shaaedavdo not include voting rights until
the shares vest. The Company recorded $7,000 ie-flased compensation in the second quarter of @0d@nection with the vesting

period associated with these grants.

During the first quarter of 2013, the Company gedntertain employees, executives and directorggregate of 300,000 restricted shares
valued at $556,000. The employee and executiveaghave a vesting date of March 1, 2016 while ihectbrs’ vest July 1, 2015. The fair
value of these grants was determined using thevédire of the common shares at the grant daterd@stacted shares are forfeitable upon
early voluntary or involuntary termination of theployee. Upon vesting, the grantee will receive coiamon share for each restricted share
vested. Under the terms of the plan, these shaaedavdo not include voting rights until the sharest. The Company recorded $48,000 and
$78,000 in share-based compensation during the trd six months ended June 30, 2013, respectimatpnnection with the vesting period
associated with these grants.
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In the second quarter of 2012, Newtek granted icegtaployees and executives an aggregate of 124¢ticted shares valued at

$184,000. The grants vest on July 1, 2014. Thevdire of these grants was determined using thedhie of the common shares at the grant
date. The restricted shares are forfeitable updg ealuntary or involuntary termination of the etopee. Upon vesting, the grantee will
receive one common share for each restricted stested. Under the terms of the plan, these shaaedavdo not include voting rights until

the shares vest. The Company charged $15,000 &)ydQRLto share-based compensation expense dugrthrse months ended June 30,
2012 and 2013, respectively and $15,000 and $26M860are-based compensation expense during timeasiths ended June 30, 2012 and
2013, respectively in connection with the vestiegigd associated with these grants.

In March 2011, Newtek granted certain employeescetives and board of directors an aggregate @2]000 restricted shares valued at
$1,941,000. The grants vest on July 1, 2014. The/&éue of these grants was determined usingdhes&lue of the common shares at the
grant date. The restricted shares are forfeitaptamuearly voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted stested. Under the terms of the plan, these shaaedavdo not include voting rights until
the shares vest. The Company recorded $105,008t000 in share-based compensation in the thoeghs ended June 30, 2012 and
2013, respectively and $244,000 and $243,000,areshased compensation in the six months ended3yrg012 and 2013, respectively, in
connection with the vesting period associated widse grants.

NOTE 8 — INCOME PER SHARE:

Basic income per share is computed based on thghteei average number of common shares outstandiimggdthe period. The effect of
common share equivalents is included in the calicuiiaf diluted loss per share only when the effd#dheir inclusion would be dilutive.

The calculations of income per share were:

Three months Six months

ended June 30: ended June 30:

(In thousands except per share data’ 2013 2012 2013 2012
Numerator for basic and diluted E- income (loss) available to commor

shareholder $ 1,84 $ 1,24: $ 3,29/ $ 2,26
Denominator for basic EF- weighted average shar 35,28: 35,92 35,25 35,85:
Effect of dilutive securitie: 2,61¢ 95¢ 2,52¢ 68t
Denominator for diluted EP- weighted average shar 37,900 36,88 37,77¢ 36,53¢
Earnings (loss) per share: Basic and dilt $ 0.0% $ 0.0¢ $ 0.0¢ $ 0.0¢€
The amount of ar-dilutive shares/units excluded from above is a®¥:
Stock options and restricted sha 36 772 18 777
Warrants — 50 — 50
Contingently issuable shar 83 83 83 83

NOTE 9 — COMMITMENTS AND CONTINGENCIES:

In the ordinary course of business and from timgnt@, we are named as a defendant in various fegakedings. The Company evaluates
such matters on a case by case basis and its p@liaycontest vigorously any claims it believes aithout compelling merit.

We recognize a liability for a contingency in aamliexpenses and other liabilities when it is prébéiat a liability has been incurred and the
amount of loss can be reasonably estimated. Ifadhsonable estimate of a probable loss is a ravaccrue the most likely amount of such
loss, and if such amount is not determinable, themccrue the minimum in the range as the lossiabcFhe determination of the outcome
and loss estimates requires significant judgmentherpart of management.
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The Company is currently involved in various coatrelaims and litigation matters. In addition, asdfully described iftem 1. Legal
Proceedings, during the quarter ended June 30, 2013 the FHetierde Commission amended an existing complaithénmatter Federal
Trade Commission. WV Universal Management, LLC et &b include Universal Processing Services of Wistogrid C (“UPS”), the
Company’s merchant processing subsidiary, as aiti@utll defendant on one count. The Company doébe@eve that the facts or the FEC’
legal theory support the FTC's allegations agdifi3§ as set forth in the complaint, and the Compatends to vigorously challenge the
FTC's claims. As such, we have not establisheds tontingency for this matter.

Management has determined that, in the aggredegending legal actions should not have a matadiatrse effect on our consolidated
results of operations, cash flows or financial dbad. In addition, we believe that any amount tbatild be reasonably estimated of potential
loss or range of potential loss is not material.

In May 2013, the automated clearing house (“ACHYvider used by the Company’s payroll processitgsiliary, PMT Payroll, LLC
(“PMT"), ceased processing payments which resuhigtie inability or refusal of the ACH provider'sqeessing bank to send the
corresponding credits to PMT's customers’ employ@&ég total amount debited from PMsTcustomer accounts and unsuccessfully credi
its’ customers’ employees was approximately $1,31@, Upon learning of this failure, PMT and the Qamy immediately paid all funds
owing directly to any of its affected customers’@ayees. Of this amount, the Company has succéssfdovered approximately $800,000
to date from the provides’bank. The Company is currently working with legalinsel to recover the remaining funds and has bigerously
working with its customers’ banks to process redufie may also initiate litigation to pursue thairl. At this time, the Company believes it
is reasonably possible a loss may occur if the Gomjps unsuccessful in causing the affected bamksdcess the remaining returns. While
such a loss is possible, the Company does notedit it is probable or that the amount can lienased at this time.

NOTE 10 — SEGMENT REPORTING:

Operating segments are organized internally prignbyi the type of services provided. The Company dggregated similar operating
segments into six reportable segments: Electrasmjengnt processing, Small business finance, Mantegahology solutions, All other,
Corporate and Capcos.

The Electronic payment processing segment is aegeae of credit card transactions, as well as &ebar of credit card and check approval
services to the small- and medium-sized busineskehdxpenses include direct costs (included sefarate line captioned electronic
payment processing costs), salaries and benefitsptiner general and administrative costs all attvlare included in the respective caption
on the condensed consolidated statements of income.

The Small business finance segment consists oflBusainess Lending, Inc., a lender that primariligimates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through NSBF, its licensed SBA lender; the@3 &/hitestone Group which mana
the Company’s Texas Capco; and NBC which providesants receivable financing, billing and accourtivable maintenance services to
businesses. NSBF generates revenues from saleand, Iservicing income for those loans retainezbatracted to service by NSBF and
interest income earned on the loans themselveslehlder generates expenses for interest, salartebenefits, depreciation and amortizat
and provision for loan losses, all of which arduded in the respective caption on the condensaddiolated statements of income. NSBF
also has expenses such as loan recovery expeosegrbcessing costs, professional fees, and efpemses that are all included in the other
general and administrative costs caption on thelensed consolidated statements of income.

The Managed technology solutions segment congi$tg 8, acquired in July 2004. NTS'’s revenues améved primarily from web hosting
services and consist of web hosting and set up FES generates expenses such as salaries andtfemed depreciation and amortization,
which are included in the respective caption onattompanying condensed consolidated statemeirisafie, as well as professional fees,
licenses and fees, rent, and general office exgea#ieof which are included in other general adthiistrative costs in the respective caption
on the condensed consolidated statements of income.

The All other segment includes revenues and exgguramarily from qualified businesses that receiragstments made through the
Company’s Capcos which cannot be aggregated wligr @perating segments. The two largest entiti¢drsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andri&ssi Connect, LLC, a provider of sales and proegssarvices. Also included in this
segment are: Newtek Payroll Services, a providgragfoll management, payment and tax reportingicesy Exponential of New York, LLC,
an entity determined to be a subsidiary on JantiaP912, and Advanced Cyber Security Systems, W(t&CS"), a start-up company formed
to offer web-based security solutions to the manleee.

Corporate activities represent revenue and expearaiesdlocated to our segments. Revenue includesast income and management fees
earned from Capcos (and included in expenses iG#peo segment). Expenses primarily include cotpayperations related to broad-based
sales and marketing, legal, finance, informatiahtelogy, corporate development and additionalscassociated with administering the
Capcos.
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The Capco segment, which consists of the twelve@amenerates non-cash income from tax crediesgst income and gains from
investments in qualified businesses which are gediin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ifCtrporate activities revenues), legal, and auglitees and losses from investments in
qualified businesses.

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

. the nature of the product and servic

. the type or class of customer for their products services

. the methods used to distribute their products ovige their services; ar

. the nature of the regulatory environment (for exknpanking, insurance, or public utilitie
The accounting policies of the segments are the senthose described in the summary of signifiaacbunting policies.

The following table presents the Company’s segritdatmation for the periods ended June 30, 2013281i® and total assets as of June 30,
2013 and December 31, 2012 (in thousands):

For the three
months ende(

For the three
months ende

For the six
months ende

For the six
months endel

June 30, 201. June 30, 201, June 30, 201 June 30, 201,

Third Party Revenue
Electronic payment processi $ 23,44 $ 21,37 $ 45,12¢ $ 41,99
Small business financ 8,37¢ 5,96: 15,82« 10,80:
Managed technology solutiol 4,60( 4,57( 8,994 9,26:
All other 657 451 1,30z 882
Corporate activitie: 20C 20t 40C 45t
Capcos 38 141 89 45E
Total reportable segments 37,31¢ 32,70¢ 71,73¢ 63,84¢
Eliminations (309 (369 (581) (781)
Consolidated Total $ 37,01 $ 32,33¢ $ 71,15 $ 63,06
Inter -Segment Revenu
Electronic payment processi $ 68¢ $ 414 $ 1,29t $ 78¢
Small business financ 82 13 134 24
Managed technology solutiol 117 19¢ 264 39¢
All other 265 314 504 622
Corporate activitie: 841 75E 1,43¢ 1,26¢
Capcos 217 20€ 422 414
Total reportable segments 2,21( 1,90C 4,05: 3,51¢
Eliminations (2,210 (1,900 (4,057%) (3,519
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxes
Electronic payment processil $ 2,46F $ 1,9 $  4,30( $ 3,51«
Small business financ 2,03( 1,47¢ 4,20 2,94«
Managed technology solutiol 1,04z 1,114 1,937 2,21¢
All other (439 (23¢) (901) (55¢)
Corporate activitie: (1,929 (1,930 (3,877) (3,730
Capcos (299 (399 (580) (807)

Totals $ 2,881 $  1,94¢ $ 5,08 $ 3,57¢
Depreciation and amortization
Electronic payment processi $ 91 $ 16¢ $ 204 $ 41C
Small business financ 29t 20€ 56€ 42€
Managed technology solutiol 33€ 303 662 601
All other 50 2 101 16
Corporate activitie: 43 29 87 55
Capcos 1 2 3 4

Totals $ 81€ $ 711 $ 1,62 $ 1,51
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As of

As of December 31
June 30,

Identifiable assets 2013 2012
Electronic payment processing $ 7,45¢ $ 12,46:
Small business financ 118,71( 104,15!
Managed technology solutiol 12,19¢ 12,02:
All other 3,68¢ 1,762
Corporate activitie: 8,81: 5,72¢
Capco 11,68¢ 16,617
Consolidated Total $162,54¢ $ 152,74.

24



Table of Contents

NOTE 11 — SUBSEQUENT EVENTS:

Extension of Credit Facilit
In July 2013 the SBA lender, received an extensiothe maturity of its warehouse lines of creditaling $27 million, with Capital One,
N.A. from September 30, 2013 to May 31, 2015, aictviime the outstanding balance will be converted a thre-year term loan. The

extension also enhanced the terms of the crediitiie€ by removing the $15 million funding sublitfor the non-guaranteed portions of the
SBA 7(a) loans NSBF originates, and increasingatheance rate to 55% from 50% for the non-guararpeetibns of the SBA 7(a) loans.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Introduction and Certain Cautionary Statements

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends rbtatéhe results of operations and financial pasitdf the Company together with its
subsidiaries. This discussion and analysis shoelddad in conjunction with the condensed consaiddinancial statements and the
accompanying notes.

The statements in this Quarterly Report on FornQLByay contain forward-looking statements relatiagtich matters as anticipated future
financial performance, business prospects, legigadevelopments and similar matters. The Privamu8ties Litigation Reform Act of 19!
provides a safe harbor for forwa-looking statements. In order to comply with thente of the safe harbor, we note that a varietyaofdrs
could cause our actual results to differ materidiym the anticipated results expressed in the éodalooking statements such as intensified
competition and/or operating problems in its opargtbusiness projects and their impact on reveraresprofit margins or additional facto
as described in the Company’s Annual Report on FODrK.

Our Capcos operate under a different set of rukesadch of the six jurisdictions which place varyieguirements on the structure of our
investments. In some cases, particularly in Lomajave don’t control the equity or management qtialified business but that cannot
always be presented orally or in written preseras.

Executive Overview

For the quarter ended June 30, 2013, the Compaytesl income before income taxes of $2,881,0®35,000 or 48% increase over
$1,946,000 for the same quarter of 2012. Net incal®@ increased to $1,701,000 in the second quafr&013 from $1,214,000 in the same
quarter of 2012. Total revenues increased by $40803to $37,011,000 from $32,338,000 for the quameled June 30, 2013, due to
increased revenues in the Electronic payment psaugsthe Small business finance, Managed techgadofytions and the All other
segments, offset by decreases in revenues in aypo@de and Capco segments. Electronic paymenepsoty, the Small business finance
and the Corporate segments also reported improwvsrireprofitability.

In Electronic payment processing, the segment hadaease in revenue primarily due to growth ioggssing volumes, partially offset by a
decrease in operating margin, resulting in a 288teimse in income before income taxes. In the Sooalhess finance segment, the SBA
lender doubled its total volume of loan originagoncreasing the total amount funded by $21,800,80M4% increase over the year ago
period. Notwithstanding a decline in the third pasérvicing portfolio by 12% due to a contractidrttee FDIC portfolio, we added a new
external servicing client at the end of the seoguiter increasing our aggregate portfolio by 1S8#%rvicing fee income on the NSBF
portfolio increased by 34%, and interest incomerowupd by 44% as a result of the average outstarqbniprming portfolio of SBA loans
held for investment, which increased by $20,892 @@ the same quarter of 2012. Overall, the lepdegment had a 37% increase in
income before income taxes for the second quaft2db3 compared with the three months ended Jun2@®.

Managed technology solutions segment revenue isedely 1% for the three months ended June 30, 20E3segment had an increase in
web design revenue, which was partially offset lgeealine in web hosting revenue compared with #mesquarter in 2012. Total expenses
increased by 3%, resulting in a $72,000 decreaseame before income taxes between quarters.elithOther segment, total revenue
increased by 46% for the quarter ended June 3@ @6rhpared with the same period in 2012, due priyniarthe acquisition of an insurance
book of business serviced by NIA and additionadrts added to our payroll processing company. &s&® in salaries and benefits, as well as
costs associated with a new start-up company, &G8,included in this segment, offset the incréasevenue and resulted in a $201,000
increase in loss before income taxes for the quaxter quarter period. Corporate activities remdiassentially unchanged and reported a
$1,924,000 loss for the second quarter of 2013 tlaadbss in the Capco segment decreased by 2820& 000 for the three months ended
June 30, 2013.

In July 2013 the SBA lender received an extensiothe maturity of its warehouse lines of creditaliog $27 million, with Capital One, N.,
from September 30, 2013 to May 31, 2015, at whitie the outstanding balance will be converted athree-year term loan. The extension
also enhanced the terms of the credit facilitiesdmoving the $15 million funding sublimit for tim@n-guaranteed portions of the SBA 7(a)
loans NSBF originates, and increasing the advaatesto 55% from 50% for the non-guaranteed portafrteke SBA 7(a) loans.
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Business Segment Results:
The results of the Company’s reportable segmemtthéthree and six months ended June 30, 2012@h2 are discussed below:

Electronic Payment Processing

Three months
ended June 30

(In thousands): 2013 2012 $ Change % Change
Revenue
Electronic payment processil $23,44¢ $21,37: $2,07¢ 10%
Interest incom 1 2 (2) (500%
Total revenu 23,44, 21,37: 2,07¢ 10%
Expenses
Electronic payment processing ca 19,61¢ 17,83 1,78 10%
Salaries and benefi 882 1,02z (240) (14)%
Professional fee 70 56 14 25%
Depreciation and amortizatic 91 16¢ (78) (46)%
Insurance expens related party 12 — 12 10C(%
Other general and administrative cc 311 373 (62) AN%
Total expense 20,98: 19,45: 1,52¢ 8%
Income before income tax $ 2,46 $ 1,92( $ 54t 28%

Three Months Ended June 30, 2013 and 2012

Electronic payment processing (“EPP”) revenue iaseel $2,075,000 or 10% between years. Revenuagederimarily due to growth in
processing volumes. In addition, a change in tegufency of assessing a security compliance measuatdgae to certain merchants from one
measurement period per year to two times per yaa (educed rate per measurement period) alstvebgiaffected revenues on a year over
year basis by approximately $400,000. Processihgwes were favorably impacted by an increase ofr2#he average number of process
merchants under contract between periods. In additjrowth in revenue between periods increasedalan increase of approximately 8%
the average monthly processing volume per merchi&etincrease in the average monthly processingnvelper merchant is due in part to
the addition of several larger volume processingchments as well as year-over-year growth in prangssolumes from existing merchants.
The overall increase in revenue between yearsalgeotvth in processing volumes and the average puwitmerchants serviced was
partially offset by lower average pricing betweeass due to both competitive pricing consideratipasticularly for larger processing
volume merchants, and the mix of merchant saleswes realized between periods.

EPP costs increased $1,783,000 or 10% between Yrakessing revenues less electronic payment gsmgecosts (“margin”) decreased to
16.3% in 2013 from 16.6% in 2012. The change inninof assessing the security compliance measuref@emoted above and new lower
contract pricing from the company’s third-party geesor favorably impacted the margin percentagedsst periods but such favorable
impact was slightly more than offset by lower prioeour services associated with the mix of newahants added between periods. Overall,
the increase in margin dollars was $292,000 betwears.

Salaries and benefits decreased $140,000 or 14#&&betyears principally as the result of a reduditiostaffing levels. Depreciation and

amortization decreased $78,000 between years asghk of previously acquired portfolios of intdinlg assets becoming fully amortized
between periods. Remaining costs decreased $36108% between years. In 2012, approximately $50djQf¥fice relocation costs were
incurred.

Income before income taxes increased $545,000,465200 in 2013 from $1,920,000 in 2012. The iasesin income before income taxes
was principally due to the increase in the dollargm of operating revenues less electronic paymestessing costs of $292,000 due to the
reasons noted above including a reduction in sigiffind related costs and depreciation and amaadizebst between years.
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Six months
ended June 30
(In thousands): 2013 2012 $ Change % Change
Revenue
Electronic payment processil $45,12: $41,98t¢ $3,13¢ 7%
Interest incom 3 3 — — %
Total revenus 45,12¢ 41,99: 3,13¢ 7%
Expenses
Electronic payment processing ca 37,88’ 35,18¢ 2,701 8%
Salaries and benefi 1,86¢ 2,08 (223) (11)%
Professional fee 217 12 97 81%
Depreciation and amortizatic 204 41C (20€) (50)%
Insurance expens related party 25 — 25 10C(%
Other general and administrative cc 62¢ 674 (45) (7)%
Total expense 40,82¢ 38,47 2,34¢ 6%
Income before income tax $ 4,30( $ 3,51« $ 78¢ 22%

Six Months Ended June 30, 2013 and 2012

EPP revenue increased $3,135,000 or 7% betwees. Revenue increased primarily due to growth ircessing volumes and the effect of
card association cost increases passed througkrthamts. In addition, a change in the frequen@sséssing a security compliance
measurement fee to certain merchants from one merasat period per year to two times per year (ataced rate per measurement period)
also positively affected revenues on a year over pasis by approximately $400,000. Processingwetuwere favorably impacted by an
increase in the average number of processing metshader contract between periods of 2%. In aglditgrowth in revenue between periods
increased due to an increase of approximately 6&taraverage monthly processing volume per merchietincrease in the average
monthly processing volume per merchant is due rhtpahe addition of several larger volume proaggsnerchants as well as year-over-year
growth in processing volumes from existing merchamhe overall increase in revenue between yearsalgrowth in processing volumes
and the average number of merchants serviced whallyeoffset by lower average pricing between gedue to both competitive pricing
considerations, particularly for larger processmtume merchants, and the mix of merchant salaswes realized between periods.

Electronic payment processing costs increased 0322000 or 8% between years. EPP costs in 2012@h2lincluded provisions for
charge-back losses of $290,000 and $745,000, riésglgc The provision for charge-back losses in 2@icluded losses of $456,000 related
to a group of merchants affiliated with one ofiitdependent sales agents. The group of merchdateddo such sales agent was unilaterally
approved by a former senior manager of the EPRidiviand such charge-back losses resulted froratiéok of credit policy by such senior
manager. Processing revenues less electronic payrmessing costs (“margin”) decreased from 1622012 to 16.0% in 2013. Margin
was favorably impacted by the reduction in prowisidor chargdsacks between years by 1.1%. In addition, margis faorably impacted
the change in timing of assessing the security diamge measurement fee noted above and new lowdraot pricing from the company’s
third-party processor. However, the favorable imtacmargin of the aforementioned factors werehslijgmore than offset by lower average
pricing between years due to both competitive pgaionsiderations, particularly for larger volumerohants, and the mix of merchant sales
volumes realized between periods. Overall, thesiase in margin dollars was $434,000 between years.

Salaries and benefits decreased $223,000 or 11#ebetyears principally as the result of a reduditiostaffing levels and lower payroll ta>
due to the acceleration of the payment of 2012 ba@ayments into 2012. Professional fees increa8@&®@0 principally due to costs incurred
in assessing the loss related to and the actiotissaigent and former senior management membeéedeiathe charge-back losses associated
with a group of merchants discussed above. Depireciand amortization decreased $206,000 betwerodseas the result of previously
acquired portfolio intangible assets becoming falfgortized between periods. Remaining costs destleb0,000 or 3% between years.
During 2012, office relocation costs of approxiniat50,000 were incurred.

Income before taxes increased $786,000 to $4,300r02013 from $3,514,000 in 2012. The increasadome before taxes was principally
due to the increase in margin of $434,000 duegad¢hsons noted above and the decreases in o#lisy moncipally payroll and related costs
and depreciation and amortization cost betweensyear

28



Table of Contents

Small Business Finance

Three months
ended June 30:

(In thousands): 2013 2012 $ Change % Change
Revenue
Premium incom: $4,937 $2,41¢ $2,52: 105%
Servicing fee~ NSBF portfolio 66€ 49¢€ 17C 34%
Servicing fee- external portfolic 893 1,47t (582) (39)%
Interest incom 1,162 807 35k 44%
Management fee- related party — 14¢€ (14¢€) (100%
Other income 71¢ 62E 93 15%
Total revenus $8,37¢ $5,96: $2,418 40%
Net change in fair value @
SBA loans held for sal (22) (130 10¢ 84%
SBA loans held for investme (750) (439) (311 (7D)%
Warrant liability — (117) 111 10C%
Total net change in fair valt (771) (680) (92) (13)%
Expenses
Salaries and benefi 2,00¢ 1,43¢ 56E 3%
Interest 1,32 96¢ 354 37%
Professional fee 21t iBE 62 41%
Depreciation and amortizatic 29t 20¢€ 89 43%
Provision for loan losse 20¢ B 54 35%
Other general and administrative cc 1,52¢ 883 64€ 73%
Total expense 5,67¢ 3,80¢ 1,77C 47%
Income before income tax $2,03( $1,47¢ $ 552 37%

Business Overview

The Newtek Business lending segment is compris@tSEF which is a non-bank SBA lender that origisatells and services loans for its
own portfolio as well as portfolios of other instibns and NBC which provides accounts receivaiblagicing and billing services to
businesses. As such, revenue is derived primandiy foremium income generated by the sale of theagteed portions of SBA loans, inter
income on SBA loans held for investment and hetds&de, servicing fee income on the guaranteedgoarbf SBA loans sold, servicing
income for loans originated by other lenders forontNSBF is the servicer, and financing and billsggvices, classified as other income
above, provided by NBC. Most SBA loans originatgd\N&BF charge an interest rate equal to the Prateeplus an additional percentage
amount; the interest rate resets to the curremid®rate on a monthly or quarterly basis, which veéfiult in changes to the amount of interest
accrued for that month and going forward and amestization of a loan’s payment amount until maguri

Accounting Policy

On October 1, 2010, the Company elected to utilizefair value option for SBA 7(a) loans fundedasrafter that date. For these fair value
loans, premium on loan sales equals the cash premingd servicing asset paid by the purchaser is¢hendary market, the discount created
on the unguaranteed portion from the sale whicmésly reduced premium income is now included inftievalue line item, and, by not
capitalizing various transaction expenses, thegalad benefit and loan processing expense lingsayoa value closer to the cash cost to
operate the lending business. The fair value measemt, currently recorded as a 7.5% upfront discofithe unguaranteed principal balance
of SBA loans held for investment, is based upoerimdl quantitative data on our portfolio with respte historical default rates and future
expected losses as well as the investor pricefpaithe senior interest in our unguaranteed loaitis r@spect to the 2013 securitized

transaction, and adjusted for the
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estimated servicing and interest income to bemethby the trust over an estimated repayment tétimee years. This was further adjuste
reflect the estimated default rate on the senibesibased on the default rate on our loan portfaBsuming a worst case scenario of no
recoveries. Should the performance of the undegligans of the senior notes change, this could aniee assumptions used in the estimated
repayment term as well as the estimated defa@tanadl thus result in a higher or lower discourd taken in the future; management reviews
these assumptions regularly. If a loan measuréairatalue is subsequently impaired, then thevalue of the loan is measured based on the
present value of expected future cash flows distmliat the loan’s effective interest rate, or e ¥alue of the collateral if the loan is
collateral dependent. The significant unobservaipeats used in the fair value measurement of thmined loans involve management’s
judgment in the use of market data and third pastimates regarding collateral values. Such estisrate further discounted by 2(—80% tc
reflect the cost of liquidating the various assetder collateral. Any subsequent increases or dserein any of the inputs would result in a
corresponding decrease or increase in the resertean loss or fair value of SBA loans, dependingvhether the loan was originated prior
or subsequent to October 1, 2010. Because the hxmrsnterest at a variable rate, NSBF does na# tafactor in interest rate risk.

Consideration in arriving at the provision for lIdass includes past and current loss experiencegmportfolio composition, future estima
cash flows, and the evaluation of real estate aneraollateral as well as current economic coodgi For all loans originated on or prior to
September 30, 2010, management performed a lodoalyreview for the estimated uncollectible portadmonperforming loans; subsequ
to September 30, 2010, management began recorflingraoriginations on a fair value basis whiclqu&es a valuation reduction of the
unguaranteed portion of loans held for investmera kevel that takes into consideration futuredgsd his valuation reduction is reflected in
the line item above: Net Change in Fair Value oASB®ans Held for Investment.

Small Business Finance Summary

Three months Three months
ended June 30, 201 ended June 30, 201
# Loans $0,000 # Loans $0,000
Loans sold in the quart 35 $ 32,81; 25 $ 16,73:
Loans originated in the quart 38 $ 42,82¢ 28 $ 21,02¢
Premium income recognizt — $ 4,931 — $ 2,41«
Average sale price as a percent of principal badmhy 112.5% 112.16%

(1) Premiums greater than 110.00% must be spli®a@ith the SBA. The premium income recognized &aflects amounts net of split
with the SBA.

For the three months ended June 30, 2013, the Gompaognized $4,937,000 of premium income fronta2his sold aggregating
$32,817,000 as compared with $2,414,000 of prenmamme from 25 loans sold aggregating $16,732,00@he three months ended
June 30, 2012. Premiums on guaranteed loan sateagid 112.53% with 1% servicing for the quarteleeinune 30, 2013 compared with
112.16% with 1% servicing for the quarter endedeJ8®, 2012.

Three months
ended June 30:

(In thousands): 2013 2012 $ Change % Change

Total NSBF originated servicing portfolio ( $413,82: $309,45' $104,36° 34%
Third party servicing portfolic 226,02( 257,00¢ 30,98¢ (12)%
Aggregate servicing portfoli $639,84« $566,46¢ $ 73,37¢ 13%
Total servicing income earned NSBF portfc $ 66€ $ 49€¢ $ 17C 34%
Total servicing income earned external portfq 893 1,47¢ (582) (39)%
Total servicing income earnt $ 1,55¢ $ 1971 $ (412 (21)%

(2) Of this amount, total average NSBF originatediplio earning servicing income was $303,614,88d $234,431,000 for the three
month periods ended June 30, 2013 and 2012, résggc
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We are the contractor managing and servicing pafof SBA 7(a), USDA and other loans acquirediiy FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. During November 2012 Agoril 2013 the FDIC was successful

in selling a significant group of loans with ousisance, which resulted in a reduction in cureard future servicing income from the FDIC,
offset by the addition of servicing income from etlthird party financial institutions. Our existisgrvicing facilities and personnel perform
these activities supplemented by contract workenmsegded. The size of the portfolio we will senfimethe FDIC, and thus the revenue
earned, varies and depends on the level of bahkdaiand the needs of the FDIC in managing pao$acquired from those banks as well as
the success of being able to sell such portfolidés.continue to add other third party loan servigogtracts in 2013 which we expect will
mitigate the declining FDIC portfolio.

The $412,000 decrease in servicing fee income tasaable primarily to the reduction of FDIC Saing Income which decreased by
$717,000 for the three months ended June 30, 20tpared with the three months ended June 30, 2012 decrease was offset by an
increase in other third party loan servicing of $080. The average third party servicing portfalicluding the FDIC portfolio decreased to
$165,470,000 from $240,897,000 in for the sameethmenth period in 2012. This decrease in the FOi@fglio was partially offset by the
addition of a new external servicing client poritfabf approximately $55,000,000, the associatedrme for which will begin to be recogniz
during the third quarter of 2013. In addition, seing fees received on the NSBF portfolio increasg&170,000 quarter over quarter and was
attributable to the expansion of the NSBF portfaliowhich we earn servicing income. The portfafioreased from an average of
$234,431,000 for the three month period ended 30n2012 to an average of $303,614,000 for the shree month period in 2013. This
increase was the direct result of increased loayinations throughout 2012 and the first half ofl20

Interest income increased by $355,000 for the threeth period ended June 30, 2013 as comparee teathe period in 2012. This increase
was attributable to the average outstanding peifagmortfolio of SBA loans held for investment irasing from $46,993,000 to $67,885,(
for the quarters ended June 30, 2012 and 201X cteply.

Other income increased by $93,000 for the threetmpariod ended June 30, 2013 as compared to the pariod in 2012, primarily due to a
$67,000 increase at NSBF. The increase was aihlrito packaging fee income as a result of thee@se in the number of loans originated
period over period as well as an increase in incomeecoveries.

The increase in the change in fair value associatddSBA loans held for sale of $109,000 resultsf $994,000 increase in the amount of
unsold guaranteed loans at June 30, 2013 when ecethpaJune 30, 2012 as well as the increased preineing received on sold loans
period over period, as discussed above.

The decrease in the change in fair value on SBAddeeld for investment of $311,000 is a resulhefamount of unguaranteed loans
originated during each period. During the quartetezl June 30, 2013, loans originated, held forstment aggregated $10,335,000 as
compared to $5,021,000 of loans originated, heldrfeestment for the three months ended June 3[®.2lhe increase in the change in fair
value associated with the increase in originatisas offset by a reduction of the upfront discowuognized on unguaranteed loans,
decreasing to 7.5% from 9.5% during the fourth terasf 2012, resulting in a cumulative positivelsiinent in the change in fair value of
SBA loans held for investment. This reduction watedmined based upon internal quantitative datausrportfolio with respect to historical
default rates and future expected losses, as wélleainvestor price paid for the senior interesiur unguaranteed loans with respect to our
securitized transactions, adjusted for the estichag¢evicing and interest income retained by thsttower an estimated repayment term of t
years, and further adjusted to reflect the estichd&fault rate on the senior notes based on treuliefte on our loan portfolio, assumin
worst case scenario of no recoveries.

Salaries and benefits increased by $565,000 piiynduie to an increase in benefit costs and salanésthe addition of staff in the originatir
servicing and liquidation departments. Average coexdb headcount increased by 23.4% from 60 at JOn2@L2 to 74 at June 30, 2013.

Interest expense increased by $354,000 for the tm@nths ended June 30, 2013 compared with the garwa in 2012, due to an increass
$160,000 of interest expense resulting from the32Bdcuritization which closed in March 2013. Ingtfer the Summit financing transaction,
which closed in April 2012, increased by $138,08@ee debt incurred interest for the full three therin 2013. While the Summit financing
was transacted with the parent company, these funeds provided to and utilized by NSBF; as a resh# corresponding expense has been
recorded in the Small business finance segmemtrdst expense for Summit includes interest, payimekind interest, discount on the
valuation of the warrant issued to Summit and aizatibn of deferred financing costs. In addition GIBxperienced an increase of $35,000 in
interest expense under the Sterling credit facdlitg to increased borrowings associated with aeé&sed accounts receivable portfolio and
NSBF experienced an increase of $21,000 in intengstnse in connection with the Capital One linereflit as result of increas

borrowings.
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Professional fees for the three months ended JOn203 3 increased by $62,000 when compared witthtiee months ended June 30, 2012
primarily due to the addition of temporary help.

Loan Loss Reserves and Fair Value Discount

Three months
ended June 30:

(In thousands): 2013 2012 $ Change % Change

Total reserves and discount, beginning of pe $ 6,30 $ 5,62: $ 684 12%
Provision for loan los 20¢ 15¢ 54 35%
Discount, loans held for investment at fair val@g 75C 43¢ 311 71%
Charge offs, Ne (664) (589 (75) (13)%
Total reserves and discount, end of pe $ 6,60 $ 5,62¢ $ 974 17%
Gross portfolio balance, end of peri $78,62: $55,02- $23,59¢ 43%
Total impaired nonaccrual loans, end of pel $ 6,018 $ 6,51¢ $ (50€) (8)%

(3) In 2012, the upfront discount taken on unguieaah loans was reduced from 11% to 9.5%, and furttkiced to 7.5%, where it remains
at June 30, 2013. This reduction was based upemiaitquantitative data on our portfolio with resip@ historical default rates and
future expected losses. The Company also utilizedrtvestor price paid for the senior interestun anguaranteed loans with respect to
the 2013 securitized transaction, adjusted foestanated servicing and interest income to benmethby the trust over an estimated
repayment term of three years. This was furthensad to reflect the estimated default rate orstreor notes based on the default rate
on our loan portfolio, assuming a worst case s¢emmdmo recoveries

The combined provision for loan loss and net chandair value increased from $594,000 for the ¢hneonths ended June 30, 2012 to
$959,000 for the same period in 2013, a net inere&$365,000. The allowance for loan loss, togettith the cumulative fair value
adjustment related to the SBA loans held for inwestt, increased from $5,628,000, or 10.2% of tlesgportfolio balance of $55,024,000 at
June 30, 2012, to $6,602,000, or 8.4% of the grostfolio balance of $78,622,000 at June 30, 20Db38al impaired non-accrual loans
decreased on a percentage basis from $6,519,0008&% of the total portfolio at June 30, 2012 tg0$8,000 or 7.6% at June 30, 2013. Of
this, $1,943,000 or 34.5% and $1,786,000 or 27 f#hepallowance for loan losses and fair value alisit was allocated as specific reserve
against such impaired non-accrual loans, for tHe22(hd 2013 periods, respectively. The year ovar seduction in non-performing loans as
a percentage of the gross performing portfolio hegaresults from an improvement in the overall ecoic climate. The year over year
reduction in the specific reserve reflects bothriiatively high level of overall collateralizatiam the non-performing portfolio as well as the
increase in the portion of that portfolio makingipdic payments pending return to performing stateducing the need for a specific reserve
at this time.

Other general and administrative costs increasebd$,000 due primarily to an additional $321,000&an origination costs and marketing
relating to the Company’s television ad campaignl, $205,000 was attributable to additional resergesrded at NBC to account for its
growing portfolio. The remaining increase was o an increase in referral fees, rent as atrestdaking on additional space in our Long
Island office, as well as adding an office in Gatifia and additional expenses associated withaagvour internal, growing portfolio at
NSBF.

The increase of loan originations combined withrioyements in guaranteed loan sale pricing, andastegenerated by the addition to and
enhanced performance of the portfolio, were sudfitito offset additional salaries, interest angotieneral and administrative expenses. The
resulting pretax income of $2,030,000 was a 37%avgment over the same three month period in 2012.

32



Table of Contents

Six months
ended June 30
(In thousands): 2013 2012 $ Change % Change
Revenue
Premium incomt $ 9,19¢ $ 4,80« $4,392 91%
Servicing fee~ NSBF portfolio 1,28( 1,073 203 19%
Servicing fee- external portfolic 1,74C 1,97¢ (23€) (12)%
Interest incom: 2,17( 1,51¢ 654 43%
Management fee- related part — 29: (299 (100%
Other income 1,43¢ 1,13¢ 303 27%
Total revenue $15,82¢ 10,80: 5,02: 47%
Net change in fair value @
SBA loans held for sal 233 (82 31E 384%
SBA loans held for investme (1,387 (581) (800) (139%
Warrant liability — (117) 111 10C%
Total net change in fair valt (1,149 (774) (379) (48)%
Expenses
Salaries and benefi 3,80¢ 2,852 95€ 34%
Interest 2,54( 1,54¢ 994 64%
Professional fee 52C 351 16¢ 48%
Depreciation and amortizatic 56€ 42¢ 14C 3%
Provision for loan losse 327 26E 62 23%
Other general and administrative cc 2,711 1,64: 1,06¢ 65%
Total expense 10,47 7,08: 3,38¢ 48%
Income before income tax $ 4,204 $ 2,94« $1,26( 43%
Small Business Finance Summary
Six months Six months
ended June 30, 201 ended June 30, 201
(In thousands): # Loans $ Amount # Loans $ Amount
Loans sold in perio 69 $ 57,92 44 $ 35,01¢
Loans originated in perio 72 $ 77,65: 47 $ 45,51
Premium income recognizt $ 9,19¢ $ 4,804
Average net sale price ( 113.1% 111.5%%

(4) Premiums greater than 110.00% must be spli®@ith the SBA. The premium income recognized &aflects amounts net of split
with the SBA.

For the six months ended June 30, 2013, the Comamgnized $9,196,000 of premium income from &hosold aggregating $57,927,(
During the first half of 2012, the Company recogei£4,804,000 of premium income from 44 loans sufiaing $35,019,000. The increas:
premium income is the result of an increased nurobkrans sold and an increase in average premenmngover period. Premiums on
guaranteed loan sales averaged 113.17% with 1%ceyvor the six months ended June 30, 2013 aeoed with 111.58% for the six

months June 30, 2012.
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Servicing Portfolios and related Servicing Income

Six months
ended June 30:
(In thousands): 2013 2012 $ Change % Change
Total NSBF originated servicing portfolio ( $413,82: $309,45' $104,36° 34%
Third party servicing portfolic 226,02( 257,00¢ (30,989 (12)%
Aggregate servicing portfoli $639,84« $566,46¢ $ 73,37¢ 13%
Total servicing earned NSBF portfol $ 1,28( $ 1,077 203 19%
Total servicing income earned external portf $ 1,74 $ 1,97¢ (23€) (12)%
Total servicing income earnt $ 3,02 $ 3,05: $ (33 (1)%

(5) Of this amount, total average NSBF originatedfplio earning servicing income was $290,682,80@ $226,073,000 for the six month
period ended June 30, 2013 and 2012, respecti

We are the contractor managing and servicing pafof SBA 7(a), USDA and other loans acquirediy FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. During November 201 Agoril 2013 the FDIC was successful

in selling a significant group of loans with ousisance, which resulted in a reduction in cureard future servicing income from the FDIC,
offset by the addition of servicing income from etlthird party financial institutions. Our existisgrvicing facilities and personnel perform
these activities supplemented by contract workenmsegded. The size of the portfolio we will senfimethe FDIC, and thus the revenue
earned, varies and depends on the level of bahkdaiand the needs of the FDIC in managing pao$acquired from those banks as well as
the success of being able to sell such portfolidés.continue to add other third party loan servigogtracts in 2013 which we expect will
mitigate the declining FDIC portfolio.

Servicing fees received on the NSBF portfolio iased by $203,000 period over period and was ataibel to the expansion of the NSBF
portfolio in which we earn servicing income, whidereased from an average of $226,073,000 forithmenth period ending June 30, 2012
to an average of $290,682,000 for the same six iImpartiod in 2013. This increase was the directlteduncreased loan originations
throughout 2012 and the first six months of 20118rd party servicing income decreased by $236,0@Dveas attributable primarily to the
decrease in FDIC servicing income of $541,000 @esalt of the sale of a portion of that portfolithis decrease was offset by an increase in
other third party loan servicing of $305,000. Tkerage third party servicing portfolio, excludifgetFDIC portfolio, increased from
$27,539,000 to $63,594,000 for the same six moetto@. At the end of the second quarter, we addeelaexternal servicing client portfolio
of approximately $55,000,000, the associated incfume/hich will begin to be recognized during tirdl quarter of 2013.

Interest income increased by $654,000 for the sirtins ended June 30, 2013 as compared to the saind m 2012 as a result of the
average outstanding performing portfolio of SBAredeld for investment increasing from $44,458 f20$63,804,000 for the six months
ended June 30, 2012 and 2013, respectively.

Other Income increased by $303,000 for the six moahded June 30, 2013 as compared to the sarme pef012. NBC increased by
$182,000 due to an increase in net investmentsoouats receivable from an average of $8,000,0@M taverage of $8,700,000 for the six
month period ended June 30, 2012 and 2013, respbctis well as an increase in the merchant caghnae program in which we earn
commission revenue. Additionally, NSBF’s other immincreased by $121,000 due to increased loaneeceeimbursements of $72,000
and an increase in packaging and late fee incorfd @000 for the same six month period.

The increase in the change in fair value associatddSBA loans held for sale of $315,000 resultsf $994,000 increase in the amount of
unsold guaranteed loans at June 30, 2013 when ecethpmJune 30, 2012 as well as the increased pmaiineing received on sold loans
period over period, as discussed above.

The decrease in the change in fair value on SBAddeeld for investment of $800,000 is a resulhefamount of unguaranteed loans
originated during each period and the upfront disteecognized on unguaranteed loans being reduosed11% to 9.5% in the first quarter
2012 which resulted in a fair value discount regurcdf $474,000. During the six months ended JUhe2812, loans originated, held for
investment aggregated $10,824,000 as compared7t@48,000 of loans originated, held for investnfenthe six months ended June 30,
2013. The increase in the change in fair valuecatam with the increase in originations and fipsarter 2012 discount reduction aggregated
$1,132,000 and was offset by a further reductiothefupfront discount recognized on unguaranteadsiofrom 9.5% to 7.5% during the
fourth quarter of 2012, resulting in a cumulative
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positive adjustment in the change in fair valu&BfA loans held for investment of $355,000. Thig raduction was determined based upon
internal quantitative data on our portfolio wittspect to historical default rates and future exgtdsses, as well as the investor price pai
the senior interest in our unguaranteed loans n@ipect to our securitized transactions, adjustethé estimated servicing and interest
income retained by the trust over an estimatedyrapat term of three years, and further adjuste@flect the estimated default rate on the
senior notes based on the default rate on ourpoatfolio, assuming a worst case scenario of noveges.

Salaries and benefits increased by $956,000 priyrduie to the addition of staff in the originatirsgrvicing and liquidation departments.
Combined headcount increased by 20.4% from an geeyh59 for the six months ended June 30, 20Bhtaverage of 71 for the six months
ended June 30, 2013.

Interest expense increased by $994,000 for thmeiths ended June 30, 2013 compared with the saredpn 2012, due primarily to an
increase of $651,000 of interest expense assoaidtedhe Summit financing transaction which closed\pril 2012 reflecting only 2 months
of expense for the period ended June 30, 2012xwmanths expense for 2013. Interest expense forriitiincludes interest, payment-in-kind
interest, discount on the valuation of the wareard amortization of deferred financing costs. Aiddilly, NSBF experienced an increase in
interest expense of $139,000 in connection withctbsing of the 2013 securitization transaction andhdditional $146,000 increase relate
the Capital One line of credit which increased framaverage outstanding balance of $8,090,000é&sik months ended June 30, 2012 to
$10,905,000 for the same period in 2013. NBC erpeerd an increase of $80,000 in interest experderuine Sterling credit facility which
had average outstanding borrowings of $4,538,000&;831,000 for the six month period ended Jun2302 and 2013, respectively. These
were offset by a decrease of ($22,000) in otherést expense related to investor remittances.

Professional fees for the six months ended Jun2@IRB increased by $169,000 when compared witithmonths ended June 30, 2012
primarily due to the addition of temporary staffiagd accounting expenses.

Loan Loss Reserves and Fair Value Discount

Six months
ended June 30:

(In thousands): 2013 2012 $ Change % Change

Total reserves and discount, beginning of pe $ 6,092 $ 5,56¢ $ 52€ 9%
Provision for loan los 327 26t 62 23%
Discount, loans held for investment at fair valGg 1,381 581 80C 13&%
Charge offs (net of recoverie (1,199 (785) (413) (53)%
Total reserves and discount, end of pe $ 6,60 $ 5,62i $ 97F 17%
Gross portfolio balance, end of peri $78,62. $55,02¢ $23,59¢ 43%
Total impaired nonaccrual loans, end of pel $ 6,01 $ 6,51¢ $ (50€) (8)%

(6) In 2012, the upfront discount taken on unguie@ah loans was reduced from 11% to 9.5%, and furdticed to 7.5%, where it remains
at June 30, 2013. This reduction was based upemiaitquantitative data on our portfolio with resip@ historical default rates and
future expected losses. The Company also utilizedrivestor price paid for the senior interestun enguaranteed loans with respect to
the 2013 securitized transaction, adjusted foestanated servicing and interest income to benmethby the trust over an estimated
repayment term of three years. This was furthensadgl to reflect the estimated default rate orséreor notes based on the default rate
on our loan portfolio, assuming a worst case s¢emmdmo recoveries

The combined provision for loan loss and net chandair value increased from $846,000 for thersienths ended June 30, 2012 to
$1,708,000 for the same period in 2013, a net asgef $862,000 period over period. The allowaoncéofn loss together with the
cumulative adjustment related to SBA loans heldrigestment increased from $5,627,000 or 10.2%efgross portfolio balance of
$55,024,000 at June 30, 2012 to $6,602,000 or &#the gross portfolio balance of $78,622,000 aeJ80, 2013. This decrease in reserve
percentage also reflects the positive performamdeeoportfolio. Total impaired non-accrual loarecckased from $6,519,000 or 11.8% of the
total portfolio at June 30, 2012 to $6,013,000 .6£4 at June 30, 2013 with $1,943,000 or 34.5% dnd8%,000 or 27.1% of the allowance
for loan losses and fair value discount being alled against such impaired non-accrual loans, cdgply. The year over year reduction in
non-performing loans results from an improvemerihamoverall economic climate. The year over yeduction in the specific reserve
reflects both the overall collateralization on ti@n-performing portfolio as well as the increaséhim portion of that portfolio making periodic
payments pending return to performing status reduthie need for a specific reserve at this time.
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Other general and administrative costs increaseili368,000 and was mostly attributable to additionarketing costs of $290,000 relating
to the Company'’s television ad campaign, additioeaérves recorded at NBC to account for their grgyortfolio and increased loan
origination and processing costs of $275,000, emee rent of $93,000 and increased Errors & Onmmissitsurance premiums of $64,000 at
NSBF.

The increase of loan originations and the sizdefgortfolio, combined with improvements in intér@some, generated by the addition to
and enhanced performance of the portfolio, werBcsert to offset additional salaries, servicinglarigination expenses. The resulting pr
income of $4,204,000 for the six months ended BM&013 was a 43% improvement over pretax incoh$2 ®44,000 for the six months
ended June 30, 2012.
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Managed Technology Solutions

Three months
ended June 30:

(In thousands): 2013 2012 $ Change % Change
Revenue
Web hosting and desic $4,60( $4,57( $ 30 1%
Expenses
Salaries and benefi 1,36: 1,26¢ 98 8%
Interest 6 21 (15) (7)%
Professional fee 114 81 33 41%
Depreciation and amortizatic 33¢€ 303 33 11%
Other general and administrative cc 1,74( 1,785 (47) (3)%
Total expense 3,55¢ 3,45¢ 10z 3%
Income before income tax $1,04: $1,11¢ $ (72 (M%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain web.dRevenue between periods
increased $30,000, or 1%, to $4,600,000 in 2018&lTevenue included an increase in web desigmiavef $132,000, partially offset by a
$102,000 decrease in web hosting revenue betweedpeThe decrease in web hosting revenue isathgtrof a decrease in the average
monthly number of total plans by 5,659 or 11% betvperiods to 45,779 plans in 2013 from 51,4389larthe second quarter of 2012.
Partially offsetting the decrease in revenue wamarease in the average monthly revenue per dl8feato $31.76 in 2013 from $29.26 in
2012. This reflects a growth in cloud instances eugtomers purchasing higher cost plans includdditianal options and services as well as
the effect of a pricing increase in March 2013. @kerage number of cloud instances increased liy &0 average of 676 from 626 in 2012.
The decrease in the average total plans occurrdgkishared and dedicated segments. The averagalynoamber of dedicated server plans
in 2013, which generate a higher monthly fee vestizsed hosting plans, decreased by 276 betwemupgeor 18%, to an average of

1,259 from an average of 1,535 in 2012. The avemagethly number of shared hosting plans in the sécuarter of 2013 decreased by
5,434, or 11%, to an average of 43,844 from 49i272012. While competition from other web hostingyiders as well as alternative web
services continued to have an overall negativeceéfe web hosting plan count and revenue growtivéeh periods, MTS experienced a lo
rate of decline in web hosting revenues in thequkais a result of the March 2013 pricing increamkan expanded product platform offering.

It continues to be management’s intent to increasenues and margin per plan through higher sepffegings to customers, although this
may result in a lower number of plans in place alteManagement has broadened the Company’s foeysra the Microsoft web platform
by now providing its platform capabilities to indielopen source web applications which have becooredsingly attractive to web
developers and resellers.

Total expenses of $3,558,000 in 2013 increased,®002r 3%, from $3,456,000 in 2012. Net MTS segmsataries and benefits in 2013
increased $98,000 or 8% between years to $1,362(®@3s MTS salaries and benefits are subjectdjegircapitalization accounting rules
and are also allocated out to other Newtek segntepsnding on the nature of work performed by MaiSstich other segments. Gross MTS
salary costs decreased $51,000 or 4% due to aadecire the average number of staff positions ob&%veen years, while total benefit costs
increased $14,000 between years. The net decregsess wage and total benefit costs of $37,008chabove were more than offset by a
reduction in work performed by staff on company-evikvelopment efforts and other segment projestdtieg in the net increase in salary
and benefit costs retained within MTS of $98,00@8%r. Depreciation and amortization increased $3Bl@ween years to $336,000 due to
an increase in capital expenditures in the latbet @f 2012 (including a capital lease obligatidr$632,000 for a new company-wide
telephone system) and the timing of 2013 planngitalaexpenditures. Professional fees increasedd®®3principally due to the increase in
web design development revenues between yearst @gheral and administrative costs decreased $@ hétiveen years. Increases in
hardware maintenance and support costs of $54p@b@ipally due to the restructuring of previousitracts in those areas, were offset by a
reduction in building occupancy costs (rent antityttosts) of $38,000, domain costs of $34,00@ talephone and other costs of $29,000
between years.

Income before income taxes decreased by $72,080,6412,000 in 2013 from $1,114,000 in 2012. Theekse in profitability was
principally due to a decline in web hosting revebeaveen years and a reduction in salary and celzeefit costs allocated to capital and
other segment projects, partially offset by anéase in web design related revenue and relatedm@ogtribution between years.
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Six months ended June 30, 2013 and 2012:

Six months
ended June 30:

(In thousands): 2013 2012 $ Change % Change
Revenue

Web hosting and desic $8,99¢ $9,26: $ (269 (3)%
Expenses

Salaries and benefi 2,51t 2,55¢ (39 (2)%

Interest 30 43 (13 (30)%

Professional fee 31¢ 25C 69 28%

Depreciation and amortizatic 662 601 61 10%

Insurance expens related party 3 — 3 —

Other general and administrative cc 3,562¢ 3,59¢ (72) (2)%

Total expense 7,057 7,047 10 — %

Income before income tax $1,931 $2,21¢ $ (279 (19)%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain wieb.dRevenue between periods
decreased $269,000, or 3%, to $8,994,000 in 2042l Tevenue included a decrease in web hostingney of $463,000 or 5% and an
increase in web design revenue of $195,000 betweeads. The decrease in web hosting revenue isethét of a decrease in the average
monthly number of total plans by 5,792 or 11% betwperiods to 46,430 plans in 2013 from 52,221 9iar?012. Partially offsetting the
decrease in revenue was an increase in the averagihly revenue per plan of 6% to $30.62 in 200311$28.86 in 2012. This reflects a
growth in cloud instances and customers purchdsigiger cost plans including additional options aedvices as well as the effect of a pric
increase in March 2013. The average number of dlostdnces increased by 74 to an average of 63 5@0 in 2012. The decrease in the
average total plans occurred in the shared andatedi segments. The average monthly number ofatediserver plans in 2013, which
generate a higher monthly fee versus shared hgskamg, decreased by 281 between periods, or XB&® average of 1,287 from an average
of 1,567 in 2012. The average monthly number ofesh&osting plans in 2013 decreased by 5,585, #r, 1d an average of 44,470 from
50,055 in 2012. While competition from other welstireg providers as well as alternative websiteisess/continued to have an overall
negative effect on web hosting plan count and regeggrowth between periods, MTS experienced a loaterof decline in web hosting
revenues in the period as a result of the Marct820tting increase and an expanded product platfuffering.

It continues to be management’s intent to increagenues and margin per plan through higher sepffegings to customers, although this
may result in a lower number of plans in place alteManagement has broadened the Company’s foeysa the Microsoft web platform
by now providing its platform capabilities to indiel open source web applications which have becooredsingly attractive to web
developers and resellers.

Total expenses of $7,057,000 in 2013 increased$0drom $7,047,000 in 2012. Net MTS segment sedaaind benefits decreased $39,000
or 2% between years to $2,515,000. Gross MTS saland benefits are subject to project capitatimaticcounting rules and are also alloc
out to other Newtek segments depending on the mafuwvork performed by MTS for such other segmeBtess MTS segment wage costs
declined approximately $144,000 between years.rLineber of average staff positions decreased by &¥%een periods. In addition, benefit
costs decreased $121,000 due to a lower bonusspynietween periods of $109,000 and a decregs®yill taxes due to the acceleratiol
the 2012 bonus payments into 2012. The 2011 boayments were also paid in early 2012. The decrieagss wage and total benefit costs
of $265,000 noted above were partially offset gduction in work performed by staff on company-avitkvelopment efforts and other
segment projects resulting in the net decreaselamsand benefit costs retained within MTS of 889, or 2%. Depreciation and amortization
increased $61,000 between periods to $662,000cdae increase in capital expenditures in the Igitet of 2012 (including a capital lease
obligation of $632,000 for a new company-wide tblepe system) and the timing of 2013 planned capipénditures. Professional fees
increased $69,000 principally due to an increaseeb design development revenues between peridtsr €osts, excluding
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interest expense, decreased $71,000 or 2% betveses. yncreases in hardware maintenance and suggststof $137,000, principally due to
the restructuring of previous contracts in thosmaay were more than offset by a reduction in ngidiccupancy costs (rent and utility costs)
of $189,000 and telephone costs of $40,000.

Income before income taxes decreased $279,000%3%000 in 2013 from $2,216,000 in 2012. The desean profitability was principally
due to a decline in web hosting revenue betweeingepartially offset by an increase in web desigredated revenues and related margin
contribution between periods.
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All Other
Three months
ended June 30:
(In thousands): 2013 2012 $ Change % Change
Revenues
Insurance commissiot $ 47C $ 31¢ $ 151 47%
Insurance commissiol- related party 41 — 41 10C%
Other income 12¢ 11z 15 13%
Other incom-related part) 18 19 (D) (5)%
Total revenu 657 451 20€ 46%
Expenses
Salaries and benefi 66( 491 16¢ 34%
Professional fee 137 67 70 104%
Depreciation and amortizatic 5C 2 48 2,400%
Other general and administrative cc 24¢ 12¢ 12C 93%
Total expense 1,09¢ 68¢ 407 5%
Loss before income tax $ (439 $(23€) $ (207 (84)%

The All Other segment includes revenues and exgemamarily from Newtek Insurance Agency, LLC (“NTANewtek Payroll Services
(“PAY") and qualified businesses that received stwegents made through the Company’s Capco prograrnthwannot be aggregated with
other operating segments.

In December 2012, the Company invested in Advamdiber Security Systems, LLC (*ACS”), a start-up gany formed to offer web-based
security solutions to the marketplace. ACS is anted for as a variable interest entity (“VIE”") aratorded a loss before income taxes of
$123,000 for the three months ended June 30, 2013.

Insurance commissions — related party represemntsnissions earned by NIA on policies sold to NewdaH its subsidiaries, previously
eliminated within the segment until the third geaf 2012, are now included in the correspondegnsent, and Other income — related party
represents fees charged by Newtek Payroll Seniidgs to Newtek and subsidiaries. Both are elimidatpon consolidation.

Total revenue increased by $206,000, or 46% fottthee months ended June 30, 2013 primarily dileg@cquisition of an insurance bool
business during the fourth quarter of 2012. Thekbadnich was purchased by an affiliated company serdiced by NIA, is composed of
commercial health-related policies. Total insuracammission revenue increased by $192,000 durieghitee months ended June 30, 2013
as compared with the three months ended June 3@, Bdmbined other income increased by $14,000486, and includes a $32,000
increase in revenue related to payroll servicesigeal by PAY. The total number of payroll client®gy by 76% increasing from 238 at
June 30, 2012 to 419 at June 30, 2013. This iner@as partially offset by a decrease in the retfirm equity investment included in the
segment.

Salaries and benefits increased by $169,000 fathtiee months ended June 30, 2013 as compared thre months ended June 30, 2012.
Additional staff was added at NIA to service thaltlebook acquired in the fourth quarter of 201#j also at PAY to service the additional
payroll clients added in 2013. Professional fedsctvinclude broker commission expense, increagetbid% for the three months ended
June 30, 2013 compared with the prior period, &edricrease is consistent with the improvemenbmmission income. The $48,000
increase in depreciation and amortization is relabethe insurance book of business acquired ireBéer 2012, which is being amortized
over a period of five years. Other general and adinative costs increased by $120,000 for theetimenths ended June 30, 2013 compared
with June 30, 2012, and include increases in maugketind other expense of $35,000 primarily at NP #AY, and $85,000 in software
licensing and other fees incurred by ACS repontetthé current quarter.
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Six months
ended June 30
(In thousands): 2013 2012 $ Change % Change
Revenue
Insurance commissiot $ 914 $ 63C $ 284 45%
Insurance commissiol- related party 83 — 83 10C%
Other income 26¢ 212 57 27%
Other income-related party 37 41 4 (10)%
Total revenue 1,30: 883 42C 48%
Expenses
Salaries and benefi 1,32 1,03¢ 28¢ 28%
Professional fee 27¢€ 142 134 94%
Depreciation and amortizatic 101 1€ 85 531%
Other general and administrative cc 50C 24E 25k 104%
Total expense 2,20¢ 1,441 763 53%
Loss before income tax $ (901 $ (55¢) $ (349 (61)%

Six months ended June 30, 2013 and 2012:

Total revenue increased by $420,000 for the sixthmoended June 30, 2013 as compared to the saind peR012. Total insurance
commissions increased by $367,000 and are primel&ted to the commercial health book of busimespiired in December 2012. The
$53,000 increase in combined other income periad period, was related to PAY, which increasedtidit@ number of payroll clients from
an average of 161 for the six months ended Jun2@@, to 387 for the six months ended June 30,.2013

Total expenses increased by $763,000 period oveydpprimarily due to a $289,000 increase in sakend benefits; the majority of the
increase, $165,000, was attributable to NIA, andgipally related to additional staff to service thew health book of business. The
remainder of the increase was related to PAY whlsh added staff during 2013 to service the aduificlients gained during the year.
Professional fees, which include broker commissixpense, increased by 94% from period over pesnd,the increase is consistent with
improvement in insurance commission revenue. THe(P® increase in depreciation and amortizatiorlegted to the insurance book of
business acquired in December 2012, which is baingrtized over a period of five years. Other geramd administrative expense increased
by $255,000 period over period, and includes aremse of $172,000 for software licensing fees dahdrmffice related expenses from ACS,
acquired in December 2012, and a $83,000 increasmrketing and other expenses primarily at NIA BAY for the six months ended

June 30, 2013 compared with the six months endee 30, 2012.
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Corporate activities

Three months
ended June 30:

(In thousands): 2013 2012 $ Change % Change
Revenue
Management fee- related party $ 19¢ $ 19¢ $ — — %
Interest incom 1 6 (5) (83)%
Total revenue 20C 20& (5) (2)%
Expenses
Salaries and benefi 1,461 1,221 24C 20%
Professional fee 38t 26¢ 11€ 43%
Depreciation and amortizatic 43 29 14 48%
Insurance expens related party 29 — 29 10C%
Other general and administrative cc 20€ 61€ (410 (67)%
Total expense 2,124 2,13¢ (12) (D)%
Loss before income tax $(1,92¢) $(1,930 $ 6 — %

The Corporate activities segment implements busieategy, directs marketing, provides technolmggrsight and guidance, coordinates
and integrates activities of the other segmentstraots with alliance partners, acquires custorpeodunities, and owns our proprietary
NewTracker™ referral system and all other intellatproperty rights. This segment includes reveane expenses not allocated to of
segments, including interest income, Capco managefee income, and corporate operating expensaselbperating expenses consist
primarily of internal and external public accougtiexpenses, internal and external corporate legedreses, corporate officer salaries, sales
and marketing expense and rent for the principatetive offices.

Revenue is derived primarily from management fegaed from the Capcos. Management fee revenue mechanchanged at $199,000 for
the three months ended June 30, 2013 and Jun®BD, Blanagement fees, which are eliminated uposal@tation, are expected to decline
in the future as the Capcos mature and utilize tesh. If a Capco does not have current or pejecash sufficient to pay management fees,
then such fees are not accrued.

Total expenses decreased by $11,000, or 1%, fahtbe months ended June 30, 2013 over the sanuel pe2012. Salaries and benefits
increased 20% or $240,000, as a result of theiaddif new staff in sales, executive and humanueses. The increase in professional fee
$116,000 was primarily due to audit and legal feearred in connection with the restatement of28&2 and 2011 financial statements. The
$14,000 increase in depreciation and amortizasoelated to the capitalization of website develeptitosts in the fourth quarter of 2012,
and insurance expense — related, which was prdyieliminated within the segment, is now eliminatggbn consolidation. These increases
were offset by a decrease of $410,000 in otherrgéaad administrative costs during the three meetided June 30, 2013 compared to the
prior period, and included a $244,000 reversalnofecrual for a contract dispute which was settledng the quarter, and a $166,000
reduction in marketing, IT and other expenses.

In sum, the loss before income taxes was essgntiaihanged decreasing by $6,000 for the threemsarided June 30, 2013, as compar
the same period in 2012.
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Six months
ended June 30
(In thousands): 2013 2012 $ Change % Change
Revenue
Management fee- related party $ 39¢ $ 44t $ (50 (12)%
Interest and other incon 2 7 (5) (7D)%
Total revenue 40C 45E (55) (12)%
Expenses
Salaries and benefi 2,927 2,58: 344 13%
Professional fee 782 46E 317 68%
Depreciation and amortizatic 87 55 32 58%
Insurance expens related party 55 — 55 10C%
Other general and administrative cc 42€ 1,082 (65€) (61)%
Total expense 4,27 4,18t 92 2%
Loss before income tax $(3,877) $(3,730 $ (149 (4%

Six months ended June 30, 2013 and 2012:

Revenue is derived primarily from management fegaexl from the Capcos. Related party managemenéVeaue declined 11%, to
$398,000 for the six months ended June 30, 2028y $448,000 for the six months ended June 30, Réted party management fees,
which are eliminated upon consolidation, are exgetd continue to decline in the future as the Gapuature and utilize their cash. If a
Capco does not have current or projected castcmiffito pay management fees, then such fees ascomed.

Total expenses increased $92,000, or 2%, for themenths ended June 30, 2013 from the same peariadl2. Salaries and benefits incree
13% or $344,000, due to the addition of new staffales, executive and human resources. The $3Linb@ase in professional fees was due
primarily to audit and legal fees incurred in coctien with the restatement of the 2011 and 2012rfaial statements. The $32,000 increas
depreciation and amortization is related to thatabpation of website development costs in therflowuarter of 2012, and insurance expense
- related, which was previously eliminated withie fegment, is now eliminated upon consolidatiores€hincreases were offset by a
decrease in other general and administrative toatsncluded a $244,000 reversal of an accruahfoontract dispute that was settled during
the quarter, as well as a $315,000 reduction ipamtte advertising, IT and other office relatedenge. In addition, rent and related
occupancy costs decreased by $97,000, in connesttbrthe collection of past due rent from a subt&rfor which reserves had been

previously recorded.

Loss before income taxes increased $147,000 fasitheonths ended June 30, 2013, as compared &athe period in 2012, primarily due
decrease in management fee revenue and an inénesmaries and benefits and professional feesebffy a decrease in other general and
administrative costs.
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Capcos
Three months
ended June 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Income from tax credit $ 29 $ 12¢ $ (100 (78)%
Interest incom 2 6 4 (67)%
Other income 7 6 1 17%
Total revenue 38 141 (109 (73%
Net change in fair value @
Credits in lieu of cash and Notes payable in csdditieu of cast 7 5 2 40%
Expenses
Management fee-related party 19¢ 34t (14€) (42)%
Interest expens 45 144 (99 (69)%
Professional fee 53 43 10 23%
Other general and administrative cc 41 12 29 2472%
Total expense 33€ 544 (20€) (38)%
Loss before income taxi $(293) $(39¢) $ 10E 26%

As described in Note 3 to the condensed consotidatancial statements (unaudited), effective Janta2008, the Company adopted fair
value accounting for its financial assets and famariabilities concurrent with its election ofdHair value option for substantially all credits

in lieu of cash, notes payable in credits in li€gash and prepaid insurance. These are the fiabagsets and liabilities associated with the
Company’s Capco notes that are reported withirCthimpany’s Capco segment. The table above refleeteftects of the adoption of fair
value measurement on the income and expense itrowsr(e from tax credits, interest expense and arme expense) related to the revalued
financial assets and liability for the three monghsled June 30, 2013 and 2012. In addition, thehaige to the revalued financial assets and
liability for the three months ended June 30, 2848 2012 is reported in the line “Net change invaiue of Credits in lieu of cash and Notes
payable in credits in lieu of cash” on the condensansolidated statements of income (unaudited).

The Company does not anticipate creating any nege@in the foreseeable future and the Capco sedgsikkoontinue to incur losses going
forward. The Capcos will continue to earn cash stwent income on their cash balances and incurroastagement fees and operating
expenses. The amount of cash available for investared to pay management fees will be primarilyashejent upon future returns generated
from investments in qualified businesses. Incoroenftax credits will consist solely of accretiontbé discounted value of the declining da
amount of tax credits the Capcos will receive i filture; the Capcos will continue to incur nonkcagterest expense related to the tax
credits.

Revenue is derived primarily from non-cash inconoenftax credits. The $103,000 decrease in totamees for the three months ended
June 30, 2013 versus the same period in 2012 tefllee effect of the declining dollar amount of tagdits remaining in 2013. The amount of
future income from tax credits revenue will fludiavith future interest rates. However, over futpegiods through 2016, the amount of tax
credits, and therefore the income the Companyredlbgnize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. Related party managdeemntecreased by 42%, or $146,000
for the three months ended June 30, 2013 as comhpétie the same period ended 2012. Related partagement fees, which are eliminated
upon consolidation, will continue to decline in fiséure as the Capcos mature and utilize their.dasérest expense decreased by $99,000, ol
69%, for the three months ended June 30, 2013 cmupeth the year ago quarter as a result of tlidirdeg amount of tax credits payable in
2013. The increase in other general and administrabsts were primarily related to filing feestle current period and a reduction of bank
charges, annual filing fees and general office agps in the prior period.
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Overall, the pretax loss before income taxes inGapco segment decreased by $105,000, period eviedpprimarily due to the decrease in
management fees and interest expense, which wiallyasffset by a reduction in income from tax dits.

Six months
ended June 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Income from tax credit $ 55 $ 31¢ $ (264 (83)%
Interest incom 22 15 7 47%
Other income 12 121 (209 (90)%
Total revenue 89 45¢ (36€) (80)%
Net change in fair value @
Credits in lieu of cash and Notes payable in csdditieu of cast 26 41 (15) (31%
Expenses
Management fee- related party 39¢ 74C (342 (46)%
Interest 10z 381 (279 (73)%
Professional fee 11¢& 13¢ (23 A7%
Other general and administrative cc 80 44 36 82%
Total expense 69t 1,30: (60€) 4N%
Loss before income tax $(580) $ (807) $ 227 28%

Six months ended June 30, 2013 and 2012:

Revenue is derived primarily from non-cash inconeenftax credits. The decrease in total revenuéh®six months ended June 30, 2013
versus the same period in 2012 reflects the effiettie declining dollar amount of tax credits reniiag in 2013 and the decrease in other

income is related to a $100,000 gain on the satnafivestment with a zero carrying basis in thergreriod. The amount of future income
from tax credits revenue will fluctuate with futurgerest rates. However, over future periods thho2016, the amount of tax credits, and
therefore the income the Company will recognizd, décrease to zero.

Expenses consist primarily of management fees and:ash interest expense. Related party managementdéeeeased by $342,000, or 4
for the six months ended June 30, 2013 comparddtivit same period ended 2012. Related party mareagdees, which are eliminated
upon consolidation, are expected to decline irfuhgre as the Capcos mature and utilize their dasbrest expense decreased by $279,0(
73%, for the six months ended June 30, 2013 fro81 B0 as a result of the declining dollar amodnér credits payable in 2012. Other
general and administrative costs included an imeréafiling fees recorded in the current period arreduction other charges and fees
recorded in the prior period resulting in a $36,0@09ease for the six months ended June 30, 20t8rapared with the six months ended
June 30, 2012.

Overall, the pretax loss before income taxes indhpco segment decreased by $227,000, period eviedpprimarily due to the decrease in
management fees and interest expense, which whallyasffset by a reduction in income from tax dits.
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Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 2 of the Notes to Consolidatediaml Statements included in its Form
10-K for the fiscal year ended December 31, 201diskussion of the Company'’s critical accountingigies, and the related estimates, are

included in Management's Discussion and AnalysiRegults of Operations and Financial PositiongrFibrm 10-K for the fiscal year ended

December 31, 2012.

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tvealive months are anticipated to be funded priltpdnrough cash generated from
operations, available cash and cash equivalenttjraxcredit lines and securitizations of the Camgs SBA lender’s unguaranteed loan
portions. As more fully described below, the Compsu$BA lender will require additional funding s@es to maintain SBA loan originations
in the latter part of 2013 under anticipated cdodg; although the failure to find these sourceg meguire the reduction in the Company’s
SBA lending and related operations, it will not @mipthe Company’s overall ability to operate.

The Company’s SBA lender depends on the continnatidhe SBA 7(a) guaranteed loan program of thieddrStates Government. The
Company’s SBA lender depends on the availabilitpuithasers for SBA loans for sale in the secondsasket and the premium earned
therein to support its lending operations. At tinise, the secondary market for the SBA loans isisbb

The Company’s SBA lender has historically finanttesl operations of its lending business throughdaarcredit facilities from various
lenders and will need to continue to do so in titark. Such lenders invariably require a securitgrest in the SBA loans as collateral which,
under the applicable law, requires the prior aparav the SBA. If the Company should ever be unablebtain the approval for its financing
arrangements from the SBA, it would likely be ureatal continue to make loans.

As an alternative to holding indefinitely the ports of SBA loans remaining after sale of the guexthportions in the SBA supervised
secondary market, the Company has undertaken twisee these unguaranteed portions. In Decemb&0 2e first such securitization trust
established by the Company issued to one investesrin the amount of $16,000,000 which receiv&tieadard & Poor’s (“S&P”) rating of
“AA.” A second securitization, an amendment to ¢higinal transaction, was completed in December12@hd resulted in an additional
$14,900,000 of notes issued to the same investthird securitization was completed in March 20648%$20,909,000 of notes issued to
multiple investors, which received an “A” ratingpin S&P. The SBA lender used the cash generatedtfrerfirst transaction to retire its
outstanding term loan from Capital One, N.A. anéurad a $3,000,000 account which during the firsirger of 2011 purchased unguaranteed
portions originated subsequent to the securitinati@ansaction. Similarly, the proceeds from theosécand third securitizations in 2011 and
2013 were used to pay down its outstanding revdbaet with Capital One, N.A., and to fund a $5,000, and $4,175,000 account,
respectively, which were used to purchase ungueednportions of loans in the first quarter of 2@b@ April 2013, respectively. While this
securitization process can provide a long-term ifugpdource for the SBA lender, there is no cenjaihét it can be conducted on an economic
basis. In addition, the securitization mechanisalftdoes not provide liquidity in the short-terar funding SBA loans.

In December 2010, the SBA lender entered into alvang loan agreement with Capital One, N.A. fortog$12,000,000 to be used to fund
the guaranteed portions of SBA loans and to beidepith the proceeds of the sale in the secondasket of those portions. Also, in June
2011, the SBA lender entered into a revolving lagreement with Capital One N.A., for up to $15,000,to be used to fund the
unguaranteed portions of SBA loans and to be rep#fdthe proceeds of loan repayments from thedwers as well as excess cash flow of
NSBF. In October 2011, the term of the loans wateraled by nine months through September 30, 281R1ly 2013 the SBA lende
received an extension on the availability of itseteuse lines, totaling $27 million, with Capitah® N.A. from September 30, 2013 to
May 31, 2015, at which time the outstanding balamitlebe converted into a three year term loan. €ktension also enhanced the terms of
the credit facilities by removing the $15 millioarfding sublimit for the non-guaranteed portionshef SBA 7(a) loans NSBF originates, and
increasing the advance rate to 55% from 50% fontiveguaranteed portions of the SBA 7(a) loans.

On February 28, 2011, NBC entered into a three feeiof credit of up to $10,000,000 with SterliNgtional Bank to purchase and
warehouse receivables. In December 2012, an ameridmas signed providing that upon the achieveménedain profitability levels, the
maximum amount of the line of credit under the Agnent can be increased from $10,000,000 to $15)00@&t a later date upon NBC's
request. The Amendment also extended the matuaty flom February 28, 2014 to February 28, 201@rd s no cross collateralization
between the Sterling lending facility and the Calp@dne credit facility; however, a default undez tBapital One loan will create a possibility
of default under the Sterling line of credit. Thadability of the Sterling line of credit and tiperformance of the Capital One loans are
subject to compliance with certain covenants and
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collateral requirements as set forth in their reipe agreements, as well as limited restrictiomglistributions or loans to the Company by
respective debtor, none of which are material &liduidity of the Company. At June 30, 2013, th@rany and its subsidiaries were in full
compliance with applicable loan covenants. The Camyguarantees these loans for the subsidiari¢s g amount borrowed; in addition,
the Company deposited $750,000 with Sterling ttatedalize that guarantee. As of June 30, 2013Cdmpany’s unused sources of liquidity
consisted of $1,427,000 in unrestricted cash asl eguivalents.

Restricted cash of $9,102,000 as of June 30, 20fpBmarily held in Small business finance, All &ththe Capcos and Corporate
segments. For Small business finance, approxim&&k72,000 is held by the securitization trusta asserve on future nonperforming loe
and $2,211,000 is due participants, the SBA andrettiror All other, PMT holds tax deposits for ttaients until such payments are due to
the respective state or federal authority, and Bi#gregates premiums collected from insureds. FEoCtpcos, restricted cash can be used in
managing and operating the Capcos, making qualifiegstments and for the payment of taxes on Capmmme. In addition, as discussed
above, the Company deposited $750,000 with Stettirapllateralize its guarantee, which is incluéethe Corporate segment.

In summary, Newtek generated and used cash asviollo

Six

Months Ended
June 30,
(In thousands 2013 2012
Net cash provided by operating activit $ 5,97¢ $ 2,34t
Net cash used in investing activiti (14,399 (9,019
Net cash provided by financing activiti 8,18¢ 18,53¢
Net (decrease) increase in cash and cash equis (230 11,86(
Cash and cash equivalents, beginning of pe 14,22¢ 11,20:
Cash and cash equivalents, end of pe $ 13,99¢ $ 23,06:

Net cash provided by operating activities increase83,634,000 to cash provided of $5,979,000Hergeriod ended June 30, 2013 comp

to cash provided by operations of $2,345,000 fergériod ended June 30, 2012. The change primrafiicts the operation of the SBA
lender, and due to the fluctuation in the brokeeneable. The broker receivable arises from loaadetd but not settled before quarter end and
represents the amount of cash due from the purahasoker; the amount varies depending on loarraign volume and timing of sales
settlement at quarter end. In the six months eddeé 30, 2013, the Company originated $59,728,0@B4. loans held for sale and sold
$57,927,000 compared with $34,686,000 originateti®85,019,000 sold in the first six months of 2012.

Net cash used in investing activities includesuhguaranteed portions of SBA loans, the purchasieed assets and customer accou
changes in restricted cash and activities involimgstments in qualified businesses. Net cash imsieesting activities decreased by
$(5,379,000) to cash used of $(14398,000) for #réod ended June 30, 2013 compared to cash usk®,06f.9,000) for the period ended
June 30, 2012. The decrease was due primarilygteater amount of SBA loans originated for investhod $(17,976,000) for the six month
period in 2013 compared with $(10,923,000) in 200t return of investments in qualified businessdsch provided $1,522,000 of cash in
2013 versus a $101,000 provision in the same pefi@d12, was partially offset by the change irtrieed cash which provided $834,000 in
the six months ended June 30, 2013, an increab&0df,000 in cash provided over the year ago period.

Net cash provided by financing activities primaiitgludes the net borrowings and (repayments) ak biaes of credit and notes payable
well as securitization activities. Net cash proddy financing activities decreased by $10,3451@0€ash provided of $8,189,000 for the
period ended June 30, 2013 from cash provided &581,000 for the period ended June 30, 2012. Whdecurrent period included a cash
provision of $20,909,000 related to the Companyardh 2013 securitization transaction, additionahcaas used to repay bank lines of
credit, a decrease of $(14,054,000) compared Wwélsix months ended June 30, 2012, as well ashémege in restricted cash which decre:i
by $(5,662,000). In addition, cash proceeds of @@,000 from a term loan, and an additional $2J®&3resulting from the consolidation of
Exponential of New York, LLC, an affiliated Capcoropany, were provided during the six months endee B0, 2012.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

We consider the principal types of risk in our Imesis activities to be fluctuations in interestsated loan portfolio valuations and the
availability of the secondary market for our SBAms held for sale. Risk management systems anéguoes are designed to identify and
analyze our risks, to set appropriate policieslanis and to continually monitor these risks amdils by means of reliable administrative ¢
information systems and other policies and programs
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Our SBA lender primarily lends at an interest @terime, which resets on a quarterly basis, pltisedd margin. Our receivable financing
business purchases receivables priced to equatsitoilar prime plus a fixed margin structure. Tagpital One term loan and revolver loan,
the securitization notes and the Sterling linerefit are on a prime plus a fixed factor basisaAesult the Company believes it has matched
its cost of funds to its interest income in itsdfitting activities. However, because of the difféedbetween the amount lent and the smaller
amount financed a significant change in marketr@gterates will have a material effect on our ofiegaincome. In a rising interest rate
climate, our cost of funds will increase at a slovate than the interest income earned on the la@nisave made; however, this benefit may
be offset by a reduction in premium income. A iisinterest rates may cause an increase in prepagntbus decreasing the future cash
flows of a loan and impacting the premium pricedgaithe secondary market. Conversely, in a degrgaate environment, the Company
may experience a reduction in interest rate sprbadljs, interest income will decline more quickian interest expense resulting in a net
reduction of benefit to operating income, offsetdnyincrease in premium income.

Our lender depends on the availability of secondaayket purchasers for the guaranteed portion8éf IBans and the premium received on
such sales to support its lending operations. itttme the secondary market for the guaranteetiomarof SBA loans is robust but during
2008 and 2009 financial crisis the Company hadadiffy selling it loans for a premium; although motpected at this time, if such conditions
did recur our SBA lender would most likely cease&kimg new loans and could experience a substamihlation in profitability.

We do not have significant exposure to changingrést rates on invested cash which was approximd3,101,000 at June 30, 2013. We
not purchase or hold derivative financial instrutsdor trading purposes. All of our transactions eonducted in U.S. dollars and we do not
have any foreign currency or foreign exchange #g8k.do not trade commodities or have any commaulite risk.

We believe that we have placed our demand depaesi, investments and their equivalents with higllic-quality financial

institutions. Invested cash is held almost exclelgiat financial institutions with ratings from S&® A- or better. The Company invests cash
not held in interest free checking accounts or bankey market accounts mainly in U.S. Treasury-ambney market instruments or funds
and other investment-grade securities. As of Jn@@13, cash deposits in excess of FDIC and StB@ance totaled approximately
$1,339,000 and funds held in U.S. Treasury-only eyanarket funds or equivalents in excess of SIRBGramce totaled approximately
$1,226,000.
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Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedure

Our management, with the participation of our Clagécutive Officer and Chief Accounting Officer,adwated the effectiveness of our
disclosure controls and procedures as of the etitegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Accounting Officer concluded that our diselos controls and procedures were effective aseétid of the period covered by this
report and provide reasonable assurance that fitveriation required to be disclosed by us in repfilesl under the Exchange Act is recorded,
processed, summarized and reported within the pieni@ds specified in the SEC’s rules and formsclosure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by an issuer in the reports that
it files or submits under the Exchange Act is acolated and communicated to the issuer's manageimenting its principal executive and
principal financial officers, or persons performisignilar functions, as appropriate to allow timdbrcisions regarding required disclosure. A
controls system, no matter how well designed aredaipd, cannot provide absolute assurance thabijketives of the controls systems are
met, and no evaluation of controls can provide kite@ssurance that all control issues and inssot#aud, if any, within a company have
been detected.

(b) Change in Internal Control over Financial Repting.

For the year ended December 31, 2012, Newtaldnagement identified material weaknesses imalteontrol over financial reporting bas
on criteria in Internal Control-Integrated Framel@msued by the Committee of Sponsoring Organipatmf the Treadway Commission. The
material weaknesses, which related to charge-tumsde$ at Universal Processing Services of Wiscphk@, (“UPS”), resulted in the
restatement of the consolidated financial statesfemtthe periods ended December 31, 2011, Mar¢cB@112, June 30, 2012 and
September 30, 2012. The full report is includettém 9a of the Company’s 2012 Annual Report on FbeérK.

As a result of the material weaknesses identitieel Company commenced a remediation plan, previgeplorted upon, and completed the
following actions during the three months endeceJs®, 2013:

» As part of the monthly closing process, the Coldrat UPS is

. obtaining the month end merchant reserve accourthaet balance listing and reviewing for the abseasftnegative
balance positions and verifying that the totaluwdtsdetail listing maintained by operations is gmeement with the sponsor
bank's month end balance; a

. ensuring that all cash release transfers of metasah reserves amounts in excess of establisheshthids have been
approved by the Compa’s Chief Executive Officel

 The Company completed the process of developirgnaatectronic cash transfer request and approvelypo establish new
electronic transfer of funds policy and practicebBS relating to the funds disbursement cy

» Arevised policy regarding delegation of authofty approving new merchants and boarding new adscuas been complete
« Additional live training discussing the Compi's Whistle Blower Hotline is currently progressil

(c) Limitations.

A controls system, no matter how well designed @merated, can provide only reasonable, not absasseirances that the controls system’s
objectives will be met. Furthermore, the desigma abntrols system must reflect the fact that tlaeeeresource constraints, and the benefits of
controls must be considered relative to their cadgsause of the inherent limitations in all cofgrgystems, no evaluation of controls can
provide absolute assurance that all control isanésinstances of fraud, if any, within the Compaaye been detected. These inherent
limitations include the realities that judgmentsietision-making can be faulty, and that breakdosamsoccur because of simple errors or
mistakes. Controls can also be circumvented bynithigidual acts of some persons, by collusion o ttw more people, or by management
override of the controls. The design of any systérontrols is based in part upon certain assumptabout the likelihood of future events,
and there can be no assurance that any desigaugideed in achieving its stated goals under afimi@l future conditions. Over time, contr
may become inadequate because of changes in amwddr deterioration in the degree of compliandd Wt policies or procedures. Because
of the inherent limitations in a cost-effective trmh system, misstatements due to error or fraug ozaur and not be detected. We
periodically evaluate our internal controls and makanges to improve them.

49



Table of Contents

PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

During the quarter ended June 30, 2013, the Fedlemde Commission (the “FTC”) amended an existiagnglaint in the matter Federal
Trade Commission. WV Universal Management, LLC et &b include Universal Processing Services of Wistoorid C (“UPS”), the
Company’s merchant processing subsidiary, as aii@ua defendant on one count. The complaint &tethat two related merchants, who
were accounts of UPS, and the principals of thecheerts, and the independent sales agent who brtughterchants to UPS (collectively,
not including UPS, the “Merchant Defendants”), egeghin various deceptive acts and/or practicesalation of the Federal Trade
Commission Act and the Telemarketing and Consumeid-and Abuse Prevention Act (collectively, thet®) in connection with the
merchants’ telemarketing of its debt relief anddireard interest rate reduction services. Morec#jgally, among other charges, the
complaint alleges that the Merchant Defendants am@ry charged consumers for their services, missgmted material aspects of their debt
relief services to consumers and made outbound tapersons in violation of one or more of thesAatcluding to persons on the Do Not
Call Registry.

In the amended complaint, the FTC added one additicount to the complaint alleging that UPS (aadarmer President) assisted and
facilitated the Merchant Defendants’ purported afimins of the Acts by providing the credit cardqassing services to the merchants used to
collect payments from their clients for impropeaddes. The FTC is asserting that UPS knew or couslyi avoided knowing that the
Merchant Defendants were involved in deceptivatieldketing schemes. Thus, the FTC is attemptindnisyaction to assert its enforcement
authority beyond the parties committing the allegiedations to include those that provide servitethe merchants even in the absence of
any affiliation or actual knowledge of the impropeactices.

The original complaint was filed on October 29, 201 the United States District Court for the MiddDistrict of Florida, Orlando Division,
and the amended complaint was filed on June 173.2e FTC is seeking various forms of injunctivel anonetary relief, including an
injunction to prevent future violations of the Attg each of the defendants and the refund of mgraasand disgorgement of purportedly ill-
gotten monies.

The Company does not believe that the facts oFii@'s legal theory support the FTC's allegationaiagt UPS as set forth in the complaint,
and the Company intends to vigorously challenged=h@é’s claims.

Iltem 6. Exhibits

Exhibit
No. Description
31.1 Certification by Principal Executive Officer reqed by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende
31.2 Certification by Principal Financial Officer reqai by Rule 13a-14(a) and 15d-14(a) under the SexsiExchange Act of
1934, as amende
32.1 Certification by Principal Executive and Princi@hancial Officers pursuant to 18 U.S.C. Sectiob@, s adopted pursuant

to Section 906 of the Sarba-Oxley Act of 2002
101.SCH’ XBRL Taxonomy Extension Schema Docum
101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB* XBRL Taxonomy Extension Labels Linkbase Docunr
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doent

* XBRL (eXtensible Business Reporting Languagepinfation is furnished and not filed or a part aégistration statement or prospectus
for purposes of sections 11 or 12 of the Securiietsof 1933, is deemed not filed for purposesetft®on 18 of the Securities Exchange
of 1934, and otherwise is not subject to liabilityder these sectior
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to be
signed on its behalf by the undersigned, thereduaty authorized.

NEWTEK BUSINESS SERVICES, INC.

Date: August 7, 2013 By: /s/ Barry Sloane

Barry Sloane
Chairman of the Board, Chief Executive Officer &etretary
(Principal Executive Officer

Date: August 7, 2013 By: /s/ Jennifer Eddelson

Jennifer Eddelso
Chief Accounting Officer
(Principal Financial Officer and Principal AccourdiOfficer)
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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

I, Barry Sloane, certify that:

1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”);

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or enétate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3. Based on my knowledge, the financial statemems,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

c)

d)

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

designed such internal control over financiglorting, or caused such internal control over fmahreporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

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

disclosed in this report any change in the tegyi$'s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

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

a)

b)

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

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

Dated: August 7, 2013

/sl Barry Sloane
Barry Sloane
Principal Executive Office




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

I, Jennifer Eddelson, certify that:
1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”).

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or enétate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3. Based on my knowledge, the financial statemems,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

c)

d)

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

designed such internal control over financiglorting, or caused such internal control over fmahreporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

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

disclosed in this report any change in the tegyi$'s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

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

a)

b)

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

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

Dated: August 7, 2013

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office




Exhibit 32.1

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

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2013 (the “Repoitewtek Business Services, Inc.
(the “Company”), as filed with the Securities arxtEange Commission on the date hereof, Barry Slamerincipal Executive Officer, and
Jennifer Eddelson, as Principal Financial Offiaérthe Company, each hereby certifies, pursuaf8tt).S.C. 81350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, that, whezficer's knowledge:

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

/sl Barry Sloane
Barry Sloane
Principal Executive Office

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office

Dated: August 7, 201



