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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

Xl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2007
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaetr)

New York 11-350463¢
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
1440 Broadway, 17" floor, New York, NY 10018
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area codg212) 356-9500

Indicate by checkmark whether the registrant has (}Lfiled all documents and reports required to be fed by Section 13 or 15(d) of the
Exchange Act during the preceding 12 months (or fosuch shorter period that the registrant was requied to file such reports), and
(2) has been subject to such filing requirements fdahe past ninety days. Yes[Xl No O

Indicate by check mark whether the registrant is darge accelerated filer, an accelerated filer, or @on accelerated filer. See definition
of “accelerated filer and large accelerated filer'in Rule 12b-2 of the Exchange Act.

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

As of August 7, 2007, there were 36,770,500 of tBempany’s Common Shares issued and outstanding.
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Item 1. Financial Statements (Unaudited)

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(In Thousands, except for Per Share Data)

Three Months ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Revenue
Electronic payment processi $13,01: $10,51C $25,53( $19,94:
Web hosting 3,94: 3,31( 7,82( 6,47¢
Interest incom 1,54¢ 1,92¢ 3,03¢ 3,33¢
Income from tax credit 1,32( 2,022 2,621 3,28(
Premium incom 797 762 1,51 1,37
Servicing fee 49€ 487 94C 98¢
Insurance commissiot 207 18¢ 44k 43z
Other income 2,08¢ 228 3,318 745
Total revenue 23,41 19,42¢ 45,22( 36,57:
Expenses
Electronic payment processing cc 9,654 7,55¢ 18,62 14,46:
Consulting, payroll and benefi 5,22¢ 4,07¢ 10,731 8,121
Interest 3,61« 4,57 7,33¢ 8,88t
Professional fee 2,18 1,874 4,00z 3,92¢
Depreciation and amortizatic 1,80: 1,527 3,531 2,882
Insurance 872 84(C 1,68¢ 1,70¢
Provision for loan losse 20E 23t 372 354
Other general and administrative cc 2,72¢ 2,30( 5,99¢ 4,65¢
Total expense 26,28t 22,98:¢ 52,28¢ 44 ,99¢
Loss from continuing operations before minorityengist, benefit for income taxes, and
discontinued operatior (2,879 (3,557 (7,069 (8,422
Minority interest 56 97 18C 33C
Loss from continuing operations before benefitifmome taxes and discontinued operati (2,81 (3,46() (6,889 (8,099
Benefit for income taxe 717 1,114 2,08¢ 2,721
Loss from continuing operations before discontinapdrations (2,10) (2,34¢) (4,795  (5,37))
Discontinued operations, net of tay (28€) 59 (497) 35€
Net loss $(2,387) $(2,287) $(5,28¢) $(5,01%
Weighted average common shares outstani
Basic and dilutes 35,86¢ 34,69¢ 35,72( 34,76¢
Loss per share from continuing operatic
Basic and dilutes $ (0.06)0 $ (0.0 $ (0.19) $ (0.1%
(Loss) income per share from discontinued operatioat of taxes
Basic and dilute (0.07) (0.00) (0.02) 0.01
Basic and diluted loss per shi $ (0.07) $ (0.0 $ (015 $ (0.19

See accompanying notes to these unaudited condeassdlidated financial statements

3



Table of Contents

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2007 AND DECEMBER 31, 2006
(In Thousands, except for Per Share Data)

ASSETS
Cash and cash equivalel
Restricted cas
U.S. Treasury note
Asset held for sal
Credits in lieu of cas
SBA loans held for investment (net of reserve éaml losses of $2,598 and $2,332, respecti\
Accounts receivable (net of allowance of $352 a8, $espectively
SBA loans held for sal
Accrued interest receivab
Investments in qualified business cost method investmer
Investments in qualified business held to maturity debt investmer
Prepaid and structured insuratr
Prepaid expenses and other assets (net of accedhalatortization of deferred financing costs of $8,and
$832, respectively
Servicing assets (net of accumulated amortizatfdgg2561 and $2,081, respective
Fixed assets (net of accumulated depreciation arattezation of $5,336 and $4,065, respectivi
Intangible assets (net of accumulated amortizaifdiv,637 and $5,919, respective
Goodwill

Total asset

LIABILITIES AND SHAREHOLDERS '’ EQUITY

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

Minority interest

Commitments and contingenci

Shareholder equity:

Preferred stock (par value $0.02 per share; authadrl,000 shares, no shares issued and outstal

Common stock (par value $0.02 per share; authoB2¢@00 shares, issued and outstanding 35,910534d3

not including 583 shares held in escrow and 478eshiaeld by affiliate
Additional paic-in capital
Retained earning
Treasury stock, at cost (44 and 32 shares at Jur@087 and December 31, 2006, respectiv
Total shareholde’ equity
Total liabilities and sharehold¢ equity

December 31

June 30,

2007 2006

(Unaudited) (Note 1)
$ 28,01¢ $ 26,68t
8,96¢ 11,27¢
2,95(C 5,01¢
— 1,53(
99,05¢ 106,42!
25,99¢ 27,74¢
5,301 1,56¢
2,36: 1,78¢
517 51¢
504 542
1,91¢ 5,301
16,11¢ 17,49
6,82( 7,68
3,01¢ 2,991
4,70¢€ 4,45¢
8,03¢ 9,141
13,05¢ 10,57¢
$227,33¢  $ 240,73
$ 10,24: $ 8,50¢
5,96¢ 10,65!
16,69¢ 16,39:
2,37¢ 2,761
82,40( 86,33
21,73¢ 24,42¢
139,41! 149,07:
5,24¢€ 4,59¢
71¢€ 71C
55,85¢ 54,94¢
26,17, 31,46¢
78 (54
82,67 87,06¢
$227,33t $ 240,73

See accompanying notes to these unaudited condeassdlidated financial statements
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(In Thousands)
2007 2006
Cash flows from operating activitie
Net loss $ (5,28¢) $ (5,01%)
Adjustments to reconcile net loss to net cash usegerating activities
Income from tax credit (2,627 (3,280
Deferred income taxe (2,69%) (2,435
Depreciation and amortizatic 3,531 3,012
Capitalization of servicing ass (509 (42¢)
Gain on sale/recoveries of investments in qualiiadinesse (1,037 —
Accretion of interest expen: 6,082 6,66:
Loss on redemption of U.S. Treasury nc 13 —
Provision for loan losse 37z 354
Accretion of interest incom (200 @)
Equity in earnings of investe a77) (98)
Loss on sale of other real estate ow 247 —
Gain on sale of land and buildil — (30¢)
Gain on sale of asset held for s (199¢)
Loss on disposal of fixed assi — 25
Gain on sale of loans held for investm (93 (189
Stocl-based compensatic 262 311
Amortization of deferred loan origination fees, (18¢) (10%)
Minority interest 272 (259)
Changes in assets and liabilities, net of the efiEbusiness acquisition
Originations of SBA loans held for s¢ (14,289 (16,417
Proceeds from sale of SBA loans held for : 13,70° 14,32¢
Premium on repurchase of portfo — 44
Prepaid insuranc 1,48( 1,48
Prepaid expenses, accounts receivable, accrugdshteceivable from bank and other as 98C (532
Restricted cas (1,757 —
Accounts payable, accrued expenses and deferredue (1,480 45€
Net cash used in operating activit (3,469 (2,395
Cash flows from investing activitie
Investments in qualified business — (6,250
Return of investments in qualified busines 1,37(C 6,30¢
Purchase of fixed asse (1,659 (1,399
Purchase of customer merchant acco (16€) (2,53))
Cash addition from acquired intere 23¢ —
Cash reduction from deconsolidation of acquiredriedts (56) —
SBA loans originated for investment, 1 (4,32 (5,019
Cash paid for repurchase of SBA lo: — (1,219
Proceeds from sale of SBA loans held for investr 1,95( 4,17:
Payments received on SBA loc 3,99: 3,37:
Proceeds from sale of land and build — 1,30
Proceeds from sale of asset held for sale andansarrecoverie 1,572 —
Proceeds from sale/recoveries of investments itifqaghbusinesse 492 —
Change in restricted ca 4,06¢ 1,81z
Proceeds from sale of U.S. Treasury Notes, marletadturities and certificates of depc 2,081 14,00:
Other investment — (4)
Net cash provided by investing activiti 9,55¢ 14,55
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2007 AND 2006 (COITINUED)

Cash flows from financing activitie
Proceeds from notes payal
Repayments of notes payal
Change in restricted cash related to CDS finan
Net (borrowings) proceeds on bank notes pay
Distributions to minority membe
Payments for deferred financing co
Purchase of treasury sto
Net proceeds from option exerc
Net proceeds from issuance of common stock and

Net cash used in financing activiti

Net increase in cash and cash equival
Cash and cash equivaler beginning of periot

Cash and cash equivaler- end of perioc

Supplemental disclosure of cash flow activities

Reduction of credits in lieu of cash and notes pleya credits in lieu of cash balances due toveeyi of tax credits to
Certified Investor:

Conversion of note payable to minority inter

Additions to assets and liabilities as a resultafsolidation of acquired interes
Cash
Accounts receivabl
Prepaid expenses and other as
Total asset
Accounts payable and accrued expet
Notes payabli
Total liabilities
Goodwill recognizec
Reduction of assets and liabilities as a resultemonsolidation of acquired interes
Cash
Accounts receivabl
Prepaid expenses and other as
Fixed assets, n
Total asset
Accounts payable and accrued expet
Deferred revenu
Notes payabli
Minority interest
Total liabilities

See accompanying notes to these unaudited condeassdlidated financial statements
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2007

5,07¢
(8,766)
2,05(
(2,959
(597)
(165)
(24)
141
48€

(4,756)

1,33(
26,68t

$28,01¢

$ 9,991

$ 1,00¢

$ 23¢
3,57¢
94

$ 3,90¢

$ 3,12i
3,25¢

AP
|

6,38¢

$ 2,48(

$ 56
30
21
80

$ 187

$ 14c
2

16

26

$ 187
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESHTATION:

Newtek Business Services, In¢'Newtek”) is a holding company for several whollpyd majorityewned subsidiaries, including
certified capital companies which are referredg@apcos, and several portfolio companies in wtiiehCapcos own non-controlling or
minority interests. Newtek is a direct distributdrbusiness services, acting through its wholly arajority-owned subsidiaries, to the small
and medium-sized business market.

The Company’s principal business segments are:
Electronic Payment ProcessingMarketing, credit card processing and check appresices.
Web Hosting: CrystalTech Web Hosting, Inc., which offers shamed dedicated web hosting and related services.

SBA Lending: Newtek Small Business Finance, Inc. (“NSBF"), aovally licensed, U.S. Small Business Administratio
(“SBA”) lender that originates, sells and servit@ens to qualifying small businesses, which are¢iglyr guaranteed by the SBA.

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

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

Capcos:Fifteen certified capital companies which invessimall and medium-sized businesses. They genevateash income
from tax credits and non-cash interest and ins@waxpenses.

The consolidated financial statements of Newtekifidss Services, Inc., its subsidiaries and FINat&olidated entities, (Financial
Accounting Standards Board (“FASB”) issued Intetatien (“FIN") No. 46R “Consolidation of Variableferest Entities”), (the “Company”
or “Newtek”) included herein have been preparedhgyCompany in accordance with accounting prinsiglenerally accepted in the United
States of America and include all wholly and majoawned subsidiaries, and several portfolio congmin which the Capcos own non-
controlling minority interest in, or those which Wk is considered to be the primary beneficiaryasfdefined under FIN 46 and FIN 46R).
All inter-company balances and transactions haea lediminated in consolidation. Currently, the Campis absorbing losses attributable to
certain of its minority interest holders. Once thestities return to profitability, the losses vii#l restored to the Company prior to allocation
of profits to minority interest holders.

The accompanying notes to condensed consolidateddial statements should be read in conjunctidin Wewtek’'s 2006 Annual
Report on Form 10-K. These financial statement&liseen prepared in accordance with instructioff®tm 10-Q and Article 10 of
Regulations S-X and, therefore, omit or condensticefootnotes and other information normally ureéd in the financial statements
prepared in accordance with accounting principkrsegally accepted in the United States. The res@ilbperations for an interim period may
not give a true indication of the results for tméire year.

All financial information included in the tablestine following footnotes are stated in thousangsept per share data.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial statesmé@ntonformity with accounting principles geneyaltcepted in the United States of
America requires management to make estimatessmuaigptions that affect the reported amounts oftsssal liabilities and disclosures of
contingent assets and liabilities at the date efdtnsolidated financial statements and the regp@t@ounts of revenue and expense during the
reporting period. The level of uncertainty in esites and assumptions increases with the lengimefuntil the underlying transactions are
complete. The most significant estimates are vapect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of serviciegeds, chargeback reserves and tax valuation ailmesa Actual results could differ from
those estimates.
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Revenue Recognition

The Company operates in a number of different seggnSuch revenues are recognized as servicesratered and are summarized as
follows:

Electronic payment processing revenueElectronic payment processing and fee income iweléfrom the electronic processing of
credit and debit card transactions that are awtbdrand captured through third-party networks. @iy, merchants are charged for these
processing services on a percentage of the datlauat of each transaction plus a flat fee per tasn. Certain merchant customers are
charged miscellaneous fees, including fees for lvandharge-backs or returns, monthly minimum festatement fees and fees for other
miscellaneous services. In accordance with Emengisiges Task Force, (“EITF”) 99-19, “Reporting Rewe Gross as a Principal versus Net
as an Agent”, revenues derived from the electrpnicessing of MasterCard and Visa sourced creditd@bit card transactions are reported
gross of amounts paid to sponsor banks.

The Company also derives revenues from actingdepiendent sales offices (“1ISO”) for third-party pessors (“residual revenue”) and
from the sale of credit and debit card devicesidRed revenue is recognized monthly based on cottahagreements with such processol
share in the residual income derived from the ugiiey merchant agreements. Revenues derived frées s& equipment are recognized at
the time of shipment to the merchant.

Income from tax credits: Following an application process, a state will fyodi company that it has been certified as a Caphke.state
then allocates an aggregate dollar amount of tditsto the Capco. However, such amount is nerfmrgnized as income nor otherwise
recorded in the financial statements since it ldg/be earned by the Capco. The Capco is legatifled to earn tax credits upon satisfying
defined investment percentage thresholds withicifipd time requirements and corresponding nongtoe percentages. At June 30, 2007,
as summarized earlier in this note, the CompanyCegutos in seven states and the District of Colantach statute requires that the Capco
invest a threshold percentage of Certified Cajnit@ualified Businesses within the time frames #pet As the Capco meets these
requirements, it avoids grounds under the statrtéd disqualification for continued participationthe Capco program. Such a
disqualification, or “decertification” as a Capa@sults in a recapture of all or a portion of tHeated tax credits; the proportion of the
recapture is reduced over time as the Capco renrageneral compliance with the program rules aegtsithe progressively increasing
investment benchmarks.

As the Capco continues to make its investmentsualifed Businesses and, accordingly, places areasing proportion of the tax
credits beyond recapture, it earns an amount équhé non-recapturable tax credits and recordls aowunt as “income from tax credits”,
with a corresponding asset called “credits in bégash”, in the consolidated balance sheets. Tuat earned and recorded as income is
determined by multiplying the total amount of tardits allocated to the Capco by the percentagaxofredits immune from recapture (the
earned income percentage) under the state st@itutbe extent that the investment requirementsrageahead of schedule, and the percer
of non-recapturable tax credits is acceleratedpthsent value of the tax credit earned is receghtrrently and the asset, credits in lieu of
cash, is accreted up to the amount of tax cred#giable to the Certified Investors. If the taxdite are earned before the state is required to
make delivery (i.e., investment requirements areahead of schedule, but credits can only be ugdbebcertified investor in a future year),
then the present value of the tax credits earnedesmorded upon completion of the requirementac@ordance with Accounting Principles
Board Opinion No. 21. The receivable (called “ctedh lieu of cash”) is accreted to the annuahaghble amount which can then be
delivered to the insurance company investors indiecash interest.

The allocation and utilization of Capco tax creditsontrolled by the state law. In general, th@e&@eapplies for tax credits from the
state and is allocated a specific dollar amourntredlits which are available to be earned. The Capoades the state with a list of the
Certified Investors, who have contractually agreedccept the tax credits in lieu of cash intepestments on their notes. The tax credits are
claimed by the Certified Investors on their statenpium tax return as provided under each state €apd tax law. State regulations specify
the amount of tax credits a Certified Investor ckim and the period in which they can claim th&ach state periodically reviews the
Capco’s operations to verify the amount of tax itseglarned. In addition, the state maintains eofisertified Investors and therefore has the
ability to determine whether the Certified Investallowed to claim this deduction.

Web Hosting revenue:Web Hosting revenues are primarily derived from thiynrecurring services fees for the use of its vuebting
and software support services. Customer set-upaieekilled upon service initiation and are recagdias revenue over the estimated
customer relationship period of 2.5 years. Payrfamiveb hosting and related services is generalbgived one month to three years in
advance. Deferred revenues represent customenynepis for upcoming web hosting and related sesvice

Sales and Servicing of SBA Loand\NSBF originates loans to customers under the SB&nam that generally provides for SBA
guarantees of 50% to 85% of each loan, subjecntexdmum guarantee amount. NSBF sells the guardipertion of each loan to a third
party and generally retains the unguaranteed pahgiortion in its own portfolio. A gain is recoged on these loans through collection on
sale of a premium over the adjusted carrying valmmmencing on January 1, 2007, gain on sale aoftlaganteed portion of the loans is
recognized at the date of settlement, under thestef Statement of Financial Accounting Standat85AS”) No. 156 (“SFAS No. 156"),
“Accounting for Servicing of Financial Assets - amendment of FASB Statement No. 140" and are recbag a component of servicing fee
and premium income in the condensed consolidastdraents of operations. Prior to January 1, 208in, on sale of the guaranteed portio
loans was recognized under the provisions of SFASIMO “Accounting for Transfers and Servicing afdncial Assets and Extinguishment
of Liabilities” a replacement of FASB Statement N&5.
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In each loan sale, NSBF retains servicing respditsib and receives servicing fees of a minimuni® of the guaranteed loan portion
sold. NSBF is required to estimate its servicinmpensation in the calculation of its servicing &s§ke purchasers of the loans sold have no
recourse to NSBF for failure of customers to payants contractually due.

In accordance with SFAS No. 156, upon sale of tla@$ to third parties, NSBF separately recognizésiravalue any servicing assets
servicing liabilities first, and then allocates tirevious carrying amount between the assets saldiee interests that continue to be held by
the transferor (the unguaranteed portion of tha)lbased on their relative fair values at the déteansfer. The difference between the
proceeds received and the allocated carrying vaitiee financial assets sold is recognized as a gisale of loans.

Each class of servicing assets and liabilitiessatessequently measured using either the amortizatiethod or the fair value
measurement method. The amortization method, whiBBF has chosen to continue applying to its semgieisset, amortizes the asset in
proportion to, and over the period of, the estimdtaure net servicing income on the underlyinglgmbrtion of the loans (guaranteed) and
assesses the servicing asset for impairment bastadrosalue at each reporting date. In the evenire prepayments are significant or
impairments are incurred and future expected dasisfare inadequate to cover the unamortized sagy@ssets, additional amortization or
impairment charges would be recognized. The Compaeg an independent valuation specialist to edithe fair value of the servicing
asset.

In evaluating and measuring impairment of servicsgets, NSBF stratifies its servicing assets basgear of loan and loan term
which are key risk characteristics of the undedyliman pools. The fair value of servicing assetdei®rmined by calculating the present value
of estimated future net servicing cash flows, usisgumptions of prepayments, defaults, servicisgscand discount rates that NSBF believes
market participants would use for similar assets.

If NSBF determines that the impairment for a strata temporary, a valuation allowance is recogntbedugh a charge to current
earnings for the amount the unamortized balanceesis:the current fair value. If the fair valueled stratum were to later increase, the
valuation allowance may be reduced as a recovesweder, if NSBF determines that an impairment fetratum is other-than temporary, the
value of the servicing asset and any related viaatlowance is written-down.

Interest and Small Business Administration (“SBA”)Loan Fees—SBA Loansinterest income on loans is recognized as earned.
Loans are placed on nonaccrual status if they @i@da9s past due with respect to principal or ireaad, in the opinion of management,
interest or principal on individual loans is notleotible, or at such earlier time as managemetgrdenes that the collectibility of
such principal or interest is unlikely. When a lesudesignated as nonaccrual, the accrual of isttéseliscontinued, and any accrued but
uncollected interest income is reversed and chaagathst current income. While a loan is classifisdonaccrual and the future collectibi
of the recorded loan balance is doubtful, collewtiof interest and principal are generally appdisa reduction to principal outstanding.

NSBF passes through to the borrower certain expanediit incurs, such as forced placed insurandgesuoifficient funds fees, or fees it
assesses, such as late fees, with respect to marthgiloan. These expenditures are recorded winemred. Due to the uncertainty with
respect to collection of these passed through aelpees or assessed fees, any funds receivedriduese NSBF are recorded on a cash basis
as other income.

Insurance commissionsRevenues are comprised of commissions earned omyres paid for insurance policies and are recoghate
the time the commission is earned. At that date glirnings process has been completed and the Ggroga estimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohcal cancellation experience adjusted by
known circumstances.

Other income: Other income represents revenues derived from tipgranits that cannot be aggregated with otheimess segments.
In addition, other income represents one time rees or gains on investments. Revenue is recosthed there is pervasive evidence of an
agreement, the related fees are fixed, the serarmwbpr product, has been delivered, and the ¢imleof the related receivable is assured.

Restricted Cash

Restricted cash includes cash collateral relatng letter of credit; monies due on loan relatedittances received by the Company and
due to third parties; cash held by the Capcosicestirfor use in managing and operating the Cameding qualified investments and for the
payment of income taxes; and a cash account mag@uais a reserve against chargeback losses.

I nvestments
U.S. Treasury Notes and Marketable Securities

The Company accounts for U.S. Treasury notes dret atarketable securities in accordance with SFASINS, Accounting for
Certain Investments in Debt and Equity SecuritiEee Company determines the appropriate clastditaf all marketable securities as held-
to-maturity, available-for-sale or trading at tirad of purchase. The Company invests excess cdgsiaqured for use in operations primarily
in high credit quality securities that the Compamejieves bear minimal risk. These investments belu
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money market funds and auction rate securitieseRan these securities typically reset every 7Baid/s. The underlying security of auction
rate securities have a final maturity extendin§igoal 2038. The Company has not experienced asse®due to institutional failure or
bankruptcy. In determining the cost basis, the Camymccounts for the realized gains and lossebaagale of its available-farale securities
on both the specific identification and average costhods. Realized gains and losses are includether income (expense). As of June 30,
2007 all of the Company’s investments in marketableurities were classified as availablegate and, as a result, were reported at fair v

Investments in Qualified Businesses

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

Consolidation Methodnvestments in which the Company directly or indile owns more than 50% of the outstanding voting
securities, those the Company has effective contret, or those deemed to be a variable interdgy@mwhich the Company is the primary
beneficiary under the provisions of FIN 46R (“FIN donsolidated entity”) are generally accountedufmaler the consolidation method of
accounting. Under this method, an investment’siioia position and results of operations are rédi@avithin the Company’s consolidated
financial statements. All significant inter-compaagcounts and transactions are eliminated, inctuditurns of principal, dividends, interest
received and investment redemptions. The resultpefations and cash flows of a consolidated ojmgrantity are included through the lai
interim period in which the Company owned a gretttan 50% direct or indirect voting interest, exsed control over the entity for the ent
interim period or was otherwise designated as thegry beneficiary. Upon dilution of control beld©%, or upon occurrence of a triggering
event requiring reconsideration as to the primamndbiciary of a variable interest entity, the aating method is adjusted to the equity or
method of accounting, as appropriate, for subsequesiods.

Equity MethodInvestees that are not consolidated, but over wiiefCompany exercises significant influence, amanted for under
the equity method of accounting. Whether or notGoenpany exercises significant influence with respe an investee depends on an
evaluation of several factors including, among ctheepresentation on the investee’s Board of Darscand ownership level, which is
generally a 20% to 50% interest in the voting siiesrof the investee, including voting rights asgated with the Company’s holdings in
common, preferred and other convertible instrumantke investee. Under the equity method of actingnan investee’s accounts are not
reflected within the Company’s consolidated finahstatements; however, the company’s share cddhgings or losses of the investee is
reflected in the Company’s consolidated financiatements.

Cost MethodInvestees not accounted for under the consolidatidhe equity method of accounting are accoundedfider the cost
method of accounting. Under this method, the Comigashare of the net earnings or losses of suctpeni®s is not included in the
Company’s consolidated financial statements. Howesast method impairment charges are recognizedeeessary, in the Company’s
consolidated financial statements. If circumstarsrggyest that the value of the investee has substyuecovered, such recovery is not
recorded until ultimately liquidated or realized.

The Company’s debt and equity investments havetantislly been made with funds available to Newtalough the Capco programs.
These programs generally require that each Caped an@inimum investment benchmark within 5 yearmitial funding. In addition, any
funds received by a Capco as a result of a debtyrapnt or equity return may, under the terms of@hpco programs, be reinvested and this
will be counted towards the Capcos’ minimum investtrbenchmarks.

Stock - Based Compensation

The Company applies SFAS 123 (revised 2004), “SBased Payment” (“SFAS 123R”). SFAS 123R requitestare-based
payments to employees to be recognized in the diahstatements based on their fair values usingpgionpricing model at the date of gre

In November 2005, the FASB issued FASB Staff Pasitlo. FAS 123R3, "Transition Election Related to Accounting fhetTax
Effects of Share-Based Payment Awards." The Compasyelected to adopt the alternative transitiothoteprovided in the FASB Staff
Position for calculating the tax effects of shaasdd compensation pursuant to SFAS 123R. The afteertransition method includes a
simplified method to establish the beginning bataotthe additional paid-in capital pool relatedhe tax effects of employee share-based
compensation, which is available to absorb taxcikicies subsequent to the adoption of SFAS 123R.

As of June 30, 2007, the Company had two sharedbam@pensation plans. The compensation cost tisdbéxen charged against
income for those plans was $52,000 and $171,00@hé&three and six months ended June 30, 20Q7Fectegely, and is included in
consulting, payroll and benefits in the accompagyiandensed consolidated statements of operafitvestotal income tax benefit recognized
in the consolidated statement of operations foreshased compensation arrangements was $21,00868r@0D0, for the three and six months
ended June 30, 2007, respectively.
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A summary of stock option activity under the 200@ 2003 Plans as of June 30, 2007 and changegydherperiod then ended is
presented below:

Weighted Average Aggregate Intrinsic
Shares Weighted Average Remaining Term Value

Stock Options (in thousands’ Exercise Price (in years) (in thousands)
Outstanding December 31, 20 1,73¢ $ 3.1¢
Granted — —
Exercisec (90) $ 1.57 $ 79,20(
Cancellec (241 $ 3.5
Outstanding June 30, 20! 1,407 $ 3.22 4.64 $ 943,00(
Exercisable June 30, 20 1,357 $ 3.27 4.7¢ $ 943,00(

There were no options granted during the six moatfted June 30, 2007 and 2006.

A summary of the status of Newtek’s non-vestediatst shares as of June 30, 2007 and changesgydhemeriod then ended is
presented below:

Number of Sharet Weighted Average Gran
Non-vested Restricted Shares (in thousands) Date Fair Value
Non-vested at December 31, 20 91 $ 2.5%
Grantec 63 $ 2.07
Vested (59 $ 2.4¢
Forfeited € $ 3.62
Non-vested at June 30, 20 10C $ 2.21

In the six months ended June 30, 2007, Newtek gddfatiur employees an aggregate of 52,588 shamesiicted stock valued at
$105,000. Additionally, pursuant to the terms & @ompany’s directors’ compensation program, btipaosuant to the two share-based
compensation plans discussed above, the Compamdiss its four independent directors a total gfl2Z unregistered common shares wi
market valuation as of that date of $46,000. Tlereshwere issued in exchange for the servicesditlectors on the Board of Directors and
its committees in reliance on Section 4(2) of tkewBities Act of 1933, as amended. The grantshetsteen 3 and 28 months. Additionally,
the Company granted an officer 10,121 shares, dadti§25,000 which immediately vested. The fairkeavalues of these grants were
determined using the fair value of the common shatdéhe grant date. The restricted shares areittaofe upon early voluntary or involuntary
termination of the employee. Upon vesting, the tganmvill receive one common share for each resttishare vested.

As of June 30, 2007, there was $149,000 of tote#aognized compensation costs related to non-vesiaed-based compensation
arrangements granted under the Plans. That cespected to be recognized ratably through the geding December 31, 2009.

Fair value of financial instruments

SFAS No. 107, “Disclosures about Fair Value of Riial Instruments,” requires the disclosure ofébBmated fair values of financial
instruments. Excluding property and equipment, wrtiglly all of the Company’s assets and liakabtiare considered financial instruments as
defined by SFAS No. 107. Fair value is definednasgrice at which a financial instrument could ineibated in an orderly manner over a
reasonable time period under present market comditiFair value estimates are subjective in natnceare dependent on a number of
significant assumptions associated with each ingnt or group of similar instruments, includingiresttes of discount rates, risks associated
with specific financial instruments, estimatesutiiffe cash flows and relevant available marketrmfdion. Fair value information is
supposed to represent estimates of the amountsie financial instruments could be exchanged imest transactions between willing
buyers and sellers engaging in exchange transactitowever, since there are no established tradaudxets for a significant portion of the
Company’s financial instruments, the Company’s malybe able to settle their financial instrumentisniediately; as such, the fair values are
not necessarily indicative of the amounts that ddnd realized through immediate settlements. litiadd the majority of the Company’s
financial instruments, such as loans receivabld feglinvestment and bank notes payable, are loahdaturity and are realized or paid
according to the contractual agreements with tisotoers or counterparties.

11



Table of Contents

SFAS No. 107 requires that, where available, quotatket prices be used to estimate fair values.é¥ew because of the nature of the
Company’s financial instruments, in many instargpested market prices are not available. Accordintig Company has estimated fair
values on the basis of other valuation techniqeesjited by SFAS No. 107, such as discounting egtdhfuture cash flows at rates
commensurate with the risks involved or other atadelp methods. Fair values are required to be agtishwithout regard to any premium or
discount that may result from concentrations of exghip of a financial instrument, possible incomperamifications, or estimated transaci
costs. Fair values are also estimated at a spgdfitt in time and are based on interest rateo#mel assumptions at that date. As the
assumptions underlying these estimates changé&ithealues of financial instruments will change.

Because SFAS No. 107 permits many alternative flon techniques and because numerous assump@wesbeen used to estimate
the Company’s fair values, reasonable comparisbtteedCompany’s fair value information with othé@rdncial institutions’ fair value
information cannot necessarily be made.

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

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

e Cash and cash equivalel
e Bank notes payab
» Accrued interest receivable and paye

The carrying values of accounts payable and ac@updnses approximate fair value because of the o maturity of these
instruments. The carrying value of investmentsualified businesses, loans receivable, structuredrance product, notes and loans payable,
credits in lieu of cash, and notes payable in tsddilieu of cash approximate fair value basednamagement’s estimates.

New Accounting Pronouncements

The Company adopted FASB Statement of FinanciabAoting Standards No. 156 (SFAS No. 156) Accounfiim@ervicing of
Financial Assets - an amendment of FASB StatementlM0, on January 1, 2007. SFAS No. 156 requiresecognition of a servicing asset
or servicing liability when entering into a servigicontract to service a financial asset and requatl separately recognized servicing assets
and liabilities to be initially measured at failwa. Further SFAS No. 156 permits a choice of sgbset measurement methods for each class
of separately recognized servicing assets andcsegviabilities between the current amortizatioathod and the fair value measurement
method. At initial adoption, SFAS No. 156 permitsree time reclassification of available for salewséies to trading securities by entities
with recognized servicing rights, without callingo question the treatment of other available &e securities under Statement 115, prov
the securities are identified in some manner agetiffig the exposure to changes in fair value nfigag assets or servicing liabilities that are
subsequently measured at fair value. Finally, SN&8S156 requires separate presentation of servedsgts and servicing liabilities
subsequently measured at fair value in the stateafdimancial position and additional disclosufesall separately recognized servicing
assets and servicing liabilities. The Company ditetect to subsequently measure any of our sexyigghts at fair value or reclassify any
AFS securities to trading. The prospective aspafcB-AS 156 did not and are not expected to hawatarial impact on our consolidated
financial statements.

We adopted the provisions of Financial Accountingn8ards Board (“FASB”) Interpretation No. 48, “Awmting for Uncertainty
in Income Taxes — an interpretation of FASB Statet. 109” (“FIN 48”), on January 1, 2007. FIN darifies the accounting for
uncertainty in income taxes recognized in an e'stfipancial statements in accordance with FASBeteent 109, “Accounting for Income
Taxes”, and prescribes a recognition thresholdraedsurement process for financial statement retogrand measurement of a tax position
taken or expected to be taken in a tax return.48Mlso provides guidance on derecognition, classibn, interest and penalties, accounting
in interim periods, disclosure and transition.

Based on our evaluation, we have concluded that #hie no significant uncertain tax positions reqgirecognition in our
financial statements. Our evaluation was perforfoedhe tax years ended December 31, 2003, 20@§ 20d 2006, the tax years which
remain subject to examination by major tax juritidits as of June 30, 2007.

We may from time to time be assessed interest apéfwalties by major taxing jurisdictions, althowayty such assessments
historically have been minimal and immaterial to fimancial results. In the event we have receiaa@dssessment for interest and/or
penalties, it has been classified in the staterokoperations as other general and administratgtsc
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NOTE 3 — DIVESTITURE:

In October 2006, the Company decided to discontomesof its businesses included in the “All otheggment. The results
of the discontinued business have been includéistontinued operations in the consolidated statémieoperations in accordance with
SFAS 144, “Accounting for the Impairment or Displosfl ong-Lived Assets”.

Summarized results of the Company’s discontinuestatjpns are as follows for the six months endex B0:

(In thousands): 2007 2006

Total revenue $ 33&E  $1,57:
Total expense (1,200 (932
(Loss) income before provision for income ta (76%) 641
Benefit (provision) for income taxt 274 (28E)
(Loss) income from discontinued operations, nearés $ (491)) $ 35€

The properties were sold in February and March 2@0@ss proceeds from the sales and insureew®/eries were $1,572,000 ¢
the gain on the sale was $198,000.

NOTE 4 — SBA LOANS:

SBA Loans are primarily concentrated in the hotal enotel, and restaurant industries. Below is arsarg of the activity in the
SBA loan receivable balance, net of SBA loan leserves for the six months ended June 30, 20ahd¢usands):

Balance at December 31, 2C $27,74¢
Loans originated for investme 4,53
Payments receive (3,999
Loans held for investment, reclassified as heldséde (1,857
Loans foreclosed into real estate ow (36)
Provision for loan losse (372)
Discount on loan originations, n (28
Balance at June 30, 20 $25,99¢

Below is a summary of the activity in the resereelbdan losses balance for the six months ended 30n2007 (In thousands):

Balance at December 31, 2C $2,33:
Loan loss provisiol 371
Recoveries 22
Loan charg-offs (129
Balance at June 30, 20 $2,59¢

Below is a summary of the activity in the SBA lodredd for sale for the six months ended June 307 Z0h thousands):

Balance at December 31, 2C $ 1,78¢
Loan originations for sal 14,28¢
Loans held for investment, reclassified as heldstde 1,851
Loans solc (15,569
Balance at June 30, 20 $ 2,368
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All loans are priced at the prime interest rates@pproximately 2.75% to 3.75%. The only loans aifixed interest rate are
defaulted loans of which the guaranteed portiod sotepurchased from the secondary market by B#e #hile the unguaranteed portion of
the loans still remains with the Company. As ofe)@0, 2007 and December 31, 2006, net SBA loamsvedade held for investment with
adjustable interest rates amounted to $25,371,000626,815,000, respectively.

For the six months ended June 30, 2007 and 2086;d¢mpany funded approximately $18,821,000 and6$51000 in loans and
sold approximately $13,707,000 and $14,326,000®fuaranteed portion of the loans, respectively.

The outstanding balances of loans past due nirsty dr more and still accruing interest as of Bhe007 and December 31,
2006 amounted to $49,000 and $516,000, respectively

As of June 30, 2007 and December 31, 2006, tofahirad non-accrual loans amounted to $5,661,0006&r293,000,
respectively. For the six months ended June 307 20@ for the year ended December 31, 2006, thagedalance of impaired non-accrual
loans was $5,656,000 and $4,507,000, respectiplgroximately $1,508,000 and $1,036,000, respelstivé# the allowance for loan losses
were allocated against such impaired nonaccruakl@aaccordance with SFAS 114 “Accounting by Ciadifor Impairment of a Loan — an
amendment of FASB Statement No. 5 and 15”. The¥ohg is a summary of SBA loans held for investmenbf:

December 31
June 30,

(In thousands): 2007 2006

Due in one year or le: $ 8 $ 15
Due between one and five yei 1,52¢ 1,58¢
Due after five year 28,73¢ 30,125
Total 30,27: 31,727
Less : Allowance for loan loss (2,59¢) (2,339
Less: Deferred origination fees, t (1,677 (1,649
Balance (net $25,99¢ $ 27,74¢

NOTE 5 — INVESTMENTS IN QUALIFIED BUSINESSES:
HELD TO MATURITY DEBT INVESTMENTS—Summary (In thous ands)

Total

Principal outstanding at December 31, 2 $ 5,301
Return of principa (1,339
Consolidation of CDS pursuant to FIN 4 (2,050
Principal outstanding at June 30, 2( $1,91¢

COST INVESTMENTS—Summary (In thousands)

Total cost investments at December 31, 2 $542
Return of investment (38
Total cost investments at June 30, 2 $504

The Company has not guaranteed any obligationasigtlinvestees and the Company is not otherwise dtedrto provide further
financial support for the investees. However, fitimme-to-time, the Company may decide to providensagditional financial support which,
as of June 30, 2007 was zero. Should the Compaeyndiee that an impairment exists upon its periodigew, and it is deemed to be other
than temporary, the Company will reduce the reabrddue of the asset to its estimated fair valuragord a corresponding charge in the
condensed consolidated statements of operations.
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NOTE 6 — SERVICING ASSETS:

Servicing rights are recognized as assets when|8&8#s are sold and the rights to service thoseslaam retained. Through
December 31, 2006, the Company recorded its sagvigjhts at their relative fair values on the datloans were sold and were carried at
the lower of the initial recorded value, adjusteddmortization, or fair value. As of January 1020the Company adopted the provisions of
SFAS No. 156 which requires all separately recagphizervicing assets to be initially measured atnfalie, if practicable. As of January 1,
2007, the Company identified its entire balanceervicing rights as one class of servicing assetthfs measurement. The Company reviews
capitalized servicing rights for impairment whichgerformed based on risk strata, which are detextindn a disaggregated basis given the
predominant risk characteristics of the underhwans. The predominant risk characteristics are team and year of loan origination.

The changes in the value of the Company’s servidgtgs for the six months ended June 30, 2007 asr®llows:

(In thousands):

Balance at December 31, 2C $3,252
Servicing assets capitaliz: 504
Servicing assets amortiz: (479
Balance at June 30, 20 3,27
Reserve for impairment of servicing ass
Balance at December 31, 2C (261)
Additions —
Balance at June 30, 20 (260
Balance at June 30, 2007 (net of rese $3,01¢

The estimated fair value of capitalized serviciiudnts was $3,016,000 and $2,991,000 at June 3@, 200 December 31, 2006,
respectively. The estimated fair value of servicsgets at both balance sheet dates was deterasimgda discount rate of 13.3%, weighted
average prepayment speeds ranging from 1% to 28pgndling upon certain characteristics of the laatf@io, a weighted average life
of 3.3 years, and an average default rate of 3%.

The unpaid principal balances of loans servicedfbers are not included in the accompanying cadesigld balance sheets. The
unpaid principal balances of loans serviced foeatlwere $156,414,000 and $163,277,000 as of Jyri2087 and December 31, 2006,
respectively.

NOTE 7 — GOODWILL/CONSOLIDATION OF CDS BUSINESS SERVICES, INC:

In January 2007, it was determined that the Companyld consolidate one of its qualified investme@BS Business Services,
Inc. (“CDS”) under the provisions of FIN 46 (R). fkte time of consolidation, the opening balanceesbéCDS was as follows (inclusive of
intercompany accounts):

(In thousands):

Cash $ 232
Restricted cas 2,05(
Accounts receivable, n 3,57¢
Prepaid expenses and other as 94
Intangible assets, n 80C
Total asset 6,75¢€
Accounts payable and accrued expel 3,127
Notes payabli 6,10¢
Total liabilities assume 9,23¢
Goodwill recognizet $2,48(
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The difference between the assets and liabilitesstieen recorded as goodwill. The Company’s puecpase allocations are
preliminary and have not been finalized.

NOTE 8 — BANK NOTES PAYABLE:

In February 2007, CDS Business Services, Inc.ofitliee Company’s FIN 46 subsidiaries, closed ayaar $10,000,000 line of
credit with Wells Fargo. This new facility will be used to purchase receiealand for other working capital purposes. Asuwfel30, 2007,
CDS had $1,912,000 outstanding on the line of tr@tiie interest rate is prime plus 2% with inte@sthe line being paid monthly in arrears
and on a minimum outstanding line balance of $2@@@ Total interest expense for the six monthsedntline 30, 2007 was approximately
$84,000. The line is collateralized by the recelealpurchased, as well as all other assets ofdimpany. Through June 30, 2007, CDS has
capitalized $148,000 of deferred financing coststattable to the Wells Fargo line. Such costskaiag amortized over two years and are
included in prepaid expenses and other assetg iadtompanying consolidated balance sheet. Ambaizéor the six months ended June 30,
2007 was $25,000. The agreement includes suchdialacovenants as minimum tangible net worth, mumimguarterly net income and
minimum quarterly net cash flow.

NOTE 9 - COMMON STOCK:

On January 26, 2007, in connection with a legadlesaent, the Company issued 171,795 shares valuk®id,000 to a former
employee. Of the 171,795 shares issued, 86,29@shae registered under the Company’s 2003 Stasntive Plan and 85,505 shares are
unregistered. The fair market value was determursddg the fair value of the underlying common statkhe date of the stipulation of
settlement.

Additionally, in 2004 two officers of the Companlgeted to receive their bonus, aggregating $325,88@eferred compensation.
In connection with such agreement, the compensatasito be delivered in the form of Company stackiarch 2007. On March 30, 2007,
the Company issued a total of 72,394 shares of ammstock with a fair market value of $177,000 totsofficers. The shares were issued in
reliance on Section 4(2) of the Securities Act 83, as amended.

Pursuant to the terms of the Company'’s directargigensation program, during the six months ended 30, 2007, Newtek
issued an aggregate of 44,683 unregistered comharesto the board of directors, valued at $92,086.fair market values of these grants
were determined using the average of the high @andlice for the three days preceding the grardg.dat

NOTE 10 — TREASURY STOCK:

Shares of common stock repurchased by us are egtaitccost as treasury stock and result in a rexuof shareholders’ equity in
our Consolidated Balance Sheet. From time to tine@sury shares may be reissued as part of olk btmed compensation programs. When
shares are reissued, we use the weighted averagmethod for determining cost. The difference leetwthe cost of the shares and the
issuance price is charged to compensation expemsadied or deducted from additional contributquitah
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In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenweenter the market to
re-purchase up to 1,000,000 of the Company's conghares. During the three months ended June 3@, #3® Company purchased an
additional 12,265 treasury shares under that aizétan.

NOTE 11 — EARNINGS (LOSS) PER SHARE:

Basic earnings (loss) per share is computed baséitkoveighted average number of common sharetaadiag during the
period. The dilutive effect of common share equewés is included in the calculation of diluted @ags (loss) per share only when the effect
of their inclusion would be dilutive.

The calculations of earnings (loss) per share were:

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended

(In thousands except per share data): June 30, 200° June 30, 200t June 30, 200 June 30, 200
Numerator:
Numerator for basic and diluted E—Iloss from continuing operatiol $ (2,109 $ (2,34 $ (4,79 $ (5,37
Numerator for basic and diluted E—(loss) income from discontinue

operations (286€) 59 (4917) 35€
Numerator for basic and diluted E—loss available to common

shareholder $ (2,389 $ (2,287 $ (5,286 $  (5,01%)
Denominator
Denominator for basic and diluted E—weighted average shar 35,86¢ 34,69¢ 35,72( 34,76¢
Net loss per share from continuing operations: 8asi dilutec $ (0.0 $ (0.09) $ (0.13 $ (0.1%)
Net (loss) income per share from discontinued dpmers: Basic an

diluted (0.01) 0.0C (0.02) 0.01
Loss per share: Basic and dilui $ (0.09) $ (0.09) $ (0.1%) $ (0.19
The amount of anti-dilutive shares/units excludedrf above is as

follows:
Stock options and restricted stc 873 1,74¢ 823 1,74¢
Warrants 21¢ 21¢ 21¢ 21¢
Contingently issuable shar 583 861 583 861

NOTE 12 — SUBSEQUENT EVENT:

On July 1, 2007, Business Connect, LLC, a Texagduhliability company which is an investment of [g#iire Texas Partners,
LLC, a Texas Capco, purchased a merchant processdg card portfolio with approximately 1,050 tarsers from Axeus Services, Inc. for
a purchase price of $2,150,000. This portfolio &sual processing volume of approximately $47 omilli

In July 2007, the Company relocated its web hodbumgjness. In accordance with FAS 146, the Compaayaluating whether or
not a liability is required in connection with lsase on its former location. Management beliekasthe cost of this relocation, including the
abandonment of its existing facility, will not hagenaterial impact on the Compasyonsolidated financial position and results cfraions
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NOTE 13 — SEGMENT REPORTING:

Operating segments are organized internally prignbyi the type of services provided, and in accoogawith SFAS 131,
“Disclosures About Segments of an Enterprise ardtBe Information,” the Company has aggregatedlaimperating segments into six
reportable segments: SBA lending, electronic payrpescessing, web hosting, Capcos, corporate siesvand all other.

Effective in the fourth quarter of 2005, the Compancreased the number of operating segments foumntb six. Historically a
substantial amount of resources were dedicatedwo@apcos and the investment of the proceeds ilifigdébusinesses and the managing of
these businesses. Since management does not atgtiaipy new Capcos in the foreseeable future, timep@ny has changed its internal
reporting to better evaluate and manage the egi§€apco business, its corporate activities anpdttfolio of small businesses included in the
all other segment. The segment previously callggcG@and other, which Management previously evatliateone integrated segment, is now
being evaluated as three segments—Capcos, corfamtatities and all other. The segment informafionprior periods has been restated to
conform to the current disclosure.

The SBA lending segment is NSBF, a licensed, &rBall Business Administration (SBA) lender thagorates, sells and servic
loans to qualifying small businesses, which ar¢ighr guaranteed by the SBA.

As an SBA lender, NSBF generates revenues frons sélleans, servicing income for those loans rei@ito service by NSBF and
interest income earned on the loans themselvesleflder also generates expenses such as intafsisgional fees, payroll and consulting,
depreciation and amortization, and provision fandosses, all of which are included in the respectaption on the condensed consolidated
statement of operations. NSBF also has expensbsasuoan recovery expenses, loan processing ergtyther expenses that are all
included in the other general and administrativesoaption on the condensed consolidated statsroénperations.

The electronic payment processing segment is aeterkf credit card and check approval servicabg¢small business market.
Revenue generated from electronic payment proagssincluded on the condensed consolidated statsnoé income as a separate line it
Expenses include direct costs (included in a sépdiree captioned electronic payment processingcatlicosts), professional fees, payroll and
consulting, and other general and administratives;@ll of which are included in the respectivptitan on the condensed consolidated
statements of operations.

The web hosting segment consists of CrystalTedyiead in July 2004. CrystalTech’s revenues arévddrprimarily from web
hosting services and set up fees. CrystalTech gasexpenses such as professional fees, paydotlanrsulting, and depreciation and
amortization, which are included in the respectigption on the accompanying condensed consolidditéeiments of operations, as well as
licenses and fees, rent, and general office exgealeof which are included in other general adthiistrative costs caption in the respective
caption on the condensed consolidated statemewigenétions.

The Capco segment, which consists of the fiftegpcGs, generates non-cash income from tax credteyeist income and gains
from investments in qualified businesses whichiackided in other income. Expenses primarily inelun-cash interest and insurance
expense, professional fees consisting of managefeesipaid to Newtek, legal and auditing fees asdds from investments in qualified
businesses.

The all other segment includes revenue and expdrsadusinesses formed from qualified investmamasle through the Capco
programs which cannot be aggregated with otheratingr segments.

Corporate activities represent revenue and expemeslocated to our segments. Revenue includesgst income and
management fees earned from Capcos. Expenses iyimelude corporate operations related to broadda sales and marketing, legal,
finance, information technology, corporate develeptrand additional costs associated with adminigi¢he Capcos.

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

The accounting policies of the segments are thesenthose described in the summary of signifiaaabunting policies.
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(In thousands)

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

months endec months ende( months endec months endec

June 30, 200’ June 30, 200! June 30, 200 June 30, 200!
Third Party Revenue
Electronic payment processil $ 13,07( $ 10,56: $ 25,627 $ 20,03;
Web hosting 3,95( 3,31 7,83¢ 6,52(
SBA lending 2,60¢ 2,361 4,92 4,48:
Capcos 1,72( 2,37¢ 3,35¢ 3,94
All other 2,18¢ 781 3,701 1,65¢€
Corporate activitie 1,10€ 1,24¢ 2,232 2,507
Total reportable segments 24,64: 20,64( 47,68¢ 39,147
Eliminations (1,232 (1,219 (2,469 (2,575
Consolidated Total $ 23,41 $  19,42¢ $ 45,22( $ 36,57:
Inter -Segment Revenur
Electronic payment processil $ 117 $ 10C $ 22¢ $ 184
Web hosting 49 17 95 32
SBA lending — — — —
Capcos 651 317 1,152 637
All other 23€ 45¢ 44C 64¢
Corporate activitie 67¢ 53¢ 1,25¢ 1,06¢
Total reportable segments 1,732 1,431 3,174 2,57(C
Eliminations (1,739 (1,43)) (3,179 (2,570
Consolidated Total $ — $ — $ — $ —
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Income (loss) before benefit for income taxes andstontinued operations

Electronic payment processi
Web hosting

SBA lending

Capcos

All other

Corporate activitie

Totals

Depreciation and Amortization
Electronic payment processi
Web hosting

SBA lending

Capcos

All other

Corporate activitie

Totals

Identifiable assets
Electronic payment processi
Web hosting
SBA Lending
Capcos
All other
Corporate activitie

Consolidated total

20

$ 86F
99¢
217
(3,339
19¢
(1,765
$(2,819)

$ 44z
801

$ 728 $1,70¢ $1,13d
1,04¢ 2,02: 2,051
(102) 21C (15¢)
(3,185 (6,872) (7,327)
(707) (173 (1,549
(1,237) (3,776 (2,257)
$(3,460) $(6,882) $(8,097)
$ 35E $ 89C $ 63¢
614 1,55¢ 1,172
414 77¢ 81C
47 28 52
58 15¢ 131
39 12C 78
$ 1,527 $ 3,531 $ 2,88

As of
As of December 31

June 30,

2007 2006
$ 13,066 $ 12,30:
14,48¢ 14,68
38,59t 39,02¢
133,65 146,99:
23,07( 21,22(
4,46¢€ 6,50¢
$227,33t  $ 240,73
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

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

This Quarterly Report on Form 10-Q contains forwdodking statements. Additional written or oral feard-looking statements
may be made by Newtek from time to time in filimgls the Securities and Exchange Commission omrafise. The words "believe," "expec
"seek," and "intend" and similar expressions idigrfiorward-looking statements, which speak onlpfake date the statement is made. Such
forward-looking statements are within the meaning of teah in Section 27A of the Securities Act of 1833amended, and Section 21E of
the Securities Exchange Act of 1934, as amendeth. Satements may include, but are not limitegbtojections of income or loss,
expenditures, acquisitions, plans for future opiera, financing needs or plans relating to our segg, as well as assumptions relating to the
foregoing. Forwarelooking statements are inherently subject to risid uncertainties, some of which cannot be predictr quantified.

Future events and actual results could differ miatsr from those set forth in, contemplated by nderlying the forwar-looking statements.

Newtek does not undertake, and specifically distdaiany obligation to publicly release the resoftsevisions which may be
made to forward-looking statements to reflect tbeuorence of anticipated or unanticipated eventsioccumstances after such statements.

We also need to point out that our Capcos operatieta different set of rules in each of the 8gdittions and that these place varying
requirements on the structure of our investmemntsoime cases, particularly in Louisiana, we dopitcol the equity or management of a
qualified business but that cannot always be preskarally or in written presentations.

We are a direct distributor of business servicebdéosmall and medium-sized business market throughvholly and majority
owned subsidiaries. Our target market represemgsyasignificant marketplace in the United Statessg domestic product or GDP. Accorc
to statistics published by the U.S. Small Busiredsiinistration, approximately 51% of the GDP in theited States comes from small-to
medium-size businesses and 99% of businesses Wnited States which have one or more employedstéitthis market segment. As of
June 30, 2007, we had over 79,000 business accabrtase state of the art Web-based proprietahntogy to be a low cost acquirer and
provider of products and services to our small edium- size business clients. We partner with AW@rrill Lynch, Morgan Stanley, UBS,
IntegraSys - a Fiserv Company, the Credit UnioridWal Association with its 8,700 credit unions @@million members, the Navy Federal
Credit Union with 2.7 million members, PSCU Fina@ervices, Inc., the nation's largest credit mrservice organization, General Motors
Minority Dealers Association and Daimler Chryslemigrity Dealers Association, all of whom have edgtto offer certain of our business
services and financial products rather than prosmtee or all of them directly for their customafge have deemphasized our Capco busines:
in favor of growing our operating businesses andaloanticipate creating any new Capcos in thesieable future.
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The Company’s reportable business segments are:
Electronic Payment ProcessingMarketing, credit card processing and check appresices.
Web Hosting: CrystalTech Web Hosting, Inc., which offers shamed dedicated web hosting and related services.

SBA Lending: Newtek Small Business Finance, Inc. (“NSBF"), aovally licensed, U.S. Small Business Administratio
(“SBA”) lender that originates, sells and servig@mns to qualifying small businesses, which ar¢iglr guaranteed by the SBA.

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

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

Capcos:Fifteen certified capital companies which invessinall and medium-sized businesses. They genevateash income
from tax credits and non-cash interest and ins@axpenses.

Comparison of the three months ended June 30, 20@nd June 30, 2006

Revenue and expenses which are specific to a ségneediscussed in Segment Results, which follBlestronic payment
processing revenue and electronic payment procgssiats are included in the Electronic payment pssing segment. Web hosting reve
is included in the Web hosting segment. Premiumnircrevenue, servicing fee revenue and provisiolodm losses expense are included in
the SBA lending segment. Income from tax creditsmee is included in the Capco segment.

Revenues increased by $3,985,000, or 21%, to $28aQ for the three months ended June 30, 200m, $19,426,000 for the
three months ended June 30, 2006 primarily dukddricrease in revenues in the Electronic paymerttgssing, Web hosting, and All other
segments of $2,509,000, $633,000 and $1,506,0p@cteely.

Interest income is generated from SBA lending d@adis, excess cash balances that are invested meymoarket accounts, U.S. Treas
notes, norcash accretions of structured insurance producbartteld to maturity investments. The followingl&abetails the changes in the
different forms of interest income:

(In thousands) 2007 2006 Change
SBA lending $1,02: $ 992 $ 31
Other interest incom 523 931 (40¢)

$1,546€  $1,92¢  $(377)

Other income increased by $1,866,000, or 837%2108R,000 for the three months ended June 30, 206v$223,000 for the
three months ended June 30, 2006 primarily dubdaéain on the sale and recoveries of investmargsdlified businesses of $1,032,000 and
the consolidation of CDS Business Services, Indclvproduced revenues of $476,000 for the firsetilis period. Other income generally
represents revenues from entities that cannot peeggted into any of our other major operating sags

Consulting, payroll and benefits increased by $3,0d0, or 28%, to $5,224,000 for the three montided June 30, 2007 from
$4,075,000 for the three months ended June 30, @O@&rily due to the increasing employee headcount

Changes in interest expense are summarized as/follo

(In thousands) 2007 2006 Change
Capco interest expen $3,01€  $3,32( $(309
SBA lending 472 61z (140
Other interest expen: 12¢€ 645 (519

$3,61¢ $4,577  $(969)
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The decrease in Capco interest expense relathe ttetrease in the principal outstanding on thesnpayable to Al Credit from
$7,312,000 as of June 30, 2006, to $1,019,000 asr# 30, 2007. The decrease in SBA interest erpsrattributable to the decrease in bank
notes payable from $22,009,000 at June 30, 20866¢696,000 at June 30, 2007. The decrease in iotleeest expense is primarily
attributable the decrease in principal outstandimghe note payable to TICC.

Professional fees increased by $309,000, or 16%2 583,000 for the three months ended June 3@, 26t $1,874,000 for the
three months ended June 30, 2006 primarily duedeased residual payments to independent salessaayed offices offset by a decrease in
audit fees.

Depreciation and amortization expense increasekl@$,000, or 18%, to $1,803,000 for the three noetided June 30, 2007
from $1,527,000 for the three months ended Jun@@U5. This is due to the purchase of $2,958,00efl assets during the twelve months
ended March 31, 2007.

Insurance expense increased by $33,000, or 49878,800 for the three months ended June 30, 2007 $840,000 for the three
months ended June 30, 2006.

Other general and administrative costs (consisifmaccupancy, selling, general and administratimejeased by $429,000, or 19%, to
$2,729,000 for the three months ended June 30, 200¥$2,300,000 for the three months ended Jun@@T6. The increase in overall other
general and administrative costs relates to additiexpenses incurred in connection with the graeftbur business and head count.

Income (loss) from discontinued operations, naarés, decreased by $345,000, to a loss of $286¢0@Be three months ended
June 30, 2007 from income of $59,000 for the timeaths ended June 30, 2006. Discontinued operatieneelated to Phoenix Development
Group, LLC, a Capco investment made during thetfoguarter of 2005 which provided services in catioa with the reconstruction of Ne
Orleans, primarily in the form of temporary housangd related services. Total revenues from disoaetl operations decreased by $540,000,
to $17,000 for the three months ended June 30, 208vY$557,000 for the three months ended Jun@@06. This was offset by an increase
in minority interest of $21,000, to $33,000 in 2G0dm $12,000 in 2006, and an increase in the (pron) benefit for income taxes of
$216,000, to $169,000 in 2007 from $(47,000) in&00

The effective tax benefit for the three months ehdlene 30, 2007 and 2006 was 25% and 32%, resplgctiNo tax benefit was
recorded for the losses of NSBF (in both 2007 &2 and CDS Business Services, Inc. (2007 ongdhase subsidiaries are not include
the consolidated tax group. There were no matpaahanent differences in either year.

Net loss increased by $100,000, or 4%, to $2,3&7f00the three months ended June 30, 2007 fro2882000 for the three months
ended June 30, 2006, due to the increase in rewar#% 985,000, offset by an increase in total esgs of $3,302,000, and a decrease in
minority interest of $41,000, offset by a decreiasthe tax benefit of $397,000 and an decreasésoodtinued operations of $345,000.

Comparison of the six months ended June 30, 2007a&dune 30, 2006

Revenue and expenses which are specific to a ségneediscussed in Segment Results, which follBlestronic payment
processing revenue and electronic payment procggsiats are included in the Electronic payment pssing segment. Web hosting reve
is included in the Web hosting segment. Premiummnircrevenue, servicing fee revenue and provisioloém losses expense are included in
the SBA lending segment. Income from tax creditsmee is included in the Capco segment.

Revenues increased by $8,648,000, or 24%, to $@m0AQ for the six months ended June 30, 2007, $86572,000 for the six
months ended June 30, 2006 primarily due to thee@se in revenues in the Electronic payment praags#/eb hosting and All other
segments of $5,590,000, $1,318,000 and $2,05168pectively.

Interest is generated from SBA lending activities;ess cash balances that are invested in mondget@acounts, U.S. Treasury notes,
federal government backed securities mutual fuetds, non-cash accretions of structured insuransgygt and on held to maturity
investments. The following table details the chanigehese different forms of interest:

(In thousands) 2007 2006 Change
SBA lending $1,958 $1,83t $ 12C
Other interest incom 1,08: 1,501 (41

$3,03¢  $3,33¢  $(29¢)
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Other income increased by $2,568,000, or 345%31818,000 for the six months ended June 30, 2007 $745,000 for the six
months ended June 30, 2006 primarily due to the gaithe sale of an investment in a qualified bessrand the consolidation of CDS
Business Services, Inc for the first time this périOther income generally represents revenues érities that cannot be aggregated into
any of our other major operating segments.

Consulting, payroll and benefits increased by $2,800, or 32%, to $10,737,000 for the six montrdeenJune 30, 2007 from
$8,121,000 for the six months ended June 30, 28@taply due to the increasing employee headcount.

Changes in interest expense by segment are sunadaizfollows for the six months ended June 30:

(In thousands) 2007 2006 Change

Capco interest expen $6,14¢  $6,665 $ (517)
SBA lending 92¢ 1,12¢ (195
Other interest expen: 261 1,09¢ (837)

$7,33¢  $8,88°  $(1,549)

The decrease in Capco interest expense relathe ttetrease in the principal outstanding on thesnpayable to Al Credit from
$7,312,000 as of June 30, 2006, to $1,019,000 asre 30, 2007. The decrease in SBA interest erpsrattributable to the decrease in bank
notes payable from $22,009,000 at June 30, 208&6¢596,000 at June 30, 2007. The decrease in iotlkeeest expense is primarily
attributable the decrease in principal outstandinghe note payable to TICC

Professional fees increased by $74,000, or 4%4@0®,000 for the six months ended June 30, 2af7 $3,928,000 for the six
months ended June 30, 2006 primarily due to inectassidual payments to independent sales agethisfiices offset by a decrease in audit
fees.

Depreciation and amortization expense increasesbd®,000, or 23%, to $3,531,000 for the six moethded June 30, 2007 from
$2,882,000 for the six months ended June 30, ZD@6.is due to the purchase of $2,958,000 of fixesets during the twelve months ended
March 31, 2007.

Insurance expense decreased by $17,000, or 0.868%,686,000 for the six months ended June 30, 2007 $1,703,000 for the
six months ended June 30, 2006.

Other general and administrative costs (consisifrmccupancy, selling, general and administratimejeased by $1,337,000, or 29%, to
$5,996,000 for the six months ended June 30, 2@07 $4,659,000 for the six months ended June 306.Z0he increase in overall other
general and administrative costs relates to additiexpenses incurred in connection with the graeftbur business and head count.

Income (loss) from discontinued operations, nabrés, decreased by $847,000, to a loss of $491¢0@Be six months ended June 30,
2007 from income of $356,000 for the six monthsezhdune 30, 2006. Discontinued operations areexktat Phoenix Development Group,
LLC, a Capco investment made during the fourth wguanf 2005 which provided services to and recarcsion of New Orleans, primarily in
the form of temporary housing and related servi€etal revenues from discontinued operations deegay $1,238,000, to $335,000 for the
six months ended June 30, 2007 from $1,573,00théosix months ended June 30, 2006. This was dffsah increase in total expenses of
$156,000 to $1,015,000 for the six months endeé 3@ 2007 from $860,000 for the six months endea B0, 2006, an increase in mino
interest by $13,000, to $84,000 in 2007 from $7Q,®02006, and an increase in the (provision) befafincome taxes of $559,000, to
$274,000 in 2007 from $(285,000) in 2006.

The effective tax benefit for the six months endade 30, 2007 and 2006 was 30% and 34%, respactiVeltax benefit was recorded
for the losses of NSBF (in both 2007 and 2006) @& Business Services, Inc. (2007 only), as thobsidiaries are not included in the
consolidated tax group. There were no material paent differences in either year.

Net loss increased by $270,000, or 5%, to $5,286f60the six months ended June 30, 2007 from 500D for the six months ended
June 30, 2006, due to the increase in revenue,688®00, offset by an increase in total expen§83 289,000, and a decrease in minority
interest of $150,000, offset by a decrease indRéenefit of $631,000 and an decrease in discosdimperations of $848,000.
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The results of the Company’s reportable segmemtthéthree and six months ended June 30, 200@mapared to the three and
six months ended June 30, 2006 are discussed below.

Electronic Payment Processing
For the three months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 13,07( $10,56: $ 2,50¢ 24 %
Expense! (12,209 (9,839 (2,367) (24)%
Income from continuing operations before benefit fo

income taxes and discontinued operati $ 86 $ 728 $ 14z 20 %

Revenues increased by $2,509,000 to $13,070,006cdu&2,503,000 increase in electronic paymentgssing revenue and a
$6,000 increase in interest and other income. fAhe increase in electronic payment processingmag was due to organic sales growth.
Gross total processing volume increased 38% to 8382000 for the three months ended June 30, 2687,$423,455,000 for the three
months ended June 30, 2006.

Expenses increased by $2,367,000 to $12,205,000riarily to a $2,099,000 increase in electroragmpent processing costs, a
$221,000 increase in professional fees, which sbpsincipally of residual payments to independsaiés agents and offices, and an $88,000
increase in depreciation and amortization. Theeiase in electronic payment processing costs ctessia the significant increase in revenue
coupled with an increase in higher volume custométish generate higher costs as a percentage efuev

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 25,621 $ 20,031 $ 5,59( 28 %
Expense! (23,929 (18,900 (5,027 (27)%
Income from continuing operations before benefit fo

income taxes and discontinued operati $ 1,70¢ $ 1,13d $ 567 50 %

Revenues increased by $5,590,000 to $25,627,00@bdu&5,588,000 increase in electronic paymentgssing revenue and a
$2,000 increase in interest and other income. BH&88,000 increase in electronic payment procegsimgnue was almost entirely due to an
increase in organic sales growth. Gross total [g&ing volume increased by 29% to $1,214,907,00€htsix months ended June 30, 2007,
from $945,087,000 for the six months ended JunG06.

Expenses increased by $5,023,000 to $23,923,000riaarily to a $4,162,000 increase in electroragipent processing costs, a
$542,000 increase in professional fees, which sbpsincipally of residual payments to independsiés agents and offices, a $251,000
increase in depreciation and amortization, and29®DO0 increase in consulting, payroll and beneTike increase in electronic payment
processing costs correlates to the significaniease in revenues coupled with an increase in highlame customers which generate higher
costs as a percentage of revenue.

25



Table of Contents

Web Hosting
For the three months ended June 30, 2007 and 2006:
(In thousands): 2007 2006 $ Change % Change
Revenue $ 3,95( $ 3,317 $ 633 19%
Expense! (2,95)) (2,269 (682) (30)%
Income from continuing operations before benefit fo
income taxes and discontinued operati $ 99¢ $ 1,04¢ $ (49 (5)%

Revenue is derived primarily from monthly recurriiegs from hosting dedicated and shared websites.

Web hosting revenues increased by $633,000, or 1®%8,950,000 for the three months ended Jun2@; from $3,317,000 for the
three months ended June 30, 2006. The increaseémue is due to the overall increase in the numbeustomers the Company provided
services to and an increase in dedicated hostis@ers which generate higher revenue per customer.

The average number of total websites for the threeths ended June 30, 2007 increased 20% to 6&@H02,000 for the three
months ended June 30, 2006. The average numbedafaded websites, which generate a higher mofilelyincreased 42% to 2,000 in 2C
from 1,400 in 2006. The average number of shardibites increased 19% to 60,000, per month in 206 50,000, in 2006.

The $682,000 increase in expenses in 2007 compéate@006 was primarily due to a $234,000 incréassonsulting, payroll an
benefits, a $187,000 increase in depreciation amattization, and a $402,000 increase in other es@&roffset, in part, by a $90,000 decrt
in interest expense due to lower borrowings frol@T Iduring 2007. Consulting, payroll and benefits@ased due to additional personnel
added to service the increased customer base axtetod the hours of operation in customer senbegreciation and amortization increased
due to additional capital expenditures of $2,17@,60er the past twelve months primarily for additibservers. Other expenses increased
primarily due to $234,000 in additional softwareelises required for additional servers, a $76,00@ase in rent and utilities related to a
space, and a $51,000 increase in marketing costs.

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 7,83¢ $ 6,52( $ 1,31¢ 20%
Expense! (5,819 (4,469 (1,34¢6) (30)%
Income from continuing operations before benefit fo

income taxes and discontinued operati $ 2,02t $ 2,051 $ (28 )%

Revenue is derived primarily from monthly recurriegs from hosting dedicated and shared websites.

Web hosting revenue increased by $1,318,000, or, 20%,838,000 for the six months ended June @07 2rom $6,520,000 for the ¢
months ended June 30, 2006. The increase in revemiue to the overall increase in the number stamers the Company provided services
to and an increase in dedicated hosting customieichvgenerate higher revenue per customer.

The average number of total websites increasedt®484,000 in 2007, from 50,000 in 2006. The averagmber of dedicated
websites, which generate a higher monthly fee gimeed 47%, to 1,900 per month in 2007, from 1,8@DD6. The average number of shared
websites increased 21% to 59,000, per month in ,206m 49,000, in 2006.

The $1,346,000 increase in expenses for the siximanded June 30, 2007 compared to the six mentesd June 30, 2006 was
primarily due to a $512,000 increase in consultpayroll and benefits, a $383,000 increase in deégiien and amortization, and a $857,000
increase in other expenses, offset, in part, b2 $H00 decrease in interest expense due to lowerial outstanding on the TICC debt
during 2007. Consulting, payroll and benefits irs®d due to additional personnel added to sefv&eatreased customer base and to extend
the hours of operation in customer service. Depti&xi and amortization increased due to additicapital expenditures of $2,174,000 over
the past twelve months primarily for additionahas. Other expenses increased primarily due t8 8900 in additional software licenses
required for additional servers, a $164,000 inaeasent and utilities and a $60,000 increase anketing costs.
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SBA Lending
For the three months ended June 30, 2007 and 2006:
(In thousands): 2007 2006 $ Change % Change
Revenue $ 2,60¢ $ 2,361 $ 24¢ 11%
Expense! (2,399 (2,467) 71 3%
Income (loss) from continuing operations beforedsfitior
income taxes and discontinued operati $ 217 $ (102 $ 31¢ 312%

Revenue is derived primarily from premium incomeem@ated by the sale of the guaranteed and ungeapbrtions of SBA
loans, interest income on SBA loans and servicgggificome on SBA loans previously sold.

Premium income related to SBA loans increased Gk to $797,000 for the three months ended JOn2@7 from $763,000
for the three month period ended June 30, 2006.ifidrease in premium income was primarily attrillgeto the sale of loans previously
classified as held for investment and the discoecbgnized thereon. In the three months ended 3an2007, NSBF sold $1,911,000 of loi
previously classified as held for investment, fggi@gate proceeds of $2,007,000. The carrying vahoge the amounts sold of $93,000 was
recorded as premium income. Also, in connectiot Wits sale, included in premium income for the&months ended June 30, 2007 is
$133,000, representing the allocated portion ofémeaining discount recorded at the time of lodgioation, for total premium recognized of
$226,000. In the three months ended June 30, 208BF sold $2,814,000 of loans previously classifischeld for investment, for aggregate
proceeds of $2,959,000. The carrying value abogethounts sold of $145,000 was recorded as premicome. Also, in connection with
this sale, included in premium income for the threenths ended June 30, 2007 is $21,000, repregethiénallocated portion of the remaining
discount recorded at the time of loan originatifon total premium recognized of $166,000.

The increase in premium income discussed abovepandislly offset by NSBF selling $7,112,000 guaestt loans in the three
months ended June 30, 2007 as compared to $8,@bg@danteed loans sold in the same period fopitioe year, a reduction of $945,000.
As a result of the Company implementing the acdagrrrincipals under FAS156 which resulted in acréase in the premium recognized on
a loan by loan basis, as compared with FAS140résslted in NSBF recognizing just $25,000 lessreamium income for the three month
period ended June 30, 2007 compared to the sariuel per2006.

Servicing fee income related to SBA loans incredsefi9,000 to $496,000 for the three months ended 30, 2007 from
$487,000 for the three month period ended Jun@2@5. The increase in servicing fee income wathatable to NSBF recognizing $92,000
in servicing income associated with the servicihgroSBA portfolio for a savings bank in New Yoilkhis increase was partially offset as a
result of a decrease in the NSBF servicing podfgéar over year. The average portfolio in whicheaened servicing fee income for the
quarter ended June 30, 2007 was $133,341,000 cerhpath $148,831,000 at June 30, 2006.

Interest income increased by $31,000 due to araser in the prime rate from 7.75% in the three hwanding June 30, 2006 to
8.25% in the three months ending June 30, 2003ebKy the decrease in the average outstandinfplmfialance from $40,321,000 to
$36,632,000 for the same period. Additionally, tbenpany recognized an additional $33,000 in dedidioan origination costs as a result of
an increase in prepays for the three month peraiéhg June 30, 2007 as compared to the three npanibd ended June 30, 2006.

Other income increased by $174,000 to $293,00€hothree months ended June 30, 2007 from $119¢0@he same period in
2006. A majority of this increase was attributatiole recovery on a loan that was charged off séyeeas ago under the old ownership of
Commercial Capital Corp.

Expenses decreased by $71,000 in 2007 compardD& @rimarily due to a decrease in interest ex@em®vision for loan loss
and professional fees, offset by the write-dowtheffair value of Other Real Estate Owned (ORE@terest expense decreased by $140,000
as a result of a decrease in the average outstpbdiance under the Company’s credit facility. @kerage outstanding balance in the three
month period ended June 30, 2007 was $20,746,000ragared with $25,305,000 in the same perioderptiior year. Additionally, the fees
being charged to the unused portion of the lingalsed as a result of thé%2amendment entered into in December 2006, redubmgyerall
line from $75,000,000 to $50,000,000. The providmmoan loss decreased by $30,000 as a restlieadecrease in the NSBF retained loan
receivable balance year over year. Professionaldeereased by $73,000 due to a reduction in anditax expense. As a result of incurring
significant costs associated with maintainingriteiests in OREO property the Company incurred tatde downs of OREO property in the
three month period ended June 30, 2007 of $183,000.

Management’s ongoing estimates of the allowancéofor losses are particularly affected by the cirapgomposition of the loan
portfolio over the last few years. The loans acgifrom CCC in December 2002, which are more seambthran those originated by NSBF,
comprise 19% of total loans held for investmendfadune 30, 2007. Other portfolio characteristitsgsh as industry concentrations and loan
collateral, which also impacts management’s esémat the allowance for loan losses, have also
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changed since the acquisition. The changing natiitiee portfolio and the limited past loss expecieon the newly originated portfolio has
resulted in managemestéstimates of the allowance for loan losses be#sgd more on subjective factors and less on erafiyriderived los
rates. Such estimates could differ from actuallteswhich may have a material effect on the Comgfsaresults of operations or financial
condition.

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 4,92¢ $ 4,48: $ 441 10%
Expense! (4,719 (4,640 (73) (2)%
Income (loss) from continuing operations beforedsitior

income taxes and discontinued operati $ 21C $ (15%) $ 36¢ 232 %

Revenue is derived primarily from premium incomeeyated by the sale of the guaranteed and ungeadportions of SBA
loans, interest income on SBA loans and servicgggificome on SBA loans previously sold.

Premium income related to SBA loans increased 36800 to $1,513,000 for the six months ended 30n2007 from $1,377,000 for
the six month period ended June 30, 2006. Theaseren premium income was attributable to the Comjpaplementing the accounting
principals under FAS156 which resulted in an insecia the premium recognized, as compared with BAS@n each loan sale. NSBF solc
guaranteed loans in the six months ended Juned8@, 2ggregating $13,707,000, with premium incoem®gnized of $1,287,000, compared
with 60 loans sold aggregating $14,326,000 in #mesperiod for the prior year with premium incoraeagnized of $1,211,000.

Additionally, in the six months ended June 30, 2003BF sold $1,911,000 of loans previously clasdifas held for investment,
for aggregate proceeds of $2,007,000. The carmyaihge above the amounts sold of $93,000 was redad@remium income. Also, in
connection with this sale, included in premium imeofor the six months ended June 30, 2007 is $0831@presenting the allocated portion
of the remaining discount recorded at the timepaflorigination, for total premium recognized o28200. In the six months ended June 30,
2006, NSBF sold $2,814,000 of loans previouslysifaesl as held for investment, for aggregate prdsed $2,959,000. The carrying value
above the amounts sold of $145,000 was recordpdeasium income. Also, in connection with this sabejuded in premium income for the
six months ended June 30, 2007 is $21,000, repiagehe allocated portion of the remaining discoetorded at the time of loan
origination, for total premium recognized of $168)0

Servicing fee income related to SBA loans decreaye®46,000 from $986,000 for the six months entlate 30, 2006 to
$940,000 for the six month period ended June 307 2This decrease was attributable to a decreabe INSBF servicing portfolio year over
year. The average portfolio in which we earnedisirg fee income for the six months ended June2807 was $136,095,000 compared v
$149,533,000 for the six months ended June 30,.211ti6 decrease was partially offset by NSBF recngg $92,000 in servicing income
associated with the servicing of an SBA portfolio & savings bank in New York.

Interest income increased by $120,000 due to aease in the weighted average prime rate from 7.B0%te six months ending
June 30, 2006 to 8.25% in the six months ending 30y 2007, offset by the decrease in the averatgtamding portfolio balance from
$39,524,000 to $37,492,000 for the same perioditidally, the company recognized an additional $88 in deferred loan origination co
as a result of an increase in prepays for the simtmperiod ending June 30, 2007 as compared tsixhmonth period ended June 30, 2006.

Other income increased by $231,000 to $516,00€hfothree months ended June 30, 2007 from $28%¢0Q@Be same period in
2006. A majority of this increase was attributatiole recovery on a loan that was charged off séyeeas ago under the old ownership of
Commercial Capital Corp. as well as an additiorz#l,800 of income being recognized in connectioinwit recovery of expenses associated
with the sale of OREO properties.
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Expenses increased by $73,000 in 2007 compare@O, primarily due to an increase in other genanal administrative costs,
specifically the write-down of the fair value ofl@r Real Estate Owned (OREOQ) as well as an incieass#ary and benefits. As a result of
incurring significant costs associated with maimitag its interests in OREO property the Companwined total write downs of OREO
property in the six month period ended June 3072§(246,000. Salary and benefits increased b $0D as a result of employees being
hired at a more experienced level, thus requirihggher salary. These additional costs were offgehe reduction in interest expense and
professional fees. Interest expense decreased3,(KI0 as a result of a decrease in the averagtaading balance under the Company’s
credit facility. The average outstanding balancthansix month period ended June 30, 2007 was $8MA0 as compared with $24,389,000
in the same period in the prior year. Additionathe fees being charged to the unused portioneofitie decreased as a result of thé 2
amendment entered into in December 2006, redubmgyerall line from $75,000,000 to $50,000,00@f€ssional fees decreased by
$156,000 due to a reduction in audit and tax ad¢srua

Capco
For the three months ended June 30, 2007 and 2006:
(In thousands): 2007 2006 $ Change % Change
Revenue $ 1,72 $2,37¢ $ (65€) (28)%
Expense! (5,109 (5,65%) 54¢ 10%
Loss from continuing operations before minorityenest,
benefit for income taxes and discontinued operal (3,389 (3,282) (207) (3)%
Minority interest 56 97 (472) (42)%
Loss from continuing operations before benefitifmome
taxes and discontinued operatic $(3,339) $(3,18¢5) $ (14§ (5)%

Revenue is derived primarily from non-cash inconeenftax credits recorded when a Capco achievesetbfnvestment
percentage thresholds and from non-cash accretimeame from tax credits between the time theghodds are achieved and the tax credits
are utilized by the certified investor. Income freem credits decreased by $702,000 to $1,320,00thé&three months ended June 30, 2007
from $2,022,000 for the three months ended Jun2@T5. Income from tax credits for the three momthded June 30 are as follows:

(In thousands): 2007 2006

From investment percentage threshc $ — $ 74¢
From accretion of income from thresho 1,32C 1,27¢
Total $1,32( $2,022

Expenses consist primarily of non-cash accretiointefest expense and the amortization of the padpaurance purchased at the
funding date. Expenses for the three months enaieel 30 are as follows:

(In thousands): 2007 2006

Accretion of interest expen: $3,01¢  $3,32(
Amortization of prepaid insuranc 74C 74C
Total $3,75¢ $4,06(

In summary, the non-cash loss which is represdmetie income from tax credits, less interest egpeand amortization of
prepaid insurance, for the three months ended 3diie as follows:

(In thousands): 2007 2006
Nor-cash los: $(2,439) $(2,03¢)
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In addition, other interest relating to notes pagabAl Credit, totaling $0 and $194,000, was imedrin the three month periods
ended June 30, 2007 and 2006, respectively, andgeament fees, which were payable to Newtek andded as revenue in the corporate
activities segment, totaled $1,117,000 and $1,381 fr the three month periods ended June 30, 26672006, respectively.

Since the Company does not anticipate creatinghamyCapcos in the foreseeable future, we anticipatering losses going
forward. Income from tax credits will consist sglelf accretion of income from thresholds previoustyieved since we have achieved all
investment percentage thresholds as of Decemb&0886, We will continue to incur non-cash expers@ssisting of accretion of interest
expense and amortization of prepaid insurance omxigting Capcos.

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 3,35¢ $ 3,94« (58¢) (15)%
Expense! (10,407 (11,607) 1,194 10%
Loss from continuing operations before minorityenest,
benefit for income taxes and discontinued operal (7,05)) (7,657 60€ 8%
Minority interest 17¢ 33C (157) (46)%
Loss from continuing operations before benefitifmome
taxes and discontinued operatic $ (6,879 $ (7,32)) $ 45t 6 %

Revenue is derived primarily from non-cash inconeenftax credits recorded when a Capco achievesetbfnvestment
percentage thresholds and from non-cash accretimeame from tax credits between the time theghodds are achieved and the tax credits
are utilized by the certified investor. Income fréew credits decreased by $659,000 to $2,621,00théosix months ended June 30, 2007
from $3,280,000 for the six months ended June B062Income from tax credits for the six monthsezhdune 30 are as follows:

(In thousands): 2007 2006

From investment percentage threshc $ — $ 74¢
From accretion of income from thresho 2,621 2,53¢
Total $2,621 $3,28(

Expenses consist primarily of non-cash accretiointefest expense and the amortization of the padpaurance purchased at the
funding date. Expenses for the six months ended 30rare as follows:

(In thousands): 2007 2006

Accretion of interest expen: $6,082z $6,66:%
Amortization of prepaid insurant 1,48C 1,487
Total $7,562 $8,15(

In summary, the non-cash loss which is represdmyetie income from tax credits, less interest egpeand amortization of
prepaid insurance, for the six months ended Jurie 89 follows:

(In thousands): 2007 2006
Non-cash los: $(4,947) $(4,870
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In addition, other interest relating to notes pagabAl Credit, totaling $64,000 and $312,000, wasirred during the six month
periods ended June 30, 2007 and 2006, respectaadymanagement fees, which were payable to Neavtékncluded as revenue in the
corporate activities segment, totaled $2,234,0@D$721,000, for the six month periods ended 3007 and 2006, respectively.

Since the Company does not anticipate creatinghamyCapcos in the foreseeable future, we anticipataring losses going
forward. Income from tax credits will consist sglelf accretion of income from thresholds previoustyieved since we have achieved all
investment percentage thresholds as of Decemb&0886, We will continue to incur non-cash expers@ssisting of accretion of interest
expense and amortization of prepaid insurance omxigting Capcos.

All Other

The all other segment includes revenues and expeimearily from businesses formed from investmentgualified businesses
made through Capco programs which cannot be aggegath other operating segments. Revenues aneherg associated with Phoenix
Development Group, LLC were reclassified to distcurgd operations.

For the three months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 2,18¢ $ 781 $ 1,401 18C %
Expense! (1,990 (1,48¢) (502) (34)%

Income (loss) from continuing operations before oy
interest, benefit for income taxes and discontinued

operations 19¢ (707) 90t 12€ %

Minority interest 1 — 1 10C %
Income (loss) from continuing operations beforedfi¢ffior

income taxes and discontinued operati $ 19¢ $ (707) $ 90¢€ 126 %

The revenue increase of $1,407,000 for the threatimscended June 30, 2007, as compared with 20p6énsirily due to the
consolidation of CDS Business Services, Inc. ferfttst time, which generated $474,000 of reverfaethe quarter. Additionally, the
Company recognized a gain on the sale of an inva#tin a qualified business of $907,000 and reéesam previously written off
investments in qualified businesses of $123,00€urknce commissions increased by $19,000, or 1®%207,000 for the three months en
June 30, 2007 from $188,000 for the three montde@dune 30, 2006.

Income (loss) before benefit for income taxes iasesl by $906,000 in 2007 to $199,000 from $(707,002006 primarily due to
a gain on sale/recoveries of investments in qealibusinesses of $1,032,000 and an overall decireésgses from other entities included in
the All other segment, offset by a loss from CDSiBass Services, Inc. of $266,000 for the firsktiimis quarter.

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 3,707 $ 1,65¢€ $ 2,051 124 %
Expense! (3,880 (3,199 (682) (21)%
Loss from continuing operations before minorityenest,
benefit for income taxes and discontinued operal 74 (1,549 1,36¢ 89 %
Minority interest 1 — 1 10C %

Loss from continuing operations before benefitifmome

taxes and discontinued operatic $ (179 $(1,547) $1,37C 839 %
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The revenue increase of $2,051,000 for the six hzanhded June 30, 2007 as compared with 2006 nisuply due to the
consolidation of CDS Business Services, Inc. ferfttst time, which generated $1,026,000 of reverfoethe period. Additionally, the
Company recognized a gain on the sale of a qualifiesiness of $907,000 and recoveries on previaustien off investments of $123,000
and a one time gain on an investment of $229,00thfosix months ended June 30, 2007 as comparedne time gain of $100,000 during
the same period last year. Insurance commissiansased by $13,000, or 3%, to $445,000 for thengirths ended June 30, 2007 from
$432,000 for the six months ended June 30, 2006.

Loss before benefit for income taxes decreasedL{B79,000 in 2007 to $(173,000) from $(1,543,0003006 primarily due to a
loss from CDS Business Services, Inc. of $415,@0@He first time this year, offset by a gain otesacoveries of investments in qualified
businesses of $1,032,000, a reduction of $534,008sees incurred in 2006 from Where Eagles FM/ashington D.C. Capco investment
and an overall decrease in losses from other esfiticluded in the All other segment

Corporate activities
For the three months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $1,10¢ $ 1,244 $ (13¢) 11)%
Expense! (2,870 (2,48)) (390 (16)%
Loss from continuing operations before benefitifmome

taxes and discontinued operatit $(1,76%) $(1,237) $ (52¢) (43)%

Revenue is derived primarily from management feesed from the Capcos, which amount to 2.5% offeattcapital. The
management fee revenue is included in the segraeahues, but eliminated on the consolidated stateaf@perations. Management fee
revenue totaled $1,086,000 and $1,221,000 forhtteetmonth period ended June 30, 2007 and 20Q&atéeely. If a Capco does not have
current or projected cash sufficient to pay managgrfees then such fees are not accrued.

The decrease in management fee revenue of $13®0@tk three months ended June 30, 2007 as corhpaite the three months
ended June 30, 2006 is primarily attributable 83 lmanagement fees being accrued for two New Yagkas totaling $244,000, offset in part
by management fees being accrued in 2007 for thetiiine for one of our subsidiaries totaling $0®), for the quarter.

The $522,000 increase in expenses in 2007 as cenhp@a006 was primarily due to a $588,000 incréasensulting, payroll,
and benefits, a $71,000 increase in other expensas, of which are related to the consolidatioowf New York City offices, offset, in part,
by a $285,000 decrease in professional fees ad® @830 decrease in insurance expense.

For the six months ended June 30, 2007 and 2006:

(In thousands): 2007 2006 $ Change % Change
Revenue $ 2,232 $ 2,507 $ (27%) (12)%
Expense! (6,008) (4,759 (1,249 (26)%
Loss from continuing operations before benefitifmome

taxes and discontinued operatic $(3,776) $(2,257) $(1,529) (68)%
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Revenue is derived primarily from management fegsed from the Capcos, which amount to 2.5% offeattcapital. The
management fee revenue is included in the segraeahues, but eliminated on the consolidated stateaf@perations. Management fee
revenue totaled $2,435,000 and $2,171,000 forigheaenth period ended June 30, 2007 and 2006, c&sply. If a Capco does not have
current or projected cash sufficient to pay managgrfees then such fees are not accrued.

The decrease in management fee revenue of $26#0at six months ended June 30, 2007 as compethdhe six months
ended June 30, 2006 is due to less managemertidamsaccrued for two New York capcos totaling $080, offset in part by management
fees being accrued in 2007 for the first time foe @f our subsidiaries totaling $230,000 for thequk

The $1,249,000 increase in expenses in 2007 asarechpo 2006 was primarily due to a $1,224,000sase in consulting,
payroll, and benefits, a $478,000 increase in otiipenses which includes $106,000 of expense®delatthe consolidation of our New York
City offices, offset, in part, by a $472,000 desesin professional fees and a $73,000 decreassunance expense.

A summary of the Company’s cash flows provided ime€l in) operating activities by segment is a¥ad!:
NEWTEK BUSINESS SERVICES INC. AND SUBSIDIARIES

Cash Flows from Operating Activities by Segment
For the six months ended June 30, 2007 (In thousasy

Business Services Segments

Electronic Total
Corporate Business
SBA Payment Web All Services CAPCO
Lending Processing  Hosting Other Activities Segment: Segment  Eliminations Total
$4,92: $25,627 $7,83¢ $3,707 $ 2,232 Net Revenut $44,32¢ $ 3,35¢ $ (2,464 $45,22(
4,71¢ 23,92! 5,81f 3,88( 6,00¢ Total Expenses and minority inter 44,34(  10,22¢ (2,464 52,10¢
Income (loss) before (provision) benefit fc
21C 1,70¢ 2,02 (473  (3,77€) income taxes and discontinued operati (12) (6,879 — (6,889
— (519 (909 (289 1,21C (Provision) benefit for income tax (502) 2,591 — 2,08¢
21C 1,18 1,11¢ (462) (2,56€) Income (loss) before discontinued operat (514 (4,28)) — (4,795
— — — (497) — Discontinued operations, net of ta; (49)) — — (497)
21C 1,188 1,11¢ (95%) (2,56€) Netincome (loss (1,005 (4,28) — (5,286)
Non-Cash:
— — — — — Income from tax credit — (2,627 — (2,627
— 51¢ 763 14 (1,400 Deferred income taxe (109 (2,59 — (2,695
77¢ 89C 1,55t 15¢ 12C Depreciation and amortizatic 3,50z 28 — 3,531
(504, — — — —  Capitalization of servicing asse (5049) — — (5049)
Gain on sale/recoveries of investments ir
— — — (1,037 — gualified businesse (2,039 — — (2,039
— — — — — Accretion of interest expen: — 6,082 — 6,08
372 — — — —  Provision for loan losse 372 — — 372
(93) — — — —  Gain on sale of loans held for investm (93 — — (93
58 — 5 a0 257 Other nol-cash- net 411 (280) — 131
Change in assets and liabiliti¢
SBA loans originated over proceeds fr
(577, — — — — sale of SBA loan (577) — — (577)
— — — — — Prepaid insuranc — 1,48(C — 1,48(
(1,757 — — — — Restricted cash chan (1,757 — — (1,757%)
96E 42 (218 (1,020 (83 Other— net (309 (197) — (500
$(546 $ 2,63€ $3,22¢ $(2,747) $(3,672) Netcash provided by (used in) operati  $(1,09%) $(2,37) $ —  $(3,469)
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Our operating businesses are dependent on théi ledatte small and mediusized segments of the U.S. economy. The contir
rise in interest rates, along with the rise in gad commodity prices, could have a negative impaatonsumer spending which could
adversely impact our customers. This could alsatiegly impact the value of commercial and resiggmeal estate, which could adversely
impact the loan portfolio of our SBA Lending segmen

Critical Accounting Policies and Estimates:

The Company’s significant accounting policies ageatibed in Note 1 of the Notes to Consolidate@iaml Statements included
in its Form 10-K for the fiscal year ended Decenmiier2006. A discussion of the Company'’s criticad@unting policies, and the related
estimates, are included in Management'’s DiscussimhAnalysis of Results of Operations and Finarfegaition in its Form 10-K for the
fiscal year ended December 31, 2006. There have thesignificant changes in the Company’s existingounting policies or estimates since
its fiscal year ended December 31, 2006.

Liquidity and Capital Resources
(Dollars in thousands)

For the Six Months Ended

June 30,
2007 2006
Net cash used in operating activit $ (3,469 $ (2,395
Net cash (used in) provided by investing activi 9,55¢ 14,55:
Net cash (used in) provided by financing activi (4,75€) (8,660
Net increase in cash and cash equival 1,33( 3,49¢
Cash and cash equivalents, beginning of pe 26,68¢ 23,94(
Cash and cash equivalents, end of pe $ 28,01 $ 27,43t

Cash requirements and liquidity needs in 2007 bhaddreseeable future are primarily funded throoghcapacity to borrow from
our $50 million GE line of credit to originate amérehouse the guaranteed and unguaranteed poftioans of our SBA lending unit and
available cash and cash equivalents. The availabilithe lending facility is subject to the congsice with certain covenants and collateral
requirements as set forth in the agreement. At 30n2007, our unused sources of liquidity condistieunrestricted cash and cash equiva
of $28,015,000 and $5,311,000 available throughethding facility.

While Newtek is aware of the changing conditionsusdng nationally in the residential real estat@rket, loans within the
portfolio are typically repaid by the business’tltfiew and secured by business collateral and patstssets of the business owner and/or
guarantors which may include residential real esaatsupplemental collateral. Newtek believeos loss reserves, which are evaluated
monthly on a loan by loan basis, along with itdateral monitoring practices are adequate. We folloe SBA standard operating procedure
with respect to obtaining collateral on our loafsis typically includes all business assets andueatly includes personal assets of the
owners and/or guarantors.

Our recent bids for the guaranteed portion of oans have remained stable and the market for sertiops remains active in the
current environment. From time to time we may sl un-guaranteed portion of our loans. We do epedd on such sales to fund our
operations. Should the pricing for the un-guarashiaartions become less attractive and we electngell them, funds available under our
credit facility will be sufficient to permit us tmake loans.

In addition, the Company held $2,950,000 in U.&&Bury Notes which are classified as held for aatecould be converted to
cash and cash equivalents. Restricted cash tot®fif866,000 which is primarily held in the Capaten be used in managing and operating
the Capcos, making qualified investments, to regedyt obligations and for the payment of income saxe

Net cash provided by investing activities primaiilgludes the purchase or sale of fixed assetsastmer accounts, activity
regarding the unguaranteed portions of SBA loamsciianges in restricted cash and investments. @097, cash was used to purchase
$1,659,000 in fixed assets primarily to supportéased customers in our web hosting segment aachigre $166,000 in customer merchant
accounts. A net increase in the unguaranteed poofi®BA loans increased cash by $1,529,000. Weralseived net proceeds of $4,066,000
through a reduction in restricted cash held by@apcos, $1,370,000 from the return of investmentgialified businesses, $1,572,000 from
the sale of asset held for sale and insurance eeigsy and proceeds of $492,000 from the sale ogfvestment in a qualified business.
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Net cash used in financing activities primarilyludes net repayments on notes payable of $3,693@@®orrowings on bank
notes payable of $2,954,000, and a $2,050,000 tiedua restricted cash in CDS.

Historically Newtek has funded its operations tlylothe issuance of notes to insurance companiesghrthe Capco programs.
We are not anticipating any cash flow from new @aprograms for the foreseeable future. We beliewecash flow generated by our
operating companies, available borrowing capaeitisting cash and cash equivalents, and othertimesgs should provide adequate funds
for continuing operations and principal and inteps/ments on our debt.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

Because Newtek Small Business Finance, Inc., ody I8Bder, borrows money to make loans and investsnenir net operating
income is dependent upon the difference betweerateeat which we borrow funds and the rate at iwkie invest these funds. The Company
had $14,740,000 outstanding on the GE line of telof June 30, 2007. Interest rates on such aogegariable at prime plus 0.25 or base
LIBOR plus 2.50%. As a result, there can be norasse that a significant change in market intenagts will not have a material adverse
effect on our interest income. In periods of sharfding interest rates, our cost of funds woulcréase, which would reduce our net opera
income. We have analyzed the potential impact ahgls in interest rates on interest income neattefést expense. Assuming that the
balance sheet were to remain constant and no aatiere taken to alter the existing interest ratesiggity, a hypothetical immediate 1%
change in interest rates would have the effectridtancrease (decrease) in assets by less thdorlitte second quarter of 2007. Although
management believes that this measure is indicafioair sensitivity to interest rate changes, #slaot adjust for potential changes in credit
quality, size and composition of the assets orb#lance sheet, and other business developmentsathidteffect a net increase (decrease) in
assets. Accordingly, no assurances can be givércthaal results would not differ materially frotretpotential outcome simulated by this
estimate.

Additionally, we do not have significant exposusechanging interest rates on invested cash andezpshalents, restricted cash
and U.S. Treasury notes which was approximately#9000 and $42,976,000 as of June 30, 2007 aodrileer 31, 2006, respectively.
Company invests cash mainly in money market acsoaimdl other investment-grade securities and dagsunchase or hold derivative
financial instruments for trading purposes.

Iltem 4. Controls and Procedures.

@ Evaluation of Disclosure Controls and Procedures. As of the end of the period covered by this repmut, management, under the
supervision and with the participation of our Chiedecutive Officer and Chief Financial Officer, &vated the effectiveness of the
design and operation of our disclosure controls@dedures pursuant to Rule 13a-15(e) of the 8s=uExchange Act of 1934, as
amended (the “Exchange Act”). Based on that evaloathe Chief Executive Officer and the Chief Finml Officer have concluded
that our disclosure controls and procedures alseoéhd of the period covered by this report hawmlikesigned and are functioning
effectively to provide reasonable assurance thatrtformation we (including our consolidated sulzsiés) are required to disclose in
reports filed under the Exchange Act is recorded¢@ssed, summarized and reported within the tien@gs specified in the Securities
and Exchange Commission’s rules and forms. Howédamrause we had previously determined the existeihaenaterial weakness in
our disclosure controls and procedures as of Deeeib 2005 and March 31, 2006, and despite thedgtion efforts discussed
below, and given the relatively short time since tbmediation efforts have taken place, there eamobassurance that we have
identified and corrected all matters which wouldstitute, or might lead to future, disclosure cohtveaknesse:

(b) Changesin Internal Controls. We have placed significant emphasis on remediatighe previously disclosed material weakness
and have added a senior legal officer responsilefernal control development and five profesalgrositions in our accounting and
finance staff during the quarters ended June 306 ,28eptember 30, 2006 and December 31, 2

(c) Limitations. A control system, no matter how well designed aperated, can provide only reasonable, not alesalissurances
that the control system’s objectives will be matrtRer, the design of a control system must refleetfact that there are resource
constraints, and the benefits of controls mustdisiclered relative to their costs. Because ofrtherient limitations in all control
systems, no evaluation of controls can provide labs@ssurance that all control issues and instaot&aud, if any, within the
Company have been detected. These inherent liotigtnclude the realities th
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judgments in decisic-making can be faulty, and that breakdowns canmgsecause of simple errors or mistakes. Contraisatso be
circumvented by the individual acts of some persbygsollusion of two or more people, or by managatroverride of the controls. T
design of any system of controls is based in paohwcertain assumptions about the likelihood afifeievents, and there can be no
assurance that any design will succeed in achiatsrgjated goals under all potential future candi. Over time, controls may become
inadequate because of changes in conditions origietiéon in the degree of compliance with its pa@s or procedures. Because of the
inherent limitations in a cogffective control system, misstatements due torenrdraud may occur and not be detected. We pisiddig
evaluate our internal controls and make changé@apoove them

PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

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

Item 2. Unregistered Sales of Equity Securities

(@) On June 26, 2007, pursuant to the terms of the @ayip directors’ compensation program, the Compssied to its four independent
directors a total of 24,147 unregistered commomeshwith a market valuation as of that date of $28, The shares were issued in exchange

for the services of the directors on the Board mé&ors and its committees in reliance on Secfif®) of the Securities Act of 1933, as
amended.

(b) In March 2006, the Newtek Board of Directors addmestock buy-back program authorizing managenteanter the market to re-
purchase up to 1,000,000 of the Company's commarmeshAs of June 30, 2007, the Company purchas@é3&easury shares under that
authorization.

The following table summarizes the repurchase afroon stock under the stock buy-back program:

Total number of
shares purchase

as part of Maximum number of
Total number of publicly shares that may yet b
shares purchase Average price announced plans purchased under the

Period 1) paid per share or programs program
08-01-06 through 0-31-06 31,50( $  17c 31,50¢ 968,50(
04-01-07 through 0-3C-07 12,26¢ $ 1.9¢ 12,26¢ 956,23!

(1) All shares were purchased pursuant to the pubdiclyounced Stock Buy-Back Program, which was effecis of March 2006 and has
no set expiration. We are authorized to purchas® dpmillion shares of our common stock underRhegram

Item 4. Submission of Matters to a Vote of Securityolders.

(a) On May 30, 2007, we held our annual meetinghafreholders, at which there were present in peysby proxy 30,143,048,
81.96%, of the outstanding common shares.

(b) All incumbent nominees for election as Cladiréctors were reelected to three year terms witesas follows:

FOR WITHHELD
Salvatore F. Muli 30,019,19 123,85!
Jeffrey G. Rubir 30,020,19 122,45!
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(c) The shareholders also voted for and approvedatification of the selection of J. H. Cohn LL®aur Independent Registered

Public Accounting Firm for the Company for the yeading December 31, 2007. The vote was:

For: 30,062,086 vote
Against: 19,065 vote
Abstained: 32,260 vote

Iltem 6. Exhibits

Exhibit
No. Description
2.1  Asset Purchase Agreement, dated April 28, 2004ydmrt Newtek Business Services, Inc., and CrystalTéeb Hosting, Inc.
(including a listing of omitted schedules). (Incorated by reference to Exhibit 2.1 to Newtek’'s Répa Form 8-K dated April 30,
2004.)
3.1 Certificate of Incorporation of Newtek Business\gags, Inc., as revised and restated through Noeerdb, 2005. (Incorporated by
reference to Exhibit 3.1 to Newl's Report on Form -K filed May 10, 2006.
3.2  Bylaws of Newtek Business Services, Inc. (Incorpetaby reference to Exhibit No. 3.2 to RegistratBiatement No. 3:-115615.)

10.1  Employment Agreement with Barry Sloane, June 3052Qincorporated by reference to Newtek’s ReporForm 10-K filed May
10, 2006.;

10.2  Employment Agreement with Jeffrey G. Rubin, JungZ8D5. (Incorporated by reference to Newtek’'s Repo Form 10-K filed
May 10, 2006.

10.3 Employment Agreement with Craig J. Brunet dateg¢t 13, 2006. (Incorporated by reference to Exhibi3lto Newtek’'s Report on
Form 1(-Q filed July 14, 2006.

10.4 Lease Agreement dated March 15, 2007 between Chgsta Web Hosting, Inc. and i/o Data Centers foodix lease (Incorporated
by reference to Exhibit 10.4 to New’s Report on Form ’-Q filed May 15, 2007.

10.5 Fourth Amendment to the Amended and Restated Maetar and Security Agreement, dated December 312 B@tween Newtek
Small Business Finance, Inc. and DB Structured @t Inc., dated June 29, 2005. (Incorporatecefsrence to Exhibit 10.1 to
Newtel's Report on Form-K, dated June 29, 200¢

10.6  Credit Agreement between Newtek Business Servines,Newtek Small Business Finance, Inc., SmaBiBess Lending, Inc., CCC
Real Estate Holding Co., LLC and General Electrépi@al Corporation, dated August 31, 2005. (Incoaped by reference to Exhibit
10.1 to Newte’'s Report on Form-K, filed September 6, 200=

10.7  First Amendment and Waiver to Credit Agreementeddtebruary 28, 2006, to the Credit Agreement dateglist 31, 2005, betwe
Newtek Business Services, Inc., the other credtigsasignatory thereto and General Electric Chgitaporation. (Incorporated t
reference to Exhibit 99.1 to New's Report on Form-K, filed March 2, 2006.

10.7.1 Second Amendment and Waiver to Credit Agreemen¢ddaebruary 28, 2006, to the Credit AgreementdiBecember 28, 2006,

between Newtek Business Services, Inc., the otfeglitqparties signatory thereto and General Ele@apital Corporation.
(Incorporated by reference to New's Report on Form -K filed April 2, 2006.)
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10.8

10.9

10.9.1

31.1
31.2
32.1

Guaranty between Newtek Business Services, Incll®usiness Lending, Inc., CCC Real Estate Holdiwg, LLC and General
Electric Capital Corporation, dated August 31, 2Q0corporated by reference to Exhibit 10.2 to Kekis Report on Form 8-K,
filed September 6, 200&

Credit and Security Agreement by and between CDSirigss Services, Inc. and Wells Fargo Bank, Naltidasociation dated
February 27, 200"

Waiver under Credit and Security Agreement by agitvben CDS Business Services, Inc. and Wells Faagi, National
Association dated February 27, 20

Certification of the Chief Executive Officer, puesu to Section 302 of the Sarba-Oxley Act of 2002
Certification of the Chief Financial Officer, puest to Section 302 of the Sarba-Oxley Act of 2002
Certification of the Chief Executive Officer and i€hFinancial Officer pursuant to Section 906 of tharbane-Oxley Act of 2002
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SIGNATURES

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

NEWTEK BUSINESS SERVICES, INC.

Date: August 14, 2007 By: /s/ Barry Sloane
Barry Sloane
Chairman of the Board, Chief Executive Officer 8w&tretary

Date: August 14, 2007 By: /s/ Michael J. Holden
Michael J. Holden, Treasure
Chief Financial Officer, Chief Accounting Offici

Date: August 14, 2007 By: /s/ Eyal Amsalem
Eyal Amsalen
Chief Accounting Officer and Controlls
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February 27, 2007




TABLE OF CONTENTS

Article 1 DEFINITIONS

Section 1.1 Definitions
Section 1.2 Other Definitional Terms; Rules of Interpretati

Article 2 AMOUNT AND TERMS OF THE CREDIT FACILITY

Section 2. Revolving Advance

Section 2.2 Procedures for Requesting Advan

Section 2. Intentionally Omitted

Section 2.2 Intentionally Omitted

Section 2.£ Intentionally Omitted

Section 2.€ Interest; Default Interest Rate; Application of Regnts; Participation; Usui
Section 2.7 Fees

Section 2.¢ Time for Interest Payments; Payment on -Business Days; Computation of Interest and |
Section 2.¢ Lockbox and Collateral Account; Sweep of Ful

Section 2.1 Voluntary Prepayment; Termination of the Creditigcby the Borrower
Section 2.1 Mandatory Prepayme!

Section 2.1 Revolving Advances to Pay Indebtedn

Section 2.1 Use of Proceed

Section 2.1 Liability Records

Article 3 SECURITY INTEREST; OCCUPANCY; SETOF

Section 3.1 Grant of Security Intere:

Section 3.2 Notification of Account Debtors and Other Oblig:
Section 3.2 Assignment of Insuranc

Section 3.2 Occupancy

Section 3.t License

Section 3.€ Financing Statemel

Section 3.7 Setoff

Section 3.¢ Collateral

Article 4 CONDITIONS OF LENDING
Section 4.1 Conditions Precedent to the Initial Advan:
Section 4.2 Conditions Precedent to All Advanc
Article 5 REPRESENTATIONS AND WARRANTIE!

Section 5.1 Existence and Power; Name; Chief Executive Offingentory and Equipment Locations; Federal Employer
Identification Number and Organizational Identifica Number

Section 5.2 Capitalization

Section 5.2 Authorization of Borrowing; No Conflict as to Law Agreement:

11

11
11
12
12
12
12
13
14
15
15
16
16
16
16

16

16
17
17
17
18
18
19
19

19

19
22

22

22
22



Section 5.« Legal Agreement

Section 5.5 Subsidiarie:

Section 5.¢ Financial Condition; No Adverse Chan
Section 5.7 Litigation

Section 5. Regulation U

Section 5.¢ Taxes

Section 5.1 Titles and Liens

Section 5.1 Intellectual Property Right
Section 5.1 Plans

Section 5.1 Default

Section 5.1 Environmental Matter
Section 5.1 Submissions to Lend:
Section 5.1 Financing Statemen
Section 5.1 Rights to Paymer

Section 5.1 Financial Solvenc

Article 6 COVENANTS

Section 6.1 Reporting Requiremen

Section 6.2 Financial Covenani

Section 6.2 Permitted Liens; Financing Stateme
Section 6.2 Indebtednes

Section 6.5 Guaranties

Section 6.¢€ Investments and Subsidiari

Section 6.7 Dividends and Distribution

Section 6. Salaries

Section 6.¢ Intentionally Omittec

Section 6.1 Books and Records; Collateral Examination, Inspacéind Appraisal

Section 6.1 Account Verification

Section 6.1 Compliance with Law:

Section 6.1 Payment of Taxes and Other Clai
Section 6.1 Maintenance of Properti

Section 6.1 Insurance

Section 6.1 Preservation of Existent

Section 6.1 Delivery of Instruments, et

Section 6.1 Sale or Transfer of Assets; Suspension of BusiOgssations

Section 6.1 Consolidation and Merger; Asset Acquisitic
Section 6.2 Sale and Leaseba

Section 6.2 Restrictions on Nature of Busine

Section 6.2 Accounting

Section 6.2 Discounts, etc

Section 6.2 Plans

Section 6.2 Place of Business; Nan

Section 6.2 Constituent Documents; S Corporation St:
Section 6.2 Performance by the Lend

Section 6.2 Dissolution of Funding Services I, LL

23
23
23
23
23
23
23
24
25
25
25
26
26
26
26

27

27
31
32
33
33
33
34
34
34
34
35
35
35

36
36
36
36
37
37
37
37
37
37
37
38
38
38



Article 7 EVENTS OF DEFAULT, RIGHTS AND REMEDIE

Section 7.1 Events of Defaul

Section 7.2 Rights and Remedies. During any default Period|#heler may exercise any or all of the followinghtis and

remedies
Section 7.2 Certain Notice:

Article 8 MISCELLANEOUS

Section 8.1 No Waiver; Cumulative Remedies; Compliance with ki

Section 8.2 Amendments, Etc

Section 8.2 Notices; Communication of Confidential InformatidRequests for Accountir

Section 8.2 Further Document
Section 8.t Costs and Expens
Section 8.€ Indemnity

Section 8.7 Participants

Section 8.¢ Execution in Counterparts; Telefacsimile Execu

Section 8.¢ Retention of Borrow¢'s Record:

Section 8.1 Binding Effect; Assignment; Complete Agreement; i@fwinformation

Section 8.1 Severability of Provision
Section 8.1 Headings

Section 8.1 Governing Law; Jurisdiction, Venue; Waiver of Jinyal

Exhibit A to Credit and Security Agreement
Exhibit B to Credit and Security Agreement
Exhibit C to Credit and Security Agreement
Schedule 5.1 to Credit and Security Agreement
Schedule 5.2 to Credit and Security Agreement
Schedule 5.5 to Credit and Security Agreement
Schedule 5.7 to Credit and Security Agreement
Schedule 5.11 to Credit and Security Agreement
Schedule 5.14 to Credit and Security Agreement
Schedule 6.3 to Credit and Security Agreement
Schedule 6.4 to Credit and Security Agreen

38
38

41
42

42

42
42
42
43
43
43
44
44
44
44
45
45
45



CREDIT AND SECURITY AGREEMENT
Dated as of February 27, 2007

CDS BUSINESS SERVICES, INC.a Delaware corporation (tf{Borrower” ), andWELLS FARGO BANK, NATIONAL
ASSOCIATION (as more fully defined in Article | herein, thieender”) acting through its Wells Fargo Business Credit apieg division,
hereby agree as follows:

Article 1
DEFINITIONS

Section 1.1 Definitions Except as otherwise expressly provided in thisegent, the following terms shall have the meanigigen
them in this Section:

“Accounts” shall have the meaning given it under the UCC,sdradl include all Ultimate Debtor Accounts.

“Accounts Advance Rate”means up to eighty-five percent (85%), or suchdesste as the Lender in its sole discretion magnde
appropriate from time to time.

“Advance” means a Revolving Advance.

“Affiliate” or “Affiliates” means any Person controlled by, controlling or umdenmon control with the Borrower, including any
Subsidiary of the Borrower. For purposes of thiiniion, “control,” when used with respect to asgecified Person, means the power to
direct the management and policies of such Pedimattly or indirectly, whether through the ownepsbf voting securities, by contract or
otherwise.

“Agreement” means this Credit and Security Agreement.
“Availability” means the amount, if any, by which the Borrowingd@axceeds the outstanding principal balance dRéwelving Note
“Book Net Worth” means the aggregate of the Owners’ equity in thredBa@r, determined in accordance with GAAP.

“Borrowing Base” means at any time the lesser of:

(a) The Maximum Line Amount; or

(b) Subject to change from time to time in the Lerslsole discretion, the sum of:
(i) The Accounts Advance Rate times Eligible Acctytess
(i) The Borrowing Base Reserve, le



(i) Indebtedness that the Borrower owes to thades that has not yet been advanced on the RegoNaite, including, without
limitation, the dollar amount that the Lender mdliscretion believes is a reasonable determinafitime Borrower’s credit exposure
with respect to any swap, derivative, foreign exajea hedge, deposit, treasury management or agtharstransaction or arrangement
offered to Borrower by Lender that is not describedrticle 1l of this Agreement.

“Borrowing Base Reserve”’means, as of any date of determination, such aradarpressed as either a specified amount or as a
percentage of a specified category or item) as &meler may from time to time establish and adjuseducing Availability (a) to reflect
events, conditions, contingencies or risks whighremsonably determined by the Lender, do or nmfagta(i) the Collateral or its value, (ii) tl
assets, business or prospects of the Borroweiij)ahé security interests and other rights of tlemder in the Collateral (including the
enforceability, perfection and priority thereof},(b) to reflect the Lender’s reasonable judgmbat &iny collateral report or financial
information furnished by or on behalf of the Borewto the Lender is or may have been incomplesedarate or misleading in any material
respect, or (c) in respect of any state of facs tte Lender reasonably determines constitutesfaull or an Event of Default, and shall
include, without limitation, an Availability bloc&f $100,000. The Borrowing Base Reserve shall biesmthan 20% of Ultimate Debtor
Accounts.

“Business Day”means a day on which the Federal Reserve Bankwf\Y\ek is open for business.

“Capital Expenditures” means for a period, any expenditure of money duwsirgh period for the lease, purchase or other sitigui of
any capital asset, or for the lease of any othestaghether payable currently or in the future.

“Change of Control” means the occurrence of any of the following events

(a) Any Person or “group’as such term is used in Sections 13(d) and 14(thjeoSecurities Exchange Act of 1934) who is noDame!
on the Funding Date is or becomes the “beneficialer” (as defined in Rules 13d-3 and 13d-5 underSacurities Exchange Act of
1934, except that a Person will be deemed to hberéficial ownership” of all securities that suadr$dn has the right to acquire,
whether such right is exercisable immediately dy affter the passage of time), directly or indihgcdf more than ten percent (10%) of
the voting power of all classes of Owners of therBeer (excluding, however, any change in votingvporesulting from the exercise
of warrants by Wilshire New York Partners IV, LLEC Wilshire New York Partner V, LLC or from capitabntributions made by
Exponential of New York, LLC, Wilshire New York Raers IV, LLC or Wilshire New York Partners V, LLG.

(b) During any consecutive two-year period, indiats who at the beginning of such period constittite board of Directors of the
Borrower (together with any new Directors whosegts to such board of Directors, or whose nomarafor election by the Owners
the Borrower, was approved by a vote of two thofithe Directors then still in office who were attDirectors at the beginning of such
period or whose election or nomination for electioas previously so approved) cease for any reasoartstitute a majority of the bo:
of Directors of the Borrower then in office; or

-2



(c) Leonard Leff shall cease to actively manageBbeower’s day-to-day business activities anddasnmeplaced with a person
satisfactory to Lender within 45 days.

“Collateral” means all of the Borrower’s Accounts, chattel papet electronic chattel paper, deposit accountsyments, Equipment,
General Intangibles, goods, instruments, Inventioryestment Property, letter-of-credit rights, éest of credit, all sums on deposit in any
Collateral Account, and any items in any Lockbagether with (i) all substitutions and replacemdatsand products of any of the foregoi
(i) in the case of all goods, all accessions) @l accessories, attachments, parts, equipmehtemairs now or hereafter attached or affixe
or used in connection with any goods; (iv) all warese receipts, bills of lading and other documenhtile now or hereafter covering such
goods; (v) all collateral subject to the Lien off&ecurity Document; (vi) any money, or other asséthe Borrower that now or hereafter
come into the possession, custody, or control @iLénder; (vii) all sums on deposit in the Spegiatount; (viii) proceeds of any and all of
the foregoing; (ix) books and records of the Borovincluding all mail or electronic mail addressedhe Borrower; and (x) all of the
foregoing, whether now owned or existing or heezadicquired or arising or in which the Borrower noas or hereafter acquires any rights.

“Collateral Account” means the “Lender Account” as defined in the Whadketockbox and Collection Account Agreement ardil u
such “Lender Account” is established, the Colletticcounts as defined and further described itaposit Account Control Agreement
dated February 15, 2007 by and among Borrower, éeadd Sterling National Bank.

“Commitment” means the Lender’'s commitment to make Advancdsad@brrower.

“Constituent Documents” means with respect to any Person, as applicaltb, Berson’s certificate of incorporation, artiobds
incorporation, by-laws, certificate of formationtieles of organization, limited liability compamagreement, management agreement,
operating agreement, shareholder agreement, psintpeagreement or similar document or agreemengrgpavg such Person’s existence,
organization or management or concerning dispasdfcwnership interests of such Person or votiglgts among such Person’s owners.

“Credit Facility” means the credit facility under which Revolving A&dees may be made available to the Borrower bi.¢heler
under Article II.

“Current Maturities of Long Term Debt” means during a period beginning and ending on datég dates, the amount of the
Borrower’s long-term debt and capitalized leaseswbecome due during that period.

“Cut-off Time” means 11:00 a.m. New York, New York time.

“Debt” means of a Person as of a given date, all itenredebtedness or liability which in accordance WBAAP would be included in
determining total liabilities as shown on the lidias side of a balance sheet for such Persorshall also include the aggregate payments
required to be made by such Person at any timerwamelease that is considered a capitalized leader GAAP.
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“Default” means an event that, with giving of notice or pgssaf time or both, would constitute an Event ofddé.

“Default Period” means any period of time beginning on the day allebr Event of Default occurs and ending on thte ddentified
by the Lender in writing as the date that such Diefar Event of Default has been cured or waived.

“Default Rate” means an annual interest rate in effect duringfaudePeriod or following the Termination Date, whiinterest rate
shall be equal to three percent (3%) over the epble Floating Rate, as such rate may change fromtb time.

“Dilution” means, as of any date of determination, a percenkaged upon the experience of the trailing gix@nth period ending ¢
the date of determination, which is the resultigfding (a) actual bad debt write-downs, discouat$yertising allowances, credits, or other
dilutive items with respect to the Ultimate Dehfacounts as determined by Lender in its sole dismmaduring such period, by (b) the
Borrower’s net sales during such period (excludirtyaordinary items) plus the amount of clause (a).

“Director” means a director if the Borrower is a corporategpvernor or manager if the Borrower is a limiiafility company, or a
general partner if the Borrower is a partnership.

“Eligible Accounts” means all Ultimate Debtor Accounts purchased byd@weer (but only to the extent Borrower has paidsoch
Ultimate Debtor Account in full), but excluding atjtimate Debtor Accounts having any of the follogicharacteristics:

(i) That portion of Ultimate Debtor Accounts unp&id days or more after the invoice date;

(il) That portion of Ultimate Debtor Accounts reddtto goods or services with respect to which thed@®ver has received notice of a
claim or dispute, which are subject to a claim fféet or a contra account, or which reflect a reatde reserve for warranty claims or
returns;

(iii) That portion of Ultimate Debtor Accounts ngét earned by the final delivery of goods or reindif services, as applicable, by the
Borrower to the Ultimate Debtor Customer, includprggress billings, and that portion of Ultimateldim Accounts for which an
invoice has not been sent to the applicable Ulenixbtor Customer;

(iv) Ultimate Debtor Accounts constituting (i) peseds of copyrightable material unless such coptalgl material shall have been
registered with the United States Copyright Offime(ii) proceeds of patentable inventions unleshgatentable inventions have been
registered with the United States Patent and Trade@ffice;
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(v) Ultimate Debtor Accounts owed by any unit oxgmment, whether foreign or domestic (providéewever, that there shall be
included in Eligible Accounts that portion of Acatds owed by such units of government for whichBloerower has provided evidence
satisfactory to the Lender that such Ultimate DeBitcounts may be enforced by the Lender direaflgiast such unit of government
under all applicable laws);

(vi) Ultimate Debtor Accounts denominated in anyrency other than United States dollars;

(vii) Ultimate Debtor Accounts owed by an Ultimddebtor Customer located outside the United Statéshnare not (A) backed by a
bank letter of credit naming the Lender as berafjcor assigned to the Lender, in the Lenslpdssession or control, and with respe
which a control agreement concerning the lettecrefiit rights is in effect, and acceptable to tleader in all respects, in its sole
discretion, or (B) covered by a foreign receivalifssirance policy acceptable to the Lender indts discretion;

(viil) Ultimate Debtor Accounts owed by an Ultimddebtor Customer that is insolvent, the subjediafkruptcy proceedings or has
gone out of business;

(ix) all Ultimate Debtor Accounts purchased fromlditimate Debtor that is insolvent, the subjecbahkruptcy proceedings or has g
out of business;

(x) Ultimate Debtor Accounts owed by an Owner, Sdibsy, Affiliate, Officer or employee of the Bomer;
(xi) Ultimate Debtor Accounts which are subjecttyy Lien in favor of any Person other than the legnd

(xii) That portion of Ultimate Debtor Accounts thads been restructured, extended, amended or eadifi
(xiii) That portion of Ultimate Debtor Accounts theonstitutes advertising, finance charges, orisergharges;

(xiv) Ultimate Debtor Accounts purchased from atirdate Debtor, regardless of whether otherwisalaigA) to the extent that the
aggregate balance of such Ultimate Debtor Accoexteeds twenty percent (20%) of the aggregate anudwadl Eligible Accounts and
(B) in the case of each Ultimate Debtor, to therkthat the Ultimate Debtor Accounts owed by afiymthite Debtor Customer exceeds
twenty percent (20%) of the aggregate amount dfkiinate Debtor Accounts of such Ultimate Debtor;

(xv) Ultimate Debtor Accounts purchased from ariridtte Debtor, regardless of whether otherwise lakgiif twenty-five percent
(25%) or more of the total amount of Ultimate Debdacounts of such Ultimate Debtor is ineligibledem clauses (i), (i), or (x) above;
and
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(xvi) Ultimate Debtor Accounts, or portions thergotherwise deemed ineligible by the Lender irrégsonable discretion.
“ERISA” means the Employee Retirement Income Security At9@4, as amended from time to time.

“ERISA Affiliate” means any trade or business (whether or not incatga) that is a member of a group which incluthesBorrower
and which is treated as a single employer undetid®ed14 of the IRC.

“Environmental Law” means any federal, state, local or other governahstdtute, regulation, law or ordinance dealinthwhe
protection of human health and the environment.

“Equipment” shall have the meaning given it under the UCC.
“Event of Default” is defined in Section 7.1.
“Financial Covenants” means the covenants set forth in Section 6.2.

“Floating Rate” means an annual interest rate equal to the suhed?ime Rate plus two percent (2%), which interatst shall change
when and as the Prime Rate changes.

“Floating Rate Advance” means an Advance bearing interest at the Floatatg.R
“Funding Date” is defined in Section 2.1.

“GAAP” means generally accepted accounting principledieappn a basis consistent with the accountingtjmes applied in the
financial statements described in Section 5.6.

“General Intangibles” shall have the meaning given it under the UCC.
“Guarantor” means Leonard Leff and every other Person now thrarfuture who agrees to guaranty the Indebtedness
“Guaranty” means each unconditional continuing guaranty exelcly a Guarantor in favor of the Lender.

“Hazardous Substances’means pollutants, contaminants, hazardous substadmazardous wastes, petroleum and fractions thened
all other chemicals, wastes, substances and matksied in, regulated by or identified in any Enommental Law.

“Indebtedness” is used herein in its most comprehensive sensenaaths any and all advances, debts, obligationsatitities of the
Borrower to the Lender, heretofore, now or hereaftade, incurred or created, whether voluntannweoluntary and however arising, whetl
due or not due, absolute or contingent, liquidatednliquidated, determined or undetermined, inicigdinder any swap, derivative, foreign
exchange, hedge, deposit, treasury managemerti@r sitilar transaction or arrangement at any gmered into by the Borrower
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with the Lender, and whether the Borrower may &kléd individually or jointly with others, or whetheecovery upon such Indebtedness may
be or hereafter becomes unenforceable.

“Indemnified Liabilities” is defined in Section 8.6
“Indemnitees” is defined in Section 8.6.
“IRC” means the Internal Revenue Code of 1986, as amdradadime to time.

“Infringement” or “Infringing” when used with respect to Intellectual Propertyh&gneans any infringement or other violation of
Intellectual Property Rights.

“Intellectual Property Rights” means all actual or prospective rights arisingannection with any intellectual property or other
proprietary rights, including all rights arising@onnection with copyrights, patents, service matregle dress, trade secrets, trademarks, trads
names or mask works.

“Interest Payment Date” is defined in Section 2.8(a).
“Inventory” shall have the meaning given it under the UCC.
“Investment Property” shall have the meaning given it under the UCC.

“Lender” means Wells Fargo Bank, National Association imitsadest and most comprehensive sense as a tdigl @nd is not
limited in its meaning to Lender’s Wells Fargo Bwess Credit operating division, or to any otherrapeg division of Lender.

“Licensed Intellectual Property” is defined in Section 5.11(c).

“Lien” means any security interest, mortgage, deed df plesige, lien, charge, encumbrance, title redendigreement or analogous
instrument or device, including the interest offrelssor under any capitalized lease and the sttefeany bondsman under any payment or
performance bond, in, of or on any assets or ptigseof a Person, whether now owned or subsequeaatjyired and whether arising by
agreement or operation of law.

“Loan Documents” means this Agreement, the Revolving Note, each &@iareach Subordination Agreement, and the Sgcurit
Documents, together with every other agreemeng, aicument, contract or instrument to which ther®@er now or in the future may be a
party and which is required by the Lender.

“Lockbox” means “Lockbox” as defined in the Wholesale Lockbhod Collection Account Agreement or, until suclo¢kbox” is
established, the Lockbox as defined and furthecriteed in the Deposit Account Control Agreemenedatebruary 27, 2007 by and among
Borrower, Lender and Sterling National Bank.
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“Material Adverse Effect” means any of the following:

(i) A material adverse effect on the business, aipans, results of operations, prospects, assaidljties or financial condition of
the Borrower;

(i) A material adverse effect on the ability oEtBorrower to perform its obligations under the h@ocuments;

(iii) A material adverse effect on the ability dfet Lender to enforce the Indebtedness or to retilzéntended benefits of the
Security Documents, including a material adver$ecebn the validity or enforceability of any LoBmcument or of any rights against
any Guarantor, oon the status, existence, perfection, priority [sctto Permitted Liens) or enforceability of aniih securing payme!
or performance of the Indebtedness; or

(iv) Any claim against the Borrower or threat digation which if determined adversely to the Boves would cause the Borrow
to be liable to pay an amount exceeding $50,00@card result in the occurrence of an event desdribeclauses (i), (ii) and (iii) above.

“Maturity Date” means February 27, 2009.

“Maximum Line Amount” means $10,000,000 unless this amount is reducethgirto Section 2.10, in which event it means such
lower amount.

“Multiemployer Plan” means a multiemployer plan (as defined in Sect@dil4a)(3) of ERISA) to which the Borrower or anRISA
Affiliate contributes or is obligated to contribute

“Net Cash Flow” means (a) Net Income (Loss) plus depreciation amgttization and accrued but not paid interest drosdinated
debt, less (b) the sum of (i) unfinanced Capitgbé&nditures, (ii) Current Maturities of Long Termlid@nd Capital Leases, and (iii) dividends
and distributions paid by the Borrower.

“Net Cash Proceeds”means in connection with any asset sale, the cagle@ds (including any cash payments received lyyoiva
deferred payment whether pursuant to a note, Imstat receivable or otherwise, but only as and wdetnally received) from such asset sale,
net of (i) attorneys’ fees, accountants’ fees, strent banking fees, brokerage commissions and mtmoequired to be applied to the
repayment of any portion of the Debt secured byea hot prohibited hereunder on the asset whithdassubject of such sale, and (ii) taxes
paid or reasonably estimated to be payable asult Fssuch asset sale.

“Net Income” means fiscal year-to-date after-tax net income feomtinuing operations, including extraordinarysies but excluding
extraordinary gains, all as determined in accordamith GAAP.

“Net Loss” means fiscal year-to-date after-tax net loss fromtiouing operations as determined in accordante GAAP.
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“Officer” means with respect to the Borrower, an officeh& Borrower is a corporation, a manager if the 8war is a limited liability
company, or a partner if the Borrower is a partnigrs

“OFAC” is defined in Section 6.12(c).

“Overadvance” means the amount, if any, by which the outstangiigcipal balance of the Revolving Note is in exxefthe then-
existing Borrowing Base.

“Owned Intellectual Property” is defined in Section 5.11 (a).

“Owner” means with respect to the Borrower, each Persoimfpéegal or beneficial title to an ownership irgstin the Borrower or a
right to acquire such an interest.

“Pension Plan” means a pension plan (as defined in Section 3(ERISA) maintained for employees of the Borroweany ERISA
Affiliate and covered by Title IV of ERISA.

“Permitted Lien” and“Permitted Liens” are defined in Section 6.3(a).

“Person” means any individual, corporation, partnershimtjeienture, limited liability company, associatigmint-stock company, trus
unincorporated organization or government or argnay or political subdivision thereof.

“Plan” means, if applicable, an employee benefit plardéimed in Section 3(3) of ERISA) maintained forgayees of the Borrower
or any ERISA Affiliate.

“Premises” means all locations where the Borrower conductisutsness or has any rights of possession, indauttiie locations legally
described irExhibit C attached hereto.

“Prime Rate” means at any time the rate of interest most recantiounced by the Lender at its principal offiseta Prime Rate, with
the understanding that the Prime Rate is one ofd¢ineler’'s base rates, and serves as the basiswipon effective rates of interest are
calculated for those loans making reference theestd is evidenced by the recording thereof in sotdrnal publication or publications as -
Lender may designate. Each change in the rateereist shall become effective on the date eachePRate change is announced by the
Lender.

“Reportable Event” means a reportable event (as defined in SectioB 4DERISA), other than an event for which the 2@-dotice
requirement under ERISA has been waived in reguiatissued by the Pension Benefit Guaranty Corjoorat

“Revolving Advance” is defined in Section 2.1.

“Revolving Note” means the Borrower’s revolving promissory note giédg to the order of the Lender in substantialeyfiirm of
Exhibit A hereto, as same may be renewed and andefnal® time to time, and all replacements thereto.
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“Security Documents” means this Agreement, the Wholesale Lockbox ante€ain Account Agreement, and any other document
delivered to the Lender from time to time to sedheeIndebtedness.

“Security Interest” is defined in Section 3.1.

“Subordinated Creditors” means Newtek Business Services, Inc., Wilshire Nevk Partners IV, LLC, Wilshire New York Partners
V, LLC, Exponential of New York, LLC and every othieéerson now or in the future who agrees to subatdiindebtedness of the Borrower
held by that Person to the payment of the Indelgtssin

“Subordination Agreement” means a subordination agreement executed by a @nbtad Creditor in favor of the Lender and
acknowledged by the Borrower.

“Subsidiary” means any Person of which more than fifty perc8d%) of the outstanding ownership interests hagegeral voting
power under ordinary circumstances to elect a ntgjof the board of directors or the equivalensath Person, regardless of whether or not
at the time ownership interests of any other atesdasses shall have or might have voting powerebgon of the happening of any
contingency, is at the time directly or indirecthywned by the Borrower, by the Borrower and one orexother Subsidiaries, or by one or
more other Subsidiaries.

“Tangible Net Worth” means the sum of (i) Book Net Worth plus Subordidddebt lesshe sum of (i) due from Affiliates and
(i) other intangible assets, as defined by GAARt @hall exclude deferred financing costs).

“Termination Date” means the earliest of (i) the Maturity Date, (ii¢ tdate the Borrower terminates the Credit Fagitity(iii) the date
the Lender demands payment of the Indebtednesswinly an Event of Default, pursuant to Section 7.2

“UCC” means the Uniform Commercial Code in effect instae designated in this Agreement as the statsevlagvs shall govern tr
Agreement, or in any other state whose laws am toejjovern this Agreement or any portion of thggrdement.

“Ultimate Debtor” means any client of Borrower from whom Borrower haschased such Ultimate Debtor’s accounts recéiab
connection with a factoring arrangement betweenrdeer and Ultimate Debtor.

“Ultimate Debtor Accounts” means the accounts receivable of an Ultimate Dab#drare purchased by Borrower.

“Ultimate Debtor Customer” means the customer of an Ultimate Debtor obligatatie Ultimate Debtor on an Ultimate Debtor
Account.

“Unused Amount” is defined in Section 2.7(b).

“Wholesale Lockbox and Collection Account Agreemerit means the Wholesale Lockbox and Collection Accéwgreement by and
between the Borrower and the Lender.
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Section 1.2 Other Definitional Terms; Rules of tptetation. The words “hereof”, “herein” and “hereunder” andrds of similar
import when used in this Agreement shall refeihis Agreement as a whole and not to any partiquiavision of this Agreement. All
accounting terms not otherwise defined herein lla@eaneanings assigned to them in accordance witARGAll terms defined in the UCC
and not otherwise defined herein have the mearsdagigned to them in the UCC. References to Arti@estions, subsections, Exhibits,
Schedules and the like, are to Articles, Sectionbsaibsections of, or Exhibits or Schedules att¢bgethis Agreement unless otherwise
expressly provided. The words “include”, “includesid “including” shall be deemed to be followedtbg phrase “without limitation”.
Unless the context in which used herein otherwisarty requires, “or” has the inclusive meaningresgnted by the phrase “and/or”. Defined
terms include in the singular number the plural Enithe plural number the singular. Reference pagreement (including the Loan
Documents), document or instrument means such mgete document or instrument as amended or modifiedin effect from time to time
in accordance with the terms thereof (and, if agtile, in accordance with the terms hereof andther Loan Documents), except where
otherwise explicitly provided, and reference to @ngmissory note includes any promissory note wksam extension or renewal thereof or a
substitute or replacement therefor. Reference ydam, rule, regulation, order, decree, requirempalicy, guideline, directive or
interpretation means as amended, modified, codifegalaced or reenacted, in whole or in part, aneffect on the determination date,
including rules and regulations promulgated thedeun

Avrticle 2
AMOUNT AND TERMS OF THE CREDIT FACILITY

Section 2.1 Revolving Advance3he Lender agrees, subject to the terms and tionsliof this Agreement, to make advances (“
Revolving Advances’) to the Borrower from time to time from the ddkat all of the conditions set forth in 4.1 arefad (the “Funding
Date ") to and until (but not including) the Terminati@ate in an amount not in excess of the MaximunelAmount. The Lender shall have
no obligation to make a Revolving Advance to theeekthat the amount of the requested Revolvingahde exceeds Availability. The
Borrower’s obligation to pay the Revolving Advanasll be evidenced by the Revolving Note and dfeBecured by the Collateral. Within
the limits set forth in this Section 2.1, the Baves may borrow, prepay pursuant to Section 2.18,raborrow.

Section 2.2 Procedures for Requesting Advanddee Borrower shall comply with the following pextures in requesting Revolving
Advances:

(a) Type of Advances. Each Advance shall be funded as a Floating RdiaAce.

(b) Time for Requests. The Borrower shall request each Advance not then the Cut-off Time on the Business Day
immediately preceding the Business Day on whichAtieance is to be made. Each request that conftortise terms of this Agreement
shall be effective upon receipt by the Lender, Idtwain writing or by telephone or telecopy transsiwn, and shall be confirmed in
writing by the Borrower if so requested by the Lendy (i) an Officer of the Borrower; or (ii) a Ben designated as the Borrower’s
agent by an
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Officer of the Borrower in a writing delivered te Lender; or (iii) a Person whom the Lender reabbnbelieves to be an Officer of 1
Borrower or such a designated agent. The Borrohalt eepay all Advances even if the Lender doesrecgive such confirmation and
even if the Person requesting an Advance was rfacirauthorized to do so. Any request for an Adeanvhether written or telephonic,
shall be deemed to be a representation by the Berrthat the conditions set forth in Section 4.2enbeen satisfied as of the time of
request.

(c) Disbursement. Upon fulfillment of the applicable conditions $etth in Article IV, the Lender shall disburse theceeds of
the requested Advance by crediting the same t8timeower’'s demand deposit account maintained viighltender unless the Lender
and the Borrower shall agree in writing to anotimanner of disbursement.

Section 2.3ntentionally Omitted .
Section 2.4ntentionally Omitted .
Section 2.9ntentionally Omitted .

Section 2.6 Interest; Default Interest Rate; Aggiian of Payments; Participations; Usury

(&) Interest . Except as provided in Section 2.6(d) and Se@i6fg), the principal amount of each Advance shedir interest as a
Floating Rate Advance.

(b) Intentionally Omitted .

(c) Minimum Interest Charge . In the event the average closing daily unpaidmegs of all Revolving Advances (excluding any
Overadvance) hereunder during any calendar monésssthan $2,000,000, the Borrower shall pay #der a minimum loan fee at a
rate per annum equal to the Floating Rate on thmuatrby which $2,000,000 exceeds such daily unpaldnces. Such fee shall be
charged to the Borrower’s account on the first dbgach month with respect to the prior month.

(d) Default Interest Rate. At any time during any Default Period or followithe Termination Date, in the Lender’s sole
discretion and without waiving any of its otherhig or remedies, the principal of the Revolvingestall bear interest at the Default
Rate or such lesser rate as the Lender may deterefiiective as of the first day of the month iniethany Default Period begins
through the last day of such Default Period, or simyrter time period that the Lender may deterniiine. decision of the Lender to
impose a rate that is less than the Default Rate not impose the Default Rate for the entire toreof the Default Period shall be
made by the Lender in its sole discretion and sia@lbe a waiver of any of its other rights and edias, including its right to
retroactively impose the full Default Rate for #ntirety of any such Default Period or followingtifiermination Date.

(e) Application of Payments. Payments shall be applied to the IndebtednesseoBusiness Day of receipt by the Lender in the
Lender’s general account, but the amount of pralgiaid shall continue to accrue interest at ther@st rate applicable under the terms
of
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this Agreement from the calendar day the Lendegives the payment, and continuing through the énideosecond Business Day
following receipt of the payment.

(f) Participations. If any Person shall acquire a participation in Altvances or the Obligation of Reimbursement, ther@®woer
shall be obligated to the Lender to pay the fulbant of all interest calculated under this Secfidh along with all other fees, charges
and other amounts due under this Agreement, reggadl such Person elects to accept interest eghact to its participation at a lower
rate than that calculated under this Section 2.6tleerwise elects to accept less than its pratagae of such fees, charges and other
amounts due under this Agreement.

(9) Usury. In any event no rate change shall be put into effdxich would result in a rate greater than thehbij rate permitted t
law. Notwithstanding anything to the contrary caméa in any Loan Document, all agreements whidhegihow are or which shall
become agreements between the Borrower and theeLanel hereby limited so that in no contingencgwent whatsoever shall the to
liability for payments in the nature of interesdd#ional interest and other charges exceed thécae limits imposed by any
applicable usury laws. If any payments in the retfrinterest, additional interest and other chaurgade under any Loan Document are
held to be in excess of the limits imposed by gopliaable usury laws, it is agreed that any sucbwamhheld to be in excess shall be
considered payment of principal hereunder, andnitiebtedness evidenced hereby shall be reduceddbyasmount so that the total
liability for payments in the nature of interesdd#ional interest and other charges shall not eddbe applicable limits imposed by any
applicable usury laws, in compliance with the desiof the Borrower and the Lender. This provisioallsnever be superseded or wai
and shall control every other provision of the L&zctuments and all agreements between the Borramgthe Lender, or their
successors and assigns.

Section 2.7 Fees

(a) Origination Fee. The Borrower shall pay the Lender a fully earned aon- refundable origination fee of $75,000, doé a
payable in three (3) equal monthly installments, fitst due upon the execution of this Agreemedre,gecond due 30 days after the
execution of this Agreement and the third due 8@sdsdter the execution of this Agreement.

(b) Unused Line FeeFor the purposes of this Section 2.7(l)nused Amount” means the Maximum Line Amount reduced by
outstanding Revolving Advances. The Borrower agtegmy to the Lender an unused line fee at treeahibne-quarter of one percent
(0.25%) per annum on the average daily Unused Amfoom the date of this Agreement to and including Termination Date, due a
payable monthly in arrears on the first day ofriienth and on the Termination Date.

(c) Monthly Monitoring Fee. The Borrower agrees to pay to the Lender a momttdyitoring fee in the amount of $250 per
month, due and payable monthly in arrears on tiseday of each month and on the Termination Date.
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(d) Collateral Exam Fees.

(i) The Borrower shall pay the Lender fees in carioa with any collateral exams, audits or insp@tsi conducted by or on
behalf of the Lender of any Collateral or the Bareo's operations or business at the rates estallifiom time to time by the
Lender as its collateral exam fees (which feesareently $950 per day per collateral examinerktbgr with all actual out-of-
pocket costs and expenses incurred in conductipgach collateral examination or inspection. Notsianding the foregoing,
Lender agrees that, so long as no Default has mmtuBorrower shall not be required to pay for mihan four (4) such exams
during the first year following the Funding Date.

(i) The Lender may, from time to time, engageiedtiparty to calculate ineligible collateral foretipurposes of the
Borrowing Base and to perform certain other cotltenonitoring services. The Lender currently m&E Collateral Services, Inc.
for such purpose. The Borrower shall pay the Lemdenitial set-up fee of $1000 for such servicd ahall, in addition, pay the
Lender a monthly fee at the rates established fiora to time by Collateral Services, Inc. to cothex cost thereof (which fees are
currently $100.)

(e) Termination and Line Reduction Feeslf (i) the Lender terminates the Credit Facilityrithg a Default Period, or if (ii) the
Borrower terminates or reduces the Credit Faailitya date prior to the Maturity Date, then the Baer shall pay the Lender as
liquidated damages and not as a penalty a terrmmétie in an amount equal to a percentage of therMan Line Amount (or the
reduction of the Maximum Line Amount, as the casg ipe) calculated as follows: (A) three percent#ithe termination or reductic
occurs on or before the first anniversary of thading Date; and (B) one percent (1%) if the termigraor reduction occurs after the
first anniversary of the Funding Date, but on diobethe second anniversary of the Funding Date.

(f) Overadvance FeesThe Borrower shall pay an Overadvance fee in theusrinof $500.00 for each day or portion thereofruy
which an Overadvance exists, regardless of hovDtheradvance arises or whether or not the Overadvaas been agreed to in adve
by the Lender. The acceptance of payment of anddwvance fee by the Lender shall not be deemednstibate either consent to the
Overadvance or a waiver of the resulting Event efdDIt, unless the Lender specifically consenth¢oOveradvance in writing and
waives the Event of Default on whatever condititresLender deems appropriate.

(9) Other Fees and ChargesThe Lender may from time to time impose additidieals and charges as consideration for Advance:
made in excess of Availability or for other evetthtat constitute an Event of Default or a Defauleluader, including fees and charges
for the administration of Collateral by the Lendand fees and charges for the late delivery ofntepahich may be assessed in the
Lender’s sole discretion on either an hourly, pdigpor flat fee basis, and in lieu of or in adaiitito imposing interest at the Default
Rate.

Section 2.8 Time for Interest Payments; PaymerfomBusiness Days; Computation of Interest and Fees

(a) Time For Interest Payments.Accrued and unpaid interest shall be due and payabthe first day of each month and on the
Termination Date (each dmterest Payment Date” ), or if any such day is not a Business Day, omiine succeeding Business
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Day. Interest will accrue from the most recent daterhich interest has been paid or, if no intehest been paid, from the date of
advance to the Interest Payment Date. If an Int&agment Date is not a Business Day, payment bhathiade on the next succeeding
Business Day.

(b) Payment on Non-Business Day$Vhenever any payment to be made hereunder shsthbe to be due on a day which is not
a Business Day, such payment may be made on theuneceeding Business Day, and such extensiomefghall in such case be
included in the computation of interest on the Athes or the fees hereunder, as the case may be.

(c) Computation of Interest and Feesinterest accruing on the outstanding principal hedaof the Advances and fees hereunder
outstanding from time to time shall be computedtanbasis of actual number of days elapsed in aofeéz60 days.

Section 2.9 Lockbox and Collateral Account; SweEbunds.
(a) Lockbox and Collateral Account.

(i) The Borrower shall instruct all account debttwrpay all Accounts directly to the Lockbox. Ihtwithstanding such
instructions, the Borrower receives any paymentdasounts, the Borrower shall deposit such paymigitsthe Collateral
Account. The Borrower shall also deposit all ott@sh proceeds of Collateral regardless of sourcatoire directly into the
Collateral Account. Until so deposited, the Borrowkall hold all such payments and cash proceettashfor and as the property
of the Lender and shall not commingle such propeitly any of its other funds or property. All defiesn the Collateral Account
shall constitute proceeds of Collateral and shatllconstitute payment of the Indebtedness.

(i) All items deposited in the Collateral Accouwsttall be subject to final payment. If any such iismeturned uncollected,
the Borrower will immediately pay the Lender, ay; ftems deposited in the Collateral Account, taakbmaintaining such
account, the amount of that item, or such bantsatiscretion may charge any uncollected item éoBhrrower’s commercial
account or other account. The Borrower shall Haldias an endorser on all items deposited in tHat@ol Account, whether or
not in fact endorsed by the Borrower.

(b) Sweep of FundsThe Lender shall from time to time, in accordandgawhe Wholesale Lockbox and Collection Account
Agreement, cause funds in the Collateral Accoutlitetdransferred to the Lender’s general accounpdgment of the Indebtedness.
Amounts deposited in the Collateral Account shatllme subject to withdrawal by the Borrower, excaer payment in full and
discharge of all Indebtedness.

Section 2.10 Voluntary Prepayment; Terminationhef Credit Facility by the BorrowerExcept as otherwise provided herein, the
Borrower may prepay the Advances in whole at amgtor from time to time in part. The Borrower meayntinate the Credit Facility at any
time if it (i) gives the Lender at least 90 daysaute written notice prior to the proposed TermamaDate, and (ii) pays the Lender applic:
termination, prepayment and contracted
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funds breakage fees in accordance with the terrttaofAgreement. If the Borrower terminates thedtrEacility, all Indebtedness shall be
immediately due and payable, and if the Borrowgegithe Lender less than the required 90 days adwaritten notice, then the interest rate
applicable to borrowings evidenced by the Revolhage shall be the Default Rate for the periodmitcommencing 90 days prior to the
proposed Termination Date through the date that&meler actually receives such written noticeh&f Borrower does not wish the Lender to
consider renewal of the Credit Facility on the ndetturity Date, then the Borrower shall give thentler at least 90 days written notice prior
to the Maturity Date that it will not be requestiremewal. If the Borrower fails to give the Lenderch timely notice, then the interest rate
applicable to borrowings evidenced by the Revolilge shall be the Default Rate for the periodmitcommencing 90 days prior to the
Maturity Date through the date that the Lender abtueceives such written notice.

Section 2.11 Mandatory Prepaymefithout notice or demand, if the sum of the aursling principal balance of the Revolving
Advances shall at any time exceed the BorrowingeBtse Borrower shall (i) first, immediately prepghag Revolving Advances to the extent
necessary to eliminate such excess; and (ii) pgyment in full of the Revolving Advances is instiint to eliminate such excess, pay to the
Lender in immediately available funds an amounta¢tmthe remaining excess. Any voluntary or maogaprepayment received by the
Lender may be applied to the Indebtedness, in stddr and in such amounts as the Lender in itsdistgetion may determine from time to
time.

Section 2.12 Revolving Advances to Pay IndebtednBsdwithstanding the terms of Section 2.1, thedesmmay, in its discretion at a
time or from time to time, without the Borrowersquest and even if the conditions set forth iniSect.2 would not be satisfied, make a
Revolving Advance in an amount equal to the portibthe Indebtedness from time to time due and playa

Section 2.13 Use of ProceedEhe Borrower shall use the proceeds of Advaneespay indebtedness to Exponential of New York,
LLC and for ordinary working capital purposes.

Section 2.14 Liability RecordsThe Lender may maintain from time to time, atiscretion, records as to the Indebtedness. Atleen
made on any such record shall be presumed cométthe Borrower establishes the contrary. Upanltender’'s demand, the Borrower will
admit and certify in writing the exact principallwace of the Indebtedness that the Borrower theertssto be outstanding. Any billing
statement or accounting rendered by the Lendel lsbaonclusive and fully binding on the Borrowetass the Borrower gives the Lender
specific written notice of exception within 30 dafser receipt.

Article 3
SECURITY INTEREST; OCCUPANCY; SETOFF

Section 3.1 Grant of Security Intere§the Borrower hereby pledges, assigns and grarketLender, a lien and security interest
(collectively referred to as ti&ecurity Interest”) in the Collateral, as security for the payment pedormance of: (a) all present and future
Indebtedness of the Borrower to the Lender; (bphligations of the Borrower and rights
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of the Lender under this Agreement; and (c) alspre and future obligations of the Borrower tolteader of other kinds. Upon request by
the Lender, the Borrower will grant to the Lendeseaurity interest in all commercial tort claimatthe Borrower may have against any
Person.

Section 3.2 Notification of Account Debtors and @tlbligors. The Lender may at any time (whether or not a DleReriod then
exists) notify any account debtor (including, withdimitation, any Ultimate Debtor Customer) or etliPerson obligated to pay the amount
due that such right to payment has been assignedrmferred to the Lender for security and shalphid directly to the Lender. The
Borrower will join in giving such naotice if the Lder so requests. At any time after the BorrowaherLender gives such notice to an account
debtor or other obligor, the Lender may, but neetin the Lender’'s name or in the Borrower’s nademand, sue for, collect or receive any
money or property at any time payable or receivablaccount of, or securing, any such right to paytnor grant any extension to, make any
compromise or settlement with or otherwise agregaive, modify, amend or change the obligationsl@iding collateral obligations) of any
such account debtor or other obligor. The Lendey,imathe Lender’s name or in the Borrower’s naagethe Borrower’s agent and attorney-
in-fact, notify the United States Postal Serviceliange the address for delivery of the Borrowerds! to any address designated by the
Lender, otherwise intercept the Borrower’'s maik] aeceive, open and dispose of the Borrower’s ragjplying all Collateral as permitted
under this Agreement and holding all other mailtfar Borrower’s account or forwarding such maittte Borrower’s last known address.

Section 3.3 Assignment of Insurancés additional security for the payment and parfance of the Indebtedness, the Borrower hereby
assigns to the Lender any and all monies (inclugiogeeds of insurance and refunds of unearnedipnesh due or to become due under,
all other rights of the Borrower with respect toyand all policies of insurance now or at any timeeeafter covering the Collateral or any
evidence thereof or any business records or vadyadgbers pertaining thereto, and the Borrower lyedébcts the issuer of any such policy to
pay all such monies directly to the Lender. At &ime, whether or not a Default Period then exists,Lender may (but need not), in the
Lender’s name or in the Borrower’s name, executedeliver proof of claim, receive all such moniesdorse checks and other instruments
representing payment of such monies, and adjtigate, compromise or release any claim againsistheer of any such policy. Any monies
received as payment for any loss under any inserpolicy mentioned above (other than liability iresace policies) or as payment of any
award or compensation for condemnation or takinginynent domain, shall be paid over to the Lenddret applied, at the option of the
Lender, either to the prepayment of the Indebtesineshall be disbursed to the Borrower under st@aggment terms reasonably satisfactory
to the Lender for application to the cost of repaieplacements, or restorations. Any such repapacements, or restorations shall be
effected with reasonable promptness and shall aevafue at least equal to the value of the itenmaperty destroyed prior to such damage
or destruction.

Section 3.4 Occupancy

(a) The Borrower hereby irrevocably grants to teader the right to take exclusive possession oPtieenises at any time during
Default Period without notice or consent.
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(b) The Lender may use the Premises only to hotztgss, manufacture, sell, use, store, liquidatdize upon or otherwise
dispose of goods that are Collateral and for oplueposes that the Lender may in good faith deebetelated or incidental purposes.

(c) The Lender’s right to hold the Premises shadlse and terminate upon the earlier of (i) paynmefuil and discharge of all
Indebtedness and termination of the Credit Facitibd (ii) final sale or disposition of all goodsnstituting Collateral and delivery of i
such goods to purchasers.

(d) The Lender shall not be obligated to pay ooaat for any rent or other compensation for thespesion, occupancy or use of
any of the Premises; providetiowever, that if the Lender does pay or account for amy o& other compensation for the possession,
occupancy or use of any of the Premises, the Baralvall reimburse the Lender promptly for the &miount thereof. In addition, the
Borrower will pay, or reimburse the Lender for, talkes, fees, duties, imposts, charges and expahsey time incurred by or imposed
upon the Lender by reason of the execution, delivexistence, recordation, performance or enforecgrokthis Agreement or the
provisions of this Section 3.4.

Section 3.5 LicenseWithout limiting the generality of any other Seity Document, the Borrower hereby grants to thader a non-
exclusive, worldwide and royalty-free license te as otherwise exploit all Intellectual PropertygRtis of the Borrower for the purpose of
selling, leasing or otherwise disposing of anylbCallateral during any Default Period.

Section 3.6 Financing Statemerithe Borrower authorizes the Lender to file frame to time, such financing statements against
collateral described as “all personal property"ail assets” or describing specific items of cadlat including commercial tort claims as the
Lender deems necessary or useful to perfect theriBetterest. All financing statements filed befdhe date hereof to perfect the Security
Interest were authorized by the Borrower and areliyere-authorized. A carbon, photographic or oteproduction of this Agreement or of
any financing statements signed by the Borrowsufficient as a financing statement and may be file a financing statement in any state to
perfect the security interests granted herebyttismpurpose, the Borrower represents and warthatshe following information is true and
correct:

Name and address of Debtor:

CDS Business Services, Inc.

60 Hempstead Ave., ®6Floor

West Hempstead, NY 11552

Federal Employer Identification No. 20-1413049
Organizational Identification No. 3827143

Name and address of Secured Party:

Wells Fargo Bank, National Association
119 West 40th Street, 16th Floor
New York, New York 10018-2500
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Section 3.7 Setoff The Lender may at any time or from time to tiraeits sole discretion and without demand and withmotice to
anyone, setoff any liability owed to the Borrowgrthe Lender, whether or not due, against any @hbg, whether or not due. In addition,
each other Person holding a participating intareaty Indebtedness shall have the right to appatsor setoff any deposit or other liability
then owed by such Person to the Borrower, whethaobdue, and apply the same to the payment dffsaiticipating interest, as fully as if
such Person had lent directly to the Borrower thewnt of such participating interest.

Section 3.8 CollateralThis Agreement does not contemplate a sale afiats, contract rights or chattel paper, and, esiged by law,
the Borrower is entitled to any surplus and stethain liable for any deficiency. The Lender’s dafycare with respect to Collateral in its
possession (as imposed by law) shall be deematifdlif it exercises reasonable care in physickégping such Collateral, or in the case of
Collateral in the custody or possession of a baiteather third Person, exercises reasonable naheiselection of the bailee or other third
Person, and the Lender need not otherwise pregeect, insure or care for any Collateral. Theder shall not be obligated to preserve
rights the Borrower may have against prior partesealize on the Collateral at all or in any afar manner or order or to apply any cash
proceeds of the Collateral in any particular omfesipplication. The Lender has no obligation taoleip or otherwise prepare the Collateral
for sale. The Borrower waives any right it may h&weequire the Lender to pursue any third Persomafy of the Indebtedness.

Avrticle 4
CONDITIONS OF LENDING

Section 4.1 Conditions Precedent to the Initial &uves The Lender’s obligation to make the initial Adeas shall be subject to the
condition precedent that the Lender shall haveivedeall of the following, each properly executedthe appropriate party and in form and
substance satisfactory to the Lender:

(a) This Agreement.
(b) The Revolving Note.
(c) Copies of all documents relating to Ultimatebize Accounts that Lender may request.

(d) A true and correct copy of any and all leasespant to which the Borrower is leasing the Presjisogether with a landlord’s
disclaimer and consent with respect to each swsele

(e) A true and correct copy of any and all mortgagearsuant to which the Borrower has mortgagedPteenises, together with a
mortgagee’s disclaimer and consent with respeeatd such mortgage.
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(f) A true and correct copy of any and all agreetaguirsuant to which the Borrower’s property ishia possession of any Person
other than the Borrower, together with, in the aafsgny goods held by such Person for resale,gresignee’s acknowledgment and
waiver of Liens, (ii) UCC financing statements stiffint to protect the Borrower’s and the Lendentiests in such goods, and
(iii) UCC searches showing that no other securetyhes filed a financing statement against sualsdte(other than relating to
Permitted Liens) and covering property similarite Borrower’s other than the Borrower, or if therists any such secured party,
evidence that each such secured party has recedtee from the Borrower and the Lender sufficienprotect the Borrower’s and the
Lender’s interests in the Borrower’s goods from alaym by such secured party.

(9) Reserved.

(h) A true and correct copy of any and all agreeisiparsuant to which the Borrower’s property ishia possession of any Person
other than the Borrower, together with, (i) an amkledgment and waiver of Liens from each subcotdragho has possession of the
Borrower’s goods from time to time, (ii) UCC findng statements sufficient to protect the Borrowearisl the Lender’s interests in such
goods, and (iii) UCC searches showing that no atkeured party has filed a financing statementrogeuch Person’s property other
than the Borrower, or if there exists any such smtparty, evidence that each such secured pastyelcaived notice from the Borrower
and the Lender sufficient to protect the Borrowainsl the Lender’s interests in the Borrower’s gdools any claim by such secured

party.
() Reserved.
() Reserved.
(k) The Wholesale Lockbox and Collection Accountrégment.
(I) Control agreements with each bank at whichBberower maintains deposit accounts.
(m) Reserved.
(n) Reserved.
(o) Reserved.
(p) The Subordination Agreements.

(q) Current searches of appropriate filing offisbewing that (i) no Liens have been filed and reniaieffect against the Borrow
except Permitted Liens or Liens held by Persons k@ agreed in writing that upon receipt of prolseaf the initial Advances, they
will satisfy, release or terminate such Liens manner satisfactory to the Lender, and (ii) thedesrhas duly filed all financing
statements necessary to perfect the Security Bitdrethe extent the Security Interest is capableeing perfected by filing.
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(r) A certificate of the Borrower’s Secretary orsigtant Secretary certifying that attached to suartificate are (i) the resolutions
of the Borrower’s Directors and, if required, Ows\euthorizing the execution, delivery and perfaroeaof the Loan Documents,
(i) true, correct and complete copies of the Bameds Constituent Documents, and (iii) exampleghef signatures of the Borrower’s
Officers or agents authorized to execute and detheLoan Documents and other instruments, agrnetsnaad certificates, including
Advance requests, on the Borrower’s behalf.

(s) A current certificate issued by the Secretdr@tate of Delaware, certifying that the Borrow®iri compliance with all
applicable organizational requirements of the Stafeelaware.

(t) Evidence that the Borrower is duly licensedjoalified to transact business in all jurisdictiavisere the character of the
property owned or leased or the nature of the lessitransacted by it makes such licensing or aeetibn necessary.

(u) A certificate of an Officer of the Borrower daming, in his personal capacity, the representatiand warranties set forth in
Article V.

(v) Reserved.

(w) Certificates of the insurance required hereanaéh all hazard insurance containing a lengléoss payable endorsement in
Lender’s favor and with all liability insurance nang the Lender as an additional insured.

(x) The separate Guaranty of each Guarantor, patsaavhich each Guarantor unconditionally guarastie full and prompt
payment of all Indebtedness.

(y) A waiver of interest issued by the spouse @hdadividual Guarantor, waiving any and all intgrbe or she may have in the
assets disclosed to the Lender in the financi&stants of that Guarantor and in any future eamorgassets acquired by that
Guarantor.

(z) An opinion of counsel of Borrower, addresseth® Lender.

(aa) Payment of all fees due under the terms sfAlgreement through the date of the initial Advaraca payment of all expenses
incurred by the Lender through such date and tieatejuired to be paid by the Borrower under thgse&ment.

(bb) Evidence that after making the initial RevalyiAdvance, and satisfying all trade payables aldan 90 days from invoice
date, book overdrafts and closing costs, Availgbghall be not less than $1,000,000.

(cc) A Customer Identification Information form aadch other forms and verification as the Lendey need to comply with the
U.S.A. Patriot Act.

(dd) Intentionally omitted.
(ee) Such other documents as the Lender in itsdisteetion may require.
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Section 4.2 Conditions Precedent to All Advanc&he Lender’s obligation to make each Advancel dfebubject to the further
conditions precedent that:

(a) the representations and warranties containédgiticle V are correct on and as of the date ohs@idvance as though made on
and as of such date, except to the extent thatsyrhsentations and warranties relate solely teaalier date; and

(b) no event has occurred and is continuing beybadexpiration of all applicable grace and/or queeods, or would result from
such Advance which constitutes a Default or an EvéDefault.

Article 5
REPRESENTATIONS AND WARRANTIES
The Borrower represents and warrants to the Leasléollows:

Section 5.1 Existence and Power; Name; Chief Exez@ffice; Inventory and Equipment Locations; Fedd&mployer Identification
Number and Organizational Identification Num. The Borrower is a corporation, duly organizedidha existing and in good standing unt
the laws of the State of Delaware and is duly l&ehor qualified to transact business in all jucdns where the character of the property
owned or leased or the nature of the businessatctet by it makes such licensing or qualificatiecessary. The Borrower has all requisite
power and authority to conduct its business, to @s/properties and to execute and deliver, argetéorm all of its obligations under, the
Loan Documents. During its existence, the Borrolas done business solely under the names setiridithedule 5.1. The Borrower’s chief
executive office and principal place of businedeéated at the address set forth in Scheduleabd all of the Borrower’s records relating to
its business or the Collateral are kept at thaitioa. All Inventory and Equipment is located adttlocation or at one of the other locations
listed in Schedule 5.1. The Borrower’s federal esypt identification number and organization idéatifion number are correctly set forth in
Section 3.6.

Section 5.2 CapitalizationSchedule 5.2 constitutes a correct and comgkdteflall ownership interests of the Borrower aigghts to
acquire ownership interests including the recorddm number of interests and percentage inteogstsfully diluted basis and an
organizational chart showing the ownership strietfrall Subsidiaries of the Borrower.

Section 5.3 Authorization of Borrowing; No Conflia$ to Law or Agreementshe execution, delivery and performance by the
Borrower of the Loan Documents and the borrowimgmftime to time hereunder have been duly authdrigeall necessary corporate action
and do not and will not (i) require any consenapproval of the Borrower’'s Owners; (ii) require athorization, consent or approval by, or
registration, declaration or filing with, or notit®, any governmental department, commission, hdangau, agency or instrumentality,
domestic or foreign, or any third party, exceptrsaathorization, consent, approval, registratic@glaration, filing or notice as has been
obtained, accomplished or given prior to the datebf; (iii) violate any provision of any law, rute regulation (including Regulation X of 1
Board of Governors of the Federal Reserve Systeml any order, writ,
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injunction or decree presently in effect having laggbility to the Borrower or of the Borrowexr'Constituent Documents; (iv) result in a bre
of or constitute a default under any indentureoanlor credit agreement or any other material agee¢ lease or instrument to which the
Borrower is a party or by which it or its propestimay be bound or affected; or (v) result in, @uiee, the creation or imposition of any Lien
(other than the Security Interest) upon or withpegs to any of the properties now owned or hereaftquired by the Borrower.

Section 5.4 Legal Agreement$his Agreement constitutes and, upon due exeatimyothe Borrower, the other Loan Documents will
constitute the legal, valid and binding obligatiaishe Borrower, enforceable against the Borrowexccordance with their respective terms.

Section 5.5 Subsidiarie€Except as set forth in Schedule 5.5 hereto, threddver has no Subsidiaries.

Section 5.6 Financial Condition; No Adverse Changke Borrower has furnished to the Lender itsrima#ly-prepared financial
statements for its fiscal year ended December @26 2nd those statements fairly present the Bomeviieancial condition on the dates
thereof and the results of its operations and flagls for the periods then ended and were prepiaradcordance with GAAP. Since the date
of the most recent financial statements, therebleas no change in the Borrower’s business, pragseoti condition (financial or otherwise)
which has had a Material Adverse Effect.

Section 5.7 Litigation There are no actions, suits or proceedings pgralinto the Borrower’s knowledge, threatened agjain
affecting the Borrower or any of its Affiliates tire properties of the Borrower or any of its AHiks before any court or governmental
department, commission, board, bureau, agencystnuimentality, domestic or foreign, which, if deténed adversely to the Borrower or any
of its Affiliates, would have a Material Adversef&dt on the financial condition, properties or @giems of the Borrower or any of its
Affiliates.

Section 5.8 Regulation UThe Borrower is not engaged in the business trebng credit for the purpose of purchasing oryéag
margin stock (within the meaning of Regulation Ulté Board of Governors of the Federal ReserveeBystand no part of the proceeds of
any Advance will be used to purchase or carry aaygin stock or to extend credit to others for theppse of purchasing or carrying any
margin stock.

Section 5.9 TaxesThe Borrower and its Affiliates have paid or cadiso be paid to the proper authorities when dukedgral, state and
local taxes required to be withheld by each of thehe Borrower and its Affiliates have filed albieral, state and local tax returns which to
the knowledge of the Officers of the Borrower oy #ffiliate, as the case may be, are required tiled, and the Borrower and its Affiliates
have paid or caused to be paid to the respectinegauthorities all taxes as shown on said retornsn any assessment received by any of
them to the extent such taxes have become due.

Section 5.10 Titles and Lienghe Borrower has good and absolute title to allaeral free and clear of all Liens other thannfitted
Liens. No financing statement naming the Borrovgedabtor is on file in any office except to perfeoty Permitted Liens.
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Section 5.11 Intellectual Property Rights.

(a) Owned Intellectual Property. Schedule 5.11 is a complete list of all patentpliegtions for patents, trademarks, applications
to register trademarks, service marks, applicationsgister service marks, mask works, trade dradscopyrights for which the
Borrower is the owner of record (th®wned Intellectual Property”). Except as disclosed on Schedule 5.11, (i) the Bar@wns the
Owned Intellectual Property free and clear of aditrictions (including covenants not to sue a tpady), court orders, injunctions,
decrees, writs or Liens, whether by written agresoe otherwise, (ii) no Person other than the Baer owns or has been granted any
right in the Owned Intellectual Property, (iii) &wned Intellectual Property is valid, subsistimgl &nforceable and (iv) the Borrower
has taken all commercially reasonable action nacgds maintain and protect the Owned IntellecRraperty.

(b) Agreements with Employees and ContractorsThe Borrower has entered into a legally enforcealeement with each of
employees and subcontractors obligating each seidoR to assign to the Borrower, without any addél compensation, any
Intellectual Property Rights created, discoveretheented by such Person in the course of sucloRaremployment or engagement
with the Borrower (except to the extent prohibibgdaw), and further requiring such Person to coatgewith the Borrower, without a
additional compensation, in connection with seauand enforcing any Intellectual Property Rightsréin; provided however, that the
foregoing shall not apply with respect to employaed subcontractors whose job descriptions arkeofytpe such that no such
assignments are reasonably foreseeable.

(c) Intellectual Property Rights Licensed from Others.Schedule 5.11 is a complete list of all agreementter which the
Borrower has licensed Intellectual Property Righasn another PersofiLicensed Intellectual Property”) other than readily available,
non-negotiated licenses of computer software ahdrantellectual property used solely for perforgnaccounting, word processing and
similar administrative task8Off-the-shelf Software”) and a summary of any ongoing payments the Borresvebligated to make wit
respect thereto. Except as disclosed on Schedldeagfhd in written agreements, copies of which Haen given to the Lender, the
Borrower’s licenses to use the Licensed Intellectual Prged free and clear of all restrictions, Lienyrt@rders, injunctions, decre
or writs, whether by written agreement or otherwisecept as disclosed on Schedule 5.11, the Borrsaeot obligated or under any
liability whatsoever to make any payments of a mat@ature by way of royalties, fees or otherwtizs@ny owner of, licensor of, or
other claimant to, any Intellectual Property Rights

(d) Other Intellectual Property Needed for BusinessExcept for Off-the-shelf Software and as disclosedschedule 5.11, the
Owned Intellectual Property and the Licensed latdllal Property constitute all Intellectual Propétights used or necessary to con
the Borrower’s business as it is presently conalioteas the Borrower reasonably foresees conduitting

(e) Infringement. Except as disclosed on Schedule 5.11, the Borrbagmno knowledge of, and has not received anyenrittaim
or notice alleging, any Infringement of
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another Person’s Intellectual Property Rights (idolg any written claim that the Borrower must ise or refrain from using the
Intellectual Property Rights of any third partyynm the Borrower’s knowledge, is there any theeatl claim or any reasonable basis
for any such claim.

Section 5.12 PlansExcept as disclosed to the Lender in writing ptiothe date hereof, neither the Borrower nor BRYSA Affiliate
(a) maintains or has maintained any Pension Pgrcantributes or has contributed to any MultiengploPlan or (c) provides or has provided
postretirement medical or insurance benefits with respeemployees or former employees (other tharfitsrrequired under Section 601
ERISA, Section 4980B of the IRC or applicable state). Neither the Borrower nor any ERISA Affiliatas received any notice or has any
knowledge to the effect that it is not in full coliapce with any of the requirements of ERISA, tR&€lor applicable state law with respect to
any Plan. No Reportable Event exists in conneatiith any Pension Plan. Each Plan which is intertdeglialify under the IRC is so
qualified, and no fact or circumstance exists whitdy have an adverse effect on the Plan’s tax{fipstatus. Neither the Borrower nor any
ERISA Affiliate has (i) any accumulated funding idefncy (as defined in Section 302 of ERISA andti®ec412 of the IRC) under any Plan,
whether or not waived, (ii) any liability under $iea 4201 or 4243 of ERISA for any withdrawal, galrtvithdrawal, reorganization or other
event under any Multiemployer Plan or (iii) anybiility or knowledge of any facts or circumstancdsiah could result in any liability to the
Pension Benefit Guaranty Corporation, the InteR&lenue Service, the Department of Labor or anygizaint in connection with any Plan
(other than routine claims for benefits under tlenP

Section 5.13 DefaultThe Borrower is in compliance with all provisioofsall agreements, instruments, decrees and otdavhich it is
a party or by which it or its property is boundaffected, the breach or default of which could hawaterial Adverse Effect.

Section 5.14 Environmental Matters

(a) Except as disclosed on Schedule 5.14, to teeknewledge of Borrower, after due diligence, éhare not present in, on or
under the Premises any Hazardous Substances if@utlor quantity as to create any material lidpitir obligation for either the
Borrower or the Lender under the common law of jamigdiction or under any Environmental Law, andH@zardous Substances have
ever been stored, buried, spilled, leaked, disathrgmitted or released in, on or under the Preniissuch a way as to create any such
material liability.

(b) Except as disclosed on Schedule 5.14, the B@rdas not disposed of Hazardous Substances linssomanner as to create
material liability under any Environmental Law.

(c) Except as disclosed on Schedule 5.14, there hawexisted in the past, nor are there any tbneat or impending requests,
claims, notices, investigations, demands, admatist proceedings, hearings or litigation relatimgny way to the Premises or the
Borrower, alleging material liability under, violah of, or noncompliance with any Environmental Lamany license, permit or other
authorization issued pursuant thereto.

-25-



(d) Except as disclosed on Schedule 5.14, the Bem's businesses are and have in the past alwaysdmnducted in accordance
with all Environmental Laws and all licenses, pasaind other authorizations required pursuant yoEarvironmental Law and
necessary for the lawful and efficient operatiosath businesses are in the Borrower’s possessbara in full force and effect, nor
has the Borrower been denied insurance on growtated to potential environmental liability. No pet required under any
Environmental Law is scheduled to expire withinm@nths and there is no threat that any such pevithibe withdrawn, terminated,
limited or materially changed.

(e) Except as disclosed on Schedule 5.14, the Besnaire not and never have been listed on thendafiorities List, the
Comprehensive Environmental Response, Compensatidhiability Information System or any similar &xdl, state or local list,
schedule, log, inventory or database.

(f) Intentionally Omitted.

Section 5.15 Submissions to Lendédl financial and other information provided toet Lender by or on behalf of the Borrower in
connection with the Borrower’s request for the daréatilities contemplated hereby (i) is true armtrect in all material respects, (ii) does not
omit any material fact necessary to make suchinédion not misleading and, (iii) as to projectionaluations or proforma financial
statements, presents a good faith opinion as to grgjections, valuations and proforma conditiod egsults.

Section 5.16 Financing Statemenihe Borrower has authorized the filing of finargistatements sufficient when filed to perfect the
Security Interest and the other security interestated by the Security Documents. When such fingretatements are filed in the offices
noted therein, the Lender will have a valid andgrted security interest in all Collateral whictcapable of being perfected by filing
financing statements. None of the Collateral isvitirtbecome a fixture on real estate, unless aigefit fixture filing is in effect with respect
thereto.

Section 5.17 Rights to Paymeriach right to payment and each instrument, doatinebattel paper and other agreement constituatil
evidencing Collateral is (or, in the case of atlfie Collateral, will be when arising or issued thalid, genuine and legally enforceable
obligation, subject to no defense, setoff or coratéém, of the account debtor or other obligor ndrtteerein or in the Borrower’s records
pertaining thereto as being obligated to pay sumtiyation.

Section 5.18 Financial Solvenc{oth before and after giving effect to the altlodé transactions contemplated in the Loan Docuspent
none of the Borrower or its Affiliates:

(a) Was or will be “insolvent”, as that term is dsend defined in Section 101(32) of the United &t&ankruptcy Code and
Section 2 of the Uniform Fraudulent Transfer Act;

(b) Has unreasonably small capital or is engageabout to engage in a business or a transactiontimh any remaining assets of
the Borrower or such Affiliate are unreasonably kma
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(c) By executing, delivering or performing its ofaltgons under the Loan Documents or other docuntentdiich it is a party or b
taking any action with respect thereto, intendsa,believes that it will, incur debts beyondatslity to pay them as they mature;

(d) By executing, delivering or performing its aations under the Loan Documents or other docuntemich it is a party or k
taking any action with respect thereto, intendsitaler, delay or defraud either its present orriereditors; and

(e) At this time contemplates filing a petitionbankruptcy or for an arrangement or reorganizatiogsimilar proceeding under a
law of any jurisdiction, nor, to the best knowledifehe Borrower, is the subject of any actual,dieg or threatened bankruptcy,
insolvency or similar proceedings under any lawamy jurisdiction.

Article 6
COVENANTS

So long as the Indebtedness shall remain unpattieaCredit Facility shall remain outstanding, Bagrower will comply with the
following requirements, unless the Lender shalkothise consent in writing:

Section 6.1 Reporting RequiremeniBhe Borrower will deliver, or cause to be delegrto the Lender each of the following, which
shall be in form and detail acceptable to the Lende

(a) Annual Financial Statements.As soon as available, and in any event within 9@sadter the end of each fiscal year of the
Borrower, commencing with the fiscal year ending&aber 31, 2007, the Borrower’s audited finandi@iesnents with the unqualified
opinion of independent certified public accountesgkected by the Borrower and acceptable to thel&envhich annual financial
statements shall include the Borrower’s balancetshe at the end of such fiscal year and the ektitements of the Borrower’s
income, retained earnings and cash flows for teafiyear then ended, prepared, if the Lenderqeests, on a consolidating and
consolidated basis to include any Affiliates, alféasonable detail and prepared in accordanceG#ithP, together with (i) copies of ¢
management letters prepared by such accountah;réiport signed by such accountants statingithataking the investigations
necessary for said opinion they obtained no knogédeéxcept as specifically stated, of any DefauEwent of Default and all relevant
facts in reasonable detail to evidence, and thepabations as to, whether or not the Borrower isampliance with the Financial
Covenants; and (iii) a certificate of the Borrovgechief financial officer stating that such finaactatements have been prepared in
accordance with GAAP, fairly represent the Borrdwénancial position and the results of its op&nas, and whether or not such
Officer has knowledge of the occurrence of any Dkfar Event of Default and, if so, stating in reaable detail the facts with respect
thereto.
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(b) Period Financial Statements.

(1) Quarterly Financial Statements. As soon as available and in any event within &gsdafter the end of each fiscal quarter of
Borrower, commencing with the fiscal quarter endit@rch 31, 2007, reviewed balance sheet and statsroéincome and retained earnings
of the Borrower as at the end of and for such manthfor the year to date period then ended, readeloy independent certified public
accountants selected by the Borrower and accepti@lhe Lender, prepared, if the Lender so requesta consolidating and consolidated
basis to include any Affiliates, in reasonable detad stating in comparative form the figures fioe corresponding date and periods in the
previous year, all prepared in accordance with GA&\bject to year-end audit adjustments and wtastyfrepresent the Borrowesrfinancia
position and the results of its operations; andagganied by a certificate of the Borrower’s chiefhcial officer, substantially in the form of
Exhibit B hereto stating (i) that such financial statemeantgelbeen prepared in accordance with GAAP, sutjegtarend audit adjustment
and fairly represent the Borrower’s financial piasitand the results of its operations, (ii) whetbenot such Officer has knowledge of the
occurrence of any Default or Event of Default raretofore reported and remedied and, if so, gtatimeasonable detail the facts with
respect thereto, and (iii) all relevant facts ias@nable detail to evidence, and the computatisits, avhether or not the Borrower is in
compliance with the Financial Covenants.

(2) Monthly Financial Statements. As soon as available and in any event within &gsdafter the end of each month, the
unaudited/internal balance sheet and statemeimsarfe and retained earnings of the Borrower #seaénd of and for such month and for
the year to date period then ended, preparede iE&mder so requests, on a consolidating and ddased basis to include any Affiliates, in
reasonable detail and stating in comparative fdvenfigures for the corresponding date and perindkeé previous year, all prepared in
accordance with GAAP, subject to year-end auditstdjients and which fairly represent the Borrowdiriancial position and the results of
operations; and accompanied by a certificate oBitweower’s chief financial officer, substantially the form of Exhibit B hereto stating
(i) that such financial statements have been pegpiaraccordance with GAAP, subject to year-endtadjustments, and fairly represent the
Borrower’s financial position and the results afdperations, (ii) whether or not such Officer kaswledge of the occurrence of any Default
or Event of Default not theretofore reported andedied and, if so, stating in reasonable detaifdbts with respect thereto, and (iii) all
relevant facts in reasonable detail to evidence,the computations as to, whether or not the Bogras/in compliance with the Financial
Covenants.

(c) Collateral Reports . Within 10 days after the end of each month orerfoequently if the Lender so requires, the Borndsve
accounts receivable and its accounts payable, aattalation of the Borrower’'s Accounts, and Eligi\ccounts as at the end of such
month or shorter time period.

(d) Projections. No later than the 15 days after the beginningaah fiscal year, the Borrower’s projected balasteets, income
statements, statements of cash flow and projectedability for each month of the succeeding fisgahr, each in reasonable detail.
Such items will be certified by the Officer whatlee Borrower’s chief financial officer as being test accurate projections available
and identical to the projections used by the Boawofar internal planning purposes and be delivevigd a statement of underlying
assumptions and such supporting schedules andriafam as the Lender may in its discretion require.
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(e) Supplemental Reports.

(1) Weekly, or more frequently if the Lender souiegs, the Borrower’s “daily collateral reportséceivables schedules, collection
reports, copies of invoices to account debtord(ting Ultimate Debtors), sales, credit memos aashaeceipts.

(2) Accounts receivable (including Ultimate Deb&arcounts) and accounts payable agings within 1@ d@dyhe end of each month.
Accounts receivable aging shall be submitted byBbeower electronically to Lender via its vend@nllateral Services, Inc.

(f) Litigation . Immediately after the commencement thereof, Bationriting of all litigation and of all proceedja before any
governmental or regulatory agency affecting ther®wer (i) of the type described in Section 5.141cfii) which seek a monetary
recovery against the Borrower in excess of $10,000.

(g) Defaults. When any Officer of the Borrower becomes awarthefprobable occurrence of any Default or Evereflault, anc
no later than 3 days after such Officer becomegs@wfsuch Default or Event of Default, notice o€k occurrence, together with a
detailed statement by a responsible Officer ofBberower of the steps being taken by the Borrowesure the effect thereof.

(h) Plans. As soon as possible, and in any event within&@sdfter the Borrower knows or has reason to kifavany
Reportable Event with respect to any Pension Péanolecurred, a statement signed by the Officeriwltive Borrower’s chief financial
officer setting forth details as to such Reportdblent and the action which the Borrower proposdake with respect thereto, together
with a copy of the notice of such Reportable Exerthe Pension Benefit Guaranty Corporation. Asmsa®possible, and in any event
within 10 days after the Borrower fails to make auyarterly contribution required with respect ty &ension Plan under Section 412
(m) of the IRC, the Borrower will deliver to the hé@er a statement signed by the Officer who is thed®ver’s chief financial officer
setting forth details as to such failure and th@aavhich the Borrower proposes to take with respleereto, together with a copy of ¢
notice of such failure required to be providedhe Pension Benefit Guaranty Corporation. As sogooasible, and in any event within
ten days after the Borrower knows or has reasdémaoav that it has or is reasonably expected to kawyeliability under Sections 4201
4243 of ERISA for any withdrawal, partial withdralweeorganization or other event under any Multiéogpr Plan, the Borrower will
deliver to the Lender a statement of the Borrowehief financial officer setting forth details asguch liability and the action which the
Borrower proposes to take with respect thereto.

(i) Disputes. Promptly upon knowledge thereof, notice of (iy alisputes or claims by the Borrower’s Ultimate Beb exceeding
$5,000 individually or $25,000 in the aggregateimyany fiscal year; (ii) credit memos; and (iifyagoods returned to or recovered by
the Borrower.

(j) Officers and Directors. Promptly upon knowledge thereof, notice of angrae in the persons constituting the Borrower’s
Officers and Directors.
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(k) Collateral . Promptly upon knowledge thereof, notice of argslof or material damage to any Collateral or gf substantial
adverse change in any Collateral or the prospegagfent thereof.

(1) Commercial Tort Claims . Promptly upon knowledge thereof, notice of anghomercial tort claims it may bring against any
Person, including the name and address of eachdkafg a summary of the facts, an estimate of tireddver's damages, copies of any
complaint or demand letter submitted by the Bormpwaad such other information as the Lender mavesty

(m) Intellectual Property .

(i) 30 days prior written notice of Borrower’s imteto acquire material Intellectual Property Rigletscept for transfers
permitted under Section 6.18, the Borrower willegthe Lender 30 days prior written notice of it to dispose of material
Intellectual Property Rights and upon request gtralide the Lender with copies of all proposedudnents and agreements
concerning such rights.

(i) Promptly upon knowledge thereof, notice of @)y Infringement of its Intellectual Property Rigiby others, (B) claims
that the Borrower is Infringing another Person®liectual Property Rights and (C) any threaterattellation, termination or
material limitation of its Intellectual Propertydgits.

(iii) Promptly upon receipt, copies of all regigtoms and filings with respect to its Intellectitbperty Rights.

(n) Reports to Owners. Promptly upon their distribution, copies of afldncial statements, reports and proxy statemehishvthe
Borrower shall have sent to its Owners.

(0) SEC Filings. Promptly after the sending or filing thereof, mapof all regular and periodic reports which the®wer shall
file with the Securities and Exchange Commissioary national securities exchange.

(p) Tax Returns of Borrower . As soon as possible, and in any event no latar five days after they are due to be filed, copfe
the state and federal income tax returns and bédides thereto of the Borrower.

(q) Tax Returns and Personal Financial Statements of Guantor . As soon as possible and in any event no later Apail 30t
of each year, the current personal financial statérand state and federal income tax returns drsdteddules thereto of each Guarar

(r) Violations of Law . Promptly upon knowledge thereof, notice of therBwer’s violation of any law, rule or regulatiag
non-compliance with which could have a Material Ase Effect on the Borrower.

(s) Other Reports .. From time to time, with reasonable promptnesyg,aard all receivables schedules, collection repdeposit
records, copies of invoices to account debtors,saicth other material, reports, records or inforaraéis the Lender may request.
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Section 6.2 Financial Covenants.

(&) Minimum Tangible Net Worth. The Borrower will maintain, during each period désed below, its Tangible Net Worth in
amount not less than the amount set forth for sach fiscal quarter (numbers appearing betweert ‘are negative):

Minimum Tangible

Fiscal Quarter Ending Net Worth

March 31, 200; $ 2,236,00
June 30, 200 $ 1,936,001
September 30, 20( $ 1,696,00
December 31, 20C $ 1,496,00
March 31, 200¢ $ 1,266,00
June 30, 200 $ 1,117,000
September 30, 20( $ 1,041,00
December 31, 20C $ 1,066,00

(b) Minimum Net Income. The Borrower will achieve, for each period desalibelow, Net Income (on a non-cumulative basis)
of not less than the amount set forth for each $igchl quarter (numbers appearing between “< g“raggative):

Minimum

Fiscal Quarter Ending Net Income

March 31, 200; <$400,000:
June 30, 200 <$300,000:
September 30, 20( <$240,000:
December 31, 20C <$200,000:
March 31, 200¢ <$230,000:
June 30, 200 <$150,000:
September 30, 20( <$ 75,000:
December 31, 20C $ 25,00(
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(c) Minimum Quarterly Net Cash Flow (non-cumulative). The Borrower will achieve Net Cash Flow on a nomuaiative basis
of not less than the amount set forth for each $igchl quarter (numbers appearing between “< 2“raxgative):

Minimum
Quarter Ending Net Cash Flow
March 31, 200° <$268,000:
June 30, 200 <$173,000:
September 30, 20( <$113,000:
December 31, 20C <$73,000:
March 31, 200¢ <$103,000:
June 30, 200 <$22,000:
September 30, 20( $ 55,00(
December 31, 20C $ 101,00¢(

(d) Capital Expenditures. The Borrower will not incur or contract to incur @&l Expenditures of more than $300,000 in the
aggregate during any fiscal year, of which the nariced portion cannot exceed $200,000.

(€) Minimum Availability. Borrower shall at all times maintain a minimum Awdility of not less than $25,000.

Section 6.3 Permitted Liens; Financing Statements.

(a) The Borrower will not create, incur or sufferexist any Lien upon or of any of its assets, wawned or hereafter acquired, to
secure any indebtedness; excluditmpwever, from the operation of the foregoing, the follogifeach &Permitted Lien” ;
collectively,“Permitted Liens”) :

(i) In the case of any of the Borrower’s propertyigh is not Collateral, covenants, restrictionghts, easements and minor
irregularities in title which do not materially arfere with the Borrower’s business or operatigpr@sently conducted,;

(i) Liens in existence on the date hereof anaétsnh Schedule 6.3 hereto, securing indebtednedmfoowed money
permitted under this Agreement;

(iii) The Security Interest and Liens created by 8ecurity Documents;

(iv) Purchase money Liens relating to the acquisitf machinery and equipment of the Borrower xaeeding the lesser
cost or fair market value thereof, not
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exceeding $25,000 for any one purchase or $200r00@ aggregate during any fiscal year, and sg Emino Default Period is
then in existence and none would exist immediadétlyr such acquisition; and

(v) Liens in favor of the Subordinated Creditord@ng as such Liens are subordinated to the Lierfiavor of the Lender on
terms satisfactory to Lender.

(b) The Borrower will not amend any financing stagats in favor of the Lender except as permittethiy Any authorization by
the Lender to any Person to amend financing statesie favor of the Lender shall be in writing.

Section 6.4 Indebtednes¥he Borrower will not incur, create, assume angeto exist any indebtedness or liability on asebof
deposits or advances or any indebtedness for bedamoney or letters of credit issued on the Borrtadgehalf, or any other indebtedness or
liability evidenced by notes, bonds, debenturesimilar obligations, except:

(a) Any existing or future Indebtedness or any ptifdigations of the Borrower to the Lender;
(b) Any indebtedness of the Borrower in existenceh® date hereof and listed in Schedule 6.4 heagib
(c) Any indebtedness relating to Permitted Liens.

Section 6.5 GuarantiesThe Borrower will not assume, guarantee, endorsgherwise become directly or contingently liainle
connection with any obligations of any other Persxtept:

(a) The endorsement of negotiable instruments &yBthrrower for deposit or collection or similarrisactions in the ordinary
course of business; and

(b) Guaranties, endorsements and other directrdingent liabilities in connection with the obligats of other Persons, in
existence on the date hereof and listed in Schedldlbereto.

Section 6.6 Investments and Subsidiari€ke Borrower will not make or permit to exist dogns or advances to, or make any
investment or acquire any interest whatsoeverrig,aher Person or Affiliate, including any partst@p or joint venture, nor purchase or hold
beneficially any stock or other securities or ewicke of indebtedness of any other Person or Aféijiakcept:

(&) Investments in direct obligations of the Unifdtes of America or any agency or instrument#iieyeof whose obligations
constitute full faith and credit obligations of tbkited States of America having a maturity of gear or less, commercial paper issued
by U.S. corporations rated “A-1" or “A-2" by Starrda& Poor’s Ratings Services or “P-1" or “P-2" bydddy’s Investors Service or
certificates of deposit or bankers’ acceptancesnigear maturity of one year or less issued by mesbéthe Federal Reserve System
having deposits
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in excess of $100,000,000 (which certificates qfat#t or bankers’ acceptances are fully insurethbyFederal Deposit Insurance
Corporation);

(b) Travel advances or loans to the Borrower's €ifs and employees not exceeding at any one tinaggnmegate of $5,000;
(c) Prepaid rent not exceeding one month or sacdeposits; and
(d) Current investments in the Subsidiaries intexise on the date hereof and listed in Schedulédyéto.
Section 6.7 Dividends and DistributionExcept as set forth in this Section 6.7, the Baar will not declare or pay any dividends (of
than dividends payable solely in stock of the BaeD on any class of its stock, or make any payrmardgccount of the purchase, redemption

or other retirement of any shares of such stocktloer securities or evidence of its indebtednessake any distribution in respect thereof,
either directly or indirectly.

Section 6.8 SalariesThe Borrower will not pay excessive or unreasémahlaries, bonuses, commissions, consultantifieether
compensation; or increase the salary, bonus, cosionis, consultant fees or other compensation ofdrgctor, Officer or consultant, or any
member of their families, by more than ten per¢&f#6) in any one year, either individually or fdrsuch persons in the aggregate, or pay
any such increase from any source other than preditned in the year of payment.

Section 6.9 Intentionally Omitted.

Section 6.10 Books and Records; Collateral Exantinatnspection and Appraisals

(a) The Borrower will keep accurate books of recamd account for itself pertaining to the Collakenad pertaining to the
Borrower’s business and financial condition andhsoitier matters as the Lender may from time to tieggiest in which true and
complete entries will be made in accordance withABAand, upon the Lender’s request, will permit afficer, employee, attorney,
accountant or other agent of the Lender to auehierv, make extracts from or copy any and all camyend financial books and reca
of the Borrower at all times during ordinary busiadours, to send and discuss with account defatarsther obligors requests for
verification of amounts owed to the Borrower, andliscuss the Borrower’s affairs with any of itgditors, Officers, employees or
agents.

(b) The Borrower hereby irrevocably authorizesaaltountants and third parties to disclose and efetivthe Lender or its
designated agent, at the Borrower’s expense,rahfiial information, books and records, work papmemagement reports and other
information in their possession regarding the Baen

(c) The Borrower will permit the Lender or its empées, accountants, attorneys or agents, to examuhéspect any Collateral
any other property of the Borrower at any time dgrrdinary business hours.
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Section 6.11 Account Verification

(a) The Lender or its agent may at any time anihftime to time send or require the Borrower to sestpliests for verification of
accounts or notices of assignment to account delitecluding, without limitation, Ultimate DebtoruStomers) and other obligors. The
Lender or its agent may also at any time and fiiame to time telephone account debtors and othégatsl to verify accounts.

(b) The Borrower shall pay when due each accouydla due to a Person holding a Permitted Liera(@sult of such payable)
on any Collateral.

Section 6.12 Compliance with Laws.

(a) The Borrower shall (i) comply, and cause eadbs®liary to comply, with the requirements of apalile laws and regulations,
the non-compliance with which would materially sadi/ersely affect its business or its financial ¢ood and (ii) use and keep the
Collateral, and require that others use and keeEtillateral, only for lawful purposes, without kation of any federal, state or local
law, statute or ordinance.

(b) Without limiting the foregoing undertakingsetBorrower specifically agrees that it will compand cause each Subsidiary to
comply, with all applicable Environmental Laws aststain and comply with all permits, licenses amdilsir approvals required by any
Environmental Laws, and will not generate, usedpart, treat, store or dispose of any Hazardobst8nces in such a manner as to
create any material liability or obligation undbetcommon law of any jurisdiction or any Environrzdih.aw.

(c) The Borrower shall (i) ensure, and cause eadisifliary to ensure, that no Owner shall be listedhe Specially Designated
Nationals and Blocked Person List or other sinlikts maintained by the Office of Foreign Assetqittal (“OFAC” ), the Department
of the Treasury or included in any Executive Ordéisnot use or permit the use of the proceedhefCredit Facility or any other
financial accommodation from the Lender to violaty of the foreign asset control regulations of @R other applicable law,

(iif) comply, and cause each Subsidiary to compiigh all applicable Bank Secrecy Act laws and regjohs, as amended from time to
time, and (iv) otherwise comply with the USA Patidet as required by federal law and the Lendedkcpes and practices.

Section 6.13 Payment of Taxes and Other Claifitee Borrower will pay or discharge, when due glajaxes, assessments and
governmental charges levied or imposed upon ipontits income or profits, upon any properties bglog to it (including the Collateral) or
upon or against the creation, perfection or comtimoe of the Security Interest, prior to the datevhith penalties attach thereto, (b) all
federal, state and local taxes required to be withhy it, and (c) all lawful claims for labor, neaials and supplies which, if unpaid, might by
law become a Lien upon any properties of the Boemwrovided, that the Borrower shall not be reegiito pay any such tax, assessment,
charge or claim whose amount, applicability ordi&iis being contested in good faith by approgriatoceedings and for which proper
reserves have been made.
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Section 6.14 Maintenance of Properties.

(a) The Borrower will keep and maintain the Coltatend all of its other properties necessary efulsn its business in good
condition, repair and working order (normal wead éear excepted) and will from time to time replaceepair any worn, defective or
broken parts; providedhowever, that nothing in this covenant shall prevent tleerBwer from discontinuing the operation and
maintenance of any of its properties if such disicarance is, in the Borrower’s judgment, desirabléhe conduct of the Borrower’s
business and not disadvantageous in any matesia¢ceto the Lender. The Borrower will take all eoemncially reasonable steps
necessary to protect and maintain its IntellecRraperty Rights.

(b) The Borrower will defend the Collateral agaiabt_iens, claims or demands of all Persons (othan the Lender) claiming the
Collateral or any interest therein. The Borrowelt kéep all Collateral free and clear of all Liezwscept Permitted Liens. The Borrower
will take all commercially reasonable steps neagsgaprosecute any Person Infringing its IntelledtProperty Rights and to defend
itself against any Person accusing it of Infringamy Person’s Intellectual Property Rights.

Section 6.15 InsuranceThe Borrower will obtain and at all times maimt&surance with insurers acceptable to the Lendesych
amounts, on such terms (including any deductitdes)against such risks as may from time to timeehaired by the Lender, but in all eve
in such amounts and against such risks as is ystaiied by companies engaged in similar busiaessowning similar properties in the
same general areas in which the Borrower operétgkout limiting the generality of the foregoindnet Borrower will at all times maintain
business interruption insurance including coverfagéorce majeure and keep all tangible Collatéralired against risks of fire (including so-
called extended coverage), theft, collision (fotl&@eral consisting of motor vehicles) and sucteottisks and in such amounts as the Lender
may reasonably request, with any loss payablegd.émder to the extent of its interest, and aligies of such insurance shall contain a
lender’s loss payable endorsement for the Lendenefit. All policies of liability insurance reqed hereunder shall name the Lender as an
additional insured.

Section 6.16 Preservation of Existendéhe Borrower will preserve and maintain its extiste and all of its rights, privileges and
franchises necessary or desirable in the normalwtrof its business and shall conduct its busiiveas orderly, efficient and regular
manner.

Section 6.17 Delivery of Instruments, etdpon request by the Lender, the Borrower willrppaly deliver to the Lender in pledge all
instruments, documents and chattel paper consigf@bllateral, duly endorsed or assigned by thedyogr.

Section 6.18 Sale or Transfer of Assets; Susperfi&usiness Operations'he Borrower will not sell, lease, assign, trensfr
otherwise dispose of (i) the stock of any Subsidiéii) all or a substantial part of its assets(idy any Collateral or any interest therein
(whether in one transaction or in a series of tatisns) to any other Person other than the sdievehtory in the ordinary course of business
and will not liquidate, dissolve or suspend bussn@serations. The Borrower will not transfer anyt pdits ownership interest in any
Intellectual Property Rights and will not permityaagreement under which it has licensed Licensedléctual Property to lapse, except that
the Borrower may transfer such rights or
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permit such agreements to lapse if it shall haasarably determined that the applicable Intellddtwaperty Rights are no longer useful in
business. If the Borrower transfers any IntellecRraperty Rights for value, the Borrower will payer the proceeds to the Lender for
application to the Indebtedness. The Borrower moll license any other Person to use any of theoBar's Intellectual Property Rights,
except that the Borrower may grant licenses irotidinary course of its business in connection wites of Inventory or provision of services
to its customers.

Section 6.19 Consolidation and Merger; Asset Adtjaiss . The Borrower will not consolidate with or mergea any Person, or permit
any other Person to merge into it, or acquire (iraasaction analogous in purpose or effect torsakdation or merger) all or substantially
the assets of any other Person.

Section 6.20 Sale and Leasebadke Borrower will not enter into any arrangemelitectly or indirectly, with any other Person
whereby the Borrower shall sell or transfer any oegersonal property, whether now owned or heeeafcquired, and then or thereafter rent
or lease as lessee such property or any part theremy other property which the Borrower intetolsise for substantially the same purpose
or purposes as the property being sold or traresferr

Section 6.21 Restrictions on Nature of BusineBse Borrower will not engage in any line of buesa materially different from that
presently engaged in by the Borrower and will natchase, lease or otherwise acquire assets ntgddtaits business.

Section 6.22 AccountingThe Borrower will not adopt any material chang@ccounting principles other than as required BAB.
The Borrower will not adopt, permit or consent ty @hange in its fiscal year.

Section 6.23 Discounts, etéfter notice from the Lender, the Borrower wihtrgrant any discount, credit or allowance to aftymate
Debtor or to any Ultimate Debtor Customer or aceapt return of goods sold. The Borrower will noaay time modify, amend, subordinate,
cancel or terminate the obligation of any UltimB&btor or other obligor of the Borrower.

Section 6.24 PlansExcept as disclosed to the Lender in writing ptiothe date hereof, neither the Borrower nor BRYSA Affiliate
will (i) adopt, create, assume or become a pargntoPension Plan, (ii) incur any obligation to tidnute to any Multiemployer Plan,
(i) incur any obligation to provide post-retiremtemedical or insurance benefits with respect tplegees or former employees (other than
benefits required by law) or (iv) amend any Plaa imanner that would materially increase its fugdbligations.

Section 6.25 Place of Business; Nanidée Borrower will not transfer its chief execwioffice or principal place of business, or move,
relocate, close or sell any business location.Béreower will not permit any tangible Collateral @ny records pertaining to the Collateral to
be located in any state or area in which, in thenewef such location, a financing statement coggsinch Collateral would be required to be,
but has not in fact been, filed in order to pertbet Security Interest. The Borrower will not charitg name or jurisdiction of organization.
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Section 6.26 Constituent Documents; S CorporatiatuS. The Borrower will not amend its Constituent Do@nts. The Borrower will
not become an S Corporation.

Section 6.27 Performance by the Lendéithe Borrower at any time fails to perform dyserve any of the foregoing covenants
contained in this Article VI or elsewhere hereindaf such failure shall continue for a period efitcalendar days after the Lender gives the
Borrower written notice thereof (or in the casehd agreements contained in Section 6.13 and ®e8ti®h, immediately upon the occurrence
of such failure, without notice or lapse of timt)e Lender may, but need not, perform or obsereh savenant on behalf and in the name,
place and stead of the Borrower (or, at the Lemsdgption, in the Lender’s name) and may, but negdtake any and all other actions which
the Lender may reasonably deem necessary to caem@m@ct such failure (including the payment ofesxthe satisfaction of Liens, the
performance of obligations owed to account deltoisther obligors, the procurement and maintenahaesurance, the execution of
assignments, security agreements and financingnséatts, and the endorsement of instruments); anBalrower shall thereupon pay to the
Lender on demand the amount of all monies expeadddll costs and expenses (including reasonatolmays’ fees and legal expenses)
incurred by the Lender in connection with or assutt of the performance or observance of sucheaggats or the taking of such action by
the Lender, together with interest thereon fromdat expended or incurred at the Default Ratdagititate the Lender’s performance or
observance of such covenants of the Borrower, tireoB/er hereby irrevocably appoints the LendetherLender’s delegate, acting alone, as
the Borrower’s attorney in fact (which appointmentoupled with an interest) with the right (but tiee duty) from time to time to create,
prepare, complete, execute, deliver, endorse eirfithe name and on behalf of the Borrower anyanidstruments, documents, assignme
security agreements, financing statements, apgitafor insurance and other agreements and wsitiaguired to be obtained, executed,
delivered or endorsed by the Borrower hereunder.

Section 6.28 Dissolution of Funding Services |, L& Store Charge, InBorrower shall provide Lender with evidence satitfay to
Lender of the dissolution of Funding Services 1Q,lincluding, without limitation, a filed certifita of dissolution from the Secretary of State
of the State of Delaware, within 90 days of theding Date. Borrower shall provide Lender with evide satisfactory to Lender of the
dissolution of Store Charge, Inc., including, withdimitation, a filed certificate of dissolutiondm the Secretary of State of the State of New
York, within 90 days of the Funding Date.

Avrticle 7

EVENTS OF DEFAULT, RIGHTS AND REMEDIES
Section 7.1 Events of DefaultEvent of Default”, wherever used herein, meamg @ne of the following events:

(a) Default in the payment of the Revolving Notey ©bligation of Reimbursement, or any default wigkpect to any other
Indebtedness due from Borrower to Lender as sutébliedness becomes due and payable;
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(b) Default in the performance, or breach, of aoyemant or agreement of the Borrower containedigiAgreement, provided,
however, that failure to comply with the covenamilined in Sections 6.1(a), (b), (c) and (d) héstwll not constitute an Event of
Default until five (5) days have lapsed from théedaf required performance;

(c) An Overadvance arises as the result of anyatémtuin the Borrowing Base, or arises in any maroreterms not otherwise
approved of in advance by the Lender in writing;

(d) A Change of Control shall occur;

(e) Any Financial Covenant shall become inapplieahle to the lapse of time and the failure of taader and the Borrower to
come to any agreement to amend any such covenaavéus future periods that is acceptable to thedeein the Lender’s sole
discretion;

(f) The Borrower or any Guarantor shall be or beednsolvent, or admit in writing its or his inalylito pay its or his debts as th
mature, or make an assignment for the benefiteditors; or the Borrower or any Guarantor shallafgr or consent to the
appointment of any receiver, trustee, or simildicef for it or him or for all or any substantiadn of its or his property; or such recei
trustee or similar officer shall be appointed withthe application or consent of the Borrower atsGuarantor, as the case may be; or
the Borrower or any Guarantor shall institute (leyion, application, answer, consent or otherwé®) bankruptcy, insolvency,
reorganization, arrangement, readjustment of dissplution, liquidation or similar proceeding ttahg to it or him under the laws of
any jurisdiction; or any such proceeding shallrstituted (by petition, application or otherwisgpmst the Borrower or any such
Guarantor and shall not be dismissed within 30 adyke filing thereof; or any judgment, writ, want of attachment or execution or
similar process shall be issued or levied agaisstbastantial part of the property of the Borroweany Guarantor and not discharged
within 30 days of the entry thereof;

(9) A petition shall be filed by or against the Bawer or any Guarantor under the United States Bgotky Code or the laws of
any other jurisdiction naming the Borrower or s@lmarantor as debtor, provided that, in the casefilihg against the Borrower or any
Guarantor, Borrower or Guarantor, as applicablell $tave 30 days from the filing thereof to obtaidischarge or dismissal of such
petition;

(h) Reserved;

(i) Any representation or warranty made by the Baver in this Agreement, by any Guarantor in any i@oty delivered to the
Lender, or by the Borrower (or any of its Officeeg)any Guarantor in any agreement, certificatgtrinrment or financial statement or

other statement contemplated by or made or delivpoesuant to or in connection with this Agreemamany such Guaranty shall be
incorrect in any material respect;

() The rendering against the Borrower of an adbitm award, a final judgment, decree or ordettierpayment of money in exc
of $10,000 and the continuance of such arbitragivard, judgment, decree or order unsatisfied amdféect for any period of 30
consecutive days without a stay of execution;
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(k) A default under any bond, debenture, note beoevidence of material indebtedness of the Bagraswed to any Person other
than the Lender, or under any indenture or othe&rament under which any such evidence of indel#eslhas been issued or by which
it is governed, or under any material lease orratbatract, and the expiration of the applicablequeof grace, if any, specified in such
evidence of indebtedness, indenture, other instnintease or contract;

() Any Reportable Event, which the Lender detemsiin good faith might constitute grounds for @rtination of any Pension
Plan or for the appointment by the appropriate éthitates District Court of a trustee to adminiater Pension Plan, shall have
occurred and be continuing 30 days after writteticedo such effect shall have been given to thed@®weer by the Lender; or a trustee
shall have been appointed by an appropriate USitates District Court to administer any PensiomPta the Pension Benefit Guaranty
Corporation shall have instituted proceedings tmieate any Pension Plan or to appoint a trustegltoinister any Pension Plan; or the
Borrower or any ERISA Affiliate shall have filedrfa distress termination of any Pension Plan uilidér IV of ERISA; or the
Borrower or any ERISA Affiliate shall have failed inake any quarterly contribution required withpexst to any Pension Plan under
Section 412(m) of the IRC, which the Lender detessiin good faith may by itself, or in combinatigith any such failures that the
Lender may determine are likely to occur in theufaf result in the imposition of a Lien on the Baver’s assets in favor of the Pension
Plan; or any withdrawal, partial withdrawal, reangaation or other event occurs with respect to dtidimployer Plan which results or
could reasonably be expected to result in a méateatility of the Borrower to the Multiemployer &h under Title IV of ERISA;

(m) An event of default shall occur under any Sigubocument;
(n) Default in the payment of any amount owed lgy/Borrower to the Lender other than any Indebteslagsing hereunder;

(o) Any Guarantor in favor of the Lender shall rdjate, purport to revoke or fail to perform anyightion under such Guaranty
favor of the Lender, any individual Guarantor shié or any other Guarantor shall cease to exist;

(p) The Borrower shall take or participate in anti@ which would be prohibited under the provis@f any Subordination
Agreement or make any payment with respect to itedirtess that has been subordinated pursuant t8ubgrdination Agreement;

(q) The Lender believes in good faith that the peas of payment in full of any part of the Indebteds, or that full performance
by the Borrower under the Loan Documents, is ingghior that there has occurred any material adwraege in the business or
financial condition of the Borrower;

(r) There has occurred any breach, default or evedéfault by or attributable to, any Affiliate der any agreement between the
Affiliate and the Lender; or
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(s) The indictment of any Director, Officer, Guai@m or any Owner of at least twenty (20%) of tbguied and outstanding
common stock of the Borrower for a felony offenceler state or federal law.

Section 7.2 Rights and Remedid3uring any Default Period, the Lender may exereisy or all of the following rights and remedies:

(a) The Lender may, by notice to the Borrower, decthe Commitment to be terminated, whereupoisdhee shall forthwith
terminate;

(b) The Lender may, by notice to the Borrower, dexthe Indebtedness to be forthwith due and payaliiereupon all
Indebtedness shall become and be forthwith dugpapdble, without presentment, notice of dishonaotgst or further notice of any
kind, all of which the Borrower hereby expresslyives;

(c) The Lender may, without notice to the Borrowad without further action, apply any and all mooeyng by the Lender to tt
Borrower to the payment of the Indebtedness;

(d) The Lender may exercise and enforce any amibjalls and remedies available upon default tocargsl party under the UCC,
including the right to take possession of Colldteyaany evidence thereof, proceeding withoutgialiprocess or by judicial process
(without a prior hearing or notice thereof, whible Borrower hereby expressly waives) and the tiglsell, lease or otherwise dispos
any or all of the Collateral (with or without gijrany warranties as to the Collateral, title toG@mdlateral or similar warranties), and, in
connection therewith, the Borrower will on demasdemble the Collateral and make it available td_teder at a place to be
designated by the Lender which is reasonably caewéro both parties;

(e) Intentionally omitted
() The Lender may exercise and enforce its rigim$ remedies under the Loan Documents;

(9) The Lender may without regard to any wastegadey of the security or solvency of the Borrovegply for the appointment
of a receiver of the Collateral, to which appointinéhne Borrower hereby consents, whether or n&dosure proceedings have been
commenced under the Security Documents and whethest a foreclosure sale has occurred; and

(h) The Lender may exercise any other rights antedkes available to it by law or agreement.

Notwithstanding the foregoing, upon the occurresfcan Event of Default described in Section 7.d(f]g), the Indebtedness shall
immediately due and payable automatically withaaespntment, demand, protest or notice of any kfritie Lender sells any of the Collate
on credit, the Indebtedness will be reduced onthéextent of payments actually received. If thechaser fails to pay for the Collateral, the
Lender may resell the Collateral and shall apply proceeds actually received to the Indebtedness.
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Section 7.3 Certain Noticedf notice to the Borrower of any intended dispiosi of Collateral or any other intended actiomeguired b
law in a particular instance, such notice shalleemed commercially reasonable if given (in themeasspecified in Section 8.3) at least ten
calendar days before the date of intended dispaositi other action.

Article 8
MISCELLANEOUS

Section 8.1 No Waiver; Cumulative Remedies; Conmgkawith Laws No failure or delay by the Lender in exercisimy aight, power
or remedy under the Loan Documents shall operatevesiver thereof; nor shall any single or parigdrcise of any such right, power or
remedy preclude any other or further exercise tifasethe exercise of any other right, power or eedmunder the Loan Documents. The
remedies provided in the Loan Documents are cuimgland not exclusive of any remedies providedawy. [The Lender may comply with
any applicable state or federal law requirementimection with a disposition of the Collateratiauch compliance will not be considered
adversely to affect the commercial reasonablenkasyosale of the Collateral.

Section 8.2 Amendments, Ettlo amendment, modification, termination or waigéany provision of any Loan Document or conse
any departure by the Borrower therefrom or anyasdeof a Security Interest shall be effective igithe same shall be in writing and signed
by the Lender, and then such waiver or consent bhaiffective only in the specific instance andtfee specific purpose for which given. No
notice to or demand on the Borrower in any cas# shttle the Borrower to any other or further icetor demand in similar or other
circumstances.

Section 8.3 Notices; Communication of Confidenfiidbrmation; Requests for Accounting=xcept as otherwise expressly provided
herein, all notices, requests, demands and otlrememications provided for under the Loan Documshtsl be in writing and shall be
(a) personally delivered, (b) sent by first clagsteld States mail, (c) sent by overnight courienational reputation, (d) transmitted by
telecopy, or (e) sent as electronic mail, in eaaedlelivered or sent to the party to whom notideeing given to the business address,
telecopier number, or e mail address set forthvb@lext to its signature or, as to each party, ehsither business address, telecopier number
or e mail address as it may hereafter designatgiting to the other party pursuant to the termshig Section. All such notices, requests,
demands and other communications shall be deentssldo authenticated record communicated or ginef@pthe date received if personi
delivered, (b) when deposited in the mail if delea by mail, (c) the date delivered to the coufidelivered by overnight courier, or (d) the
date of transmission if sent by telecopy or by d,meacept that notices or requests delivered éolibnder pursuant to any of the provisions of
Article 1l shall not be effective until received tiye Lender. All notices, financial information, @ther business records sent by either party to
this Agreement may be transmitted, sent, or otterwommunicated via such medium as the sending ey deem appropriate and
commercially reasonable; providetlowever, that the
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risk that the confidentiality or privacy of suchtives, financial information, or other businessorels sent by the Borrower may be
compromised shall be borne exclusively by the Been All requests for an accounting under Secti?10 of the UCC (i) shall be made in a
writing signed by a Person authorized under Se@i@tb), (ii) shall be personally delivered, septrbgistered or certified mail, return receipt
requested, or by overnight courier of national tapian, (iii) shall be deemed to be sent when rambby the Lender and (iv) shall otherwise
comply with the requirements of Section 9-210. Boerower requests that the Lender respond to ah sequests which on their face appear
to come from an authorized individual and reledsed ender from any liability for so responding.€TBorrower shall pay the Lender the
maximum amount allowed by law for responding tohsterjuests.

Section 8.4 Further Document$he Borrower will from time to time execute, deli, endorse and authorize the filing of any amd al
instruments, documents, conveyances, assignmegis;ity agreements, financing statements, congmements and other agreements and
writings that the Lender may reasonably requestdier to secure, protect, perfect or enforce treufty Interest or the Lender’s rights under
the Loan Documents (but any failure to requestssuge that the Borrower executes, delivers, endansauthorizes the filing of any such
item shall not affect or impair the validity, sufiéncy or enforceability of the Loan Documents #m&l Security Interest, regardless of whether
any such item was or was not executed, delivereghdorsed in a similar context or on a prior ocnasi

Section 8.5 Costs and Expensd$ie Borrower shall pay on demand all costs aqeesges, including reasonable attorneys’ fees,
incurred by the Lender in connection with the Ineelness, this Agreement, the Loan Documents, atigri@f Credit and any other docum
or agreement related hereto or thereto, and thedrdions contemplated hereby, including all sudis; expenses and fees incurred in
connection with the negotiation, preparation, exiec, amendment, administration, performance, cttd@ and enforcement of the
Indebtedness and all such documents and agreeamahthe creation, perfection, protection, satigfactforeclosure or enforcement of the
Security Interest.

Section 8.6 IndemnityIn addition to the payment of expenses pursumaBettion 8.5, the Borrower shall indemnify, defand hold
harmless the Lender, and any of its participarasgmt corporations, subsidiary corporations, affld corporations, successor corporations,
and all present and future officers, directors, leyges, attorneys and agents of the foregoing“({titemnitees”) from and against any of tl
following (collectively,“Indemnified Liabilities”) :

(a) Any and all transfer taxes, documentary taassessments or charges made by any governmertatiguby reason of the
execution and delivery of the Loan Documents omtiz&ing of the Advances;

(i) Any claims, loss or damage to which any Indetemimay be subjected if any representation or wari@ontained in
Section 5.14 proves to be incorrect in any respeas a result of any violation of the covenanttaored in Section 6.12(b); and

(i) Any and all other liabilities, losses, damagpsnalties, judgments, suits, claims, costs apemses of any kind or nature
whatsoever (including the reasonable fees and
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disbursements of counsel) in connection with thedoing and any other investigative, administrativgudicial proceedings,
whether or not such Indemnitee shall be desigrafeatty thereto, which may be imposed on, incubiedr asserted against any
such Indemnitee, in any manner related to or ayisint of or in connection with the making of thevadces and the Loan
Documents or the use or intended use of the preoefetthe Advances.

If any investigative, judicial or administrativeqmeeding arising from any of the foregoing is bitauggainst any Indemnitee, upon such
Indemnitee’s request, the Borrower, or counselgiegied by the Borrower and satisfactory to the imuigee, will resist and defend such
action, suit or proceeding to the extent and inntla@ner directed by the Indemnitee, at the Borrtaaxgmle costs and expense. Each
Indemnitee will use its best efforts to cooperatthe defense of any such action, suit or procegedithe foregoing undertaking to indemni
defend and hold harmless may be held to be unexdbte because it violates any law or public polibg, Borrower shall nevertheless make
the maximum contribution to the payment and sati&fa of each of the Indemnified Liabilities whighpermissible under applicable law.
The Borrower’s obligations under this Section &élksurvive the termination of this Agreement dinel discharge of the Borrower’s other
obligations hereunder.

Section 8.7 ParticipantsThe Lender and its participants, if any, arepastners or joint venturers, and the Lender shatlhave any
liability or responsibility for any obligation, aor omission of any of its participants. All rigrgad powers specifically conferred upon the
Lender may be transferred or delegated to anyeoE#nder’s participants, successors or assigns.

Section 8.8 Execution in Counterparts; Telefacsirikecution This Agreement and other Loan Documents may bewgd in any
number of counterparts, each of which when so drecand delivered shall be deemed to be an origimélall of which counterparts, taken
together, shall constitute but one and the santeumgnt. Delivery of an executed counterpart of thijreement by telefacsimile shall be
equally as effective as delivery of an original@xted counterpart of this Agreement. Any party\d®ing an executed counterpart of this
Agreement by telefacsimile also shall deliver aigioal executed counterpart of this Agreement hetfailure to deliver an original executed
counterpart shall not affect the validity, enforaiity, and binding effect of this Agreement.

Section 8.9 Retention of BorrowsrRecords The Lender shall have no obligation to maintaip electronic records or any documents,
schedules, invoices, agings, or other papers delivio the Lender by the Borrower or in connectigth the Loan Documents for more than
30 days after receipt by the Lender. If there $pecial need to retain specific records, the Boerawust inform the Lender of its need to
retain those records with particularity, which mistdelivered in accordance with the notice provisiof Section 8.3 within 30 days of the
Lender taking control of same.

Section 8.10 Binding Effect; Assignment; Completréement; Sharing Informatiorfhe Loan Documents shall be binding upon and
inure to the benefit of the Borrower and the Lerated their respective successors and assigns, teketphe Borrower shall not have the
right to assign its rights thereunder or any irgetberein without the Lender’s prior written conselo the extent permitted by law, the
Borrower waives and will not assert against anygag®e any claims, defenses or set-offs which thed®eer could assert against the Lender.
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This Agreement shall also bind all Persons who byeca party to this Agreement as a borrower. ThireAgent, together with the Loan
Documents, comprises the complete and integratesbagent of the parties on the subject matter hemedfsupersedes all prior agreements,
written or oral, on the subject matter hereof. i@ éxtent that any provision of this Agreement aitts other provisions of the Loan
Documents, this Agreement shall control. Withootifing the Lender’s right to share information redjag the Borrower and its Affiliates
with the Lender’s participants, accountants, lawyard other advisors, the Lender and Wells Fargd Baay share any and all information
they may have in their possession regarding theoB@r and its Affiliates, and the Borrower waivewy aight of confidentiality it may have
with respect to such sharing of information.

Section 8.11 Severability of Provision&ny provision of this Agreement which is prohdaitor unenforceable shall be ineffective to the
extent of such prohibition or unenforceability wittt invalidating the remaining provisions hereof.

Section 8.12 HeadingdArticle, Section and subsection headings in Agjgeement are included herein for convenience fefremce only
and shall not constitute a part of this Agreementfy other purpose.

Section 8.13 Governing Law; Jurisdiction, Venue;iveaof Jury Trial. The Loan Documents shall be governed by and ngegsin
accordance with the substantive laws (other thaflicblaws) of the State of New York. The partlesreto hereby (i) consent to the personal
jurisdiction of the state and federal courts loddtethe State of New York in connection with amntroversy related to this Agreeme
(i) waive any argument that venue in any suchrois not convenient; (iii) agree that any litigatimitiated by the Lender or the Borrower in
connection with this Agreement or the other Loarcidoents may be venued in either the state or fedeusts located in the City of New
York, County of New York, New York; and (iv) agré®at a final judgment in any such suit, action mrogeding shall be conclusive and may
be enforced in other jurisdictions by suit on thégment or in any other manner provided by law.

THE BORROWER AND THE LENDER WAIVE ANY RIGHT TO TRIA L BY JURY IN ANY ACTION AT LAW OR IN EQUITY
OR IN ANY OTHER PROCEEDING BASED ON OR PERTAINING T O THIS AGREEMENT OR ANY OTHER LOAN
DOCUMENT.

[Signatures on next page]
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed by their respectifiesns thereunto duly
authorized as of the date first above written.

CDS BUSINESS SERVICES, INC. CDS BUSINESS SERVICES, INC.

60 Hempstead Ave, ®Floor
West Hempstead, NY 115!

Telecopiet By:/s/ LEONARD LEFF

Attention: LEONARD LEFF

e-mail: Its PRESIDENT

Wells Fargo Bank, National Association WELLS FARGO BANK, NATIONAL ASSOCIATION

Wells Fargo Business Credit

119 W. 40t Street, 16 Floor

Telecopier: (646) 728-3279

Attention: Account Manager — CDS By:

Business Services, Inc

Its Vice President
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Exhibit A to Credit and Security Agreement
REVOLVING NOTE

$10,000,000 , 2007

For value received, the undersigned, CDS BUSINESB\BCES, INC., a Delaware corporation (the “Borratyehereby promises to
pay to the order of WELLS FARGO BANK, NATIONAL ASSOATION (the “Lender”), acting through its Wells kg Business Credit
operating division, on the Termination Date refeethin the Credit and Security Agreement dated#me date as this Revolving Note that
was entered into by the Lender and the Borrowealasnded from time to time, the “Credit Agreemerat)Lenders office located at 119 V
40 Street, New York, New York , or at any other plaesignated at any time by the holder hereof, irfdamoney of the United States of
America and in immediately available funds, thepipal sum of Ten Million Dollars ($10,000,000)tbe aggregate unpaid principal amount
of all Revolving Advances made by the Lender toBberower under the Credit Agreement, together \witerest on the principal amount
hereunder remaining unpaid from time to time, cotagwn the basis of the actual number of days ethpad a 360-day year, from the date
hereof until this Revolving Note is fully paid &ietrate from time to time in effect under the Crédjreement.

This Revolving Note is the Revolving Note referathaethe Credit Agreement, and is subject to thmseof the Credit Agreement,
which provides, among other things, for accelerakiereof. Principal and interest due hereundet begbayable as provided in the Credit
Agreement, and this Revolving Note may be prepalg m accordance with the terms of the Credit Agmnent. This Revolving Note is
secured, among other things, pursuant to the CAgpglsement and the Security Documents as therdinetk and may now or hereafter be
secured by one or more other security agreememtdgages, deeds of trust, assignments or othegumsnts or agreements.

The Borrower shall pay all costs of collection,liring reasonable attorneys’ fees and legal exeihsieis Revolving Note is not paid
when due, whether or not legal proceedings are cemeed.

Presentment or other demand for payment, noticksbbnor and protest are expressly waived.
CDS BUSINESS SERVICES, INC.

By:
Name
Its:  Presiden




Exhibit B to Credit and Security Agreement
COMPLIANCE CERTIFICATE

To: Wells Fargo Bank, National Associati
Date: [ ,200__ ]
Subject: Financial Statemen
In accordance with our Credit arid Security Agreatrdated as df , 2007](as amended from time to time, the “Credit
Agreement”), attached are the financial statemeh@DS Business Services, Inc. (the “Borrower”paand for [ ,200__] (the

“Reporting Date”) and the year-to-date period thaded (the “Current Financials”). All terms usedtiis certificate have the meanings given
in the Credit Agreement.

| certify that the Current Financials have beempred in accordance with GAAP, subject to yearamtit adjustments, and fairly
present the Borrower’s financial condition as & ttate thereof.
| further hereby certify as follows: Events of Delta (Check one):

O The undersigned does not have knowledge of thermmuee of a Default or Event of Default under thredit Agreement except as
previously reported in writing to the Lend

O The undersigned has knowledge of the occurreneeDfault or Event of Default under the Credit Agreent not previously
reported in writing to the Lender and attached tueisea statement of the facts with respect togttweThe Borrower acknowledges
that pursuant to Section 2.6(d) of the Credit Agrest, the Lender may impose the Default Rate atiamy during the resulting
Default Period

Material Adverse Change in Litigation Matters of tBorrower. | further hereby certify as follows échk one):

O The undersigned has no knowledge of any materisraé change to the litigation exposure of the @eer or any of its Affiliate:
or of any Guaranto

O The undersigned has knowledge of material advdrarges to the litigation exposure of the Borrowearny of its Affiliates or of
any Guarantor not previously disclosed in Sche8ule Attached to this Certificate is a statemertheffacts with respect there
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Financial Covenantsl further hereby certify as follows (check andraete each of the following):

1. Minimum Tangible Net Worth. Pursuant to Section 6.2(a) of the Credit Agreemenpf the Reporting Date, the Borrower’s
Tangible Net Worth was $ , whichOD satisfies] does not satisfy the requirement that such amoainiolb less than the
applicable amount set forth in the table below (hars appearing between “< >" are negative) on thgoRing Date:

Minimum Tangible

Fiscal Quarter Ending Net Worth

March 31, 200° $ 2,236,00
June 30, 200 $ 1,936,001
September 30, 20( $ 1,696,00
December 31, 20C $ 1,496,00
March 31, 200¢ $ 1,266,00!
June 30, 200 $ 1,117,000
September 30, 20( $ 1,041,00
December 31, 20C $ 1,066,001

2. Minimum Net Income. Pursuant to Section 6.2(b) of the Credit Agreemanbf the Reporting Date, the Borrower’s Minimuret N
Income (non-cumulative) was $ ,whichO satisfies] does not satisfy the requirement that such amoainiob less than
applicable amount set forth in the table below (hars appearing between “< >" are negative) on tedring Date:

Minimum

Fiscal Quarter Ending Net Income

March 31, 200; <$400,000:
June 30, 200 <$300,000:
September 30, 20( <$240,000:
December 31, 20C <$200,000:
March 31, 200¢ <$230,000:
June 30, 200 <$150,000:
September 30, 20( <$75,000:
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Minimum
Fiscal Quarter Ending Net Income

December 31, 200 $ 25,00(

3. Minimum Quarterly Net Cash Flow (non-cumulative) Pursuant to Section 6.2(c) of the Credit Agreemaspf the Reporting
Date, the Borrower’s Minimum Quarterly Net Cashwlmon-cumulative) was $ , which( satisfiest] does not satisfy the
requirement that such amount be not less thangplkicable amount set forth in the table below (nerskappearing between “< >" are
negative) on the Reporting Date:

Minimum
Quarter Ending Net Cash Flow
March 31, 200} <$268,000:
June 30, 200 <$173,000:
September 30, 20( <$113,000:
December 31, 20C <$73,000:
March 31, 200¢ <$103,000:
June 30,200 <$22,000:
September 30, 20( $ 55,00(
December 31, 20C $ 101,00¢(

4. Capital Expenditures.The Borrower will not incur or contract to incur @&l Expenditures of more than $300,000 in theregate
during any fiscal year. For the fiscal year ending , Capital Expenditures were , of which was financed, whichl
is is notin compliance with Section 6.2(d) of the dité&greement

5. Salaries.As of the Reporting Date, the Borrower has not gaicessive or unreasonable salaries, bonuses, @sions, consultant
fees or other compensation, or increased the sddlanus, commissions, consultant fees or other eoisgtion of any Director, Officer or
consultant, or any member of their families, by enttran ten percent (10%) over the amount paidarBibrrowers previous fiscal year, eith
individually or for all such persons in the aggreg@and has not paid any increase from any souhar than profits earned in the year of
payment, and as a consequehte is [0 is not in compliance with Section 6.8 of the Creitjreement.

5. Minimum Availability. The Borrower shall maintain at all times a minimAsailability of not less than $25,000. As of the
Reporting Date, Availability was ,whichOD isO is notin compliance with Section 6.2(e) of the dirédgreement.
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Attached hereto are all relevant facts in reasandbtail to evidence, and the computations ofittential covenants referred to above.
These computations were made in accordance withiGAA

CDS BUSINESS SERVICES, IN(

By:
Its Chief Financial Office




Exhibit C to Credit and Security Agreement
PREMISES

The Premises referred to in the Credit and SecAgneement are legally described as follows:

60 Hempstead Avenue, & Floor, Hempstead, New York 11552
C-1



Schedule 5.1 to Credit and Security Agreement

TRADE NAMES, CHIEF EXECUTIVE OFFICE, PRINCIPAL PLAC E OF BUSINESS,
AND LOCATIONS OF COLLATERAL

TRADE NAMES

myreceivables.com

Chief Executive Office/Principal Place of Business

60 Hempstead Avenue, & Floor, Hempstead, New York 11552]

Other Inventory and Equipment Locations

None
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Schedule 5.2 to Credit and Security Agreement
Ownership Chart

CDS BUSINESS SERVICES, INC.
Common Stock Ledger

Holder Shares
Leonard Leff 23,718,75(
Hilda Leff 1,931,25C
The Joe and Joanna Gitterman Grandchi’s Trust 7,955,95(
Allyson Sage Lef 2,197,02¢
Hayden Sarah Le 2,197,02¢
Tomstemark, L. F 250,00C
Richard L. Franke 25,000
Robert E. Koe 100,00C
Jeffrey Alan Campagn 25,000
Marc Abrams 50,000
Todd Sussma 25,000
Mark and Donna Sussm: 25,000
John R. Panichell 100,00C
Marc S. Goldber 25,000
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Schedule 5.5 to Credit and Security Agreement
Subsidiaries
None
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Schedule 5.7 to Credit and Security Agreement
LITIGATION MATTERS IN EXCESS OF $10,000.00

1. WNC Insurance Services, InEWNC") v. CDS Business Services, IRcWNC and Borrower entered into a Provider Agreetmérereby
Borrower was to attempt to sell life insurance preid created by WNC to business owners. WNC adeba$880,000.00 to Borrower against
future commissions and Borrower invested significapital and resources to market WNC'’s productslGAhas filed a Demand for
Arbitration claiming that Borrower breached the Rder Agreement by not selling any of the foregoamgducts and requested the return of
$330,000.00. Borrower contends that the Provideefment does not set forth any performance critertane frames by which Borrower
must perform under the agreement, nor does thad@noxgreement specifically required Borrower ttura the advance in the event WNC'’s
products are not sold by Borrower.

2. Ruskin Moscou Faltischek P.CR{uskir’) — Ruskin delivered written notice to Borrower dakegbruary 15, 2007 demanding immediate
payment of $177,086.47 for legal fees claimed tadsociated with professional services rendereduskin on behalf of Borrower.
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Schedule 5.11 to Credit and Security Agreement
Intellectual Property Disclosures
None
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Schedule 5.14 to Credit and Security Agreement
ENVIRONMENTAL MATTERS

None
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Schedule 6.3 to Credit and Security Agreement
PERMITTED LIENS

Creditor Collateral Jurisdiction Filing Date Filing No.
Wilshire New York Partners V, LL( All personal propert Delaware 1/11/07 2007-01378432
Wilshire New York Partners V, LL( All personal propertt  New York 1/11/07 20070111002849
Wilshire New York Partners IV, LL( All personal propert: Delaware 1/11/07 2007-013733C
Wilshire New York Partners IV, LL( All personal propertt New York 1/11/07 20070111002850
Exponential of New York, LLC All personal property Delaware Amendment filed 2007-0339613

1/26/07 to assign
initial statemen

Exponential of New York, LLC All personal property Delaware Amendment filed 2007-0339829
1/26/07 to assign
initial statemen

Exponential of New York, LLC All personal property Delaware Amendment filed 2007-0340041
1/26/07 to assign
initial statemen

Exponential of New York, LLC All personal property New York Amendment filed 200701110028465
1/11/07 to assign
initial statemen
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Creditor

Schedule 6.4 to Credit and Security Agreement

Permitted Indebtedness and Guaranties

Collateral

Exponential of New York, LLC

Wilshire New York Partners IV, LLC

Wilshire New York Partners V, LLC

INDEBTEDNESS
Principal Maturity Monthly
Amount Date Payment
To be determined TBD TBD
pos-closing
$750,000.00 12/31/09 Interest Only at 10%
per annun
$1,300,000.00 12/31/09 Interest Only at 10%
per annun
GUARANTIES
None

S-5.2-2
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WAIVER UNDER CREDIT AND SECURITY AGREEMENT

THIS WAIVER UNDER CREDIT AND SECURITY AGREEMENT, dad as of August 1, 2007 (tH/aiver” ), is made by and
among WELLS FARGO BUSINESS CREDIT, an operatingsion of Wells Fargo Bank, N.A.“Cender” ), and CDS BUSINESS
SERVICES, INC. a Delaware corporatiofGDS” or the“Borrower” ).

WITNESSETH :

WHEREAS, Borrower and Lender are parties to that certaidiCend Security Agreement, dated as of Februar2@7 (as it may be
amended, restated, modified or supplemented froma to time, théCredit Agreement” ; capitalized terms used herein but not otherwise
defined shall have the meanings ascribed therdtweiCredit Agreement); and

WHEREAS, Borrower has requested that Lender waive certaengvof Default under the Credit Agreement, as muhg set forth
herein, and Lender is agreeable to such requegtonthe terms and conditions set forth herein;

NOW, THEREFORE, in consideration of the premises, the covenantsagneements contained herein, and for other godd/aluable
consideration, the receipt and adequacy of whiethareby acknowledged, the parties, intending tedally bound, do hereby agree as
follows:

STATEMENT OF TERMS

1. Waiver of Defaults.Lender hereby waives the Events of Default arisiolgly out of: (a) Borrower’s failure to meet itsmmum
Tangible Net Worth covenant for the fiscal quageding March 31, 2007 and (b) Borrower’s restaté& £2/31/06 financial statements that
resulted in a material adverse change default uBdetion 7.1 (i) of the Credit and Security Agreame

2. Representations and WarrantiesTo induce Lender to enter into this Waiver, Borrowed Guarantor hereby represent and warrant
to Lender as follows: (a) each representation aaatamty of such party set forth in the Credit Agneat is true and correct on and as of the
date hereof after giving affect to this Waiver (eptto the extent that any such representationaoramty expressly relates to a prior specific
date or period in which case it is true and corascof such prior date or period); (b) no DefaulEgent of Default has occurred and is
continuing as of this date under the Credit Agreatnaéter giving effect to this Waiver; (c) such yanas the power and is duly authorized to
enter into, deliver and perform this Waiver; anfittds Waiver is the legal, valid and binding oblipn of such party enforceable against it in
accordance with its terms.

3. Conditions Precedent to Effectiveness of this Vileer. The effectiveness of this Waiver is subject toftiiliment of the following
conditions precedent:

(a) Lender shall have received one or more couattspf this Waiver duly executed and deliveredBbyrower;

(b) The Guarantor of the Obligations shall havesemted to the execution, delivery and performarid¢ki® Waiver and all of the
transactions contemplated hereby by signing omeare counterparts of this Waiver in the approprigtace indicated below and returning
same to Lender; and

(c) Lender shall have received a waiver fee of 82,5

4. Continuing Effect of Credit Agreement. This Waiver shall be limited precisely as drafted ahall not constitute a waiver of any
Event of Default or a modification of any terms amwhditions of the Credit Agreement other thanxasessly set forth herein. The granting
the Waiver shall not impose or imply an obligatamLender to grant a waiver on any future occasion.

1



5. Counterparts. This Waiver may be executed in multiple counteipagaich of which shall be deemed to be an origindlall of
which when taken together shall constitute onethadsame instrument. Any signature delivered bgréypvia facsimile shall be deemed to

an original signature hereto.

6. Governing Law. THIS WAIVER SHALL BE GOVERNED BY, AND CONSTRUED IMCCORDANCE WITH, THE INTERNAL
LAWS OF THE STATE OF NEW YORK APPLICABLE TO CONTRAIG MADE AND PERFORMED IN SUCH STATE WITHOUT
REGARD TO THE PRINCIPLES THEREOF REGARDING CONFLISOF LAWS.

IN WITNESS WHEREOF, the parties hereto have caused this Waiver to lyeekecuted and delivered as of the day and yesir fi

specified above.

ATTACHMENT A:
Revised Tangible Net Worth Covenants

WELLS FARGO BUSINESS CREDI

By: /s/ Regina McCluske
Name Regina McCluske
Title: Vice Presiden

CDS BUSINESS SERVICES, INC., a Delaware
corporation

By: /s/ Leonard Lef
Name Leonard Left
Title: Presiden




The undersigned Guarantor does hereby conseng texercution, delivery and performance of the witirid foregoing Waiver and confirms
and reaffirms, without setoff, counterclaims, detéhrcor other claim of avoidance of any nature,dbetinuing effect of such Guarantor’'s
guarantee of the Obligations after giving effecthte foregoing Waiver.

ACKNOWLEDGED andAGREED to as of the day and year first above set forth.
LEONARD LEFF

By: /s/ Leonard Lef
Name Leonard Left
Title: Presiden




Fiscal Quarter Ending

ATTACHMENT A

June 30, 200
September 30, 20(
December 31, 200
March 31, 200¢
June 30, 200
September 30, 20(
December 31, 200

Original TNW Covenant

HHRBHHHP

1,936,001
1,696,001
1,496,001
1,266,001
1,117,001
1,041,001
1,066,001

Revised TNW Covenan
930,00(
690,00(
490,00(
260,00(
111,00(

35,00(

60,00(

AR BHHHP



Exhibit 31.1
CERTIFICATION

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

1. | have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. for the pednded June 30, 200

2. Based on my knowledge, this quarterly report dagscantain any untrue statement of a materialdactmit to state a material fi
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statemeamd,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, issaf operations and cash flows of the registesmnof, and for, the periods
presented in this quarterly repc

4.  The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a)

b)

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

evaluated the effectiveness of the registraig&osure controls and procedures presentedsrréipiort 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 regig’s forth quarter in the case of an annual rgpgbat has materially
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

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

a)

b)

All significant deficiencies and material weagses in the design or operation of internal corttvelr financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processsnmarize and
report financial; ant

any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the
registrant's internal control over financial rejpuogt

Dated: August 14, 2007

/sl Barry Sloane
Barry Sloane
Chief Executive Office




Exhibit 31.2

CERTIFICATION

I, Michael J. Holden, Chief Financial Officer of W&k Business Services, Inc., certify that:

1. | have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. for the pednded June 30, 200

2. Based on my knowledge, this quarterly report dagscantain any untrue statement of a materialdactmit to state a material fi
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3. Based on my knowledge, the financial statemeamd,other financial information included in thisagterly report, fairly present in
all material respects the financial condition, issaf operations and cash flows of the registesmnof, and for, the periods
presented in this repol

4.  The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f), for the registrant and hay

a)

b)

c)

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

being preparec

Evaluated the effectiveness of the registratisslosure 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 tegig’s internal control over financial reportirtgat occurred during the

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

5.  The registrant's other certifying officers artthve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of direct@spersons performing the

equivalent functions)

a)

b)

all significant deficiencies and material weases in the design or operation of internal cortver financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processsnmarize and
report financial information; an

any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the
registrant's internal control over financial rejogt

Dated: August 14, 2007

/s/ Michael J. Holden
Michael J. Holder
Chief Financial Officel




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, 2007 (the “RepoftNewtek Business Services, Inc.
(the “Company”), as filed with the Securities anxtEange Commission on the date hereof, Barry Slaar@hief Executive Officer and

Michael J. Holden as Chief Financial Officer of thempany, each hereby certifies, pursuant to 18QJ.§1350, as adopted pursuant 908,
that, to each officer's knowledge:

(1) the Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; anc
(2) the information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of
Newtek.

/sl Barry Sloane
Barry Sloane, Chief Executive Offic

/s/ Michael J. Holden
Michael J. Holden, Chief Financial Offic

Dated: August 14, 20C



