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Securities Registered Pursuant to Section 12(b) of the Act:

None

Securities Registered Pursuant to Section 12(g) of the Act:
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(Title of class)

Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the past
12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been subject to such filing requirements for
the past 90 days.

Yesx No~

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-K contained herein, and no disclosure will be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form

10-K or any amendment to this Form 10-K. ~

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes © No x

The aggregate market value of the voting stock held by non-affiliates of the registrant computed by reference to the price at which the common
equity was sold on June 30, 2004, was approximately $43,473,000.

As of March 31, 2005 there were 33,905,172 shares issued and outstanding of the registrant s Common Stock, par value $0.02 per share.
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PART I

Item 1 BUSINESS

Overview

Newtek Business Services, Inc. is a holding company for several wholly- and majority-owned operating subsidiaries, including 14 certified
capital companies which we refer to as capcos, and several portfolio companies in which the capcos own non-controlling minority interests.
Newtek s goal is to provide a variety of complementary financial products and business services to small and medium-sized businesses. The U.S.
Small Business Administration, or SBA, estimates that there are 23 million small and medium-sized businesses and we are a direct distribution
channel into that market. We currently operate in five principal lines of business and in two additional complementary lines of business. These
seven lines of business are as follows:

Certified capital companies. Historically, we have financed our operations and derived a material portion of our revenue and net
income from state-sponsored capco programs and other related investments and operations. This trend is changing as capco revenue
represented 88% of total revenues in 2002 and has declined to 48% of revenue in 2004. We have used the capco funds to finance or
acquire four of our six other operating businesses. A capco is a company we create pursuant to a state sponsored program, which is
designed to encourage investment in small and new businesses and to create economic activity and jobs in the state. As an
inducement to participation in the capco programs, each state provides a capco with tax credits to issue to its investors, which must
be insurance companies. The tax credits are designed to be used to reduce the payment of taxes by the holder of those credits in the
sponsoring state. The capco is then obligated to invest the funds raised pursuant to statutory requirements relating to such matters as
size of the business, location, number of employees, and ownership levels. In the event that the capco does not comply with the
performance requirements of the capco program, which are different in each state, the tax credits are subject to forfeiture. The
revenue to us resulting from the capco tax credits is non-cash and is used exclusively to satisfy obligations of the capcos to deliver
tax credits to their investors. Until our capcos have completed their business cycles and invested all of their funds, and we are able to
distribute cash earnings of our capco businesses to the holding company, we must rely on the capco management fees and earnings
of non-capco investments, as the sources of cash to meet our expenses.

Small business loans through participation in the SBA program. Through one of our operating subsidiaries, Newtek Small Business
Finance, Inc., or NSBF, we make small business loans guaranteed by SBA. Our business clients use the loan proceeds to acquire
commercial real estate, machinery, equipment and inventory, to refinance debt, to fund franchises, to acquire businesses and for
working capital. NSBF holds one of 14 non banking companies SBA licensed to provide SBA loans nationwide under the federal
section 7(a) loan program for small businesses and the related section 504 business real estate loan program. John Cox, who spent 30
years at the SBA and was previously Associate Administrator for Financial Assistance, the senior official in charge of SBA lending,
is Chairman and CEO of NSBF. NSBF closed $60 million in loans in 2004, up from $30 million in 2003 and earned $2.6 million in
pretax income up from $750,000 of pretax income in its first year of operations in 2003. NSBF has received Preferred Lenders
Program (PLP) status, a designation whereby the SBA authorizes the most experienced SBA lenders to place SBA guarantees on
loans without seeking SBA review and approval. Being a national lender, PLP status
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allows Newtek Small Business Finance to serve its clients in an expedited manner since it is not required to present applications to
individual SBA offices.

Payment processing solutions. Newtek Merchant Solutions and Automated Merchant Services (in Florida) offer credit card, debit
card and gift card processing services and check approval services to approximately 8,000 small and medium-sized businesses
through its six payment processing companies and a full service processing center in Wisconsin. In addition, Newtek Merchant
Solutions provides these services to the customers of credit unions and local and regional banks in Alabama, Washington, D.C.,
Wisconsin, New York, Louisiana and Colorado that do not offer their own payment processing services.

Web Site Hosting Services. In July 2004 we acquired CrystalTech Web Hosting Inc., or CrystalTech, for approximately $9,613,000
(including $250,000 in our stock). The cash proceeds used to purchase CrystalTech were obtained from the underwritten public
offering of 6,450,000 shares in July 2004. CrystalTech provides both shared and dedicated hosting offerings to individuals and
entities that desire to have a presence on the Internet. CrystalTech was servicing over 34,000 customers at December 31, 2004 and is
the 4™ largest web hosting company exclusively utilizing Windows® based technology.

Small Business Insurance. The Newtek Insurance Agency was created during 2004 through the acquisition of an insurance agency
spin-off from a major international insurance company. Owned by one of our capcos, the agency is licensed in 49 states and offers
commercial and personal lines of insurance. Commercial product lines include but are not limited to property, casualty, workmen s
compensation, business owners protection, E&O, D&O, and health insurance. The personal product lines include life, auto,
homeowners and disability, which are offered through our proprietary web-based platform. In addition, our propriety operating and
processing system Financial Keyosk, currently provides insurance products and back office support for 11 community banks and
credit unions. The Newtek Insurance Agency serves approximately 3,500 policyholders.

In addition, we are continuing to build two other businesses:

small business financial and management reporting and planning systems conducted by Newtek Financial Information
Services, and

small business tax services provided by Newtek Tax Services, LLC.

Business Strategy

Key elements of our strategy to grow our business are:

Continue to focus our business model to serve the small and medium-sized business market. Over the last four years, we have refined
our business model to focus primarily on developing and marketing products and services aimed at small and medium-sized
businesses similar to those which we initially funded through our participation in capco programs. As our service offerings grow and
diversifies, we continue to reduce our dependence on the capco programs for investment funding and revenue.
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Further develop national recognition of the Newtek brand through marketing alliances. We have formed key marketing alliances
with national business organizations such as Merrill Lynch and Cendant Corporation, business and trade organizations such as the
Credit Union National Association and the Community Bankers of Wisconsin, and affinity organizations such as Revelation
Corporation of America, Navy Federal Credit Union, the U. S. Women s Chamber of Commerce and the semi-public Veterans
Corporation of America. These strategic partners, through their customers, members and participants, generate small business
lending and payment processing business for us and build awareness of our brand name.

Cross-sell additional products and services to small- and medium-sized businesses. Our web-based, proprietary Referral System is a
custom designed customer relations management tool which allows us to utilize our alliance partners client base efficiently and cost
effectively and assures our alliance partners full transaction transparency with the highest level of customer service.

Continue to develop our state-of-the-art technology to process business applications and financial transactions. Our applications
processing technology allows us to process new business utilizing a web-based system and a centralized processing point. Our
trained representatives use these web-based applications as a tool to acquire and process data, eliminating the need for face to face
contact and the requirement that a customer complete multiple paper forms. This approach is customer friendly, allows us to process
applications very efficiently and allows us to store client information for further processing and future cross-selling efforts.

Opportunistically acquire companies or assets to provide complementary products and services. By strategically acquiring
companies or assets in our primary product and service markets, we can expand our customer base and create cross-selling
opportunities for our growing suite of complementary goods and services. During 2004, CrystalTech was acquired in this manner.

Continue to access the capco market as capco opportunities arise. We believe there is continued opportunity to use the capco
programs as a funding source to facilitate the growth of our businesses. During 2004, we raised approximately $29 million in new
capco funding.

Financial Highlights

During our year ended December 31, 2004:

The operation of the capcos resulted in non-cash revenues related to the capco tax credits of approximately $33.6 million, or 48% of
total revenue. During 2003, the operation of the capcos resulted in non-cash revenues related to the capco tax credits of
approximately $44.9 million, or 74% of total revenue.

Newtek Small Business Finance and Newtek Merchant Solutions generated aggregate revenues of approximately $29.5 million or
42% of total revenue. During 2003, these business lines generated $13.7 million, or 23% of total revenue.
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During 2004 we completed the acquisitions of CrystalTech for approximately $9.6 million in cash and stock, and of Vistar Financial
Services, Inc. for approximately $579,000 in cash through a capco investment. These business lines generated approximately $2.1
million in pre tax income and $506,000 in pre tax losses, respectively, under our ownership for the past six months.

We have experienced significant growth since 2000. The following highlights illustrate our growth in revenues and net income over the four
year period.

For the year ended December 31, 2000, our total revenue was $8.7 million, compared to total revenues of $70.2 million for the year
ended December 31, 2004, an increase of approximately 706%.

For the year ended December 31, 2000, we incurred a loss of $3.4 million, compared to net income of $10.6 million for the year
ended December 31, 2004.

During 2004, our capcos invested an aggregate of $16.7 million. Since beginning business in 1998, our capcos have invested an aggregate of
$91.1 million, against which $5.3 million has been determined to be impaired. During 2004 we made no equity method investments and
experienced no losses from previous equity method investments.

Subsequent events:

On February 16, 2005, NSBF submitted for SBA approval a $75 million, 3 year revolving loan agreement with a major
money-center bank. Upon approval and closing, the proceeds will be used in part to repay in full the balance owed to the Deutsche
Bank affiliate.

On March 28, 2005, CrystalTech entered into a transaction with Technology Investment Capital Corp. to borrow $8 million to be
repaid over 5 years. The entire net proceeds of approximately $7.8 million has been distributed to Newtek as a special dividend. We
have not guaranteed this CrystalTech obligation which can be pre-paid by CrystalTech without penalty at any time after eighteen
months.
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The following chart describes the role of capcos in our business and the major sources of our revenue and income:

(6]

2)

3)

@

®)

6)

NEWTEK REVENUE GENERATION

We have invested $4.9 million in seed capital to establish 10 capcos through December 2004.

Our capcos (in conjunction with our capco insurer) have raised approximately $203.1 million from insurance company investors
through December 2004.

$ 91.1 million invested in businesses through December 31, 2004.

$70.0 million actually invested in such companies through December 31, 2004. Newtek is precluded under various state statute
(including in Louisiana and under certain circumstances Colorado and the most recent program in New York) from taking
majority and controlling interests in investee companies. In these circumstances, our capcos make non-controlling minority
investments in portfolio companies. Newtek often makes available to these portfolio companies technology, services and products
to sell provided by other companies in the Newtek structure.

A smaller portion of investments are venture capital-type or passive investments, both debt and equity.

Our non-capco revenue increased over 100% from 2003 to 2004 and increased from 26 % to 52% of total revenue.

Table of Contents



Edgar Filing: NEWTEK BUSINESS SERVICES INC - Form 10-K

Table of Conten

Certified Capital Companies

Overview. A capco is either a corporation or a limited liability company established in and chartered by one of the nine jurisdictions currently
with authorizing legislation: Alabama, District of Columbia, Florida, Louisiana, Colorado, New York, Texas and Wisconsin. (Missouri has an
older program which pre-dates the start of our business and in which we do not participate.) Aside from seed capital provided by an organizer
such as Newtek, a capco will issue debt and equity instruments exclusively to insurance companies, and the capcos then are authorized under the
respective state statutes to make targeted equity or debt investments in companies. In some states, the law permits capco investments in
majority-owned or primarily controlled companies. In others, such as Louisiana, Colorado and the most recent program in New York, there are
some limitations on the percentage of ownership a capco may acquire. In conjunction with the capcos investment in these companies, the capcos
may also provide loans to the companies. In most cases, the tax credits provided by the states are equal to the amount of investment by the
insurance companies in the securities of the capcos, which can be utilized by them over no less than ten years, These credits are unaffected by

the returns or lack of returns on investments made by the capcos.

The Role of Capcos in Our Business Strategy. We have determined, that generally, the features of the capco programs facilitate our use of the
capco funds in the support of our development as a holding company for a network of small business service providers. While observing all
requirements of the capco programs and, in particular, financing qualified businesses meeting applicable state requirements as to limitations on
the proportion of ownership of qualified businesses, we have been able to use this funding source as a means to facilitate the growth of our
businesses, which are strategically focused on providing goods and services to small businesses such as those in which our capcos invest.

For example, the capco program in Louisiana precludes capcos from making controlling or majority- owned investments. Accordingly,
investments made by the Louisiana capcos are considered portfolio companies and are majority-owned, operated and controlled by their boards
of directors and management. These portfolio companies operate independently of Newtek although Newtek participates on the board of
directors of these companies (but in all cases we do not control a majority of the board unless there is a default under the terms of the
investment) and makes available to them technology, services and products to sell.

During 2003, we raised approximately $6.9 million through the issuance of capco notes and our common stock, and during 2004 we established
three new capcos which raised approximately $29 million through the issuance of capco notes and our common stock.

The authorizing statutes in all of the states in which our capcos operate explicitly allow and encourage the capcos to take minority equity
interests, and in some cases majority or controlling interests, in companies. Consequently in all of the states we operate capcos, we may,
consistent with our business objectives, acquire equity interests in companies through the use of the funds in the capcos and provide

management and other services to these companies. The investments by the capcos create jobs and foster economic development consistent with
the objectives of the programs as stated in most capco statutes. Furthermore, because our capcos have arranged for the repayment of a portion of
the capco notes by The National Union Fire Insurance Company of Pittsburgh or The American International Specialty Lines Insurance
Company, both affiliates of The American International Group, Inc., and a portion of the capco notes is paid through the delivery of tax credits,
our capcos are under no pressure to generate short-term profits and may invest for long-term profitability. Due to the nature of the capco
programs, we are able to accept the higher level of losses common to start up companies
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because we have the ability to devote the time, attention and resources to these companies which they require to become successful.

Because we use insurance to protect the principal of funds loaned to our capcos by insurance companies as well as the tax credits which they
receive from us, and in light of the cost of such insurance, in all of the capcos we have organized, after payment of the organizational costs and
the capco insurance premium, the remaining cash is equal to approximately 50% of the amount initially raised. An important feature of all capco
programs is that a minimum of 50% of the initial investment in the capcos must be placed in qualified business investments within a specified
time, usually four or five years. As each capco receives repayment of debt plus interest, as well as receives return of and on equity investments,
it is able to reinvest the funds in other qualified businesses, which in some states may be its affiliated companies or others. It is through this

investment-return-and-reinvestment process that our capcos are able to meet the minimum investment requirements of the capco programs. In
2002 our capcos received total repayments or returns of approximately $14.0 million, in 2003 they received approximately $6.3 million and in
2004 they received approximately $12.6 million. These funds supplemented the funds available for meeting minimum investment requirements.
At December 31, 2004, 11 of our 14 operating or managed capcos had met their respective minimum 50% investment requirements. On a
cumulative basis through December 2004, our capcos have received insurance company funds of $203.1 million. As of December 31, 2004, we
were in full compliance with all of our capco funding requirements but have yet to invest approximately $10.5 million in order to satisfy all
minimum investment requirements, including those for the 3 new capcos organized during 2004.

The recognition of revenue by our capcos represents our largest single source of revenue, equal to approximately 48% of our gross revenue in
2004, 74% in 2003 and 88% in 2002. This revenue was the principal source of our net income in 2003 and 2002.

We and our capcos do not generate any revenue for goods or services sold to the companies in which we invest. The companies in which the
capcos invest do provide services, and to a much lesser degree goods, to each other. However, the effect of such inter-company revenues and
expenses are eliminated in the consolidated financial statements. We rely on the annual management fees of 2.5% of certified (initial) capital, as
fixed by the capco statutes, and profits from non capco operations as our principal source of cash to cover our operating expenses. This covers
all supportive services generally provided by us, however, the management fee is paid out of capco cash on hand and is not set aside or reserved
for payment out of the funds received by the capcos.

In order to make the capco investments successful, and thus to fulfill the public policy objectives of the capco programs, we have enhanced the
capco funding mechanism by offering management resources, technical, operational and professional expertise and non-capco funds to the
investee companies. Depending on the state capco program and to the extent permitted by state law and regulation, the services can range from
advice and assistance with strategic relationships to direct and daily involvement in policy making and management. For example, in the state of
Louisiana the capco is precluded from controlling the policy making, management and operations of the investee company and accordingly the
capcos only participate in the policy making of the company by exercising their rights under the terms of the investment.

This has included, for example, the development of the zero-cost NEWTEK branding for each of the operating companies, as well as the
significant assistance that we provided to, for example, Newtek Small Business Finance in the negotiation of an extension of a $75 million credit
line, which included a $3 million debt forgiveness and conversion of $1.5 million into preferred stock of the company. This was followed by the
subsequent sale in January 2003 of $2 million in preferred stock to
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a unit of Credit Suisse First Boston Corporation in conjunction with a referral agreement for lending business.

Tax Credits. In return for the capcos making investments in the targeted companies, the states provide tax credits, generally equal to funds
invested in the capco by the insurance companies, that are available for use by insurance companies that provide the funds to the capcos. In order
to maintain its status as a capco and to avoid recapture or forfeiture of the tax credits, each capco must meet a number of specific investment
requirements, including a minimum investment schedule. The final loss of capco status (i.e., decertification as a capco) could result in loss or
possible recapture of the tax credit. To protect against such losses, our capcos have agreed with their funding insurance companies to provide, in
the event of decertification, payments by the capco or, as described below, by the capco insurer to the insurance companies in the nature of
compensatory payments to replace the lost tax credits.

Investment Requirements. Each of the state capco programs has a requirement that a capco, in order to maintain its certified status, they must
meet certain investment requirements, both qualitative and quantitative.

Quantitative Requirements: These include minimum investment amounts and time periods for investment of certified capital (the amount of the
original funding of the capco by the insurance companies). For example in the state of New York, a capco must invest at least 25% of its

certified capital by 24 months from the initial investment date, 40% by 36 months and 50% by 48 months. The minimum investment

requirements and time periods, along with the related tax credit recapture requirements are set out in detail below. See: Management s Discussion
and Analysis - Income from Tax Credits and Note 1 to the Consolidated Financial Statements - Revenue Recognition. The minimum
requirements are calculated on a cumulative basis and allow the capcos to receive a return of an investment and re-invest the funds for full
additional credit towards the minimum requirements.

Qualitative Requirements: These include limitations on the initial size of the recipients of the capco funds, including the number of their
employees, the location within the respective state of the recipients and the recipients commitment to remain therein for a specified period of
time, the types of business conducted by the recipients, and the terms of the investments in the recipients. Most significant for our business is the
fact that most of the capco programs generally do not pose any obstacle to investments in qualified businesses which result in significant,
majority or, in some cases, controlling ownership positions (the state of Louisiana precludes the capco from taking controlling or majority
ownership positions in investee companies). This enables us to achieve both public policy objectives of the capco programs, of increasing the
number of small businesses and job opportunities in the state, as well as our own objectives of developing a number of small business service
companies which may become profitable and return a meaningful return both to our shareholders and to the local participants in the businesses.
In addition, because the businesses that we invest in provide needed, and in management s judgment, cost effective goods and services to other
small businesses, the growth of this important segment of a state s economy may be accelerated.

Investment Limitations: The states of Louisiana, Colorado and in the most recent program in New York have had or recently added to their capco
programs limitations on the equity investment capcos can make in qualified businesses. These programs or program changes seek to preclude a
capco from owning all or a majority of the voting equity of the invested business. While Newtek has in the past made use of the ability to make
profitable majority-owned investments, we have also made minority or more passive investments in qualified businesses. Newtek s capcos are in
full compliance with these types of investment limitations and management foresees no significant difficulty in continuing to do so.
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Enforcement of Requirements: The various states, which administer these programs through their insurance, banking or commerce departments,
conduct periodic reviews and on site examinations of the capcos in order to verify that the capcos have met applicable investment requirements
and are otherwise acting in conformance with the statutes and rules. Capcos are required to maintain detailed records so as to demonstrate to
state examiners compliance with all applicable requirements. A failure of a capco to meet one of the statutory minimum guantitative investment
benchmarks within the time specified would constitute grounds for the loss of the capco s status, or its decertification, and the loss and recapture
of some or all of the tax credits previously passed through the capco to its investors. A decertification of one of our capcos would have a
material adverse effect on our business in that it would require the capco insurer to make compensatory payments equal to the lost tax credits
and would permit the insurer to assume control over the assets of the capco in order to cover its losses. Compliance with these requirements is
reflected in contractual provisions of the agreements between each capco and its investors. The capcos covenant to their investors to use the
funds only for investments as permitted by the capco laws or for related expenses and to refrain from taking any action which would cause the
capco to fail to continue in good standing.

Compliance: As of the end of 2004, all of our capcos were in compliance with all applicable requirements and 11 of the 14 operational/managed
capcos had met their final, minimum 50% investment thresholds. This eliminates any material risk of decertification and tax credit recapture or
loss for its insurance company investors in these capcos. This represents approximately $148 million of tax credits, or about 80% of the tax
credits associated with all of our capcos. See: Investment Requirements and Capco Cash.

Insurance. The capco notes require, as a condition precedent to the funding of the notes, that insurance be purchased to cover the risks
associated with the operation of its capcos. This insurance is purchased from American International Specialty Lines Insurance Company and
National Union Fire Insurance Company of Pittsburgh, both subsidiaries of American International Group, Inc., ( AIG ) an international insurer.
In order to comply with this condition to the funding, the closing on the capco notes are structured as follows: (1) the investors wire the cash
proceeds from the notes issuance directly into an escrow account (2) the escrow agent, pursuant to the requirements under the notes and escrow
agreement, automatically and simultaneously funds the purchase of the capco insurance from the proceeds received. We are not entitled to the
use and benefit of the net proceeds received until the escrow agent has completed the purchase of the insurance. AIG and its subsidiaries noted
above are AA+ rated. Under the terms of this insurance, which is for the benefit of the investors, the capco insurer incurs the primary obligation
to repay the investors a substantial portion of the debt as well as to make compensatory payments in the event of a loss of the availability of the
related tax credits. In the event of either a threat of or a final decertification by a state, the capco insurer would be authorized to assume partial or
complete control of the business of the particular capco so as to ensure compliance with investment or other requirements. This would likely
avoid final decertification and the necessity of insurance or cash payments in lieu of forfeited or recaptured tax credits. However, control by the
capco insurer would also result in significant disruption of the particular capco s business and likely result in significant financial loss to that
capco. Decertification would also likely impair our ability to obtain certification for capcos in additional states as new legislation makes other
opportunities available. The capcos are individually insured, and the assets of one are not at risk for the obligations of the others. AIG itself has
not agreed to guarantee the obligations of its subsidiary insurers but has agreed to transfer the obligations to another of its subsidiaries if the
insurers are down-rated.
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Investment Requirements and Capco Cash. In order to address the risk of decertification, which may generally be eliminated by meeting a
50% of capital investment threshold, we have structured our capco investment program, consistent with safe and sound operations, so as to meet

the investment benchmarks as early as possible. The table below presents the net cash positions of each of our capcos at organization, consisting
of:

initial cash receipts from insurance companies (certified capital),

plus other cash proceeds, consisting of:

initial seed money provided by us: $4.9 million (through December 2004); and

premiums paid by investing insurance companies in excess of the face amount of the capco notes to adjust the instruments to
the then current market values: $17.0 million;

plus amounts financed for the payment of insurance premiums; and

less payments for capco insurance policies.

In addition, our capcos have the ability to borrow additional funds, that is, to increase the amount of their uncertified capital, but we have no
need for or anticipation of utilizing this capacity. Also, the capcos could sell investments or raise additional equity capital if needed. Such an
increase in non-certified capital by a capco would have no effect on tax credit income or investment benchmarks for the capco. The additional
funds could, however, be invested in qualified investments and speed the achievement of the benchmarks.

The result as shown on the following chart, in the column Net Cash Available to Invest, demonstrates, that in all cases except four, the amount
of cash available for investment by the capcos exceeded by minimal amounts the minimum 50% investment benchmarks. The final column
demonstrates the aggregate of investments by each of the capcos and indicates the amount of minimum investment remaining to be made as of
December 31, 2004. At that date 10 of the 13 operational capcos had exceeded the 50% minimum investment requirement. The other capcos had
a total of approximately $10.5 million of remaining minimum investment yet to be satisfied in order to eliminate decertification and tax credit
loss risk.

10

Table of Contents 13



Edgar Filing: NEWTEK BUSINESS SERVICES INC - Form 10-K

T f Conten
CASH AVAILABLE TO EACH CAPCO AT ORGANIZATION AND
REMAINING MINIMUM REQUIRED INVESTMENT
Other Premium
Other Cash Capco Coverage Premium Net Cash 50% Minimum

Capco Name & Year Certified Proceeds Coverage Available to Minimum Remaining
of Organization Capital 1) Debt A B Invest Investment  at 12/31/04

1998
WA (2) $ 2,673,797 $ 500,000 $ 1,647,905 $ 157,694 $ 1,368,198 $ 1,336,899 None

1999

WP (2) 37,384,028 2,446,773 23,127,927 3,998,948 12,703,926 18,692,011 None

WLA (2)(3) 16,400,000 2,051,020 2,000,000 9,175,844 2,193,741 9,081,435 8,200,000 None

WI (2) 16,666,667 1,479,236 2,000,000 9,086,227 2,352,786 8,706,890 8,333,334 None

2000
WNYII (2) 6,807,866 1,380,000 1,500,000 5,019,803 504,745 4,163,318 3,403,933 None
WA (2) 1,136,364 115,266 661,432 160,068 430,130 568,182 “
WLPII (2)(3) 3,050,000 1,248,274 300,000 2,456,565 319,958 1,821,751 1,525,000 None
WNYIII (2) 35,160,202 9,893,394 5,200,000 29,052,790 4,137,438 17,063,368 17,580,101 None
2002

WCOL (2) 22,057,767 1,236,733 2,000,000 11654,021 3,604,978 10,035,501 11,028,884 None

WLPIII (2) 8,000,000 1,000,000 2,859,644 1,089,134 5,051,222 4,000,000 None
2003

WLP IV 6,800,000 95,200 1,000,000 2,533,722 1,093,216 4,268,262 3,400,000 1,360,000
2004

WALA (2) 11,111,111 877,778 3,000,000 5,149,684 1,831,326 8,007,879 5,555,556 None

WDC 13,106,416 565,532 2,500,000 6,416,950 1,757,488 7,995,510 6,553,208 6,553,208

WNYIV 5,218,377 593,931 750,000 2,318,466 773,488 3,470,354 2,609,189 2,609,189

(1) We have invested a minimum of $500,000 in cash in ten of thirteen operational capcos; in the four capco and capco funds in
Louisiana we invested $260,000 because the second, third and fourth capcos (investment pools) have been structured as permitted
by the unique provisions of that state s statute be able to utilize the capital of the first Louisiana capco to meet the initial capital
requirements. Other Cash Proceeds consist of this initial funding by us of $4,900,000, out of cash on hand, plus in some cases a
market rate adjustment paid in cash by the certified investors to conform the imputed return on the capco notes to then current
market rates.

(2) At December 31, 2004 these ten capcos have met their minimum investment benchmark of 50% of Certified Capital and, therefore, all
related tax credits are beyond recapture or forfeiture. In all cases, the minimum investment benchmarks were met 12 months or more in
advance of the statutory minimum investment benchmark dates.

(3) Tax credits allocated in these three Louisiana programs were calculated at 110% of certified capital. The numbers presented, however, are
the amounts of the capital (cash) actually received by the capco at funding.

(4) Same capco as listed for 1998.
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Exponential of New York, LLC, or Exponential, LLC, is structured differently than our other capcos and is not covered by capco insurance as
are our other capcos. We do not own this capco. We acquired 100% of an entity that has a less than 20% ownership in Exponential, LLC and, as
such, we use the cost method of accounting for this investment; the balance of the equity of this capco is owned by an insurance company
investor.

Exponential, LLC did not purchase any insurance with respect to its obligations. Instead, it purchased and pledged discounted United States
Treasury obligations that will increase in value over ten years to equal the amount of principal owed to the insurance company investor in
repayment of Exponential, LLC s initial funding. At December 31, 2004, 2003 and 2002, respectively, Exponential had total assets of
$10,615,409, $9,563,630 and $9,700,361, and at the same dates it held $ 3,284,491, $3,083,176 and $2,897,394 in Treasury obligations.

Principal Operating Businesses

The structures through which we own and manage our operating, or non-capco, lines of business can be divided broadly into three categories: (1)
those which are majority-owned and controlled, (2) those which we either primarily control through lesser equity positions or contractual rights
and (3) those in which we have a passive or venture-type investments. At December 31, 2004, we had 27 majority-owned companies which were
as a result of investments through the capco programs. All of these businesses which were initially financed primarily by capco funding are
located and operated by business professionals located in the respective states.

Primary Business Segments and Investments

Small Business Lending

We acquired Newtek Small Business Finance, Inc., or NSBF, on December 31, 2002 through a combination of capco funding and cash and
non-cash resources that we provided. NSBF specializes in making small business loans guaranteed by the SBA for the purpose of acquiring
commercial real estate, machinery, equipment and inventory and to refinance debt, fund franchises, working capital and business acquisitions.
This lending is both direct and through various financing partners. NSBF holds one of 14 non banking companies SBA licensed to provide loans
nationwide under the federal section 7(a) loan program for small businesses and the related section 504 business real estate loan program.
Historically, these two federal programs account for approximately $10 billion and $3 billion of loans nationally each year. NSBF has received
Preferred Lenders Program (PLP) status, a designation whereby the SBA authorizes the most experienced SBA lenders to place SBA guarantees
on loans without seeking SBA review and approval. Being a national lender, PLP status allows Newtek Small Business Finance to serve its
clients in an expedited manner since it is not required to present applications to individual SBA offices.

Prior to our acquisition and recapitalization of NSBF, this small business lender had been poorly managed and plagued by bad loans. When we
purchased NSBF it had a negative stockholders equity. Over the course of the previous year, we and the new NSBF management team had
carefully reviewed the problems and prepared a detailed plan for the operations of the company post-closing. In addition to new management
and the capital infused by the capco investment, we were able to negotiate a renewal and extension of a critical $75 million warehouse lending
line of credit from Deutsche Bank in conjunction with a conversion of a portion of the outstanding debt for equity. Immediately following the
purchase, we arranged for an additional $2 million investment in NSBF by an affiliate of Credit Suisse First Boston. During 2004 NSBF signed
a letter of intent to refinance out the Deutsche Bank line with a major money center bank. This new 3 year facility is expected to replace the
existing warehouse
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line and provide longer term funding for the company s lending. This transaction is anticipated to close in the second quarter of 2005.

During 2003, NSBF focused on its integration into Newtek and developing a technologically advanced loan application and processing program
along with Harvest Strategies, LLC (d/b/a Newtek Strategies), another of our affiliated companies. These program tools guide business owners
step-by-step through the loan application process and enable them to be pre-qualified for a small business loan by completing an on-line
application and are distinguishable from competitive products due to their ability to be private-labeled and utilized on the websites of third
parties. NSBF s private label online application system is a strong marketing tool, providing advantages in executing the strategy of penetrating
the customer bases of our marketing alliance partners. These marketing alliances with strategic partners are an essential part of our business
strategy to open up broad groups of small- and medium-sized businesses to our principal operating businesses. We have these arrangements with
national business organizations such as Merrill Lynch and Cendant Corporation, US Women s Chamber of Commerce, business and trade
organizations such as the Credit Union National Association and the Community Bankers of Wisconsin, and affinity organizations such as
Revelation Corporation of America, Navy Federal Credit Union and the semi-public Veterans Corporation of America.

Also during 2003 and into 2004, NSBF continued to develop its expanded management team with significant experience in the small business
lending market. John Cox, NSBF s Chairman and CEO, was previously Associate Administrator for Financial Assistance at the SBA. In this
capacity, Mr. Cox was the senior management official in charge of all SBA business lending. Mr. Cox had a 30-year career with the SBA.
During 2003, NSBF hired Peter Downs as NSBF s President. Mr. Downs spent 16 years in various small business lending roles within the
banking industry, most recently as National Director of SBA lending for Citibank, coordinating SBA underwriting and sales for Citibank
nationwide. NSBF s former Chief Operating Officer, Michael Dowd, worked for the SBA for 25 years and was National Director for Loan
Programs where he was responsible for formulation of all policies and procedures governing the implementation of the 7(a) and 504 loan
programs, including all loan making, loan servicing, loan monitoring and review functions. Mr. Dowd continues to provide consulting services
to NSBF.

During 2004, NSBF funded 161 loans for a total of $52.2 million, and was servicing a portfolio of loans for others at December 31, 2004
totaling $157.4 million. NSBF reported pre-tax income for 2004 of approximately $2.6 million.

Electronic Payment Processing

We conduct our electronic payment processing business nationwide through six companies which offer credit card, debit card and gift card
processing services and check approval services to approximately 8,000 small businesses. These are described below.

Universal Processing Services - Wisconsin, LL.C, d/b/a Newtek Merchant Solutions of Wisconsin, or UPS-WI, provides credit card, debit
card, gift card processing and check approval services directly to merchants. UPS-WI obtains the majority of its merchant customers through
agreements with independent sales organizations, including our affiliates below, and other associations throughout the country which then
contract with UPS-WI to provide processing services. UPS-WI pays these organizations and associations a percentage of the processing revenue
derived from their respective merchants. UPS-WI assists merchants with their initial installation of equipment and initial and on-going service
and any other special processing needs that they may have. On a wholesale basis, UPS-WI acts as a processor for merchants that are brought to it
through our affiliated companies and other third-party marketing organizations. UPS-WI had contracts with 120 independent sales
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consultants as of December 31, 2004, and has grown its customer base significantly during 2002, 2003 and 2004.

UPS-Wl is currently adding approximately 300 electronic payment processing customers per month and has reached a customer base of
approximately 4,100 as of December 31, 2004. Because of the growth experienced in 2004, UPS-WI had positive cash flow and earnings for the
year. During 2004, UPS-WI processed total transactions of approximately $1.0 billion.

The following three subsidiaries operate under the name Newtek Merchant Solutions :

Universal Processing Services, LLC, d/b/a Newtek Merchant Solutions of New York was organized in March 2001 and is based
in New York City.

Universal Processing Services - Colorado, LLC, d/b/a Newtek Merchant Solutions of Colorado, was organized in December
2002 and is based in Evergreen, Colorado.

First BankCard Alliance Alabama, LLC, d/b/a Newtek Merchant Solutions of Alabama, was organized in 2004 and is based in
Montgomery, Alabama.

Each of these affiliates markets credit and debit card processing services, check approval services and ancillary processing equipment and
software to merchants who accept credit cards, debit cards, checks and other non-cash forms of payment. Each also contracts with local
independent representatives to sell and service payment processing services. In addition to marketing these services to local markets, each
company is currently establishing relationships with local and regional banks that do not offer their own merchant processing in order to enable
them to offer these services to their clients through Newtek Merchant Solutions. Each contracts for the actual processing services provided to its
merchants and customers through an agreement with UPS-WI. Each of these Newtek Merchant Solutions companies has steadily increased the
number of customers and has experienced a continued increase in its receipt of monthly residual payments.

Since inception, UPS-NY, UPS-CO and UPS-ALA have all experienced operating losses in each year of operations. These losses have been
primarily attributable to general corporate overhead and compensation and commissions paid, which together have been greater than the
revenues generated on an annual basis. Based upon the continued growth of the respective customer base, we expect all will turn profitable on a
stand alone basis due to increases in monthly residual payments in the near future.

Automated Merchant Services, Inc., or AMS, was acquired by our Florida capco and us in August 2003 for a combination of cash and stock.
As do our other four electronic payment processing affiliates, AMS also provides electronic payment services, hardware and software to
approximately 3,900 businesses and government agencies through ten sales representatives covering the Florida marketplace. During 2004,
AMS added 80-90 new clients every month. We plan on assisting AMS to grow beyond the Florida market and to expand its product base to
include all of the products and services that our existing processor, UPS-WI, offers. AMS is in the process of being re-branded as a part of

Newtek Merchant Solutions and marketed in conjunction with our other business services and financial products. During 2004, AMS has also
entered into an exclusive agreement with Citibank to provide an outsourced merchant processing service to referrals from the 116 Citibank
branches in Illinois, Florida and the District of Columbia.
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Our Louisiana capco also owns a minority interest in a merchant processing company, Universal Processing Services Louisiana, LLC. Universal
Processing Services Louisiana, LLC markets credit and debit card processing services, check approval services and ancillary processing
equipment and software to merchants who accept credit cards, debit cards, checks and other non-cash forms of payment. In addition to

marketing these services to local markets, it is currently establishing relationships with local and regional banks that do not offer their own
merchant processing in order to enable them to offer these services to their clients. Universal Processing Services Louisiana, LLC has
contracted for the actual processing services provided to its merchants and customers through an agreement with UPS-WIL.

Website Hosting Services

In July 2004, we completed the acquisition of CrystalTech and are now engaged in the business of providing website hosting services to more
than 34,000 current customers of CrystalTech. Founded in 1997, CrystalTech provides simple shared hosting plans and more complex dedicated
hosting plans.

CrystalTech s dedication to superior customer service is reflected in the growth of its customer base, from approximately 3,900 customers in
2001 to approximately 34,000 at the end of 2004. CrystalTech uses only Microsoft Windows® technology. Netcraft, a prominent independent
Internet consulting firm, has described CrystalTech as the fourth largest hosting service in the world providing exclusively Microsoft Windows
2003® hosting. Because of the efficiency of CrystalTech s operations and its firm commitment to customer service, CrystalTech has been able to
build a business with significant growth in its customer base and increasing positive cash flow and profitability. During the period July 8, 2004
through December 31, 2004, CrystalTech earned pre-tax income of $2.1 million on revenue of $4.4 million.

Financial Information Systems

We have two companies which are engaged in the design and implementation of financial and management reporting systems and providing
outsourced financial management functions:

Group Management Technologies, LLC, d/b/a Newtek Financial Information Systems of Florida, or GMT, is based in Florida and

provides administrative and technological support for small businesses by designing and implementing specialized financial and management
reporting systems and by providing outsourced financial management functions that reduce costs and management requirements for its clientele.
GMT targets the market segment of businesses that are too small to afford a full time financial executive but have grown to the point where
managerial and financial controls must be introduced in order to effectively grow the business. GMT s specialists work closely with management
to create budgets and forecasts that serve as planning tools as well as performance evaluation and control benchmarks.

Since inception in November 1999, GMT has experienced operating losses in each year of operations due to historically low revenue in relation
to its expenses. While GMT has been unable to build a client base beyond the Newtek affiliated companies, we believe that our financial
information system offerings are well designed and technologically advanced and will, with proper management and marketing, be able to
contribute both revenue and profit to us in the future.

Our Louisiana capco invested in Group Management Technologies Louisiana, LLC or GMT-LA, in December 2002 and owns a minority,
non-controlling interest. We anticipate that in the future GMT-LA will offer financial services to small business clients in Louisiana. Since
inception, GMT-LA has experienced losses and in early 2004, the management team resigned. A new management team and equity participants
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Small Business Tax Services

Newtek Tax, LLC was formed in 2003 to provide tax filing, preparation and advisory services to small and medium sized businesses. Newtek
Tax provides comprehensive tax services that are customized to fit the unique needs of each client. With specialists available in many different
areas of tax-related expertise, we believe that Newtek Tax offers a significant depth of resources. Newtek Tax has licensed what it believes to be
state-of-the-art software to prepare returns. Because Newtek Tax was formed during the latter portion of 2003, it did not provide any material
financial results for the year ended December 31, 2004. Newtek Tax intends to market its products to customers of all our affiliated companies
utilizing the Newtek Referral System. We continue to work with the management of this company to develop and implement its business model
and improve its financial results.

Small Business Insurance Products and Services

National Insurance Solutions, LLC was established in Washington, D.C., in 2003 by us without using capco funds under the name of Newtek
Insurance Agency. Following our acquisition of Vistar Insurance Services, Inc., it took on its current name. Our plans are for this nationally
licensed insurance agency to serve as a retail and wholesale agency specializing in the marketing of surplus lines insurance products to
customers of all our affiliated companies. During 2005, we expect to expand the operations of the company, particularly in conjunction with
operations of our DC-based capco.

Other Business Lines

Exponential Business Development Company, Inc., or Exponential, was originally organized in the mid-1990s to participate in the New York
capco program (as a competitor of Newtek). It had structured Exponential, LLC, differently than us, with ownership being sold to the insurance
company investor and a small equity portion retained by Exponential, which acted as the manager. The capco has made 11 small equity
investments and 5 additional investments of both debt and equity. Exponential has also organized another investment vehicle Exponential of
New York, LP, that has made six equity investments and two others involving debt. Our interest in Exponential was due to the high reputation of
the individuals participating in the company and the ability to identify and make investments in the northern and western areas of New York
State.

In addition, the Louisiana capco assisted in the formation of and made minority, non-controlling investments in the following two companies
during 2003 and one in 2004 (Channel Management Partners):

Louisiana IT Specialists, LLC, d/b/a Newtek IT Services Louisiana, or NITS, provides data mining services and database analysis to small
and medium-sized businesses to help them solve business problems and make strategic decisions. NITS utilizes data mining tools to predict
future trends and behaviors, allowing clients to make proactive, knowledge-driven decisions. During 2004, NITS formed a fully operational
inbound and outbound call center and telemarketing organization.

Louisiana Community Financial Services, LLC, d/b/a Newtek Community Financial Services, or LCFS, was organized in response to the
specific needs of small community banks and their small business constituencies within the State of Louisiana. LCFS has developed a suite of
essential small business products and services specifically tailored to be marketed and sold as ancillary service offerings alongside traditional
community banking services as a part of an affinity marketing program. These products and services serve the dual purpose of improving the
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non-core services without having to allocate the resources to provide those services. This strategy allows the local bank to maintain its close
relationship with its small business customer without having to add significant infrastructure to enable them to expand their product/service
offering.

Channel Management Partners, LLC ( CMP ) provides outsourced sales channel design, development and management services (together
referred to as a channel program or the act of channel marketing ) to small and medium-sized service provider companies. Acting as an extension
of its client s business development team, CMP can work on specific project tasks, or alternatively, provide a complete end-to-end offering

covering every aspect of an effective channel program, including: channel strategy definition; identification, qualification, and recruitment of
partners; negotiation and drafting of contracts and service level agreements; development, implementation, and management of channel sales

and marketing plans; ongoing channel relationship management; and existing channel strategy review and diagnostics. CMP leverages its

channel expertise to design and develop proprietary partner relationship management software that assists with channel marketing throughout

the partner lifecycle.

As of December 31, 2004, we had two primarily controlled companies which are less than majority investments through the capco programs
NicheDirectories, LLC and Starphire Technology, LLC. These entities are accounted for under the equity method. Because of the determination
to focus our business on our principal business lines, we are treating these investments as secondary to our principal businesses. While these
investments are monitored and some time, attention and resources are provided to the companies as necessary to preserve the investments and
meet minimum management commitments, we do not expect any of these investments to result in any meaningful returns to us. These
investments are carried on the balance sheet at zero.

We have also made investments, usually smaller or in the form of debt, in a number of other companies. We are generally not actively involved
in the management or day-to-day operations of companies in which our equity ownership and voting power is less than 25%. Instead, we offer
these businesses advisory services or assistance with particular projects, as well as the collaborative services of our affiliated companies. In
pursuing business objectives, we intend to hold a decreasing portion of our total assets in companies in which we have voting power of less than
25 percent.

Competition

Our business now requires that we compete at two basic levels. First, the capcos compete in their offerings with the three or four other capcos
sponsored by various national financial organizations, as well as locally sponsored companies. Our management believes it has been successful
in raising funds because of:

the manner in which we have structured the participation by the insurance companies, including our issuance of shares of our stock
as an equity bonus to investors who buy our capco notes;

the insurance which we have been able to obtain to cover any loss of the tax credits and the obligation to repay principal, resulting in
a credit rating for the instruments of AA+;

the previous business experience of our principals;

the national marketing of our programs; and
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Second, in addition to competing for capco funds, we and our operating businesses must also compete in a number of markets for the sale of
services to other businesses. We have narrowed the focus of principal investments to that of six principal operating lines. Each of these requires
our companies to compete not only against other suppliers in their particular state or region of the country but also against suppliers operating on
a national and even a multi-national scale. However, none of the markets in which our companies compete are dominated by a small number of
companies which could materially affect the nature or terms of the competition. In addition, in many cases, the competitors which our companies
face are not as able as our companies to take advantage of changes in business practices due to technological developments and, by their large
size, are unable to offer the personalized service that many small business owners and operators seem to want. Through the resources available
to us, we are attempting to build our affiliated companies into successful and profitable ventures.

Execution: Regional Business Development Centers

We implement our strategy through decentralized management with an emphasis on Regional Business Development Centers. These offices are
staffed by individuals with experience in working with small businesses who are able to identify and evaluate potential investments and
particularly the local entrepreneurs that we will work with. They are also able to provide important services for us in our monitoring efforts and
assist in the promotion and development of the Newtek brands of small business products and services. In many cases, these individuals have
made substantial investments in the equity of the capcos associated with their regional centers and retain responsibility for local coordination of
communications and compliance with local capco programs. We maintain offices in Alabama, Colorado, District of Columbia, Florida,
Louisiana, New York (2) and Wisconsin.

Regional Managers. Our regional management consists of the following individuals.

Christopher Bauer, Wisconsin - Mr. Bauer has had over 28 years of experience in commercial banking at Firstar Corporation, a $38 Billion
diversified financial services company. Mr. Bauer has served as the President of Firstar Bank of Milwaukee and President of First Business

Bank of Milwaukee. Firstar Bank of Milwaukee is considered one of the region s leading banks in str