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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes © No x

Indicate by check mark whether the registrant:1) has 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. Yes © No x

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not 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 a large accelerated filer, an accelerated filer, or a non-accelerated filer (all as defined in Rule
12b-2 of the Act).

Large Accelerated filer © Accelerated filer © Non-accelerated filer x
Indicate by check mark whether the registrant is a shell company (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 was approximately $44,066,000 as of the last business day
of the registrant s second fiscal quarter of 2006.

As of March 26, 2007 there were 36,689,131 shares issued and outstanding of the registrant s Common Shares, par value $0.02 per share.
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PART I

Item 1 BUSINESS
Overview

Newtek Business Services, Inc. ( Newtek ) is a holding company for several wholly- and majority-owned subsidiaries, including 15 certified
capital companies which we refer to as Capcos, and several portfolio companies in which the Capcos own non-controlling or minority interests.
We are a direct distributor of business services to the small and medium-sized business market. Our target market represents a very significant
marketplace in the United States gross domestic product or GDP. According to statistics published by the U.S. Small Business Administration,
approximately 51% of the GDP in the United States comes from small-to medium-size businesses and 99% of businesses in the United States
which have one or more employees fit into this market segment. As of December 31, 2006, we had over 75,000 business accounts. We use state
of the art Web-based proprietary technology to be a low cost acquirer and provider of products and services to our small-and medium- size
business clients. We partner with AIG, Merrill Lynch, Morgan Stanley, UBS, the Credit Union National Association with its 8,700 credit unions
and 80 million members, the Navy Federal Credit Union with 2.7 million members, PSCU Financial Services, Inc., the nation s largest credit
union service organization, General Motors Minority Dealers Association and Daimler Chrysler Minority Dealers Association, all of whom have
elected to offer certain of our business services and financial products rather than try to provide some or all of them directly for their customers.
We have deemphasized our Capco business in favor of growing our operating businesses and do not anticipate creating any new Capcos in the
foreseeable future.

The Company s principal business segments are:

Electronic Payment Processing: Marketing, credit card processing and check approval services to the small- and medium-sized business
market.

Web Hosting: CrystalTech Web Hosting, Inc. which offers shared and dedicated web hosting and related services to the small- and
medium-sized business market.

SBA Lending: Newtek Small Business Finance, Inc., a nationally licensed, U.S. Small Business Administration lender that originates, sells and
services loans to qualifying small businesses, which are partially guaranteed by the SBA.

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

Corporate Activities: Revenue and expenses not allocated to our other segments, including interest income, Capco management fee income and
corporate operations expenses.

Capcos: Fifteen certified capital companies, which invest in small- and medium-sized businesses. They generate non-cash income from tax
credits and non-cash interest and insurance expenses.
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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. We are focused on developing and
marketing business services and financial products and services aimed at the small-and medium-sized business market. Our business
model is to get that market to view us as The Company to go to for all their business needs. We are now providing one or more
services to approximately 75,000 client accounts. We intend to continue to leverage the Newtek brand as a one stop shop provider for
small and medium size business market, and further develop direct marketing efforts through our website and our direct sales

program.

Continue to implement a strategy of acquiring customers at low cost. We seek to acquire customers at a low cost through a national
strategy centered on our alliance partners and our NewTracker technology. Our alliance partners use our proprietary NewTracker
referral system to refer customers to us for sales and customer referral, tracking and processing. We use the same proprietary system
as our gateway for direct sales through our website and our Biz Exec program.

Further develop national marketing of the Newtek brand through our alliance partners. We have formed key marketing alliances
with national business organizations such as AIG, Merrill Lynch, Navy Federal Credit Union, PSCU Financial Services, Inc. and
UBS, Inc., and trade organizations such as the Credit Union National Association, the General Motors Minority Dealers Association,
and Daimler Chrysler Minority Dealers Association.We seek to build on the endorsement of our technology, high level of customer
service, and competitively priced products and services by these partners.

Continue to develop our state-of-the-art technology to process business applications and financial transactions. We are expanding
our proprietary NewTracker referral system which allows us to process new business utilizing a web-based, centralized processing
point. We are implementing a project of combining all data assets into a seamless, enterprise wide accessible master database in
order to facilitate cross marketing, selling and servicing, real-time data mining, and business intelligence.

Cross sell additional products and services to small- and medium-sized businesses. We are developing our processing systems to
facilitate cross selling multiple products and services. We are actively seeking to add additional products and services to meet the
demands of the small and medium- sized business market. In addition we are implementing a multi-channel marketing strategy to
expand our reach.

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.

Continue to fulfill our obligations under the current Capco programs. Our emphasis is on continuing our exemplary regulatory
compliance program in order to successfully complete the investment cycles for all Capcos. At December 31, 2006, we had reached
the final investment requirements in all 15 Capco programs in which we participate directly, that we believe ensured that 100% of
the tax credits are beyond risk of recapture.

During our year ended December 31, 2006:

Revenue from our three major operating segments (electronic payment processing, web hosting and SBA lending) totaled
$66,694,000 in 2006, a 23% increase as compared with $54,111,000 in 2005. These segments represented 76% of total revenue in
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2006 as compared to 56% in 2005.

Our three major operating segments earned $7,022,000 in 2006, a 21% increase as compared with $5,823,000 in 2005.

Our three major operating segments achieved $13,753,000 in positive cash provided by operating activities in 2006. In addition, for
the first time as a publicly traded company, we achieved consolidated positive cash provided by operating activities, which totaled
$1,881,000.
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In 2006 we prepaid $7,000,000 of the $8,000,000 note payable to TICC which was incurred in 2005 in conjunction with the purchase
of CrystalTech Web Hosting, Inc. This prepayment was made primarily from CrystalTech s positive cash provided by operating
activities.

History

We were founded in 1998 to participate in the Capco programs. We have since developed our branded line of business services and financial
products and services for the small and medium-sized business market. At December 31, 2006, we had 37 majority-owned companies excluding
our 15 Capcos, many of which were a result of investments through the Capco programs. From 1999 to 2005, Capcos generated significant cash
flows reflected as financing activities on our consolidated cash flow statement. We do not anticipate creating any new Capcos in the foreseeable
future, although we continue to invest in small businesses through our existing Capcos and meet the goals of the Capco programs. We are
concentrating our efforts on creating a distribution channel for the small and medium-sized business market.

We believe that Fortune 500 companies are seeking to expand their client base into the lucrative small to medium -size business market. We
believe that to enter this market effectively they will require the use of a cost-effective distribution channel such as the one we have built using
proprietary technology and systems. We believe that most Fortune 500 companies try to use the same distribution methods used for their existing
consumer or corporate customers in order to reach this market, only to find it too expensive or unproductive to address small to medium-sized
businesses. We view the small business owner and decision maker as unique and requiring a different distribution channel, as well as different
products, packaging and service tailored to meet the needs of small and medium-sized businesses.

We market ourselves to our small and medium- sized business customers through our motto of we do it differently and we do it better. An
example of how we seek to do this is our 24/7 call center which we believe is a valuable feature for most small business owners that need help at
off hours and on weekends. We use Web-based applications as an in-house tool to make our employees and associates efficient, smart and
productive. Instead of using expensive six-figured salaried employees that a typical bank or an insurance company would use to market financial
products and business services to small- and medium-sized business customers, we use very smart, efficient, high-quality technology and
dedicated loyal non-executive salary plus bonus employees.

We believe that our business service specialists on all product lines understand the needs of the small business owner. We conduct telephone
interviews with our target customers across all product lines to deepen our understanding of their needs. We have tailored our offerings to avoid
our small and medium- sized business customers having to fill out multiple handwritten forms or type data into a keyboard, which we believe is
the most aggravating factor facing our customers. We have modeled our back-office and business operations after customer centered operational
models, such as that of Progressive Insurance. We stress our responsive customer service, and we endeavor to excel in addressing and resolving
issues and problems that our customers may face. We intend to provide our 24/7 customer service functions in Spanish to service the growing
Hispanic owned and operated small business customer base in the United States.

The Newtek Referral System

Our proprietary NewTracker referral system allows us to process new business utilizing a web-based, centralized processing point. Our trained
representatives use these web-based applications as a tool to acquire and process data through telephonic interviews, eliminating the need for

face to face contact and the requirement that a customer complete multiple paper forms or data entry for multiple product lines. This approach is
customer friendly, allows us to process applications very efficiently and allows us to store client information for further processing and
cross-selling efforts while offering what we believe to be the highest level of customer service. It also assures our alliance partners full
transaction transparency. This system permits our alliance partners to have a window to our back office processing 24 hours a day, 7 days a

week, to see every communication and interaction between our sales and processing representatives and their referred customers without sharing
customer or alliance partner sensitive data on the application. NewTracker enables the processing and tracking of services in a manner similar to
the bar code system used by overnight delivery services.

We are implementing a project of combining of all data assets into a seamless, enterprise wide accessible master database in order to facilitate
cross marketing, selling and servicing, real-time data mining, and business intelligence and further enhance our use of NewTracker .
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Each of the operating businesses benefit from the receipt of significant numbers of customer referrals from our alliance partners, pursuant to
agreements negotiated and structured by our holding company management and staff. We are focused on using strategic business affiliations to
identify likely small to mid-sized business customers and others to be serviced by our operating businesses. We seek to ally Newtek with
companies and organizations that wish to offer one or more of our principal business lines to their customers or members. We provide one-stop
shopping for alliance partners that want to launch or expand their business services. For example, many credit unions are serving small business
owners with consumer lending applications, and can use our alliance with Credit Union National Association or PCSU Financial Services to
expand their offering of services. We believe our comprehensive portfolio of business services can help small businesses grow, which benefits
the business owner and their credit union.

These alliance partners are able to provide greater service to their customers and members and derive a steady flow of referral payments from us.
On the other hand, our operating companies are receiving significant numbers of referrals for our services in the areas of small business loans,
insurance and electronic payment processing and are thus acquiring customers at a low cost. NewTracker , our proprietary, internally developed
referral system technology facilitates this transfer of information and also permits our customer service representatives, their supervisors and the
referring alliance partners to all observe the real time processing of each referral, from intake to completion. For a Merrill Lynch financial
advisor who refers a customer for electronic payment processing, he or she can follow the processing and know when decisions are made, what
they are, when the referral fees are earned as well as observe and oversee the operational performance of our customer service representatives.
The process is analogous to the bar code system used by overnight delivery services to track the movement of a package, where critical
processing points are input and the customer is able to access the company s password-protected web site and monitor the movement of the
package from pick up to delivery.

We have entered into agreements to provide for one or more business services with the following entities:

AIG

UBS

Merrill Lynch

Morgan Stanley

Maxim Group, LLC

Bank Atlantic

Credit Union National Association

Daimler Chrysler Minority Dealers Association

General Motors Minority Dealership Association
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Navy Federal Credit Union

New Alliance Bank

NCMIC Financial, Inc.

PCSU Financial Services, Inc.
Primary Business Segments

Electronic Payment Processing

We are a provider of payment processing services to over 12,300 small business merchants throughout the US. We enable our clients to accept
all major credit cards as well as debit and ATM cards for payment whether they are a retail, service, mail-order or Internet merchant. We work
with clients to set up merchant payment processing and to customize value added programs that help drive customers to them such as
personalized gift card programs, and check guarantee services. At December 31, 2006 we processed transactions at an annualized rate exceeding
$2.1 billion.
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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 its merchant customers primarily through the
Newtracker referral system and our agreements with alliance partners, agreements with independent sales organizations, including our affiliates
below, and other associations throughout the country. UPS-WI pays these organizations and associations a percentage of the processing revenue
derived from their respective merchants. UPS-WI in turn contracts with large scale data processing companies to provide the data processing and
funds settlement services for the 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 alliance partners, affiliated companies and other third-party marketing organizations. UPS-WI had contracts with 160
independent sales consultants as of December 31, 2006, and has grown its customer base significantly during each year of operations since 2002.
UPS-WI is currently adding approximately 300 customers per month, and has reached a customer base of approximately 7,900 as of

December 31, 2006. UPS-WI had positive cash flow and earnings for the year and processed transactions at a monthly annualized rate of
approximately $1.6 billion at December 31, 2006.

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

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

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

First BankCard Alliance of Alabama, LLC, d/b/a Newtek Merchant Solutions of Alabama, was organized in 2004 and is based
in Montgomery, Alabama. Newtek Merchant Solutions of Alabama currently services approximately 300 merchants, and processed
transactions at an annualized rate of approximately $28 million.

Summit Systems & Design, LLC, d/b/a Newtek Webhosting Services, was organized in 2005 and is based in Brownsville,
Texas. Summit currently services approximately 2,700 merchants, and processed transactions at an annualized rate of approximately
$287 million.

Automated Merchant Services, Inc., d/b/a Newtek Merchant Services of Florida, or NMS-FL, was acquired by our Florida

Capco and us in August 2003. NMS-FL currently services approximately 1,400 merchants, and processed transactions at an

annualized rate of approximately $177 million.
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 contract 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 and all but one have now achieved
profitability.

All of our electronic payment processing businesses rely on the ability to obtain data processing services from organizations equipped to perform
the large volume of highly sophisticated data processing operations. There are two aspects to the processing: the initial authorization of a
payment (referred to as the front end processing ) and the merchant credit and cardholder charge transaction (the back end processing ). Our
payment processing businesses rely on up to 5 of each of the front end and back end processors which means that our risk of reliance on any one
company is reduced and also gives us the option of utilizing different processors to match the needs of particular customers or situations.

As a result of the exposure of these companies to liability for merchant fraud, chargebacks and other losses inherent in the merchant payment
processing business, our operating companies have developed practices and policies which attempt to assess and counter these risks. Activities
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in which we engage in order to mitigate such risks are:

underwriting the initial application of a merchant to identify unusual risks, structure the relationship in a manner consistent with
acceptable risks and in almost all cases obtaining a personal guarantee from the merchant;

monitoring the daily and monthly activity of each merchant to identify any departures from normative charging behavior of each
merchant, monitoring the largest of our merchants and those with high levels of refunds or chargebacks, so as to ensure an
opportunity to address any credit or chargeback problems at the earliest possible time; and
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requiring all of our merchants to agree to the establishment of cash reserves to protect us against merchant failures to pay for
chargebacks and other fees, and making adjustments in these reserves as merchant experience indicates.
We believe that these procedures will enable our electronic payment processing subsidiaries to avoid most material problems related to merchant
or customer fraud and similar potential losses. The development and growth of this business will be primarily through customers identified for
us by our alliance partners and to a much lesser extent by our independent representatives. We are different than most electronic payment
processing companies who acquire their clients primarily through independent agents in that we acquire most of our clients and processing
volume through our Newtracker and alliance partner relationships. We believe that our business model provides us with a competitive advantage
by enabling us to acquire electronic payment processing clients which process at levels higher than the industry average at a lower cost because
we do not have to pay the expenses associated with third party commissions, although we do pay referral fees. We also believe that our clients
are more loyal to Newtek than to the industry standard independent agent which tends to move clients around.

Website Hosting Services

Through our subsidiary CrystalTech Web Hosting, Inc., we provide website hosting services to what is now more than 90,000 domains in over
100 different countries. Founded in 1997, CrystalTech provides simple shared hosting plans and more complex dedicated hosting plans, for
which it receives recurring monthly fees, as well as other fees such as set-up fees, consulting fees, domain name registrations and others. Ninety
percent of all fees are paid in advance by credit card.

CrystalTech s dedication to superior customer service is reflected in the growth of its customer base, from approximately 11,500 accounts in
2002 to approximately 59,000 at the end of 2006. CrystalTech currently primarily uses Microsoft Windows® technology. Microsoft has
described CrystalTech as the second 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 2006 CrystalTech earned pre-tax income of
$3,769,000 on revenues of $13,610,000 and generated EBITDA of $6,800,000.

Over seventy- five percent of the growth in customers by CrystalTech has come as a result of customer referrals without material expenditures
for marketing or advertising. Many of CrystalTech s competitors are very price sensitive, offering minimal services at cut-rate pricing.
CrystalTech has instead emphasized higher quality service with fair but reasonable monthly fees.

In 2006, CrystalTech added Linux-based web hosting and web-based data storage and back-up services to its product line. CrystalTech operates
currently one network control center of over 3000 square feet in Phoenix, Arizona, utilizing redundant networking and backup systems,
affording customers the greatest level of performance and protection.

Small Business Lending

Newtek Small Business Finance, Inc., or NSBF specializes in making, servicing and selling 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. NSBF is one of 14 non-banking companies SBA licensed as a Small Business Loan Corporation to provide loans
nationwide under the federal section 7(a) loan program for small businesses. This federal program is authorized each year by Congress to
guaranty small business loans in an amount determined by Congress. The authorization for 2006 was $16.5 billion. 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 prior SBA review and approval. Being a national lender, PLP status allows NSBF to serve its clients in an expedited manner
since it is not required to present applications to individual SBA offices. The operations of NSBF are heavily dependent on the nature of the
regulations imposed on it as a Small Business Loan Corporation and its ability to remain in compliance with those regulations.

Currently Newtek and its affiliated companies own 80% of the equity of NSBF. The balance of the equity of NSBF is owned by CSFB
Management Holdings, Inc., an affiliate of Credit Suisse.

During 2006, NSBF funded 146 loans for a total of $40 million. At December 31, 2006 it was servicing a portfolio of loans for others at
December 31, 2006 totaling $163 million and its own portfolio of $33 million aggregating $196 million of loan servicing. NSBF earned pre-tax
net income for 2006 of $317,000 on a segment basis.

We are currently exploring options to provide lower cost funding to NSBF as well as offer a more expansive lending platform other than just the
government backed SBA program which limits our ability to lend by restricting use to one type of loan. In 2006, we looked at approximately $1
billion dollars in lending opportunities and only closed on 4% of those, or $40 million in loans.
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Small Business Insurance Products and Services: We offer small business insurance products and services through Newtek Insurance
Agency, LLC, based in Washington, D.C., with a presence in New York, Illinois and Texas. Newtek Insurance Agency, LLC is licensed in 50
states and serves as a retail and wholesale agency specializing in the sale of personal and commercial lines insurance products to customers of all
our affiliated companies as well as our alliance partners. In 2006, we integrated our insurance operations with our NewTracker referral system,
which now serves as the single point of entry and reporting for the agency. We offer multiple insurance products from multiple insurance
carriers providing a wide range of choice for our customers. In 2006 we implemented a program with the Navy Federal Credit Union to market
commercial and homeowners insurance to their 2.7 million members, and formed a strategic alliance with AIG Small Business to provide agent
services to small business clients who link to us from the AIG Small Business website. We are continuing our efforts to implement programs
with alliance partners to market commercial and personal insurance. On February 16, 2007, we announced an alliance with PSCU Financial
Services, Inc., which intends to provide our insurance products and services to its 500 member credit unions as part of its promotion of our
services. We believe that these new alliances will increase the importance of this business to Newtek and its business clients.

Financial Informatio