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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-Q 

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

For the Quarterly Period Ended June 30, 2006

Commission file number 000-50448

MARLIN BUSINESS SERVICES CORP. 
(Exact name of registrant as specified in its charter)

   
Pennsylvania

(State of incorporation)  
38-3686388

(I.R.S. Employer Identification Number)

300 Fellowship Road, Mount Laurel, NJ 08054
(Address of principal executive offices) (Zip code) 

(888) 479-9111
(Registrant’s telephone number, including area code) 

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 preceding 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 þ    No o 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated 
filer. See definition of “accelerated filer and a large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check 
one): 

Large accelerated filer o                      Accelerated filer þ                      Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange 
Act of 1934).
Yes o    No þ 

At August 2, 2006, 11,981,932 shares of Registrant’s common stock, $.01 par value, were outstanding. 
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PART I. Financial Information 

Item 1. Financial Statements 

MARLIN BUSINESS SERVICES CORP.
AND SUBSIDIARIES 

Consolidated Balance Sheets
(in thousands)

         
  June 30,   December 31, 
  2006   2005  
  (unaudited)     

Assets         
Cash and cash equivalents  $ 3,168  $ 34,472 
Restricted cash   54,457   47,786 
Net investment in direct financing leases   622,815   572,581 
Property and equipment, net   3,533   3,776 
Property tax receivables   956   191 
Fair value of cash flow hedges   6,107   3,383 
Other assets   7,071   8,800 
       

Total assets  $ 698,107  $ 670,989 
  

 

  

 

 

         
Liabilities and Stockholders’ Equity         
Revolving and term secured borrowings  $ 526,286  $ 516,849 
Other liabilities:         
Sales and property taxes payable   11,981   7,702 
Accounts payable and accrued expenses   8,464   8,467 
Deferred income tax liability   25,135   25,362 
       

Total liabilities   571,866   558,380 
       

         
Commitments and Contingencies         
         
Stockholders’ equity:         
Common Stock, $0.01 par value; 75,000 shares authorized; 11,976 and 11,755 
shares issued and outstanding, respectively   120   117 
Preferred Stock, $0.01 par value; 5,000 shares authorized; none issued   —   — 
Additional paid-in capital   79,604   77,186 
Stock subscription receivable   (21)   (25)
Cumulative other comprehensive income   4,705   3,520 
Retained earnings   41,833   31,811 
       

Total stockholders’ equity   126,241   112,609 
       

Total liabilities and stockholders’ equity  $ 698,107  $ 670,989 
  

 

  

 

 

The accompanying notes are an integral part of the consolidated financial statements. 
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MARLIN BUSINESS SERVICES CORP.
AND SUBSIDIARIES 

Consolidated Statements of Operations
(in thousands, except share amounts)

(unaudited)
                 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2006   2005   2006   2005  

Income:                 
Interest income  $ 18,549  $ 16,389  $ 36,368  $ 32,103 
Fee income   5,097   4,586   10,004   9,034 

             

Interest and fee income   23,646   20,975   46,372   41,137 
Interest expense   6,006   4,792   11,501   9,285 

             

                 
Net interest and fee income   17,640   16,183   34,871   31,852 

Provision for credit losses   1,599   2,270   4,014   4,950 
             

Net interest and fee income after 
provision for credit losses   16,041   13,913   30,857   26,902 

Insurance and other income   1,229   1,217   2,584   2,389 
             

Operating income   17,270   15,130   33,441   29,291 
                 

Salaries and benefits   5,254   4,391   10,399   8,824 
General and administrative   3,078   2,971   5,824   5,797 
Financing related costs   198   410   653   783 

             

Income before income taxes   8,740   7,358   16,565   13,887 
Income taxes   3,452   2,874   6,543   5,453 
             

Net income  $ 5,288  $ 4,484  $ 10,022  $ 8,434 
  

 

  

 

  

 

  

 

 

                 
Basic earnings per share  $ 0.45  $ 0.39  $ 0.85  $ 0.73 
Diluted earnings per share  $ 0.44  $ 0.38  $ 0.83  $ 0.71 
Shares used in computing basic earnings 
per share   11,780,018   11,508,519   11,740,989   11,483,678 
Shares used in computing diluted earnings 
per share   12,092,752   11,912,329   12,074,066   11,891,369 

The accompanying notes are an integral part of the consolidated financial statements. 
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MARLIN BUSINESS SERVICES CORP.
AND SUBSIDIARIES 

Consolidated Statements of Stockholders’ Equity
(in thousands, except share amounts)

(unaudited)
                             
          Additional  Stock   Other       Total  
  Common   Stock   Paid-In   Subscription  Comprehensive  Retained   Stockholders’ 
  Shares   Amount  Capital   Receivable   Income   Earnings   Equity  

Balance, 
December 31, 
2004   11,527,697  $ 115  $ 74,352  $ (54) $ 374  $15,563  $ 90,350 

 
Issuance of 
common 
stock   19,792   —   356   —   —   —   356 
Exercise of 
stock options   147,591   1   594   —   —   —   595 
Tax benefit 
on stock 
options 
exercised   —   —   972   —   —   —   972 
Payment of 
receivables   —   —   —   29   —   —   29 
Restricted 
stock grant   60,145   1   (168)  —   —   —   (167)
Amortization 
of deferred 
compensation   —   —   1,080   —   —   —   1,080 
Unrealized 
gains on cash 
flow hedges, 
net of tax   —   —   —   —   3,146   —   3,146 
Net income   —   —   —   —   —   16,248   16,248 

                      

Balance, 
December 31, 
2005   11,755,225   117   77,186   (25)  3,520   31,811   112,609 
                             

Issuance of 
common 
stock   7,469   1   158   —   —   —   159 
Exercise of 
stock options   115,131   1   524   —   —   —   525 
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Tax benefit 
on stock 
options 
exercised   —   —   759   —   —   —   759 
Stock option 
compensation 
recognized   —   —   409   —   —   —   409 
Payment of 
receivables   —   —   —   4   —   —   4 
Restricted 
stock grant   98,607   1   (30)  —   —   —   (29)
Amortization 
of deferred 
compensation   —   —   598   —   —   —   598 
Unrealized 
gains on cash 
flow hedges, 
net of tax   —   —   —   —   1,185   —   1,185 
Net income   —   —   —   —   —   10,022   10,022 

                      

Balance, 
June 30, 2006   11,976,432  $ 120  $ 79,604  $ (21) $ 4,705  $41,833  $ 126,241 
  

 

  

 

  

 

  

 

  

 

  

 

  

 

 

The accompanying notes are an integral part of the consolidated financial statements. 
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MARLIN BUSINESS SERVICES CORP.
AND SUBSIDIARIES 

Consolidated Statements of Cash Flows
(in thousands)

(unaudited)
         
  Six Months Ended June 30,  
  2006   2005  

Cash flows from operating activities:         
Net income  $ 10,022  $ 8,434 
Adjustments to reconcile net income to net cash from operating activities:         

Depreciation and amortization   2,333   2,064 
Excess tax benefits from stock-based payment arrangements   (759)   — 
Amortization of deferred gain on cash flow hedge   (756)   — 
Provision for credit losses   4,014   4,950 
Deferred taxes   (1,011)   5,453 
Amortization deferred initial direct costs and fees   6,293   5,870 
Deferred initial direct costs and fees   (8,764)   (6,817)
Effect of changes in other operating items:         

Other assets   928   (1,258)
Other liabilities   4,317   4,249 

       

Net cash provided by operating activities   16,617   22,945 
       

         
Cash flows from investing activities:         

Gross equipment purchased for direct financing lease contracts   (179,920)   (162,335)
Principal collections on direct financing lease receivables   128,483   110,196 
Security deposits collected, net of returns   (339)   317 
Acquisitions of property and equipment   (358)   (699)
Change in restricted cash   (6,670)   (7,038)

       

Net cash used in investing activities   (58,804)   (59,559)
       

         
Cash flows from financing activities:         

Issuances of common stock, net of terminations   162   195 
Exercise of stock options   525   336 
Excess tax benefits from stock-based payment arrangements   759   — 
Term securitization repayments   (124,258)   (102,865)
Secured bank facility advances   74,995   15,865 
Secured bank facility repayments   (66,936)   (15,865)
Warehouse advances   131,807   138,965 
Warehouse repayments   (6,171)   (9,850)

       

Net cash provided by financing activities   10,883   26,781 
       

         
Net decrease in cash and cash equivalents   (31,304)   (9,833)
Cash and cash equivalents, beginning of period   34,472   16,092 
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Cash and cash equivalents, end of period  $ 3,168  $ 6,259 
  

 

  

 

 

Supplemental disclosures of cash flow information:         
Cash paid for interest  $ 11,324  $ 8,035 
Cash paid for income taxes  $ 5,558  $ 276 

The accompanying notes are an integral part of the consolidated financial statements. 
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MARLIN BUSINESS SERVICES CORP. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 1 — Organization 

Description 

Marlin Leasing Corporation provides equipment leasing solutions primarily to small businesses nationwide in a 
segment of the equipment leasing market commonly referred to as the “small-ticket” segment. The Company finances 
over 60 categories of commercial equipment important to its end user customers including copiers, telephone systems, 
computers and certain commercial and industrial equipment. Marlin Leasing Corporation is managed as a single 
business segment. 

In November 2003, Marlin Leasing Corporation merged into a wholly owned subsidiary of Marlin Business Services 
Corp., a Pennsylvania business corporation, as part of a corporate reorganization in connection with our initial public 
offering. Marlin Leasing Corporation is the principal operating subsidiary of Marlin Business Services Corp. 

References to the “Company”, “we”, “us”, and “our” herein refer to Marlin Business Services Corp. and its wholly-
owned subsidiaries, unless the context otherwise requires. 

NOTE 2 — Basis of Financial Statement Presentation and Critical Accounting Policies 

In the opinion of the management, the accompanying unaudited consolidated financial statements contain all 
adjustments (consisting only of normal recurring items) necessary to present fairly the Company’s financial position 
at June 30, 2006 and the results of operations for the three- and six-month periods ended June 30, 2006 and 2005, and 
cash flows for the six-month periods ended June 30, 2006 and 2005. These condensed consolidated financial 
statements should be read in conjunction with the consolidated financial statements and note disclosures included in 
the Company’s Form 10-K/A filed with the Securities and Exchange Commission on April 14, 2006. The consolidated 
results of operations for the three and six-month periods ended June 30, 2006 and 2005 are not necessarily indicative 
of the results for the respective full years. All intercompany accounts and transactions have been eliminated in 
consolidation. 

Use of Estimates. The preparation of financial statements in accordance with accounting principles generally accepted 
in the United States of America requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting period. Estimates are used when 
accounting for income recognition, the residual values of leased equipment, the allowance for credit losses, deferred 
initial direct costs and fees, late fee receivables and income taxes. Actual results could differ from estimates. 

Income recognition. Interest income is recognized under the effective interest method. The effective interest method 
of income recognition applies a constant rate of interest equal to the internal rate of return on the lease. When a lease 
is 90 days or more delinquent, the lease is classified as being on non-accrual and we do not recognize interest income 
on that lease until the lease is less than 90 days delinquent. 

Fee income consists of fees for delinquent lease payments and cash collected on early termination of leases. Fee 
income also includes net residual income which includes income from lease renewals and gains and losses on the 
realization of residual values of equipment disposed of at the end of term. 

Fee income from delinquent lease payments is recognized on the accrual basis. Other fees are recognized when 
received. Net residual income includes charges for the reduction in estimated residual values on equipment for leases 

http://www.snl.com/irweblinkx/ShowFile.aspx?KeyFile=2666577 (12 of 70)8/8/2006 6:41:27 AM



Document Contents

in renewal and is recognized during the renewal period. Residual balances at lease termination which remain 
uncollected more than 120 days are charged against income. 

Insurance income is recognized on an accrual basis as earned over the term of the lease. Payments that are 120 days or 
more past due are charged against income. Ceding commissions, losses and loss adjustment expenses are recorded in 
the period incurred and netted against insurance income. 

Initial direct costs and fees. We defer initial direct costs incurred and fees received to originate our leases in 
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 91, Accounting for Nonrefundable Fees 
and Costs Associated with Originating or 
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Acquiring Loans and Initial Direct Costs of Leases. The initial direct costs and fees we defer are part of the net 
investment in direct financing leases and are amortized to interest income using the effective interest method. We 
defer third party commission costs as well as certain internal costs directly related to the origination activity. The costs 
include evaluating the prospective lessee’s financial condition, evaluating and recording guarantees and other security 
arrangements, negotiating lease terms, preparing and processing lease documents and closing the transaction. The fees 
we defer are documentation fees collected at lease inception. The realization of the deferred initial direct costs, net of 
fees deferred, is predicated on the net future cash flows generated by our lease portfolio. 

Lease residual values. A direct financing lease is recorded at the aggregate future minimum lease payments plus the 
estimated residual values less unearned income. Residual values reflect the estimated amounts to be received at lease 
termination from lease extensions, sales or other dispositions of leased equipment. These estimates are based on 
industry data and on our experience. Management performs periodic reviews of the estimated residual values and any 
impairment, if other than temporary, is recognized in the current period. 

Allowance for credit losses. We maintain an allowance for credit losses at an amount sufficient to absorb losses 
inherent in our existing lease portfolio as of the reporting dates based on our projection of probable net credit losses. 
To project probable net credit losses, we perform a migration analysis of delinquent and current accounts. A migration 
analysis is a technique used to estimate the likelihood that an account will progress through the various delinquency 
stages and ultimately charge off. In addition to the migration analysis, we also consider other factors including recent 
trends in delinquencies and charge-offs; accounts filing for bankruptcy; recovered amounts; forecasting uncertainties; 
the composition of our lease portfolio; economic conditions; and seasonality. We then establish an allowance for 
credit losses for the projected probable net credit losses based on this analysis. A provision is charged against earnings 
to maintain the allowance for credit losses at the appropriate level. Our policy is to charge-off against the allowance 
the estimated unrecoverable portion of accounts once they reach 121 days delinquent. 

Our projections of probable net credit losses are inherently uncertain, and as a result we cannot predict with certainty 
the amount of such losses. Changes in economic conditions, the risk characteristics and composition of the portfolio, 
bankruptcy laws, and other factors could impact our actual and projected net credit losses and the related allowance 
for credit losses. To the degree we add new leases to our portfolio, or to the degree credit quality is worse than 
expected, we will record expense to increase the allowance for credit losses for the estimated net losses expected in 
our lease portfolio. 

Securitizations. Since inception, the Company has completed seven term note securitizations of which four have been 
repaid. In connection with each transaction, the Company has established a bankruptcy remote special-purpose 
subsidiary and issued term debt to institutional investors. Under SFAS No. 140, Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities, a replacement of Financial Accounting Standards 
Board (“FASB”) Statement 125, the Company’s securitizations do not qualify for sales accounting treatment due to 
certain call provisions that the Company maintains as well as the fact that the special purpose entities used in 
connection with the securitizations also hold the residual assets. Accordingly, assets and related debt of the special 
purpose entities are included in the accompanying consolidated balance sheets. The Company’s leases and restricted 
cash are assigned as collateral for these borrowings and there is no further recourse to the general credit of the 
Company. Collateral in excess of these borrowings represents the Company’s maximum loss exposure. 

Derivatives. SFAS 133, as amended, Accounting for Derivative Instruments and Hedging Activities, requires 
recognition of all derivatives at fair value as either assets or liabilities in the consolidated balance sheet. The 
accounting for subsequent changes in the fair value of these derivatives depends on whether it has been designated 
and qualifies for hedge accounting treatment pursuant to the accounting standard. For derivatives not designated or 
qualifying for hedge accounting, the related gain or loss is recognized in earnings for each period and included in 
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other income or financing related costs in the consolidated statement of operations. For derivatives designated for 
hedge accounting, initial assessments are made as to whether the hedging relationship is expected to be highly 
effective and on-going periodic assessments may be required to determine the on-going effectiveness of the hedge. 
The gain or loss on derivatives qualifying for hedge accounting is recorded in other comprehensive income on the 
balance sheet net of tax effects (unrealized gain or loss on cash flow hedges) or in current period earnings depending 
on the effectiveness of the hedging relationship. 

Stock-Based Compensation. In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment. SFAS 
123(R) amended SFAS 123, Accounting for Stock-Based Compensation and superseded Accounting Principles Board 
Opinion (“APB”) No. 25, Accounting for Stock Issued to Employees. In March 2005, the SEC issued Staff Accounting 
Bulletin (“SAB”) No. 107 to provide guidance on the valuation of share-based payments for public companies. SFAS 
123(R) requires companies to recognize all share-based payments, which include stock options and restricted stock, in 
compensation expense over the service period of the share-based payment award. SFAS 123(R) establishes fair value 
as the measurement objective in accounting for share-based payment arrangements and requires all entities to apply a 
fair-value-based measurement method in accounting for share-based payment transactions with employees, except for 
equity instruments held by employee share ownership plans. 

- 8 - 
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The Company adopted SFAS 123(R) effective January 1, 2006 using the modified prospective method in which 
compensation cost is recognized over the service period for all awards granted subsequent to the Company’s adoption 
of 123(R) as well as for the unvested portions of awards outstanding as of the Company’s adoption of SFAS 123(R). 
In accordance with the modified prospective method, results for prior periods have not been restated. 

Prior to the adoption of SFAS 123(R), the Company applied the recognition and measurement principles of APB 25 as 
allowed by SFAS 123 and SFAS 148, Accounting for Stock-based Compensation – Transition and Disclosure. 
Accordingly, no stock-based compensation was recognized in net income for stock options granted with an exercise 
price equal to the market value of the underlying common stock on the date of the grant and the related number of 
options granted were fixed at that point in time. 

Income taxes. Significant management judgment is required in determining the provision for income taxes, deferred 
tax assets and liabilities and any necessary valuation allowance recorded against net deferred tax assets. The process 
involves summarizing temporary differences resulting from the different treatment of items, for example, leases for 
tax and accounting purposes. These differences result in deferred tax assets and liabilities, which are included within 
the consolidated balance sheet. Our management must then assess the likelihood that deferred tax assets will be 
recovered from future taxable income or tax carry-back availability and, to the extent our management believes 
recovery is not likely, a valuation allowance must be established. To the extent that we establish a valuation allowance 
in a period, an expense must be recorded within the tax provision in the statement of operations. We currently are in a 
net operating loss carry forwards (“NOLs”) position for state and federal income tax purposes. The Tax Reform Act 
of 1986 contains provisions that may limit the NOLs available to be used in any given year upon the occurrence of 
certain events, including significant changes in ownership interest. A change in the ownership of a company greater 
than 50% within a three-year period results in an annual limitation on a company’s ability to utilize its NOLs from tax 
periods prior to the ownership change. Management believes that the corporate reorganization and initial public 
offering in November 2003 did not have a material effect on its ability to utilize these NOLs. No valuation allowance 
has been established against net deferred tax assets related to our NOLs, as our management believes these NOLs will 
be realizable through reversal of existing deferred tax liabilities, and future taxable income. If actual results differ 
from these estimates or these estimates are adjusted in future periods, we may need to establish a valuation allowance, 
which could materially impact its financial position and results of operations. 

NOTE 3 — Net Investment in Direct Financing Leases 

Net investment in direct financing leases consists of the following: 
         
  June 30,  December 31, 
  2006  2005 
  (dollars in thousands)  

Minimum lease payments receivable  $ 717,603  $ 660,946 
Estimated residual value of equipment   46,187   44,279 
Unearned lease income, net of initial direct costs and fees deferred   (115,196)   (106,083)
Security deposits   (18,409)   (18,748)
Allowance for credit losses   (7,370)   (7,813)
       

  $ 622,815  $ 572,581 
  

 

  

 

 

Substantially all of the Company’s leases are assigned as collateral for borrowings. 

Initial direct costs net of fees deferred were $20.8 million and $18.4 million as of June 30, 2006 and December 31, 
2005, respectively, and are netted in unearned income and will be amortized to income using the level yield method. 
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At June 30, 2006 and December 31, 2005, $32.6 million and $30.3 million, respectively, of residual assets retained on 
our balance sheet were related to copiers. Minimum lease payments receivable under lease contracts and the 
amortization of unearned lease income, net of initial direct costs and fees 
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deferred, is as follows as of June 30, 2006: 
         
  Minimum lease  Income 
Period Ending  payments receivable  Amortization 
December 31:  June 30, 2006  June 30, 2006 
  (dollars in thousands)  

2006  $ 152,591  $ 33,344 
2007   250,773   45,244 
2008   170,246   23,587 
2009   92,953   10,030 
2010   43,806   2,791 
Thereafter  7,234   200 
       

  $ 717,603  $ 115,196 
  

 

  

 

 

NOTE 4 — Derivative Financial Instruments 

We use derivative financial instruments to manage exposure to the effects of changes in market interest rates and to 
fulfill certain covenants in our borrowing arrangements. All derivatives are recorded on the balance sheet at their fair 
value as either assets or liabilities. Accounting for the changes in fair value of derivatives depends on whether the 
derivative has been designated and qualifies for hedge accounting treatment pursuant to SFAS 133, as amended, 
Accounting for Derivative Instruments and Hedging Activities. 

In June and September 2005, the Company entered forward starting interest rate swap agreements with total 
underlying notional amounts of $225.0 million to commence in September 2006 related to its forecasted 2006 term 
note securitization transaction. These interest rate swap agreements are recorded in other assets on the consolidated 
balance sheet at their fair values of $5.0 million and $2.3 million as of June 30, 2006 and December 31, 2005, 
respectively. These interest rate swap agreements were designated as cash flow hedges with unrealized gains recorded 
in the equity section of the balance sheet of approximately $3.0 million and $1.4 million, net of tax, as of June 30, 
2006 and December 31, 2005, respectively. The Company expects to terminate these agreements simultaneously with 
the pricing of its 2006 term securitization with any of the unrecognized gains or losses amortized to interest expense 
over the term of the related borrowing. 

In October and December 2004, the Company had entered into similar forward starting interest rate swap agreements 
with total underlying notional amounts of $250.0 million to commence in August 2005 related to its 2005 term note 
securitization transaction. The Company terminated these agreements simultaneously with the pricing of its 2005 term 
securitization issued on August 11, 2005 and is amortizing the realized gains of $3.2 million to interest expense over 
the term of the related borrowing. These interest rate swap agreements were designated as cash flow hedges with the 
gains realized deferred and recorded in the equity section of the balance sheet at approximately $1.0 million and 
$1.5 million, net of tax, as of June 30, 2006 and December 31, 2005, respectively. During the six months ended 
June 30, 2006 and the year ended December 31, 2005, the Company amortized $756,000 and $687,000, respectively, 
of deferred gains to lower interest expense of the related 2005 term securitization borrowing. The Company expects to 
reclassify $609,000, net of tax, into earnings over the next twelve months. 

We issued a term note securitization on July 22, 2004 where certain classes of notes were issued at variable rates to 
investors. We simultaneously entered into interest rate swap contracts to convert these borrowings to a fixed interest 
cost to the Company for the term of the borrowing. As of June 30, 2006, we had interest rate swap agreements related 
to these transactions with underlying notional amounts of $61.6 million. These interest rate swap agreements are 

http://www.snl.com/irweblinkx/ShowFile.aspx?KeyFile=2666577 (18 of 70)8/8/2006 6:41:27 AM



Document Contents

recorded in other assets on the consolidated balance sheet at their fair values of $1.1 million for both June 30, 2006 
and December 31, 2005. These interest rate swap agreements were designated as cash flow hedges with unrealized 
gains recorded in the equity section of the balance sheet of approximately $658,000 and $652,000, net of tax, as of 
June 30, 2006 and December 31, 2005, respectively. The ineffectiveness related to these interest rate swap agreements 
designated as cash flow hedges was not material for the six-month period ended June 30, 2006. 

During the six-month periods ended June 30, 2006 and 2005, the Company recognized a net gain of $70,000 and a net 
loss of $16,000, respectively, in other financing costs related to the fair values of the interest rate swaps that did not 
qualify for hedge accounting. As of June 30, 2006 and December 31, 2005, the Company had interest rate swap 
agreements related to non-hedge accounting transactions with underlying notional amounts of $0 and $512,000, 
respectively. These interest rate swap agreements are recorded in other assets on the consolidated balance sheet at a 
fair value of $146,000 and $76,000 as of June 30, 2006 and December 31, 2005, respectively. This derivative is also 
related to the 2004 term securitization and is intended to offset certain prepayment risks in the lease portfolio pledged 
in the 2004 term securitization. 
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The Company also uses interest-rate cap agreements that are not designated for hedge accounting treatment to fulfill 
certain covenants in our warehouse borrowing arrangements. Accordingly, these cap agreements are recorded at fair 
value in other assets at $642,000 and $103,000 as of June 30, 2006 and December 31, 2005, respectively. Changes in 
the fair values of the caps are recorded in financing related costs in the accompanying statements of operations. The 
notional amount of interest rate caps owned as of June 30, 2006 and December 31, 2005 was $129.0 million and 
$155.1 million, respectively. The Company also sells interest-rate caps to generate premium revenues to partially 
offset the premium cost of purchasing its required interest rate caps. As of June 30, 2006 and December 31, 2005, the 
notional amount of interest-rate cap sold agreements totaled $60.1 million and $64.6 million, respectively. The fair 
value of interest-rate caps sold is recorded in other liabilities at $612,000 and $81,000 as of June 30, 2006 and 
December 31, 2005, respectively. 

NOTE 5 — Other Comprehensive Income 

The following table details the components of other comprehensive income. 
                 
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2006   2005   2006   2005  
  (dollars in thousands)   (dollars in thousands)  

Net income, as reported  $ 5,288  $ 4,484  $ 10,022  $ 8,434 
             

Changes in fair values of derivatives qualifying as 
cash flow hedges   805   2,021   1,968   1,598 

Tax effect   (320)   (804)   (783)   (636)
             

Changes in fair values of derivatives qualifying as 
cash flow hedges, net of tax   485   1,217   1,185   962 

             

                 
Comprehensive income  $ 5,773  $ 5,701  $ 11,207  $ 9,396 
  

 

  

 

  

 

  

 

 

NOTE 6 — Earnings Per Common Share 

Earnings per common share (“EPS”) was calculated as follows (in thousands, except per share amounts): 
                 
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2006   2005   2006   2005  

Net income  $ 5,288  $ 4,484  $10,022  $ 8,434 
  

 

  

 

  

 

  

 

 

Weighted average common shares outstanding used in 
computing basic EPS   11,780   11,509   11,741   11,484 
Effect of dilutive securities:                 

Stock options and restricted stock   313   403   333   407 
             

Adjusted weighted average common shares used in 
computing diluted EPS   12,093   11,912   12,074   11,891 
  

 

  

 

  

 

  

 

 

Net earnings per common share:                 
Basic  $ 0.45  $ 0.39  $ 0.85  $ 0.73 
Diluted  $ 0.44  $ 0.38  $ 0.83  $ 0.71 
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The shares used in computing diluted earnings per share exclude options to purchase 341,045 and 8,805 shares of 
common stock for the
three-month periods ended June 30, 2006 and June 30, 2005, respectively, as inclusion of such shares would be anti-
dilutive. 

The shares used in computing diluted earnings per share exclude options to purchase 280,895 and 8,805 shares of 
common stock for the six-month periods ended June 30, 2006 and 2005, respectively. 
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NOTE 7 — Stock-Based Compensation 

Under the terms of the Marlin Business Services Corp. 2003 Equity Compensation Plan (as amended, the “2003 
Plan”), employees, certain consultants and advisors, and non-employee members of the Company’s board of directors 
have the opportunity to receive incentive and nonqualified grants of stock options, stock appreciation rights, restricted 
stock and other equity-based awards as approved by the board. These award programs are used to attract, retain and 
motivate employees and to encourage individuals in key management roles to retain stock. The Company has a policy 
of issuing new shares to satisfy awards under the 2003 Plan. The aggregate number of shares under the 2003 Plan that 
may be issued pursuant to stock options or restricted stock grants is 2,100,000. 

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting 
Standards (“SFAS”) No. 123(R), Share-Based Payment. SFAS 123(R) amended SFAS 123, Accounting for Stock-
Based Compensation and superseded Accounting Principles Board Opinion (“APB”) No. 25, Accounting for Stock 
Issued to Employees. In March 2005, the SEC issued Staff Accounting Bulletin (“SAB”) No. 107 to provide guidance 
on the valuation of share-based payments for public companies. SFAS 123(R) requires companies to recognize all 
share-based payments, which include stock options and restricted stock, in compensation expense over the service 
period of the share-based payment award. SFAS 123(R) establishes fair value as the measurement method in 
accounting for share-based payment transactions with employees. 

The Company adopted SFAS 123(R) effective January 1, 2006 using the modified prospective method in which 
compensation cost is recognized over the service period for all awards granted subsequent to the Company’s adoption 
of 123(R) as well as for the unvested portions of awards outstanding as of the Company’s adoption of SFAS 123(R). 
In accordance with the modified prospective method, results for prior periods have not been restated. 

Prior to the adoption of SFAS 123(R), the Company applied the recognition and measurement principles of APB 25 as 
allowed by SFAS 123 and SFAS 148, Accounting for Stock-based Compensation – Transition and Disclosure. 
Accordingly, no stock-based compensation was recognized in net income for stock options granted with an exercise 
price equal to the market value of the underlying common stock on the date of the grant and the related number of 
options granted were fixed at that point in time. The following table presents the pro forma impact on earnings and 
earnings per share for the three- and six-month periods ended June 30, 2005 if the Company had applied the fair value 
recognition provisions of SFAS 123, as amended by SFAS 148 (in thousands, except per share amounts): 
         
  Three Months Ended  Six Months Ended 
  June 30, 2005  June 30, 2005 

Net income, as reported  $ 4,484  $ 8,434 
Add: Stock-option-based employee compensation expense 
included in net income, net of tax   156   274 

Deduct: Total stock-option-based employee compensation 
expense determined under fair-value-based method for all 
awards, net of tax   (247)  (452)

       

Pro forma net income  $ 4,393  $ 8,256 
  

 

  

 

 

         
Basic earnings per share:         

As reported  $ 0.39  $ 0.73 
Pro forma   0.38   0.72 

Diluted earnings per share:         
As reported   0.38   0.71 
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Pro forma   0.37   0.69 

The adoption of SFAS 123(R) resulted in incremental stock-based compensation expense during the three- and six-
month periods ended June 30, 2006 of $225,000 and $409,000, respectively. For the three- and six-month periods 
ended June 30, 2006, the incremental stock-based compensation expense decreased income before income taxes by 
$225,000 and $409,000, respectively, decreased net income by $136,000 and $246,000, respectively, and decreased 
basic and diluted earnings per share by $0.01 and $0.02, respectively. During the three- and six-month periods ended 
June 30, 2006, excess tax benefits from stock-based payment arrangements decreased cash provided by operating 
activities and increased cash provided by financing activities by $226,000 and $759,000, respectively. 
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Stock Options 

Option awards are generally granted with an exercise price equal to the market price of the Company’s stock at the 
date of the grant and have 7- to 10-year contractual terms. All options issued contain service conditions based on the 
participant’s continued service with the Company, and provide for accelerated vesting if there is a change in control as 
defined in the 2003 Plan. 

Employee stock options generally vest over four years. The vesting of certain options is contingent on various 
Company performance measures, such as earnings per share and net income. Of the total options granted during the 
six-month period ended June 30, 2006, 58,792 shares are contingent on performance factors. The Company has 
recognized expense related to performance options based on the most probable performance target as of June 30, 
2006. 

The Company also issues stock options to non-employee independent directors. These options generally vest in one 
year. 

The fair value of each stock option granted during the three- and six-month periods ended June 30, 2006 and 2005 
was estimated on the date of the grant using the Black-Scholes option pricing model. The weighted-average grant-date 
fair value of stock options issued for the three months ended June 30, 2006 and 2005, was $8.24 and $7.62 per share, 
respectively. The weighted-average grant-date fair value of stock options issued for the six months ended June 30, 
2006 and 2005 was $8.50 and $6.56 per share, respectively. The following weighted average assumptions were used 
for valuing option grants made during the three-month and six-month periods ended June 30, 2006 and 2005: 
                 
  Three Months Ended June 30,  Six Months Ended June 30
  2006  2005  2006  2005

Risk-free interest rate   5.04%   3.90%   4.84%   3.72%
Expected life (years)   5   5   5   5 
Expected volatility   35%   35%   35%   35%
Expected dividends   —   —   —   — 
Estimated forfeitures   —   —   —   — 

The risk-free interest rate for periods within the contractual life of the option is based on the U.S. Treasury yield curve 
in effect at the time of grant. The expected life for options granted during 2006 represents the period the option is 
expected to be outstanding and was determined by applying the simplified method as allowed under SAB 107. The 
expected life for options granted during 2005 was based on the average vesting period and the average contractual life 
with the weighting toward the vesting period based on historical data of option exercises. The expected volatility was 
determined using historical volatilities based on historical stock prices. The Company does not grant dividends, and 
therefore did not assume expected dividends. The Company believes it does not have adequate historical data to 
estimate forfeitures as of June 30, 2006. 

A summary of option activity for the six months ended June 30, 2006 follows: 
         
      Weighted
      Average
Options  Shares  Exercise Price

Outstanding at January 1, 2006   1,002,258  $ 9.56 
Granted   87,477   21.60 
Exercised   (68,002)   2.37 
Forfeited   (33,955)   16.02 
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Expired   —   — 
         

Outstanding at March 31, 2006   987,778  $ 10.88 
Granted   21,954   21.57 
Exercised   (47,129)   7.27 
Forfeited   (2,262)   19.83 
Expired   —   — 

         

Outstanding at June 30, 2006   960,341  $ 11.28 
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During the three- and six-month periods ended June 30, 2006, the Company recognized total compensation expense 
related to options of $233,000 and $417,000, respectively, of which $179,000 and $362,000, respectively, related to 
options issued prior to 2006. The total pre-tax intrinsic value of stock options exercised was $680,000 and 
$2.0 million, respectively, for the three- and six-month periods ended June 30, 2006. The related tax benefits realized 
from the exercise of stock options for the three- and six-month periods ended June 30, 2006 were $226,000 and 
$759,000, respectively. 

The following table summarizes information about the stock options outstanding and exercisable as of June 30, 2006: 
                                 

Options Outstanding   Options Exercisable  
      Weighted       Aggregate               Aggregate  
      Average   Weighted   Intrinsic       Weighted   Weighted   Intrinsic  
Range of  Number   Remaining   Average   Value   Number   Average Remaining  Average   Value  
Exercise Prices Outstanding  Life (Years)  Exercise Price  (in thousands)  Exercisable  Life (Years)   Exercise Price  (in thousands) 

$1.90 - 
3.39   260,328   4.7  $ 3.14  $ 5,056   245,103   4.6  $ 3.12  $ 4,765 
4.23 - 
5.01   106,791   3.8   4.41   1,938   106,791   3.8   4.41   1.938 
10.18   164,535   5.4   10.18   2,037   159,697   5.4   10.18   1,977 
14.00-
16.02   99,000   7.6   14.73   775   38,788   7.5   14.39   317 
17.52-
22.25   329,687   6.7   19.45   1,025   36,620   6.1   18.13   162 
                             

   960,341   5.7  $ 11.28  $ 10,831   586,999   5.0  $ 6.96  $ 9,159 
  

 

          

 

  

 

          

 

 

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on the 
Company’s closing stock price of $22.56 as of June 30, 2006, which would have been received by the option holders 
had all option holders exercised their options as of that date. 

As of June 30, 2006, the total future compensation cost related to non-vested stock options not yet recognized in the 
statement of operations was $2.2 million and the weighted average period over which these awards are expected to be 
recognized was 3.30 years. 

Restricted Stock Awards 

Restricted stock awards provide that, during the applicable vesting periods, the shares awarded may not be sold or 
transferred by the participant. The vesting period for restricted stock awards ranges from 3 to 10 years. All awards 
issued contain service conditions based on the participant’s continued service with the Company, and may provide for 
accelerated vesting if there is a change in control as defined in the 2003 Plan. 

The vesting of certain restricted shares may be accelerated to a minimum of 3 to 4 years based on achievement of 
various individual and Company performance measures. In addition, the Company has issued certain shares under a 
Management Stock Ownership Program. Under this program, restrictions on the shares lapse at the end of 10 years but 
may lapse (vest) in a minimum of three years if the employee continues in service at the Company and owns a 
matching number of other common shares in addition to the restricted shares. 

Of the total restricted stock awards granted during the six-month period ended June 30, 2006, 21,497 shares may be 
subject to accelerated vesting based on performance factors and 32,325 shares are contingent upon performance 
factors. The Company has recognized expense related to performance-based shares based on the most probable 
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performance target as of June 30, 2006. 

The Company also issues restricted stock to non-employee independent directors. These shares generally vest in seven 
years from the grant date or six months following the director’s termination of Board service. 
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The following table summarizes the activity of the non-vested restricted stock during the six months ended June 30, 
2006: 
         
      Weighted
      Average
      Grant-Date
  Shares  Fair Value

Non-vested restricted stock at January 1, 2006   141,180  $ 16.91 
Granted   9,035   21.60 
Vested   (36,250)   16.02 
Forfeited   (2,762)   17.52 

         

Non-vested restricted stock at March 31, 2006   111,203  $ 17.56 
Granted   94,167   21.77 
Vested   —   — 
Forfeited   (1,833)   18.08 

         

Non-vested restricted stock at June 30, 2006   203,537  $ 19.51 
   

 

     

The Company believes it does not have adequate historical data to estimate forfeitures as of June 30, 2006. During the 
three- and six-month periods ended June 30, 2006 the Company recorded deferred compensation totaling $2.1 million 
and $2.2 million, respectively, related to restricted stock awards. As vesting occurs, or is deemed likely to occur, 
compensation expense is recognized and deferred compensation is reduced on the balance sheet. The Company 
recognized $314,000 and $561,000 of compensation expense related to restricted stock for the three- and six-month 
periods ended June 30, 2006. As of June 30, 2006, there was $3.2 million of unrecognized compensation cost related 
to non-vested restricted stock compensation to be recognized over a weighted average period of 2.9 years. The fair 
value of shares vested during the three- and six-month periods ended June 30, 2006 was zero and $828,000, 
respectively. 

Item 2. Management’s Discussion And Analysis Of Financial Condition And Results Of Operations 

The following discussion and analysis of our financial condition and results of operations should be read in 
conjunction with our consolidated financial statements and the related notes thereto in our Form 10-K/A filed with the 
Securities and Exchange Commission. This discussion contains certain statements of a forward-looking nature that 
involve risks and uncertainties. 

FORWARD-LOOKING STATEMENTS 

Certain statements in this document may include the words or phrases “can be,” “expects,” “plans,” “may,” “may 
affect,” “may depend,” “believe,” “estimate,” “intend,” “could,” “should,” “would,” “if” and similar words and 
phrases that constitute “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933 
and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements are subject to various known 
and unknown risks and uncertainties and the Company cautions that any forward-looking information provided by or 
on its behalf is not a guarantee of future performance. Statements regarding the following subjects are forward-
looking by their nature: (a) our business strategy; (b) our projected operating results; (c) our ability to obtain external 
financing; (d) our understanding of our competition; and (e) industry and market trends. The Company’s actual results 
could differ materially from those anticipated by such forward-looking statements due to a number of factors, some 
beyond the Company’s control, including, without limitation: 
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-  availability, terms and deployment of capital;
   
-  general volatility of the securitization and capital markets;
   
-  changes in our industry, interest rates or the general economy;
   
-  changes in our business strategy;
   
-  the degree and nature of our competition;
   
-  availability of qualified personnel; and
   
- 
 

the factors set forth in the section captioned “Risk Factors” in our Form 10-K/A filed with the Securities and 
Exchange Commission.

Forward-looking statements apply only as of the date made and the Company is not required to update forward-
looking statements for subsequent or unanticipated events or circumstances. 
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Overview 

We are a nationwide provider of equipment financing solutions primarily to small businesses. We finance over 60 
categories of commercial equipment important to businesses including copiers, telephone systems, computers, and 
certain commercial and industrial equipment. We access our end user customers through origination sources 
comprised of our existing network of independent equipment dealers and, to a lesser extent, through relationships with 
lease brokers and through direct solicitation of our end user customers. Our leases are fixed-rate transactions with 
terms generally ranging from 36 to 60 months. At June 30, 2006, our lease portfolio consisted of approximately 
107,000 accounts with an average original term of 47 months and average original transaction size of approximately 
$9,500. 

Since our founding in 1997, we have grown to $698.1million in total assets at June 30, 2006. Our assets are 
substantially comprised of our net investment in leases which totaled $622.8 million at June 30, 2006. Our lease 
portfolio grew approximately 15.9% in the past twelve months. Personnel costs represent our most significant 
overhead expense and we have added to our staffing levels to both support and grow our lease portfolio. Since 
inception, we have also added four regional sales offices to help us penetrate certain targeted markets, with our most 
recent office opening in Salt Lake City, Utah in 2006. Growing the lease portfolio while maintaining asset quality 
remains the primary focus of management. We expect our on-going investment in our sales teams and regional offices 
to drive continued growth in our lease portfolio. 

We generally reach our lessees through a network of independent equipment dealers and lease brokers. The number of 
dealers and brokers that we conduct business with depends primarily on the number of sales account executives we 
have. Accordingly, growth indicators management evaluates regularly are sales account executive staffing levels and 
the activity of our origination sources, which are shown below. 
                         
                      Six 
                      Months Ended 
  As of or For the Years Ended December 31,   June 30, 
  2001  2002  2003  2004  2005  2006 

Number of sales account 
executives   50   67   84   100   103   103 
Number of originating 
sources (1)   815   929   1,147   1,244   1,295   1,276 

 

(1)  Monthly average of origination sources generating lease volume.

Our revenue consists of interest and fees from our leases and, to a lesser extent, income from our property insurance 
program and other fee income. Our expenses consist of interest expense and operating expenses, which include 
salaries and benefits and other general and administrative expenses. As a credit lender, our earnings are also 
significantly impacted by credit losses. For the quarter ended June 30, 2006, our net credit losses were 1.44% of our 
average net investment in leases. We establish reserves for credit losses which requires us to estimate expected losses 
in our portfolio. 

Our leases are classified under generally accepted accounting principles in the United States of America as direct 
financing leases, and we recognize interest income over the term of the lease. Direct financing leases transfer 
substantially all of the benefits and risks of ownership to the equipment lessee. Our investment in leases is reflected in 
our consolidated financial statements as “net investment in direct financing leases.” Net investment in direct financing 
leases consists of the sum of total minimum lease payments receivable and the estimated residual value of leased 
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equipment, less unearned lease income. Unearned lease income consists of the excess of the total future minimum 
lease payments receivable plus the estimated residual value expected to be realized at the end of the lease term plus 
deferred net initial direct costs and fees less the cost of the related equipment. Approximately 70% of our lease 
portfolio at June 30, 2006 amortizes over the term to a $1 residual value. For the remainder of the portfolio, we must 
estimate end of term residual values for the leased assets. Failure to correctly estimate residual values could result in 
losses being realized on the disposition of the equipment at the end of the lease term. 

Since our founding, we have funded our business through a combination of variable-rate borrowings and fixed-rate 
asset securitization transactions, as well as through the issuance from time to time of subordinated debt and equity. 
Our variable-rate financing sources consist of a revolving bank facility and two commercial paper (“CP”) conduit 
warehouse facilities. We issue fixed-rate term debt through the asset-backed securitization market. Typically, leases 
are funded through variable-rate borrowings until they are refinanced through the term note securitization at fixed 
rates. All of our term note securitizations have been accounted for as on-balance sheet transactions and, therefore, we 
have not recognized gains or losses from these transactions. As of June 30, 2006, $392.6 million or 74.6% of our 
borrowings were fixed-rate term note securitizations. 
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Since we initially finance our fixed-rate leases with variable-rate financing, our earnings are exposed to interest rate 
risk should interest rates rise before we complete our fixed-rate term note securitizations. We generally benefit in 
times of falling and low interest rates. We are also dependent upon obtaining future financing to refinance our 
warehouse lines of credit in order to grow our lease portfolio. We currently plan to complete a fixed-rate term note 
securitization at least once a year. Failure to obtain such financing, or other alternate financing, would significantly 
restrict our growth and future financial performance. We use derivative financial instruments to manage exposure to 
the effects of changes in market interest rates and to fulfill certain covenants in our borrowing arrangements. All 
derivatives are recorded on the balance sheet at their fair value as either assets or liabilities. Accounting for the 
changes in fair value of derivatives depends on whether the derivative has been designated and qualifies for hedge 
accounting treatment pursuant to SFAS 133, as amended, Accounting for Derivative Instruments and Hedging 
Activities. 

Critical Accounting Policies 

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated 
financial statements, which have been prepared in accordance with generally accepted accounting principles in the 
United States of America (“GAAP”). Preparation of these financial statements requires us to make estimates and 
judgments that affect reported amounts of assets and liabilities, revenues and expenses, and related disclosure of 
contingent assets and liabilities at the date of our financial statements. On an ongoing basis, we evaluate our estimates, 
including credit losses, residuals, initial direct costs and fees, other fees and deferred tax assets. We base our estimates 
on historical experience and on various other assumptions that are believed to be reasonable under the circumstances, 
the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not 
readily apparent from other sources. Critical accounting policies are defined as those that are reflective of significant 
judgments and uncertainties. Our consolidated financial statements are based on the selection and application of 
critical accounting policies, the most significant of which are described below. 

Income recognition. Interest income is recognized under the effective interest method. The effective interest method 
of income recognition applies a constant rate of interest equal to the internal rate of return on the lease. When a lease 
is 90 days or more delinquent, the lease is classified as being on non-accrual and we do not recognize interest income 
on that lease until the lease is less than 90 days delinquent. 

Fee income consists of fees for delinquent lease payments and cash collected on early termination of leases. Fee 
income also includes net residual income which includes income from lease renewals and gains and losses on the 
realization of residual values of equipment disposed of at the end of term. 

Fee income from delinquent lease payments is recognized on an accrual basis based on anticipated collection rates. 
Other fees are recognized when received. Net residual income includes charges for the reduction in estimated residual 
values on equipment for leases in renewal and is recognized during the renewal period. Residual balances at lease 
termination which remain uncollected more than 120 days are charged against income. 

Insurance income is recognized on an accrual basis as earned over the term of the lease. Payments that are 120 days or 
more past due are charged against income. Ceding commissions, losses and loss adjustment expenses are recorded in 
the period incurred and netted against insurance income. 

Initial direct costs and fees. We defer initial direct costs incurred and fees received to originate our leases in 
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 91, Accounting for Nonrefundable Fees 
and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases. The initial direct costs 
and fees we defer are part of the net investment in direct financing leases and are amortized to interest income using 
the effective interest method. We defer third party commission costs as well as certain internal costs directly related to 
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the origination activity. The costs include evaluating the prospective lessee’s financial condition, evaluating and 
recording guarantees and other security arrangements, negotiating lease terms, preparing and processing lease 
documents and closing the transaction. The fees we defer are documentation fees collected at lease inception. The 
realization of the deferred initial direct costs, net of fees deferred, is predicated on the net future cash flows generated 
by our lease portfolio. 

Lease residual values. A direct financing lease is recorded at the aggregate future minimum lease payments plus the 
estimated residual values less unearned income. Residual values reflect the estimated amounts to be received at lease 
termination from lease extensions, sales or other dispositions of leased equipment. These estimates are based on 
industry data and on our experience. Management performs periodic reviews of the estimated residual values and any 
impairment, if other than temporary, is recognized in the current period. 

Allowance for credit losses. We maintain an allowance for credit losses at an amount sufficient to absorb losses 
inherent in our existing lease portfolio as of the reporting dates based on our projection of probable net credit losses. 
To project probable net credit losses, we 
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perform a migration analysis of delinquent and current accounts. A migration analysis is a technique used to estimate 
the likelihood that an account will progress through the various delinquency stages and ultimately charge off. In 
addition to the migration analysis, we also consider other factors including recent trends in delinquencies and charge-
offs; accounts filing for bankruptcy; recovered amounts; forecasting uncertainties; the composition of our lease 
portfolio; economic conditions; and seasonality. We then establish an allowance for credit losses for the projected 
probable net credit losses based on this analysis. A provision is charged against earnings to maintain the allowance for 
credit losses at the appropriate level. Our policy is to charge-off against the allowance the estimated unrecoverable 
portion of accounts once they reach 121 days delinquent. 

Our projections of probable net credit losses are inherently uncertain, and as a result we cannot predict with certainty 
the amount of such losses. Changes in economic conditions, the risk characteristics and composition of the portfolio, 
bankruptcy laws, and other factors could impact our actual and projected net credit losses and the related allowance 
for credit losses. To the degree we add new leases to our portfolio, or to the degree credit quality is worse than 
expected, we will record expense to increase the allowance for credit losses for the estimated net losses expected in 
our lease portfolio. 

Securitizations. Since inception, the Company has completed seven term note securitizations of which four have been 
repaid. In connection with each transaction, the Company has established a bankruptcy remote special-purpose 
subsidiary and issued term debt to institutional investors. Under SFAS No. 140, Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities, a replacement of Financial Accounting Standards 
Board (“FASB”) Statement 125, the Company’s securitizations do not qualify for sales accounting treatment due to 
certain call provisions that the Company maintains as well as the fact that the special purpose entities used in 
connection with the securitizations also hold the residual assets. Accordingly, assets and related debt of the special 
purpose entities are included in the accompanying consolidated balance sheets. The Company’s leases and restricted 
cash are assigned as collateral for these borrowings and there is no further recourse to the general credit of the 
Company. Collateral in excess of these borrowings represents the Company’s maximum loss exposure. 

Derivatives. SFAS 133, as amended, Accounting for Derivative Instruments and Hedging Activities, requires 
recognition of all derivatives at fair value as either assets or liabilities in the consolidated balance sheet. The 
accounting for subsequent changes in the fair value of these derivatives depends on whether it has been designated 
and qualifies for hedge accounting treatment pursuant to the accounting standard. For derivatives not designated or 
qualifying for hedge accounting, the related gain or loss is recognized in earnings for each period and included in 
other income or financing related costs in the consolidated statement of operations. For derivatives designated for 
hedge accounting, initial assessments are made as to whether the hedging relationship is expected to be highly 
effective and on-going periodic assessments may be required to determine the on-going effectiveness of the hedge. 
The gain or loss on derivatives qualifying for hedge accounting is recorded in other comprehensive income on the 
balance sheet net of tax effects (unrealized gain or loss on cash flow hedges) or in current period earnings depending 
on the effectiveness of the hedging relationship. 

Stock-Based Compensation. In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment. SFAS 
123(R) amended SFAS 123, Accounting for Stock-Based Compensation and superseded Accounting Principles Board 
Opinion (“APB”) No. 25, Accounting for Stock Issued to Employees. In March 2005, the SEC issued Staff Accounting 
Bulletin (“SAB”) No. 107 to provide guidance on the valuation of share-based payments for public companies. SFAS 
123(R) requires companies to recognize all share-based payments, which include stock options and restricted stock, in 
compensation expense over the service period of the share-based payment award. SFAS 123(R) establishes fair value 
as the measurement objective in accounting for share-based payment arrangements and requires all entities to apply a 
fair-value-based measurement method in accounting for share-based payment transactions with employees, except for 
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equity instruments held by employee share ownership plans. 

The Company adopted SFAS 123(R) effective January 1, 2006 using the modified prospective method in which 
compensation cost is recognized over the service period for all awards granted subsequent to the Company’s adoption 
of 123(R) as well as for the unvested portions of awards outstanding as of the Company’s adoption of SFAS 123(R). 
In accordance with the modified prospective method, results for prior periods have not been restated. 

Prior to the adoption of SFAS 123(R), the Company applied the recognition and measurement principles of APB 25 as 
allowed by SFAS 123 and SFAS 148, Accounting for Stock-based Compensation – Transition and Disclosure. 
Accordingly, no stock-based compensation was recognized in net income for stock options granted with an exercise 
price equal to the market value of the underlying common stock on the date of the grant and the related number of 
options granted were fixed at that point in time. 

Income taxes. Significant management judgment is required in determining the provision for income taxes, deferred 
tax assets and liabilities and any necessary valuation allowance recorded against net deferred tax assets. The process 
involves summarizing temporary differences resulting from the different treatment of items, for example, leases for 
tax and accounting purposes. These differences result in deferred tax assets and liabilities, which are included within 
the consolidated balance sheet. Our management must then assess the 
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likelihood that deferred tax assets will be recovered from future taxable income or tax carry-back availability and, to 
the extent our management believes recovery is not likely, a valuation allowance must be established. To the extent 
that we establish a valuation allowance in a period, an expense must be recorded within the tax provision in the 
statement of operations. We currently are in a net operating loss carry forwards (“NOLs”) position for state and 
federal income tax purposes. The Tax Reform Act of 1986 contains provisions that may limit the NOLs available to 
be used in any given year upon the occurrence of certain events, including significant changes in ownership interest. A 
change in the ownership of a company greater than 50% within a three-year period results in an annual limitation on a 
company’s ability to utilize its NOLs from tax periods prior to the ownership change. Management believes that the 
corporate reorganization and initial public offering in November 2003 did not have a material effect on its ability to 
utilize these NOLs. No valuation allowance has been established against net deferred tax assets related to our NOLs, 
as our management believes these NOLs will be realizable through reversal of existing deferred tax liabilities, and 
future taxable income. If actual results differ from these estimates or these estimates are adjusted in future periods, we 
may need to establish a valuation allowance, which could materially impact its financial position and results of 
operations. 

RESULTS OF OPERATIONS 

Comparison of the Three Months Ended June 30, 2006 and 2005 

Net income. Net income was $5.3 million for the three-month period ended June 30, 2006. This represented an 
$804,000 or 17.8% increase from $4.5 million net income reported for the three-month period ended June 30, 2005. 
During the three months ended June 30, 2006, net interest and fee income increased due to growth in our investment 
in direct financing leases. 

Diluted net income per share was $0.44 for the three-month period ended June 30, 2006 and $0.38 for the three-month 
period ended June 30, 2005. 

Due to better than expected collections on leases in areas affected by Hurricane Katrina, net income for the second 
quarter of 2006 was positively impacted by an after-tax reduction of the allowance for credit losses of $545,000, or 
$0.045 diluted earnings per share. 

During the three months ended June 30, 2006, we generated 8,553 new leases with a cost of $97.9 million compared 
to 8,798 leases with a cost of $85.0 million generated for the three months ended June 30, 2005. Overall, our average 
net investment in direct financing leases (“DFL”) at June 30, 2006 increased 15.2% to $591.9 million compared to 
June 30, 2005. 
         
  Three Months Ended June 30,  
  2006   2005  
  (dollars in thousands)  

Interest income  $ 18,549  $ 16,389 
Fee income   5,097   4,586 
       

Interest and fee income   23,646   20,975 
Interest expense   6,006   4,792 
       

Net interest and fee income  $ 17,640  $ 16,183 
  

 

  

 

 

         
Average net investment in direct financing leases(1)  $ 591,905  $ 513,919 
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Percent of average net investment in direct financing leases:         
Interest income   12.54%  12.76%
Fee income   3.44   3.57 

       

Interest and fee income   15.98   16.33 
Interest expense   4.06   3.73 

       

Net interest and fee margin   11.92%  12.60%
  

 

  

 

 

 

(1)  Excludes allowance for credit losses and initial direct costs and fees deferred.
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Net interest and fee margin. Net interest and fee income increased $1.4 million, or 8.6%, to $17.6 million for the 
three months ended June 30, 2006 from $16.2 million for the three months ended June 30, 2005. The annualized net 
interest and fee margin decreased 68 basis points to 11.92% in the three-month period ended June 30, 2006 from 
12.60% for the same period in 2005. 

Interest income, net of amortized initial direct costs and fees, increased $2.1 million, or 12.8%, to $18.5 million for 
the three-month period ended June 30, 2006 from $16.4 million for the three-month period ended June 30, 2005. The 
increase in interest income was due principally to a 15.2% growth in the average net investment in direct financing 
leases outstanding which increased $78.0 million to $591.9 million at June 30, 2006 from $513.9 million at June 30, 
2005. The weighted average implicit interest rate on new leases originated was 12.68% for the three-month period 
ended June 30, 2006 compared to 12.70% for the three month period ended June 30, 2005. 

Fee income increased $511,000, or 10.9%, to $5.1 million for the three-month period ended June 30, 2006 from 
$4.6 million for the same period in 2005. All major components of fee income contributed to the increase in the 2006 
period consistent with the continued growth in our lease portfolio. The largest increases came from higher net residual 
income that grew $174,000 to $1.8 million for the three-month period ended June 30, 2006, compared to $1.6 million 
for the same period in 2005 and late fee income that grew $280,000 to $2.7 million for the three-month period ended 
June 30, 2006, compared to $2.4 million for the same period in 2005. Growth in residual income is reflective of the 
seasoning of our lease portfolio with more contracts reaching end of term and moving into renewal status. Fee income, 
as an annualized percentage of the average net investment in DFL, decreased 13 basis points to 3.44% for the three-
month period ended June 30, 2006 from 3.57% for the same period in 2005. 

Interest expense increased $1.2 million to $6.0 million for the three-month period ended June 30, 2006 from 
$4.8 million for the same period in 2005. The dollar increase in interest expense is attributed to a combination of 
higher borrowings needed to fund the continued growth of the Company and increased interest rates on the 
Company’s borrowed monies including variable-rate warehouse facilities. Interest expense, as an annualized 
percentage of the average net investment in DFL, increased 33 basis points to 4.06% for the three-month period ended 
June 30, 2006, from 3.73% for the same period in 2005. This increase is primarily due to higher interest rates on the 
Company’s borrowings due to increased market interest rates. 

Interest expense as a percentage of weighted average borrowings was 4.69% for the quarter ended June 30, 2006 
compared to 4.21% for the same period in 2005. The higher interest costs reflect a generally rising interest rate 
environment which has affected both our variable-rate warehouse lines and our fixed-rate term securitizations. The 
average balance for our warehouse facilities was $91.0 million for the three months ended June 30, 2006 compared to 
$108.3 million for the same period ended June 30, 2005. The average borrowing cost for our warehouse facilities was 
5.79% for the three months ended June 30, 2006 compared to 4.10% for the three months ended June 30, 2005. The 
Federal Reserve has increased its targeted fed funds rate 8 times for a total of 2.00% since June 30, 2005. These 
increases have generally increased interest rates on LIBOR and Prime interest rate based loans such as the Company’s 
warehouse facilities. 

Interest costs on our August 2005 issued term securitization borrowing increased over those issued in 2003 and 2004 
due to the rising interest rate environment. For the three months ended June 30, 2006, average term securitization 
borrowings outstanding were $421.6 million at a weighted average coupon of 4.09% compared with $344.3 million at 
a weighted average coupon of 3.69% for the same period in 2005. On August 18, 2005 we closed on the issuance of 
our seventh term note securitization transaction in the amount of $340.6 million at a weighted average interest coupon 
approximating 4.81% over the term of the financing. After the effects of hedging and other transaction costs are 
considered, we expect total interest expense on the 2005 term transaction to approximate an average of 4.50% over the 
term of the borrowing. 
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Insurance and other income. Insurance and other income was approximately unchanged at $1.2 million for the three-
month periods ended June 30, 2006 and June 30, 2005. 

Salaries and benefits expense. Salaries and benefits expense increased $863,000, or 20.5%, to $5.3 million for the 
three months ended June 30, 2006 from $4.4 million for the same period in 2005. Total personnel increased to 319 at 
June 30, 2006 from 277 at June 30, 2005. We continue to add personnel to aid and support our continued growth. For 
the three months ended June 30, 2006 compared to the same period in 2005, credit compensation increased $142,000 
related to additional hiring of credit analysts and sales related compensation increased $405,000 primarily due to 
increased salaries and commissions earned for the period. Compensation in management and other support areas 
increased $289,000, of which $225,000 was related to the adoption of SFAS 123(R) and approximately $122,000 was 
related to Marlin Business Bank (in organization). 
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General and administrative expense. General and administrative expenses increased $107,000, or 3.3%, to 
$3.1 million for the three months ended June 30, 2006 from $3.0 million for the same period in 2005. The increase in 
general and administrative expenses included increased audit related expense of $151,000 and increased recruiting 
fees of $88,000. 

Financing related costs. Financing related costs include commitment fees paid to our financing sources and costs 
pertaining to our derivative contracts used to manage interest rate exposure that do not qualify for hedge accounting 
treatment. Financing related costs decreased $212,000 to $198,000 for the three-month period ended June 30, 2006 
from $410,000 for the same period in 2005. Mark-to-market income of $85,000 was recorded on our interest rate caps 
for the three-month period ended June 30, 2006 compared with $62,000 of expense for the three-month period ended 
June 30, 2005. Commitment fees were $283,000 for the three-month period ended June 30, 2006 compared with 
$348,000 for the three-month period ended June 30, 2005. 

Provision for credit losses. The provision for credit losses decreased $671,000, or 30.4%, to $1.6 million for the three-
month period ended June 30, 2006 from $2.3 million for the same period in 2005. The decrease in our provision for 
credit losses resulted primarily from improved credit quality of the leases in areas affected by Hurricane Katrina. Net 
charge-offs were $2.1 million for the three-month period ended June 30, 2006 and $2.2 million for the same period in 
2005. During the third quarter of 2005 we recorded additional reserves of $1.25 million for expected losses from the 
areas hardest hit by Hurricane Katrina. This additional reserve was initially estimated based on our total estimated 
exposure of $4.8 million in net investment in direct financing leases in the most affected areas at the time. Through 
June 30, 2006, we have yet to experience significant aggregate charge-offs related to Hurricane Katrina. However, in 
2005, we restructured approximately $1.0 million in net investment in leases in the Gulf States region by deferring 
payments on such leases generally until January 2006. Based on our ongoing monitoring of this portfolio segment, 
during the second quarter of 2006 we determined that the approximately $901,000 remaining additional reserve for 
Katrina losses was no longer required, resulting in a reduction of the provision. 

Provision for income taxes. The provision for income taxes increased 20.7% to $3.5 million for the three-month 
period ended June 30, 2006 from $2.9 million for the same period in 2005. The increase is primarily attributable to the 
increase in pretax income. Our effective tax rates were 39.5% and 39.1%, respectively, for the three-month periods 
ended June 30, 2006 and 2005. 

Comparison of the Six Months Ended June 30, 2006 and 2005 

Net income. Net income was $10.0 million for the six-month period ended June 30, 2006. This represented a 
$1.6 million, or 19.0%, increase from $8.4 million net income reported for the same period of 2005. During the six 
months ended June 30, 2006, we generated 16,287 new leases with a cost of $179.9 million compared to 17,046 leases 
with a cost of $162.4 million generated for the six-month period ended June 30, 2005. The weighted average implicit 
interest rate on new leases originated was 12.75% for the six-month period ended June 30, 2006 compared to 12.77% 
for same period in 2005. Overall, our average net investment in direct financing leases grew 15.5%, to $580.1 million 
at June 30, 2006 from $502.1 million at June 30, 2005. 

Diluted net income per share for the six months ended June 30, 2006 was $0.83, a 16.9% increase over $0.71 per 
diluted share reported in the same period of 2005. Annualized returns on average assets and equity for the six months 
ended June 30, 2006 were 2.96% and 16.80%, respectively. 

Due to better than expected collections on leases in areas affected by Hurricane Katrina, net income for the second 
quarter of 2006 was positively impacted by an after-tax reduction of the allowance for credit losses of $545,000, or 
$0.045 diluted earnings per share. 
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  Six Months Ended June 30,  
  2006   2005  
  (dollars in thousands)  

Interest income  $ 36,368  $ 32,103 
Fee income   10,004   9,034 
       

Interest and fee income   46,372   41,137 
Interest expense   11,501   9,285 
       

Net interest and fee income  $ 34,871  $ 31,852 
  

 

  

 

 

         
Average net investment in direct financing leases(1)  $ 580,077  $ 502,106 
         
Percent of average net investment in direct financing leases:         

Interest income   12.54%  12.79%
Fee income   3.45   3.60 

       

Interest and fee income   15.99   16.39 
Interest expense   3.97   3.70 

       

Net interest and fee margin   12.02%  12.69%
  

 

  

 

 

 

(1)  Excludes allowance for credit losses and initial direct costs and fees deferred.

Net interest and fee margin. Net interest and fee income increased $3.0 million, or 9.4%, to $34.9 million for the six 
months ended June 30, 2006 from $31.9 million for the six months ended June 30, 2005, primarily due to continued 
growth in our lease portfolio. The increase in the annualized net interest and fee margin represents a decrease of 67 
basis points to 12.02% in the six-month period ended June 30, 2006 from 12.69% for the same period in 2005. 

Interest income, net of amortized initial direct costs and fees, increased $4.3 million, or 13.4%, to $36.4 million for 
the six-month period ended June 30, 2006 from $32.1 million for the six-month period ended June 30, 2005. The 
increase in interest income was principally due to a 15.5% growth in the average net investment in direct financing 
leases outstanding which increased $78.0 million to $580.1 million at June 30, 2006 from $502.1 million at June 30, 
2005. For the six-month period ended June 30, 2006 compared to the same period in 2005, our interest income yield 
as a percentage of the average net investment in direct financing leases declined by 25 basis points. This reduction is 
due in part to competition in small-ticket leasing and a generally low interest rate environment. 

Fee income increased $970,000, or 11.1%, to $10.0 million for the six-month period ended June 30, 2006 from 
$9.0 million for the same period in 2005. The increase in fee income resulted primarily from increased late fees 
earned of $431,000, and net residual income of $473,000. Fee income, as an annualized percentage of the average net 
investment in direct financing leases, decreased 15 basis points to 3.45% for the six-month period ended June 30, 
2006, from 3.60% for the same period in 2005. The increase in late fee income is attributed to the continued growth of 
our lease portfolio and improved collection efforts made in this area since 2004. Net residual income increased along 
with the growth and seasoning of our portfolio with an increased number of lease contracts reaching end of term and 
entering a renewal period. 

Interest expense increased $2.2 million to $11.5 million for the six-month period ended June 30, 2006 from 
$9.3 million for the same period in 2005. Interest expense, as an annualized percentage of the average net investment 
in direct financing leases, increased 27 basis points to 3.97% for the six-month period ended June 30, 2006, from 
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3.70% for the same period in 2005. This increase is due in part to a higher level of fixed-rate term borrowings in the 
2006 period versus the prior period and higher interest rates on the Company’s warehouse facilities due to increased 
market interest rates. During the six months ended June 30, 2006, average term securitization borrowings outstanding 
were $452.6 million representing 89.4% of total borrowings compared with $370.1 million and 83.0% of total 
borrowings in the same prior year period. 

Interest expense as a percentage of weighted average borrowings was 4.54% for the six months ended June 30, 2006 
compared to 4.15% for the same period in 2005. The average balance for our warehouse facilities was $53.5 million 
for the six months ended June 30, 2006 compared to $75.6 million for the same period ended June 30, 2005. The 
average borrowing costs for our warehouse facilities was 5.82% for the six months ended June 30, 2006 compared to 
3.99% for six months ended June 30, 2005. The Federal Reserve has increased its targeted fed funds rate eight times 
for a total of 2.00% since June 30, 2005. These increases have generally increased interest rates on LIBOR and Prime 
interest rate based loans such as the Company’s warehouse facilities. 

Interest costs on our August 2005 issued term securitization borrowing increased over those issued in 2003 and 2004 
due to the rising interest rate environment. For the six months ended June 30, 2006, average term securitization 
borrowings outstanding were $452.6 million at a weighted average coupon of 4.04% compared with $370.1 million, at 
a weighted average coupon of 3.62 % for the same 
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