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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-K

p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the fiscal year ended December 31, 2008

or
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
Commission file no. 1-14771
MicroFinancial Incorporated
(Exact name of Registrant as Specified in its Charter)
Massachusetts 04-2962824
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
10M Commerce Way, 01801

Woburn, MA (Zip Code)
(Address of Principal Executive Offices)

Registrant s telephone number, Including Area Code:
(781) 994-4800

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Shares, $0.01 par value per share The Nasdaq Stock Market LL.C

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yeso No p

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yeso No p

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
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp No o

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. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting

company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller reporting company p
(Do not check if a smaller reporting company)

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso No p

The aggregate market value of the registrant s voting and non-voting common equity held by non-affiliates of the
registrant as of June 30, 2008 the last day of the registrant s most recently completed second fiscal quarter, was
approximately $32,161,000 computed by reference to the closing price of such stock as of such date.

As of March 16, 2009, 14,139,942 shares of the registrant s common stock were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant s proxy statement to be filed pursuant to Regulation 14A within 120 days after the
Registrant s fiscal year end of December 31, 2008, are incorporated by reference in Part III hereof.
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PART 1
Item 1. Business
General

MicroFinancial Incorporated (referred to as MicroFinancial, we, us or our ) was formed as a Massachusetts corpora
on January 27, 1987. We operate primarily through our wholly-owned subsidiaries, TimePayment Corp.

( TimePayment ) and Leasecomm Corporation ( Leasecomm ). TimePayment is a specialized commercial finance
company that leases and rents microticket equipment and provides other financing services. TimePayment

commenced originating leases in July 2004. Leasecomm started originating leases in January 1986 and in October

2002 suspended virtually all originations due to a lack of financing. The average amount financed by TimePayment in

2008 was approximately $5,500 while Leasecomm historically financed contracts averaging approximately $1,900.

We have used proprietary software in developing a sophisticated, risk-adjusted pricing model and in automating our

credit approval and collection systems, including a fully-automated Internet-based application, credit scoring and

approval process.

We provide financing alternatives to a wide range of lessees ranging from start-up businesses to established
businesses. We primarily lease and rent low-priced commercial equipment, which is used by these lessees in their
daily operations. We do not market our services directly to lessees. We primarily source our originations through a
nationwide network of independent equipment vendors, sales organizations, brokers and other dealer-based
origination networks. We fund our operations through cash provided by operating activities and borrowings under our
line of credit.

TimePayment finances a wide variety of products with no single product representing more than 25% of the amount
financed in its portfolio as of December 31, 2008. The Leasecomm portfolio consists primarily of contracts for
authorization systems for point-of-sale ( POS ), card-based payments by debit, credit, gift and charge cards. POS
authorization systems require the use of a POS terminal capable of reading a cardholder s account information from the
card s magnetic strip and combining this information with the amount of the sale entered via a POS terminal keypad,
or POS software used on a personal computer to process a sale. The terminal electronically transmits this information
over a communications network to a computer data center and then displays the returned authorization or verification
response on the POS terminal.

We depend heavily on external financing to fund new leases and contracts. On August 2, 2007, we entered into a
three-year $30 million line of credit with a bank syndicate led by Sovereign Bank ( Sovereign ) based on qualified
TimePayment lease receivables. On July 9, 2008 we entered into an amended agreement to increase our line of credit
with Sovereign to $60 million. The maturity date of the amended agreement is August 2, 2010. Outstanding

borrowings are collateralized by eligible lease contracts and a security interest in all of our other assets. Until February
2009, borrowings bore interest at the prime rate ( Prime ) or at the 90-day London Interbank Offered Rate ( LIBOR )
plus 2.75%. Under the terms of the facility, loans are Prime Rate Loans, unless we elect LIBOR Loans. If a LIBOR
Loan is not renewed at maturity it automatically coverts to a Prime Rate Loan.

On February 10, 2009, we entered into an amended agreement to increase our line of credit with Sovereign to

$85 million. Under the amended agreement, outstanding borrowings bear interest at either Prime plus 1.75% or
LIBOR plus 3.75%, in each case subject to a minimum interest rate of 5%. All other terms of the facility remained the
same.
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In June 2004, MicroFinancial secured a $10 million credit facility, comprised of a one-year $8 million line of credit

and a $2 million three-year subordinated note which allowed us to resume originations after suspending originations

in 2002 when our then-existing credit facility failed to renew. In conjunction with raising new capital, we also
established TimePayment as a new wholly-owned operating subsidiary. In September 2004, MicroFinancial secured a
three-year, $30 million, senior secured revolving line of credit from CIT Commercial Services, a unit of CIT Group

( CIT ). This line of credit replaced the $8 million line of credit under more favorable terms and conditions. In addition,
we retired the outstanding senior credit facility with the former bank group. On July 20, 2007, by mutual agreement
between CIT and us, we paid off and terminated the CIT line of credit without penalty.

2
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Leasing, Servicing and Financing Programs

We originate leases for products that typically have limited distribution channels and high selling costs. We facilitate
sales of such products by allowing dealers to make them available to their customers for a small monthly lease
payment rather than a higher initial purchase price. We primarily lease and rent low-priced commercial equipment to
small merchants. We currently lease a wide variety of equipment including POS authorization systems, advertising
and display equipment, security equipment, paging systems, water coolers and restaurant equipment. In addition, in
the past we have acquired service contracts and contracts in certain other financing markets, and continue to look for
opportunities to invest in these types of assets. Our current portfolio also includes a limited amount of consumer
financings which consist of service contracts from dealers that primarily provide residential security monitoring
services, as well as consumer leases for a wide range of consumer products.

Since resuming originations in June 2004 we have originated and continue to service contracts in all 50 states and the
District of Columbia. As of December 31, 2006, leases in California, Florida, Texas, Massachusetts and New York
accounted for approximately 40% of our portfolio. No state accounted for more than 10% of such total. As of
December 31, 2007, California, Florida, Texas and New York accounted for approximately 13%, 13%, 8%, and 7%,
respectively, of the total portfolio. No other state accounted for more than 5% of such total. As of December 31, 2008,
Florida, California, Texas and New York accounted for approximately 13%, 12%, 8%, and 7%, respectively, of the
total portfolio. No other state accounted for more than 5% of such total.

Terms of Equipment Leases

Substantially all equipment leases originated or acquired by us are non-cancelable. We generally originate leases on
transactions referred to us by a dealer where we buy the underlying equipment from the referring dealer upon funding
the approved application. Leases are structured with limited recourse to the dealer, with risk of loss in the event of
default by the lessee residing with us in most cases. We perform all the processing, billing and collection functions
under our leases.

During the term of a typical lease, we receive payments sufficient, in the aggregate, to cover our borrowing cost, the
cost of the underlying equipment, and to provide us with an appropriate profit. Throughout the term of the lease, we
charge late fees, prepayment penalties, loss and damage waiver fees and other service fees, when applicable. Initial
terms of the leases we funded in 2008 generally range from 12 to 60 months, with an average initial term of

45 months.

The terms and conditions of all of our leases are substantially similar. In most cases, the contracts require lessees to:
(i) maintain, service and operate the equipment in accordance with the manufacturer s and government-mandated
procedures; (ii) insure the equipment against property and casualty loss; (iii) pay all taxes associated with the
equipment; and (iv) make all scheduled contract payments regardless of the performance of the equipment. Our
standard lease forms provide that in the event of a default by the lessee, we can require payment of liquidated damages
and can seize and remove the equipment for sale, refinancing or other disposal at our discretion. Any additions,
modifications or upgrades to the equipment, regardless of the source of payment, are automatically incorporated into,
and deemed a part of, the equipment financed.

We seek to protect ourselves from credit exposure relating to dealers by entering into limited recourse agreements

with our dealers, under which the dealer agrees to reimburse us for defaulted contracts under certain circumstances,
primarily upon evidence of dealer errors or misrepresentations in originating a lease or contract.

Residual Interests in Underlying Equipment
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We typically own a residual interest in the equipment covered by our leases. The value of such interest is estimated at
inception of the lease based upon our estimate of the fair market value of the asset at lease maturity. At the end of the
lease term, the lessee has the option to buy the equipment at the fair market value, return the equipment or continue to
rent the equipment on a month-to-month basis. If the equipment is returned, we may either sell the equipment, or
place it into our used equipment rental or leasing program.
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In the past we have also from time to time acquired service contracts, under which a homeowner purchases a security
system and simultaneously signs a contract with the dealer for the monitoring of that system for a monthly fee. Upon
approval of the monitoring application and verification with the homeowner that the system is installed, we would
purchase the right to the payment stream under the monitoring contract from the dealer at a negotiated multiple of the
monthly payments. We have not purchased any new security service contracts since 2004, although we do originate
security equipment leases that include monitoring. Our service contract portfolio represents a less significant portion
of our revenue stream over time.

Dealers

We provide financing to obligors under microticket leases and contracts through a nationwide network of equipment
vendors, independent sales organizations and brokers. We do not sign exclusive agreements with our dealers. Dealers
interact directly with potential lessees and typically market not only their products and services, but also the financing
arrangements offered through us. Historically, we had over 1,000 different dealers originating leases and contracts on
a regular basis. When we suspended nearly all of our contract originations in October 2002 due to a lack of financing
sources, the number of dealers we utilized for the limited number of contracts we were able to originate declined
substantially. As we began to originate more contracts following the establishment of our line of credit with CIT in
September 2004, we also began to expand the number of dealers in our network. During the year ended 2008 we had
over 800 different dealers originating leases and contracts.

During the year ended December 31, 2006 our top dealer accounted for 13.91% of the leases originated. During the
year ended December 31, 2007 our top dealer accounted for 10.03% of the leases originated. During the year ended
December 31, 2008 our top dealer accounted for 4.5% of the leases originated.

Use of Technology

Our business is operationally intensive, due in part to the small average amount financed. Accordingly, technology
and automated processes are critical in keeping servicing costs to a minimum while providing quality customer
service.

We have developed TimePaymentDirect, an Internet-based application processing, credit approval and dealer
information tool. Using TimePaymentDirect, a dealer can input an application and obtain almost instantaneous
approval automatically over the Internet, all without any contact with our employees. We also offer InstaleaseR, a
program that allows a dealer to submit applications to us by telephone, telecopy or e-mail, receive approval, and
complete a sale from a lessee s location. By assisting the dealers in providing timely, convenient and competitive
financing for their equipment contracts and offering dealers a variety of value-added services, we simultaneously
promote equipment contract sales and the utilization of TimePayment as the preferred finance provider, thus
differentiating us from our competitors.

We have used our proprietary software to develop a multidimensional credit-scoring model which generates pricing of
our leases and contracts commensurate with the risk assumed. This software does not produce a binary yes or no

decision, but rather, fora yes decision, determines the price at which the lease or contract might be profitably
underwritten. We use credit scoring in most, but not all, of our credit decisions.

Underwriting
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The nature of our business requires that the underwriting process perform two levels of review: the first focused on the
ultimate end-user of the equipment or service and the second focused on the dealer. The approval process begins with
the submission by telephone, facsimile or electronic transmission of a credit application by the dealer. Upon
submission, we either manually or through TimePaymentDirect conduct our own independent credit investigation of
the lessee using our proprietary database. In order to facilitate this process we will use recognized commercial credit
reporting agencies such as Dun & Bradstreet, Paynet and Experian. Our software evaluates this information on a
two-dimensional scale, examining both credit depth (how much information exists on an applicant) and credit quality
(credit performance, including past payment history). We use this information to
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underwrite a broad range of credit risks and provide financing in situations where our competitors may be unwilling to
provide such financing. The credit-scoring model is complex and automatically adjusts for different transactions. In
situations where the amount financed is over $10,000 we may go beyond our own data base and recognized
commercial credit reporting agencies to obtain information from less readily available sources such as banks. In
certain instances, we will require the lessee to provide verification of employment and salary.

The second aspect of the credit decision involves an assessment of the originating dealer. Dealers undergo both an
initial screening process and ongoing evaluation, including an examination of dealer portfolio credit quality and
performance, lessee complaints, cases of fraud or misrepresentation, aging studies, number of applications and
conversion rates for applications. This ongoing assessment enables us to manage our dealer relationships, including
ending relationships with poorly performing dealers.

Upon credit approval, we require receipt of a signed lease on our standard or other pre-approved lease form. After the
equipment is shipped and installed, the dealer invoices us and we verify that the lessee has received and accepted the
equipment. Upon the completion of a satisfactory verification with the lessee, the lease is forwarded to our funding
and documentation department for payment to the dealer and the establishment of the accounting and billing
procedures for the transaction.

Bulk and Portfolio Acquisitions

In addition to originating leases through our dealer relationships, from time to time we have also purchased lease
portfolios from dealers. While certain of these leases may not have met our underwriting standards at inception, we
will purchase the leases once the lessee demonstrates a satisfactory payment history. We prefer to acquire these
smaller lease portfolios in situations where the seller will continue to act as a dealer following the acquisition. We
have not purchased any material portfolio in 2008, 2007 nor 2006.

Servicing and Collections

We perform all the servicing functions on our leases and contracts through our automated servicing and collection
system. Servicing responsibilities generally include billing, processing payments, remitting payments to dealers,
paying taxes and insurance and performing collection and liquidation functions.

Our automated lease administration system handles application tracking, invoicing, payment processing, automated
collection queuing, portfolio evaluation and report writing. The system is linked with our bank accounts for payment
processing and also provides for direct withdrawal of lease and contract payments from a lessee s bank account. We
monitor delinquent accounts using our automated collection process. We use several computerized processes in our
customer service and collection efforts, including the generation of daily priority call lists and scrolling for daily
delinquent account servicing, generation and mailing of delinquency letters, and routing of incoming customer service
calls to appropriate employees with instant computerized access to account details. Our collection efforts include
sending collection letters, making collection calls, reporting delinquent accounts to credit reporting agencies, and
litigating delinquent accounts when necessary to obtain and enforce judgments.

Competition

The microticket leasing and financing industry is highly competitive. We compete for customers with a number of
national, regional and local banks and finance companies. Our competitors also include equipment manufacturers that
lease or finance the sale of their own products. While the market for microticket financing has traditionally been
fragmented, we could also be faced with competition from small- or large-ticket leasing companies that could use
their expertise in those markets to enter and compete in the microticket financing market. Our competitors include
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larger, more established companies, some of which may possess substantially greater financial, marketing and
operational resources than us, including a lower cost of funds and access to capital markets and other funding sources
which may be unavailable to us.
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Employees

As of December 31, 2008, we had 103 full-time employees, of whom 39 were engaged in sales and underwriting
activities and dealer service, 38 were engaged in servicing and collection activities, and 26 were engaged in general
administrative activities. We believe that our relationship with our employees is good. None of our employees are
members of a collective bargaining unit in connection with their employment with us.

Executive Officers

Name and Age of Executive Officers Title

Richard F. Latour, 55 Director, President, Chief Executive Officer, Treasurer,
Secretary and Clerk

James R. Jackson, Jr., 47 Vice President and Chief Financial Officer

Steven J. LaCreta, 49 Vice President, Lessee Relations and Legal

Stephen J. Constantino, 43 Vice President, Human Resources

Thomas Herlihy, 50 Vice President, Sales and Marketing, of TimePayment
Corp.

Backgrounds of Executive Officers

Richard F. Latour has served as our President, Chief Executive Officer, Treasurer, Clerk and Secretary since October
2002 and as President, Chief Operating Officer, Treasurer, Clerk and Secretary, as well as a director of the
Corporation, since February 2002. From 1995 to January 2002, he served as Executive Vice President, Chief
Operating Officer, Chief Financial Officer, Treasurer, Clerk and Secretary. From 1986 to 1995 Mr. Latour served as
Vice President of Finance and Chief Financial Officer. Prior to joining us, Mr. Latour was Vice President of Finance
with Trak Incorporated, an international manufacturer and distributor of consumer goods, where he was responsible
for all financial and operational functions. Mr. Latour earned a B.S. in accounting from Bentley College in Waltham,
Massachusetts.

James R. Jackson Jr. has served as our Vice President and Chief Financial Officer since April 2002. Prior to joining
us, from 1999 to 2001, Mr. Jackson was Vice President of Finance for Deutsche Financial Services Technology
Leasing Group. From 1992 to 1999, Mr. Jackson held positions as Manager of Pricing and Structured Finance and
Manager of Business Planning with AT&T Capital Corporation.

Steven J. LaCreta has served as our Vice President, Lessee Relations and Legal since May 2005. From May 2000 to
May 2005, Mr. LaCreta served as Vice President, Lessee Relations. From November 1996 to May 2000, Mr. LaCreta
served as our Director of Lessee Relations. Prior to joining us, Mr. LaCreta was a Leasing Collection Manager with
Bayer Corporation.

Stephen J. Constantino has served as our Vice President, Human Resources since May 2000. From 1994 to May 2000,
Mr. Constantino served as our Director of Human Resources. From 1992 to 1994, Mr. Constantino served as our
Controller. From 1991 to 1992, Mr. Constantino served as our Accounting Manager.

Thomas Herlihy has served as Vice President, Sales and Marketing, of our operating subsidiary, TimePayment Corp.
since May 2005. From 2004 to March 2005, Mr. Herlihy served as General Manager of US Express Leasing and from
2000 to 2003, Mr. Herlihy served as Executive Vice President of ABB Business Finance. From 1989 to 2000,

Mr. Herlihy served as Senior Vice President of AT&T Capital and its successor companies.
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Availability of Information

We maintain an Internet website at http://www.microfinancial.com. Our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to such reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as well as Section 16 reports on Form 3, 4, or 5, are
available free of charge on this site as soon as is reasonably practicable after they are filed or furnished with the
Securities and Exchange Commission ( SEC ). Our Guidelines on Corporate Governance, our Code of Business
Conduct and Ethics and the charters for the Audit Committee, Nominating and Corporate Governance
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Committee, Compensation and Benefits Committee, Credit Policy Committee and Strategic Planning Committee of
our Board of Directors are also available on our Internet site. The Guidelines, Code of Ethics and charters are also
available in print to any shareholder upon request. Requests for such documents should be directed to Richard F.
Latour, Chief Executive Officer, at 10M Commerce Way, Woburn, Massachusetts 01801. Our Internet site and the
information contained therein or connected thereto are not incorporated by reference into this Form 10-K. Our filings
with the SEC are also available on the SEC s website at http://www.sec.gov.

Item 1A. Risk Factors

Set forth below and elsewhere in this report and in other documents we file with the Securities and Exchange
Commission are risks and uncertainties that could cause our actual results to differ materially from the results
contemplated by the forward-looking statements contained in this report and other periodic statements we make.

We depend on external financing to fund leases and contracts, and adequate financing may not be available to us in
amounts, together with our cash flow, sufficient to originate new leases.

Our lease and finance business is capital intensive and requires access to substantial short-term and long-term credit to
fund leases and contracts. We will continue to require significant additional capital to maintain and expand our
funding of leases and contracts, as well as to fund any future acquisitions of leasing companies or portfolios. Our uses
of cash include the origination and acquisition of leases and contracts, payment of interest and principal on
borrowings, payment of selling, general and administrative expenses, income taxes, capital expenditures and
dividends.

As of September 30, 2002, our former $192 million credit facility failed to renew and consequently, we were forced to
suspend substantially all origination activity shortly thereafter. In June 2004, we secured a one-year $8 million line of
credit and a $2 million three-year subordinated note that enabled us to resume originations. On September 29, 2004,
we secured a three-year, $30 million, senior secured revolving line of credit from CIT. The CIT line of credit replaced
the one-year $8 million line of credit under more favorable terms and conditions. In addition, it retired the outstanding
debt with our former lenders. In July 2007, by mutual agreement between CIT and us, we paid off and terminated the
CIT line of credit without penalty.

In August 2007, we entered into a three-year $30 million line of credit with Sovereign based on qualified
TimePayment lease receivables. On July 9, 2008 we entered into an amended agreement to increase our line of credit
with Sovereign to $60 million. The maturity date of the amended agreement remained August 2, 2010. Outstanding
borrowings are collateralized by eligible lease contracts and a security interest in all of our other assets, and until
February 2009 bore interest at Prime or at LIBOR plus 2.75%.

On February 10, 2009 we entered into an amended agreement to increase our line of credit with Sovereign to
$85 million. Under the amendment, outstanding borrowings bear interest at either Prime plus 1.75% or LIBOR plus
3.75%, in each case subject to a minimum interest rate of 5%. All other terms of the facility remained the same.

Any default or other interruption of our external funding could have a material negative effect on our ability to fund
new leases and contracts, and could, as a consequence, have an adverse effect on our financial results. Our ability to
draw down amounts under our credit facility is potentially restricted by a borrowing base calculated with respect to
our eligible receivables, and by the facility s requirement that we maintain certain leverage and other financial ratios.
The credit facility contains certain provisions which limit our ability to incur indebtedness from other sources.

The delay in originations caused by our former credit facility s failure to renew in 2002 has decreased the size of our
portfolio and may continue to adversely affect our financial performance.
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As a result of the failure of our old credit facility to renew, in October 2002, we were forced to suspend virtually all
contract originations until we obtained a source of funding or until such time as the senior credit facility was paid in
full. During 2003, we were able to fund a very limited number of new contracts using our free cash flow. Our credit
facilities entered into in June and September 2004 enabled us to resume contract originations. The absence of contract
originations from October 2002 to June 2004 has had a continuing affect on our portfolio and financial
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performance as older contracts in the portfolio expire and are not replaced through new contract originations during

that period. As a result, our revenues derived from financing leases declined in each of the years 2002 through 2006,
despite our increased levels of origination beginning in 2004 when we arranged a replacement credit facility. It will

take some time to bring our portfolio to the point where it was when we suspended originations.

In addition, after we ceased funding originations in 2002, we were required to terminate a number of our sales, sales
support and credit personnel. As we have made progress in originating contracts in light of our new credit facilities,
we face challenges in rebuilding those competencies through new hires. This illustrates how disruptions to our
financing and origination capabilities can have long-lasting effects on our financial condition that extend beyond the
resumption of originations.

A protracted economic downturn may cause an increase in defaults under our leases and lower demand for the
commercial equipment we lease.

A protracted economic downturn such as the one the United States and other nations are currently experiencing could
result in a decline in the demand for some of the types of equipment or services we finance, which could lead to
additional defaults and a decline in originations. A protracted economic downturn may slow the development and
continued operation of small commercial businesses, which are the primary market for the commercial equipment
leased by us. Such a downturn could also adversely affect our ability to obtain capital to fund lease and contract
originations or acquisitions, or to complete securitizations. In addition, a protracted downturn could result in an
increase in delinquencies and defaults by our lessees and other obligors, which could have an adverse effect on our
cash flow and earnings, as well as on our ability to securitize leases. These factors could have a material adverse effect
on our business, financial condition and results of operations.

Additionally, as of December 31, 2008 and 2007 leases in the states of California, Florida, New York and Texas
accounted for approximately 40% of our portfolio. For the year ended December 31 2006, leases in California,
Florida, Texas, Massachusetts and New York accounted for approximately 40% of our portfolio. Economic conditions
in these states may affect the level of collections from, as well as delinquencies and defaults by, these obligors.

We experience a significant rate of default under our leases, and a higher than expected default rate would have an
adverse affect on our cash flow and earnings.

Even in times of general economic growth, the credit characteristics of our lessee base correspond to a high incidence
of delinquencies, which in turn may lead to significant levels of defaults. The credit profile of our lessees heightens
the importance of both pricing our leases and contracts for the risk assumed, as well as maintaining an adequate
allowance for losses. Our lessees, moreover, have been affected by the current economic downturn like almost all
small businesses. Significant defaults by lessees in excess of those we anticipate in setting our prices and allowance
levels may adversely affect our cash flow and earnings. Reduced cash flow and earnings could limit our ability to
repay debt and obtain financing, which could have a material adverse effect on our business, financial condition and
results of operations.

In addition to our usual practice of originating leases through our dealer relationships, from time to time we have
purchased lease portfolios from dealers. While certain of these leases at inception would not have met our
underwriting standards, we will purchase leases once the lessee demonstrates a payment history. We prefer to acquire
these smaller lease portfolios in situations where the company selling the portfolio will continue to act as a dealer
following the acquisition.

Our allowance for credit losses may prove to be inadequate to cover future credit losses.
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We maintain an allowance for credit losses on our investments in leases, service contracts and rental contracts at an
amount we believe is sufficient to provide adequate protection against losses in our portfolio. We can not be sure that
our allowance for credit losses will be adequate over time to cover losses caused by adverse economic factors, or
unfavorable events affecting specific leases, industries or geographic areas. Losses in excess of our allowance for
credit losses may have a material adverse effect on our business, financial condition and results of operations.

8
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We are vulnerable to changes in the demand for the types of equipment we lease or price reductions in such
equipment.

Our portfolio is comprised of authorization systems for point-of-sale ( POS ), card-based payments by, for example,
debit, credit, gift and charge cards in addition to a wide variety of other equipment including advertising and display
equipment, coffee machines, security equipment, paging systems, water coolers and restaurant equipment. Reduced
demand for financing of these types of equipment could adversely affect our lease origination volume, which in turn
could have a material adverse effect on our business, financial condition and results of operations. Technological
advances may lead to a decrease in the price of these types of systems or equipment and a consequent decline in the
need for financing of such equipment. In addition, for POS authorization systems, business and technological changes
could change the manner in which POS authorization is obtained. These changes could reduce the need for outside
financing sources that would reduce our lease financing opportunities and origination volume in such products. These
types of equipment are often leased by small commercial businesses which may be particularly susceptible to the
current economic downturn, which may also affect demand for these products.

In the event that demand for financing the types of equipment that we lease declines, we will need to expand our
efforts to provide lease financing for other products. There can be no assurance, however, that we will be able to do so
successfully. Because many dealers specialize in particular products, we may not be able to capitalize on our current
dealer relationships in the event we shift our business focus to originating leases of other products. Our failure to
successfully enter into new relationships with dealers of other products or to extend existing relationships with such
dealers in the event of reduced demand for financing of the systems and equipment we currently lease would have a
material adverse effect on us.

Even if we have adequate financing, our expansion strategy may be affected by our limited sources for originations
and our inexperience with leasing new products.

Our revenue growth since the third quarter of 2002 has been severely affected by the failure of our former credit
facility to renew and the lack of financing until June 2004. Even with our line of credit, our principal growth strategy
of expansion into new products and markets may be adversely affected by (i) our inability to re-establish old sources
or cultivate new sources of originations and (ii) our inexperience with products with different characteristics from
those we currently offer, including the type of obligor and the amount financed.

New Sources. A majority of our leases and contracts were historically originated through a network of dealers that
deal exclusively in POS authorization systems. We are currently unable to capitalize on these relationships to originate
leases for products other than POS authorization systems. In addition, we lost contact with some of our old sources
during the period we suspended originations. Some of these dealers have found other financing sources. We may face
difficulties in establishing our relationships with new sources. Our failure to develop additional relationships with
dealers of products, which we lease or seek to lease, would hinder our growth strategy.

New Products. Our existing portfolio primarily consists of leases to owner-operated or other small commercial
enterprises with little business history and limited or challenged personal credit history. These leases are characterized
by small average monthly payments for equipment with limited residual value at the end of the lease term. Our ability
to successfully underwrite new products with different characteristics is highly dependent on our ability (i) to
successfully analyze the credit risk associated with the users of such products so as to appropriately apply our
risk-adjusted pricing and (ii) to utilize our proprietary software to efficiently service and collect on our portfolio. We
can give no assurance that we will be able to successfully manage these credit risk issues, which could have a material
adverse effect on us.
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We may face adverse consequences of litigation, including consequences of using litigation as part of our collection

policy.

Our use of litigation as a means of collection of unpaid receivables exposes us to counterclaims on our suits for
collection, to class action lawsuits and to negative publicity surrounding our leasing and collection policies. We have
been a defendant in attempted class action suits as well as counterclaims filed by individual obligors in

9
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attempts to dispute the enforceability of the lease or contract. This type of litigation may be time consuming and
expensive to defend, even if not meritorious, may result in the diversion of management time and attention, and may
subject us to significant liability for damages or result in invalidation of our proprietary rights. We believe our
collection policies and use of litigation comply fully with all applicable laws. Because of our persistent enforcement
of our leases and contracts through the use of litigation, we may have created ill will toward us on the part of certain
lessees and other obligors who were defendants in such lawsuits. Our litigation strategy has also generated adverse
publicity in certain circumstances. Adverse publicity could negatively impact public perception of our business and
may materially impact the price of our common stock. In addition to legal proceedings that may arise out of our
collection activities, we may face other litigation arising in the ordinary course of business. Any of these factors could
adversely affect our business, financial condition and results of operations.

Increased interest rates may make our leases or contracts less profitable.

Since we generally fund our leases and contracts through our credit facilities or from working capital, our operating
margins could be adversely affected by an increase in interest rates. For example, borrowings under our amended
credit facility bear interest either at Prime plus 1.75% or at LIBOR plus 3.75%, in each case subject to a minimum
interest rate of 5% per year. The implicit yield on all of our leases and contracts is fixed due to the leases and contracts
having scheduled payments that are fixed at the time of origination. When we originate or acquire leases or contracts,
we base our pricing in part on the spread we expect to achieve between the implicit yield on each lease or contract and
the effective interest cost we expect to pay when we finance such leases and contracts. Increases in interest rates
during the term of each lease or contract could narrow or eliminate the spread, or result in a negative spread, to the
extent such lease or contract was financed with variable-rate funding. We may undertake to hedge against the risk of
interest rate increases, based on the size and interest rate profile of our portfolio. Such hedging activities, however,
would limit our ability to participate in the benefits of lower interest rates with respect to the hedged portfolio. In
addition, our hedging activities may not protect us from interest rate-related risks in all interest rate environments.
Adverse developments resulting from changes in interest rates or hedging transactions could have a material adverse
effect on our business, financial condition and results of operations.

We may not be able to realize our entire investment in the residual interests in the equipment covered by our leases.

At the inception of a lease we record a residual value for the lease equipment as an asset based upon an estimate of the
fair market value at lease maturity. There can be no assurance that our estimated residual values will be realized due to
technological or economic obsolescence, unusual wear or tear on the equipment, or other factors. Failures to realize
the recorded residual values may have a material adverse effect on our business, financial condition and results of
operations.

We face intense competition, which could cause us to lower our lease rates, hurt our origination volume and strategic
position and adversely affect our financial results.

The microticket leasing and financing industry is highly competitive. We compete for customers with a number of
national, regional and local banks and finance companies. Our competitors also include equipment manufacturers that
lease or finance the sale of their own products. While the market for microticket financing has traditionally been
fragmented, we could also be faced with competition from small- or large-ticket leasing companies that could use
their expertise in those markets to enter and compete in the microticket financing market. Our competitors include
larger, more established companies, some of which may possess substantially greater financial, marketing and
operational resources than us, including lower cost of funds and access to capital markets and other funding sources
which may be unavailable to us. If a competitor were to lower its lease rates, we could be forced to follow suit or be
unable to regain origination volume, either of which would have a material adverse effect on our business, financial
condition and results of operations. In addition, competitors may seek to replicate the automated processes used by us
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to monitor dealer performance, evaluate lessee credit information, appropriately apply risk-adjusted pricing, and
efficiently service a nationwide portfolio. The development of computer software similar to that developed by us may
jeopardize our strategic position and allow our competitors to operate more efficiently than we do.
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Government regulation could restrict our business.

Our leasing business is not currently subject to extensive federal or state regulation. While we are not aware of any
proposed legislation, the enactment of, or a change in the interpretation of, certain federal or state laws affecting our
ability to price, originate or collect on receivables (such as the application of usury laws to our leases and contracts)
could negatively affect the collection of income on our leases and contracts, as well as the collection of fee income.
Any such legislation or change in interpretation, particularly in Massachusetts, whose laws govern the majority of our
leases and contracts, could have a material adverse effect on our ability to originate leases and contracts at current
levels of profitability, which in turn could have a material adverse effect on our business, financial condition or results
of operations. Changes to the bankruptcy laws that would make it easier for lessees to file for bankruptcy could
increase delinquency and defaults on the existing portfolio.

The Sarbanes-Oxley Act of 2002 and related regulations required companies such as us that are not accelerated filers
to comply with more stringent internal control system and monitoring requirements beginning as of the end of our
fiscal year 2007, and will require us to have our independent auditors attest to these internal control system and
monitoring requirements beginning with our annual report for 2009. Compliance with this new requirement has
caused us to retain outside consultants to assist management in evaluating our internal control over financial reporting
as well as requiring our management to spend a significant amount of time in evaluating the same. Continued
compliance with this new requirement may place an expensive burden and significant time constraint on us.

We may face risks in acquiring other portfolios and companies, including risks relating to how we finance any such
acquisition or how we are able to assimilate any portfolios or operations we acquire.

A portion of our growth strategy depends on the consummation of acquisitions of leasing companies or portfolios. Our
inability to identify suitable acquisition candidates or portfolios, or to complete acquisitions on favorable terms, could
limit our ability to grow our business. Any major acquisition would require a significant portion of our resources. The
timing, size and success, if at all, of our acquisition efforts and any associated capital commitments cannot be readily
predicted. We may finance future acquisitions by using shares of our common stock, cash or a combination of the two.
Any acquisition we make using common stock would result in dilution to existing stockholders. If the common stock
does not maintain a sufficient market value, or if potential acquisition candidates are otherwise unwilling to accept
common stock as part or all of the consideration for the sale of their businesses, we may be required to utilize more of
our cash resources, if available, or to incur additional indebtedness in order to initiate and complete acquisitions.
Additional debt, as well as the potential amortization expense related to goodwill and other intangible assets incurred
as a result of any such acquisition, could have a material adverse effect on our business, financial condition or results
of operations. In addition, our credit facilities contain covenants that place significant restrictions on our ability to
acquire all or substantially all of the assets or securities of another company, including a limit on the aggregate dollar
amount of such acquisitions of $10 million over the term of the facility. These provisions could prevent us from
making an acquisition we may otherwise see as attractive, whether by using shares of our common stock as
consideration or by using cash.

We also may experience difficulties in the assimilation of the operations, services, products and personnel of acquired
companies, an inability to sustain or improve the historical revenue levels of acquired companies, the diversion of
management s attention from ongoing business operations, and the potential loss of key employees of such acquired
companies. Any of the foregoing could have a material adverse effect on our business, financial condition or results of
operations.

If we were to lose key personnel, our operating results may suffer or it may cause a default under our debt facilities.
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Our success depends to a large extent upon the abilities and continued efforts of Richard Latour, President and Chief
Executive Officer and James R. Jackson, Jr., Vice President and Chief Financial Officer, and our other senior
management. We have entered into employment agreements with Mr. Latour and Mr. Jackson, as well as other
members of our senior management. The loss of the services of one or more of the key members of our senior
management before we are able to attract and retain qualified replacement personnel could have a material adverse
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effect on our financial condition and results of operations. In addition, under our Sovereign credit facility, an event of
default would arise if Mr. Latour or Mr. Jackson were to leave their positions as our Chief Executive Officer or Chief
Financial Officer, respectively, unless a suitable replacement were appointed within 90 days. Our failure to comply

with these provisions could have a material adverse effect on our business, financial condition or results of operations.

Certain provisions of our articles and bylaws may have the effect of discouraging a change in control or acquisition
of the company.

Our restated articles of organization and restated bylaws contain certain provisions that may have the effect of
discouraging, delaying or preventing a change in control or unsolicited acquisition proposals that a stockholder might
consider favorable, including:(i) provisions authorizing the issuance of blank check preferred stock; (ii) providing for
a Board of Directors with staggered terms; (iii) requiring super-majority or class voting to effect certain amendments

to the articles and bylaws and to approve certain business combinations; (iv) limiting the persons who may call special
stockholders meetings and; (v) establishing advance notice requirements for nominations for election to the Board of
Directors or for proposing matters that can be acted upon at stockholders meetings. In addition, certain provisions of
Massachusetts law to which we are subject may have the effect of discouraging, delaying or preventing a change in
control or an unsolicited acquisition proposal.

Our stock price may be volatile, which could limit our access to the equity markets and could cause you to incur
losses on your investment.

If our revenues do not grow or grow more slowly than we anticipate, or if operating expenditures exceed our
expectations or cannot be adjusted accordingly, the market price of our common stock could be materially and
adversely affected. In addition, the market price of our common stock has been in the past and could in the future be
materially and adversely affected for reasons unrelated to our specific business or results of operations. General
market price declines or volatility in the future could adversely affect the price of our common stock. In addition,
short-term trading strategies of certain investors can also have a significant effect on the price of specific securities. In
addition, the trading price of the common stock may be influenced by a number of factors, including the liquidity of
the market for the common stock, investor perceptions of us and the equipment financing industry in general,
variations in our quarterly operating results, interest rate fluctuations and general economic and other conditions.
Moreover, the stock market has experienced significant price and value fluctuations, which have not necessarily been
related to corporate operating performance. The volatility of the stock market could adversely affect the market price
of our common stock and our ability to raise funds in the public markets.

There is no assurance that we will continue to pay dividends on our common stock in the future.

During the fourth quarter of 2002, our Board of Directors suspended the payment of dividends on our common stock
to comply with our banking agreements and we paid no dividends in the years ended December 31, 2003 and 2004.
During 2005, we declared dividends of $0.05 per share payable to shareholders of record on five dates, and a special
dividend of $0.25 per share payable to shareholders of record on January 31, 2006. During 2006, 2007 and 2008, we
declared dividends of $0.20 per share. Future dividend payments are subject to ongoing review and evaluation by our
Board of Directors. The decision as to the amount and timing of future dividends we may pay, if any, will be made in
light of our financial condition, capital requirements and growth plans, as well as our external financing arrangements
and any other factors our Board of Directors may deem relevant. We can give no assurance as to the amount and
timing of the payment of future dividends.

Item 2. Properties
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At December 31, 2008, our corporate headquarters and operations center occupied approximately 24,400 square feet
of office space at 10M Commerce Way, Woburn, Massachusetts 01801. The lease for this space expires on
December 31, 2010.

Item 3. Legal Proceedings

We are subject to claims and suits arising in the ordinary course of business. At this time, we do not believe these
matters will have a material adverse effect on our results of operations or financial position.
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Item 4. Submission Of Matters to a Vote Of Security Holders

No matters were submitted to a vote of our security holders during the fourth quarter of our fiscal year ended
December 31, 2008.

PART II

Item 5. Market For Registrant s Common Equity, Related Stockholder Matters And Issuer Purchases Of Equity
Securities

Market Information

Our common stock, par value $0.01 per share is currently listed on the Nasdaq Global Market under the symbol MFI.
Our common stock was previously listed on the American Stock Exchange through the close of business on

February 15, 2008, and prior to that on the New York Stock Exchange through the close of business on January 16,
2006, in each case under the same symbol. The following chart shows the high and low sales price of our common
stock in each quarter over the past two fiscal years.

2008 2007
First Second Third Fourth First Second Third Fourth
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Stock Price
High $ 625 $ 515 $ 493 $ 400 $ 634 $ 652 $ 645 $ 6.0
Low $ 460 $ 300 $ 330 $ 150 $ 362 $ 408 $ 514 $ 4585
Holders

At March 15, 2009, there were approximately 850 stockholders of record of our common stock.
Dividends

During the fourth quarter of 2002, our Board of Directors suspended the payment of dividends to comply with our
banking agreements and we paid no dividends during the years ended December 31, 2003 and 2004.

During 2005, we declared dividends of $0.05 per share payable to shareholders of record on each of February 9, 2005,
April 29, 2005, July 27, 2005, October 27, 2005 and December 28, 2005, and a special dividend of $0.25 per share
payable to shareholders of record on January 31, 2006.

During 2006, we declared dividends of $0.05 per share payable to shareholders of record on each of March 31, 2006,
June 30, 2006, September 29, 2006 and December 29, 2006.

During 2007, we declared dividends of $0.05 per share payable to shareholders of record on each of March 30, 2007,
June 29, 2007, September 28, 2007 and December 31, 2007.

During 2008, we declared dividends of $0.05 per share payable to shareholders of record on each of May 15, 2008,
August 15, 2008, November 14, 2008 and January 19, 2009. The dividend payable on January 19, 2009 was declared
on December 24, 2008.
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Future dividend payments are subject to ongoing review and evaluation by our Board of Directors. The decision as to
the amount and timing of future dividends, if any, will be made in light of our financial condition, capital
requirements and growth plans, as well as our external financing arrangements and any other factors our Board of
Directors may deem relevant. We can give no assurance as to the amount and timing of future dividends.

Our credit facility also restricts the amount of cash that TimePayment can make available to us for the declaration of
dividends on our common stock during any year, to 50% of consolidated net income for the immediately preceding
year.

Repurchases

We did not repurchase any of our equity securities during the fourth quarter of fiscal 2008.
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Performance Graph

The following graph compares our cumulative total stockholder return since December 31, 2003 with the American
Stock Exchange Composite Stock Index, the S&P 400 Mid-Cap Financials Index and the NASDAQ Composite.
Cumulative total stockholder return shown in the performance graph is measured assuming an initial investment of
$100 on December 31, 2003 and the reinvestment of dividends. The historic stock price performance information
shown in this graph may not be indicative of current stock price levels or future stock price performance.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
December 2008

The information under the caption Performance Graph above is not deemed to be filed as part of this Annual Report,
and is not subject to the liability provisions of Section 18 of the Securities Exchange Act of 1934. Such information

will not be deemed to be incorporated by reference into any filing we make under the Securities Act of 1933 unless we
explicitly incorporate it into such a filing at the time.
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Item 6. Selected Financial Data

The following tables set forth selected consolidated financial and operating data for the periods and at the dates
indicated. The selected consolidated financial data were derived from our financial statements and accounting records.
The data presented below should be read in conjunction with the consolidated financial statements, related notes and
other financial information included herein.

Year Ended December 31,
2008 2007 2006 2005 2004
(Amounts in thousands, except share and per share data)

Income Statement Data:

Revenues:

Income on financing leases  $ 23,095 §$ 12,302 $ 3917 $ 4,140 $ 11,970
Rental income 9,829 13,612 20,897 25,359 31,009
Income on service contracts 925 1,271 1,870 3,467 5,897
Other income(1) 5,676 4,486 5,758 6,318 11,491
Total revenues 39,525 31,671 32,442 39,284 60,367
Expenses:

Selling, general and

administrative 13,060 12,824 14,499 20,884 26,821
Provision for credit losses 15,313 7,855 6,985 10,468 47,918
Depreciation and

amortization 976 1,344 5,326 9,497 14,010
Interest 1,020 143 162 1,148 2,283
Total expenses 30,369 22,166 26,972 41,997 91,032

Income (loss) before
provision (benefit) for

income taxes 9,156 9,505 5,470 (2,713) (30,665)
Provision (benefit) for

income taxes 3,206 3,303 1,555 (1,053) (20,449)(2)
Net income (loss) $ 5,950 $ 6,202 $ 3915 $ (1,660) $ (10,216)

Net income (loss) per
common share:

Basic $ 042 $ 045 $ 028 $ 0.12) $ 0.77)
Diluted 0.42 0.44 0.28 (0.12) (0.77)
Weighted-average shares:

Basic 14,002,045 13,922,974 13,791,403 13,567,640 13,182,883
Diluted 14,204,105 14,149,634 13,958,759 13,567,640 13,182,883
Dividends declared per

common share $ 020 $ 020 $ 020 $ 050 $
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December 31,

2008 2007 2006 2005 2004
(Dollars in thousands)
Balance Sheet Data:
Cash and cash equivalents $ 5,047 $ 7,080 $ 28,737 $ 32,926 $ 9,709
Restricted cash 528 561
Gross investment in leases(3) 158,138 102,128 44,314 33,004 69,181
Unearned income (49,384) (35,369) (13,682) (3,658) (6,313)
Allowance for credit losses (11,722) (5,722) (5,223) (8,714) (14,963)
Investment in service contracts, net 32 203 613 1,626 4,777
Investment in rental contracts, net 240 106 313 3,025 1,785
Total assets 104,850 70,982 59,721 65,188 71,270
Notes payable 33,325 6,531 5 161 34
Subordinated notes payable 2,602 4,589
Total liabilities 40,512 10,154 3,585 10,501 9,177
Total stockholders equity 64,338 60,828 56,136 54,687 62,093
December 31,
2008 2007 2006 2005 2004
(Dollars in thousands, except statistical data)

Other Data:
Operating Data:
Value of leases originated(4) $ 104,529 $ 83,698 $ 33,343 $ 7,296 $ 920
Value of rental contracts originated 1,731 77
Dealer funding(5) 68,007 54,035 21,498 6,364 668
Average yield on leases(6) 28.5% 29.0% 30.0% 30.6% 30.1%
Cash Flows From (Used In):
Operating activities $ 43,310 $ 30,440 $ 26,870 $ 35,228 $ 58,694
Investing activities (69,523) (55,203) (22,114) (6,978) (813)
Financing activities 24,180 3,106 (8,945) (5,033) (54,705)
Net change in cash and cash
equivalents $ (2,033 $ (21,657) $ (4,189 $ (23,217) $ 3,176
Selected Ratios:
Return on average assets 6.77% 9.49% 6.27% (2.43)% (8.98)%
Return on average stockholders
equity 9.51 10.60 7.07 (2.84) (15.32)
Operating margin(7) 61.91 54.81 38.39 19.74 28.58
Credit Quality Statistics:
Net charge-offs $ 9313 $ 7356 $ 10476 $ 16,717 $ 75,967
Net charge-offs as a percentage of
average gross investment(8) 7.15% 9.99% 26.34% 30.79% 54.71%
Provision for credit losses as a 11.76 10.67 17.56 19.28 34.51

percentage of average gross
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investment(8)
Allowance for credit losses as a
percentage of gross investment(9) 7.41 5.59 11.63 25.16 20.23

(1) Includes loss and damage waiver fees, service fees, interest income, and miscellaneous revenue.

(2) Includes an income tax benefit of $7.9 million that resulted from a reduction in our estimate of certain tax
liabilities.

(3) Consists of receivables due in installments and estimated residual value.

(4) Represents the amount paid to dealers upon funding of leases plus the associated unearned income.
16
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(5) Represents the net amount paid to dealers upon funding of leases and contracts.

(6) Represents the aggregate of the implied interest rate on each lease originated during the period weighted by the
amount funded.

(7) Represents income before provision (benefit) for income taxes and provision for credit losses as a percentage of
total revenues.

(8) Represents a percentage of average gross investment in leases and net investment in service contracts.

(9) Represents allowance for credit losses as a percentage of gross investment in leases and net investment in service
contracts.

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations, Including
Selected Quarterly Financial Data (Unaudited)

The following discussion includes forward-looking statements (as such term is defined in the Private Securities

Litigation Reform Act of 1995). When used in this discussion, the words may, will, expect, intend, anticipate,
estimate, continue, plan and similar expressions are intended to identify forward-looking statements. Such

forward-looking statements involve known and unknown risks, uncertainties and other important factors that could

cause our actual results, performance or achievements to differ materially from any future results, performance or

achievements expressed or implied by such forward-looking statements. The forward-looking statements are subject

to risks, uncertainties and assumptions, including, among other things, those associated with:

the demand for the equipment types we offer, expansion into new markets and the development of a sizeable
dealer base;

our significant capital requirements;

our ability or inability to obtain the financing we need, or to use internally generated funds, in order to continue
originating contracts;

the risks of defaults on our leases;

our provision for credit losses;

our residual interests in underlying equipment;

possible adverse consequences associated with our collection policy;
the effect of higher interest rates on our portfolio;

increasing competition;

increased governmental regulation of the rates and methods we use in financing and collecting on our leases
and contracts;

acquiring other portfolios or companies;
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dependence on key personnel;

adverse results in litigation and regulatory matters, or promulgation of new or enhanced legislation or
regulations; and

general economic and business conditions.

The risk factors above and those under Risk Factors beginning on page 7, as well as any other cautionary language
included herein, provide examples of risks, uncertainties and events that may cause our actual results to differ
materially from the expectations we described in our forward-looking statements. Many of these factors are
significantly beyond our control. We expressly disclaim any obligation or undertaking to disseminate any updates or
revisions to any forward-looking statement contained herein to reflect any change in our expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based. In light of these
risks and uncertainties, there can be no assurance that the forward-looking information contained herein will in fact
transpire.
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We are a specialized commercial finance company that provides microticket equipment leasing and other financing
services. The average amount financed by TimePayment during 2008 was approximately $5,500 while Leasecomm
historically financed contracts averaging approximately $1,900. Our portfolio consists of point-of-sale ( POS )
authorization systems and other small business equipment leased or rented to small commercial enterprises.

We derive the majority of our revenues from leases originated and held by us, payments on service contracts, rental
contracts and fee income. Historically, we funded the majority of our leases and contracts through our revolving-credit
loans, term loans and on-balance sheet securitizations, and to a lesser extent our subordinated debt program and
internally generated funds. Between October 2002 and June 2004, an interruption in our financing sources had a
significant impact on our ability to originate contracts. As of September 30, 2002, our then-existing credit facility
failed to renew and we began paying down the debt, suspending virtually all new contract originations in October
2002 until new financing could be obtained or until the credit facility could be paid in full. In April 2003, we entered
into a long-term agreement with our lenders which waived certain covenant defaults and required us to repay the
credit facility over a 22-month term.

In June 2004, we secured a one-year $8 million line of credit and a $2 million three-year subordinated note that
allowed us to resume microticket contract originations. In conjunction with raising new capital, we also established a
new wholly-owned operating subsidiary, TimePayment Corp. In September 2004, we secured a three-year,

$30 million, senior secured revolving line of credit from CIT. The CIT line of credit replaced the $8 million line of
credit obtained in June 2004 under more favorable terms and conditions. In addition, we used the proceeds from the
CIT line of credit to retire the existing debt with the former bank group. During the year ended December 31, 2005,
we began to actively increase our industry presence with a more focused and targeted sales and marketing effort. We
continue to invest capital to build an infrastructure to support our sales and marketing initiatives, and have brought in
experienced sales and marketing management to spearhead the effort. On July 20, 2007, by mutual agreement between
CIT and us, we paid off and terminated the CIT line of credit without penalty.

On August 2, 2007, we entered into a new three-year $30 million line of credit with Sovereign Bank based on
qualified TimePayment lease receivables. On July 9, 2008 we entered into an amended agreement to increase our line
of credit with Sovereign from $30 million to $60 million. The maturity date of the amended agreement is August 2,
2010. Outstanding borrowings are collateralized by eligible lease contracts and a security interest in all of our other
assets and, until February 2009, bore interest at Prime or at LIBOR plus 2.75%. Under the terms of the facility, loans
are Prime Rate Loans, unless we elect LIBOR Loans. If a LIBOR Loan is not renewed at maturity it automatically
coverts to a Prime Rate Loan.

On February 10, 2009 we entered into an amended agreement to increase our line of credit with Sovereign to

$85 million. Under the amended agreement, outstanding borrowings bear interest at either Prime plus 1.75% or
LIBOR plus 3.75%, in each case subject to a minimum interest rate of 5%. All other terms of the facility remained the
same.

In a typical lease transaction, we originate a lease through our nationwide network of equipment vendors, independent
sales organizations and brokers. Upon our approval of a lease application and verification that the lessee has received
the equipment and signed the lease, we pay the dealer for the cost of the equipment, plus the dealer s profit margin.

In the past, we have also from time to time acquired service contracts under which a homeowner purchases a security
system and simultaneously signs a contract with the dealer for the monitoring of that system for a monthly fee. Upon
approval of the monitoring application and verification with the homeowner that the system is installed, we would

purchase the right to the payment stream under the monitoring contract from the dealer at a negotiated multiple of the

Table of Contents 37



Edgar Filing: MICROFINANCIAL INC - Form 10-K

monthly payments. We have not purchased any new security monitoring contracts since 2004, although we do
originate security equipment leases that include monitoring. Our service contract portfolio represents a less significant
portion of our revenue stream over time.

Substantially all leases originated or acquired by us are non-cancelable. During the term of the lease, we are scheduled
to receive payments sufficient to cover our borrowing costs, the cost of the underlying equipment and

18

Table of Contents 38



Edgar Filing: MICROFINANCIAL INC - Form 10-K

Table of Contents

provide us with an appropriate profit. We pass along some of the costs of our leases and contracts by charging
collection fees, loss and damage waiver fees, late fees and other service fees, when applicable. The initial
non-cancelable term of the lease is equal to or less than the equipment s estimated economic life and often provides us
with additional revenues based on the residual value of the equipment at the end of the lease. Initial terms of the leases
in our portfolio generally range from 12 to 60 months, with an average initial term of 47 months as of December 31,
2008.

Critical Accounting Policies

We consider certain of our accounting policies to be the most critical to our financial condition and results of
operations in the sense that they involve the most complex or subjective decisions or assessments. We have identified
our most critical accounting policies as those policies related to revenue recognition, the allowance for credit losses,
income taxes and accounting for share-based compensation. These accounting policies are discussed below as well as
within the notes to our consolidated financial statements.

Revenue Recognition

Our lease contracts are accounted for as financing leases. At origination, we record the gross lease receivable, the
estimated residual value of the leased equipment, initial direct costs incurred and the unearned lease income. Unearned
lease income is the amount by which the gross lease receivable plus the estimated residual value exceeds the cost of
the equipment. Unearned lease income and initial direct costs incurred are amortized over the related lease term using
the interest method. Amortization of unearned lease income and initial direct costs is suspended if, in our opinion, full
payment of the contractual amount due under the lease agreement is doubtful. In conjunction with the origination of
leases, we may retain a residual interest in the underlying equipment upon termination of the lease. The value of such
interest is estimated at inception of the lease and evaluated periodically for impairment. At the end of the lease term,
the lessee has the option to buy the equipment at the fair market value, return the equipment or continue to rent the
equipment on a month-to-month basis. If the lessee continues to rent the equipment, we record our investment in the
rental contract at its estimated residual value. Rental revenue and depreciation are recognized based on the
methodology described below. Other revenues such as loss and damage waiver fees and service fees relating to the
leases and contracts are recognized as they are earned.

Our investments in cancelable service contracts are recorded at cost and amortized over the expected life of the
contract. Income on service contracts from monthly billings is recognized as the related services are provided. Our
investment in rental contracts is either recorded at estimated residual value and depreciated using the straight-line
method over a period of 12 months or at the acquisition cost and depreciated using the straight line method over a
period of 36 months. Rental income from monthly billings is recognized as the customer continues to rent the
equipment. We periodically evaluate whether events or circumstances have occurred that may affect the estimated
useful life or recoverability of our investments in service and rental contracts.

Allowance for Credit Losses

We maintain an allowance for credit losses on our investment in leases, service contracts and rental contracts at an
amount that we believe is sufficient to provide adequate protection against losses in our portfolio. Given the nature of
the microticket market and the individual size of each transaction, we do not have a formal credit review committee to
review individual transactions. Rather, we developed a sophisticated, risk-adjusted pricing model and have automated
the credit scoring, approval and collection processes. We believe that with the proper risk-adjusted pricing model, we
can grant credit to a wide range of applicants provided we have priced appropriately for the associated risk. As a result
of approving a wide range of credits, we experience a relatively high level of delinquency and write-offs in our

portfolio. We periodically review the credit scoring and approval process to ensure that the automated system is
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making appropriate credit decisions. Given the nature of the microticket market and the individual size of each
transaction, we do not evaluate transactions individually for the purpose of developing and determining the adequacy
of the allowance for credit losses. Contracts in our portfolio are not re-graded subsequent to the initial extension of
credit and the allowance is not allocated to specific contracts. Rather, we view the contracts as having common
characteristics and maintain a general allowance against our entire portfolio utilizing historical collection statistics and
an assessment of current credit risk in the portfolio as the basis for the amount.
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We have adopted a consistent, systematic procedure for establishing and maintaining an appropriate allowance for
credit losses for our microticket transactions. We estimate the likelihood of credit losses net of recoveries in the
portfolio at each reporting period based upon a combination of the lessee s bureau reported credit score at lease
inception and the current delinquency status of the account. In addition to these elements, we also consider other
relevant factors including general economic trends, trends in delinquencies and credit losses, static pool analysis of
our portfolio, trends in recoveries made on charged off accounts, and other relevant factors which might affect the
performance of our portfolio. This combination of historical experience, credit scores, delinquency levels, trends in
credit losses, and the review of current factors provide the basis for our analysis of the adequacy of the allowance for
credit losses. We take charge-offs against our receivables when such receivables are deemed uncollectible. In general
a receivable is uncollectable when it is 360 days past due where no contact has been made with the lessee for

12 months or, if earlier, when other adverse events occur with respect to an account. Historically, the typical monthly
payment under our microticket leases has been small and as a result, our experience is that lessees will pay past due
amounts later in the process because of the small amount necessary to bring an account current.

Income Taxes

Significant judgment is required in determining the provision for income taxes, deferred tax assets and liabilities, and
the valuation allowance recorded against net deferred tax assets. The process involves summarizing temporary
differences resulting from the different treatment of items, such as leases, for tax and accounting purposes. In addition,
our income tax calculations involve the application of complex tax regulations in a multitude of jurisdictions.
Differences between the basis of assets and liabilities result in deferred tax assets and liabilities, which are recorded on
the balance sheet. We 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 management believes recovery is more likely than not, a
valuation allowance is unnecessary.

Share-Based Compensation

As of January 1, 2005, we adopted Statement of Financial Accounting Standards ( SFAS ) 123(R) Share Based
Payments, which requires the measurement of compensation cost for all outstanding unvested share-based awards at
fair value and recognition of compensation over the service period for awards expected to vest. The estimation of
stock awards that will ultimately vest requires judgment, and to the extent actual results differ from our estimates,
such amounts will be recorded as a cumulative adjustment in the period estimates are revised. We estimate the fair
value of stock options using a Black-Scholes valuation model, consistent with the provisions of SFAS 123(R)
Securities and Exchange Commission, ( SEC ) Staff Accounting Bulletin No. 107  Share Based Payments. Key input
assumptions used to estimate the fair value of stock options include the expected option term, volatility of our stock,
the risk-free interest rate and our dividend yield. Estimates of fair value are not intended to predict actual future events
or the value ultimately realized by employees who receive equity awards, and subsequent events are not indicative of
the reasonableness of the original estimates of fair value made by us under SFAS 123(R).

Results of Operations

Revenues
2008 Change 2007 Change 2006
(In thousands)
Income on financing leases $ 23,095 877% $ 12,302 214.1% $ 3,917
Rental income 9,829 (27.8) 13,612 (34.9) 20,897
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925 (27.2) 1,271 (32.0) 1,870
3,236 59.2 2,033 7.3 1,895
2,300 45.9 1,576 (35.6) 2,448

140 (84.0) 877 (38.0) 1,415

$ 39,525 248% $ 31,671 ChH% $ 32442
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Our lease contracts are accounted for as financing leases. At origination, we record the gross lease receivable, the
estimated residual value of the leased equipment, initial direct costs incurred and the unearned lease income. Unearned
lease income is the amount by which the gross lease receivable plus the estimated residual value exceeds the cost of
the equipment. Unearned lease income and initial direct costs incurred are amortized over the related lease term using
the interest method. Other revenues such as loss and damage waiver fees, service fees relating to the leases and
contracts, and rental revenues are recognized as they are earned.

Total revenues for the year ended December 31, 2008 were $39.5 million, an increase of $7.8 million or 24.8% from
the year ended December 31, 2007. Revenue from leases was $23.1 million, up $10.8 million from the previous year
as a result of the increased originations. Rental income was $9.8 million, down $3.8 million from 2007. Other revenue
components contributed $6.6 million, up $0.8 million from the previous year, despite a decline in interest income of
$737,000 during the year. The decrease in interest income is a result of the decrease in cash and cash equivalents on
hand as well as lower rates of investment. The decline in rental income is primarily explained by attrition rates in the
two sources of rental income. One source is rental agreements that are originated and cancellable on a monthly basis.
The other is the rental income that is recognized at the end of the lease term when a lessee chooses to keep the
equipment and rents it on a monthly basis. Since we resumed funding in 2004 following an interruption in our funding
sources, we have not originated any new rental contracts and few lease contracts have been eligible to convert to rental
agreements since they have not reached the end of term. We have not funded any new service contracts since we
resumed funding in 2004; therefore this segment of revenue continues to decline.

Total revenues for the year ended December 31, 2007 were $31.7 million, a decrease of $771,000 or 2.4% from the
year ended December 31, 2006. Revenue from leases was $12.3 million, up $8.4 million from the previous year and
rental income was $13.6 million, down $7.3 million from 2006. Other revenue components contributed $5.8 million,
down $1.9 million from the previous year. The decline in service contract revenue accounted for $599,000 of the

$1.9 million decrease in other revenue while decreases in service fees and interest income accounted for $872,000 and
$538,000 of the decline respectively. The decline in rental income is primarily explained by attrition rates in the two
sources of rental income described above. In addition, the decline in income from service contracts is consistent with
the lack of any new service contract originations since we resumed funding in 2004.

Selling, General and Administrative

2008 Change 2007 Change 2006
(Dollars in thousands)
Selling, general and administrative $ 13,060 1.8% $ 12,824 (11.6)% $ 14,499
As a percent of revenue 33.0% 40.5% 44.7%

Our selling, general and administrative ( SG&A ) expenses include costs of maintaining corporate functions such as
accounting, finance, collections, legal, human resources, sales and underwriting, and information systems. SG&A
expenses also include commissions, service fees and other marketing costs associated with our portfolio of leases and
rental contracts. SG&A expenses increased by $236,000 or 1.8%, for the year ended December 31, 2008, as compared
to the year ended December 31, 2007. Significant factors in the increase of the SG&A expense include increases in:
payroll and employee benefits of $171,000; bank service charges of $172,000; marketing and promotion expenses of
$122,000; collection expenses of $120,000; and postage expense of $111,000. These increases were offset in part by
decreases in: professional fees of $262,000; debt closing expense of $150,000; and sales programs of $105,000.

SG&A expenses decreased by $1.7 million, or 11.6%, for the year ended December 31, 2007, as compared to the year
ended December 31, 2006. Significant factors in the decline of the SG&A expense included declines in legal expenses
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