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Forward-Looking Statements

This Quarterly Report contains forward-looking staénts as that term is defined in the
federal securities laws. The events describediwdrd-looking statements contained in this
Quarterly Report may not occur. Generally thessgestents relate to business plans or
strategies, projected or anticipated benefits dierottonsequences of our plans or strategies,
projected or anticipated benefits from acquisitibmse made by us, or projections involving
anticipated revenues, earnings or other aspectsupfoperating results. The words "may,"
"will," "expect,” "believe," "anticipate,” "project "plan,” "intend,” "estimate,"” and "continue,”
and their opposites and similar expressions asnd#d to identify forward-looking statements.
We caution you that these statements are not gigesof future performance or events and are
subject to a number of uncertainties, risks anerotffluences, many of which are beyond our
control, that may influence the accuracy of thaesteents and the projections upon which the
statements are based. Factors which may affectesuits include, but are not limited to, the
risks and uncertainties discussed in Item 6 of Anumual Report on Form 10-KSB for the year
ended December 31, 2007 under “Factors That MaydhffFuture Results and Financial
Condition”.

Any one or more of these uncertainties, risks aheranfluences could materially affect
our results of operations and whether forward-loglstatements made by us ultimately prove to
be accurate. Our actual results, performance ahtwements could differ materially from
those expressed or implied in these forward-loolstagjements. We undertake no obligation to
publicly update or revise any forward-looking staéats, whether from new information, future
events or otherwise.
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PART I.

FINANCIAL INFORMATION

ltem 1. Financial Statements

DCAP GROUP, INC. AND
SUBSIDIARIES

Condensed Consolidated Balance Sheets

September 30,

December 31,

2008 2007
(Unaudited)
Assets
Current Assets:
Cash and cash equivalents $ 520,558 $ 1,030,822
Accounts receivable, net of allowance for doubdfttounts of
$25,000 at September 30, 2008 and $50,000 at Dexe3iih 2007 562,331 801,718
Prepaid expenses and other current assets 178,335 295,604
Assets from discontinued operations 54,347 12,651,223
Total current assets 1,315,571 14,779,367
Property and equipment, net 325,900 464,824
Goodwill 2,601,257 2,601,257
Other intangibles, net 94,477 150,910
Notes receivable 5,901,719 5,170,804
Deposits and other assets 79,853 78,164
Total asse $ 10,318,77 $ 23,245,32
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable and accrued expenses $ 970,731 $ 630,412
Current portion of long-term debt 1,807,028 2,098,989
Other current liabilities 154,200 154,200
Liabilities from discontinued operations - 12,517,305
Mandatorily redeemable preferred stock 780,000 780,000
Total current liabilities 3,711,959 16,180,906
Long-term debt 442,114 499,065
Deferred income taxes 379,000 408,000
Commitments
Stockholders' Equity:
Common stock, $.01 par value; authorized 10,000gb@0es; issued
3,788,771 at September 30, 2008 and 3,750,447sshaBBecember 31, 2007 37,888 37,505
Preferred stock, $.01 par value; authorized
1,000,000 shares; 0 shares issued and outstanding - -
Capital in excess of par 11,955,103 11,850,872
Deficit (4,986,905) (4,545,242)
7,006,086 7,343,135
Treasury stock, at cost, 816,025 shares at Septe38hb2008 and
781,423 shares at December 31, 2007 (1,220,382) (1,185,780)
Total stockholders' equity 5,785,704 6,157,355
Total liabilities and stockholders' eqt $ 10,318,77 $ 23,245,32

See notes to condensed consolidated financialns&atts.
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DCAP GROUP, INC. AND

SUBSIDIARIES

Condensed Consolidated Statements of Operations (dudited)
Nine Months Ended September 30, 2008 2007
Commissions and fee revenue $ 3,767,475 $ 4,486,855
Operating expenses:

General and administrative expenses 4,360,796 4,765,090

Depreciation and amortization 214,827 212,081
Total operating expenses 4,575,623 4,977,171
Operating loss (808,148) (490,316)
Other (expense) income:

Interest income 3,707 7,175

Interest income - notes receivable 730,915 971,333

Interest expense (220,690) (368,713)

Interest expense - mandatorily redeemable prefestaak (47,125) (29,250)

Gain on sale of book of busin - 65,76
Total other income 466,807 646,312
(Loss) income from continuing operations beforen@di from) provision for income taxes (341,341) 155,996
(Benefit from) provision for income taxes (113,604) 73,696
(Loss) income from continuing operations (227,737) 82,300
(Loss) income from discontinued operations, nehodme taxes (213,926) 200,878
Net (loss) incom $ (441,663 $ 283,17¢
Basic and Diluted Net (Loss) Income Per Common &har

(Loss) income from continuing operations $ (0.08) $ 0.03

(Loss) income from discontinued operations $ (0.07) $ 0.07

(Loss) income per common sh $ (0.15 $ 0.1C
Weighted Average Number of Shares Outstanding:

Basic 2,972,54 2,962,68.

Diluted 2,972,54 3,288,07.

See notes to condensed consolidated financialns&atts.
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DCAP GROUP, INC. AND

SUBSIDIARIES

Condensed Consolidated Statements of Operations (dudited)
Three Months Ended September 30, 2008 2007
Commissions and fee revenue $ 1,143,916 $ 1,359,996
Operating expenses:

General and administrative expenses 1,218,494 1,492,317

Depreciation and amortization 70,710 74,400
Total operating expenses 1,289,204 1,566,717
Operating loss (145,288) (206,721)
Other (expense) income:

Interest income 803 3,267

Interest income - notes receivable 129,193 322,736

Interest expense (68,938) (119,022)

Interest expense - mandatorily redeemable prefestaak (19,500) (9,750)
Total other income 41,558 197,231
Loss from continuing operations before benefit fimwome taxes (103,730) (9,490)
Benefit from income taxes (6,679) (773)
Loss from continuing operations (97,051) (8,717)
(Loss) income from discontinued operations, nehodéme taxes (2,974) 67,841
Net (loss) incom $ (100,025 $ 59,12«
Basic and Diluted Net (Loss) Income Per Common &har

Loss from continuing operations $ (0.03) $ -

(Loss) income from discontinued operations $ - $ 0.02

(Loss) income per common share $ (0.03 $ 0.02
Weighted Average Number of Shares Outstanding:

Basic 2,971,52, 2,981,02.

Diluted 2,971,52, 3,298,07.

See notes to condensed consolidated financialns&atts.
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Condensed Consolidated Statements of Cash Flows (alrdited)

DCAP GROUP, INC. AND
SUBSIDIARIES

Nine Months Ended September 30,

2008

2007

Cash Flows from Operating Activities:
Net (loss) income
Adjustments to reconcile net (loss) income to @shc
(used in) provided by operating activities:
Depreciation and amortization
Bad debt expense
Accretion of discount on notes receivable
Amortization of warrants
Stock-based payments
Gain on sale of book of business
Deferred income taxes
Changes in operating assets and liabilities:
Decrease (increase) in assets:
Accounts receivable
Prepaid expenses and other current assets
Deposits and other assets
Increase (decrease) in liabilities:
Accounts payable and accrued expenses
Other current liabilities
Net cash used in operating activities of continlopgrations
Operating activities of discontinued operations
Net Cash (Used in) Provided by Operating Activities

Cash Flows from Investing Activities:
Decrease in notes and other receivables - net
Proceeds from sale of book of business
Purchase of property and equipment
Net cash provided by (used in) investing activitésontinuing operations
Investing activities of discontinued operations
Net Cash Provided by Investing Activities

Cash Flows from Financing Activities:
Principal payments on long-term debt
Proceeds from exercise of options and warrants
Net cash used in financing activities of continuaperations
Financing activities of discontinued operations
Net Cash Used in Financing Activities

Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of period
Cash and Cash Equivalents, end of pe

Supplemental Scheduleof Non-Cash Investing andnEing Activities:
Liabilties assumed by purchaser of premium fingoaefolio
Reserve held by purchaser of premium finance pastfo

$ (441,663) $ 283,178
214,827 212,081
29,091 -
(576,228) (740,864)
17,731 34,210
104,614 27,820
- (65,767)
(328,000) 136,201
136,774 418,336
338,692 (118,412)
(1,689) 9,221
340,319 (324,793)
- (12,469)
(165,532) (141,258)
(435,638) 273,742
(601,170) 132,484
30,810 59,860
- 66,300
(19,470) (152,695)
11,340 (26,535)
1,008,386 1,354,332
1,019,726 1,327,797
(366,643) (417,499)
- 112,200
(366,643) (305,299)
(562,177) (1,350,669)
(928,820) (1,655,968)
(510,264) (195,687)
1,030,822 1,196,412
$ 520,55¢( $ _ 1,000,72!

$ 11,229,06 $

$ 261,363 $

See notes to condensed consolidated financialns&atts.
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DCAP GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
NINE MONTHS ENDED SEPTEMBER 30, 2008 AND 2007

1. Basis of Presentation

The Condensed Consolidated Balance Sheet as afrSlegt 30, 2008, Condensed Consolidated
Statements of Operations for the nine months arebtmonths ended September 30, 2008 and
2007 and Condensed Consolidated Statements of Elasis for the nine months ended
September 30, 2008 and 2007 have been prepared bythout audit. In our opinion, the
accompanying unaudited condensed consolidated di@mastatements contain all adjustments
necessary to present fairly in all material respexir financial position as of September 30,
2008, results of operations for the nine monthstanee months ended September 30, 2008 and
2007 and cash flows for the nine months ended 8#y@e30, 2008 and 2007. This report should
be read in conjunction with our Annual Report onrRd.0-KSB for the year ended December
31, 2007. The consolidated balance sheet at DeceBihe2007 was derived from the audited
financial statements as of that date.

The results of operations and cash flows for tme mhonths ended September 30, 2008 are not
necessarily indicative of the results to be expktbe the full year.

Organization and Nature of Business

DCAP Group, Inc. and Subsidiaries (referred to imees "we" or "us") operate a network of
retail offices and franchise operations engagedha sale of retail auto, motorcycle, boat,
business, and homeowner's insurance, and untilkgbf, 2008 provided premium financing of
insurance policies for customers of our officesvall as customers of non-affiliated entities. On
February 1, 2008, we sold our outstanding premiumante loan portfolio. As a result of the
sale, our premium financing operations have beassdied as discontinued operations and prior
periods have been restated. The purchaser of #maigpm finance portfolio has agreed that,
during the five year period ending January 31, 2@L®ject to automatic renewal for successive
two year terms under certain circumstances), it pilrchase, assume and service premium
finance contracts originated by us in the statedl®@lv York and Pennsylvania. In connection
with such purchases, we will be entitled to recaviee generally equal to a percentage of the
amount financed. Our continuing operations of thenmpum financing business will consist of
the revenue earned from placement fees and angdetxpenses. We also provide automobile
club services for roadside emergencies and taxapsépn services.

2. Summary of Significant Accounting Policies

Principles of consolidation

The accompanying consolidated financial statemieistade the accounts of all subsidiaries and
joint ventures in which we have a majority votingerrest or voting control. All significant
intercompany accounts and transactions have beamated.
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Revenue recognition

We recognize commission revenue from insurancecigsliat the beginning of the contract
period. Refunds of commissions on the cancellatidnsurance policies are reflected at the time
of cancellation. For our continuing premium finarogeerations, we earn placement fees upon the
establishment of a premium finance contract.

Franchise fee revenue on initial franchisee feese@®gnized when substantially all of our
contractual requirements under the franchise ageaemre completed. Franchisees also pay a
monthly franchise fee plus an applicable percentdgedvertising expense. We are obligated to
provide marketing and training support to each drasee. During the nine months ended
September 30, 2008 and 2007, approximately $-0$448,000, respectively, was recognized as
initial franchise fee income.

Fees for income tax preparation are recognized wherservices are completed. Automobile
club dues are recognized equally over the conpraicod.

Website Development Costs

Technology and content costs are generally expeasethcurred, except for certain costs
relating to the development of internal-use sofewancluding those relating to operating our
website, that are capitalized and depreciated mveyears. A total of approximately $3,000 and
$49,000 in such capitalized costs were incurrednduthe nine months ended September 30,
2008 and 2007, respectively.

Reclassifications

Certain reclassifications have been made to theatoated financial statements for the nine
months and three months ended September 30, 20€dhtorm to the classifications used for
the nine months and three months ended Septemb2038.

3. Notes Receivable

Purchase of Notes Receivable

On January 31, 2006, we purchased from Eagle Insar@ompany (“Eagle”) two surplus notes
issued by Commercial Mutual Insurance Company (“CNliin the aggregate principal amount
of $3,750,000 (the “Surplus Notes”), plus accrueterest of $1,794,688. The aggregate
purchase price for the Surplus Notes was $3,075dfadhich $1,303,434 was paid to Eagle by
delivery of a six month promissory note which pdwd for interest at the rate of 7.5% per
annum. The promissory note was paid in full ory A8, 2006. CMIC is a New York property
and casualty insurer. The Surplus Notes acquiredsbgre past due and provide for interest at
the prime rate or 8.5% per annum, whichever is. [d3@yments of principal and interest on the
Surplus Notes may only be made out of the surpfuSsMIC and require the approval of the
New York State Department of Insurance. Duringriiree months ended September 30, 2008
and 2007, interest payments totaling $-0- and $IXR, respectively, were received. The
discount on the Surplus Notes and the accruedesita@t the time of acquisition were accreted
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over a 30 month period through July 31, 2008, thn@ted period to collect such amounts.
Such accretion amount, together with interest enStirplus Notes for the nine months and three
months ended September 30, 2008 and 2007, aredettlin our consolidated statement of
operations as “Interest income-notes receivable.”

Possible Future Conversion of Notes Receivable

In March 2007, CMIC’s Board of Directors adoptedesolution to convert CMIC from an

advance premium cooperative insurance company stwek property and casualty insurance
company. CMIC has advised us that it has obtapaunission from the Superintendent of
Insurance of the State of New York (the “Superidemt”) to proceed with the conversion
process (subject to certain conditions as disculsskxiv).

The conversion by CMIC to a stock property and aldgunsurance company is subject to a
number of conditions, including the approval of than of conversion, which was filed with the
Superintendent on April 25, 2008, by both the Simpendent and CMIC’s policyholders. As
part of the approval process, the Superintendethtalmaappraisal performed with respect to the
fair market value of CMIC as of December 31, 2006. addition, the Insurance Department
conducted a five year examination of CMIC as of &@eber 31, 2006 and held public hearing in
October 2008 to consider the conversion plan. We, laolder of the CMIC Surplus Notes, at our
option, would be able to exchange the Surplus Nftesn equitable share of the securities or
other consideration, or both, of the corporatioto iwhich CMIC would be converted. Based
upon the amount payable on the Surplus Notes amdtttutory surplus of CMIC, the plan of
conversion provides that, in the event of a congardy CMIC into a stock corporation, in
exchange for our relinquishing our rights to anypaid principal and interest under the Surplus
Notes, we would receive 100% of the stock of CMIE.is anticipated that the policyholders
meeting to approve the conversion will occur onabout December 31, 2008. As indicated
above, such approval, as well as the prior appro¥dahe Superintendent, is required for the
conversion to occur. Upon the effectiveness of dbeversion, CMIC’s name will change to
“Kingstone Insurance Company.” We are seekingkstolcler approval of an amendment to our
certificate of incorporation to change our name&'Kamgstone Companies, Inc.” Such name
change would only take place in the event thattreversion occurs and we obtain a controlling
interest in Kingstone Insurance Company. No ass@wmcan be given that the conversion will
occur or as to the terms of the conversion.

Our Chairman is also Chairman of CMIC and one of other directors and our Chief
Accounting Officer are also directors of CMIC.

4. Employee Stock Compensation

In November 1998, we adopted the 1998 Stock ORian, which provided for the issuance of
incentive stock options and non-statutory stockamgt Under this plan, options to purchase not
more than 400,000 of our common shares were pednittd be granted, at a price to be
determined by our Board of Directors or the Stogkti@h Committee at the time of grant.
During 2002, we increased the number of commoneshamthorized to be issued pursuant to the
1998 Stock Option Plan to 750,000. Incentive stoptons granted under this plan expire no
later than ten years from date of grant (exceplater than five years for a grant to a 10%

10
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stockholder). Our Board of Directors or the StoghtiGn Committee determined the expiration
date with respect to non-statutory options granieder this plan. This plan terminated in
November 2008.

In December 2005, our shareholders ratified theotolo of the 2005 Equity Participation Plan,
which provides for the issuance of incentive stagkions, non-statutory stock options and
restricted stock. Under this plan, a maximum of,8600 common shares may be issued pursuant
to options granted and restricted stock issuecenitiee stock options granted under this plan
expire no later than ten years from date of grartépt no later than five years for a grant to a
10% stockholder). Our Board of Directors or thecBt@ption Committee will determine the
expiration date with respect to non-statutory amioand the vesting provisions for restricted
stock, granted under this plan.

Our results for the nine months and three monthe@iseptember 30, 2008 include share-based
compensation expense related to stock optionsirigtapproximately $64,000 and $16,000,
respectively. Our results for the nine months amed months ended September 30, 2007
include share-based compensation expense totalpmyoximately $19,000 and $9,000,
respectively. Such amounts have been included enbndensed Consolidated Statements of
Operations within general and administrative expsns

Stock option compensation expense in 2008 and 20Qfie estimated fair value of options
granted amortized on a straight-line basis ovenrdogisite service period for the entire portion
of the award.

We did not grant any options under either planmythe nine months and three months ended
September 30, 2008. During the nine months ance thmenths ended September 30, 2007, we
did not grant any options under the 1998 Stock@pftlan but did grant 59,524 options at $2.52
per share under the 2005 Equity Participation Plére weighted average fair value of options

granted during the nine months and three monthece8éptember 30, 2007 was $.78.

The following table represents our stock optiorenggd, exercised, and forfeited during the first
nine months of 2008.

Weighted
Weighted Average
Average Remaining Aggregate
Number o  Exercise Pricc  Contractual Intrinsic
Stock Option Share per Share Term Value

Outstanding at January 1, 2008 268,624 $ 2.55
Grante( - $
Exercise! - $ -
Forfeitec (82,324 $ 2.62
Qutstanding at September 30, 2008 186,300% 2.51 3.4t $
Vested and Exercisable at September 30, 112,498 $ 2.82 3.0€ $
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The aggregate intrinsic value of options outstagdind options exercisable at September 30,
2008 is calculated as the difference between teecese price of the underlying options and the

market price of our common shares for the sharaisithd exercise prices that were lower than

the $.80 closing price of our common shares onebelper 30, 2008. We received cash proceeds
from options exercised in the nine months endede®dper 30, 2008 and 2007 of approximately

$-0- and $112,000, respectively.

As of September 30, 2008, the fair value of unaimedt compensation cost related to unvested
stock option awards was approximately $40,000. Uméred compensation cost as of

September 30, 2008 is expected to be recognized avemaining weighted-average vesting

period of 2.01 years.

5. Net (Loss) Income Per Share

Basic net (loss) income per share is computed tglidg (loss) income available to common
shareholders by the weighted-average number of @ymshares outstanding. Diluted earnings
per share reflect, in periods in which they hawdilative effect, the impact of common shares
issuable upon exercise of stock options, warrants @nversion of mandatorily redeemable
preferred shares. The computation of diluted egsiper share excludes those options and
warrants with an exercise price in excess of therage market price of our common shares
during the periods presented. For the nine moatlsthree months ended September 30, 2007,
the inclusion of 208,624 of options and warrantth@ computation of diluted earnings per share
would have been anti-dilutive. During the nine misnand three months ended September 30,
2008, we recorded a loss available to common shhtets and, as a result, the weighted
average number of common shares used in the cadoulaf basic and diluted loss per share is
the same, and have not been adjusted for the £f6¢ct98,300 potential common shares from
unexercised stock options and the conversion oVextible preferred shares, which were anti-
dilutive for such period.

The reconciliation is as follows:

Nine Months Ended Three Months Ended
September 30, September 30,
2008 2007 2008 2007
Weighted average number of shares outstanding 5872, 2,962,683 2,971,521 2,981,024
Effect of dilutive securities, common share equéwnis - 325,389 - 317,049
Weighted average number of shares outstanding,
used for computing diluted earnings per s 2,972,54 3,288,07. 2,971,52. 3,298,07.

Net (loss) income from continuing operations ayddéato common shareholders for the
computation of diluted earnings (loss) per shammputed as follows:

12
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Nine Months Ended Three Months Ended

September 30, September 30,
2008 2007 2008 2007
Net (loss) income from continuing operations $ (237) $ 82300 $ (97,051)$% (8,717)
Interest expense on dilutive convertible prefesextk - 29,250 - 9,750

Net (loss) income from continuing operations audda
to common shareholders for diluted earnings (Ilpss)shar  $(227,737 $ 111,55( $ (97,051 $ 1,03

Net (loss) income available to common shareholtterthe computation of diluted earnings per
share is computed as follows:

Nine Months Ended Three Months Ended
September 30, September 30,
2008 2007 2008 2007
Net (loss) income $(441,663) $ 283,178 $(100,025)$ 59,124
Interest expense on dilutive convertible prefestxtk - 29,250 - 9,750
Net (loss) income available to common shareholfters
diluted earnings (loss) per sh $ (441,663 $ 312,42t $(100,025 $ 68,87«

6. Term Loan and Subordinated Notes

In June 2008, the maturity date of our M&T termriomas extended to December 31, 2008.
Principal payments of $55,174 are due on the fiest of each month and one final payment on
the maturity date. The balance of the term loaaf&eptember 30, 2008 was $222,857. Interest
at the rate of LIBOR plus 2.75% is payable monthly.

In August 2008, the maturity date of our $1,500,80Bordinated note obligation was extended
from September 30, 2008 to the earlier of JulyZm9 or 90 days following the conversion of
CMIC to a stock property and casualty insurancepanmyg and the issuance to us of a controlling
interest in CMIC (see Note 3) (subject to acceleratinder certain circumstances). In exchange
for this extension, the holders will receive an raggte incentive payment equal to $10,000
times the number of months (or partial months)débt is outstanding after September 30, 2008
through the maturity date. If a prepayment of gpatreduces the debt below $1,500,000, the
incentive payment for all subsequent months wilfdauced in proportion to any such reduction
to the debt. The aggregate incentive payment isugoe full repayment of the debt.

Jack Seibald, one of our directors and a princgtatkholder, indirectly holds approximately
$288,000 of the principal amount of the subordidatiebt. In addition, a limited liability

company of which Barry Goldstein, our Chief ExeeeatiOfficer, is a minority member holds
$115,000 of the principal amount of the subordidatebt.

13
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7. Exchange of Preferred Stock

Effective April 16, 2008, the holder of our SeriBspreferred shares, AIA Acquisition Corp.
(“AlA”), exchanged such shares for an equal nundfeBeries C preferred shares, the terms of
which are substantially identical to those of trexi& B preferred shares, except that they are
mandatorily redeemable on April 30, 2009 (as opgose April 30, 2008 for the Series B
preferred shares) and they provide for dividendthatrate of 10% per annum (as compared to
5% per annum for the Series B preferred shares).

Effective August 23, 2008, the mandatory redemptiate for the preferred shares held by AIA
was further extended to July 31, 2009 through #seiance of Series D preferred shares in
exchange for an equal number of Series C prefatiaces held by AIA. The terms of the Series
D preferred shares are substantially identicahtseé of the Series C preferred shares, except for
the mandatory redemption date. The current aggeegatemption amount for the Series D
preferred shares held by AIA is $780,000, plus aadated and unpaid dividends. The Series D
preferred shares are convertible into our commameshat a price of $2.50 per share. Members
of the family of Barry B. Goldstein, our Chief Exgive Officer, are principal stockholders of
AlA.

8. Employment Agreement

Our President, Chairman of the Board and Chief Htee Officer, Barry B. Goldstein, is
employed pursuant to an employment agreement datedber 16, 2007 (the “Employment
Agreement”) that expires on June 30, 2009. The Bympént Agreement will automatically
renew for a one-year term if Mr. Goldstein is ir @mnploy on June 30, 2009. Pursuant to the
Employment Agreement, Mr. Goldstein is entitled¢ceive an annual base salary of $350,000
(which base salary has been in effect since Jariyd904) (“Base Salary”) and annual bonuses
based on our net income. On August 25, 2008, wdvem Goldstein entered into an amendment
(the “Amendment”) to the Employment Agreement. reendment entitles Mr. Goldstein to
devote certain time to Commercial Mutual InsuraBoenpany (“CMIC”) to fulfill his duties and
responsibilities as its Chairman of the Board arideCInvestment Officer. Such permitted
activity is subject to a reduction in Base Salanger the Employment Agreement on a dollar-
for-dollar basis to the extent of the salary pagay CMIC to Mr. Goldstein pursuant to his
CMIC employment contract, which is currently $15MO0per year. CMIC is a New York
property and casualty insurer.

9. Discontinued Operations

On February 1, 2008, we sold our outstanding premfinance loan portfolio. Under the terms

of the sale, the purchaser of the premium finaraitfgio has agreed that, during the five year
period ending January 31, 2013 (subject to autamatmewal for successive two year terms
under certain circumstances), it will purchaseuass and service all eligible premium finance
contracts originated by us in the states of NewkYard Pennsylvania. In connection with such
purchases, we will be entitled to receive a feeegaly equal to a percentage of the amount
financed. As a result of the sale of the premiunarfice portfolio on February 1, 2008, the
operating results of the premium financing operatidor the nine months and three months

ended September 30, 2008 and 2007 have been mésentliscontinued operations. Net assets
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and liabilities to be disposed of or liquidatedthedir book value, have been separately classified
in the accompanying balance sheets at Septemb@088,and December 31, 2007. Continuing
operations of our premium financing operations willy consist of placement fee revenue and
any related expenses.

Summarized financial information of the premiumaiting segment as discontinued operations
for the nine months and three months ended SepteBfhb@008 and 2007 follows:

Nine Months Ended Three Months Ended
September 30, September 30,
2008 2007 2008 2007
Premium finance revenue $ 225322 $ 2,419,506 $ - $ 777,638
Operating Expenses:
General and administrative expenses 181,943 1,084,342 - 343,887
Provision for finance receivable losses 89,316 396,065 - 120,455
Depreciation and amortization 46,556 75,349 - 24,411
Interest expense 45,181 498,519 - 165,539
Total operating expenses 362,996 2,054,275 - 654,292
(Loss) income from operations (137,674) 365,231 - 123,346
Loss on sale of premim financing portfolio (251,282) - (5,407) -
(Loss) income before provision for income taxes  (388,956) 365,231 (5,407) 123,346
(Benefit from) provision for income taxes (175,030) 164,353 (2,433) 55,505
(Loss) income from discontinued operations,
net of income taxt $ (213,926 $ 200,87¢ $ (2,974 $ 67,841

The components of assets and liabilities of disooet operations as of September 30, 2008 and
December 31, 2007 are as follows:

September 30,  December 31,

2008 2007
(Unaudited)
Finance contracts receivable, net $ - $ 12,498,809
Due from purchaser of premium finance portfolio 28,697 -
Other current assets 25,650 31,680
Deferred income taxes - 69,000
Property and equipment, net - 3,324
Other assets - 48,410
Total asse $ 54,347 $ 12,651,22
Revolving credit line $ - $ 9,488,437
Accounts payable and accrued expenses - 139,480
Premiums payable - 2,889,388
Total liabilities $ - $ 12,517,30
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Finance income, fees and receivables (discontiopedations)

For our premium finance operations, we used theréist method to recognize interest income
over the life of each loan in accordance with SB&E 91,"Accounting for Nonrefundable Fees
and Costs Associated with Originating or Acquirin@ans and Initial Direct Costs of Leases."

Upon the establishment of a premium finance conhtrvae recorded the gross loan payments as a
receivable with a corresponding reduction for def@rinterest. The deferred interest was

amortized to interest income using the interesthoetover the life of each loan. The weighted

average interest rate charged with respect to ¢m@drinsurance policies was approximately

26.1% and 26.4% per annum for the nine months erkguatember 30, 2008 and 2007,

respectively.

Upon completion of collection efforts, after caragbn of the underlying insurance policies,
any uncollected earned interest or fees were chasfie

Allowance for finance receivable losses (discorgthoperations)

Customers who purchase insurance policies are aftable to pay the premium in a lump sum
and, therefore, require extended payment termsniBne financing involves making a loan to
the customer that is backed by the unearned podifidhe insurance premiums being financed.
No credit checks were made prior to the decisiorextend credit to a customer. Losses on
finance receivables included an estimate of futreslit losses on premium finance accounts.
Credit losses on premium finance accounts occumwhe unearned premiums received from
the insurer upon cancellation of a financed pokecg inadequate to pay the balance of the
premium finance account. After collection attemptsre exhausted, the remaining account
balance, including unrealized interest, was writtéih We reviewed historical trends of such
losses relative to finance receivable balanceseteldp estimates of future losses. However,
actual write-offs may differ materially from the we-off estimates that we used. For the nine
months ended September 30, 2008 and 2007, thesmovior finance receivable losses was
approximately $89,000 and $396,000, respectivehy actual principal write-offs for such
period, net of actual and anticipated recoveriegpm@vious write-offs, were approximately
$50,000 and $434,000, respectively.
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ltem 2. Management's Discussion and Analysis or &h of Operation.

Overview

We operate 26 storefronts, including sixteen Ba8gott locations, five Atlantic
Insurance locations, and five Accurate Agency locet We also have 38 franchised DCAP
locations.

Our insurance storefronts serve as insurance agem®kers and place various types of
insurance on behalf of customers. We focus onmaolbdle, motorcycle, homeowner’s and small
business insurance. Our customer base is primadlyiduals and small businesses.

The stores receive commissions from insurance comapdor their services. We receive
fees from the franchised locations in connectioth\ileir use of the DCAP name. Neither we
nor the stores currently serve as an insurance aoyngnd therefore do not assume underwriting
risks; however, as discussed below, in March 2@B&, Board of Directors of Commercial
Mutual Insurance Company (“CMIC”) adopted a resolutto convert CMIC from an advance
premium insurance company to a stock property asiiaty insurance company. We hold
surplus notes of CMIC in the aggregate principaban of $3,750,000 (the “Surplus Notes”).
The plan of conversion provides that, in the evehta conversion by CMIC into a stock
corporation, in exchange for our relinquishing oights to any unpaid principal and interest
under the Surplus Notes, we would receive 100%@®f&tock of CMIC.

The stores also offer automobile club servicesrémdside assistance and some of our
franchise locations offer income tax preparatiawises.

Payments Inc., our wholly-owned subsidiary, is msurance premium finance agency
that is licensed within the states of New York, ®givania and New Jersey. Until February 1,
2008, Payments Inc. offered premium financing tenté of DCAP, Barry Scott, Atlantic
Insurance and Accurate Agency offices, as well as-affiliated insurance agencies. On
February 1, 2008, Payments Inc. sold its outstapndremium finance loan portfolio. As a result
of the sale, its business of internally financimgurance contracts has been reclassified as
discontinued operations and prior periods have bestated. Effective February 1, 2008,
revenues from its premium financing business wadhgist of placement fees based upon
premium finance contracts purchased, assumed amnites by the purchaser of the loan
portfolio.

Critical Accounting Policies

Our consolidated financial statements include aeotowf DCAP Group, Inc. and all
majority-owned and controlled subsidiaries. The ppration of financial statements in
conformity with accounting principles generally apted in the United States requires our
management to make estimates and assumptions tainceircumstances that affect amounts
reported in our consolidated financial statement$ r@lated notes. In preparing these financial
statements, our management has utilized informa#eailable including our past history,
industry standards and the current economic enwiem, among other factors, in forming its
estimates and judgments of certain amounts includdte consolidated financial statements,
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giving due consideration to materiality. It is pds that the ultimate outcome as anticipated by
our management in formulating its estimates inhenerthese financial statements might not
materialize. However, application of the criticataunting policies below involves the exercise
of judgment and use of assumptions as to futurertmiaties and, as a result, actual results could
differ from these estimates. In addition, other pames may utilize different estimates, which
may impact comparability of our results of opemsioto those of companies in similar
businesses.

Commission and fee income

We recognize commission revenue from insurancecigsliat the beginning of the
contract period. Refunds of commissions on theelation of insurance policies are reflected
at the time of cancellation. For our continuingrpireém finance operations, we earn placement
fees upon the establishment of a premium finano&ract.

Franchise fee revenue is recognized when subdtgntédl of our contractual
requirements under the franchise agreement are letedp Franchisees also pay a monthly
franchise fee plus a monthly advertising fee. \Weabligated to provide marketing and training
support to each franchisee.

Automobile club dues are recognized equally overcibntract period.
Finance income, fees and receivables (discontimmpetations)

For our premium finance operations, we used there@st method to recognize interest
income over the life of each loan in accordancé Bilatement of Financial Accounting Standard
(“SFAS”) No. 91, ‘Accounting for Nonrefundable Fees and Costs Astatiaith Originating
or Acquiring Loans and Initial Direct Costs of Les$

Upon the establishment of a premium finance conhtrae recorded the gross loan
payments as a receivable with a corresponding testudor deferred interest. The deferred
interest was amortized to interest income usinginkerest method over the life of each loan.
The weighted average interest rate charged witpeasto financed insurance policies was
approximately 26.1% and 26.4% per annum for the months ended September 30, 2008 and
2007, respectively.

Upon completion of collection efforts, after caragbn of the underlying insurance
policies, any uncollected earned interest or feeewharged off.

Allowance for finance receivable losses (discorgthaperations)

Customers who purchase insurance policies are oiftable to pay the premium in a
lump sum and, therefore, require extended payneentst Premium finance involves making a
loan to the customer that is backed by the uneapoetion of the insurance premiums being
financed. No credit checks were made prior to #@sion to extend credit to a customer. Losses
on finance receivables included an estimate ofréutwedit losses on premium finance accounts.
Credit losses on premium finance accounts occumwhe unearned premiums received from
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the insurer upon cancellation of a financed pokrg inadequate to pay the balance of the
premium finance account. After collection attempisre exhausted, the remaining account
balance, including unrealized interest, was writtéih We reviewed historical trends of such
losses relative to finance receivable balanceseieldp estimates of future losses. However,
actual write-offs may differ materially from the iwe-off estimates that we used. For the nine
months ended September 30, 2008 and 2007, thesmmvior finance receivable losses was
approximately $89,000 and $396,000, respectivehy actual principal write-offs for such
period, net of actual and anticipated recoveriegpm@vious write-offs, were approximately
$50,000 and $477,000, respectively.

Goodwill

The carrying value of goodwill is reviewed annuathlywhenever events or changes in
circumstances indicate that the carrying amounhimgt be recoverable. If the fair value of the
operations to which goodwill relates is less thhe tarrying amount of those operations,
including unamortized goodwill, the carrying amowihitgoodwill is reduced accordingly with a
charge to expense. Based on our most recent asialysibelieve that no impairment of goodwill
exists at September 30, 2008.

Stock-based compensation

Effective January 1, 2006, our plans have beenumted for in accordance with the
recognition and measurement provisions of SFAS188.(revised 2004) Share-Based Paymént
(“SFAS 123(R)"), which replaced SFAS No. 123ctounting for Stock-Based Compensation
and supersede APB Opinion No. 2Bctounting for Stock Issued to EmploygeaPB 25”) and
related interpretations. FAS 123(R) requires corepion costs related to share-based payment
transactions, including employee stock optionsbéorecognized in the financial statements. In
addition, we adhere to the guidance set forth wigecurities and Exchange Commission (“SEC”)
Staff Accounting Bulletin (*SAB”) No. 107, which gvides the Staff's views regarding the
interaction between SFAS 123(R) and certain SECsruhnd regulations and provides
interpretations with respect to the valuation arshbased payments for public companies.

In adopting SFAS 123(R), we applied the modifiedgpective approach to transition.
Under the modified prospective approach, the pronss of SFAS 123(R) are to be applied to
new awards and to awards modified, repurchasedarcelled after the required effective date.
Additionally, compensation cost for the portionas¥ards for which the requisite service has not
been rendered that are outstanding as of the extjeiifective date shall be recognized as the
requisite service is rendered on or after the regueffective date. The compensation cost for
that portion of awards shall be based on the giaté-fair value of those awards as calculated
for either recognition or pro-forma disclosures @n8FAS 123.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Starsld&dard (“FASB”) issued SFAS
No. 141R “Business Combinations” (“SFAS 141R”). S§-A41R establishes principles and
requirements for how the acquirer of a busines®geizes and measures in its financial
statements the identifiable assets acquired, thlilities assumed, and any noncontrolling
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interest in the acquiree. SFAS 141R also providedamce for recognizing and measuring the
goodwill acquired in the business combination aetexdnines what information to disclose to
enable users of the financial statements to ewaltla nature and financial effects of the
business combination. SFAS 141R is effective fie Company in its fiscal year beginning
January 1, 2009. While the Company has not yduated this statement for the impact, if any,
that SFAS 141R will have on its consolidated finahposition and results of operations, the
Company will be required to expense costs relaiethy acquisitions after January 1, 20009.

In September 2006, the FASB issued SFAS No. 154iy 'Value MeasurementsSFAS

No. 157 defines fair value, establishes a framewiork measuring fair value and expands
disclosure requirements about fair value measurssn&rAS No. 157 was effective for us on
January 1, 2008. However, in February 2008, the B-A8eased FASB Staff Position (FSP
FAS 157-2 — Effective Date of FASB Statement Noz)l3vhich delayed the effective date of
SFAS No. 157 for all nonfinancial assets and liab8, except those that are recognized or
disclosed at fair value in the financial statememsa recurring basis (at least annually). The
adoption of SFAS No. 157 for our financial assetd Babilities did not have a material impact
on our consolidated financial statements. We dobedieve the adoption of SFAS No. 157 for
our nonfinancial assets and liabilities, effectdanuary 1, 2009, will have a material impact on
our consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, natrolling Interests in
Consolidated Financial Statements, an amendme®REB No. 51" (“SFAS 160”). The new
standard changes the accounting and reporting ofcamdrolling interests, which have
historically been referred to as minority interesBFAS 160 requires that noncontrolling
interests be presented in the consolidated bakimeets within shareholders’ equity, but separate
from the parent’'s equity, and that the amount afsotidated net income attributable to the
parent and to the noncontrolling interest be clemiéntified and presented in the consolidated
statements of income. Any losses in excess of dmeantrolling interest’s equity interest will
continue to be allocated to the noncontrolling ies¢. Purchases or sales of equity interests that
do not result in a change of control will be acdednfor as equity transactions. Upon a loss of
control, the interest sold, as well as any interetstined, will be measured at fair value, with any
gain or loss recognized in earnings. In partial usgjons, when control is obtained, the
acquiring company will recognize at fair value, ¥W®f the assets and liabilities, including
goodwill, as if the entire target company had baequired. SFAS 160 is effective for fiscal
years, and interim periods within those fiscal gedreginning on or after December 15, 2008,
with early adoption prohibited. The new standardl e applied prospectively, except for the
presentation and disclosure requirements, which lveilapplied retrospectively for all periods
presented. The Company has not yet determinedrtpadit, if any, that this statement will have
on its condensed consolidated financial statemamdswill adopt the standard at the beginning
of fiscal 2009.

In March 2008, the FASB issued SFAS No. 16Djsclosures about Derivative
Instruments and Hedging Activities—an amendmeRA&B Statement No. 138°'SFAS 161").
SFAS 161 applies to all entities. SFAS 161 changedisclosure requirements for derivative
instruments and hedging activities. Entities aguied to provide enhanced disclosures about
(@) how and why an entity uses derivative instrutsie(b) how derivative instruments and
related hedged items are accounted for under SFASLBB and its related interpretations, and
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(c) how derivative instruments and related heddeths affect an entity’s financial position,
financial performance, and cash flows. SFAS 16dffisctive for financial statements issued for
fiscal years and interim periods beginning aftervé&uber 15, 2008, with early application
encouraged. SFAS 161 encourages, but does noreegomparative disclosures for earlier
periods at initial adoption. We do not believe thisnouncement will have a material effect on
our financial statements.

Results of Operations

Nine Months Ended September 30, 2008 Comparedi® Months Ended September 30,

2007

On February 1, 2008, we sold our outstanding prenfinance loan portfolio. As a result
of the sale, our premium financing operations hiaeen reclassified as discontinued operations
and prior periods have been restated. Separateisgisnis follow for results of continuing
operations and discontinued operations.

Continuing Operations

The following table summarizes the changes in tgeificant components of the results
of continuing operations (in thousands) for thequés indicated:

Nine months ended

September 30,

YTD YTD Change

2008 2007 $ %
Commissions and fee revenue $ 3,76%4,487 $ (720) (16)%
General and administrtaive expenses 4,3614,765 (404) (B)%
Interest expense 221 369 (148) (40)%
Interest income - notes receivable 731 971 (240) (25)%
Gain on sale of book of business - 66 (66) (100)%

(Benefit from) provision for income taxes (114) 74 (188) (254)%
(Loss) income from continuing operations
before income taxes (341) 156 (497) (319)%

During the nine months ended September 30, 200808°9, revenues from continuing
operations were $3,767,000 as compared to $4,48700@he nine months ended September 30,
2007 (“2007”). The 16% revenue decrease of $720vés primarily attributable to a $902,000
reduction in commissions and fees earned due tsdhe of fewer insurance policies in 2008
than in 2007. Such reduction in sales was genedused by the continued heightened
competition from the voluntary insurance marketahhis offering lower premium rates to our
main customer, the non-standard insured. The dsern@ commissions and fees earned from the
sale of insurance policies was offset by $330,00premium finance placement fees earned in
2008, compared to none in 2007. Effective Febrdar008, we began earning placement fees
in accordance with the terms of the sale of oumpuen finance portfolio.
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Our general and administrative expenses in 200& v$4r,361,000, as compared to
$4,765,000 in 2007. The 8% net decrease of $404@B0primarily attributable to decreases in:
(i) fixed and variable compensation paid to empésydue to a reduction in policies sold at our
stores, (i) executive compensation, and (iii) f@asd to consultants, offset by an increase in
occupancy costs due to rent increases and escaatio

Our interest expense in 2008 was $221,000, as aemhpa $369,000 in 2007. The 40%
decrease of $148,000 was primarily due to: (i)ductgon in the principal balance of our debt
and (i) our no longer allocating a portion of timerest on our revolving credit line from our
discontinued premium finance business to continogrations.

Our interest income from notes receivable in 200&s 731,000, as compared to
$971,000 in 2007. The 25% decrease of $240,000 puiagarily due to: (i) the discount on
Surplus Notes and the accrued interest at the gifrecquisition being fully accreted in July
2008, and (ii) a reduction in the variable interasé in 2008 due to a decrease in the prime rate.

Our gain on sale of book of business in 2008 wés, &s compared to $66,000 in 2007.
The $66,000 decrease in 2008 was due to a sal#0ih 2ompared to no such sales in 2008.

During 2008, we recorded a benefit from income sawé $114,000 compared to a
provision for income taxes of $74,000 in 2007. Thange of $188,000 is due to a $497,000
decrease in income from continuing operations 0828 compared to 2007, offset by provision
for state taxes.

Our continuing operations generated a net lossrbeéf@ome taxes of $341,000 in 2008
as compared to a net profit before income taxe&l 66,000 in 2007. This decrease of $497,000
was primarily due to reductions in revenue consistf: (i) a 16% decrease in commissions and
fee revenue of $720,000, (ii) a decrease in accintedest income from our Surplus Notes, and
(i) the elimination of any sale of book of busgsein 2008, offset by reductions in costs and
expenses consisting of: (i) a decrease in execurapensation, employee head count and
variable compensation paid on commissions generéigpd decrease in fees paid to consultants,
and (iii) a decrease in interest expense.

Discontinued Operations

The following table summarizes our changes in #seilts of discontinued operations (in
thousands) for the periods indicated:
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Nine months ended

September 30,
YTD YTD Change
2008* 2007 $ %
Premium finance revenue $ 225 $2,419 (2,194) (91) %
Operating Expenses:
General and administrative expenses 1821,084  (902) (83)%
Provision for finance receivable losses 89 396 (307) (78)%
Depreciation and amortization 47 75 (28) (37)%
Interest expense 45 499 (454) (91) %
Total Operating Expenses 363 2,054 (1,691) (82)%
(Loss) income from operations (138) 365 (503) (138)%
Loss on sale of premium financing portfolio (251) - (251) - %
(Loss) income before (benefit from) provision fiocome taxes (389) 365 (754) (207)%
(Benefit from) provision for income taxes (175) 164 (339) (207)%
(Loss) income from discontinued operati $ (214, $ 201 $ (415 (206) %

* Qur premium finance portfolio was sold on Febguar 2008. Premium finance revenue for 2008 only
includes the period from January 1, 2008 througiudey 31, 2008.

Our premium finance revenue decreased $2,194,0Q2008 as compared to 2007. The
91% decrease is due to only including one montiewénue in 2008 compared to nine months in
2007.

Our general and administrative expenses from diswoed operations decreased
$902,000 in 2008 as compared to 2007. The 83%edseris due to only including one month of
operating expenses related to revenue in 2008 cad pa nine months in 2007.

Our provision for finance receivable losses for 0@as $307,000 less than for
2007. The 78% decrease was due to the discontieuzrioan originations offset by a provision
for losses from loans originated in the prior year.

Our premium finance interest expense for 2008 w00 less than for 2007. The
91% decrease was due to the payment in full obtitstanding balance of our revolving credit
line on February 1, 2008.

Loss on sale of premium financing portfolio was $280 in 2008, compared to no such
loss in 2007. The 2008 loss was primarily dueijaa $162,000 adjustment to the selling price as
a result of a change in the estimated collectibtewunt of the portfolio, and (ii) the incurrence of
$83,000 in fees related to the sale of our prenfinemce portfolio.

Our discontinued premium finance operations, otaadsalone basis, generated a net
loss before income taxes of $389,000 in 2008 ageoed to a net profit before income taxes of
$365,000 in 2007. The decrease in profit of $78@, 2008 was due to: (i) the cessation of
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revenues as of January 31, 2008, and (ii) thedossale of portfolio, offset by the elimination
and reductions in operating expenses.

The following table summarizes our change in ne$g) income (in thousands) for the
periods indicated.

Nine months ended
September 30,

YTD YTD Change

2008 2007 $ %
(Loss) income from continuing operations $ (228) 82 $ (310) (378)%
(Loss) income from discontinued operations, ndarés (214) 201 (415) (206)%
Net (loss) incom $ (442, $ 282 $ (725 (256) %

Our net loss for 2008 was $442,000 as comparedttmoome of $283,000 for 2007.

Three Months Ended September 30, 2008 Comparedree Months Ended September
30, 2007

On February 1, 2008, we sold our outstanding prenfinance loan portfolio. As a result
of the sale, our premium financing operations hiaeen reclassified as discontinued operations
and prior periods have been restated. Separateisgisnis follow for results of continuing
operations and discontinued operations.

Continuing Operations

The following table summarizes the changes in tgeificant components of the results
of continuing operations (in thousands) for thequés indicated:

Three months ended
September 30,

Q3 Q3 Change

2008 2007 $ %
Commissions and fee revenue $ 11481360 $ (216) (16)%
General and administrtaive expenses 1,2181,493 (275) (18)%
Interest expense 69 119 (50) (42)%
Interest income - notes receivable 129 323 (194) (60) %
Benefit from income taxes @) (D) (6) - %
Loss from continuing operations

before benefit from income taxes (104) (9) (95) 1,056 %

During the three months ended September 30, 20Q8 (2008”), revenues from
continuing operations were $1,144,000 as comparelL {360,000 for the three months ended
September 30, 2008 (“Q3 2007"). The 16% revenueaedse of $216,000 was primarily
attributable to a $278,000 reduction in commissiand fees earned due to the sale of fewer
insurance policies in Q3 2008 than in Q3 2007. hSeduction in sales was generally caused by
the continued heightened competition from the vt@oninsurance market which is offering
lower premium rates to our main customer, the randard insured. The decrease in
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commissions and fees earned from the sale of insarpolicies was offset by $111,000 of
premium finance placement fees earned in Q3 20@@pared to none in Q3 2007. Effective
February 1, 2008, we began earning placement feasdordance with the terms of the sale of
our premium finance portfolio.

Our general and administrative expenses in Q3 208& $1,218,000, as compared to
$1,493,000 in Q3 2007. The 18% net decrease of ,8Q@5was primarily attributable to
decreases in: (i) fixed and variable compensatad o employees due to a reduction in policies
sold at our stores, (ii) executive compensatior @i fees paid to consultants, offset by an
increase in occupancy costs due to rent increasksstalations.

Our interest expense in Q3 2008 was $69,000, apaa@d to $119,000 in Q3 2007. The
42% decrease of $50,000 was primarily due to: (i¢duction in the principal balance of our
debt and (ii) our no longer allocating a portiontloé interest on our revolving credit line from
our discontinued premium finance business to camtmoperations.

Our interest income from notes receivable in Q3&@&s $129,000, as compared to
$323,000 in Q3 2007. The 60% decrease of $194,00psimarily due to: (i) the discount on
Surplus Notes and the accrued interest at the gifrecquisition being fully accreted in July
2008, and (ii) a reduction in the variable interasé in 2008 due to a decrease in the prime rate.

During Q3 2008, we recorded a benefit from incormees of $7,000 compared to a
benefit from income taxes of $1,000 in Q3 2007. Thange of $6,000 is due to a $95,000
decrease in income from continuing operations in2038 as compared to Q3 2007, offset by
provision for state taxes.

Our continuing operations generated a net lossréef@ome taxes of $104,000 in Q3
2008 as compared to a net loss before income @x$3,000 in Q3 2007. The increase in loss
of $95,000 was primarily due to reductions in rexerconsisting of: (i) a 16% decrease in
commissions and fee revenue of $216,000, and @i@aease in accrued interest income from
our Surplus Notes, offset by a reductions in casid expenses consisting of: (i) a decrease in
executive compensation, employee head count anabl@arcompensation paid on commissions
generated, (ii) a decrease in fees paid to comgsltand (iii) a decrease in interest expense.

Discontinued Operations

The following table summarizes our changes in #seilts of discontinued operations (in
thousands) for the periods indicated:
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Three months ended

September 30,
Q3 Q3 Change
2008* 2007 $ %

Premium finance revenue $ - $ 777 (777) (100)%
Operating Expenses:

General and administrative expenses - 344 (344) (100)%

Provision for finance receivable losses - 120 (120) (100)%

Depreciation and amortization - 24 (24) (100)%

Interest expense - 166 (166) (100)%
Total Operating Expenses - 654 (654) (100)%
(Loss) income from operations - 123 (123) (100)%
Loss on sale of premium financing portfolio (5) - (5) - %
(Loss) income before (benefit from) provision fiocome taxes (5) 123 (128) (104)%
(Benefit from) provision for income taxes (2) 55 (57) (104)%
(Loss) income from discontinued operati $ (B $ 68 $ (71) (104 %

* Qur premium finance portfolio was sold on Febguar 2008. Premium finance revenue for 2008 only
includes the period from January 1, 2008 througiudey 31, 2008.

Our premium finance revenue was $-0- in Q3 2008payed $777,000 in Q3 2007. The
decrease is due to the sale of the premium finpod#olio in the first quarter of 2008, which as
result, there was no revenue in Q3 2008, compareaictuding three months of revenue in Q3
2007.

Our operating expenses from discontinued operatiwere $-0- in Q3 2008 compared
$654,000 in Q3 2007. The decrease is due to tlkeo$dhe premium finance portfolio in the first
quarter of 2008, which as result, there were noaipg) expenses in Q3 2008, compared to
including three months of operating expenses ir2 Q8.

Our discontinued premium finance operations, oriaadsalone basis, generated a net
loss before income taxes of $5,000 in Q3 2008 agpeved to a net profit before income taxes
of $123,000 in Q3 2007. The decrease in prof1i#8,000 in 2008 was due to the cessation of
revenues as of January 31, 2008, offset by theareiion and reductions in operating expenses.

The following table summarizes our change in ne$g) income (in thousands) for the
periods indicated.
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Three months ended
September 30,

Q3 Q3 Change

2008 2007 $ %
Loss from continuing operations $ 9% © % (88 978 %
(Loss) income from discontinued operations, ndarés 3) 68 (71) (104)%
Net (loss) incom $ (1000 $ 58 $ (159 (269 %

Our net loss for Q3 2008 was $100,000 as comparetkt income of $59,000 for Q3
2007.

Liquidity and Capital Resources

As of September 30, 2008, we had $520,558 in caditash equivalents and a working
capital deficit of $2,396,388. As of December 3002, we had $1,030,822 in cash and cash
equivalents and a working capital deficit of $1,/3D.

As discussed below, during 2007, the holders dd@1,000 outstanding principal amount
of subordinated debt agreed to extend the matdatg of the debt from September 30, 2007 to
September 30, 2008, and in August 2008, agreedrtioelr extend the maturity date to the earlier
of July 10, 2009 or 90 days following the convensad Commercial Mutual Insurance Company
(“CMIC") to a stock property and casualty insurarm@mpany and the issuance to us of a
controlling interest in CMIC (as discussed belowgulject to acceleration under certain
circumstances). The $1,500,000 principal balarfcth@se notes is included in our September
30, 2008 balance sheet under “Current portion afyfterm debt.” In addition, as discussed
below, effective April 16, 2008, the holder of oB8eries B preferred shares (which were
mandatorily redeemable on April 30, 2008) exchangedh shares for an equal number of
preferred shares, which were mandatorily redeemablépril 30, 2009. In August 2008, the
redemption date was further extended to July 3092T0he mandatorily redeemable balance of
$780,000 is included in our September 30, 2008 rigala sheet under “Current
Liabilities”. Further, as discussed below, terraigayments in the aggregate principal amount
of $222,857 are payable to Manufacturers and Tsadeust Company (“M&T”) through
December 2008. The principal balance of this @bian is included in our September 30, 2008
balance sheet under “Current Liabilities.” We ptarseek to further extend the maturity dates
and/or refinance the subordinated debt and prefesteck obligations. We also plan to sell
and/or close certain stores that are not operatiofitably.

We believe that, based on our present cash resantkassuming that our efforts with
regard to the subordinated debt and preferred stuaigations, as discussed above, are
successful and/or that we complete the sale ohicestores and/or closings as contemplated, we
will have sufficient cash on a short-term basis auner the next 12 months to fund our working
capital needs. No definitive arrangements ardangwith regard to any of the foregoing and no
assurances can be given that any will occur on centially reasonable terms or otherwise.

During 2008, cash and cash equivalents decreasebbb§,000 primarily due to the
following:
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. Net cash used in operating activities during 20045 601,000 due to the
following: (i) cash used in the operating actestiof our discontinued operations
of $436,000 as a result of the liquidation of sahsally all of the related
operating assets and liabilities on February 1,82&@d (ii) net loss adjusted for
non-cash items was $980,000. Non-cash items tot#&8,000, which include
depreciation and amortization, bad debt expensgeton of discount on notes
receivable, amortization of warrants, stock-basaghpents, and deferred income
taxes. The use of cash was offset by a decreaggepaid expenses, which
primarily consists of a $368,000 Federal tax refalam received from a carry-
back of net operating losses, and an increase dauats payable and accrued
expenses of $340,000.

. Net cash provided by investing activities durin@Gvas $1,020,000 primarily
due to the $1,008,000 cash flow from finance catsgraeceivable included in
discontinued operations.

. Net cash used in financing activities during 2008sv$929,000 due to: (i) a
$562,000 decrease in our revolving credit lineizgd in our discontinued
operations prior to the sale of our premium finapogfolio on February 1, 2008,
and (ii) principal payments on long-term debt agakk obligations of $367,000.

Our discontinued premium finance operations wigranced pursuant to a $20,000,000
revolving line of credit from M&T entered into oruly 28, 2006. The line of credit was
terminated and the $8,926,000 balance was paidllimi February 1, 2008 in connection with
the sale of our premium finance portfolio. The lofecredit also allowed for a $2,500,000 term
loan (of the $20,000,000 credit line availabiliy) be used to provide liquidity for ongoing
working capital purposes. Any draws against time bear interest at LIBOR plus 2.75%. As of
July 28, 2006, we made our first draw of $1,300,@@finst the term line. The draw is
repayable in quarterly principal installments of38000 each, commencing September 1,
2006. The remaining principal balance of $390,008s payable to the extent of $130,000 on
June 1, 2008 and $260,000 on June 30, 2008. Im 2008, the maturity date of the M&T term
loan was extended to December 31, 2008. Princgpahpnts of $55,714 are due on the first day
of each month and one final payment on the matdatg. The first principal payment was paid
on June 30, 2008. As of September 30, 2008, ttembalof the term loan was $222,857. Interest
is payable monthly.

In connection with our initial acquisition of thmé of credit from M&T, we obtained a
$3,500,000 secured subordinated loan to supporp@mium finance operations. During 2005,
we utilized the M&T line of credit to repay an aggate of $2,000,000 of the subordinated
debt. The remaining balance of the loan was dulauimuary 2006 and carries interest at the rate
of 12-5/8% per annum. In May 2005, we obtainedeatension of the maturity date of the
remaining subordinated debt to September 30, 20QiFing 2007, the holders of the $1,500,000
outstanding principal amount of subordinated deioéed to extend the maturity date of the debt
from September 30, 2007 to September 30, 2008Aulgust 2008, the maturity date of our
$1,500,000 subordinated note obligation was exidfiden September 30, 2008 to the earlier of
July 10, 2009 or 90 days following the conversidrnCMIC to a stock property and casualty

insurance company and the issuance to us of aotlomyr interest in CMIC (subject to
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acceleration under certain circumstances). In &xgé for this extension, the holders will
receive an aggregate incentive payment equal tg08QGimes the number of months (or partial
months) the debt is outstanding after September2808 through the maturity date. If a
prepayment of principal reduces the debt below (KL@O0, the incentive payment for all
subsequent months will be reduced in proportionaty such reduction to the debt. The
aggregate incentive payment is due upon full regantrof the debt.

Effective April 16, 2008, the holder of our SeriBspreferred shares exchanged such
shares for an equal number of Series C preferraceshwhich provided for dividends at the rate
of 10% per annum (as compared to 5% per annumh®Series B preferred shares) and were
mandatorily redeemable on April 30, 2009. Effeetidugust 23, 2008, the mandatory
redemption date for preferred shares was furthtanebed to July 31, 2009 through the issuance
of Series D preferred shares in exchange for anlequmber of Series C preferred shares.

We have no current commitments for capital expemels. However, we may, from time
to time, consider acquisitions of complementaryifesses, products or technologies.

Commercial Mutual I nsurance Company

On January 31, 2006, we purchased $3,750,000 @iiBuNotes issued by CMIC for a
price of $3,075,141, of which $1,303,434 was paidiblivery of a six month promissory note
which provided for interest at the rate of 7.5% @enum. The promissory note was paid in full
on July 28, 2006. Accrued but unpaid interest len $urplus Notes totaled $1,794,688 at the
time of the purchase. As of September 30, 2008,bédance of the Surplus Notes, including
accrued interest was $5,902,000. The Surplus Notepast due and provide for interest at the
prime rate or 8.5% per annum, whichever is lesayntents of principal and interest on the
Surplus Notes may only be made out of the surpfuSMIC and require the approval of the
Insurance Department of the State of New York.

In March 2007, CMIC’s Board of Directors adoptedesolution to convert CMIC from
an advance premium cooperative insurance compaaystock property and casualty insurance
company. CMIC has advised us that it has obtapaanission from the Superintendent of
Insurance of the State of New York (the “Superidamt”) to proceed with the conversion
process (subject to certain conditions as discusskxiv).

The conversion by CMIC to a stock property and aligunsurance company is subject
to a number of conditions, including the approviahe plan of conversion, which was filed with
the Superintendent on April 25, 2008, by both tbpeSintendent and CMIC'’s policyholders. As
part of the approval process, the Superintendethtaimnaappraisal performed with respect to the
fair market value of CMIC as of December 31, 2006. addition, the Insurance Department
conducted a five year examination of CMIC as of &eber 31, 2006 and held a public hearing
in October 2008 to consider the conversion plan, &ea holder of the CMIC Surplus Notes, at
our option, would be able to exchange the Surplogedifor an equitable share of the securities
or other consideration, or both, of the corporaiio which CMIC would be converted. Based
upon the amount payable on the Surplus Notes amdtttutory surplus of CMIC, the plan of
conversion provides that, in the event of a congardy CMIC into a stock corporation, in
exchange for our relinquishing our rights to anpaid principal and interest under the Surplus
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Notes, we would receive 100% of the stock of CMIE.is anticipated that the policyholder

meeting to approve the conversion will occur onabout December 31, 2008. As indicated
above, such approval, as well as the prior appro¥dhe Superintendent, is required for the
conversion to occur. Upon the effectiveness of dbrversion, CMIC’s name will change to

“Kingstone Insurance Company.” We are seekingkstolcler approval of an amendment to our
certificate of incorporation to change our name&'Kagstone Companies, Inc.” Such name
change would only take place in the event thattreversion occurs and we obtain a controlling
interest in Kingstone Insurance Company. No ass@smcan be given that the conversion will
occur or as to the terms of the conversion.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements that drasee reasonably likely to have a
current or future effect on our financial conditiamhanges in financial condition, revenues or
expenses, results of operations, liquidity, camtgdenditures or capital resources that is material
to investors.

ltem 3. Quantitative and Qualitative Disclosures bout Market Risk.

As a smaller reporting company, the registranbisraquired to provide a response to Item 3.

ltem 4T. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduretédimed in Exchange Act Rule 13a-
15(e)) that are designed to assure that informagquired to be disclosed in our Exchange Act
reports is recorded, processed, summarized andteelpeithin the time periods specified in the
Securities and Exchange Commission’s rules and dorand that such information is
accumulated and communicated to management, imgjualir principal executive officer and
principal financial officer, as appropriate, to cal timely decisions regarding required
disclosures.

As required by Exchange Act Rule 13a-15(b), ashefdnd of the period covered by this
Quarterly Report, under the supervision and with participation of our principal executive
officer and principal financial officer, we evaledtthe effectiveness of our disclosure controls
and procedures. Based on this evaluation, oucipahexecutive officer and principal financial
officer concluded that our disclosure controls anacedures were effective as of September 30,
2008.

Changes in Internal Control over Financial Repogtin

There was no change in our internal control ovearicial reporting during our most
recently completed fiscal quarter that has matgréifected, or is reasonably likely to materially
affect, our internal control over financial repogj except as described below.
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As previously reported in our Annual Report on Foit®+KSB for the year ended
December 31, 2007, we determined that, as of this, dhere were material weaknesses in our
internal control over financial reporting relatitgy(1) the financial reporting of a subsidiary, and
(2) information technology applications and infrasture.

Item (1) above was remediated during the first tpunasf fiscal year 2008 as a result of
the sale of this subsidiary’s assets in Februa820he material weaknesses in our internal
control over financial reporting related to itenm) (®dntinues to persist through the current fiscal
guarter. Accordingly, we are in the process of tgMag and implementing a plan to address the
material weakness related to information technolagplications and infrastructure. We have
hired a consulting firm to advise us in connectiath remediation of this existing deficiency.
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PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

None.
Item 1A. Risk Factors
As a smaller reporting company, the registranbisraquired to provide a response to Item 1A

ltem 2. Unreqistered Sales of Equity Securities andse of Proceeds

(@) During the third quarter of 2008, we issued agygregate of 16,876
common shares to our non-employee directors astdirdees for such quarter. The above
offering of shares was exempt from the registrateouirements of the Securities Act of 1933
pursuant to Section 4(2) thereof as a transactoannvolving any public offering. We reached
this determination based on the following: (i) eadinector represented that he was an
“accredited investor” and he acquired the shargshis own account; (ii) the certificate
representing the shares bears a restrictive legerrditting transfer only upon the registration of
the shares or pursuant to an exemption from sugistration requirements; and (iii) we did not
offer or sell the shares by any form of generalgation or general advertising.

(b) Not applicable.
(c) The following table set forth certain informatiorthvrespect to purchases

of common shares made by us or any “affiliated paser” during the quarter ended September
31, 2008:

Maximum
Total Total Number of Number of
Number of Shares Purchaser  Sharesthat May
Shares as Part of Publicly Be Purchased
Purchased Average Price  Announced Plans  Under the Plans
Period (1) Paid per Share or Programs or Programs

7/1/08 - 7/31/08 - - - -
8/1/08 - 8/31/08 - -
9/1/08 - 9/30/08 297,378 $ 0.75 - -
Total 297,378 $ 0.7¢ - -

(1) Represents shares repurchased by an affilmtezhaser.

Iltem 3. Defaults Upon Senior Securities

None.
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Iltem 4. Submission of Matters to a VVote of SecuntHolders

There were no matters submitted to a vote of sgcholders during the quarterly period covered
by this report.

ltem 5. Other Information.

None.

Item 6. Exhibits.

2 Amended and Restated Purchase and Sale Agreedhted as of
February 1, 2008, by and among Premium Financingcidpsts, Inc.,
Payments Inc. and DCAP Group, Inc.

3(a) Restated Certificate of Incorporatfon

3(b) Certificate of Designation of Series A Preferredcgt

3(c) Certificate of Designation of Series B Preferredcgt

3(d) Certificate of Designation of Series C Preferreocgt

3(e) Certificate of Designation of Series D Preferredcgt

3(f) By-laws, as amendéd

10(a) Amencment No. 1, dated as of August 25, 20(to Employment
Agreemer, dated as of October 16, 2007, between DCAP Gring

1 Denotes document filed as an exhibit to our CurfReport on Form 8-K for an event dated
February 1, 2008 and incorporated herein by reteren

2 Denotes document filed as an exhibit to our QuigriReport on Form 10-QSB for the period
ended September 30, 2004 and incorporated heraiefénence.

% Denotes document filed as an exhibit to our CurReport on Form 8-K for an event dated
May 28, 2003 and incorporated herein by reference.

4 Denotes document filed as an exhibit to our AniReggbort on Form 10-KSB for the year ended
December 31, 2006 and incorporated herein by nedete

5 Denotes document filed as an exhibit to our QuigrtReport on Form 10Q-SB for the period
ended March 31, 2008 and incorporated herein leyeate.

® Denotes document filed as an exhibit to our CurReport on Form 8-K for an event dated
December 26, 2007 and incorporated herein by netere
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10(b)

31(a)

31(b)

32

and Barry Goldstein

Letter agreement, dated August 13, 2008, betweeARDGroup, Inc.
and Jack Seibald as representative and attorn&aeirwith respect to the
outstanding subordinated debt

Rule 13a-14(a)/15d-14(a) Certification of Princifgadecutive Officer as
adopted pursuant to Section 302 of the Sarbanesy@dt of 2002

Rule 13a-14(a)/15d-14(a) Certification of Principahancial Officer as
adopted pursuant to Section 302 of the Sarbanesy@dt of 2002

Certification of Chief Executive Officer andh€f Financial Officer
Pursuant to 18 U.S.C. Section 1350, as AdopteduBaotgo Section 906
of the Sarbanes-Oxley Act of 2002
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SIGNATURES

In accordance with the requirements of the Exchafge the registrant caused this
report to be signed on its behalf by the undersigtteereunto duly authorized.

DCAP GROUP, INC.

Dated: November 14, 2008 By: /s/ Barry B. Goldstein
Barry B. Goldstein
President

By: /s/ Victor Brodsky
Victor Brodsky
Chief Accounting Officer

35 2096459.3



CERTIFICATION

[, Barry Goldstein, certify that:
1. | have reviewed this Form 10-Q of DCAP Group, Inc.;

2. Based on my knowledge, this report does not corgainuntrue statement of a material
fact or omit to state a material fact necessarynke the statements made, in light of the
circumstances under which such statements were,matimisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsl athmer financial information
included in this report, fairly present in all madé respects the financial condition, results of
operations and cash flows of the small busines®isas of, and for, the periods presented in this
report;

4, The small business issuer’s other certifying offscand | are responsible for establishing
and maintaining disclosure controls and proced(asslefined in Exchange Act Rules 13a-15(e)
and 15d-15-(e)) and internal control over financegorting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the small businesséssand have:

€)) Designed such disclosure controls and proceduresansed such disclosure
controls and procedures to be designed under quergsion, to ensure that
material information relating to the small businessuer, including its
consolidated subsidiaries, is made known to usthgre within those entities,
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial réipg; or caused such internal
control over financial reporting to be designed emdur supervision, to provide
reasonable assurance regarding the reliability im@ntial reporting and the
preparation of financial statements for externatppses in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the small businesser’s disclosure controls and
procedures and presented in this report our colcissbout the effectiveness of
the disclosure controls and procedures, as ofrideoéthe period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the smadiitess issuer’s internal control
over financial reporting that occurred during thmafl business issuer's most
recent fiscal quarter (the small business issdetigh fiscal quarter in the case of
an annual report) that has materially affecteds seasonably likely to materially
affect, the small business issuer’s internal comtver financial reporting; and
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5. The small business issuer’s other certifying offiseand | have disclosed, based on our
most recent evaluation of internal control oveafinial reporting, to the small business issuer’s
auditors and the audit committee of the small essnissuer's board of directors (or persons
performing the equivalent functions):

(@  All significant deficiencies and material weaknessethe design or operation of
internal control over financial reporting which aeasonably likely to adversely
affect the small business issuer’s ability to re¢q@rocess, summarize and report
financial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees
who have a significant role in the small businessier’'s internal control over
financial reporting.

Date: November 14, 2008 /sl Barry B. Goldstein
Barry B. Goldstein
Principal Executive Officer
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CERTIFICATION

[, Victor Brodsky, certify that:
1. | have reviewed this Form 10-Q of DCAP Group, Inc.;

2. Based on my knowledge, this report does not corgainuntrue statement of a material
fact or omit to state a material fact necessaryntke the statements made, in light of the
circumstances under which such statements were,matimisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsl athmer financial information
included in this report, fairly present in all madé respects the financial condition, results of
operations and cash flows of the small busines®isas of, and for, the periods presented in this
report;

4, The small business issuer’s other certifying offscend | are responsible for establishing
and maintaining disclosure controls and proced(asslefined in Exchange Act Rules 13a-15(e)
and 15d-15-(e)) and internal control over financegorting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the small businesséssand have:

€)) Designed such disclosure controls and proceduresansed such disclosure
controls and procedures to be designed under quergsion, to ensure that
material information relating to the small businessuer, including its
consolidated subsidiaries, is made known to usthgre within those entities,
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial réipg; or caused such internal
control over financial reporting to be designed emdur supervision, to provide
reasonable assurance regarding the reliability im@ntial reporting and the
preparation of financial statements for externatppses in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the small businesser’s disclosure controls and
procedures and presented in this report our colcissbout the effectiveness of
the disclosure controls and procedures, as ofrideoéthe period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the smadiitess issuer’s internal control
over financial reporting that occurred during thmafl business issuer's most
recent fiscal quarter (the small business issdetigh fiscal quarter in the case of
an annual report) that has materially affecteds seasonably likely to materially
affect, the small business issuer’s internal comtver financial reporting; and
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5. The small business issuer’s other certifying offiseand | have disclosed, based on our
most recent evaluation of internal control oveafinial reporting, to the small business issuer’s
auditors and the audit committee of the small essnissuer's board of directors (or persons
performing the equivalent functions):

(@  All significant deficiencies and material weaknessethe design or operation of
internal control over financial reporting which aeasonably likely to adversely
affect the small business issuer’s ability to re¢@rocess, summarize and report
financial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees
who have a significant role in the small businessier’'s internal control over
financial reporting.

Date: November 14, 2008 /sl Victor Brodsky
Victor Brodsky
Principal Financial Officer
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER
AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned hereby certify, pursuant to, ancequired by, 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarlarlkes- Act of 2002, that the Quarterly Report
of DCAP Group, Inc. (the “Company”) on Form 10-Q fbe period ended September 30, 2008
fully complies with the requirements of Sectiond)3gr 15(d) of the Securities Exchange Act of
1934, as amended, and that information containesban Quarterly Report on Form 10-QSB

fairly presents, in all material respects, the riicial condition and results of operations of the
Company.

Date: November 14, 2008 /s/ Barry B. Goldstein
Barry B. Goldstein
Chief Executive Officer

[s/ Victor Brodsky

Victor Brodsky

Chief Accounting Officer and
Principal Financial Officer

2096459.3



