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PART I

Financial Information

ITEM 1.

Financial Statements



PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Three Months Ended

March 31,
2005 2004
(Unaudited)
Cash flows from operating activities:
N IMCOMIE. ..ottt et s s e e s e e s e 4116 $ 14,246
Adjustments to reconcile net income to net cash provided by operating activities:
(DT o =To o] PO OSSPSR 437 461
Realized losses on retained interests in transferred assets.............oovviveviniiiiieevininnse 21 13
Extraordinary item - negative goodWIll............ccceevriiiriiniiieeseee e, - (11,593)
Gains 0N sales Of real EStAE. .. ... e e e (136) -
Deferred INCOME TAXES. .. ... vt vee et e et et e et et e et e e et e e e een e (12) (12)
Provision for (reduction of) 10an 10SSeS, Net..........cooieiiiiiii i 153 (189)
Premium income adjuStMeNt.........ovu it et e e e e 29 -
Amortization and aCCretion, NEL..........oi it e e e e e (106) 2
Loans funded, held fOr Sale..........oooie i e (1,555) (18)
Proceeds from sale of guaranteed 10anS. .. ... .. ... 1,940 -
Loan fees COIECLEA, NEL..........cviiiiicirii e e e e aeeaees 152 50
Capitalized 10an Origination COSES. .......couuuit ittt ee e (36) -
Change in operating assets and liabilities:
Due to/from affiliates, NeL. ... ....o i e 16 1,189
[ 115 1T (634) 169
BOITOWET QOVANCES. .. .. ettt ettt et et e et e et et et e e e e e (149) (717)
Accounts payable and aCCrued EXPENSES. .. ... .. vuu et eriiireet et ee et aee s (519) (1,135)
Other HabilitIes. .. ... e e e e e e e e e eeaann s (329) (291)
Net cash provided ly operating aCtiVities.........c..eoiiiiiiiiiiie e 3,389 2,175
Cash flows from investing activities:
LOANS FUNGB. ...ttt ettt . (6,696) (5,691)
Principal collected on 10ans reCeivable........ ..o 7,388 4,437
Principal collected on notes receivable.............ovii i e 133 -
Principal collected on retained interests in transferred assets........ccocoovvereinieneiscne s 1,700 753
Investment in retained interests in transferred assets............vovveiieiiriiiine i (818) (841)
Proceeds from assets acquired in liquidation held for sale, net................ccooiiinn. 113 186
Proceeds from sale of hotel property, Net...........c.ovvi i e e 2,012 -
Proceeds from mortgage-backed security of affiliate................cocooii 37 5
Cash and cash equivalents received in connection with merger.............ccccovvviviiiieineen. - 31,488
MEIGEr FEIAtEA COSES. .. .. ee ittt et e e e e e e e e e et e et e et e e et e eea e eaaenn s - (856)
Investment in PMC Preferred Capital TrUSt-A.........ovuiiiiie e e e, (820) -
Release of (investment in) restricted investments, Net.............ccoooiiieiiiii i, (344) 320
Purchase of furniture, fixtures and QUIPMENT...........ccoriririiirneenceereee s (160) (322)
Net cash provided ly iNVesting aCtIVItIES. .........ooiiiiiiiiii e 2,545 29,479
Cash flows from financing activities:
Proceeds from issuance of COMMON ShArES...........cccoviiiiiii 39 71
Repayment of revolving credit facility, Net..........ccocoriiiiiiii e (14,600) -
Proceeds from issuance of SBA debentures..............vuiveiiiiiiiii e 4,000 -
Proceeds from conduit warehouse facility, Net......... ..o 8,400 -
Proceeds from issuance of junior subordinated NOES...........covevveiiiieine i 27,070 -
Payment of principal on notes payable and debentures..... (27,302) (5,387)
Payment of borrowing CoStS...........cooveveevviiinininnnnnns (1,466) (30)
Payment Of IVIABNGS. .........ooiieee ettt s (3,698) (4,000)
Net cash used in fiNANCIG ACHVILIES. ......cociiiiiiiiiie e (7,557) (9,346)
Net increase (decrease) in cash and cash equivalents...........cc..ooeeiiii e (1,623) 22,308
Cash and cash equivalents, ENNING Of Year.........ccciiiiiii i 9,065 1,078
Cash and cash equivalents, end of PEIOd..........ccueiivieiiiiiieeiie e S 7442 $ 23,386

The accompanying notes are an integral part of these consolidated financial statements.



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. Interim Financial Statements:

The accompanying consolidated balance sheet of PMC Commercial Trust (“PMC Commercial” or together with its wholly-
owned subsidiaries, “we,” “us” or “our”) as of March 31, 2005 and the consolidated statements of income, comprehensive
income, beneficiaries’ equity and cash flows for the three months ended March 31, 2005 and 2004, have not been audited by
independent accountants. In the opinion of management, the financial statements reflect all adjustments necessary to fairly
present our financial position at March 31, 2005 and our results of operations for the three months ended March 31, 2005
and 2004. These adjustments are of a normal recurring nature.

Certain notes and other information have been omitted from the interim financial statements presented in this Quarterly
Report on Form 10-Q. Therefore, these financial statements should be read in conjunction with the financial statements and
notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2004.

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect (i) the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and (ii) the reported amounts of revenues and expenses during the
period. Actual results could differ from those estimates. Our most sensitive estimates involved the valuation of our net
assets acquired in connection with the merger, the valuation of our retained interests in transferred assets, determination of
reserves on our loans receivable and impairment analysis of our long-lived assets.

The results for the three months ended March 31, 2005 are not necessarily indicative of future financial results.
Note 2. Business:

PMC Commercial is a real estate investment trust (“REIT”) that, either directly or through its subsidiaries, primarily
originates loans to small businesses collateralized by first liens on the real estate of the related business. We originate loans
on commercial real estate primarily to borrowers in the hospitality industry. We also originate loans on commercial real
estate to borrowers in the service, retail, multi-family and manufacturing industries. In addition, our investments include the
ownership of commercial properties in the hospitality industry. Our common shares are traded on the American Stock
Exchange under the symbol “PCC.” On February 29, 2004, PMC Capital, Inc. (“PMC Capital”), a regulated investment
company related to us through common management, was merged with and into PMC Commercial. As a result of the
merger, we now own and operate the businesses of PMC Capital and its subsidiaries, along with our existing operations and
businesses.

Note 3. Consolidation:

We consolidate entities that we control by ownership of a majority voting interest as well as the variable interest entities for
which we are the primary beneficiary. To the extent we do not have a majority voting interest, we use the equity method to
account for investments for which we have the ability to exercise significant influence over operating and financial policies.
Consolidated net income includes our share of the net earnings of the entity accounted for using the equity method. The
difference between consolidation and the equity method impacts certain financial ratios because of the presentation of the
detailed line items reported in the financial statements. All material intercompany balances and transactions have been
eliminated.

The consolidated financial statements include the accounts of PMC Commercial, First Western SBLC, Inc. (“First
Western””), PMC Investment Corporation (“PMCIC”), Western Financial Capital Corporation (“Western Financial”), PMC
Commercial Trust, Ltd. 1998-1 (“PMCT Trust”), PMC Funding Corp. (“PMC Funding”), PMC Asset Holding, LLC (“Asset
Holding”), PMC Conduit, L.P. (“PMC Conduit”) and four separate subsidiaries created in conjunction with the purchase of
four hotel properties in 1999.

First Western is licensed as a small business lending company that originates loans through the Small Business
Administration (“SBA”) 7(a) Guaranteed Loan Program. PMCIC is a licensed specialized small business investment
company under the Small Business Investment Act of 1958, as amended (“SBIA”). Western Financial is a licensed small



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

business investment company under the SBIA. PMCT Trust was formed in conjunction with our 1998 structured loan
financing transaction. PMC Funding, Asset Holding and PMC Conduit hold assets on our behalf.

In addition, we own subordinate financial interests in several non-consolidated special purpose entities. These are PMC
Capital, L.P. 1998-1 (the “1998 Partnership”), PMC Capital, L.P. 1999-1 (the “1999 Partnership”), PMC Joint Venture, L.P.
2000 (the “2000 Joint Venture”), PMC Joint Venture, L.P. 2001 (the “2001 Joint Venture™), PMC Joint Venture, L.P. 2002-1
(the “2002 Joint Venture”) and PMC Joint Venture, L.P. 2003 (the “2003 Joint Venture,” and together with the 2000 Joint
Venture, the 2001 Joint Venture and the 2002 Joint Venture, the “Joint Ventures,” and the Joint Ventures together with the
1998 Partnership and the 1999 Partnership, the “QSPEs”). The QSPEs were created in connection with structured loan sale
transactions.

We account for our retained interests in transferred assets (“Retained Interests”) in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishment
of Liabilities” (“SFAS No. 140”). Accordingly, the assets, liabilities, partners’ capital and results of operations of the QSPEs
are not included in our consolidated financial statements.

Note 4. Variable Interest Entities:

General Information

In December 2003, the Financial Accounting Standards Board issued Interpretation No. 46R (“FIN 46R”). The primary
objectives of FIN 46R are to provide guidance on (i) the identification of entities for which control is achieved through
means other than voting rights (Variable Interest Entities (“VIEs™)), and (ii) how to determine when and which business
enterprise should consolidate the VIE (the “primary beneficiary”). This model for consolidation applies to an entity which
either (i) the equity investors, if any, do not have a controlling financial interest or (ii) the equity investment at risk is not
considered sufficient (based on both quantitative and qualitative considerations) to finance the entity’s activities without
receiving additional subordinated financial support from other parties, including the entity’s own equity investors.

An entity should consolidate a VIE if that entity will absorb a majority of the VIE’s expected losses, receive a majority of the
VIE’s expected residual returns, or both.

Conduit Warehouse Facility

On February 7, 2005, we entered into a $100.0 million conduit warehouse facility (the “Conduit Facility”). In conjunction
with the Conduit Facility, we created a new subsidiary, PMC Conduit, a bankruptcy remote entity, which holds the assets and
liabilities of the Conduit Facility. The Conduit Facility operates as a revolving line of credit, collateralized by loans
originated by us, which have been or will be sold to PMC Conduit. The transfer of the loans to PMC Conduit did not meet
the requirements of SFAS No. 140 for gain on sale treatment. PMC Commercial has not guaranteed the repayment of the
obligations of the Conduit Facility.

PMC Conduit was determined to be a VIE and PMC Commercial is the primary beneficiary of PMC Conduit; therefore,
PMC Conduit is consolidated in the financial statements of PMC Commercial.

Junior Subordinated Notes

On March 15, 2005, PMC Commercial issued notes payable (the “Junior Subordinated Notes™) of approximately $27.1
million due March 30, 2035 to a special purpose subsidiary, PMC Preferred Capital Trust-A, a Delaware statutory trust (the
“Preferred Trust”). The Junior Subordinated Notes are subordinated to PMC Commercial’s existing debt.

The Preferred Trust was determined to be a VIE but PMC Commercial is not considered to be the primary beneficiary of the
Preferred Trust; therefore, the Preferred Trust is not consolidated in PMC Commercial’s financial statements. The equity
method is used to account for our investment in the Preferred Trust.



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

value of $267,000 and we recorded a corresponding deferred liability which is included in other liabilities on our
consolidated balance sheet.

We have mortgages on eleven of our Hotel Properties. The net book value of our mortgaged real estate investments was

approximately $22.0 million at March 31, 2005. Our mortgages payable for these Hotel Properties were approximately
$14.0 million at March 31, 2005.

Note 10. Retained Interests:

In our structured loan sale transactions, we contributed loans receivable to a QSPE in exchange for cash and beneficial
interests in that entity. The QSPE issued notes payable (the “Structured Notes™) (usually through a private placement) to
unaffiliated parties (“Structured Noteholders”). The QSPE then distributed a portion of the proceeds from the Structured
Notes to us. The Structured Notes are collateralized solely by the assets of the QSPE which means that should the financial
assets in the QSPE be insufficient for the trustee to make payments on the Structured Notes, the Structured Noteholders have
no recourse against us. Upon the completion of our structured loan sale transactions, we recorded the transfer of loans
receivable as a sale in accordance with SFAS No. 140. As a result, the loans receivable contributed to the QSPE, the
Structured Notes issued by the QSPE, and the operating results of the QSPE are not included in our consolidated financial
statements. The difference between (i) the carrying value of the loans receivable sold and (ii) the sum of (a) the cash
received and (b) the relative fair value of our Retained Interests, constituted the gain or loss on sale. Retained Interests are

carried at estimated fair value, with realized gains and losses recorded in net income and unrealized gains and losses
recorded in beneficiaries’ equity.

We completed joint structured loan sale transactions with PMC Capital during 2000, 2001, 2002 and 2003. Our interests
related to the loans receivable we contributed to these structured loan sale transactions are the “Originated Structured Loan
Sale Transactions.” As a result of the merger, on February 29, 2004, we acquired PMC Capital’s Retained Interests in the

Joint Ventures and 100% of the 1998 Partnership and the 1999 Partnership (collectively, the “Acquired Structured Loan Sale
Transactions”).

14



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Information pertaining to our Originated Structured Loan Sale Transactions as of March 31, 2005 was as follows:

2000 2001 2002 2003
Joint Venture Joint Venture Joint Venture Joint Venture
(Dollars in thousands)
Principal outstanding on sold loans................ $ 35,997 $ 24559 § 20,763  § 37,689
Structured Notes balance outstanding............. $ 31,779 $ 22,005 $ 18,084 $ 33,244
Cash in the collection account...................... $ 1,612 $ 260 $ 218 $ 310
Cash in the reserve account......................... $ 2,243 $ 1,475  $ 1,251 $ 2,271
Weighted average interest rate on loans (1)....... 9.49% 9.67% 9.37% L+4.02%
Discount rate assumptions (2)...................... 7.2% to 11.9% 7.3% to 12.0% 7.3% to 12.0% 7.9% to 11.9%
Constant prepayment rate assumption (3)......... 11.00% 10.75% 10.75% 11.00%
Weighted average remaining life of loans (4).... 3.47 years 4.25 years 4.25 years 4.46 years
Aggregate losses assumed (5)..........ccoveennnn. 3.69% 3.46% 5.30% 3.76%
Aggregate principal losses to date (6)............. 0.33% -% -% -%

(1) Variable interest rates are denoted by the spread over the 90-day LIBOR (“L”).

(2) Discount rates utilized were (i) 7.2% to 7.9% for our required overcollateralization, (ii) 8.9% to 9.0% for our reserve
Sfunds and (iii) 11.9% to 12.0% for our interest-only strip receivables.

(3) The prepayment rate was based on the actual performance of the loan pools, adjusted for anticipated principal
prepayments considering similar loans.

(4) The weighted average remaining life of loans was calculated by summing the product of (i) the sum of the principal
collections expected in each future period multiplied by (ii) the number of periods until collection, and then dividing
that total by (iii) the remaining principal balance.

(5) Represents aggregate estimated future losses as a percentage of the principal outstanding based upon per annum
estimated losses ranging from 0.0% to 2.3%. No losses are assumed in the twelve months ending March 31, 2006 for
those structured loan sale transactions with no current potential impaired loans.

(6) Represents the loss on a loan receivable repurchased by PMC Commercial due to a loan modification and assumption.

15



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Information pertaining to our Acquired Structured Loan Sale Transactions as of March 31, 2005 was as follows:

2000 2001 2002 2003
1998 1999 Joint Joint Joint Joint
Partnership Partnership Venture Venture Venture Venture

(Dollars in thousands)
Principal outstanding on sold loans............... $ 19,078 § 22,713 $ 13,721 § 29,078 $ 26,239  § 49,229
Structured Notes balance outstanding........... $ 18228 § 19,309 $ 11,060 $ 25237 $ 22,036 $ 43,630
Cash in the collection account.................... $ 396§ 395 3 174 S 461 $ 369§ 468
Cash in the reserve account....................... $ 1,546 $ 1,376  $ 829 § 1,575 $ 1,585  § 2,970
Weighted average interest rate of loans (1)..... P+1.22% 9.07% 9.10% 9.65% 9.60% L+4.02%
Discount rate assumptions (2)............cce.e... 6.9%1t011.9% 72%1t011.9%  74%t012.1%  74%t012.1% 7.6%1t012.3% 7.9%to 11.9%
Constant prepayment rate assumption (3)....... 12.00% 15.00% 15.00% 11.00% 11.00% 11.00%
Weighted average remaining life of loans (4).. 3.25 years 2.94 years 2.63 years 3.64 years 4.04 years 4.37 years
Aggregate principal losses assumed (5)......... 3.41% 2.60% 3.64% 3.12% 5.99% 3.55%
Aggregate principal losses to date (6)........... - % - % 4.27% 1.78% - % - %

(1) Variable interest rates are denoted by the spread over (under) the prime rate (“P”) or the 90-day LIBOR (“L”).

(2) Discount rates utilized were (i) 6.9% to 7.9% for our required overcollateralization, (ii) 8.9% to 9.3% for our reserve
Sfunds and (iii) 11.9% to 12.3% for our interest-only strip receivables.

(3) The prepayment rate was based on the actual performance of the loan pools, adjusted for anticipated principal
prepayments considering similar loans.

(4) The weighted average remaining life of loans was calculated by summing the product of (i) the sum of the principal
collections expected in each future period multiplied by (ii) the number of periods until collection, and then dividing
that total by (iii) the remaining principal balance.

(5) Represents aggregate estimated future losses as a percentage of the principal outstanding based upon per annum
estimated losses ranging from 0.0% to 2.4%. No losses are assumed in the twelve months ending March 31, 2006 for
those structured loan sale transactions with no current potential impaired loans.

(6) For the 2000 Joint Venture, represents historical losses incurred prior to our acquisition. For the 2001 Joint Venture,
represents losses on delinquent loans receivable with a “charged-off” status repurchased by PMC Commercial
subsequent to the merger.

At March 31, 2005, one loan ($1.7 million) within our Acquired Structured Loan Sale Transactions was delinquent over 60
days as to payment of principal and interest and is considered a problem loan. In addition, at March 31, 2005, we have
identified a sold loan ($1.6 million) within our Originated Structured Loan Sale Transactions that we consider a problem
loan. Problem loans are loans which are not complying with their contractual terms, the collection of the balance of the
principal is considered impaired and on which the fair value of the collateral is less than the remaining unamortized principal
balance. If we had to liquidate these loans, the losses could exceed estimates and the estimated fair value of our Retained
Interests would decline.

In addition, First Western has Retained Interests related to the sale of (i) loans originated pursuant to the SBA 7(a)
Guaranteed Loan Program and (ii) the unguaranteed portion of its loans receivable through a private placement in 1997
(“FW 97”). At March 31, 2005, the principal balance outstanding on the sold loans of FW 97 was approximately $2.2
million and the reserve fund balance (currently at its minimum requirement) was $912,000. On April 15, 2005, we acquired,
through exercise of our option, the $2.2 million in loans receivable for approximately $2.2 million using existing cash and the
reserve fund balance.

The SBA guaranteed portions of First Western’s loans receivable are sold to either dealers in government guaranteed loans
receivable or institutional investors (“Secondary Market Loan Sales”) as the loans are fully funded. On all Secondary Market
Loan Sales, we may retain an excess spread between the interest rate paid to us from our borrowers and the rate we pay to the
purchaser of the guaranteed portion of the note. At March 31, 2005, the aggregate principal balance of First Western’s

16



PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

serviced loans receivable on which we have an excess spread was approximately $41.8 million and the weighted average
excess spread was approximately 0.7%.

In determining the fair value of our Retained Interests related to Secondary Market Loan Sales, our assumptions at March 31,
2005 included a prepayment speed of 20% per annum and a discount rate of 11.9%.

The estimated fair value of our Retained Interests is based upon an estimate of the discounted future cash flows we will
receive. In determining the present value of expected future cash flows, estimates are made in determining the amount and
timing of those cash flows and the discount rates. The amount and timing of cash flows is generally determined based on
estimates of loan losses and anticipated prepayment speeds relating to the loans receivable contributed to the QSPE. Actual
loan losses and prepayments may vary significantly from assumptions. The discount rates that we utilize in computing the
estimated fair value are based upon estimates of the inherent risks associated with each cash flow stream. Due to the limited
number of entities that conduct transactions with similar assets, the relatively small size of our Retained Interests and the
limited number of buyers for such assets, no readily ascertainable market exists. Therefore, our estimate of the fair value
may or may not vary from what a willing buyer would pay for these assets.

The components of our Retained Interests are as follows:

) Our required overcollateralization (the “OC Piece”). The OC Piece represents the excess of the loans receivable
contributed to the QSPE over the principal amount of the Structured Notes Payable issued by the QSPE, which
serves as additional collateral for the Structured Noteholders.

2) The “Reserve Fund” and the interest earned thereon. The Reserve Fund represents cash that is required to be kept in
a liquid cash account by the QSPE, pursuant to the terms of the transaction documents, as collateral for the
Structured Noteholders, a portion of which was contributed by us to the QSPE upon formation and a portion of
which is built up over time by the QSPE from the cash flows of the underlying loans receivable.

3) The interest-only strip receivable (the “IO Receivable”). The 10 Receivable is comprised of the cash flows that are
expected to be received by us in the future after payment by the QSPE of (a) all interest and principal due to the
Structured Noteholders, (b) all principal and interest on the OC Piece, (¢) any required funding of the Reserve Fund
and (d) on-going costs of the transaction.

17



PMC COMMERCIAL TRUST AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Our Retained Interests consisted of the following:

March 31, 2005

Estimated Fair Value

OC Piece Reserve Fund 10 Receivable Total Cost
(In thousands)
First Western..........cccceeuenen.. $ - $ 912 $ 801 $ 1,713 1,716
1998 Partnership.................. 1,098 1,213 498 2,809 2,720
1999 Partnership................. 3,938 1,112 528 5,578 5,489
2000 Joint Venture............... 9,121 2,213 1,141 12,475 11,444
2001 Joint Venture............... 7,439 2,488 2,982 12,909 11,598
2002 Joint Venture............... 7,962 2,309 978 11,249 10,855
2003 Joint Venture................ 10,887 4,298 3,646 18,831 18,177
$ 40,445 $ 14,545 $ 10,574 $ 65,564 61,999
December 31, 2004
Estimated Fair Value
OC Piece Reserve Fund 10 Receivable Total Cost
(In thousands)
First Western.............coouee.... $ - $ 906 $ 853 $ 1,759 1,739
1998 Partnership.................. 1,131 1,280 520 2,931 2,783
1999 Partnership................. 4,070 1,340 641 6,051 5,844
2000 Joint Venture................ 9,376 2,631 1,079 13,086 11,644
2001 Joint Venture............... 7,847 3,302 4,041 15,190 13,658
2002 Joint Venture............... 8,324 2,661 1,517 12,502 11,330
2003 Joint Venture................ 10,891 4,397 3,716 19,004 18,405
$ 41,639 $ 16,517 $ 12,367 $ 70,523 65,403
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The following sensitivity analysis of our Retained Interests as of March 31, 2005 highlights the volatility that results when
prepayments, losses and discount rates are different than our assumptions:

Asset
Changed Assumption Value Change (1)
(In thousands)
Losses increase by 50 basis points per annum (2)................ $61,838 ($3,726)
Losses increase by 100 basis points per annum (2)............... $58,281 ($7,283)
Rate of prepayment increases by 5% per annum (3)............. $64,571 ($ 993)
Rate of prepayment increases by 10% per annum (3)............ $63,734 ($1,830)
Discount rates increase by 100 basis points....................... $62,949 ($2,615)
Discount rates increase by 200 basis points....................... $60,484 ($5,080)

(1) Any depreciation of our Retained Interests is either included in the accompanying statement of income as a realized loss
(if there is a reduction in expected future cash flows) or on our balance sheet in beneficiaries’ equity as an unrealized
loss.

(2) If we experience losses in excess of anticipated losses, the effect on our Retained Interests would first reduce the value of
the 10 Receivables. To the extent the 10 Receivables could not fully absorb the losses, the effect would then be to
reduce the value of our Reserve Funds and then the value of our OC Pieces.

(3) For example, an 8% assumed rate of prepayment would be increased to 13% or 18% based on increases of 5% or 10%
per annum, respectively.

These sensitivities are hypothetical and should be used with caution. Values based on changes in these assumptions
generally cannot be extrapolated since the relationship of the change in an assumption to the change in fair value is not
linear. The effect of a variation in a particular assumption on the fair value of our Retained Interests is calculated without
changing any other assumption. In reality, changes in one factor are not isolated from changes in another which might
magnify or counteract the sensitivities.

In accordance with SFAS No. 140, our consolidated financial statements do not include the assets, liabilities, partners’
capital, revenues or expenses of the QSPEs. As a result, at March 31, 2005 and December 31, 2004 our consolidated balance
sheets do not include the $301.4 million and $321.4 million of assets, respectively, and $245.5 million and $263.4 million of
liabilities, respectively, related to our structured loan sale transactions recorded by our QSPEs.

The following information summarizes the financial position of the QSPEs at March 31, 2005 and December 31, 2004.

Summary of Financial Position:

1998 Partnership 1999 Partnership 2000 Joint Venture
March 31, December 31, March 31, December 31, March 31, December 31,
2005 2004 2005 2004 2005 2004
(In thousands)
Loans receivable, net...... $ 19,044 $ 19,392 $ 22,713 $ 23,264 $ 49,718  $ 52,540
Total assets................. $ 21,049 $ 21,662 $ 24,605 $ 28,427 $ 54,828 $ 57,808
Notes payable.............. $ 18,228 $ 18,770 $ 19,309 $ 22,814 $ 42840 $ 45,604
Total liabilities............. $ 18,294 $ 18,829 $ 19,416 $ 22,940 $ 42,970 $ 45,742
Partners' capital............ $ 2,755 $ 2,833 $ 5,189 $ 5,487 $ 11,858 $ 12,066
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2001 Joint Venture 2002 Joint Venture 2003 Joint Venture
March 31, December 31, March 31, December 31, March 31, December 31,
2005 2004 2005 2004 2005 2004

(In thousands)

Loans receivable, net...... $ 53,537 $ 58,926 $ 46,497 $ 52,029 $ 86,918 §$ 87,640
Total assets................. $ 57,568 $ 63,591 $ 50,098 $ 56,001 $ 93,223 $ 93,915
Notes payable.............. $ 47,243 $ 52,440 $ 40,120 $ 45,489 $ 76,874 $ 77,586
Total liabilities............. $ 47,507 $ 52,579 $ 40,232 $ 45,615 $ 77,034 $ 77,705
Partners' capital............ $ 10,061 $ 11,012 $ 9,866 $ 10,386 $ 16,189 $ 16,210
The following information summarizes the results of operations of the QSPEs.
Summary of Operations (1):
Three Months Ended March 31,
1998 Partnership 1999 Partnership 2000 Joint Venture
2005 2004 2005 2004 2005 2004
(In thousands)
Interest income............. $ 316 $ 279 $ 526 $ 700 $ 1,239 $ 1,571
Total revenues.............. $ 317 $ 299 $ 528 $ 797 $ 1,306 $ 1,587
Reduction of losses........ $ (H $ 4 3 - $ - $ - $ -
Interest expense............ $ 195 $ 159 $ 323 $ 435 $ 805 $ 1,039
Total expenses.............. $ 212 $ 175 $ 344 $ 461 $ 847 $ 1,093
Net income.................. $ 105 $ 124 $ 184 $ 336 $ 459 $ 494
Three Months Ended March 31,
2001 Joint Venture 2002 Joint Venture 2003 Joint Venture
2005 2004 2005 2004 2005 2004
(In thousands)
Interest income............... $ 1,372 $ 1,577 $ 1,152 $ 1,469 $ 1,455 $ 1,328
Total revenues................ $ 1,728 $ 1,677 $ 1,492 $ 1,842 $ 1,460 $ 1,337
Provision for (reduction
of) losses, net.............. $ 315 $ 397 $ 141 $ 159 $ - $ -

Interest expense.............. $ 818 $ 945 $ 742 $ 940 $ 733 $ 552
Total expenses............... $ 552 $ 1,395 $ 925 $ 1,145 $ 804 $ 635
Net income................... $ 1,176 $ 282 $ 567 $ 697 $ 656 $ 702

(1) Amounts represent 100% of the limited partnership interests in the QSPEs.

The income from our Retained Interests represents the accretion (recognized using the interest method) on our Retained
Interests which is determined based on estimates of future cash flows and includes any fees collected (i.e., late fees,
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prepayment fees, etc.) by the QSPEs in excess of anticipated fees. We update our cash flow assumptions on a quarterly basis
and any changes to cash flow assumptions impact the yield on our Retained Interests. The annualized yield on our Retained
Interests, which is comprised of the income earned less realized losses, was 11.4% and 10.9% during the three months ended
March 31, 2005 and 2004, respectively.

Servicing fee income for the three months ended March 31, 2005 and 2004 for loans held by the QSPEs was approximately
$224,000 and $58,000, respectively. We have not established a servicing asset or liability related to the loans held by our
QSPEs as the servicing fees are considered adequate compensation.

We received approximately $4.2 million and $2.0 million in cash distributions from the QSPEs during the three months
ended March 31, 2005 and 2004, respectively.

During March 2005 a defaulted loan with a principal balance of approximately $2.6 million was transferred from the 2001
Joint Venture to PMC Commercial. Previously, in accordance with Emerging Issues Task Force issue number 02-09, PMC
Commercial had recorded the loan receivable and a corresponding due to affiliate at the estimated value of the loan
receivable of approximately $2.1 million and reversed a previously recorded discount of $415,000. The limited service
hospitality property underlying the loan receivable was sold subsequent to March 31, 2005 for $3.1 million subject to certain
conditions and approvals. We financed the sale through origination of a loan of $2.5 million at an interest rate of LIBOR
plus 4.0% and a maturity and amortization period of 20 years.

Note 11. Other Assets:

Other assets consisted of the following:

March 31, December 31,
2005 2004
(In thousands)

Deferred borrowing costs...................... $ 1,510 $ 103
Straight-line rent receivable................... 1,148 604
Investment in Preferred Trust................. 822 -
Assets acquired in liquidation................. 703 804
Prepaid expenses and deposits................ 679 678
Interest receivable....................oenl L. 442 329
Other......oeeiiiiii 216 235
Other assets.......ovvveiiniiiiiiiieiaaaenn $ 5,520 $ 2,753
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Note 12. Debt:

Information on our debt was as follows:

Notes and debentures payable:
Debentures payable......................
Mortgage notes payable.................
Structured notes payable................
Uncollateralized notes payable.........

Junior Subordinated Notes.............

Credit facilities:

Conduit Facility...............ccoeeeenins
Revolving credit facility.................

Redeemable preferred stock of

subsidiary...........cooiiiiiiiiii,

(1) During March 2005, we prepaid, without penalty, the $20.0 million of uncollateralized notes payable.
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Weighted
March 31, 2005 December 31, 2004 Current Average
Face Carrying Face Carrying Range of Coupon
Amount Value Amount Value Maturities Rate
(In thousands)
15,500 $ 16,225 § 18,500 $ 19,297 2010 to 2015 7.10%
14,045 14,045 14,191 14,191 2005 to 2019 6.92%
7,089 7,089 7,244 7,244 2006 to 2018 6.37%
- - 20,000 20,017 €)) (1
36,634 37,359 59,935 60,749
27,070 27,070 - - 2035 6.26%
8,400 8,400 - - 2008 3.65%
- - 14,600 14,600 2005 N/A
8,400 8,400 14,600 14,600
4,000 3,509 4,000 3,488 2009 to 2010 4.00%
76,104 $ 76,338 $ 78535 § 78,837
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Principal payments required on our debt at March 31, 2005 were as follows (face amount):

Twelve Months
Ending March 31, Total (1)
(In thousands)

2006 $ 4,370

2007 4,183

2008 9,429

2009 2,146

2010 7,262
Thereafter 48,714

$ 76,104

(1) Maturities of the structured notes payable are dependent upon the timing of the cash flows received from the underlying
loans receivable; however, for purposes of determining our debt maturities, principal payments were estimated based
on required principal payments on the underlying loans receivable.

Debentures Payable

Debentures payable represent amounts due to the SBA as a result of borrowings made pursuant to the SBIA. During March
2005, we “rolled-over” $4.0 million of debentures and repaid $3.0 million of debentures. Our new $4.0 million of
debentures bear interest at a fixed rate of 5.925% and are due on March 1, 2015. As of March 31, 2005, the debentures have
maturities ranging from September 2010 to March 2015 with a weighted average cost of funds at March 31, 2005 of 6.0%.
Semi-annual interest only payments are due on the debentures until maturity.

Mortgage Notes Payable

We have entered into eleven mortgage notes payable, each collateralized by a Hotel Property. Four of the mortgage notes
payable are through our subsidiaries formed to issue the mortgage notes and seven are through PMC Commercial. The
mortgage notes payable of PMC Commercial have a weighted average interest rate of 6.1%, mature between December 2005
and August 2019 and have amortization periods of 20 years. At both March 31, 2005 and December 31, 2004, the aggregate
balances outstanding on these obligations were approximately $8.3 million.

The four mortgage notes payable of our subsidiaries have a weighted average interest rate of approximately 8.0% at March
31, 2005 and relate to four Hotel Properties. These mortgages are amortized over 20 years, mature from January 2010 to
December 2017 and have restrictive provisions which provide for substantial prepayment penalties. At March 31, 2005 and
December 31, 2004, the aggregate balances outstanding on these mortgage notes payable were approximately $5.8 million
and $5.9 million, respectively, of which approximately $3.1 million at both March 31, 2005 and December 31, 2004 were
guaranteed by PMC Commercial.

Structured Notes Payable

In June 1998, PMC Commercial formed PMC Trust, a bankruptcy remote partnership that completed a private placement of
fixed-rate loan-backed notes (the “Trust Structured Notes™). The Trust Structured Notes have a stated maturity in 2019;
however, repayment of their principal is based on collections of principal on the underlying loans receivable. The Trust
Structured Notes are collateralized by the loans receivable that we contributed to the partnership. At March 31, 2005 and
December 31, 2004, the principal amount of the outstanding underlying loans receivable was approximately $12.8 million
and $12.9 million, respectively. We have no obligation to pay the Trust Structured Notes, nor do the holders of the Trust
Structured Notes have any recourse against our assets. Accordingly, if PMCT Trust fails to pay the Trust Structured Notes,
the sole recourse of the holders of the Trust Structured Notes is against the assets of PMCT Trust.

Junior Subordinated Notes

On March 15, 2005, PMC Commercial issued Junior Subordinated Notes which are subordinated to PMC Commercial’s
existing debt. The Junior Subordinated Notes bear interest at a floating rate which resets on a quarterly basis at the 90-day
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LIBOR plus 3.25% (computed on a 360-day year). The Junior Subordinated Notes may be redeemed at our option beginning
on March 30, 2010. Interest payments are due on a quarterly basis.

Conduit Facility

On February 7, 2005, we entered into a three-year $100.0 million Conduit Facility. Interest payments on the advances are
payable by PMC Conduit on a monthly basis at a rate approximating LIBOR, plus 1% and PMC Conduit’s principal
repayment obligations are expected to be financed through future securitizations of the loans collateralizing advances under
the Conduit Facility. In addition, we are charged an unused fee equal to 12.5 basis points computed based on the daily
available balance. The Conduit Facility allows for advances based on the amount of eligible collateral sold to the Conduit
Facility and has minimum requirements. At March 31, 2005, approximately $24.3 million of our loans were owned by PMC
Conduit. The Conduit Facility has covenants, the most restrictive of which are maximum delinquency ratios for our
contributed loans and serviced portfolio, as defined in the transaction documents. At the end of each annual period
commencing February 6, 2006, the lenders have the option to extend their respective commitments to make advances for an
additional 364-day period. At March 31, 2005, we were in compliance with the covenants of this facility.

Revolving Credit Facility

PMC Commercial has a revolving credit facility that matures in December 2005 and provides us with credit availability up to
$20 million. We are charged interest on the balance outstanding under the revolving credit facility at our election of either
the prime rate of the lender less 50 basis points or 187.5 basis points over the 30, 60 or 90-day LIBOR. In addition, we are
charged an unused fee equal to 37.5 basis points computed based on our daily available balance. The credit facility requires
us to meet certain covenants, the most restrictive of which (i) provides for an asset coverage test based on our cash and cash
equivalents, loans receivable, Retained Interests and real estate investments as a ratio to our senior debt and (ii) limits our
ability to pay out returns of capital as part of our dividends. At March 31, 2005, we were in compliance with the covenants
of this facility.

Redeemable Preferred Stock of Subsidiary
PMCIC has outstanding 40,000 shares of $100 par value, 4% cumulative preferred stock (the “4% Preferred Stock™). The
4% Preferred Stock is held by the SBA pursuant to the SBIA.

The 4% Preferred Stock was issued during 1994 ($2.0 million) and 1995 ($2.0 million) and must be redeemed at par no later
than 15 years from the date of issuance. In accordance with SFAS No. 150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity,” we have classified the 4% Preferred Stock as a liability on our
consolidated balance sheet. The 4% Preferred Stock was valued at $3,420,000 at the merger date.

During the three months ended March 31, 2005 and 2004, interest paid was approximately $1,665,000 and $1,277,000,
respectively.

Note 13. Earnings Per Share:

The computations of basic earnings per common share are based on our weighted average shares outstanding. The weighted
average number of common shares outstanding was approximately 10,877,000 and 7,948,000 for the three months ended
March 31, 2005 and 2004, respectively. For purposes of calculating diluted earnings per share, the weighted average shares
outstanding were increased by approximately 14,000 and 31,000 shares, respectively, during the three months ended March
31, 2005 and 2004 for the dilutive effect of stock options.

Not included in the computation of diluted earnings per share were outstanding options to purchase 54,875 and 66,400

common shares during the three months ended March 31, 2005 and 2004, respectively, because the options’ exercise prices
were greater than the average market price of the stock.
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Note 14. Dividends Paid and Declared:

On January 10, 2005, we paid a $0.34 per share quarterly dividend to common shareholders of record on December 31,
2004. The Board of Trust Managers declared a $0.35 per share quarterly dividend to common shareholders of record on
March 31, 2005, which was paid on April 11, 2005.

Note 15. Taxable Income:

As a REIT, PMC Commercial generally will not be subject to corporate level Federal income tax on net income that is
currently distributed to shareholders provided the distribution exceeds 90% of REIT taxable income. We may, however, be
subject to certain Federal excise taxes and state and local taxes on our income and property. If PMC Commercial fails to
qualify as a REIT in any taxable year, it will be subject to Federal income taxes at regular corporate rates (including any
applicable alternative minimum tax) and will not be able to qualify as a REIT for four subsequent taxable years.

We make an election under the Internal Revenue Code of 1986, as amended (the “Code”), to treat distributions declared in
the current year as distributions of the prior year’s taxable income. Upon election, the Code provides that, in certain
circumstances, a dividend declared subsequent to the close of an entity’s taxable year and prior to the extended due date of
the entity’s tax return may be considered as having been made in the prior tax year in satisfaction of income distribution
requirements.

PMC Commercial has wholly-owned taxable REIT subsidiaries which are subject to Federal income taxes. The taxable
REIT subsidiaries (“TRS”) are PMCIC, First Western and PMC Funding. The income generated from the taxable REIT
subsidiaries is taxed at normal corporate rates. We account for income taxes in accordance with SFAS No. 109, “Accounting
for Income Taxes” which uses the asset and liability method and deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. The measurement of net deferred tax assets is adjusted by a valuation allowance, if ,
based on our evaluation, it is more likely than not that they will not be realized. We previously provided a valuation
allowance against our deferred tax assets based on our ongoing assessment of their future realization.
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The following table reconciles our net income to REIT taxable income:

Three Months Ended
March 31,
2005 2004
(In thousands, except per share data)
NEtINCOME. . ..vt ittt $ 4,116 $ 14,246
Less: TRS net income, net of tax................... (229) (6)
Add: Book depreciation..............cceevvuinnnnnn. 437 461
Less: Tax depreciation.............cocevevneinennnn, (360) (467)
Book/tax difference on Retained Interests, net ... 515 721
Book/tax difference on lease income............... (381) -
Book/tax difference on property sale............... 39) -
Negative goodwill............coovviiiiiiiiiiiinn.. - (11,593)
Loan valuation..............oovviiiiiiiiniiininnnnn, 110 (189)
Other book/tax differences, net ..................... (37) 7
REIT taxable income.............oooivviiiiiiiiienennnn. $ 4,132 $ 3,180
Distributions declared.................coooviiiiiiin.. $ 3,807 $ 3,055
Dividends declared per share............................ $ 0.35 $ 0.38

Income tax provision related to the TRS’s consists of the following:

Three Months Ended March 31,
2005 2004
(In thousands)

Federal:
Current...........cooevnennn. $ 169 § 18
Deferred.........ccceeevnnnnn. (11) (12)
Income tax provision......... $ 158 § 6
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The provision for income taxes results in effective tax rates that differ from Federal statutory rates of 35%. The
reconciliation of TRS income tax attributable to net income computed at Federal statutory rates to income tax expense was as
follows:

Three Months Ended March 31,

2005 2004
(In thousands)
Income before income taxes for TRS's.........c.oooiiiiiiii $ 387 $ 12
Expected Federal income taX provision.............ceveeuiiieeneennennennns $ 135 § 4
Preferred dividend of subsidiary recorded as minority interest.............. 8 2
Other adjustment. ..........oiiiii e 15 -
INCOME taX PrOVISION. .. euivieitieitit et it et et ete e e e e e eeeean $ 158§ 6
The components of the net deferred tax asset were as follows:
March 31, December 31,
2005 2004
Deferred tax assets: (In thousands)
Operating 10ss carryforwards..............o.ooiveriiniiiiniinaninn.s $ 170  $ 171
NS 4 (6 11T ] S 176 188
Loan valuation.............oviiiiiiiii e, 125 105
Premiums on acquired notes and debentures payable............... 114 133
OheT. e 95 80
Total gross deferred tax assets.........o.ovvvveinriiiineinnneninnnn. 680 677
Valuation allowance.............ccoviiiiiiiiiiiiiee e 170 171
510 506
Deferred tax liabilities:
Discount on acquired redeemable preferred stock of
SUDSIAIATY . ...ttt 172 179
Total gross deferred tax liabilities...............cooeviiiiinninnn.. 172 179
Deferred tax asset, NEt.........oovieiriniieiiiiiiiee e, $ 338 § 327

The net operating loss carryforwards were generated by PMC Funding. These net operating loss carryforwards are available
to offset future taxable income of PMC Funding. However, based on PMC Funding’s historical and anticipated pretax
earnings, management does not believe that we will realize the benefit of these net operating loss carryforwards.
Accordingly, they were valued at zero at March 31, 2005. The net operating loss carryforwards expire from 2012 to 2023.

We paid $130,000 in income taxes during the three months ended March 31, 2005. We did not pay any income taxes during
the three months ended March 31, 2004.
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Note 16. Other Income:
Other income consisted of the following:

Three Months Ended

March 31,
2005 2004
(In thousands)

Prepayment fees........................... $ 338 $ 330
Servicing income......................... 325 95
Premium income.......................... 163 -
Other loan related fees................... 131 100
Other inCOME........ccoveviriinininnnnn, $ 957 $ 525

Note 17. Discontinued Operations:

Discontinued operations of our Hotel Properties (one hotel property and three hotel properties at March 31, 2005 and 2004,
respectively) consisted of the following:

Three Months Ended
March 31,
2005 2004
(In thousands)

Lease income.............ocevevevninnnn. $ 57 $ 200
Advisory fees..........ooviiiiiiiiininn. - ®)
Other expense........c.coeevvvvevenennnn.. (1) -
Depreciation............coevvveiininnnnn.. - (42)
Net earnings..........coeeveveviinennennns, 56 150
Gains on sales of real estate............. 136 -
Discontinued operations................. $ 192 $ 150

We sold a hotel property during March 2005 for $2.1 million and recognized a gain of approximately $127,000. Arlington
provided us with a Shortfall note receivable with an estimated fair value of $267,000 and we recorded a corresponding
deferred liability which is included in other liabilities on our consolidated balance sheet.
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Note 18. Supplemental Disclosure of Cash Flow Information:
Information regarding our non-cash activities was as follows:

Three Months Ended
March 31,
2005 2004
(In thousands)

Non-cash investing activities:

Reduction of due to affiliate and Retained Interests..................... $ 2,126  $ -

Loan receivable established through due to affiliate.................... $ 415  $ 797

Note receivable and deferred liability recorded upon
sale of hotel Property..........coviiiiiiiiiiiiee e $ 267 $ -

Reclassification from loans receivable to assets acquired
N HQUIdAtion. ......oii e $ -3 1,184

Loan receivable originated in connection with sale of
asset acquired in liquidation.................ooooiiiiiiiii i $ - § 900

Note 19. Commitments and Contingencies:

Loan Commitments

Commitments to extend credit are agreements to lend to a customer provided the terms established in the contract are met.
Our outstanding loan commitments and approvals to fund new loans were approximately $52.8 million at March 31, 2005, of
which (i) approximately $10.8 million are for loans to be originated by First Western, approximately 75% of which will be
sold pursuant to Secondary Market Loan Sales and (ii) approximately $3.9 million represents commitments of our SBICs. At
March 31, 2005, approximately $6.2 million of our cash and cash equivalents are available for future operating commitments
of our SBICs. Pursuant to SBA rules and regulations, our SBICs cannot advance funds to PMC Commercial or its affiliates.
As a result, PMC Commercial may have to borrow funds to make investments even though our SBICs have available cash
and cash equivalents.

The majority of our commitments and approvals were for variable-rate loans based on the prime rate or the 90-day LIBOR at
spreads over the prime rate generally ranging from 1.75% to 2.75% and over LIBOR generally ranging from 3.5% to 4.5%.
The weighted average interest rate on our loan commitments and approvals at March 31, 2005 was approximately 7.3%.
Commitments generally have fixed expiration dates and require payment of a fee to us. Since some commitments are
expected to expire without being drawn upon, total commitment amounts do not necessarily represent future cash
requirements.
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Operating Lease
We lease office space in Dallas, Texas under a lease which expires in October 2011. Future minimum lease payments under
this lease are as follows:

Twelve Months

Ending
March 31, Total
(In thousands)

2006 $ 158
2007 170
2008 182
2009 194
2010 205
Thereafter 348
$ 1,257

Rent expense, which is being recorded on a straight-line basis, amounted to approximately $40,000 and $13,000 during the
three months ended March 31, 2005 and 2004, respectively.

Structured Loan Sale Transactions

The transaction documents of the QSPEs contain provisions (the “Credit Enhancement Provisions™) that govern the assets
and the inflow and outflow of funds of the QSPE formed as part of the structured loan sale transactions. The Credit
Enhancement Provisions include specified limits on the delinquency, default and loss rates on the loans receivable included
in each QSPE. If, at any measurement date, the delinquency, default or loss rate with respect to any QSPE were to exceed
the specified limits, the Credit Enhancement Provisions would automatically increase the level of credit enhancement
requirements for that QSPE. During the period in which the specified delinquency, default or loss rate was exceeded, excess
cash flow from the QSPE, if any, which would otherwise be distributable to us, would be used to fund the increased credit
enhancement levels up to the principal amount of such loans and would delay or reduce our distribution. In general, there
can be no assurance that amounts deferred under Credit Enhancement Provisions would be received in future periods or that
future deferrals or losses will not occur.

Environmental

PMC Funding has recorded a liability of approximately $300,000 for the estimated costs at March 31, 2005 to remediate an
environmental obligation related to an asset sold by PMC Funding. The sale was financed by PMC Capital with a loan with
a current outstanding principal balance of approximately $495,000. Under purchase accounting, the liability was assumed
and the loan was acquired by PMC Commercial in the merger with PMC Capital. Our borrower has the primary
responsibility for the environmental remediation.

On February 25, 2005, we were informed by the Georgia Department of Natural Resources that the current remediation plan
for the property requires revision. While our borrower has the primary responsibility for the environmental remediation, to
the extent we were forced to reacquire the property, we currently believe that the estimated fair value of the collateral
underlying the loan exceeds the current outstanding principal balance on the loan. At the present time, we have been unable
to quantify additional costs, if any, of the potential changes in remediation methods requested by Georgia; however, these
costs could be material and may exceed the value of the collateral net of the recorded liability and the current outstanding
principal balance of the loan.

Property Taxes on Hotel Properties

Per the Lease Agreement, Arlington is obligated to pay all property taxes on the Hotel Properties. However, to the extent
Arlington does not make the required tax payments, these property taxes would become our responsibility. As of March 31,
2005, property taxes due but not yet paid by Arlington totaled approximately $360,000. Tax assessments on our 18 Hotel
Properties for the year ended December 31, 2004 were approximately $723,000.
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Litigation
In the normal course of business we are subject to various proceedings and claims, the resolution of which will not, in
management's opinion, have a material adverse effect on our financial position or results of operations.

Note 20. Business Segments:

Operating results and other financial data are presented for our principal business segments. These segments are categorized
by line of business which also corresponds to how they are operated. The segments include (i) the Lending Division, which
originates loans to small businesses primarily in the hospitality industry and (ii) the Property Division which owns our Hotel
Properties.

Business segment data for the three months ended March 31, 2005 and 2004 was as follows:

For the Three Months Ended March 31,

2005 2004
Lending Property Lending Property
Total Division Division Total Division Division
(In thousands)
Revenues:
Interest income - loans and other income...................... $ 3444 $ 3444 $ - $ 1,866 $ 1,866 $ -
LeaSE INCOME......cuveveeeeeerieeeeieteeere ettt senenes 1,583 - 1,583 1,276 - 1,276
Income from Retained Interests.................coevveeeenennn. 2,527 2,527 - 1,295 1,295 -
TOtAL vttt ettt 7,554 5,971 1,583 4,437 3,161 1,276
Expenses:
INEETESE (1).vevvieiiieiiicecee ettt 1,187 804 383 860 488 372
DEPIeciation..........c.cueueuereuerriririniririireeseeieeieieene e 437 - 437 419 - 419
Salaries and related benefits (2)..............ccoviiiiiinn 1,055 950 105 307 277 30
Advisory and servicing fees to affiliate, net......................... - - - 287 236 51
General and administrative. ..............coevvieieenennnn. 597 597 - 223 223 -
Realized losses on Retained Interests............c.ccveveveerennenene 21 21 - 13 13 -
Provision for (reduction of) loan losses, net.................. 153 153 - (189) (189) -
TOtAL vttt ettt 3,450 2,525 925 1,920 1,048 872
Income before income tax provision, minority interest,
discontinued operations and extraordinary item............. 4,104 3,446 658 2,517 2,113 404
Income tax ProvViSION. .........c..eueneeniererienniiieieneeneennn, (158) (158) - 6) (6) -
Minority interest (preferred stock dividend of subsidiary)... (22) (22) - ®) ®) -
Income from continuing operations. ..................c.ceeeueene. 3,924 3,266 658 2,503 2,099 404
Discontinued operations:
Gains on sales of real estate...............cooeeeeiiiininnin. 136 9 127 - - -
Net earnings (10SS). . ... ocuveueiiriiiiiiiiiiri e 56 (1) 57 150 - 150
Income before extraordinary item............c.ccoeeevvenninnn. 4,116 3,274 842 2,653 2,099 554
Extraordinary item:
Negative 200dWill..........cooeviiiiiiiiiiiiie - - - 11,593 11,593 -
NELINCOMIE. ...covveeeeveeereeeee ettt ettt es s seaeenenas $ 4,116 $ 3274 $ 842 $ 14,246 $ 13,692 $ 554

(1) Interest expense specifically identifiable to a particular division is allocated to that division. Interest expense which is not specifically identifiable
is allocated based on the relative total assets of each division.
(2) Salaries and related benefits were allocated to the property division based on management's estimate of time spent for oversight of the Lease

Agreement.

Total assets at March 31, 2005 were allocated approximately $210.2 million to the Lending Division and $37.4 million to
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the Property Division.

We added approximately $160,000 and $322,000 to furniture, fixtures and equipment related to the Property Division for the
three months ended March 31, 2005 and 2004, respectively. There were no additions to furniture, fixtures and equipment
related to the Lending Division during the three months ended March 31, 2005 or 2004.

Note 21. Subsequent Event:

The base rent payment due from Arlington, Inns, Inc. on May 1, 2005 under the terms of the Lease Agreement has not been
paid. If the base rent is not paid prior to the close of business on May 13, 2005 and/or the terms of a waiver or an
amendment (as described below) are not reached, we may, among other things, declare an event of default under the terms of
the Lease Agreement. If a default is declared, our rights include termination of the Lease Agreement, taking possession of
the properties and seeking recovery from Arlington, as guarantor, of the losses suffered.

If we declare a default, we would incur costs including holding costs, legal fees and potential costs to re-franchise the
properties. In addition, if we declare an event of default and take possession of the Hotel Properties, it is likely that we will
incur a significant impairment charge during the second quarter of 2005. While Arlington has guaranteed the obligations in
connection with the Lease Agreement, there can be no assurance that we will be able to collect on the guarantee.

We have been requested by Arlington to amend the terms of our Lease Agreement to provide for, among other things, a

further reduction in current lease payments. There can be no assurance that the Lease Agreement will be modified with
terms and conditions acceptable to us.
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