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

FORM 10 - Q

(Mark One)

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

For the quarterly period ended March 31, 2006
OR

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

For the transition period from to

Commission File Number 1-13610

PMC COMMERCIAL TRUST

(Exact name of registrant as specified in its charter)

TEXAS 75-6446078
(State or other jurisdiction (L.R.S. Employer Identification No.)
of incorporation or organization)

17950 Preston Road, Suite 600, Dallas, TX 75252 (972) 349-3200
(Address of principal executive offices) (Registrant's telephone number)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES T NO

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

Large accelerated filer Accelerated filer T Non-accelerated filer

Indicate by check mark whether the Registrant is a well-known seasoned issuer (as defined in Rule 405 of the Securities
Act). YES _  NO _T

Indicate by check mark whether the Registrant is a shell company (as defined in Exchange Act Rule 12b-2).
YES NO T

As of May 8, 2006, the Registrant had outstanding 10,741,921 Common Shares of Beneficial Interest, par value $.01 per
share.



PMC COMMERCIAL TRUST AND SUBSIDIARIES

INDEX
PAGE NO.
PART 1. Financial Information
Item 1. Financial Statements
Consolidated Balance Sheets (Unaudited) -
March 31, 2006 and December 31,2005..........cccoceviiiniiiinnninn, 2
Consolidated Statements of Income (Unaudited) -
Three Months Ended March 31, 2006 and 2005.......................... 3
Consolidated Statements of Comprehensive Income (Unaudited) -
Three Months Ended March 31, 2006 and 2005........cc.....oevvenn.n. 4
Consolidated Statements of Beneficiaries’ Equity (Unaudited) —
Three Months Ended March 31, 2006 and 2005..........cccc..ovnneeee. 5
Consolidated Statements of Cash Flows (Unaudited) -
Three Months Ended March 31, 2006 and 2005............cccceueeeee ... 6
Notes to Consolidated Financial Statements (Unaudited).................. 7
Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operations........................... 32
Item 3. Quantitative and Qualitative Disclosures About Market Risk............ 49
Item 4. Controls and Procedures.............ccoevviiiiiiiiiiiiiiiieee e 52
PART II. Other Information
Item 1. Legal Proceedings........ovvuvieiiiiiiiiiiei e, 53
Item 1A. Risk Factors.........ooouiuiiiiii e, 53
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds............. 53
Item 3. Defaults upon Senior Securities...........cooeviiiiiiiiiiiiiiiiiiinn, 53
Item 4. Submission of Matters to a Vote of Security Holders..................... 53
Item 5. Other Information..............cooiiiiiiiiiiiii e 53

Ttem 6. ExXNIDItS. .. ..o e 53



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,
2006 2005
(Unaudited)
Cash flows from operating activities:
INEE ANICOIMIE. ...ttt ettt ettt ettt ettt e et et e et e et et e et e et e eteeseeseeseeseete et e eseeseeseete e e e ea e e e eeenes $ 5,041 $ 4,116
Adjustments to reconcile net income to net cash provided by operating activities:
DIEPTECIALION. ...ttt ettt ettt ettt ettt ettt e st et e e s e eb e e beseebeneebenenbe et e e e e enens 71 437
Realized losses on retained interests in transferred assets.............cooovviiiiiiiiiinniiienn, 48 21
Net gains on sales 0f 1Al ESTALE. ... ...uuinit ittt (1,877) (136)
Deferred income taxes... (36) (11)
Provision for loan losses 51 153
Provision for losses on rent and related receivables..............coeveiiiiiiiiniiiiiiinnn, 300 -
TMPAITMENTE LOSSES. .. enitetete ettt e et 73 -
Premium income adjustment. .......... ..ottt 8 29
Amortization and aCCTEHON, TEL. ... ... ...ttt ittt e e er e et e eenneneas 41) (106)
Share-based COMPENSAtION. ............iuiitiiiiii it 17 -
Loans funded, held for Sale...........ouvuiiiiii e (860) (1,555)
Proceeds from sale of guaranteed loans 418 1,940
Loan fees collected, net 80 152
Capitalized loan origination COSES. ............o.oiuiiiiiiiiii i (106) (36)
Change in operating assets and liabilities:
Due to/from affiliates, Net............o.oiiiiiiii i (825) 16
[ 1T T £ PPN (231) (634)
BOITOWET @dVANCES. ... .ttt e 396 (149)
Accounts payable and accrued EXPEISES. . ... .. uuuuinine it inetet et eens (710) (519)
Other liabilities..............ccccvenennen. (291) (329)
Net cash provided by operating activities 1,526 3,389
Cash flows from investing activities:
L0ANS FUNAEA. ...ttt ettt ettt e e e n (3,766) (6,696)
Principal collected on loans receivable 13,695 7,388
Principal collected on NOtes TeCEIVADIE. . .. ...uuii ettt - 133
Principal collected on retained interests in transferred assets 1,712 1,700
Proceeds from assets acquired in liquidation held for sale, net................cooviiiiiiinniniannn, 531 113
Proceeds from sales of hotel properties, net............. 2,529 2,012
Proceeds from mortgage-backed security of affiliate 13 37
Investment in retained interests in transferred assets - (818)
Investment in PMC Preferred Capital Trust-A..........ooiniriniiiiiiiiei e - (820)
Investment in restricted INVESIMENTS, NET.........vuiuitieitiiii e (925) (344)
Purchase of furniture, fixtures and equipment (29) (160)
Net cash provided by iNVESEING @CHIVITIES..........ccooiririieiiii e 13,760 2,545
Cash flows from financing activities:
Proceeds from issuance of COMMON SNATES.........c.c.covririririeieuiueiiinininreieeice et e e e - 39
Purchase of treasury Shares...........c.o.iuiii it (303) -
Repayment of revolving credit facility, NEt.........ccoeririeireirieiirieiieeeeee et e e e ene - (14,600)
Proceeds from issuance of SBA debentures.. - 4,000
Proceeds from (repayment of) conduit warehouse facility, net................cooeviiiiiiiiiiinninn. (3,500) 8,400
Proceeds from issuance of junior subordinated notes.....................cooo - 27,070
Payment of principal on notes and mortgages payable and debentures (8,249) (27,302)
Payment 0f DOITOWING COSES. ... .uvuiuttii ettt e - (1,466)
Payment of diVIAENAS.......c.ocueuiieiiieiiieieeteete ettt e e e n (3,232) (3,698)
Net cash used in fiNANCING ACTIVITIES. ..........cciiririiiiicce e (15,284) (7,557)
Net increase (decrease) in cash and cash eqUIVAIENTS...........c.covieeeeininrse e 2 (1,623)
Cash and cash equivalents, beginning Of YEar..........c.cocoviiiiiiniicc 3,967 9,065
Cash and cash equivalents, end Of PEFiOQ..........oviveieiiiiiniiece s $ 3,969 $ 7,442

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, 2006 and the consolidated statements of income, comprehensive
income, beneficiaries’ equity and cash flows for the three months ended March 31, 2006 and 2005 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, 2006 and our results of operations for the three months ended March 31, 2006
and 2005. 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, 2005.

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect (1) the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and (2) the reported amounts of revenues and expenses during the
period. Actual results could differ from those estimates. Our most sensitive estimates involve the valuation of our retained
interests in transferred assets, determination of reserves on our receivables and impairment analyses on our long-lived assets.

The results for the three months ended March 31, 2006 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. The majority of
these loans are 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 and loans guaranteed by the Small Business Administration
(“SBA”) collateralized by business assets and/or real estate. 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.”

Note 3. Consolidation:

We consolidate entities that we control by ownership of a majority voting interest as well as variable interest entities
(“VIEs”) 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 any 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”), PMC Properties, Inc. (“PMC Properties”) 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 SBA 7(a) Guaranteed Loan
Program. PMCIC and Western Financial are licensed specialized small business investment companies under the Small
Business Investment Act of 1958, as amended (“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. PMC Properties is
the operator, through third party managers, of our limited service hospitality properties.



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

In addition, we own subordinate financial interests in several non-consolidated special purpose entities (i.e., retained interests
in transferred assets (“Retained Interests”)). 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”) created in connection with structured loan sale transactions.

We account for our 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”) and
Emerging Issues Task Force Issue No. 99-20, “Recognition of Interest Income and Impairment on Purchased and Retained
Beneficial Interests in Securitized Financial Assets.” While we are the servicer of the assets held by these QSPEs, we are
required under the transaction documents to comply with strict servicing standards and are subject to the approval of the
trustees and/or noteholders regarding any significant issues associated with the assets. As a result, we believe we have
relinquished control of the assets sold to the QSPEs. Accordingly, the assets, liabilities, partners’ capital and results of
operations of the QSPESs are not included in our consolidated financial statements.

Note 4. Reclassifications:

Certain prior period amounts have been reclassified to conform to the current year presentation. These reclassifications had
no effect on previously reported net income or total beneficiaries’ equity.

Note S. Share-Based Compensation Plans:

At March 31, 2006, we have options outstanding under share-based compensation plans. The 1993 Employee Share Option
Plan and the Trust Manager Share Option Plan expired in December 2003; thus, no additional options will be issued under
these two plans. The 2005 Equity Incentive Plan permits the grant of options to our employees, executive officers and Board
of Trust Managers and restricted shares to our executive officers and Board of Trust Managers for up to 500,000 common
shares. We use the fair value recognition provisions of SFAS No. 123R, “Accounting for Stock-Based Compensation,” to
account for all awards granted, modified or settled.

We issued an aggregate of 9,060 restricted shares to executive officers and our Board of Trust Managers on June 11, 2005 at
the then current market price of the shares at $14.54. Compensation expense is being recognized over the vesting period.
We recorded compensation expense of approximately $17,000 during the three months ended March 31, 2006 for the vested
portion of our restricted share issuance. As of March 31, 2006, there was approximately $32,000 of total unrecognized
compensation expense related to the unvested restricted shares which will be recognized over the next fourteen months.

Note 6. Recently Issued Accounting Pronouncements:

In May 2005, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 154 (“SFAS No. 154”), “Accounting
Changes and Error Corrections” which replaces Accounting Principles Board (“APB”) Opinion No. 20, “Accounting
Changes” and SFAS No. 3, “Reporting Accounting Changes in Interim Financial Statements — An Amendment of APB
Opinion No. 28.” SFAS No. 154 provides guidance on the accounting for and reporting of accounting changes and error
corrections. It establishes retroactive application, or the latest practicable date, as the required method for reporting a change
in accounting principle and the reporting of a correction of an error. SFAS No. 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after December 15, 2005. The adoption of SFAS No. 154 did not have a
material impact on our consolidated financial statements.

The FASB issued SFAS No. 155 (“SFAS No. 155”), “Accounting for Certain Hybrid Financial Instruments — an amendment
of FASB Statements No. 133 and 140” in February 2006. SFAS No. 155 (1) permits fair value remeasurement for hybrid
financial instruments that contain an embedded derivative that would otherwise require bifurcation, (2) clarifies which
interest-only strip receivables are not subject to the requirements of SFAS No. 133, (3) establishes a requirement to evaluate
interests in securitized financial assets to identify interests that are freestanding derivatives or hybrid financial instruments



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

Information pertaining to our Acquired Structured Loan Sale Transactions as of March 31, 2006 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............... $ 15,752 $ 18,439 § 11,056  § 204401 $ 22299 § 42,391
Structured Notes balance outstanding........... $ 15020 $ 15014 $ 8376 § 18265 §$ 18,053  § 37,068
Cash in the collection account.................... $ 292§ 311 $ 131 3 1,950 S 261§ 749
Cash in the reserve account....................... $ 1,333  § 1,214  $ 669 $ 1,337  $ 1,347  $ 2,579
Weighted average interest rate of loans (1)..... P+1.11% 9.09% 9.06% 9.67% 9.63% L+4.02%
Discount rate assumptions (2)............c......  8.9%1012.6% 7.9%1012.6%  8.3%t013.0% 8.1%1t0 12.8% 8.0%1t0 12.7% 8.5%to 12.6%
Constant prepayment rate assumption (3)....... 12.50% 14.00% 14.00% 12.00% 12.00% 12.00%
Weighted average remaining life of loans (4).. 3.15 years 2.94 years 2.23 years 3.08 years 3.78 years 4.16 years
Aggregate principal losses assumed (5)......... 3.17% 2.58% 3.07% 2.47% 2.64% 2.85%
Aggregate principal losses to date (6)........... - % - % 4.28% 1.78% 1.31% - %

(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 (a) 7.9% to 8.9% for our required overcollateralization, (b) 9.6% to 10.0% for our reserve
Sfunds and (c) 12.6% to 13.0% 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 (a) the sum of the principal
collections expected in each future period multiplied by (b) the number of periods until collection, and then dividing
that total by (c) the remaining principal balance.

(5) Represents aggregate estimated future losses as a percentage of the principal outstanding based upon per annum losses
ranging from 0.0% to 1.75%. To the extent any loans are likely to be liquidated in the next twelve months, estimated
losses were assumed to occur during that period. No losses are assumed in the twelve months ending March 31, 2007
for those structured loan sale transactions with no current potential impaired loans.

(6) Represents aggregate principal losses to date as a percentage of the principal outstanding at inception. For the 2000
Joint Venture, represents historical losses incurred prior to our acquisition. For the 2001 Joint Venture and the 2002
Joint Venture, represents losses on delinquent loans receivable with a “charged-off” status repurchased by PMC
Commercial.

At March 31, 2006, none of the loans sold to the QSPEs were delinquent over 60 days as to principal and interest.

First Western has Retained Interests related to the sale of loans originated pursuant to the SBA 7(a) Guaranteed Loan
Program. 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
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 and servicing costs. At March 31, 2006, the aggregate
principal balance of First Western’s serviced loans receivable on which we had an excess spread was approximately $38.8
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, 2006 included a prepayment speed of 20%
per annum and a discount rate of 12.6%.

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
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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

PMC COMMERCIAL TRUST AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

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, (c) any required funding of the Reserve Fund
and (d) on-going costs of the transaction.

Our Retained Interests consisted of the following:

First Western

1998 Partnership
1999 Partnership

2000 Joint Venture...............
2001 Joint Venture...............
2002 Joint Venture...............

2003 Joint Venture

First Western

1998 Partnership
1999 Partnership

2000 Joint Venture................
2001 Joint Venture...............
2002 Joint Venture...............
2003 Joint Venture................

March 31, 2006

Estimated Fair Value

OC Piece Reserve Fund 10 Receivable Total Cost
(In thousands)
$ - $ - $ 731 $ 731 703
900 1,032 374 2,306 2,240
3,811 936 426 5,173 5,157
8,791 2,076 835 11,702 10,539
7,100 2,269 2,087 11,456 10,585
7,734 2,118 1,812 11,664 10,766
10,861 3,726 2,952 17,539 16,729
$ 39,197 $ 12,157 $ 9,217 $ 60,571 56,719
December 31, 2005
Estimated Fair Value
OC Piece Reserve Fund 10 Receivable Total Cost
(In thousands)
$ - $ - $ 779 $ 779 741
915 1,048 412 2,375 2,306
3,885 955 499 5,339 5,240
8,953 2,231 892 12,076 10,809
7,227 2,619 2,440 12,286 11,023
7,890 2,147 1,831 11,868 10,803
10,878 4,304 3,086 18,268 17,550
$ 39,748 $ 13,304 $ 9,939 $ 62,991 58,472
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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, 2006 highlights the volatility that results when
prepayments, losses and discount rates are different than our assumptions:

Estimated
Fair Asset
Changed Assumption Value Change (1)
(In thousands)
Losses increase by 50 basis points per annum (2)................ $57,919 ($2,652)
Losses increase by 100 basis points per annum (2)............... $55,290 ($5,281)
Rate of prepayment increases by 5% per annum (3)............. $59,774 S 797
Rate of prepayment increases by 10% per annum (3)............ $59,137 ($1,434)
Discount rates increase by 100 basis points....................... $58,330 ($2,241)
Discount rates increase by 200 basis points....................... $56,206 ($4,365)

(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.

We monitor the governing pooling and servicing agreements for each of our structured loan sale transactions and believe the
servicing-related terms set forth therein are industry standard and consistent with QSPE criteria. Accounting standard setters
are currently assessing servicing activities involving QSPEs and, consequently, there may now be some uncertainty with
respect to the accounting for sale transactions involving QSPEs. As accounting standard setters continue to interpret QSPE
criteria under SFAS No. 140, there may be a material resultant impact on our consolidated financial statements.

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, 2006 and December 31, 2005 our consolidated balance
sheets do not include the $254.6 million and $276.1 million of assets, respectively, and $200.7 million and $220.8 million of
liabilities, respectively, related to our structured loan sale transactions recorded by our QSPEs. At March 31, 2006, the
partners’ capital of our QSPEs was approximately $53.8 million compared to the value of the associated Retained Interests of
$59.8 million.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The following information summarizes the financial position of the QSPEs at March 31, 2006 and December 31, 2005.

Summary of Financial Position:

1998 Partnership 1999 Partnership 2000 Joint Venture
March 31, December 31, March 31, December 31, March 31, December 31,
2006 2005 2006 2005 2006 2005
(In thousands)
Loans receivable, net...... $ 15728 $ 15969 $ 18,439 S 20203 $ 41,790 $ 42,263
Total assets................. $ 17,429 $ 17,682 $ 20,087 $ 21,947 $ 44,995 $ 48,253
Structured Notes........... $ 15,020 $ 15,240 $ 15,014 $ 16,795 $ 33,694 $ 36,697
Total liabilities............. $ 15,099 $ 15,314 $ 15,098 $ 16,389 $ 33,796 $ 36,809
Partners' capital............ $ 2,330 $ 2,368 $ 4,989 $ 5,058 $ 11,199  § 11,444
2001 Joint Venture 2002 Joint Venture 2003 Joint Venture
March 31, December 31, March 31, December 31, March 31, December 31,
2006 2005 2006 2005 2006 2005
(In thousands)
Loans receivable, net...... $ 41,968 $ 49,175 $ 42,513 $ 42,843 $ 73270 $ 75,566
Total assets................. $ 47,059 $ 52,918 $ 45,889 $ 46,256 $ 79,109 $ 89,017
Structured Notes........... $ 37,300 $ 42,731 $ 35,550 $ 35,844 $ 63,509 $ 72,782
Total liabilities............. $ 37,399 § 42845 35649  $ 35944  § 63,682 $ 72,964
Partners' capital............ $ 9,660 $ 10,073 $ 10,240 $ 10,312 $ 15427 § 16,053
The following information summarizes the results of operations of the QSPEs.
Summary of Operations:
Three Months Ended March 31,
1998 Partnership 1999 Partnership 2000 Joint Venture
2006 2005 2006 2005 2006 2005
(In thousands)
Interest income............. $ 343 $ 316 $ 445 $ 526 $ 1,013 $ 1,239
Total revenues.............. $ 344 $ 317 $ 459 $ 528 $ 1,016 $ 1,306
Reduction of losses........ $ (H 8 (nH 3 - $ - $ (17) $ -
Interest expense............ $ 236 $ 195 $ 265 $ 323 $ 625 $ 805
Total expenses.............. $ 250 $ 212 $ 284 $ 344 $ 644 $ 847
Net income.................. $ 94 $ 105 $ 175 $ 184 $ 372 $ 459
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PMC COMMERCIAL TRUST AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Three Months Ended March 31,

2001 Joint Venture

2002 Joint Venture

2003 Joint Venture

2006 2005 2006 2005 2006 2005
(In thousands)
Interest income............... $ 1,124 $ 1,372 $ 1,041 $ 1,152 1,687 $ 1,455
Total revenues................ $ 1,348 $ 1,728 $ 1,049 $ 1,492 1,706 $ 1,460
Provision for (reduction
of) losses, net.............. $ - $ (315) $ - $ 141 6 $ -

Interest expense.............. $ 640 $ 818 $ 595 $ 742 949 $ 733
Total expenses............... $ 679 $ 552 $ 630 $ 925 1,006 $ 804
Net income................... $ 669 $ 1,176 $ 419 $ 567 700 $ 656

The income from our Retained Interests represents the accretion (recognized using the effective 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,
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 13.2% and 11.4% during the three months ended

March 31, 2006 and 2005, respectively.

Servicing fee income for the three months ended March 31, 2006 and 2005 for loans held by the QSPEs was approximately
$186,000 and $224,000, 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 $4.0 million and $4.2 million in cash distributions from the QSPEs during the three months

ended March 31, 2006 and 2005, respectively.
Note 10. Other Assets:

Other assets consisted of the following:

March 31, December 31,
2006 2005
(In thousands)

Assets acquired in liquidation, net............ $ 1,439 $ 1,014
Deferred borrowing costs, net................. 1,260 1,340
Investment in Preferred Trust................. 820 820
Interest receivable.............................. 709 698
Prepaid expenses and deposits................ 701 653
Other... ..o 587 382
Other assets. .. ..ouvueeeieiieieieiaieein, $ 5,516 $ 4,907
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Note 11. Debt:

Information on our outstanding debt was as follows:

Current
Weighted
March 31, 2006 December 31, 2005 Current Average
Face Carrying Face Carrying Range of Coupon
Amount Value Amount Value Maturities Rate
(In thousands)
Notes and debentures payable:
Debentures..........cooeeviiveeinannnn.. $ 15500 $ 16,091 $ 15,500 $ 16,125 2010 to 2015 7.10%
Mortgage notes (1)..........c.ceevnnn... 5,420 5,420 11,473 11,473 2009 to 2017 8.20%
Structured notes............ooovviinnn.n. 2,973 2,973 5,167 5,167 2006 to 2018 6.37%
23,893 24,484 32,140 32,765
Junior Subordinated Notes................ 27,070 27,070 27,070 27,070 2035 7.78%
Credit facilities:
Conduit Facility...............ccoeenennns 20,705 20,705 24,205 24,205 2008 5.65%
Revolving credit facility................. - - - - 2006 N/A
20,705 20,705 24,205 24,205
Redeemable preferred stock of
subsidiary...........ooooviiiiiinn 4,000 3,598 4,000 3,575 2009 to 2010 4.00%
Other.......ovvviiiiiiii 11 11 - - 2006 9.50%
Debt...oeiiiii $§ 75679 $ 75,868 § 87,415 $§ 87,615

(1) We have mortgages on our Hotel Properties which are considered held-for-sale totaling approximately $1.3 million and
35.9 million at March 31, 2006 and December 31, 2005, respectively, included in debt and accrued expenses — real estate

investments on our consolidated balance sheets.
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Principal payments required on our debt at March 31, 2006 were as follows (face amount):

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

2007 $ 1,921

2008 21,331

2009 685

2010 3,973

2011 4,165
Thereafter 43,604

$ 75,679

(1) Maturities of the structured notes 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
Debentures represent amounts due to the SBA as a result of borrowings made pursuant to the SBIA. The debentures have a
weighted average cost of funds of approximately 6.0% and semi-annual interest only payments.

Mortgage Notes

As of March 31, 2006, we had four mortgage notes, each collateralized by a Hotel Property. The net book value of our
mortgaged real estate investments was approximately $8.2 million at March 31, 2006. Three of the mortgage notes are
through our subsidiaries formed to issue the mortgage notes and one is through PMC Commercial. During 2006, we sold
three Hotel Properties with mortgage notes totaling $3.2 million and the mortgages were repaid. The mortgage note of PMC
Commercial relates to one of our Hotel Properties held for sale, has an interest rate of 8.25%, matures in June 2009 and has
an amortization period of 20 years. At March 31, 2006 and December 31, 2005, the aggregate balances outstanding on these
obligations were approximately $1.3 million and $5.9 million, respectively. During May 2006, the $1.3 million mortgage
was prepaid, without penalty.

The three mortgage notes of our subsidiaries relate to our three Hotel Properties to be held and used and have a weighted
average interest rate of approximately 8.2% at March 31, 2006. During 2006, we sold one of these Hotel Properties with a
mortgage note of approximately $1.5 million and the mortgage note was repaid. These mortgages are amortized over 20
years, mature from January 2011 to December 2017 and have restrictive provisions which provide for substantial prepayment
penalties. At March 31, 2006 and December 31, 2005, the aggregate balances outstanding on these mortgage notes were
approximately $4.1 million and $5.6 million, respectively, of which approximately $1.5 million and $3.0 million at March
31, 2006 and December 31, 2005 were guaranteed by PMC Commercial, respectively.

Structured Notes

In June 1998, PMC Commercial formed PMCT 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, 2006 and
December 31, 2005, the principal amount of the outstanding underlying loans receivable was approximately $8.2 million and
$10.8 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

During 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 LIBOR
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plus 3.25% (computed on a 360-day year). The Junior Subordinated Notes may be redeemed at our option, without penalty,
beginning on March 30, 2010. Interest payments are due on a quarterly basis.

Conduit Facility

During 2005, we entered into a three-year $100.0 million Conduit Facility expiring February 6, 2008. 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 and
has minimum requirements. At March 31, 2006, approximately $33.7 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, the lenders have the option
to extend their respective commitments to make advances for an additional 364-day period. At March 31, 2006, we were in
compliance with the covenants of this facility.

Revolving Credit Facility

PMC Commercial has a revolving credit facility that matures in December 2006 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 75 basis points or 162.5 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 (1) 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 (2) limits our
ability to pay out returns of capital as part of our dividends. At March 31, 2006, 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. Dividends of approximately $40,000 were recognized on the 4% Preferred Stock during both the
three months ended March 31, 2006 and 2005 and are included in interest expense on our consolidated statements of income.

Interest Paid
During the three months ended March 31, 2006 and 2005, interest paid was approximately $1.8 million and $1.7 million,
respectively.

Note 12. Cumulative Preferred Stock of Subsidiary:

PMCIC has outstanding 30,000 shares of $100 par value, 3% cumulative preferred stock (the “3% Preferred Stock™) held by
the SBA pursuant to the SBIA.

PMCIC is entitled to redeem, in whole or part, the 3% Preferred Stock by paying the par value ($3.0 million) of these
securities plus dividends accumulated and unpaid on the date of redemption. While the 3% Preferred Stock may be
redeemed, redemption is not mandatory. Dividends of approximately $22,000 were recognized on the 3% Preferred Stock
during both the three months ended March 31, 2006 and 2005 and are reflected in our consolidated statements of income as
minority interest.

Note 13. Earnings Per Share:

The computations of basic earnings per common share are based on our weighted average shares outstanding. The weighted
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average number of common shares outstanding was approximately 10,746,000 and 10,877,000 for the three months ended
March 31, 2006 and 2005, respectively. For purposes of calculating diluted earnings per share, the weighted average shares
outstanding were increased by approximately 14,000 shares during the three months ended March 31, 2005 for the dilutive
effect of options to purchase common shares. During the three months ended March 31, 2006, no shares were added to the
weighted average shares outstanding for purposes of calculating diluted earnings per share as all options were anti-dilutive.

Not included in the computation of diluted earnings per share were outstanding options to purchase 169,613 and 54,875
common shares during the three months ended March 31, 2006 and 2005, respectively, because the options’ exercise prices
were greater than the average market price of the shares.

Note 14. Dividends Declared:

The Board of Trust Managers declared a $0.30 per share quarterly dividend to common shareholders of record on March 31,
2006, which was paid on April 10, 2006.

We have certain covenants within our debt facilities that limit our ability to pay out returns of capital as part of our
dividends. These restrictions have not historically limited the amount of dividends we have paid and management does not
believe that they will restrict future dividend payments.

Note 15. Share Repurchase Program:

On August 31, 2005, our Board of Trust Managers authorized a share repurchase program for up to $10.0 million for the
purchase of outstanding Common Shares, expiring August 31, 2006. The Common Shares may be purchased from time to
time in the open market or pursuant to negotiated transactions. As of March 31, 2006, we had acquired 153,500 common
shares under the share repurchase program for an aggregate purchase price of approximately $1,946,000, including
commissions.

Note 16. Taxable Income:

PMC Commercial has elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the “Code”). To
qualify as a REIT, PMC Commercial must meet a number of organizational and operational requirements, including a
requirement that we distribute at least 90% of our taxable income to our shareholders. 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.
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.

In order to meet our prior year taxable income distribution requirements, we may make an election under the Code to treat a
portion of the distributions declared in the current year as distributions of the prior year’s taxable income.

PMC Commercial has wholly-owned taxable REIT subsidiaries (“TRS’s”) which are subject to Federal income taxes:
PMCIC, First Western, PMC Funding and PMC Properties. The income generated from the TRS’s 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. 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
ongoing assessment of this future realization, it is more likely than not that they will not be realized.
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The following table reconciles our net income to REIT taxable income:

Three Months Ended
March 31,
2006 2005
(In thousands, except per share data)
NEtINCOME. ..ttt e $ 5,041 $ 4,116
Less: TRS net income, net of tax................... (178) (229)
Add: Book depreciation..............cceeevvinnnnn.n. 71 437
Less: Tax depreciation.............ccoevvvvvenennn.. (334) (360)
Book/tax difference on Retained Interests, net.... 228 515
Book/tax difference on lease income................ - (381)
Book/tax difference on property sales.............. 350 39)
Impairment 10SSeS.........ccovvvriieiiiiiieneennnnn. 43 -
Provision for loss on rent and related receivables. 300 -
Book/tax difference on loans receivable............ (889) 110
Other book/tax differences, net...................... 5 (37)
REIT taxable iInCOMe.........ovvviiniiiiiiiiieeinnn.. $ 4,637 $ 4,132
Distributions declared...............ooiiiiiiiiiiiiin... $ 3,223 $ 3,807
Dividends declared per share............................. $ 0.30 $ 0.35

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

Three Months Ended
March 31,
2006 2005
(In thousands)

Federal:

Current provision..............coeeeieiinininiiinen.n. $ 120 § 169

Deferred benefit..........cooveeiviiiiiiiiin, (36) (11)
Income tax Provision...............ccoveevevenninnnnnnn. $ 84 3 158
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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,
2006 2005
(In thousands)

Income before income taxes for TRS's............ $ 262 $ 387
Expected Federal income tax provision........... $ 922 3 135
Preferred dividend of subsidiary

recorded as minority interest...................... 8 8
Other adjustment...............ccoevviiniiinennnn. (16) 15
Income tax Provision.................ccceeevenenn.n. $ 84 3 158

The components of the net deferred tax asset were as follows:

March 31, December 31,
2006 2005
Deferred tax assets: (In thousands)
Secondary Market Loan Sales.............c.oooeiiiiiiiiiiininiiannns, $ 146 $ 142
SeIVICING @SSCL. ... entettete et 116 132
Loan valuation. ... ......c.oouiiniiiin 84 92
Premiums on acquired notes and debentures payable.................. 96 101
Operating loss carryforwards..............cooeiiiiiiiiiiiiiee, 50 8
OFheT. .o 34 23
Total gross deferred tax assets.........ocovveeiieiiiininiiineineannns 526 498
Deferred tax liabilities:
Discount on acquired redeemable preferred stock of
SUDSIAIATY . ..ottt 141 149
Total gross deferred tax liabilities.................cooeoiiiiiiin.n. 141 149
Deferred tax asset, et ......o.ouineeit i $ 385 $ 349

Our operating loss carryforwards were generated by PMC Properties and are available to offset future taxable income of
PMC Properties. Based on estimates of future pretax earnings for the properties, management believes that we will realize
the full benefit of these net operating loss carryforwards. The net operating loss carryforwards expire from 2025 to 2026.

We paid $335,000 and $130,000 in income taxes during the three months ended March 31, 2006 and 2005, respectively.
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Note 17. Other Income:
Other income consisted of the following:
Three Months Ended
March 31,
2006 2005
(In thousands)
Prepayment fees..............coceeiiiiinnnnn. $ 446 $ 338
Servicing income (1).............cooeieinnne. 280 325
Other loan related income.................... 98 129
Premium income (1).............cceeeinin. 34 163
Equity in earnings of unconsolidated
subsidiary..........cooviiiiiii 16 2
Other income..........coveveiiiiiiininn.n. $ 874 $ 957

(1) We earn fees for servicing all loans held by the QSPEs and First Western's loans sold into the secondary market.
Premium income results from the sale of First Western’s loans pursuant to Secondary Market Loan Sales.
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Note 18. Discontinued Operations:

Discontinued operations of our hotel properties (12 hotel properties and 16 hotel properties during the three months ended
March 31, 2006 and 2005, respectively) and assets acquired in liquidation (primarily two limited service hospitality
properties during the three months ended March 31, 2006) consisted of the following:

Three Months Ended
March 31,
2006 2005
(In thousands)

Hotel and Lease Operations:

Revenues:

Lease income - base and other................c.cccceeeiiinin.ne, $ 145 $ 854

Straight-line rent iNCOME.............ovvvveriiiiniieeneennns. - 487

Hotel operating revenues. ...........o.oevvvinriiiiineneneniniannns 708 -
Total TEVENUES. ...ttt 853 1,341

Expenses:

DePreciation. .......uevi ittt 9 356

Interest eXpense (1)......ooviviiiiiiiiiiiiii e 107 155

Hotel operating eXpenses.........o.vueueerieerenrereeninnennnnns 688 -
TOtal EXPENSES. .. euvintitint ettt ettt et ete e eteneeeeaenans 804 511
Net earnings, hotel and lease operations....................... 49 830

Assets Acquired in Liquidation Operations:

ReVeNUES. .....oovitiii i 129 -
EXPONSES. .ttt e 165 1
Net losses, assets acquired in liquidation

OPCTATIONS . ... vettntettt ettt et ete e e e eete e ereeenaneenans (36) (1)
Total Net CarNINGS.....o.ovveritiietit et e e eeeeeaees 13 829
Net gains on sales of real estate................cooeeviiininnnn.. 1,877 136
Impairment 10SSES.....vvvvirieii it eeeeaas (73) -
Discontinued Operations..............oevveeeerineerineeennennnnns $ 1,817 $ 965

(1) Represents interest expense on the mortgages payable related to hotel properties included in discontinued operations.
The mortgages payable will either be repaid as a result of the sales or as they mature. No additional interest expense
was allocated to discontinued operations.
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Property sales included in discontinued operations consisted of the following:

Three Months Ended
March 31,
2006 2005
(In thousands, except number of
property sales and footnotes)

Properties sold:
Hotel properties..........c.coveveeiiiiiiiinnnnn.. 6 1

Assets acquired in liquidation..................... 3 1
9 2

Hotel Properties:

Sales proceeds.......o.ovvvviiiiiiiiiiiiieieiiinenns $ 12,948 (1)(2) $ 2,012
Costofsales.....ccoovviviniiiiiiiiiiiieee (11,092) (1,885)
1,856 127

Assets Acquired in Liquidation:
Sales proceeds.......c.ovvviiiiiiiiiiiiiiiaiaeae, 3,458 3) %) 100

Costofsales.......coovviviiiiiiiiiiiies (3,437) (€29)

21 9

Net gains on sales of real estate..................... $ 1,877 $ 136

(1) We financed the sale of these hotel properties through origination of loans aggregating 310,244,000 with interest rates of

LIBOR plus spreads ranging from 3.85% to 4.80%.

(2) Includes a hotel property with sales proceeds of $2,200,000, including origination of a loan of $1,760,000. As the down
payment received was not sufficient to qualify for full accrual gain treatment, we recorded an installment gain of
approximately $102,000 and the remaining gain of approximately 3409,000 was deferred and is included in deferred

income on our consolidated balance sheets.

(3) Includes a limited service hospitality property sold during 2005 for which the down payment was not sufficient to qualify
for gain treatment. We recognized approximately 32,000 of installment gains on this sale during the three months ended
March 31, 2006. In addition, includes two limited service hospitality properties sold during 2006 for which the down
payments were not sufficient to qualify for full accrual gain treatment. Therefore, we recorded installment gains of
approximately 316,000 and the remaining gains of approximately 362,000 were deferred and are included in deferred

income in our consolidated balance sheet.

(4) We financed the sale of these assets acquired in liquidation through origination of loans totaling $2,760,000 with interest

rates of LIBOR plus 4%.
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Note 19. Supplemental Disclosure of Cash Flow Information:
Information regarding our non-cash activities was as follows:

Three Months Ended
March 31,
2006 2005
(In thousands)

Non-cash investing activities:

Loans receivable originated in connection with sales of
hOte]l PrOPETtIES. .. .'e ettt $ 10,244  § -

Loans receivable originated in connection with sales of
asset acquired in liquidation.................oooviiiiiiiii i $ 2,760 § -

Reclassification from loans receivable to assets acquired

N HQUIdAtion. ... $ 3,786  $ -
Reduction of due to affiliate and Retained Interests..................... $ - 3 2,126
Loan receivable established through due to affiliate.................... $ - § 415

Note receivable and deferred liability recorded upon
sales of hotel properties, Net............coeveiuiiiiniiiiiinieeieeanne. $ -3 267

Note 20. 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 $43.8 million at March 31, 2006, of
which approximately $7.4 million were for prime-based loans to be originated by First Western, the government portion of
which (approximately 75% of each individual loan) will be sold pursuant to Secondary Market Loan Sales.

At March 31, 2006, all 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 2.0% to 2.75% and over LIBOR generally ranging from 3.25%
to 4.25%. The weighted average interest rate on our loan commitments and approvals at March 31, 2006 was approximately
8.7%. 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)
2007 $ 170
2008 182
2009 194
2010 222
2011 217
2012 131
$ 1,116

Rent expense, which is being recorded on a straight-line basis, amounted to approximately $46,000 and $40,000,
respectively, during the three months ended March 31, 2006 and 2005.

Employment Agreements

We have employment agreements with certain of our officers expiring in July 2008. Future payments under these contracts
are approximately $1,147,000, $1,147,000 and $382,000 for the twelve-month periods ending March 31, 2007, 2008 and
2009, 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 QSPEs 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, 2006 to remediate an
environmental obligation related to an asset it sold. The sale was financed by PMC Capital with a loan with a current
outstanding principal balance of approximately $436,000. 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.

During 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.
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Litigation

In the normal course of business, including our assets acquired in liquidation, we are periodically party to certain legal
actions and proceedings involving matters that are generally incidental to our business (i.e., collection of loans receivable). In
management’s opinion, the resolution of these legal actions and proceedings will not have a material adverse effect on our
consolidated financial statements.

Other

If the SBA establishes that a loss on an SBA guaranteed loan is attributable to significant technical deficiencies in the manner
in which the loan was originated, funded or serviced by First Western, the SBA may seek recovery of funds from us. With
respect to the guaranteed portion of SBA loans that have been sold, the SBA will first honor its guarantee and then seek
compensation from us in the event that a loss is deemed to be attributable to technical deficiencies.

Note 21. 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 (1) the Lending Division, which
originates loans to small businesses primarily in the hospitality industry and (2) the Property Division which owns and
operates our Hotel Properties. The operations of our lending division are reviewed by our chief operating decision makers in
assessing its performance, to make business decisions and to allocate resources. We do not differentiate between subsidiaries
or loan programs for this purpose.
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Business segment data for the three months ended March 31, 2006 and 2005 was as follows:

For the Three Months Ended March 31,

2006 2005
Lending Property Lending Property
Total Division Division Total Division Division
(In thousands)
Revenues:
Interest income - loans and other income...................... $ 4,556 $ 4,556 $ - $ 3,444 $ 3444 $ -
Lease income and hotel property revenues.............c.ccc...... 492 - 492 299 - 299
Income from Retained Interests.................coevveeeenennn. 2,253 2,253 - 2,527 2,527 -
TOMAL ..ot 7,301 6,809 492 6,270 5,971 299
Expenses:
INEETESE (1).rnvvieiiieiiece et 1,460 1,291 169 1,032 804 228
Depreciation............cccceeeeeeee. 62 2 60 81 1 80
Salaries and related benefits (2).. 1,060 954 106 1,055 949 106
Hotel property expenses........... 383 - 383 - - -
General and administrative (2)......... . 607 514 93 597 597 -
Realized losses on Retained Interests..............ccveveveerennenene 48 48 - 21 21 -
Provision for losses on rent and related receivables.......... 300 - 300 - - -
Provision for loan losses, net............c..covevveeurininennn.n. 51 51 - 153 153 -
TOtAL vttt e et e 3,971 2,860 1,111 2,939 2,525 414
Income (loss) before income tax provision, minority
interest and discontinued operations. ..................c.euenee 3,330 3,949 (619) 3,331 3,446 (115)
INCOme tax ProVISION. ... ..uuuueueereeeteetienieneeeieeiieanenn (84) (84) - (158) (158) -
Minority interest (preferred stock dividend of subsidiary)... (22) (22) - (22) (22) -
Income (loss) from continuing operations. ...................... 3,224 3,843 (619) 3,151 3,266 (115)
Discontinued operations:
Net gains on sales of real estate..............ccoeeueeveninnns. 1,877 21 1,856 136 9 127
Impairment 10SSeS. .........euuineireeeeiiie e (73) (30) (43) - - -
Net earnings (10SS). . ... ocvvvueiiriiiiiiiiiiii e 13 (36) 49 829 (1) 830
NEEINCOME.....cevveeeeenieiereirietereteeeteteseensaese e eseseaseeseseseseenes $ 5,041 $ 3,798 $ 1,243 $ 4,116 $ 3274 $ 842

(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. To the extent
we were to sell our Hotel Properties, there would be no material reduction in our salaries and related benefits and general and administrative

expenses.

Total assets at March 31, 2006 were allocated approximately $232.3 million to the Lending Division and $15.1 million to
the Property Division.

We added approximately $19,000 and $160,000 to furniture, fixtures and equipment related to the Property division for the
three months ended March 31, 2006 and 2005, respectively. We added approximately $10,000 to furniture, fixtures and
equipment related to the Lending division for the three months ended March 31, 2006. There were no additions to furniture,
fixtures and equipment related to the Lending Division during the three months ended March 31, 2005.
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