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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 June 30, 2006 and the consolidated statements of income and comprehensive 
income for the three and six months ended June 30, 2006 and 2005 and beneficiaries’ equity and cash flows for the six 
months ended June 30, 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 June 30, 2006 and our 
results of operations for the three and six months ended June 30, 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 and six months ended June 30, 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 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.  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. 
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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 QSPEs 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 5.  Share-Based Compensation Plans: 
 
At June 30, 2006, we have options outstanding under share-based compensation plans.  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 granted 33,250 option awards on June 10, 2006 at an exercise price of $12.72 (the closing price on June 9, 2006) under 
our 2005 Equity Incentive Plan.  The fair value of this option award was estimated at the date of grant using the Black-
Scholes option-pricing model with the following assumptions: 

Assumption
Expected Term (years)……………… 3.0
Risk-Free Interest Rate……………… 4.96%
Expected Dividend Yield…………… 9.43%
Expected Volatility………………… 16.24%
Expected Forfeiture Rate…………… 5.0%

 
The expected term of the options granted represents the period of time that the options are expected to be outstanding and 
was based on historical data.  The risk-free rate was based on the three-year U.S. Treasury rate corresponding to the expected 
term of the options.  We used historical information to determine our expected volatility and forfeiture rates, respectively.  
We recorded compensation expense of approximately $19,000 during the three and six months ended June 30, 2006 related 
to this option grant. 
 
In addition, we issued an aggregate of 9,060 restricted shares to executive officers and our Board of Trust Managers on June 
10, 2006 at the then current market price of the shares of $12.72.  The restricted share awards vest based on two years of 
continuous service with one-third of the shares vesting immediately upon issuance of the shares and one-third vesting at the 
end of each of the next two years.  Restricted share awards provide for accelerated vesting if there is a change in control (as 
defined in the plan).  Compensation expense is recognized over the vesting period.  We recorded compensation expense of 
approximately $43,000 during the three and six months ended June 30, 2006 for this restricted share issuance.  At June 30, 
2006, there was approximately $72,000 of total unrecognized compensation expense related to these unvested restricted 
shares which will be recognized over the next two years. 
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
 
We granted 36,700 option awards on June 11, 2005 at an exercise price of $14.54.  We recorded compensation expense of 
approximately $23,000 during the three and six months ended June 30, 2005 related to this option grant. 

 
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 of $14.54.  Compensation expense is recognized over the vesting period.  We 
recorded compensation expense of approximately $13,000 and $29,000 during the three and six months ended June 30, 
2006, respectively, and approximately $49,000 during the three and six months ended June 30, 2005 for this restricted share 
issuance.  At June 30, 2006, there was approximately $20,000 of total unrecognized compensation expense related to these 
unvested restricted shares which will be recognized over the next year.   
 
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 
that contain an embedded derivative requiring bifurcation, (4) clarifies that concentrations of credit risk in the form of 
subordination are not embedded derivatives and (5) amends SFAS No. 140 to eliminate the prohibition on a QSPE from 
holding a derivative financial instrument that pertains to a beneficial interest other than another derivative financial 
instrument.  The Statement is effective for all financial instruments acquired or issued after fiscal years beginning after 
September 15, 2006.  We are currently evaluating the impact of SFAS No. 155 on our consolidated financial statements. 
 
The FASB issued SFAS No. 156 (“SFAS No. 156”), “Accounting for Servicing of Financial Assets – an amendment of 
FASB Statement No. 140” in March 2006.  SFAS No. 156 requires that all separately recognized servicing assets and 
servicing liabilities be initially measured at fair value, if practicable. Subsequent to initial measurement, an entity may choose 
to use the amortization method or the fair value measurement method for future measurements.  SFAS No. 156 also requires 
additional disclosures related to servicing assets and servicing liabilities.  SFAS No. 156 is effective for fiscal years 
beginning after September 15, 2006.  We are currently evaluating the impact of SFAS No. 156 on our consolidated financial 
statements; however, we do not expect the adoption to have a material impact on our consolidated financial statements. 
 
In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes – an interpretation 
of FASB Statement No. 109 (“FIN 48”)” which clarifies the accounting for uncertainty in income tax positions.  FIN 48 
imposes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken in a tax return and provides guidance on derecognition, classification, interest and penalties, accounting in 
interim periods, disclosure and transition.  FIN 48 is effective for fiscal years beginning after December 15, 2006.  We are 
currently evaluating the impact of FIN 48 on our consolidated financial statements; however, we do not expect the adoption 
to have a material impact on our consolidated financial statements. 
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
Note 7.  Loans Receivable, net: 
 
Loans receivable, net, consisted of the following: 
 

SBIC commercial mortgage loans………….… $ 39,472 $ 41,749         
SBA 7(a) Guaranteed Loan Program loans…… 14,589 16,367         
Other commercial mortgage loans…………… 104,741 100,452
 Total loans receivable………………….…… 158,802 158,568
Less:
  Deferred commitment fees, net…………...… (367) (567)
  Loan loss reserves…………………...……… (13) (427)
Loans receivable, net……………………..……$ 158,422 $ 157,574

(In thousands)

June 30,
2006

December 31,
2005

 
Additional information on our loans receivable, net, was as follows: 
 

Weighted Weighted
Average Average
Interest Interest

% Rate % Rat

Variable-rate - LIBOR

e

… $ 128,757 81.3% 9.2% $ 120,645 76.6% 8.3%
Variable-rate - prime…… 15,495 9.8% 9.7% 18,278 11.6% 8.7%
Fixed-rate………..…… 14,170 8.9% 9.5% 18,651 11.8% 9.4%

$ 158,422 100.0% 9.3% $ 157,574 100.0% 8.5%

(Dollars in thousands)
Amount

December 31, 2005

Loans Receivable
Amount

June 30, 2006

Loans Receivable

 
Our loans receivable were approximately 95% concentrated in the hospitality industry at June 30, 2006.  Any economic 
factors that negatively impact the hospitality industry could have a material adverse effect on our financial condition or 
results of operations. 
 
The activity in our loan loss reserves was as follows: 
 

Balance, beginning of year……………… $ 427 $ 164
Provision for loan losses………………… 94           287        
Reduction of loan losses………………… (41) (18)         
Principal balances written-off, net……… (467)        -             
Balance, end of period……………………$ 13 $ 433

(In thousands)

Six Months Ended
June 30,

2006 2005
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
Impaired loans are defined by generally accepted accounting principles as loans for which it is probable that the lender will 
be unable to collect all amounts due based on the original contractual terms of the loan.  Information on those loans 
considered to be impaired loans was as follows: 
  

Impaired loans requiring reserves…………………..……….… $ 37 $ 1,073
Impaired loans expected to be fully recoverable (1)…………… 479 5,056
Total impaired loans…………………………..……………… $ 516 $ 6,129

Average impaired loans……………………………………..... $ 1,698            $ 4,839          $ 516           $ 3,596        

Interest income on impaired loans (2)………………..…………$ 70                 $ 138             $ -                $ 68             

Three Months Ended
June 30,

(In thousands)
2006 2005

June 30,

(In thousands)

Six Months Ended

2006 2005

June 30, December 31,
2006 2005

 
(1) Loans acquired were recorded at their estimated fair value and as such are reflected at discounted amounts.  Certain 

of these loans have no reserves and are thus shown in impaired loans expected to be fully recoverable with respect to 
our recorded investment in the loan; however, we do not expect to collect all amounts due based on the original 
contractual terms of the note. 

(2) Recorded primarily on the cash basis. 
 
Our impaired loans have decreased from December 31, 2005 to June 30, 2006 due primarily to the foreclosure of the 
underlying collateral of three limited service hospitality properties.   
 
Note 8.  Real Estate Investments and Rent and Related Receivables: 
 
Our real estate investments consisted of the following: 

Real
Estate

Investments
Held for Sale

Land………………………………………$ 794 $ 1,044 $ 2,041
Buildings and improvements…………… 5,926 7,484 15,110
Furniture, fixtures and equipment……… 293                  271 1,728

7,013 8,799 18,879
Accumulated depreciation……………… (806) (719) (3,409)

$ 6,207 $ 8,080 $ 15,470

Number of Hotel Properties…………… 3 4 9

(Dollars in thousands)

Real

Investments Investments

Real
EstateEstate

December 31, 2005June 30, 2006

 
At June 30, 2006, we owned three hotel properties (individually, a “Hotel Property”).  The properties were originally part of 
a sale and leaseback transaction commencing in 1998 with Arlington Hospitality, Inc. (“AHI”) whereby we purchased the 
properties from AHI and then leased the properties to a wholly-owned subsidiary of AHI, Arlington Inns, Inc. (“AII” and 
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
together with AHI, “Arlington”).  We concurrently entered into a Master Lease Agreement with AHI and AII covering all 
the properties and entered into a guaranty agreement with AHI whereby AHI guaranteed all obligations of AII under the 
individual property lease agreements.   
 
During June 2005, AII filed a voluntary petition for relief under Chapter 11 of the United States Bankruptcy Code 
(“Bankruptcy”).  On August 31, 2005, AHI filed for Bankruptcy (the “Arlington Bankruptcy”).  The January through April 
2005 lease payments due from AII were paid while the May and June 2005 lease payments due from AII were not paid.  AII 
made its July 2005 to January 2006 rent payments which were recorded as income when earned.    

 
On January 13, 2006, we received rejection notices on 12 individual property leases and as a result, we took possession and 
operated 13 Hotel Properties through third party management companies.  During 2006, we sold ten hotel properties for 
approximately $20.5 million and recognized net gains of approximately $1.9 million and deferred gains of approximately 
$1.2 million.  We financed the sale of these properties through origination of loans aggregating approximately $17.1 million 
with interest rates of LIBOR plus spreads ranging from 3.75% to 4.80% and maturity and amortization periods of 20 years.   
 
At June 30, 2006, our three remaining Hotel Properties had mortgages (which were assumed in the original purchase from 
AHI) with significant prepayment penalties.  Therefore, we do not anticipate selling these properties until the properties’ 
market values increase or the prepayment penalties decrease.  Until the properties are sold, we will either operate the 
properties through third party management companies or lease the properties.  At June 30, 2006, these properties were 
considered to be “held and used” and all operations relating to these properties were included in continuing operations in our 
consolidated statements of income.  We generated hotel property revenues of approximately $580,000 and $1,014,000 
consisting primarily of room revenues and $410,000 and $793,000 in hotel property expenses consisting primarily of general 
and administrative expenses related to these properties during the three and six months ended June 30, 2006, respectively.  
For our Hotel Properties to be held and used, we performed a recoverability test to determine if the future undiscounted cash 
flows over our expected holding period for the Hotel Properties exceeded the carrying value of the Hotel Properties.  Future 
cash flows are based on estimated future property operations or rent payments to be received on the Hotel Properties and 
expected proceeds from the sale.  Based on this analysis, no impairment losses were recorded during the three or six months 
ended June 30, 2006.  
 
At June 30, 2006, our rent and related receivables consisted of unpaid rent, property taxes, legal fees incurred, termination 
damages, notes receivable and other charges (the “Arlington Claims”) of approximately $2,747,000 before reserves.  As a 
result of the uncertainty and timing of collection, our claim in the Arlington Bankruptcy is well in excess of our recorded 
investment in the Arlington Claims.   
 
We performed an analysis of our anticipated future proceeds related to the Arlington Bankruptcy to determine the 
collectibility of our investment in the rent and related receivables based on best available information provided to us through 
the bankruptcy proceedings.  As a result, we established an allowance of approximately $1,255,000 during 2005.  We 
recorded an additional allowance of $425,000 during the six months ended June 30, 2006 primarily resulting from a 
reduction in available cash due to unanticipated and unforecasted cash expenditures by Arlington.  Accordingly, our net 
recorded investment was $1,067,000 as of June 30, 2006.  To the extent there is a reduction of the anticipated future 
proceeds, we would record an additional allowance against these receivables.   
 
Note 9.  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”) 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 (1) the 
carrying value of the loans receivable sold and (2) the sum of (a) the cash received and (b) the relative fair value of our 
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
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, Inc., our affiliate through common management.  
Our interests related to the loans receivable we contributed to these structured loan sale transactions are the  “Originated 
Structured Loan Sale Transactions.”  During 2004, we acquired PMC Capital, Inc.’s Retained Interests in the Joint Ventures 
and 100% of the 1998 Partnership and the 1999 Partnership (collectively, the “Acquired Structured Loan Sale 
Transactions”). 
 
Information pertaining to our Originated Structured Loan Sale Transactions as of June 30, 2006 was as follows:   
 

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

  Principal outstanding on sold loans……………… 30,410$            17,571$              18,642$             30,657$             
  Structured Notes balance outstanding…………… 24,999$            16,695$              15,916$             26,198$             
  Cash in the collection account…………………… 336$                 1,885$                269$                  329$                  
  Cash in the reserve account……………………… 1,840$              1,164$                1,124$               1,852$               
  Weighted average interest rate on loans (1)……… 9.55% 9.60% 9.68% L+4.02%
  Discount rate assumptions (2)…………………… 8.3% to 13.0% 8.3% to 13.0% 8.5% to 13.2% 8.8% to 13.0%
  Constant prepayment rate assumption (3)……… 12.00% 15.00% 16.00% 13.00%
  Weighted average remaining life of loans (4)…… 3.01 years 2.41 years 2.76 years 4.05 years
  Aggregate losses assumed (5)…………………… 1.67% 1.99% 1.80% 1.91%
  Aggregate principal losses to date (6)…………… 0.33%  - %  - %  - %

(Dollars in thousands)

____________________________________ 
(1)  Variable interest rates are denoted by the spread over the 90-day LIBOR (“L”). 
(2) Discount rates utilized were (a) 8.3% to 8.8% for our required overcollateralization, (b) 10.0% to 10.2% for our reserve 

funds and (c) 13.0%  to 13.2%  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 1.2%.  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 June 30, 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 the loss on a loan receivable repurchased by PMC Commercial due to a loan modification 
and assumption. 
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
 
Information pertaining to our Acquired Structured Loan Sale Transactions as of June 30, 2006 was as follows: 
 

2000 2001 2002 2003
1998 1999 Joint Joint Joint Joint

Partnership Partnership Venture Venture Venture Venture

Principal outstanding on sold loans…………… 13,022$            15,550$          9,048$               20,179$            20,980$          40,478$          
Structured Notes balance outstanding………… 13,943$            14,696$          7,998$               16,300$            16,748$          34,833$          
Cash in the collection account………………… 1,910$              2,879$            1,782$               231$                 288$               460$               
Cash in the reserve account…………………… 1,334$              1,215$            646$                  1,220$              1,270$            2,447$            
Weighted average interest rate of loans (1)…… P+0.99% 9.08% 9.01% 9.65% 9.62% L+4.02%
Discount rate assumptions (2)……….………… 9.3% to 13.0%  8.3% to 13.0%  8.7% to 13.4%  8.5% to 13.2%  8.4% to 13.1% 8.8% to 13.0%
Constant prepayment rate assumption (3)……… 15.00% 15.00% 14.00% 15.00% 16.00% 13.00%
Weighted average remaining life of loans (4)… 2.81 years 2.68 years 1.82 years 2.66 years 2.71 years 4.01 years
Aggregate principal losses assumed (5)……… 2.32% 2.38% 1.68% 2.14% 1.71% 1.92%
Aggregate principal losses to date (6)…………   -   %   -   % 4.28% 1.78% 1.31%   -   %

(Dollars in thousands)

(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) 8.3% to 9.3%  for our required overcollateralization, (b) 10.0% to 10.4% for our reserve 

funds and (c) 13.0% to 13.4% 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 1.3%.  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 June 30, 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 June 30, 2006, one of the loans sold to the QSPEs with a principal balance of approximately $234,000, included in our 
Acquired Structured Loan Sale Transactions, was delinquent over 60 days as to principal and interest.  If we had to liquidate 
this loan, the loss could exceed estimates and the estimated fair value of our Retained Interests would decline.   
 
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 June 30, 2006, the aggregate 
principal balance of First Western’s serviced loans receivable on which we had an excess spread was approximately $40.5 
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 June 30, 2006 included a prepayment speed of 20% per 
annum and a discount rate of 13%. 
 
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 
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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: 
 
(1) 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 IO 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. 
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Our Retained Interests consisted of the following: 
 

First Western…………..……… $ -           $ -           $ 733           $ 733           $ 695           
1998 Partnership……………… 829          1,041       330           2,200        2,181        
1999 Partnership…………….. 3,746       932          335           5,013        5,026        
2000 Joint Venture…………… 8,674       2,173       1,037        11,884      10,504      
2001 Joint Venture…………… 6,925       2,096       1,486        10,507      10,082      
2002 Joint Venture…………… 7,498       2,034       1,449        10,981      10,456      
2003 Joint Venture…..………… 10,860     3,567       3,356        17,783      16,489      

$ 38,532     $ 11,843   $ 8,726      $ 59,101     $ 55,433    

First Western……………...……$ -           $ -           $ 779           $ 779           $ 741           
1998 Partnership……………… 915          1,048       412           2,375        2,306        
1999 Partnership……………… 3,885       955          499           5,339        5,240        
2000 Joint Venture…...………… 8,953       2,231       892           12,076      10,809      
2001 Joint Venture…………… 7,227       2,619       2,440        12,286      11,023      
2002 Joint Venture…………… 7,890       2,147       1,831        11,868      10,803      
2003 Joint Venture…………...… 10,878     4,304       3,086        18,268      17,550      

$ 39,748     $ 13,304   $ 9,939      $ 62,991     $ 58,472    

June 30, 2006

Estimated Fair Value
December 31, 2005

CostTotal
Estimated Fair Value

(In thousands)

OC Piece Reserve Fund IO Receivable

CostTotal

(In thousands)

Reserve Fund IO ReceivableOC Piece
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The following sensitivity analysis of our Retained Interests as of June 30, 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)…………….        $56,882                 ($2,219) 
Losses increase by 100 basis points per annum (2)…………...        $54,715          ($4,386)  
Rate of prepayment increases by 5% per annum (3)………….        $58,278           ($   823) 
Rate of prepayment increases by 10% per annum (3)…………       $57,539                 ($1,562) 
Discount rates increase by 100 basis points…………………..        $57,121         ($1,980) 
Discount rates increase by 200 basis points…………………..        $55,234         ($3,867) 
____________________ 
(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 IO Receivables.  To the extent the IO 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.  However, views about 
permitted servicing activities involving QSPEs may not be consistent among organizations.  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 June 30, 2006 and December 31, 2005 our consolidated balance 
sheets do not include the $242.2 million and $276.1 million of assets, respectively, and $188.9 million and $220.8 million of 
liabilities, respectively, related to our structured loan sale transactions recorded by our QSPEs.  At June 30, 2006, the 
partners’ capital of our QSPEs was approximately $53.3 million compared to the value of the associated Retained Interests of 
approximately $58.4 million. 
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The following information summarizes the financial position of the QSPEs at June 30, 2006 and December 31, 2005.   
 
Summary of Financial Position:

$ 13,010        $ 15,969       $ 15,550      $ 20,203      $ 39,458        $ 42,263     

Total assets……………… $ 16,304        $ 17,682       $ 19,766      $ 21,947      $ 44,333        $ 48,253     

Structured Notes………… $ 13,943        $ 15,240       $ 14,696      $ 16,795      $ 32,997        $ 36,697     

Total liabilities……………$ 14,023        $ 15,314       $ 14,778      $ 16,889      $ 33,097        $ 36,809     

Partners' capital………… $ 2,281         $ 2,368         $ 4,988        $ 5,058        $ 11,236        $ 11,444     

20052006
June 30,

2006

2000 Joint Venture
December 31,

2005

Loans receivable, net……

1998 Partnership
June 30,

2006 2005
June 30, December 31,

1999 Partnership
December 31,

(In thousands)

 
 

$ 37,750        $ 49,175       $ 39,622      $ 42,843      $ 71,135        $ 75,566     

Total assets……………… $ 42,414        $ 52,918       $ 42,895      $ 46,256      $ 76,522        $ 89,017     

Structured Notes………… $ 32,995        $ 42,731       $ 32,664      $ 35,844      $ 61,031        $ 72,782     

Total liabilities……………$ 33,082        $ 42,845       $ 32,754      $ 35,944      $ 61,201        $ 72,964     

Partners' capital………… $ 9,332         $ 10,073       $ 10,141      $ 10,312      $ 15,321        $ 16,053     

(In thousands)

2003 Joint Venture
December 31,

20052005
June 30,

2006

Loans receivable, net……

2001 Joint Venture
June 30,

2006 2005
June 30, December 31,

2006

2002 Joint Venture
December 31,

 
The following information summarizes the results of operations of the QSPEs.  
 
Summary of Operations:

2005

Interest income……………$ 691          $ 654         $ 872        $ 1,038      $ 2,017       $ 2,422      

Total revenues…………… $ 753          $ 670         $ 1,067     $ 1,058      $ 2,139       $ 2,499      

Reduction of losses……… $ (13)           $ (2)            $ -         $ -          $ (17)           $ -          

Interest expense………… $ 482          $ 409         $ 510        $ 632         $ 1,232       $ 1,561      

Total expenses…………… $ 499          $ 442         $ 545        $ 673         $ 1,285       $ 1,645      

Net income……………… $ 254          $ 228         $ 522        $ 385         $ 854          $ 854         

(In thousands)

1999 Partnership 2000 Joint Venture
Six Months Ended June 30,

20062006 2005 2006
1998 Partnership

2005
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Interest income…………… $ 2,137       $ 2,681      $ 2,080     $ 2,484      $ 3,390       $ 3,034      

Total revenues………………$ 2,462       $ 3,206      $ 2,222     $ 2,835      $ 3,537       $ 3,047      

Provision for (reduction
   of) losses, net…………… $ -           $ (409)        $ -         $ 276         $ (6)             $ -          

Interest expense…………… $ 1,195       $ 1,553      $ 1,178     $ 1,407      $ 1,937       $ 1,574      

Total expenses…………… $ 1,267       $ 1,235      $ 1,247     $ 1,764      $ 2,054       $ 1,716      

Net income…………………$ 1,195       $ 1,971      $ 975        $ 1,071      $ 1,483       $ 1,331      

(In thousands)
2005

Six Months Ended June 30,

2006 2005
2001 Joint Venture 2002 Joint Venture 2003 Joint Venture

20062006 2005

 
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 as follows: 
 

2006 2005 2006 2005

Annualized yield……… 13.9% 11.4% 13.6% 10.3%

Six Months Three Months
Ended June 30, Ended June 30,

 
Servicing fee income for the three and six months ended June 30, 2006 and 2005 for loans held by the QSPEs was 
approximately $175,000 and $209,000 and $361,000 and $433,000, 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 $7.4 million and $8.0 million in cash distributions from the QSPEs during the six months ended 
June 30, 2006 and 2005, respectively.   
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Note 10.  Other Assets: 
 
Other assets consisted of the following: 
 

Deferred borrowing costs, net…………………………$ 1,224           $ 1,340          
Assets acquired in liquidation, net…………………… 992              1,014          
Investment in PMC Preferred Capital Trust-A……… 820              820             
Interest receivable…………………………………… 759              698             
Prepaid expenses and deposits………………………. 626              653             
Other…………………….……………...…………… 640 382             

Other assets……………………..…………………… $ 5,061           $ 4,907          

June 30, December 31,

(In thousands)
2006 2005
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Note 11.  Debt: 
 
Information on our debt was as follows: 
 

Current
Weighted

Current Average
Range of Coupon
Maturities Rate

Notes and debentures payable:
  Debentures…………...……………… $ 15,500     $ 16,056    $ 15,500      $ 16,125     2010 to 2015 7.10%
  Mortgage notes (1)….………………… 4,039       4,039      11,473      11,473     2011 to 2017 8.18%
  Structured notes (2)….………………… 2,357       2,357      5,167        5,167       2006 6.37%

21,896     22,452    32,140      32,765     

Junior subordinated notes……………… 27,070     27,070    27,070      27,070     2035 8.21%

Credit facilities:
  Conduit facility………………...……… 17,205     17,205    24,205      24,205     2008 6.14%
  Revolving credit facility……………… -          -          -            -           2006 N/A

17,205     17,205    24,205      24,205     

Redeemable preferred stock of
   subsidiary…………………………… 4,000       3,621      4,000        3,575       2009 to 2010 4.00%

Debt………………………………….. $ 70,171     $ 70,348    $ 87,415      $ 87,615     

(In thousands)
Amount

June 30, 2006
FaceFace

Amount
Carrying

Value

December 31, 2005
Carrying

Value

(1) We had  mortgages on our Hotel  Properties  which  were considered held-for-sale totaling approximately $5.9 million at  
       December 31, 2005, included in debt and accrued expenses – real estate investments held for sale on our consolidated 

balance sheet which were repaid during 2006. 
(2) We anticipate that, either through principal repayments or exercise of our option, the notes will be repaid prior to 

December 31, 2006. 
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Principal payments required on our debt at June 30, 2006 were as follows (face amount): 
 

Twelve Months
Ending June 30,

2007 $ 2,557
2008 17,421
2009 235
2010 4,254
2011 9,437

Thereafter 36,267
$ 70,171

Total
(In thousands)

     
Debentures 
Debentures represent amounts due to the SBA as a result of borrowings made pursuant to the SBIA, have a weighted average 
cost of funds of approximately 6% and semi-annual interest only payments.   
 
Mortgage Notes 
As of June 30, 2006, we had three mortgage notes, each collateralized by a Hotel Property.  The mortgage notes are through 
our subsidiaries formed to assume the mortgage notes and relate to our three Hotel Properties to be held and used.  During 
2006, we sold one Hotel Property 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 June 30, 2006 and December 31, 2005, the aggregate balances 
outstanding on these mortgage notes were approximately $4.0 million and $5.6 million, respectively, of which approximately 
$1.5 million and $3.0 million at June 30, 2006 and December 31, 2005, respectively, were guaranteed by PMC Commercial. 
 
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 June 30, 2006 and 
December 31, 2005, the principal amount of the outstanding underlying loans receivable was approximately $8.1 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 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 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 1% over LIBOR 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.  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.  In addition, the conduit facility is 
subject to cross default provisions with our revolving credit facility.  At June 30, 2006, approximately $33.4 million of our 
loans were owned by PMC Conduit.  We had availability of approximately $6.8 million under the conduit facility at June 30, 
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2006 without additional sales of loans receivable to PMC Conduit.  With respect to loans sold to PMC Conduit, after 24 
months, such loans may no longer be eligible for borrowing without consent of the lender.  Therefore, between February 
2007 and 2008, the loans currently sold to PMC Conduit will become “stale.”  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 June 30, 
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 June 30, 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”) 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 $39,000 and $79,000 were recognized on the 4% Preferred Stock 
during the three and six months ended June 30, 2006 and 2005, respectively, and are included in interest expense on our 
consolidated statements of income. 
 
Interest Paid 
During the six months ended June 30, 2006 and 2005, interest paid was approximately $2.9 million and $2.7 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 $23,000 and $45,000 were recognized on the 3% 
Preferred Stock during the three and six months ended June 30, 2006 and 2005, respectively, 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 
average number of common shares outstanding was approximately 10,744,000 and 10,887,000 for the three months ended 
June 30, 2006 and 2005, respectively. The weighted average number of common shares outstanding was approximately 
10,745,000 and 10,882,000 for the six months ended June 30, 2006 and 2005, respectively.  For purposes of calculating 
diluted earnings per share, the weighted average shares outstanding were increased by approximately 11,000 and 12,000 
shares during the three and six months ended June 30, 2005, respectively, for the dilutive effect of options to purchase 
common shares.  During the three and six months ended June 30, 2006, no shares were added to the weighted average shares 
outstanding for purposes of calculating diluted earnings per share as options were anti-dilutive. 
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Not included in the computation of diluted earnings per share were outstanding options to purchase 149,661 and 71,155 
common shares during the three months ended June 30, 2006 and 2005, respectively, and options to purchase 149,661 and 
75,155 common shares during the six months ended June 30, 2006 and 2005, respectively, because the options’ exercise 
prices were greater than the average market price of the shares. 
 
Note 14.  Dividends Declared: 
 
Dividends declared during 2006 were as follows: 

Amount
Date Paid Record Date Per Share

April 10, 2006 March 31, 2006 $0.30
July 10, 2006 June 30, 2006 $0.30

$0.60

 
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 June 30, 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: 
 

2006 2005 2006 2005

Net income………………………..……………….… 8,691$            6,349$            3,650$            2,233$            
     Less:  TRS net income, net of tax………………… (621)                (459)                (443)                (230)                
     Add:  Book depreciation…………………………. 128                 866                 57                   429                 
     Less:  Tax depreciation…………………………… (359)                (720)                (26)                  (360)                
     Book/tax difference on Retained Interests, net…… 949                 1,549              721                 1,034              
     Book/tax difference on lease income……………… -                  (1,094)             -                  (713)                
     Book/tax difference on property sales…………… 566                 291                 216                 330                 
     Impairment losses……………………...………… 43                   1,854              -                  1,854              
     Provision for loss on rent and related receivables… 425                 -                  125                 -                  
     Book/tax difference on loans receivable…………… (887)                237                 2                     125                 
     Other book/tax differences, net…………………… (251)                (200)                (255)                (161)                

REIT taxable income………………………...……… 8,684$            8,673$            4,047$            4,541$            

Common distributions declared……..………………… 6,449$            7,076$            3,226$            3,269$            

Dividends declared per share………………………… 0.60$              0.65$              0.30$              0.30$              

(In thousands, except per share data)

June 30,
Six Months Ended Three Months Ended

June 30,

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

Federal:
  Current provision………………..…………...……$ 349 $ 308 $ 229 $ 139
  Deferred provision (benefit)…………...………… (15) (14) 21 (3)
Income tax provision………………..………..……$ 334 $ 294 $ 250 $ 136

Three Months Ended
June 30,

(In thousands)
2006 20052006

June 30,
Six Months Ended

2005
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(Unaudited) 
 
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: 
 

Income before income taxes for TRS's………… $ 955 $ 753 $ 693 $ 366

Expected Federal income tax provision………… $ 334 $ 263 $ 242 $ 128
Preferred dividend of subsidiary
  recorded as minority interest…………………… 16                16              8               8             
Other adjustment…………….…………………… (16)               15              -                -              
Income tax provision…………………………… $ 334 $ 294 $ 250 $ 136

(In thousands)

June 30,
Six Months Ended

2006 2005

Three Months Ended
June 30,

2006 2005

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

Deferred tax assets:
  Retained Interests…………..………………………………………. $ 158                $ 97
  Loans receivable…………………………………….……………… 105 148
  Servicing asset…………………………..……….………………… 102 132
  Premiums on acquired notes and debentures payable……………… 91 101
  Operating loss carryforwards………………………………………. 20                  8                    
  Other………………….………………………..…………………… 21 12
     Total gross deferred tax assets…………………………..………… 497 498

Deferred tax liabilities:
  Discount on acquired redeemable preferred stock of
     subsidiary…………………………….…………………………… 133 149
     Total gross deferred tax liabilities…………………………..…… 133 149

     Deferred tax asset, net………………………….………………… $ 364 $ 349

(In thousands)
2006

June 30, December 31,
2005

 
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 $695,000 and $292,500 in income taxes during the six months ended June 30, 2006 and 2005, respectively.   
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Note 17.  Other Income: 
 
Other income consisted of the following: 
 

Prepayment fees……………………………$ 764         $ 557         $ 318         $ 219         
Servicing income (1)……………………… 545         631         265         306         
Premium income (1)……………..………… 325         288         291         125         
Other loan related income………………… 180         365         82           234         
Equity in earnings of unconsolidated
  subsidiary…………………...…………… 32           15           16           15           

Other income……………………………. $ 1,846      $ 1,856      $ 972         $ 899         

(In thousands)

Six Months Ended

2006 2005
June 30,

Three Months Ended
June 30,

2006 2005

 
(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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(Unaudited) 
 
Note 18.  Discontinued Operations:  
 
Discontinued operations of our hotel properties (12 Hotel Properties and 16 Hotel Properties during the six months ended 
June 30, 2006 and 2005, respectively) and assets acquired in liquidation (primarily two limited service hospitality properties 
during the six months ended June 30, 2006) consisted of the following: 
 

Hotel and Lease Operations:
Revenues:
Lease income - base and other………………..……………$ 145         $ 1,925      $ -              $ 1,071      
Straight-line rental income……………...…………….…… -              922         -              435         
Hotel operating revenues (1)……………………...……… 1,114      111         406         111         
  Total revenues………………….………………………… 1,259      2,958      406         1,617      

Expenses:
Depreciation……………………………...……………… 9             704         -              348         
Interest expense (2)……………………………………… 119         313         12           158         
Hotel operating expenses (1)……………………….…… 1,047      331         359         331         
  Total expenses……………………..…………………… 1,175      1,348      371         837         
  Net earnings, hotel and lease operations………………… 84           1,610      35           780         

Assets Acquired in Liquidation Operations:
Revenues……………………….……………………...… 155         -              26           1             
Expenses………………………...………………………… 187         -              22           -              
  Net earnings (losses), assets acquired in
     liquidation operations………………………………… (32)          -              4             1             

Total net earnings……………………………..…………. 52           1,610      39           781         

Net gains on sales of real estate…………………………… 2,019      1,114      142         978         

Impairment losses…………………………..………….… (94)          (1,419)     (21)          (1,419)     

Discontinued operations……………………………………$ 1,977      $ 1,305      $ 160         $ 340         

(In thousands)

Six Months Ended
June 30,

2006 2005

Three Months Ended
June 30,

2006 2005

 
(1) Hotel operating revenues consist primarily of room revenues and hotel operating expenses consist primarily of general 

and administrative expenses. 
(2)  Represents interest expense on the mortgages payable related to hotel properties included in discontinued operations. As 

of June 30, 2006, the mortgages payable have either been repaid as a result of the sales or as they matured.  No 
additional interest expense was allocated to discontinued operations. 
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Property sales included in discontinued operations consisted of the following: 
 

2006 (1) 2005 (1) 2006 2005

Properties sold:
   Hotel properties……………………………… 10                 3                  4                   2                   
   Assets acquired in liquidation………………… 7                   2                  4                   1                   

17                5                8                  3                  

Hotel Properties:
  Sales proceeds………………………………… 20,553$        6,692$         7,606$          4,680$          
  Cost of sales………………………………...… (17,545)         (5,587)          (6,882)           (3,702)          
  Less:  deferred gains…………………………… (1,153)           -               (724)              -               

1,855            1,105           -                978               

Assets Acquired in Liquidation:
  Sales proceeds……………………………..…… 4,107            3,198           648               3,098            
  Cost of sales…………………………….……… (3,880)           (2,844)          (506)              (2,753)          
  Less:  deferred gains…………………………. (63)                (345)             -                (345)             

164               9                  142               -               

Net gains on sales of real estate………………… 2,019$         1,114$        142$            978$             

Three Months Ended
June 30,

(In thousands, except number of property sales and footnotes

Six Months Ended
June 30,

 
(1) We financed the sale of these properties through origination of loans aggregating $19,844,000 and $2,500,000 during the 

six months ended June 30, 2006 and 2005, respectively. As the down payment received was not sufficient to qualify for 
full accrual gain treatment on certain of the sales, we recorded initial installment gains and deferred the remaining 
gains.  
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Note 19.  Supplemental Disclosure of Cash Flow Information: 
 
Information regarding our non-cash activities was as follows: 
 

Non-cash investing activities:

  Loans receivable originated in connection with sales of
    hotel properties………………………………………………………$ 17,084          $ -                   

  Loans receivable originated in connection with sales of
    asset acquired in liquidation…………………………………………$ 2,760            $ 2,500            

  Reclassification from loans receivable to assets acquired
    in liquidation……………………….……………………………… $ 3,894            $ 2,666            

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

  Loan receivable established through due to affiliate…………………$ -                   $ 1,559            

  Note receivable and deferred liability recorded upon
    sales of hotel properties, net…………………………..……………$ -                   $ 197               

2006

Six Months Ended

(In thousands)

June 30,
2005

 
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 $33.1 million at June 30, 2006, of 
which approximately $7.1 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 and $1.9 million 
were to be originated by one of our SBICs. Approximately 90% of our loan commitments and approvals were for 
construction loans and loans committed to refinance construction loans upon project completion. 
 
At June 30, 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 1.25% to 2.75% and over LIBOR generally ranging from 3.0% 
to 4.25%.  The weighted average interest rate on our loan commitments and approvals at June 30, 2006 was approximately 
9.4%.  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
June 30,

2007 $ 173
2008 185
2009 197
2010 208
2011 220
2012 75

$ 1,058

(In thousands)
Total

 
Rent expense, which is being recorded on a straight-line basis, amounted to approximately $48,000 and $40,000 and $94,000 
and $80,000, during the three and six months ended June 30, 2006 and 2005, respectively. 
 
Employment Agreements 
We have employment agreements with certain of our officers expiring June 30, 2009.  Future payments under these contracts 
are approximately $1,220,000 for each of the twelve-month periods ending June 30, 2007, 2008 and 2009. 
 
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 a recorded liability of approximately $300,000 at June 30, 2006 related to a loan with collateral that has  
environmental obligations which are the primary responsibility of our borrower.  The loan was originated in connection with 
the sale of the underlying collateral by PMC Funding.  The sale was financed by PMC Capital, Inc. through a loan with a 
current outstanding principal balance of approximately $440,000 which is currently in default.  Under purchase accounting, 
the liability was assumed and the loan was acquired by PMC Commercial in the merger with PMC Capital, Inc. 
 
During 2005, we were informed by the Georgia Department of Natural Resources that the current remediation plan for the 
property has certain aspects that require revision.  While our borrower has the primary responsibility for the environmental 
remediation, to the extent the borrower defaults on the loan and we elect to foreclose, 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 June 30, 2006 and 2005 was as follows:  
 

Total
Lending 
Division

Property 
Division Total

Lending 
Division

Property 
Division

Revenues:
  Interest income - loans and other income……………..…… 4,901$        4,901$        -$           3,724$         3,724$        -$               
  Lease income and hotel property revenues........................... 580             -             580             290              -             290                
  Income from Retained Interests………………….………… 2,682          2,682          -             1,899           1,899          -                 
     Total.................................................................................. 8,163          7,583          580             5,913           5,623          290                

Expenses:
  Interest (1)............................................................................ 1,434        1,307        127           1,161         922             239              
  Depreciation......................................................................... 57               2                 55               81                1                 80                  
  Salaries and related benefits (2)……………………..…….. 1,213          1,092          121             1,174           1,057          117                
  Hotel property expenses....................................................... 410             -             410             -              -             -                 
  General and administrative………………………..………… 623             547             76               684              584             100                
  Realized losses on Retained Interests................................... 536             536             -             210              210             -                 
  Impairment losses…………………………………………… -              -             -             435              -             435                
  Provision for loss on rent and related receivables………… 125             -             125             -              -             -                 
  Provision for loan losses, net………………………...……… 2                 2                 -             116              116             -                 
     Total....................………………...................................... 4,400          3,486          914             3,861           2,890          971                

Income (loss) before income tax provision, minority
 interest and discontinued operations………………………… 3,763          4,097          (334)           2,052           2,733          (681)               

Income tax benefit (provision)……………………………… (250)            (261)           11               (136)            (136)           -                 
Minority interest (preferred stock dividend of subsidiary)… (23)              (23)             -             (23)              (23)             -                 

Income (loss) from continuing operations………………….… 3,490          3,813          (323)           1,893           2,574          (681)               

Discontinued operations:
  Net gains (losses) on sales of real estate…………………… 142             143             (1)               978              -             978                
  Impairment losses…………………………………..……… (21)              (21)             -             (1,419)         -             (1,419)            
  Net earnings……………………………………...………… 39               4                 35               781              -             781                

Net income (loss)................................................................... 3,650$       3,939$       (289)$        2,233$        2,574$        (341)$            

(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. 

For the Three Months Ended June 30,
2006 2005

(In thousands)
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Business segment data for the six months ended June 30, 2006 and 2005 was as follows:  
 

Total
Lending 
Division

Property 
Division Total

Lending 
Division

Property 
Division

Revenues:
  Interest income - loans and other income……………..…… 9,457$        9,457$        -$           7,168$         7,168$        -$               
  Lease income and hotel property revenues........................... 1,072          -             1,072          589              -             589                
  Income from Retained Interests………………….………… 4,935          4,935          -             4,426           4,426          -                 
     Total.................................................................................. 15,464        14,392        1,072          12,183         11,594        589                

Expenses:
  Interest (1)............................................................................ 2,894        2,599        295           2,193         1,718          475              
  Depreciation......................................................................... 119             4                 115             162              2                 160                
  Salaries and related benefits (2)……………………..…….. 2,273          2,046          227             2,229           2,006          223                
  Hotel property expenses....................................................... 793             -             793             -              -             -                 
  General and administrative………………………..………… 1,230          1,061          169             1,281           1,181          100                
  Realized losses on Retained Interests................................... 584             584             -             231              231             -                 
  Impairment losses…………………………………………… -              -             -             435              -             435                
  Provision for losses on rent and related receivables………. 425             -             425             -              -             -                 
  Provision for loan losses, net………………………...……… 53               53               -             269              269             -                 
     Total....................………………...................................... 8,371          6,347          2,024          6,800           5,407          1,393             

Income (loss) before income tax provision, minority
 interest and discontinued operations………………………… 7,093          8,045          (952)           5,383           6,187          (804)               

Income tax benefit (provision)……………………………… (334)            (345)           11               (294)            (294)           -                 
Minority interest (preferred stock dividend of subsidiary)… (45)              (45)             -             (45)              (45)             -                 

Income (loss) from continuing operations………………….… 6,714          7,655          (941)           5,044           5,848          (804)               

Discontinued operations:
  Net gains on sales of real estate…………………………… 2,019          164             1,855          1,114           9                 1,105             
  Impairment losses…………………………………..……… (94)              (51)             (43)             (1,419)         -             (1,419)            
  Net earnings (losses)……………………………………...… 52               (32)             84               1,610           -             1,610             

Net income............................................................................. 8,691$       7,736$       955$          6,349$        5,857$        492$             

(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. 

For the Six Months Ended June 30,
2006 2005

(In thousands)

 
Total assets at June 30, 2006 were allocated approximately $234.2 million to the Lending Division and $8.0 million to the 
Property Division. 
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Additions to furniture, fixtures and equipment were as follows: 
 

2006 2005 2006 2005

Lending Division………………. 22 -                 12 -                     
Property Division……………… 50 330 31 170

72 330 43 170

(In thousands)

June 30, June 30,
Six Months Ended Three Months Ended
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