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PART I 

 

Financial Information 

 

ITEM 1. 

 

Financial Statements





Net income………………………………………………...……………$ 6,912           $ 6,990           $ 3,529           $ 4,169           

Change in unrealized appreciation of retained interests in
   transferred assets:

       Net unrealized appreciation (depreciation) arising during period… (844)             287              (901)             108              
       Net realized gains included in net income………………………… (102)             (221)             (42)               (111)             

(946)             66                (943)             (3)                 

Comprehensive income………………………………….……………$ 5,966           $ 7,056           $ 2,586           $ 4,166           

2008 2007
(Unaudited)

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

PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In thousands) 

June 30,
2008 2007

Six Months Ended Three Months Ended
June 30,
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Net
Unrealized

Common Appreciation
Shares of of Retained
Beneficial Additional Interests in Cumulative Total
Interest Par Paid-in Transferred Net Cumulative Treasury Beneficiaries'

Outstanding Value Capital Assets Income Dividends Stock Equity

Balances, January 1, 2007...................... 10,753,803    110$          152,178$    3,256$        137,984$         (133,006)$    (3,231)$      157,291$       
Net unrealized appreciation………… -                 -            -              66               -                   -               -             66                  
Share-based compensation expense… 11,230           1                104             -              -                   -               -             105                
Dividends ($0.60 per share)................ -                 -            -              -              -                   (6,456)          -             (6,456)           
Net income.......................................... -                 -            -              -              6,990               -               -             6,990             
Balances, June 30, 2007.......................... 10,765,033    111$          152,282$   3,322$       144,974$        (139,462)$   (3,231)$      157,996$      

Net
Unrealized

Common Appreciation
Shares of of Retained
Beneficial Additional Interests in Cumulative Total
Interest Par Paid-in Transferred Net Cumulative Treasury Beneficiaries'

PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF BENEFICIARIES' EQUITY

(In thousands, except share and per share data)

Six Months Ended June 30, 2007

Six Months Ended June 30, 2008

(Unaudited)

(Unaudited)

 5

Interest Par Paid in Transferred Net Cumulative Treasury Beneficiaries
Outstanding Value Capital Assets Income Dividends Stock Equity

Balances, January 1, 2008...................... 10,765,033    111$          152,331$    1,945$        151,119$         (145,921)$    (3,231)$      156,354$       
Net unrealized depreciation………… -                 -            -              (946)            -                   -               -             (946)              
Share-based compensation expense… 16,500           -            96               -              -                   -               -             96                  
Dividends ($0.425 per share).............. -                 -            -              -              -                   (4,579)          -             (4,579)           
Net income.......................................... -                 -            -              -              6,912               -               -             6,912             
Balances, June 30, 2008.......................... 10,781,533    111$          152,427$   999$          158,031$        (150,500)$   (3,231)$      157,837$      

The accompanying notes are an integral part of these consolidated financial statements.
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Cash flows from operating activities:
  Net income...................................................................................................................……$ 6,912               $ 6,990                
  Adjustments to reconcile net income to net cash provided by operating activities:
      Depreciation..........................….................................................................................... 13                    67                     
      Permanent impairments on retained interests in transferred assets…………………… 377                  123                   
      Gains on sales of real estate…………………………………………………………… (762)                 (1,279)              
      Deferred income taxes………………………………………………………………… 6                      14                     
      Provision for loan losses, net………………………………………………………… 12                    52                     
      Provision for losses on rent and related receivables………………………………… -                   239                   
      Impairment losses…………………………………………………………………… -                   233                   
      Premium income adjustment………………………...………………………………… (6)                     49                     
      Amortization and accretion, net……………………………………………..………… (128)                 (121)                 
      Share-based compensation…………………………………………………………… 96                    104                   
      Capitalized loan origination costs…………………………………………………… (92)                   (108)                 
      Loans funded, held for sale…………………………………………………………… (3,404)              (1,195)              
      Proceeds from sale of guaranteed loans……………………………………………… 1,856               2,349                
      Loan fees collected, net......................................................................................……… (3)                     142                   
      Change in operating assets and liabilities:
        Due to/from affiliates, net…………………………………………………………… (40)                   (700)                 
        Other assets……………………………..…………………………………………… 254                  451                   

B d 49 651

PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Six Months Ended
June 30,

(Unaudited)
2008 2007

        Borrower advances…………………………………...……………………………… 49                   651                  
        Accounts payable and accrued expenses…………………...……………………… (177)                 (929)                 
        Other liabilities……………………………………………………………………… (82)                   104                   
Net cash provided by operating activities....................................................................... 4,881               7,236                

Cash flows from investing activities:
  Loans funded.....................................................................................................................  (24,700)             (22,175)            
  Principal collected on loans receivable.............................................................................  20,661              27,001             
  Principal collected on retained interests in transferred assets........................................... 818                  2,539                
  Proceeds from sales of assets acquired in liquidation, net……………………………… -                        1,116                
  Proceeds from sales of hotel properties, net…………………………………………… -                       1,060                
  Principal collected on mortgage-backed security of affiliate…………………………… 51                    110                   
  Investment in retained interests in transferred assets…………………………………… (2,820)              (253)                 
  Release of (investment in) restricted investments, net…………………………………… 1,046                (397)                 
  Purchase of furniture, fixtures and equipment.................................................................. -                   (37)                   
Net cash provided by (used in) investing activities........................................................  (4,944)               8,964                

 
Cash flows from financing activities:   
   Proceeds from (repayment of) credit facilities, net……………………...……………… (1,350)              2,175                
   Payment of principal on mortgage notes........................................................................… -                    (2,642)              
   Payment of dividends.......................................................................................................  (5,384)               (7,529)              
Net cash used in financing activities................................................................................ (6,734)               (7,996)              

 
Net increase (decrease) in cash and cash equivalents...................................................   (6,797)               8,204                

 
Cash and cash equivalents, beginning of year...............................................................  11,485              3,739                

Cash and cash equivalents, end of period.......................................................................$ 4,688               $ 11,943             

The accompanying notes are an integral part of these consolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
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Note 1.  Basis of Presentation: 

 

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, 2008 and the consolidated statements of income and comprehensive 

income for the three and six months ended June 30, 2008 and 2007 and beneficiaries’ equity and cash flows for the six 

months ended June 30, 2008 and 2007 have not been audited by independent accountants.  These consolidated financial 

statements have been prepared in accordance with accounting principles generally accepted in the United States for interim 

financial information and with the instructions to Form 10-Q of Regulation S-X.  Accordingly, they do not include all of the 

information and footnotes required by accounting principles generally accepted in the United States for complete financial 

statements.  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, 2007. 

 

In the opinion of management, the financial statements reflect all adjustments necessary to fairly present our financial 

position at June 30, 2008 and results of operations for the three and six months ended June 30, 2008 and 2007. These 

adjustments are of a normal recurring nature.  All material intercompany balances and transactions have been eliminated. 

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. 

 

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.   

 

The results for the three and six months ended June 30, 2008 are not necessarily indicative of future financial results. 

 

Each of our qualified special purpose entities (“QSPE”) contains a “clean-up call” which gives PMC Commercial the option 

to repay the outstanding structured notes of the QSPE.  PMC Joint Venture, L.P. 2001 (“the 2001 Joint Venture”) reached 

this option during June becoming a non-qualifying SPE; however, based on our current liquidity needs, the option was not 

immediately exercised.   The subsidiary was determined to be a variable interest entity.  Since we expect to absorb the 

majority of the entity’s future expected losses and receive the entity’s expected residual returns, PMC Commercial is 

considered to be the primary beneficiary.  As a result, this subsidiary is now consolidated in PMC Commercial Trust’s 

financial statements effective in June 2008.  The operations of the 2001 Joint Venture were previously accounted for as 

retained interests in transferred assets.  The following table summarizes the assets and liabilities of the 2001 Joint Venture: 

 

(In thousands)

Loans receivable………….………………..…$ 13,760

Restricted investments…………………..…………1,606

Other assets…………………………. 99                  

  Total assets……………………………………$ 15,465           

Structured notes payable………………….….……….$ 7,205             

 Total liabilities………………….………...…..$ 7,205

2008

June 1,

 
Subsequent to June 30, 2008, we are exercising our “clean-up call” option and, as a result, the structured notes will be repaid 

on August 15, 2008. 



PMC COMMERCIAL TRUST AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 
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Note 2.  Share-Based Compensation Plans: 

 

We granted 20,000 option awards on June 14, 2008 at an exercise price of $7.65 (the closing price on June 13, 2008).  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: 

 
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.  We recorded 

compensation expense of approximately $6,000 during the three and six months ended June 30, 2008 related to this option 

grant.  We granted 20,000 option awards on June 9, 2007 at an exercise price of $14.01 (the closing price on June 8, 2007) 

and recorded compensation expense of approximately $11,000 during the three and six months ended June 30, 2007. 

 

In addition, we issued an aggregate of 16,500 restricted shares to executive officers and our Board of Trust Managers on June 

14, 2008 at the then current market price of the shares of $7.65.  We issued an aggregate of 11,400 and 9,060 restricted shares 

to executive officers and our Board of Trust Managers on June 9, 2007 and June 10, 2006, respectively, at the then current 

market price of the shares.  The restricted shares 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 related to the restricted shares is being recognized over the vesting periods.  We recorded 

compensation expense of $65,000 and $73,000 during the three months ended June 30, 2008 and 2007, respectively, and 

$90,000 and $93,000 during the six months ended June 30, 2008 and 2007, respectively, related to restricted shares.  As of 

June 30, 2008, there was approximately $103,000 of total unrecognized compensation expense related to restricted shares 

which will be recognized over the next two years. 
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Note 3.  Loans Receivable, net: 

 

Loans receivable, net, consisted of the following: 

 

Commercial mortgage loans (1)………………….….……….$ 148,874 $ 78,259          

SBIC commercial mortgage loans (2)………….………………..…32,972 30,723          

SBA 7(a) Guaranteed Loan Program loans…………………..…………11,687 10,480          

Conduit facility loans (3)…………………………. -                    46,961          

 Total loans receivable………………….………...….. 193,533 166,423

Less:

  Deferred commitment fees, net…………...…...…. (475) (412)

  Loan loss reserves…………………...…………….. (54) (42)

Loans receivable, net……………………..………..$ 193,004 $ 165,969

(In thousands)

2008 2007

June 30, December 31,

 
(1)  Includes approximately $13.7 million of loans that are collateral for the 2001 Joint Venture structured 

notes.   

(2) Originated by our Small Business Investment Company (“SBIC”) subsidiaries. 

(3) These loans served as collateral for our conduit facility.  The conduit facility matured on May 2, 2008.  The 

remaining loans are now included in commercial mortgage loans. 

 

The activity in our loan loss reserves was as follows: 

 

Balance, beginning of year………………...……..……….…………..$ 42 $ 63

Provision for loan losses……………………………………………...………………..31           66          

Reduction of loan losses………………………………………………………(19)          (14)         

Principal balances written-off, net………………….……………….-              (66)         

Balance, end of period…………………………………………….……………..$ 54 $ 49

(In thousands)

Six Months Ended

June 30,

2008 2007
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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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 according to the original contractual terms of the loan.  Information on those loans 

considered to be impaired loans was as follows: 

 

Impaired loans requiring reserves…………………..……….…………..$ 156 $ 22

Impaired loans expected to be fully recoverable……….. 678 -               

Total impaired loans……………………………...………………………….$ 834 $ 22

Average impaired loans……………………..……………………...………..$ 1,415       $ 1,663        $ 2,119        $ 1,795       

Interest income on impaired loans……………………..……………………...………..$ 57            $ -               $ 25             $ -               

(In thousands)

December 31,

June 30,

Six Months Ended

2008 2007

2008 2007

(In thousands)

June 30,

Three Months Ended

June 30,

2008 2007

Note 4.  Retained Interests: 

 

We own subordinate financial interests in several non-consolidated QSPEs (i.e., retained interests in transferred assets 

(“Retained Interests”)).  The QSPEs are PMC Capital, L.P. 1998-1 (the “1998 Partnership”), PMC Joint Venture, L.P. 2000 

(the “2000 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 and the 2002 Joint Venture, the “Joint Ventures,”) 

created in connection with structured loan sale transactions.  

 

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. Retained Interests are carried at 

estimated fair value, with realized gains and permanent impairments recorded in net income and unrealized gains and losses 

recorded in beneficiaries’ equity. 
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 Information pertaining to our structured loan sale transactions as of June 30, 2008 was as follows: 

 

2000 2002 2003

1998 Joint Joint Joint

Partnership Venture Venture Venture

Principal outstanding on sold loans……………………………… 9,259$              27,317$                 15,223$           23,775$         

Structured Notes balance outstanding…………………………… 8,857$              19,181$                 8,242$             16,320$         

Cash in the collection account……………………………………. 152$                 340$                      196$                3,036$           

Cash in the reserve account………………………………………….1,332$              1,678$                   1,413$             2,069$           

Structured Notes outstanding for "clean-up call"……………..… 4,186$              7,451$                   6,345$             9,289$           

Weighted average interest rate of loans (1)…………………………………P+1.27% 9.48% 9.56% L+4.03%

Discount rate assumptions (2)……………………..…………… 7.2% to 15.3%  9.0% to 15.5%  8.8% to 15.3% 7.2% to 15.3%

Constant prepayment rate assumption (3)………………… 16.00% 18.00% 18.00% 18.00%

Weighted average remaining life of 

   Retained Interests (4)…………………………………….. 2.34 years 1.59 years 0.50 years 0.71 years

Aggregate principal losses assumed (5)………………………….. 1.28% 1.50%   - 0.52%

Aggregate principal losses to date (6)…………………………………………  - 1.65% 0.81%   -

(Dollars in thousands)

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

(2)  Discount rates utilized were (a) 7.2% to 9.0% for our required overcollateralization, (b) 10.8% to 11.0% for our reserve 

funds and (c) 15.3% to 15.5% 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 Retained Interests 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 1.0%.  For the 2002 Joint Venture, no future losses were assumed at June 30, 2008 due to the 

small number of loans remaining in the pool with no indication of loss and its short-term weighted average remaining 

life. 

(6) Represents aggregate principal losses to date as a percentage of the principal outstanding at inception.  For the 2000 

Joint Venture, represents historical losses and the loss on a loan receivable repurchased by PMC Commercial due to a 

loan modification and assumption.  For the 2002 Joint Venture, represents losses on delinquent loans receivable with a 

“charged-off” status repurchased by PMC Commercial. 

 

First Western SBLC, Inc. (“First Western”) has Retained Interests related to the sale of loans originated pursuant to the Small 

Business Administration’s (“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, 2008, the aggregate principal balance of First Western’s serviced loans receivable on which we 

had an excess spread was approximately $29.0 million and the weighted average excess spread was approximately 0.6%.  In 

determining the fair value of our Retained Interests related to Secondary Market Loan Sales, our assumptions at June 30, 

2008 included a prepayment speed of 22% per annum and a discount rate of 15.3%. 

 

The estimated fair value of our Retained Interests is based upon an estimate of the discounted future cash flows we will 

receive.  In determining the present value of expected future cash flows, estimates are made in determining the amount and 

timing of those cash flows and the discount rates.  The amount and timing of cash flows is generally determined based on 

estimates of loan losses and anticipated prepayment speeds relating to the loans receivable contributed to the QSPE.  Actual 

loan losses and prepayments may vary significantly from assumptions.  The discount rates that we utilize in computing the 

estimated fair value are based upon estimates of the inherent risks associated with each cash flow stream.  Due to the limited 

number of entities that conduct transactions with similar assets, the relatively small size of our Retained Interests and the 
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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 (1) our required overcollateralization (the “OC piece”), (2) the “reserve fund” 

and the interest earned thereon and (3) the interest-only strip receivable (the “IO Receivable”). 

 

Our Retained Interests consisted of the following: 

 

First Western…………..……………$ -           $ -           $ 380           $ 380           $ 393           

1998 Partnership………………..……… 501          969          257           1,727        1,655        

2000 Joint Venture……………. 8,441       1,411       242           10,094      9,703        

2002 Joint Venture……………………………………7,169       1,358       191           8,718        8,538        

2003 Joint Venture…..……………. 10,406     1,950       188           12,544      12,175      

$ 26,517     $ 5,688       $ 1,258        $ 33,463      $ 32,464      

First Western……………...…………$ -           $ -           $ 425           $ 425           $ 425           

1998 Partnership……………… 580          1,021       311           1,912        1,838        

1999 Partnership………………..…….. 3,682       995          219           4,896        4,878        

2000 Joint Venture…...……………. 8,510       1,605       518           10,633      9,913        

2001 Joint Venture……………………………………6,696       1,522       242           8,460        8,255        

2002 Joint Venture……………………………………7,242       1,450       629           9,321        8,801        

2003 Joint Venture…………...……… 10,490     1,870       609           12,969      12,561      

$ 37,200     $ 8,463       $ 2,953        $ 48,616      $ 46,671      

June 30, 2008

Estimated Fair Value

December 31, 2007

CostTotal

Estimated Fair Value

(In thousands)

OC Piece Reserve Fund IO Receivable

CostTotal

(In thousands)

Reserve Fund IO ReceivableOC Piece

 
The difference between the estimated fair value and cost of our Retained Interests is reflected in our consolidated balance 

sheets as unrealized appreciation of Retained Interests. 

 

On June 2, 2008, we exercised our option to repay the structured notes of one of our non-consolidated QSPEs, PMC Capital, 

L.P. 1999-1 (the “1999 Partnership”).  We used the reserve fund of approximately $1.2 million and we used cash on hand and 

borrowed on our revolving credit facility totaling $2.8 million in order to repay the remaining approximately $4.0 million of 

structured notes.    
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The following sensitivity analysis of our Retained Interests as of June 30, 2008 highlights the volatility that results when 

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)……………….  $33,120  ($343) 

Losses increase by 100 basis points per annum (2)……………..  $32,804  ($659) 

Discount rates increase by 100 basis points…………………….  $33,086  ($377) 

Discount rates increase by 200 basis points…………………….  $32,716  ($747) 

________________________________ 

(1) Any depreciation of our Retained Interests is either included in the accompanying statement of income as a permanent 

impairment (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 be to 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. 

 

Due to the short-term weighted average remaining life of our Retained Interests and the diminishing value of our interest-

only strip receivables, there is no material asset change for increases in prepayment rates. 

 

These sensitivities are hypothetical and should be used with caution.  Values based on changes in these assumptions 

generally cannot be extrapolated since the relationship of the change in an assumption to the change in fair value is not linear.  

The effect of a variation in a particular assumption on the fair value of our Retained Interests is calculated without changing 

any other assumption.  In reality, changes in one factor are not isolated from changes in another which might magnify or 

counteract the sensitivities.   

 

In accordance with SFAS No. 140, our consolidated financial statements do not include the assets, liabilities, partners’ 

capital, revenues or expenses of the QSPEs.  As a result, at June 30, 2008 and December 31, 2007 our consolidated balance 

sheets do not include $86.1 million and $141.8 million of assets, respectively, and $52.7 million and $94.4 million of 

liabilities, respectively, related to our structured loan sale transactions recorded by the QSPEs.  At June 30, 2008, the 

partners’ capital of the QSPEs was approximately $33.4 million and the estimated fair value of the associated Retained 

Interests was approximately $33.1 million. 

 

The annualized yield on our Retained Interests, which is comprised of the income earned less permanent impairments, was as 

follows:   

 

 
 

 

 

 

 

 

 

 

 

 


