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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF EIMSECURITIES EXCHANGE ACT OF
1934

For the Fiscal Year Ended December 31, 2003
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d§ OHE SECURITIES EXCHANGE ACT O
1934

For the Transition Period From to

Commission File Number: 1-13610

PMC COMMERCIAL TRUST

(Exact name of registrant as specified in its @rart

Texas 75-644607¢€

(State or other jurisdictio (I.LR.S. Employer Identification No
of incorporation or organizatiol

17950 Preston Road, Suite 600, Dallas, TX 752 (972) 34¢-3200

(Address of principal executive office (Registrar’s telephone numbe

Securities registered pursuant to Section 12(bhefAct:
Common Shares of beneficial interest, $.01 par vadu

Indicate by check mark whether the Registrant ék) filed all reports required to be filed by Seweti® or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past 90 daysS¥x] NO O

Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of Regulation S-K it oontained herein, and will not be
contained, to the best of the Registrant’s knowdedy definitive proxy or information statementsanporated by reference in Part Il of this
Form 10-K or any amendment to this Form 103K.

Indicate by check mark whether the Registrant iacelerated filer (as defined in Exchange Act R@b-2). YESXI NO O

The aggregate market value of the voting stock hgldon-affiliates of the Registrant, based upandiosing sale price of the Common Shares
of Beneficial Interest on June 30, 2003 as repastethe American Stock Exchange, was approxim&®@lymillion. Common Shares of
Beneficial Interest held by each officer and tmstnager and by each person who owns 10% or mdhe afutstanding Common Shares of
Beneficial Interest have been excluded because gersons may be deemed to be affiliates. This aétation of affiliate status is not
necessarily a conclusive determination for otheppses.

As of March 8, 2004, Registrant had outstandin@39,891 Common Shares of Beneficial Interest.
DOCUMENTS INCORPORATED BY REFERENCE:

Portions of the Registrant’s Proxy Statement tdilbd with the Securities and Exchange Commissidthiw 120 days after the year covered by
this Form 10-K with respect to the Annual Meetirigsbareholders are incorporated by reference iatoIR.
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Forward-Looking Statements

This Form 10-K contains certain forward-looking t&ie@ents within the meaning of Section 27A of tloar8ees Act of 1933 and
Section 21E of the Securities Exchange Act of 1®@Bith are intended to be covered by the safe harbeeated thereby. These statements
include the plans and objectives of managemerfufare operations, including plans and objectivekating to future growth of our loans
receivable and availability of funds. Such forwdodking statements can be identified by the ugerafard-looking terminology such as
“may,” “will,” “expect,” “intend,” “believe,” “anti  cipate,” “estimate,” or “continue,” or the negativéhereof or other variations or similar
words or phrases. The forward-looking statementiisied herein are based on current expectationsitiwlve numerous risks and
uncertainties identified in this Form 10-K , inclad, without limitation, the risks identified undigre caption “ltem 1. Business — Risk
Factors” Assumptions relating to the foregoing involve judgts with respect to, among other things, futuemic, competitive and mar}
conditions and future business decisions, all attvlare difficult or impossible to predict accurBteand many of which are beyond our coni
Although we believe that the assumptions underlgiegorwarclooking statements are reasonable, any of the agans could be inaccura
and, therefore, there can be no assurance thatdiveard-looking statements included in this FormKL.@ill prove to be accurate. In light of
the significant uncertainties inherent in the fordrdooking statements included herein, the inclnsib such information should not be
regarded as a representation by us or any othes@erthat our objectives and plans will be achieved.

PART I
Item 1. BUSINESS
INTRODUCTION

PMC Commercial Trust (“PMC Commercial” and eéttger with its wholly-owned subsidiaries, the “Camp”, “our” or “we”) is a real
estate investment trust (“REIT”) that primarily ginates loans to small businesses collateralizefitdtyliens on the real estate of the related
business. In addition, our investments includeatveership of commercial properties in the hospgitatidustry. Our loans receivable are
primarily to borrowers in the limited service hasgity industry. We also originate loans for comnialreal estate primarily in the service,
retail, multi-family and manufacturing industries.

We generate revenue from the yield earneduoinwestments, rental income from property ownigrsimd other fee income from our
lending activities. Our operations are centralizeBallas, Texas and include originating, servicamgl selling commercial loans. As of
December 31, 2003 and 2002, our total assets vppr@xdmately $132.3 million and $149.7 million, pestively. During the years ended
December 31, 2003 and 2002, our total revenues aymyeximately $14.6 million and $15.8 million, pestively and our net income was
approximately $8.2 million and $9.9 million, resfieely.

We seek to maximize shareholder value thrdagh-term growth in dividends paid to our shareleodd As a REIT, we must distribute at
least 90% of our REIT taxable income to sharehgldgee “Tax Status.” We pay dividends from the fugenerated from operations,
commonly referred to as “FFO.” Our ability to maiimt or increase our FFO is dependent on many facBee “Iltem 7. Management’s
Discussion and Analysis of Financial Condition &ebults of Operations — Funds From Operations.”

In order to fund new loans or real estate investsjeme need to issue new equity, borrow funds Ibtans. Since 1996, our primary sou
of funds has been structured loan transactions:S&egctured Loan Transactions.”

We operate in two reportable segments: (iJeéhding division, which originates loans receivat small businesses primarily in the
hospitality industry and (ii) the property divisiomhich owns hotel properties. See detailed finanaformation regarding our segments in
“Iltem 8. Consolidated Financial Statements and &upentary Data.”

MERGER WITH PMC CAPITAL, INC.

PMC Capital, Inc. (“PMC Capital”), our affilie, was merged (the “Merger”) with and into PMC Cnoercial, with PMC Commercial
continuing as the surviving entity, on February 2804. Pursuant to the Merger, each issued antbodiag share of PMC Capital common
stock was converted into 0.37 of a common shafME Commercial. As a result, we issued 4,385,800mon shares of beneficial interest
February 29,
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2004 valued at $13.10 per share, which is the geethosing price of our common stock for the thitags preceding the date of the
announcement, adjusted by declared but unpaidetidis. The Merger was accounted for under the psecimethod of accounting as provided
by Statement of Financial Accounting Standard (“SFPANo. 141.

As of the date of the Merger, we own and ofgettze businesses of PMC Capital and its subsédiaalong with our existing operations and
businesses, under the name “PMC Commercial Truge'expect that the larger equity market capitaliratesulting from the Merger will he
create new business flexibility and provide staépiid cash flow ultimately adding to our cash aahié for distribution. As a result of our larger
equity base, we believe that our ability to meetlmuidity needs will be enhanced through the guilty of increasing our credit facilities and
developing alternative credit facilities such asaehouse line of credit. A substantial part of PRI&bital's activities were undertaken by its
wholly-owned subsidiaries: First Western SBLC, I¢i€irst Western”), PMC Investment Corporation (“BMC”) and Western Financial
Capital Corporation (“Western Financial”). Eachtloése subsidiaries is now wholly-owned by PMC Comuiaé

Unless otherwise stated, all information cored herein represents historical data of PMC Corialeprior to completion of the Merger.
For pro forma information, see our Current Reporform 8-K filed with the Securities and Exchangernission on March 15, 2004.

LENDING ACTIVITIES
Overview

We are a national lender that focuses ourihgndctivities on businesses in the southeast anthwest regions of the United States. We
primarily originate small business loans in theitéd service sector of the hospitality industry ththe addition of the lending operations of
PMC Capital, we expect to increase our loan oripma to the convenience store and gas statiotauemt, service, retail and commercial real
estate industries. In addition to first liens oalrestate of the related business, our loans rablkEvare generally personally guaranteed by the
principals of the entities obligated on the loamseivable.

We identify loan origination opportunities digh personal contacts, internet referrals, attecelat trade shows and meetings,
correspondence with local chambers of commercectimailings, advertisements in trade publicatiamg other marketing methods. In
addition, we have generated most of our loans tiivaeferrals from lawyers, accountants, real estateloan brokers and existing borrowers.
In some instances, we may make payments toafiiifated individuals who assist in generatingriagpplications, with such payments gener
not exceeding 1% of the principal amount of thgioated loan.

Limited Service Hospitality Industry

Our loans in the hospitality industry are gatig collateralized by first liens on limited sée hospitality properties and are generally made
to owner-operated facilities operating under natidranchises. We believe that franchise operataffes attractive lending opportunities
because such businesses generally employ provémebssoncepts, have national reservation systesms, consistent product quality, are
screened and monitored by franchisors and gendrallg a higher rate of success when compared ¢o mitlependently operated hospitality
businesses.

Most of our loans are to borrowers operatirgpprties in the limited service sector of the fitadipy industry. The limited service sector of
the hospitality industry, as a subset of the hadipitindustry, does not always react to econonoigditions in the same manner as the rest ¢
hospitality industry. For example, while all sestof the hospitality industry experienced reductionoccupancy and room rates in 2001 and
2002, the limited service sector of the hospitdlityustry was not as negatively impacted and, @mnaequence, the rebound in the hospitality
industry in occupancy and room rates during 2003amily affected sectors other than the limited/gar hotels. Economic conditions that
impact the limited service sector of the hospialidustry and, to a lesser degree, the hospitaldystry in general, have a significant impact
on our loans collateralized by, and investmentfaspitality properties, and our future lending rapiens.

Another factor which affects the limited see/sector of the hospitality industry is a sigrficrise in gasoline prices within a short period
of time. Most of the limited service hospitalityoperties collateralizing our loans receivable amated on interstate highways. As seen in the
past, when gas prices sharply increase, occupaey decrease for properties located on intersighsvays.

3
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While occupancy increased slightly for the rallehospitality industry, average room rates shiaeslight decline in 2003 based on
published industry statistics. The industry’s ngémting income has been in a downcycle, having b#fected by travel warnings and
increased travel time due to improved security messas well as internet bookings which have ajatigely impacted revenues. We anticig
that lodging demand will increase in 2004 as tluging industry follows the economy. Improving ecomo trends in the lodging industry will
generate an increase in competition among lendspgcially those lenders offering alternatives sagfixed rate and “mini-perm” loans.

Loan Originations and Underwriting

We originate mortgage loans to small busiregsienarily collateralized by commercial real estal/e believe that we successfully compete
in the commercial real estate finance market duaitaunderstanding of our borrowers’ businessesfléxible loan terms that we offer and our
responsive customer service. Our approach to asgassw commercial mortgage loans requires an aigabf the replacement cost of the
collateral, its liquidation value and an analydisocal market conditions.

We also consider the underlying cash flowhef tenant or owner-occupant as well as more toamitireal estate underwriting criteria such
as:

. The components and value of the borrc's collateral (primarily real estate
. The ease with which the collateral can be liquidg

. The industry and competitive environment in whikh borrower operate

. The financial strength of the guarantc

. The existence of any secondary repayment sourne:

. The existence of a franchise relationsl|

Upon receipt of a completed loan applicatimum, credit department conducts: (i) a detailed ysislof the loan, which typically includes an
appraisal and a valuation by the credit departroétite property that will collateralize the loanassure compliance with loan-to-value
percentages, (ii) a site inspection for real eatatkateralized loans, (iii) a review of the bormews business experience, (iv) a review of the
borrower’s credit history, and (v) an analysisted borrower’s debt-service-coverage and delgepoity ratios. All appraisals must be perfort
by an approved, licensed third party appraiserssd on the market value, replacement cost atdfloas value approaches. We generally
utilize nationwide independent appraisal firms aadk local market economic information to the eixésailable.

Our typical loan is distinguished from tho$esome of our competitors by the following charaistés:

. Substantial down payments are requirdife usually require an initial down payment of lests than 20% of the value of the prop
which is collateral for the loan at the time of Bugan. Our experience has shown that the likelihafofull repayment of a loan
increases if the owner/operator is required to neak@itial and substantial financial commitmenthe property which is collateral
for the loan

. “Cash outs” are typically not permittedGenerally, we will not make a loan in an amoumager than either the cost of the property
which is collateral for the loan or the current egiped value of the property which is collateraltfee loan. For example, a hotel
property may have been originally constructed foost of $2,000,000, with the owner/operator boingw$1,600,000 of that amou
At the time of the borrower’s loan refinancing reqtj the property securing the loan is appraiséd &00,000. Some of our
competitors might loan from 70% to 90% or moretaf hew appraised value of the property and pehaibtvner/operator to receive
a cash distribution from the proceeds. Generalgyweuld not permit this type ¢cast-out” distribution.

. The obligor is personally liable for the loi. We generally require the principals of the boreoto guarantee the loe

We are currently originating primarily variakiate loans. Most of our variable-rate loans aiged on LIBOR. While we have originated
fixed-rate loans, we do not expect to originatéggaiicant amount of additional fixed-rate loandass market conditions change. We
completed a structured loan sale transaction of4$dtllion of variable-rate loans on October 7, 2@hich caused our percentage of variable-
rate loans receivable to decrease from Decembe2(8, to December 31, 2003. At December 31, 2008yariable-rate and fixed-rate loans
receivable were $21.2 million (41%) and $30.3 miil(59%) of our loans receivable, respectively. @ariable-rate loans receivable generally
require payments of principal and interest, resed guarterly basis, to amortize the
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principal over ten to 20 years. Fixed-rate loarereble generally require level payments of ppatiand interest calculated to amortize the
principal over ten to 25 years.

Loan Activity

The following table details our loan activity the years indicated:

Years Ended December 31,

2003 2002 2001 2000 1999

(In thousands

Loans receivable, n— beginning of yea $ 71,99: $ 78,48¢ $ 65,64: $ 115,26 $ 119,71
Loans originatet 31,32 32,77¢ 51,68: 22,50¢ 17,47¢
Principal collections (1 (5,655 (11,63 (4,965 (15,139 (29,650
Repayments of SBA 504 program lo: (1,969 (637) (970 (979) (2,542
Loan transferred to AAL (2 — — — (1,18)) —
Structured loan sales ( (45,45¢) (27,28¢) (32,662) (55,679 —
Other adjustments ( 34¢€ 284 (245) 83¢€ 267
Loans receivable, n— end of yea $ 50,58¢ $ 71,99: $ 78,48t¢ $ 65,64: $ 115,26

I I I I .|

(1) Includes scheduled principal payments and prepaysn

(2) Aloan receivable on which the collateral was fdosed upon and the asset was classified as an asgatred in liquidation“ AAL").
(3) Loans receivable which were sold as part of strredluoan sale transaction

(4) Includes the change in loan loss reserves and daferommitment fee

Quarterly Loan Originations

The following table is a breakdown of loangjimrated on a quarterly basis during the yearsceteid:

Years Ended December 31,

2003 2002 2001 2000 1999

(In thousands

First Quarte $  9,00¢ $  6,34¢€ $ 9,761 $ 301 $ 7,061
Second Quarte 12,10 6,50¢ 22,567 3,92¢ 3,57¢
Third Quartel 5,557 10,04« 10,097 7,34( 3,80¢
Fourth Quarte 4,651 9,88( 9,25¢ 10,94: 3,03¢
Total $ 31,32 $  32,77¢ $ 51,68 $ 22,50¢ $ 17,47¢
| | | | |
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Loan Portfolio Statistics

Information on our loans receivable, loansalitiave been sold and on which we have retainedeisis (the “Sold Loans”) and our loans
receivable combined with our Sold Loans (the “Aggte Portfolio”) was as follows:

December 31, 2003 December 31, 2002
Aggregate Sold Loans Aggregate Sold Loans
Portfolio Loans Receivable(1) Portfolio Loans Receivable(1]

(Dollars in thousands)

Portfolio outstanding $ 197,48 $ 146,00: $ 51,48¢ $ 178,56 $ 105,75: $ 72,81¢
Weighted average interest ri 8.2% 8.2% 8.1% 8.7 9.€% 7.5%
Annualized average yield (2) ( 8.4% 9.2% 7.2% 10.(% 9.8% 10.2%
Weighted average contractual maturity (in

years) 15.2 16.2 12.4 15.4 16.2 14.2
Delinquent and impaired loans ( $ 3,10¢ $ 1,357 $ 1,74¢ $ 1,75¢ $ — $ 1,75¢
Lodging industry concentration ' 96.6% 95.4% 100.(% 94.8% 93.4% 99.7%
Texas concentration % (. 19.8% 22.5% 12.1% 23.(% 20.7% 26.5%

(1) Portfolio outstanding before reserves and defewechmitment fees. Includes the principal balanceaiaing on underlying loan
receivable in our 1998 structured loan financingrisaction of $26.0 million and $30.7 million at [Bewber 31, 2003 and 2002,
respectively

(2) The calculation of annualized average yield dividasinterest income, loan fees and prepaymentdaased, less the provision for lo
losses, by the average outstanding portfc

(3) Includes loans receivable which are either past dregater than 60 days or the collection of the Inaka of principal and interest
considered impaired and a loan loss reserve has lestablished (“Impaired Loans”). The balance does include the principal
balance of loans which have been identified asmiiateproblem loans for which it is expected thdtuli recovery of the principal
balance will be received through either collectifforts or liquidation of collateral* Special Mention Loar”).

(4) We also had a concentration of 10.1% of Sold Laasizona, a concentration of 14.6% of Loans Realelie in Virginia and ¢
concentration of 10.8% of Loans Receivable in ElariNo other concentrations greater than 10% egisteDecember 31, 200

Small Business Administration (“SBA”) Programs
Section 504

We participate as a private lender in the SBA Program. Participation in the SBA 504 Progrdiare us an opportunity to enhance the
collateral status of loans receivable by allowisga originate loans with lower loan-to-value rati®he SBA 504 Program assists small
businesses in obtaining subordinated, Iterga financing by guaranteeing debentures availtistaigh certified development companies for
purpose of acquiring land, building, machinery aadipment and for modernizing, renovating or resgpexisting facilities and sites. A typic
finance structure for an SBA 504 Program projectildanclude a first mortgage covering 50% of theject cost from a private lender, a
second mortgage obtained through the SBA 504 Pnogra/ering up to 40% of the project cost and ardloution of at least 10% of the project
cost by the principals of the small businessesghassisted. We typically require at least 20% efahuity in a project to be contributed by the
principals of the borrower. The SBA does not gutgarhe first mortgage. Although the total sizeprafects utilizing the SBA 504 Program
guarantees are unlimited, the maximum amount odislibated debt in any individual project generalys750,000 (or $1 million for certain
projects). Typical project costs range in size figH00,000 to $3 million.

General

The businesses acquired from PMC Capital delseveral licenses from the SBA. First Westemlisensed small business lending
company (“SBLC”) that originates loans through 8#A’s 7(a) Guaranteed Loan Program (“SBA 7(a) LBaogram”). PMCIC is a licensed
specialized small business investment company (fS3Binder the Small Business Investment Act of 8,9%s amended (“SBIA”). PMCIC
uses long-terms funds provided by the SBA, togetlitr its own capital, to provide long-term colledbzed loans to eligible small

6




Table of Contents

businesses owned by “disadvantaged” persons, asedainder SBA regulations. Western Financiallisensed small business investment
company (“SBIC") under the SBIA that provides loga$orrowers whether or not they qualify as “dismttaged.”

SBICs are intended to stimulate the flow ofate equity capital to eligible small businesdésder present SBA regulations, eligible small
businesses include businesses that have a net mairixceeding $18 million and have average aniuligltaxed net income not exceeding
$6 million for the most recent two fiscal years.cAoding to SBA regulations, SBICs may make longrtéwans to small businesses, invest in
the equity securities of such businesses, and gedtiem with consulting and advisory services.

First Western, PMCIC and Western Financialpeodically examined and audited by the SBA ttedaine compliance with SBA
regulations.

SBA 7(a) Loan Program

First Western is licensed to operate as an(SHlhe SBA guarantees 75% of qualified loans o¢&0$000 with such individual guarantees
not exceeding $1.0 million. While the eligibilitgeguirements of the SBA 7(a) Loan Program vary leyitldustry of the borrower and other
factors, the general eligibility requirements dratt (i) gross sales of the borrower cannot prégenteed $6 million, (i) liquid assets or real
estate equity of the borrower and affiliates carexaeed specified limits, and (iii) the maximum eeggate SBA loan guarantees to a borrower
cannot exceed $1.0 million. Maximum maturities 38A 7(a) loans are 25 years for real estate angeafs for the purchase of machinery and
equipment. In order to operate as an SBLC, a leeisrequired to maintain a minimum net worthdefined by SBA regulations) of the
greater of (i) 10% of the outstanding loans redge®f First Western or (ii) $1.0 million, as wel certain other regulatory restrictions such as
change in control provisions. Effective January 2004, the SBA temporarily changed its policy olgimation of loans under the SBA 7(a)
Loan Program to limit the maximum amount of a lt@$750,000 (the “Loan Capfdr the year ending September 30, 2004 until furtieice.
The Loan Cap may be amended or discontinued atiriey

PROPERTY OWNERSHIP

At December 31, 2003, we owned 21 limited mertospitality properties (our “Hotel Propertiefiat we purchased in 1998 and 1999
through a sale/leaseback agreement with Arlingtosgitality, Inc. (“Arlington”). Arlington, througfis wholly-owned subsidiary, is the
operator of our properties through a master legeeeanent that provides for base rent (currentl $&illion per year) and percentage rent of
4% of the gross room revenues generated by thd Aaiperties. The lease agreement runs through 200@ with two renewal options of five
years each and a third option for two years. Tist fenewal is either at our or Arlingf's option. The second five year renewal and the two
year renewal are solely at Arlingt's option. Each renewal requires extension of fthe then owned Hotel Properties. The base rent is
adjusted to increase annually based on the conspricerindex up to a maximum increase of 2% per.y&dington operates our Hotel
Properties as “Amerihost Inns” which is a brand edmanchised by Cendant Corporation, the largesichisor of leasehold properties.

During the three years ended December 31,,2003o0ld eight hotel properties for $20.4 milli@sulting in net gains totaling $2.3 million.
Six of these property sales were completed asudt ifsan agreement we entered into with Arlingtorsell up to eight properties to Arlington
prior to June 2004. To the extent the remaining pachases by Arlington are not completed in theed upon time frame, the lease
agreement provides for rent increases on all ofemnaining Hotel Properties. We may continue tdueata additional Hotel Property sales.

STRUCTURED LOAN TRANSACTIONS
General

Structured loan sale transactions are ourgmimmethod of obtaining funds for new loan origiaas. In a structured loan sale transaction,
we contribute loans receivable to a special purposity (“SPE”) in exchange for an ownership intri@ that entity and obtains an opinion of
counsel that the contribution of the loans recdwad the SPE constitutes a “true sale” of the soateivable. The SPE issues notes payable
(usually through a private placement) to third iggrand then distributes a portion of the notespkeyproceeds to us. The notes payable are
collateralized solely by the assets of the SPE.t&hmas of the notes payable issued by the SPEsdartivat the owners of these SPEs are not
liable for any payment on the notes. Accordingiyhe SPEs fail to pay the principal or interes¢ dun the notes, the sole recourse of the hc
of the notes is against the assets of the SPEhakeno obligation to pay the notes, nor do theédrs| of the notes have any recourse against
our assets.
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We account for structured loan sale transastis sales of our loans receivable and the SPE iteedefinition of a qualifying SPE; as a
result, neither the loans receivable contributeth®SPE nor the notes payable issued by the SPiEauded in our consolidated financial
statements. When a structured loan sale transastmompleted: (1) our ownership interests in tRES are accounted for as retained interests
in transferred assets (“Retained Interests”) aederorded at the present value of the estimatedefeash flows to be received from the SPE
and (2) the difference between (i) the carryingieadf the loans receivable sold and (i) the re¢afair value of the sum of (a) the cash rece
and (b) the present value of estimated future @asls from the Retained Interests, constitutesgéi@ or loss on sale. Gains or losses on these
sales may represent a material portion of ourmmire in the period in which the transactions accur

A structured loan financing is similar to eustured loan sale, with the exception that thegaation is not treated as a sale for financial
reporting purposes. Therefore, the loans receivatéributed to the SPE and the notes payableddsy¢he SPE are included in our
consolidated financial statements and as a rdkelipwnership interest in the SPE is not accouftteds a retained interest. Even though the
loans receivable and the notes payable are inclodexiir balance sheets from the structured loan€iimg transaction completed in 1998, we
have no obligation to pay the notes, nor do thedrsl of the notes have any recourse against oetsa3$e terms of the notes payable issue
the SPE provide that we are not liable for payneenthe notes. Accordingly, even though the loansivable and the notes payable of the SPE
are included in our consolidated financial statetfigfithe SPE fails to pay the principal or intren the notes, the sole recourse of the holder:
of the notes is against the loans receivable apdtrer assets of the SPE.

Our structured loan sale transactions andired loan financing transactions receive opinioos outside counsel that opine to the legal
sale of the loans from PMC Commercial to the SREné&al in connection with the securitization. Eaclowf completed securitization
transactions (both structured loan sale transas@mia structured loan financing transactions) plesia clean-up call. A clean-up call is an
option which allows the repurchase of the transfitassets when the amount of the outstanding dafiet® a level at which the cost of
servicing those assets becomes burdensome. Theugbegall option regarding a loan in an SPE is eised by the party that contributed the
loan to the SPE. As a result of the characteristicterlying the loans receivable not satisfyingréguirements of off balance sheet accounting
treatment, the 1998 securitization was considergtdugtured loan financing transaction. We arestnwicer of the loans pursuant to the
transaction documents and are paid a fee equd baSis points of the principal outstanding peryea

Since we rely on structured loan transactassur primary source of operating capital to faed loan originations, any adverse changes in
our ability to complete this type of transactiamcluding any negative impact on the asset-backeudrgies market for the type of product we
generate, could have a detrimental effect on oilityatp generate funds to originate loans. SeestRtractors.”

Joint Structured Loan Sale Transactions — General

In connection with our structured loan sagssactions, joint ventures were formed as SPEsltbthe loans receivable sold and issue notes
payable collateralized by the loans receivable.

As of December 31, 2003, our SPEs consisted of

PMC Joint Venture, L.P. 2000 (t*2000 Joint Ventur") and its related general partn

PMC Joint Venture, L.P. 2001 (t*2001 Joint Ventur") and its related general partn

PMC Joint Venture, L.P. 20-1 (the“2002 Joint Ventur”) and its related general partner; a

PMC Joint Venture, L.P. 20-1 (the“2003 Joint Ventur” and together with the 2000 Joint Venture, the 2Dfitit Venture and th
2002 Joint Venture, th*Joint Venture”) and its related general partn

Each of the Joint Ventures is a partnershiprben PMC Commercial and PMC Capital. Subsequettetdlerger, we directly or indirectly
own 100% of the Joint Ventures.

On October 7, 2003, we completed a structlogad sale transaction of a pool of variable-rasmnkreceivable. PMC Commercial and PMC
Capital contributed loans receivable of $45.4 willand $57.8 million, respectively, to the 200hddenture. The 2003 Joint Venture issued,
through a private placement, approximately $92 Maniof its 2003 Loan-Backed Floating Rate Nottse(“2003 L.P. Notes”) of which
approximately $40.9 million (the “2003 PMCT L.P. fde") was allocated to us based on our ownershipepéage in the 2003 Joint Venture.
The 2003 L.P. Notes, issued at par, have a statéglrity in 2023, bear interest, reset on a quarteaksis,

8




Table of Contents

at the 90-day LIBOR plus 1.25%, and are collateealiby the loans receivable contributed by us @M€ Eapital to the 2003 Joint Venture.
We accounted for this transaction as a sale, redoadgain of $711,000 and recorded our Retaineddsts at an initial amount of $8,698,000
during 2003. At inception of the 2003 Joint Venfue owned a 44% limited partnership interest basedur share of the capital.

On April 12, 2002, we completed a structuieshl sale transaction of a pool of primarily fixederloans receivable. PMC Commercial and
PMC Capital contributed loans receivable of $27ilion and $43.2 million, respectively, to the 200@int Venture. The 2002 Joint Venture
issued, through a private placement, approxim&t68,5 million of its 2002 Loan-Backed Fixed Ratetéo(the “2002 L.P. Notes”) of which
approximately $24.6 million (the “2002 PMCT L.P. tde") was allocated to us based on our ownershipepéage in the 2002 Joint Venture.
The 2002 L.P. Notes, issued at par, have a statéglrity in 2023, bear interest at 6.67% and ar&aterhlized by the loans receivable
contributed by us and PMC Capital to the 2002 Jderiture. We accounted for this transaction adey sacorded a gain of $562,000 and
recorded our Retained Interests at an initial arhoti$5,293,000 during 2002. At inception of thé®2Qoint Venture, we owned a 39% limited
partnership interest based on our share of theadapi

On June 27, 2001, we completed a structuraa $ale transaction of a pool of fixed-rate loateivable. PMC Commercial and PMC
Capital contributed loans receivable of $32.7 milland $49.2 million, respectively, to the 200Inddenture. The 2001 Joint Venture issued,
through a private placement, approximately $75 Hianiof its 2001 Loan-Backed Fixed Rate Notes (t2@01 L.P. Notes”) of which
approximately $30.1 million (the “2001 PMCT L.P. fde") was allocated to us based on our ownershipepéage in the 2001 Joint Venture.
The 2001 L.P. Notes, issued at par, have a statéglrity in 2021, bear interest at 6.36% and ar&aterhlized by the loans receivable
contributed by us and PMC Capital to the 2001 Jderiture. We accounted for this transaction adey sacorded a gain of $1,433,000 and
recorded our Retained Interests at an initial arhoti85,871,000 during 2001. At inception of thé2Qoint Venture, we owned a 40% limited
partnership interest based on our share of theadapi

On December 18, 2000, we completed our firsttured loan sale transaction with PMC Capitak #8mpleted the structured loan sale of a
pool of fixed-rate loans receivable. PMC Commeraiad PMC Capital contributed loans receivable &.$%nillion and $28.0 million,
respectively, to the 2000 Joint Venture. The 20a8iAt)enture issued, through a private placemepyr@imately $74.5 million of its 2000
Loan-Backed Fixed Rate Notes (the “2000 L.P. NgtesWwhich approximately $49.6 million (the “2000MET L.P. Notes”) was allocated to
PMC Commercial based on our ownership percentageei2000 Joint Venture. The 2000 L.P. Notes, dsugar, have a stated maturity in
2024, bear interest at 7.28% and are collateralizetthe loans receivable contributed by us and RBa@ital to the 2000 Joint Venture. We
accounted for this transaction as a sale, recaadgain of $1,117,000 and recorded our Retaineddst® at an initial amount of $11,174,000
during 2000. At inception of the 2000 Joint Venfue owned a 66% limited partnership interest basedur share of the capital.

The terms of the 2003 L.P. Notes, the 2002 N#tes, the 2001 L.P. Notes and the 2000 L.P. Nke “JV Notes”provide that each of ti
partners of the respective Joint Ventures is raidi for any payments on the JV Notes. Accordinglhe Joint Ventures fail to pay the JV
Notes, the sole recourse of the holders of the diédlis against the assets of the respective Veinture. Accordingly, we have no obligati
to pay the JV Notes, nor do the holders of the dteN have any recourse against our assets.

PMC Commercial owned approximately 68%, 4298p3and 44%, respectively, of the 2000 Joint Venttime 2001 Joint Venture, the 2002
Joint Venture and the 2003 Joint Venture at Decer@be2003, with the remainder owned by PMC Cap@air ownership of the Joint
Ventures was based on our share of the capitéleofespective Joint Ventures. Our share of the ftaals from the Joint Ventures was
allocated based on the cash flows from the undeglidans receivable contributed by us to the respedoint Venture less allocated costs
based on the remaining principal on the underlyags receivable contributed by us divided by @dirs receivable held by the respective <
Venture.




Table of Contents

Information relating to our structured loates@ansactions was as follows:

As of December 31, 200

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

(Dollars in thousands
Principal amount of loans sol

At time of sale $ 55,67t $ 32,66: $ 27,28t $  45,45¢

At December 31, 200 $ 47,11 $  28,03¢ $ 26,15 $  44,69¢
Structured notes

At time of sale $  49,55( $  30,06! $ 24,55 $  40,91(

At December 31, 200 $ 41,70 $ 25,48t $  23,51( $  40,31(
Weighted average interest rate on loans

At time of sale 9.65% 9.62% 9.2:% L+4.02%

At December 31, 200 9.62% 9.5% 9.17% L+4.02%
Required overcollateralization (

At time of sale 11.(% 8.C% 10.C% 10.(%

At December 31, 200 11.8% 9.2% 10.4% 10.2%
Interest rate on the SPE notes payable 7.28% 6.3€¢% 6.67% L+1.25%
Rating of structured notes ( "Aaa" "Aaa" "Aaa" "Aaa"
Cash reserve requireme 6.C% 6.C% 6.C% 6.C%

(1) Variable interest rates are denoted by the spreast the 9-day LIBOR “L").

(2) The required initial overcollateralization percegerepresents the portion of our sold loans redaiwaetained by the SPEs whose v.
is included in Retained Interes

(3) The required overcollateralization percentage acBmber 31, 2003 was larger than the required ovataralization percentage ¢
time of sale since all principal payments receivedhe underlying loans receivable are paid tornlésholders

(4) Structured notes issued by the SPEs were rateddmgi’'s Investors Service, In

Retained Interests

Our Retained Interests consist of (i) the negliovercollateralization, which is the retentimfra portion of each of the sold loans, (ii) the
reserve fund, which is required cash balances owgedtle SPE and (iii) the interest-only strip reedile, which is the future excess funds to be
generated by the SPE after payment of all obligatiof the SPE. The Retained Interests are ouruakiterest in the loans sold by PMC
Commercial to the SPE. When we securitize loansivable, we are required to recognize Retaineddsts, which represents our right to
receive net future cash flows, at their fair valRetained Interests are subject to credit, prepayed interest rate risks. Retained Interests are
materially more susceptible to these risks thamttes issued by the SPE. The value of our Retdirtedests is determined based on the
present value of estimated future cash flows thetwill receive from the SPEs. The estimated futizrgh flows are calculated based on
assumptions concerning, among other things, losseand prepayment speeds. On a quarterly basieeasure the fair value of, and record
income relating to, the Retained Interests based tipe future anticipated cash flows discountec:thas an estimate of market interest rates
for investments of this type. Any appreciationlof Retained Interests is included in our balaneetsin beneficiariesquity. Any depreciatio
of Retained Interests is either included in outesteent of income as either a realized loss (ifahgma reduction in expected future cash flows)
or on the balance sheet in beneficiaries’ equitgraanrealized loss.

We retain a portion of the default and prepagtmisk associated with the underlying transfetoeahs receivable of our Retained Interests.
Actual defaults and prepayments, with respect timesing future cash flows for purposes of valumg Retained Interests will vary from
assumptions, possibly to a material degree, amdeslfaster) than anticipated prepayments of ppalcdr lower (higher) than anticipated loan
losses will increase (decrease) the fair valueuofRetained Interests and related cash flows. Bek‘Factors — There is volatility in the
valuation of our Retained Interests.” We regulankgasure our loan loss, prepayment and other asgumsgigainst the actual performance of
the loans receivable sold. Although we believe #ssumptions made as to the future cash flowseasonable, actual rates of loss or
prepayments will vary from those assumed and theraptions may be revised based upon changes sidacircumstances.
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TAX STATUS

We have elected to be taxed as a REIT unéeinternal Revenue Code of 1986, as amended (tbe€'qQ. As a REIT, we generally are not
subject to Federal income tax (including any alile alternative minimum tax) to the extent thatdiggribute at least 90% of our REIT
taxable income to shareholders. We may, howevesubgect to certain Federal excise taxes and atatdocal taxes on our income and
property. REITs are subject to a number of orgdimral and operational requirements under the Code.

Subsequent to the Merger, First Western an@RMhave elected to be treated as taxable REITidiabies, and will cease to be pass-
through entities for tax purposes. As a resulstRivestern and PMCIC earnings will be subject t8.Wederal income tax.

RISK FACTORS

Management has identified the following importautérs that could cause actual results to diffetenially from those reflected in
forward-looking statements or from our historical resulffiese factors, which are not all-inclusive, coluiétve a material impact on our asset
valuations, results of operations or financial caiah. In addition, these factors could impair cability to maintain dividend distributions at
current levels. These factors include those relételioth PMC Commercial and PMC Capital.

We have a concentration of investments in the hogglity industry and in certain states, which may ngatively impact the market price
of our shares.

Substantially all of our revenue is generdteth lending to, and leasing of, hospitality prajes. Our loans receivable were 100%
concentrated in the hospitality industry at Decen8de 2003 (91% on a combined basis with PMC Chpitaaddition, approximately 95%
(93% on a combined basis with PMC Capital) of thenk receivable underlying our Retained Interest®woncentrated in the hospitality
industry as of December 31, 2003. Any economicofacthat negatively impact the hospitality industngluding terrorism, bankruptcies or
other political events, could have a material aseasffect on our financial condition and result®pérations.

At December 31, 2003, approximately 12% ofloans receivable were collateralized by propeitiebexas, 15% were collateralized by
loans in Virginia and 11% were collateralized bgns in Florida. On a combined basis with PMC Cépajaproximately 19% of combined
loans receivable were collateralized by propeitiebexas. No other state had a concentration of ab%seater of our loans receivable or of
combined loans receivable with PMC Capital at Deoen31, 2003.

In addition, approximately 23% and 10% of litens receivable underlying our Retained Interastsconcentrated in Texas and Arizona,
respectively. On a combined basis with PMC Capétghroximately 27% of the loans receivable undegythe combined retained interests in
transferred assets are concentrated in Texas.

A decline in economic conditions in any statevhich we have a concentration of investmentddbave a material adverse effect on our
financial condition and results of operations.

We are dependent on third party management of our dtel Properties.

As a REIT, we cannot operate our Hotel ProperfAs a result, we are dependent upon Arlingbooperate and manage our Hotel Prope
under a master lease agreement. The operatingse$wur Hotel Properties are subject to a varndtgisks which could affect Arlington’s
ability to generate sufficient cash flow to suppbe payment obligations under the master leasseaggnt. In the event Arlington defaults on
the master lease agreement, there can be no assuihah we would be able to find a new operatoofarHotel Properties, negotiate to receive
the same amount of lease income or that we woulibleto collect on the guarantee of the parestrlifigton. In addition, in the event
Arlington defaults, we would incur costs includihglding costs, legal fees and costs to re-frandhisgroperties.

The market for structured loan transactions may detine, which would decrease the availability of, andncrease the cost of, working
capital and negatively affect the potential for gravth.

We will continue to need capital to fund loa@sir ability to continue to grow depends, to géaextent, on our ability to sell our asset-
backed securities through structured loan transastilin certain economic markets the availabilftjunds may be diminished or the “spread”
charged for funds may increase causing us to dekdguctured loan transaction. Terrorist attackgaditical events could impact the availabi
and cost of our capital.
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Due to the economic and interest environmemgsmay experience difficulties in selling our \adofie-rate loans receivable at an acceptable
“spread.” A number of factors could impair our &gilor alter our decision, to complete a structul@an transaction. These factors include, but
are not limited to:

. As a result of certain economic conditions, investo the type of ass-backed securities that we place may increase @irod
capital by widening the “spreads” they require fder to purchase the asset-backed securities ee @auiring our type of asset-
backed security

. A deterioration in the performance of our loansieable may deter potential investors from puraihggiur ass-backed securitie:

. A deterioration in the operations of the lied service sector of the hospitality industry rdayer potential investors from
purchasing our as«-backed securities or lower the available ratingnfitbe rating agencie

. A reduction in the performance of the loans redaiwa@f our prior transactions or of similar tranares (for example, higher ths
expected loan losses or delinquencies) may detenfial investors from purchasing our a-backed securities; ar

. A change in the underlying criteria utilized the rating agencies may cause transactions&iveslower ratings than previously
issued thereby increasing the cost of capital artramsactions

Significant changes in any of these criteraymesult in us temporarily suspending our strigriuoan sale program and we may seek other
sources of financing.

A reduction in the availability or an incredsmost of this source of funds could have a mdtadaerse effect on our financial condition and
results of operations since working capital mayb®tvailable or available at acceptable “spres&mlflind our current commitments, future
loan originations or to acquire real estate.

The intended benefits of the Merger may not be re&ed, which could have a negative impact on the miaet price of our common share:
after completion of the Merger.

No assurance can be given that anticipatedresgreductions or other operating synergies willdalized following the Merger or that
unanticipated costs will not arise as a resulhefMerger. For example, future operating expersed) as increased personnel costs,
professional fees or credit facility costs, coutdhigher than anticipated which could have a matadverse effect on our results of operations
and financial condition. In addition, the U.S. Feddéncome taxes incurred following the Merger abbé higher than anticipated. If the
expected savings are not realized or unexpectdd aosincurred, the Merger could have a significhlintive effect on our per share operating
results.

In addition, completion of the Merger poseksifor the ongoing operations of the combined amgpincluding the fact that our portfolio
may not perform as well as anticipated due to weri@actors, including the financial condition afsificant borrowers or tenants and change
macro-economic conditions.

Economic slowdowns, negative political events andhanges in the competitive environment could advergeaffect operating results.

Several factors may impact the ability of barrowers to meet their contractual payment obiliget or the Hotel Properties to generate
sufficient cash flow to support their monthly legsgyments. During economic downturns, there magetactions in business travel and
consumers generally take fewer vacations. Anothetof which affects the limited service sectorhaf hospitality industry is a significant rise
in gasoline prices within a short period of timeod#lof the limited service hospitality propertiedlateralizing our loans receivable are located
on interstate highways. As seen in the past, whasmpgces sharply increase, occupancy rates farepties located on interstate highways
decrease. These factors may cause a reductiomenue per available room (“RevPAR”). If RevPAR fbe limited service sector of the
hospitality industry were to experience significanstained reductions, the ability of our borrowtermeet their obligations could be impaired
and loan losses could increase and the abilithebiperator of our properties, Arlington, to meégbibligations could be impaired.

Economic recessions or downturns could impairborrowers and harm our operating results. Mzrthe companies in which we have
made or will make loans may be susceptible to eednslowdowns or recessions. Terrorism, bankruptoieother political events could affect
our borrowers. Our non-performing assets are likelyncrease during these periods. These conditionkl lead to losses in our portfolio and a
decrease in our interest income, net income aretass
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Many of our competitors have greater finanaiad managerial resources than us and are abtevime services we are not able to provide
(i.e.,depository services). As a result of these compstigreater financial resources, they may be battée to withstand the impact of
economic downturns than we are.

There is volatility in the valuation of our Retainel Interests.

Due to the limited number of entities that doct transactions with similar assets, the relétigenall size of our Retained Interests and the
limited number of buyers for such assets, no rgaditertainable market exists for our Retainedésts. Therefore, our determination of the
fair value may vary significantly from what a willy buyer would pay for these assets. If we weregibto immediately liquidate some or all of
our Retained Interests, the proceeds of such ligieid may be significantly less than the currenti#af such Retained Interests.

The value of our Retained Interests is deteechbased on certain assumptions including, bulimded to, anticipated defaults, prepayment
speeds and discount rates. We retain a portiomeofiéfault and prepayment risk associated withuttierlying transferred loans receivable of
our Retained Interests. As more fully describedwehctual defaults and prepayments with respeestionating future cash flows for purposes
of valuing the Retained Interests may vary fronuagstions, possibly to a material degree, and sldfester) than anticipated prepayments of
principal or lower (higher) than anticipated loasdes will increase (decrease) the fair value oRafained Interests and the related estimated
cash flows. The discount rates utilized are deteechifor each of the assets comprising the Retdittecests based upon an estimate of the
inherent risks associated with each asset.

The following is a sensitivity analysis of dRetained Interests as of December 31, 2003 tdigigthe volatility that results when
prepayments, loan losses and discount rates dezatif than our assumptions:

Changed Assumption Value Asset Change

(In thousands)

Losses increase by 50 basis points per annul $ 28,63 $ (2,166
Losses increase by 100 basis points per annu $ 26,547 $ (4,25)
Rate of prepayment increases by 5% per annul $ 29,73t $ (1,06
Rate of prepayment increases by 10% per annui $ 29,09: $ (1,706
Discount rates increase by 100 basis p¢ $ 29,44¢ $ (1,359
Discount rates increase by 200 basis pc $ 28,18 $ (2,619

(1) If we experience significant losses (i.e., in exadsanticipated losses), the effect on our Rethlngerests would first be to reduce !
value of the interest-only strip receivables. Te éxtent the interest-only strip receivables cawdtfully absorb the losses, the effect
would then be to reduce the value of our resermegiand then the value of our required overcollaligation.

(2) For example, an 8% assumed rate of prepayment waaildcreased to 13% or 18% based on increase%wdi510% per annun
respectively

The following sensitivity analysis of the coiméd retained interests in transferred assets RWMIC Capital as of December 31, 2003
highlights the volatility that results when prepagmts, losses and discount rates are differentabhaassumptions:

Changed Assumption Value Asset Change

(In thousands)

Losses increase by 50 basis points per annul $ 70,84: $ (4,879
Losses increase by 100 basis points per annu $ 66,14: $ (9,579
Rate of prepayments increases by 5% per annui $ 73,59 $ (2,129
Rate of prepayments increases by 10% per annu $ 72,16¢ $ (3,549
Discount rates increase by 100 basis p¢ $ 72,57 $ (3,139
Discount rates increase by 200 basis pc $ 69,63¢ $ (6,079)

(1) If we experience significant losses (i.e., in exadsanticipated losses), the effect on our Rethlngerests would first be to reduce !
value of the interest-only strip receivables. Te éxtent the interest-only strip receivables cawdtfully absorb the losses, the effect
would then be to reduce the value of our resermdgiand then the value of our required overcollalieation.

(2) For example, an 8% assumed rate of prepayment wmaildcreased to 13% or 18% based on increase%wdi510% per annun
respectively
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These sensitivities are hypothetical and ghbel used with caution. Values based on changd&#® assumptions generally cannot be
extrapolated since the relationship of the changessumptions to the change in value may not leadinThe effect of a variation in a particular
assumption on the value of our Retained Interestaliculated without changing any other assumptioreality, changes in one factor are not
isolated from changes in another which might magaifcounteract the sensitivities.

Changes in any of these assumptions or arggalts which deviate from assumptions affect @lee of our Retained Interests, possibly to a
material degree. There can be no assurance as &xthiracy of these estimates.

We are leveraged.

We have borrowed funds and intend to obtaditexhal funds through advances under our revolwreglit facility, issuance of mortgage
notes payable and/or issuance of notes payablBArdgbentures, if available. As a result, we usefage to fund our capital needs. Private
lenders and, subsequent to the Merger, the SBA fivea@ dollar claims on our assets superior todiaéms of the holders of our common
shares. Leverage magnifies the effect that rismfigliing interest rates have on our earnings. Atyease in the interest rate earned by us on
investments in excess of the interest rate onuhdd obtained from borrowings would cause our mextine and earnings per share to increase
more than they would without leverage, while angrdase in the interest rate earned by us on inesshwould cause net income and earn
per share to decline by a greater amount thanwioeyd without leverage. Leverage is thus generadlysidered a speculative investment
technique. In order for us to repay indebtedness timely basis, we may be required to disposesséts when we would not otherwise do so
and at prices which may be below the net book vafigich assets. Dispositions of assets could hawaterial adverse effect on our financial
condition and results of operations.

There are significant risks in lending to small bumesses.

Our loans receivable consist primarily of lsaa small, privately-owned companies. There ipullicly available information about these
companies; therefore, we must rely on due diliggnaabtain information in connection with our intreent decisions. Our borrowers may not
meet net income, cash flow and other coverage tgsitsally imposed by bank lenders. A borrower’disbto repay its loan may be adversely
impacted by numerous factors, including a downtarits industry or other negative economic condisioDeterioration in a borrower’s
financial condition and prospects may be accompmblyjedeterioration in the collateral for the loémaddition, small businesses depend on the
management talents and efforts of one person ovadl group of people for their success. The lossavfices of one or more of these persons
could have an adverse impact on the operationseadmnall business. Small companies are typicallermalnerable to customer preferences,
market conditions and economic downturns and aftsed additional capital to expand or compete. Thegers may have an impact on the
ultimate recovery of our loans receivable from shakinesses. Loans to small businesses, theréfodye a high degree of business and
financial risk, which can result in substantialdes and accordingly should be considered specelativ

There is volatility in the valuation of our loans receivable.

There is typically no public market or estab&d trading market for the loans we originate. illigeiid nature of our loans receivable may
adversely affect our ability to dispose of suchkbeeceivable at times when it may be advantagkouss to liquidate such investments.
Changes to the facts and circumstances of theWwerrdhe hospitality industry and the economy meyuire the establishment of additional
loan loss reserves.

To the extent one or several of our borrovegerience significant operating difficulties and are forced to liquidate the loan, future lo
may be substantial. The determination of whethgmiBtant doubt exists and whether a loan lossriuesis necessary for each loan requires
judgment and consideration of the facts and cir¢antes existing at the evaluation date. Changtwettacts and circumstances of
borrower, the hospitality industry and the econamay require the establishment of significant addii loan loss reserves.

We have an ongoing need for additional capital sircearnings are required to be paid as dividends.

We will continue to need capital to fund loaHsstorically, we have sold loans receivable as pastructured loan transactions, borrowed
from financial institutions and issued equity sébes to raise capital. A reduction in the availapiof funds from financial institutions or the
assetbacked securities market could have a materialradweffect on our financial condition and our ré&sof operations. We must distributt
least 90% of
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our REIT taxable income to our shareholders to taairour REIT status under the Code. As a rehdt, income will not be available to fund
loan originations or acquire real estate. We exfmebe able to borrow from financial institutionsdesell loans receivable in the asset-backed
securities market.

We are subject to prepayment risk on our Retainedrterests and loans receivable which could result ilosses or reduced earnings and
negatively affect our cash available for distributon to shareholders.

Prepayments generally increase during timekeofining interest rates. The proceeds from tlepg@yments we receive are invested initially
in temporary investments and have generally bedvarged or committed to be re-loaned at lower ggerates than the prepaid loans
receivable. The lower interest rates we receivéhese new loans receivable have had an adversa effour results of operations and
depending upon the rate of future prepayments mdlpefr impact our results of operations. The impddhe lower lending rates on our net
income may be partially offset by the reduced obstur variable-rate borrowings in a lower intenegte environment. In addition, when loans
receivable are repaid prior to their maturity, Vi receive prepayment fees.

Prepayments of loans receivable may affectspnread” on the pool of loans receivable soldun structured loan sale transactions.
Prepayments of loans receivable with higher inteia@es negatively impact the value of our Retaimterests to a greater extent than
prepayments of loans receivable with lower interatts. Prepayments in excess of assumptionsaviBe a decline in the value of our Reta
Interests primarily relating to the excess funds (oterest-only strip receivable) expected from stnuctured loan sale transactions. For
example, if a $1.0 million loan with an interesteraf 10% prepays and the “all-in cost” of thanldienture’s structured notes was 7%, we
would lose the 3% spread we had expected to reositkat loan in future periods. Our “all-in costs€lude interest, servicing, trustee and
other ongoing costs. The “spread” that is lost t@yffset in part or in whole by the prepaymenttfest we collect.

First Western sells the guaranteed portiomas$t of its originated loans through private plaeats. These sales are especially sensitive to
prepayments. Our Retained Interests in these lal@s sonsists only of the spread between the sttéreollects from the borrower and the
interest it pays the purchaser of the guaranteeibpof the loan. Therefore, to the extent theppsenents of these loans exceed estimates,
there is a significant impact on the value of theogiated Retained Interests.

Changes in interest rates could negatively affecehding operations, which could result in reduced eaings.

The net income of our lending operations isemally dependent upon the “spread” between tke atiwhich we borrow funds (historically
either short-term at variable rates or a longantat fixed rates) and the rate at which we loasélfands. During periods of changing interest
rates, interest rate mismatches could negativepaanhour net income, dividend yield, and the mapkite of our common shares.

We primarily originate variable-rate loans asdbsequent to the Merger, have debt which is-teng and at fixed interest rates and
preferred stock which is long-term with a fixedidiend yield. If the yield on loans originated witinds obtained from fixedate borrowings ¢
preferred stock fails to cover the cost of suchdfyrour cash flow will be reduced.

As a result of our dependence on variablelcstes (we are currently originating primarily \atsle-rate loans and the majority of our
commitments are for variable-rate loans), our egeincome has been, and will continue to be, redluin addition, to the extent that rates
remain at these historically low levels, or LIBORcdeases from current levels, interest income ercouently outstanding loans receivable
will decline.

Changes in interest rates on our fixed-rag@$areceivable do not have an immediate impaattendst income. Our interest rate risk on our
fixed-rate loans receivable is primarily due torigaepayments and maturities. The average matifrityir loan portfolio is less than their
average contractual terms because of prepaymedmtsavierage life of mortgage loans receivable témitscrease when the current mortgage
rates are substantially higher than rates on exjstiortgage loans receivable and, conversely, dser@hen the current mortgage rates are
substantially lower than rates on existing mortglages receivable (due to refinancings of fixeddatns receivable at lower rates).
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There may be significant fluctuations in our quartely results.
Our quarterly operating results fluctuate blase a number of factors, including, among others:

. The completion of a structured loan sale transadtia particular perioc

. Interest rate change

. The volume and timing of loan originations and pyapents of our loans receivab
. The recognition of gains or losses on investme

. The level of competition in our markets; &

. General economic conditions, especially those whfééct the hospitality industr

As a result of the above factors, quartergulis should not be relied upon as being indicativeerformance in future quarters.

To the extent a structured loan sale transadési completed, (i) our interest income on loagteivable in future periods will be reduced u
the proceeds received are reinvested in new ldgimations, (i) interest expense will be reduckdé repay outstanding debt with the proce
and (iii) we will earn income from our ownershipaRetained Interest in the loans receivable 4ddil the proceeds are fully reinvested, the
net impact of a structured loan sale transactiofuture operating periods should be a reductianterest income, net of interest expense.

Failure to qualify as a REIT would subject us to US. Federal income tax.

If a company meets certain income and asgetslfication and income distribution requirememtsier the Code, it can qualify as a REIT
and be entitled to pass-through tax treatment. \Wieldvcease to qualify for pass-through tax treatrifeme were unable to comply with these
requirements. We are also subject to a non-dedeectld excise tax (and, in certain cases, corpdestd income tax) if we fail to make certain
distributions. Failure to qualify as a REIT wouldbgect us to Federal income tax as if we were dinary corporation, resulting in a substar
reduction in both our net assets and the amouinicofme available for distribution to our sharehotde

We believe that we have operated in a marmarallows us to qualify as a REIT under the Caatgiatend to continue to so operate.
Although we believe that we are organized and dpeaxs.a REIT, no assurance can be given that weemikin qualified as a REIT following
the Merger. Qualification as a REIT involves thglagation of technical and complex provisions aof thode for which there are limited judic
or administrative interpretations and involves die¢ermination of various factual matters and cirstances not entirely within our control. In
addition, no assurance can be given that new &gsl, regulations, administrative interpretationgourt decisions will not significantly
change the tax laws with respect to qualificatisra@EIT or the Federal income tax consequencssabf qualification.

If the combined company fails to qualify aREIT, we may, among other things:

. not be allowed a deduction for distributions to shareholders in computing our taxable inco

. be subject to U.S. Federal income tax, including applicable alternative minimum tax, on our taxaisicome at regular corpore
rates;

. be subject to increased state and local taxes;

. unless entitled to relief under certain dtayi provisions, be disqualified from treatmen®aREIT for the taxable year in which we
lost our qualification and the four taxable yeaofving the year during which we lost our qualiimon.

As a result of these factors, our failure talify as a REIT also could impair our ability tepand our business and raise capital,
substantially reduce the funds available for disition to our shareholders and may reduce the rhpriee of our common shares.

Ownership limitation may restrict change of controlor business combination opportunities.

In order for us to qualify as a REIT, no mtitan 50% in value of our outstanding capital sharag be owned, directly or indirectly, by fi
or fewer individuals during the last half of anyeradar year. “Individuals” include natural persopgyate foundations, some employee benefit
plans and trusts, and some charitable trusts.

In order to preserve our REIT status, ouration of trust generally prohibits any sharehofdem directly or indirectly owning more than
9.8% of any class or series of our outstanding comshares or preferred shares. The
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ownership limitation could have the effect of discaging a takeover or other transaction in whicldéis of our common shares might receive
a premium for their shares over the then prevaitivagket price or which holders might believe tooltieerwise in their best interests.

U.S. Federal income tax requirements may restrictur operations which could restrict our ability to take advantage of attractive
investment opportunities.

We believe we have operated, and will contittueperate, in a manner that is intended to quakfa REIT for U.S. Federal income tax
purposes. However, the U.S. Federal income tax ¢awerning REITs are extremely complex, and inteigtions of the U.S. Federal income
tax laws governing qualification as a REIT are tedi Qualifying as a REIT will require us to meatious tests regarding the nature of our
assets and our income, the ownership of our outstgrshares and the amount of distributions we noetkan ongoing basis.

At any time, new laws, interpretations, or ta@ecisions may change the federal tax laws réggrar the U.S. Federal income tax
consequences of, qualification as a REIT. In addjtcompliance with the REIT qualification testsilcbrestrict our ability to take advantage of
attractive investment opportunities in ngualifying assets, which would negatively affea ttash available for distribution to our sharehidt

Failure to make required distributions would subjed us to tax.

In order to qualify as a REIT, an entity gexligrmust distribute to its shareholders, eachhiéxgear, at least 90% of its taxable income,
other than any net capital gain and excluding @tgimed earnings of taxable REIT subsidiaries.hEoetxtent that a REIT satisfies the 90%
distribution requirement, but distributes less th@f% of its taxable income, it will be subjecféderal corporate income tax on its
undistributed income. In addition, the REIT wilcur a 4% nondeductible excise tax on the amouatyf by which its distributions in any
calendar year are less than the sum of:

. 85% of its ordinary income for that ye:
. 95% of its capital gain net income for that yeand
. 100% of its undistributed taxable income from psiears.

We have paid out, and intend to continue {oqa, our REIT taxable income to our shareholde®=s manner intended to satisfy the 90%
distribution requirement and to avoid both Fedetaporate income tax and the 4% excise tax.

Our taxable income may substantially exceathetiincome as determined based on generally stegpcounting principles (“GAAP”)
because, for example, capital losses will be dedlict determining GAAP income, but may not be débiecin computing taxable income. In
addition, we may invest in assets that generaghtaxncome in excess of economic income or in adeaf the corresponding cash flow from
the assets, referred to as excess non-cash inédtheugh some types of non-cash income are exclugéeétermining the 90% distribution
requirement, we will incur federal corporate incotae and the 4% excise tax with respect to any ¢ash income items if we do not distribute
those items on an annual basis. As a result dittegoing, we may generate less cash flow tharbtexacome in a particular year. In that
event, we may be required to use cash reservas, dgebt, or liquidate non-cash assets at ratesnestthat we regard as unfavorable in order to
satisfy the distribution requirement and to avadedral corporate income tax and the 4% excisentéxait year.

Our ownership of and relation with our taxable REIT subsidiaries will be limited, and a failure to conply with the limits would
jeopardize our REIT status and may result in the aplication of a 100% excise tax.

Subject to certain restrictions, a REIT mayhawp to 100% of the stock of one or more taxabléTREiIbsidiaries. A taxable REIT subsidi
may earn income that would not be qualifying incafrearned directly by the parent REIT. Both thésidiary and the REIT must jointly elect
to treat the subsidiary as a taxable REIT subsidiarcorporation of which a taxable REIT subsididigectly or indirectly owns more than 3!
of the voting power or value of the stock will amatically be treated as a taxable REIT subsidi@merall, no more than 20% of the value of a
REIT’s assets may consist of stock or securitiesngf or more taxable REIT subsidiaries. A taxali#TRsubsidiary generally will pay income
tax at regular corporate rates on any taxable imctivat it earns. In addition, the taxable REIT @libsy rules limit the deductibility of interest
paid or accrued by a taxable REIT subsidiary tpésent REIT to assure that the taxable REIT sudnsids subject to an appropriate level of
corporate taxation. The rules also impose a 1008isexax on certain transactions between a taxRBI& subsidiary and its parent REIT that
are not conducted on an arm’s-length basis.
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Subsequent to the Merger, the aggregate wdloar taxable REIT subsidiary stock and securitiésbe less than 20% of the value of our
total assets (including our taxable REIT subsidi&tock and securities). Furthermore, we will monéball times the value of our investments
in taxable REIT subsidiaries for the purpose ofueing compliance with the rule that no more thaPo2éf the value of our assets may consist
of taxable REIT subsidiary stock and securitiesi¢wlis applied at the end of each calendar quaidtegddition, we will scrutinize all of our
transactions with our taxable REIT subsidiariestifier purpose of ensuring that they are enteredantarm’s-length terms in order to avoid
incurring the 100% excise tax described above.dhban be no assurance, however, that we will ketaldomply with the 20% limitation on
ownership of taxable REIT subsidiary stock and sdea on an ongoing basis so as to maintain REATus or to avoid application of the 100%
excise tax imposed on certain non-arm’s-lengthsaations.

We operate in a highly regulated environment.

Changes in the laws or regulations governiB§TR may significantly affect our business. As ampany whose common shares are publicly
traded, we are subject to the rules and regulatibiise Securities and Exchange Commission. Intefglisubsequent to the Merger, we are
regulated by the SBA. Changes in laws that goverreatities may significantly affect our businelsaws and regulations may be changed 1
time to time, and the interpretations of the retfevaws and regulations are also subject to chafgg.change in the laws or regulations
governing our business could have a material impadur financial condition or our results of operas.

At any time, U.S. Federal income tax laws goirgg REITs or the administrative interpretatiorishmse laws may be amended. Any of tt
new laws or interpretations thereof may take effettbactively and could adversely affect us. OryM8, 2003, President Bush signed into
the Jobs and Growth Tax Relief Reconciliation Afc2@03, which reduced the tax rate on both divideawdd long-term capital gains for most
non-corporate taxpayers to 15% until 2008. Thisiced maximum tax rate generally does not applydinary REIT dividends, which
continue to be subject to tax at the higher taggapplicable to ordinary income (a maximum rat858%6 under the new legislation). However,
the new 15% maximum tax rate does apply to ceR&lHT distributions. This legislation may cause glsan non-REIT corporations to be a
more attractive investment to individual investtivan shares in REITs and may adversely affect ket price of our common shares.

In conjunction with our assets acquired imid@tion, we are subject to numerous Federal, staddocal laws and government regulations
including environmental, occupational health anfétyastate and local taxes and laws relating teess for disabled persons.

Under various Federal, state and local langinances and regulations, a current or former ewneperator of real estate may be
considered liable for the costs of remediatingemnaoving hazardous substances found on its propeggrdless of whether or not the property
owner or operator was responsible for its preseBuaeh liability may be imposed regardless of fankd may be joint and several. We have not
been informed by the Environmental Protection Agemicany state or local government authority of anp-compliance likely to be material
to our financial statements or results of operation

We are subject to the Americans with Disabilities At.

The Americans with Disabilities Act of 19908DA”) requires all public accommodations and comaigrfacilities to meet federal
requirements related to access and use by dispblsdns. Compliance with the ADA requirements coatflire removal of access barriers,
and noncompliance could result in imposition o&frby the U.S. Government or an award of damagesuate litigants. Although we believe
that the properties that we own or finance aretauitiglly in compliance with these requirementdggermination that the properties are not in
compliance with the ADA could result in the impdsit of fines or an award of damages to privatgditits. Pursuant to the master lease
agreements relating to the Hotel Properties, aosdsfines associated with the ADA are the respdlitgibf the tenant. However, a substantial
expense may affect the borrowers’ or tenants’ tgtidi pay their obligations, and consequently, @ash flow and the amounts available for
distributions to shareholders may be adverselyctdte

EMPLOYEES

We had no salaried employees as of Decemh&(BB since PMC Advisers, Ltd. and its subsid{gogether, the “Investment Manager”),
indirect wholly-owned subsidiaries of PMC Capitaipvided all personnel required for our operations.
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Subsequent to the Merger, we are self-managddmploy 43 individuals including marketing pasfimnals, investment professionals,
operations professionals and administrative stafaddition, we have employment agreements wittageof our officers. Annual base salary
during the terms of the contracts does not exc848 800 for any one individual. Our operations@meducted from our Dallas, Texas office.
Management believes the relationship with our eygxs is good.

COMPETITION

Our primary competition for lending opportiest has come from banks, financial institutions atinger lending companies. Many of these
competitors have greater financial and managezidurces than us and are able to provide servieesewnot able to provide.é., depository
services). As a result of these competitors’ greft@ncial resources, they may be better ableitbstand the impact of economic downturns
than we are. We believe we compete effectively witbh entities on the basis of the variety of eading programs offered, interest rates, our
long-term maturities and payment schedules, thétgud our service, our reputation as a lendengly credit analysis and greater
responsiveness to renewal and refinancing reqérestsborrowers. In addition, the variety and flahtlp of our lending programs enhances our
ability to react to current market conditions.

CUSTOMERS

In relation to our lending division, we aret dependent upon a single borrower, or a few bogrewwhose loss would have a material
adverse effect on us. In addition, we have notddamore than 10% of our assets to any single bamow

Our property division is dependent upon Artorgto operate the Hotel Properties. Lease incaoma Arlington represents 100% of the
revenue in this segment. The loss of Arlington parator of our properties would have a materiakask effect on us. As a REIT, we would be
required to find another operator for our Hotelg&nies and lease income could be substantialyytleen we currently receive. Until such time
as a new lease would be entered into, we would inclding costs, legal fees and costs to re-fresectiie properties. See “ltem 7.
Management’s Discussion and Analysis of Financ@midition and Results of Operations — Recent Devaks.”

AVAILABLE INFORMATION

We file annual, quarterly, current and specdalorts and other information with the Securitiesl Exchange Commission (the “SEC”). All
documents may be located at the SEC’s Public ReterRoom at 450 Fifth Street, N.W., Washington, .2@549 or you may obtain
information on the operation of the Public RefeeeRoom by calling 1-800-SEC-0330. Our SEC filings a@so available to the public, free of
charge, at our internet site www.pmctrust.com,camss reasonably practicable after the report§ladewith, or furnished to, the SEC or at
the SEC's internet site atww.sec.gov
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Iltem 2. PROPERTIES

Subsequent to the Merger, we lease officeesfmoour corporate headquarters in Dallas, Texaguan operating lease which expires in
October of 2011.

At December 31, 2003, we owned 21 Hotel PriigeerThe Hotel Properties are leased to a whmhlyred subsidiary of Arlington pursuant
individual property leases which are subject totdrens of a master lease agreement. Pursuant todkter lease agreement, aggregate base
rent is paid to us based on the number of Hotgbétes we own. The master lease and the underigiigidual property leases expire in
June 2008, but each can be extended by eithergdolinor us for one five-year period, and therediteArlington for a five-year period and a
subsequent two-year period. If fully extended,tdren of the master lease would continue until Saptr 2020. Arlington guarantees the
payment of the rent due under the terms of theenésse agreement and the individual propertyeleda addition, the master lease requires a
deposit of two months base rent (approximately $830at December 31, 2003). If Arlington defaultsler the master lease, we have the right
to, among other things, terminate the master laadditigate to receive damages pursuant to theagtee as a result of the default. Lease
income represented approximately 38% of our t@aénues during 2003. See “Iltem 7. Management’su3on and Analysis of Financial
Condition and Results of Operations - Recent Deuraknts.”

The following table describes the locationproer of rooms, year built and annual base ren2@@ relating to each of these properties:

Annual
Rooms in Year Base

City State Hotel Built Rent (1)
Eagles Landing Georgia 6C 199¢ $ 241,68!
Smyrna Georgia 6C 199¢ 231,18(
Rochelle Illinois 61 1997 252,19(
Macomb Illinois 60 199t 273,21¢
Sycamore Illinois 60 199¢ 273,21!
Plainfield Indiana 6C 1992 252,19(
Mt. Pleasan lowa 63 1997 231,18(
Storm Lake lowa 61 1997 220,67
Coopersville Michigan 60 199¢ 252,19(
Grand Rapids Nort Michigan 6C 199t 283,72(
Grand Rapids Soul Michigan 61 1997 283,72(
Monroe Michigan 63 1997 262,70(
Port Huron (2! Michigan 61 1997 262,70(
Tupelo Mississippi 61 1997 241,68
Ashland Ohio 62 199¢ 315,25(
Marysville Ohio 79 199( 336,26(
Wooster Eas Ohio 58 199/ 210,17(
Wooster Nortt Ohio 6C 199t 210,17(
Jacksor Tennesse 61 199¢ 262,70(
McKinney Texas 61 1997 262,70(
Mosinee Wisconsin 53 199: 178,64(
1,28¢ $5,338,13!
| |

(1) Annual base rent includes a CPI adjustment (1.9fease) which was effective January 1, 2(
(2) Represents our real estate investment held foratdlEecember 31, 200

Item 3. LEGAL PROCEEDINGS

In the normal course of business, includingassets acquired in liquidation, we are subjeetrious proceedings and claims, the resolt
of which will not, in management’s opinion, havenaterial adverse effect on our financial positiomesults of operations.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Company’s Annual Meeting of Shareholdeas wriginally set for December 30, 2003 and wasgooed or adjourned to January 9,
2004 for the solicitation of additional votes. Thevere 5,957,596 votes for the postponement owuaaioent, 291,327 votes against and
117,631 abstentions.
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At the Company’s Annual Meeting of Sharehatdeeld on January 9, 2004, the following membenewéected to the Board of Trust
Managers: Nathan G. Cohen, Martha R. GreenbergHR@reenberg, Irving Munn, Andrew S. Rosemore,deaB. Rosemore, and Ira Silver.

The proposal to approve the agreement andgflarerger dated March 27, 2003 and the transastiontemplated by the merger agreerr
including the Merger of PMC Capital with and inthl€ Commercial, was approved. There were 4,497, tB@svfor, 133,664 votes against .
92,688 abstentions.

The proposal to amend our declaration of tamst provide that the holders of company commorneshmay vote on all matters presented at
all meetings of shareholders was approved. There %d61,037 votes for, 168,027 votes against dnHd abstentions.

The proposal to amend our declaration of tamst provide that the Board of Trust Managers nmagral, repeal or adopt new bylaws was
approved. There were 4,300,761 votes for, 292,@2@svagainst and 129,818 abstentions.

The proposal to ratify the appointment of BwaterhouseCoopers LLP as our independent pulimuatants was approved. There were
6,207,785 votes for, 54,765 votes against and D84abstentions.
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PART Il

Item 5. MARKET PRICE OF AND DIVIDENDS ON THE REGIST RANT'S COMMON STOCK AND RELATED SHAREHOLDER
MATTERS

The Common Shares are traded on the Ameritak &xchange (the “AMEX”) under the symbol “PCTHe following table sets forth, fi
the periods indicated, the high and low sales prasereported on the AMEX and the regular and apdniidends per share declared by us for
each such period.

Regular Special
Dividends Per Dividends Per

Quarter Ended High Low Share Share
December 31, 200 $ 15.9¢ $ 13.5¢ $ 0.38( —
September 30, 20( $ 14.0¢ $ 13.0C $ 0.38( —
June 30, 200 $ 14.4% $ 11.2¢ $ 0.38( —
March 31, 200! $ 13.5¢ $ 12.4¢ $ 0.40( —
December 31, 200 $ 13.67 $ 11.2¢ $ 0.40( $ 0.02(
September 30, 20( $ 15.1C $ 12.8( $ 0.40( —
June 30, 200 $ 15.5(C $ 14.0¢ $ 0.40( —
March 31, 200: $ 14.7¢ $ 12.8¢ $ 0.40( —
December 31, 200 $ 13.9¢ $ 11.8( $ 0.40( —
September 30, 20C $ 15.2¢ $ 11.8¢ $ 0.38C —
June 30, 200 $ 14.9¢ $ 11.6¢ $ 0.37¢ —
March 31, 200: $ 13.9¢ $ 9.0C $ 0.36¢ —

On March 8, 2004, there were approximatelyQ@ bolders of record of Common Shares and thedasirted sales price of the Common
Shares was $16.90.
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Iltem 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following is a summary of our Selected &uitated Financial Data as of and for the fivergéa the period ended December 31, 2003.
The following data should be read in conjunctiothvdur consolidated financial statements and thesthereto and “Management’s
Discussion and Analysis of Financial Condition &ebults of Operations” appearing elsewhere inRbign 10-K. The selected financial data
presented below has been derived from our congetidinancial statements.

Years Ended December 31

2003 2002 2001 2000 1999

(In thousands, except per share information

Total revenue $ 14,58¢ $ 15,75: $ 16,13( $ 18,77¢ $ 20,99¢
Total expense $ 7,75 $ 7,53 $ 8,12¢ $ 11,46¢ $ 11,37(
Income from continuing operatior $ 6,831 $ 8,21¢ $ 8,00z $ 7,311 $ 9,62¢
Discontinued operatior $ 63z $ 1,15¢ $ 65C $ 63: $ 63€
Gain on sale of asse $ 711 $ 562 $ 2,78: $ 1,421 $ —
Net income $ 8,17 $ 9,93¢ $ 11,43¢ $ 9,36¢ $ 10,26¢
Basic weighted average common shg

outstanding 6,44¢ 6,44 6,431 6,52( 6,53(
Basic and diluted earnings per common sh

Income from continuing operations and gain

sale of asset $ 1.17 $ 1.3¢ $ 1.6¢ $ 1.3¢ $ 1.4%

Net income $ 1.27 $ 1.5¢ $ 1.7¢ $ 1.44 $ 1.57
Dividends declared, comm $ 9,93: $ 10,44( $ 9,78¢ $ 11,367 $ 12,01¢
Dividends per common sha $ 1.54 $ 1.62 $ 1.52 $ 1.7 $ 1.8¢

At December 31,
2003 2002 2001 2000 1999
(In thousands)

Loans receivable, ni $ 50,58¢ $ 71,99: $ 78,48t¢ $ 65,64: $ 115,26!
Real estate investments, | $ 41,20¢ $ 44,92¢ $ 52,71¢ $ 65,67« $ 70,68:
Real estate investments, held for sale, $ 2,13¢ $ 1,87 $ — $ — $ —
Retained interests in transferred as $ 30,79¢ $ 23,53: $ 17,76¢ $ 11,20: $ —
Total asset $ 132,29 $ 149,69¢ $ 156,34 $ 151,39¢ $ 197,23
Notes payable and revolving credit facil $ 33,38( $ 48,49 $ 57,07( $ 53,23t $ 97,75’
Beneficiarie’ equity $ 92,09: $ 93,92¢ $ 92,77 $ 89,78t $ 91,93:
Total liabilities and beneficiari’ equity $ 132,29: $ 149,69t $ 156,34 $ 151,39 $ 197,23
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Iltem 7. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
RECENT DEVELOPMENTS

PMC Capital was merged into PMC CommerciathW/iMC Commercial continuing as the surviving entiin February 29, 2004. Each
issued and outstanding share of PMC Capital comstmek was converted into 0.37 of a common shaRME Commercial. As a result, we
issued 4,385,800 common shares of beneficial istemre February 29, 2004 valued at $13.10 per shdrieh is the average closing price of
common stock for the three days preceding the afatee announcement adjusted by declared but urgiaidends. The Merger was accounted
for under the purchase method of accounting asigedwby SFAS No. 141.

We entered into a letter agreement with Attimg the lessee of our Hotel Properties, on Ma@&2004, pursuant to which we granted
Arlington, among other things, reduced cash paymentthe base rent due under the master leadaefdddrch and April 2004 payments. The
letter agreement terminates on April 30, 2004, lsittv point Arlington is required to pay the difface between the reduced rent payments
made for March and April 2004 and the base renttfose two months provided for in the master lease.

BUSINESS

We are primarily a commercial lender that imrdges loans to small businesses that are pridgipallateralized by first liens on the real
estate of the related business. We then sell cesfadur loans receivable through privately-plasedctured loan sale transactions. Historically,
we have retained residual interests in all loansiv@ble sold through our ownership in the rel8€Es.

Our revenues and realized gains include theviong:

Interest earned on loans receivable including ffeeeof commitment fees collected at the inceptidthe loan;
Lease payments on our Hotel Propert

Earnings on our Retained Intere:

Interest earned on temporary (s-term) investments

Gains relating to structured loan sale transacti

Gains relating to sales of our Hotel Propertiest

Other fees, including late fees, prepayment femsstcuction monitoring fees and site visit fe

Our ability to generate interest income, at agother revenue sources, is dependent on edonmegulatory and competitive factors that
influence interest rates and loan originations, amdability to secure financing for our investmantivities. The amount of other income
earned will vary based on volume of loans fundied,timing and amount of financings, the volumeoairis receivable which prepay, the mi:
loans (construction versus non-construction), #te and type of loans originated (whether fixegaable) as well as the general level of
interest rates. For a more detailed descriptiothefrisks affecting our financial condition anduks of operations, see “Risk Factors” in Item 1
of this Form 10-K.

CURRENT OPERATING OVERVIEW AND ECONOMIC FACTORS

The following provides a summary of our currentragiag overview and significant economic factorattmay have an impact on our
financial condition and results of operations. Thetors described below could impact the volumiearf originations, the income we earn
our assets, our ability to complete a securitizatithe performance of our loans, the operationswfproperties and/or the performance of our
SPEs.

At December 31, 2003, our variable-rate arddirate loans receivable were $21.2 million (4E1) $30.3 million (59%) of our loans
receivable, respectively. At December 31, 2003strttially all of our commitments were for varialége loans, and given the current interest
rate market, we expect to continue to
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originate primarily variable-rate loans. At DecemBg, 2003, our total loan commitments and appswvatstanding of $7.7 million with a
weighted average interest rate of 5.6% were prignaiith variable interest rates based on spreag@s biBOR ranging from 4.0% to 4.5%.

Prior to 2002 we only originated fixed intereste loans. During the first half of 2002, we aegxperiencing decreases in lending
opportunities, loans funded and loan commitmenispared to the prior year primarily due to competitresulting from the interest rate
environment and the economic uncertainty which i§igatly had an impact on the hospitality sectos &result of low shoiterm interest rate:
banks have been offering their “mini-perm” shortatdoans at rates considerably lower than our ltamgs fixed-rate loans and often with less
down payment requirements. Therefore, we commeacddontinue to focus on marketing and sellingréatée-rate loan product based on
LIBOR which presently provides a lower cost varélniterest rate alternative to our borrowers assalt of these market conditions.

As a result of our increasing percentage ofide-rate loans, the continued prolonged lowrggéerate environment has caused our interest
income to be reduced. To the extent that ratesireatar below these historically low levels, wdlwarn less interest income. Alternatively,
when rates rise in the future, the interest we earour performing variable-rate loans will increal addition, the decreased loan origination
volume during 2003 (compared to 2002), resultimgrfithe factors described below, affected our istareome. Interest income will continue
to be reduced if (i) principal payments on outstagdoans receivable exceed our loan originatidiisinterest rates continue to decrease ar
(iii) problem loans increase.

Our net interest margin is dependent uportifierence between the cost of our borrowed funditae rate at which we invest these funds
(the “net interest spread”). A significant reduatio net interest spread may have a material adwedfect on our results of operations and may
cause us to re-evaluate our lending focus. Ovepdsé few years the spread has been reduced caleingased income from continuing
operations and there can be no assurance thdt itat/icontinue to decrease. We believe that oBQIR-based loan program allows us to
compete more effectively, provides us with a mdteaetive securitization product and provides uthwai net interest spread that is less
susceptible to interest rate fluctuations thanfiuad-rate transactions.

Most of our loans are to borrowers operatirgpprties in the limited service sector of the hitadipy industry. The limited service sector of
the hospitality industry, as a subset of the hadipitindustry, does not always react to econonoigditions in the same manner as the rest ¢
hospitality industry. For example, while all sestof the hospitality industry experienced reducionoccupancy and room rates in 2001 and
2002, the limited service sector of the hospitdlityustry was not as negatively impacted and, @mnaequence, the rebound in the hospitality
industry in occupancy and room rates during 200Bamily affected sectors other than the limited/gar hotels. Economic conditions that
impact the limited service sector of the hospialidustry and, to a lesser degree, the hospitaldystry in general, have a significant impact
on our loans to and investments in hospitality préps, and our future lending operations.

The limited service sector of the hospitalitgustry was experiencing lower demand during 289d 2002 due primarily to geopolitical
uncertainties and the sluggish economy. Duringphisod, there was an increase in borrowers wigih éw shortages that caused us to
increase our loans identified as “problem assétsdddition, we experienced higher provisions f@r losses in 2003 than our pre-2001
historical losses, although our loan losses costiowbe lower than industry standards. These higlaerlosses were partially caused by a
weakness in the value of the limited service hpteperties that were collateral for our loans. Assult of the market weaknesses in 2001 and
2002, new construction of hospitality propertieswaynificantly reduced and the number of propestes was significantly reduced. In times
of economic downturn resulting in fewer propertieng sold or constructed, the collateral valueeulythg our loans receivable could be
reduced and, as a result, the equity our borrotvavs in their properties could be reduced. To #terg the loan goes into default, the
magnitude of the impairment could be greater. litaah, during these periods, the length of timeedl assets acquired in liquidation may
increase. Even though lower interest expense hehgeshdustry, we may have to foreclose upon piiggeand the losses experienced may be
greater than those historically incurred. We bdithat the current increases in occupancy and rates experienced by the limited service
sector of the hospitality industry and the expéaitadf additional increases should help to redbeenumber of problem assets. It also appears
that the resale market for limited service hosiytgdroperties has strengthened.

While occupancy increased slightly for the rallehospitality industry, average room rates shdaeslight decline in 2003 based on
published industry statistics. The industry’s ngémting income has been in a downcycle, having b#fected by travel warnings and
increased travel time due to improved security messas well as internet bookings which have ajatigely impacted revenues. We anticig
that lodging demand will
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increase in 2004 as the lodging industry followes ¢lsonomy. Improving economic trends in the lodgiaystry will generate an increase in
competition among lenders, especially those lenoféesing alternatives such as fixed rate and “rpieim” loans. As a result, we anticipate an
improvement in volume but continued net intereséag pressure.

Another factor which affects the limited see/sector of the hospitality industry is a sigrfitrise in gasoline prices within a short period
of time. Most of the limited service hospitalityoperties collateralizing our loans receivable amated on interstate highways. Historically,
when gas prices sharply increase, occupancy ratzease for properties located on interstate highwas a result of recent announcement
foreign oil producers, it is widely expected thatmkestic gasoline prices will be at record high leve the near future. The current rise is
gasoline prices may have an impact on the summaeeltseason.

As a result of the delayed securitization, petition and economic environment as described @bow fundings during 2003 were lower
than 2002 and did not meet our expectations. Furthee, our outstanding commitments have been sigmifly reduced from $40.9 million at
December 31, 2002 to $7.7 million at December 8D32 Our fundings were reduced in part due to ack bf funds which resulted from
reduced capacity to borrow on our revolving créaliflity and the delay in our structured loan dadasaction. We did not complete a structt
loan sale transaction that we had initially antitgul to be completed in the first quarter of 2008l @ctober 2003 as a result of unfavorable
market conditions. As a result of our reduced fumgslimited the amount of commitments to originaésv loans during the first nine months
of 2003. Subsequent to the completion of our stingct loan sale transaction, it took more time tigmected to re-establish some of our loan
demand generators and we were cautious in our wnitieg since the economic conditions were stiiueus. As a result, there were only a
commitments generated during the fourth quart@06f3 and our pipeline for new loan originationstomred to be reduced. While this trend
has continued into 2004, recently, as the sigrecofiomic recovery appear to be more promising andemewed marketing efforts have
gained momentum, we have seen an increase intgaivil we have entered into several commitmentsiginate new loans.

We also own 21 limited service hospitality pedies. As a REIT, we cannot operate these priege/s a result, we are dependent upon
Arlington to operate and manage our hotel properéelington’s operating results, including the ogt@ns of our hotel properties, are subject
to a variety of risks which could affect Arlingt@nébility to generate sufficient cash flow to sugighe payment obligations under the master
lease agreement. In the event Arlington defaultthermaster lease agreement, there is no assutatcge would be able to find a new
operator for our hotel properties, negotiate teiszthe same amount of lease income or collethemuarantee of the parent of Arlington. In
addition, in the event Arlington defaults, we magur costs, including holding costs, legal fees emsls to re-franchise the properties.
Arlington is a publicly traded company.

In addition to our lending and property owigps problems in the asset-backed securities madat impact our ability or alter our
decision to complete a structured loan sale trdimgaon a timely basis or cause us to sell loansiv@ble on less favorable terms. Based on
secondary market trading on our securities anchtgcannounced transactions, the market for smadiiess loan securitizations appears to be
improving. However, since we presently do not hawggnificant amount of securitizable loans avddaind our outstanding commitments are
$7.7 million ($23.3 million subsequent to the Majgeve do not anticipate a securitization until tater part of 2004 at the earliest. See
“Iltem 1. Business — Risk Factors.”

PORTFOLIO INFORMATION
Lending Activities
General

Our lending activities consist primarily ofiginating loans to borrowers who operate in thepiitatity industry. Our net loans receivable
were $50.6 million and $72.0 million at December 3003 and 2002, respectively. During 2003 and 20@2originated loans totaling
$31.3 million and $32.8 million and received pripedi repayments of $7.6 million (of which approxielst$2.6 million represented
prepayments and $2.4 million represented ballooturt@s) and $12.3 million (of which approximate$9.6 million represented prepaymen
respectively. When originating a loan, we chargemmitment fee. During 2003 and 2002, we colleceaimitment fees of $110,000 and
$575,000, respectively. The commitment fees calcturing 2003 were lower than 2002 due to redeoeamitments entered into to originate
new loans during 2003. A significant portion of lmwers whose loans were funded in 2003 paid theirroitment fees in 2002. Commitment
fees are collected when the prospective borrowegae our proposed terms and are deferred andmzeabas an adjustment of yield over the
life of the related loan receivable.
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At December 31, 2003, approximately $21.2iollof our loans receivable had a variable interat (reset on a quarterly basis) based
primarily on LIBOR with a weighted average intereste of approximately 5.4%. The spread that wegshaver LIBOR generally ranges from
4.0% to 4.5%. LIBOR used in determining interesésaduring the first quarter of 2004 (set on JayndaR004) was 1.15%. To the extent
LIBOR changes, we will have changes in interesbime from our variable-rate loans receivable. Initimlg at December 31, 2003,
approximately $30.3 million of our loans receivabb a fixed interest rate with a weighted aveiatgrest rate of 10.1%. See Item 7A.
“Quantitative and Qualitative Disclosures About KetrRisk.”

Prepayment Activity

Prepayment activity on our fixed-rate loansereable has remained at high levels as a restitteofontinued low interest rate environment
(the prime rate, LIBOR and the interest rates eadury notes decreased substantially during 20@2eamained low in 2003). We believe that
we may continue to see prepayment activity at hitgneels (particularly in relation to our fixed-eabans receivable) in 2004. Many of our
prepayment fees for our fixed-rate loans receivabdebased upon a yield maintenance premium whimViges for greater prepayment fees as
interest rates decrease. In addition, certain loaosivable have prepayment prohibitions of upue years.

The timing and volume of our prepayment attifdr both our variable and fixed-rate loans reabie fluctuate and are impacted by
numerous factors including the following:

. The competitive lending environmeri.e., availability of alternative financing

. The current and anticipated interest rate envirarirfi.e., if interest rates are expected to rise or fi
. The market for limited service hospitality propessales; ant

. The amount of the prepayment fee and the lengginegfayment prohibitior

When our loans receivable are repaid prigh&r maturity, we generally receive prepaymensfé&aepayment fees result in one-time
increases in our income. The proceeds from theggrapnts we receive are invested initially in tengpplinvestments and have generally been
re-loaned or committed to be re-loaned at lowearadt rates than the prepaid loans receivable €Tlbager interest rates have had an adverse
effect on our interest income and depending upemndke of future prepayments may further impactiot@rest income. It is difficult for us to
accurately predict the volume or timing of prepantsesince the factors listed above are not alldisige and changes in one factor are not
isolated from changes in another which might magaifcounteract the rate or volume of prepaymetiviac

Problem Loans

Our policy with respect to loans receivabldchibare in arrears as to interest payments foriaghén excess of 60 days is generally to
discontinue the accrual of interest income andmavpreviously recorded interest income which sngded uncollectible. To the extent a loan
becomes an impaired loan, we will deliver a defaotice and begin foreclosure and liquidation pealiegs when we determine that pursuit of
these remedies is the most appropriate coursetiohac

Senior management closely monitors our probteEans which are classified into two categoriepdimed Loans and Special Mention Loans
(together, “Problem Loans”). Our Impaired Loanslasns which are not complying with their contradtterms, the collection of the balance
of the principal is considered impaired and on \utitee fair value of the collateral is less thanrém@aining unamortized principal balance. Our
Special Mention Loans are those loans receivalaleate either not complying or had previously rarnplied with their contractual terms but
we expect a full recovery of the principal balattw®ugh either collection efforts or liquidation afllateral.
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Historically, we have not had a significantaamt of Impaired Loans or delinquent loans nor haeehad a significant amount of charged-
off loans. Our Problem Loans were as follows:

December 31,

2003 2002

(In thousands)
Impaired Loans

Loans receivabl $ 1,74¢ $ 1,75¢
Sold loans of SPE 1,357 —
$ 3,10¢ $ 1,75¢
| |

Special Mention Loan:
Loans receivabl $ 24¢ $ —
Sold loans of SPE — 1,362

$ 24¢ $ 1,36:

| ]
Percentage impaired loar
Loans receivabl 3.4% 2.4%
Sold loans of SPE 0.9% —
Percentage Special Mention Loa
Loans receivabl 0.5% —
Sold loans of SPE — 1.3%

Our provision for loan losses as a percentdgeir weighted average outstanding loans recedvaals 0.40% (40 basis points) and 0.09%
(nine basis points) during 2003 and 2002, respelgtiAt December 31, 2003 and 2002, we had resenviiee amount of $675,000 and
$365,000, respectively, against loans receivaldevile have determined to be potential Impaired koan

Retained Interests

At December 31, 2003 and 2002, the estimatid/&lue of our Retained Interests was $30.8 amlkind $23.5 million, respectively.
Retained Interests represents our ownership integrésans receivable that have been contributegREs and have been recorded as sold. Our
Retained Interests consist of (i) the retentioa pbrtion of each of the sold loans (the “requivedrcollateralization”), (ii) contractually
required cash balances owned by the SPE (the re$end”) and (iii) future excess funds to be gated by the SPE after payment of all
obligations of the SPE (the “interest-only stripgwable”). Retained Interests are our residu&rest in the loans sold by us to the SPE. When
we securitize loans receivable, we are requirge¢ognize Retained Interests, which representsighirto receive net future cash flows, at
their fair value. Retained Interests are subjectrédit, prepayment and interest rate risks. Rethlnterests are materially more susceptible to
these risks than the notes issued by the SPE.

The value of our Retained Interests is basedstimates of the present value of future cashsfiwe expect to receive from the SPEs.
Estimated future cash flows are based in part stimates of prepayment speeds and loan lossgmyPnent speeds and loan losses are
estimated based on the current and anticipatetkesiteate and competitive environments and ouolicstl experience with these and similar
loans receivable. The discount rates utilized aterthined for each of the components of Retaingaidats as estimates of market rates based
on interest rate levels considering the risks iaheimn the transaction. Changes in any of our apions, or actual results which deviate from
our assumptions, may materially affect the valuewfRetained Interests.

The net unrealized appreciation on our Rethinterests at December 31, 2003 and 2002 wasn$ilién and $3.8 million, respectively.
Any appreciation of our Retained Interests is ideldiin the accompanying balance sheet in benaésiaquity. Any depreciation of our
Retained Interests is either included in the acanying statement of income as a realized loshéife is a reduction in expected future cash
flows) or on our balance sheet in beneficiariesiiggas an unrealized loss. Reductions in expeftiede cash flows generally occur as a result
of decreases in expected yields, increases inipati#x loan losses or increases in prepayment sggseonptions.
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Assets Acquired in Liquidation

With regard to properties acquired througleétosure, deferred maintenance issues must bessgdir@rior to operation of the property or it
may not be economically justifiable to operate gh&perty prior to its sale. To the extent keepimg property in operation is deemed to assi
attaining a higher value upon sale, we will talepstto do so including hiring third party managetmampanies to operate the property.

In connection with the sale of our assets gedun liquidation to third parties, we may finana portion of the purchase price of the
property. These loans will typically bear markeesaof interest. While these loans are evaluatedyube same methodology as our loans
receivable, certain lending criteria may not beeablbe achieved.

Property Ownership
Our Hotel Properties are operated by Arlingtansuant to our sale/leaseback agreement.

The following table summarizes statisticalediagarding our 21 Hotel Properties (1):

Years Ended December 31,

2003 2002 2001
Occupancy 56.01% 58.8(% 58.15%
ADR (2) $ 54.6( $ 55.1¢ $ 56.4:
RevPAR (3) $ 30.5¢ $ 32.4¢ $ 32.8:2
Room revenu $14,274,61 $15,161,24 $15,352,17
Rooms rente: 261,49¢ 274,82¢ 272,05¢
Rooms availabli 466,36t 467,38t 467,82:

(1) Arlington has provided all data (only includes pesfles owned as of December 31, 20l

(2) “ADF’ is defined as the average daily room re

(3) “RevPAR”is defined as room revenue per availaldem and is determined by dividing room revenuevaflable rooms for the
applicable period

Our income related to the Hotel Propertigsds lease payments. Our lease is a “triple neasée therefore, all expenses of operation
including insurance and real estate taxes arelifigadion of Arlington. The data provided abovdds informational purposes only. All
revenues and expenses from operation of the piepdrélong to Arlington. Room revenue decreaseddproximately 6% during 2003. The
reduction in revenues was primarily caused by sg#y@operties which experienced increased competftom newly constructed properties
causing reductions in both occupancy and ADR. Hiisatly, when new competition exists, there is @qmbof time in which revenues are
impacted.
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A summary of financial information for the $e® of our properties, Arlington, (which has beerwd from their latest available public
filings as of our filing date) as of September 3003 and December 31, 2002, and for the nine mantied September 30, 2003 and the years
ended December 31, 2002 and 2001 is as follows:

ARLINGTON HOSPITALITY, INC.

September 30, December 31,
2003 2002

(In thousands)

BALANCE SHEET DATA:

Investment in hotel asse $ 87,00¢ $ 103,90
Cash and short term investme 4,07¢ 3,97(
Total asset 104,74. 119,93«
Total liabilities 91,02( 102,56¢
Shareholde's equity 13,72 17,37(
Nine Months Ended September 30, Years Ended December 31,
2003 2002 2002 2001

(In thousands)

INCOME STATEMENT DATA:

Total revenue $ 57,39: $ 50,25¢ $ 76,53: $ 77,15
Operating income (los (900 4,05( 1,99: 5,54
Net income (loss (3,75¢) 222 (1,710 75&

Arlington is a public entity that files periodeports with the SEC. Additional information ab@rlington, including December 31, 2003
financial information when available, can be obegirirom the SEC’s website atvw.sec.gov

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financgaddition and our results of operations is basedhupo consolidated financial statements,
which have been prepared in accordance with gdperatepted accounting principles. The preparadioihese financial statements requires us
to make estimates and judgments that affect thertregh amounts of assets, liabilities, revenuesexpenses and related disclosure of
contingent assets and liabilities. Our managemastdiscussed the development and selection of ti¢eal accounting policies and estima
with the audit committee of our Board of Trust Mgaes (the “Board”), and the audit committee hasereed the disclosures relating to these
policies and estimates included in this annual repo

We believe the following critical accountingnsiderations and significant accounting policEresent our more significant judgments and
estimates used in the preparation of our consefihancial statements.

Valuation of Loans Receivable

Loan loss reserves are established basedieteemination, through an evaluation of the recabiity of individual loans receivable, that
significant doubt exists as to the ultimate redioraof the loan receivable. We monitor the loantiplio on an ongoing basis and evaluate the
adequacy of our loan loss reserves. In our analygseview various factors, including the valudh# collateral securing the loan receivable
and the borrower’s payment history. The determamatif whether significant doubt exists and wheth&ran loss reserve is necessary for each
loan requires judgment and consideration of thesfand circumstances existing at the evaluatioa. d2ttanges to the facts and circumstances
of the borrower, the hospitality industry and tleeromy may require the establishment of significadditional loan loss reserves. If a
determination is made that significant doubt exast$o the ultimate collection of our loans recbklgathe effect on our results of operations
may be material.

Our provision for loan losses was 0.40% (4€idpoints) and 0.09% (nine basis points) of oughted average outstanding loans receiv
during 2003 and 2002, respectively. At December2BD3 and 2002, we had reserves in the amount#d,860 and $365,000, respectively,
against loans receivable that we have determined to
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be potential Impaired Loans. To the extent oneeweral of our loans experience significant opegpdtiifficulties and we are forced to liquidate
the loans, future losses may be substantial.

Valuation of Retained Interests

Due to the limited number of entities that doct transactions with similar assets, the reldtigenall size of our Retained Interests and the
limited number of buyers for such assets, no rgaditertainable market exists for our Retainedésts. Therefore, our determination of value
may vary significantly from what a willing buyer winl pay for these assets.

The valuation of our Retained Interests isrost volatile critical accounting estimate becahsevaluation is dependent upon estimates of
future cash flows that are dependent upon the peeoce of the underlying loans receivable. Prepaysner losses in excess of estimates will
cause unrealized depreciation and ultimately redllpsses. The value of our Retained Intereststirichined based on the present value of
estimated future cash flows from the SPEs. Theneséd future cash flows are calculated based amgs#ons including, among other things,
prepayment speeds and loan losses. We regularlgureebban loss and prepayment assumptions aghastctual performance of the loans
receivable sold and to the extent adjustments t@ssumptions are deemed necessary, they are madguarterly basis. If prepayment speeds
occur at a faster rate than anticipated, or futnme losses occur quicker than expected, or in atsogreater than expected, the value of the
Retained Interests will decline and total incoméuimire periods would be reduced. For example 31 & million loan with an interest rate of
10% prepays and the “all-in cost” of that Joint We®g’s structured notes was 7%, we would lose #hesBread we had expected to receive on
that loan in future periods. The “spreadat is lost may be offset in part or in whole hg prepayment fee that we collect. If prepaymeotsix
slower than anticipated, or future loan lossedes® than expected, cash flows would exceed esttrehounts, the value of our Retained
Interests would increase and total income in fupeeods would be enhanced. Although we believeakaumptions as to the future cash flows
of the structured loan sale transactions are reddenactual rates of loss or prepayments may signjficantly from those assumed and other
assumptions may be revised based upon anticipateckfevents. These assumptions are updated oartedy basis. Over the past three years,
there has been no significant change in the metbhgg@mployed in valuing these assets. The discmates utilized in computing the net
present value of future cash flows are based astimate of the inherent risks associated with eash flow stream.

Significant estimates related to our Retailmterests were as follows at December 31, 2003:

Constant Aggregate Range of
Prepayment Losses Discount
Rate (1) Assumed (2) Rates
2000 Joint Ventur: 10.(% 2.9¢% 7.2%to 11.99
2001 Joint Ventur 10.(% 358 7.2%to 11.99
2002 Joint Ventur: 10.(% 3.71% 7.6% to 12.39
2003 Joint Ventur: 10.(% 3.18% 7.8% to 12.19

(1) Based on anticipated principal prepayments consigethe loans sold and other similar loal
(2) As apercentage of the outstanding principal bataotthe underlying loans receivable as of Decenie2003 based upon per ann
losses that ranged from 0.5% to 0.€

At December 31, 2003, we have identified avid fan ($1.4 million) that we consider an Impditsan. If we have to liquidate this loan,
losses may exceed estimates and the value of daimd Interests will decline.
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The following is a sensitivity analysis of dRetained Interests as of December 31, 2003 tdibigtthe volatility that results when
prepayments, loan losses and discount rates dezatif than our assumptions:

Changed Assumption Value Asset Change

(In thousands)

Losses increase by 50 basis points per annui $ 28,63 $ (2,166
Losses increase by 100 basis points per annu $ 26,547 $ (4,25)
Rate of prepayment increases by 5% per annut $ 29,73¢ $ (1,06
Rate of prepayment increases by 10% per annui $ 29,09: $ (1,706
Discount rates increase by 100 basis pc $ 29,44¢ $ (1,35)
Discount rates increase by 200 basis p¢ $ 28,18 $ (2,619)

(1) If we experience significant losses (i.e., in ezedsanticipated losses), the effect on our Rethlnterests would first reduce the value
the interest-only strip receivables. To the exthatinterest-only strip receivables could not fulysorb the losses, the effect would then
be to reduce the value of our reserve funds and the value of our required overcollateralizatic

(2) For example, an 8% assumed rate of prepayment wariidcreased to 13% or 18% based on increase8w®510% per annun
respectively

These sensitivities are hypothetical and shbelused with caution. Values based on changdege assumptions generally cannot be
extrapolated since the relationship of the changessumptions to the change in value may not leadinThe effect of a variation in a particular
assumption on the value of our Retained Interestaliculated without changing any other assumptioreality, changes in one factor are not
isolated from changes in another which might magoifcounteract the sensitivities.

RESULTS OF OPERATIONS
Year Ended December 31, 2003 Compared to the YeanBed December 31, 2002
Overview

Income from continuing operations decrease@h$88,000 (17%) to $6,831,000 during 2003 fron2$8,000 during 2002. Net income
decreased by $1,762,000 (18%), to $8,174,000 d@®@3 from $9,936,000 during 2002. Our basic egper share decreased $0.27 (18%),
to $1.27 per share during 2003 from $1.54 per stharimg 2002. The decrease in net income is prigndrie to:

. decreased other income of $825,000 due to redusgdyments resulting in lower prepayment fee ingc

. decreased interest income of $460,000 due to teeoféoans receivable and an increase in var-rate lending with lower variabl
interest rates than our fixed interest rate loans!

. a decrease in the gain on sale of our real estagsiments of $380,000 as one hotel property widsdswing 2003 while two hote
properties were sold during 20(

Partially offsetting these decreases in nediime were:

. decreased interest expense of $241,000 due printanieduced balances outstanding on our structuoégs payable from our 19!
structured loan financing; ar
. an increase in the gain on sale of our loans rabévof $149,000 due primarily to a larger voluriéans sold

Significant changes in revenues and expemnsefsidher described below.
Revenues

The interest income decrease of $460,000 (#/45,776,000 during 2003 from $6,236,000 duri@@2was primarily attributable to (i) the
sale of $45.4 million in loans receivable in a staned loan sale transaction completed in Octob8B2(ii) the sale of the majority of our fixed-
rate loans receivable in a structured loan safestretion completed in April 2002, (iii) decreasirggiable interest rates and (iv) principal
collections including loan maturities and prepayteei our fixed-rate loans which were reinvestetbimer yielding variable-rate loans.

Our lease income increased by $70,000 (1%$51629,000 during 2003 from $5,459,000 during 200arily due to a 2% (CPI) increase
in base rent during 2003.
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Income from Retained Interests increased $MB(R%), to $2,942,000 during 2003 compared to$2@0 during 2002. The income from
our Retained Interests consists of the yield onRetained Interests which is determined based tima&tes of future cash flows and includes
any fees collected by the SPEs in excess of aateipfees. The increase was primarily the residhdhcrease in the balance of our Retained
Interests due to the completion of our 2003 stmectlioan sale transaction partially offset by ardase in the yield on our Retained Interests to
12.3% during 2003 from 13.2% during 2002 resulfnignarily from better than anticipated cash flows2D02.

Other income decreased $825,000 (71%), to $88during 2003 compared to $1,164,000 during 2@i2h is primarily attributable to
increased prepayment fees received during 200palPneent fees increased sharply in 2002 as a refsthle refinancing options at low fixed
interest rates made available by mini-perm loafisrefl by banks. While interest rates remained Inod/mini-perm bank loans were still
available in 2003, many of the borrowers that cdassd refinancing did so during 2002. As a resiulhe continued low interest rate
environment, we anticipate higher levels of prepagtractivity in 2004 than we experienced during200

Interest Expense

Interest expense decreased by $241,000 (6%38,204,000 during 2003 from $3,445,000 during206terest expense consisted of the
following:

Years Ended
December 31,

2003 2002
(In thousands)
Structured Note $ 1,477 $ 1,982
Mortgages on Hotel Properti 1,12z 1,15¢€
Revolving credit facility 57€ 29¢€
Other 28 11

$ 3,20¢ $ 3,44t

The decrease was primarily attributable t@eréase in the principal balance of the structads payable from our 1998 structured loan
financing ($18.7 million outstanding at December 3103 compared to $26.0 million outstanding atédelser 31, 2002). This decrease was
partially offset by an increase in the weightedrage borrowings outstanding under our revolvinglitracility to $17.3 million during 2003
compared to $4.2 million during 2002. The weightéedrage interest rate on our revolving credit figcilecreased to 3.1% during 2003 from
3.6% during 2002.
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Other Expenses

Fees associated with the advisory agreemaitiisowr Investment Manager consisted of the follogvi

Years Ended
December 31

2003 2002

(In thousands)

Investment management f $ 2,04 $ 1,921
Lease supervision fe 37¢ 401
Total fees incurre: 2,42¢ 2,32¢

Less:
Management fees included in discontinued opera (29) (42
Fees incurred on behalf of the SF (33§ (299
Cost of structured loan sale transacti (102) (57)
Cost of property sale (10 (20)
Fees capitalized as cost of originating lo (20§) (135)
Advisory and servicing fees to affiliate, r $ 1,83¢ $ 1,77¢
I |

Our provision for loan losses increased $236 (377%), to $310,000 during 2003 from $65,000rdp2002. During 2003, we increased
reserves on a loan on which significant doubt exastto the ultimate realization of the loan.

Discontinued operations

Our profit from discontinued operations desezhby $523,000 (45%), to a net profit of $632,800ng 2003 from a net profit of
$1,155,000 during 2002. The decrease was primanigsult of property sales. Included in discontthaperations are the gains from selling
hotel property in 2003 and two hotel propertie2@®2. The gain recognized in 2003 was $380,000ttess2002. Results of operations for the
two properties sold during 2002, the property shldng 2003 and the property held for sale at Ddmarm31, 2003 are included in discontinued
operations for 2003 and 2002.

Gain on sale of assets

Gain on sale of loans receivable was $7110@0$562,000 during 2003 and 2002, respectivelg.ifibrease in the gain is primarily the
result of (i) an increase in the amount of loarld fmm $27.3 million in April 2002 to $45.4 millioduring October 2003 and (ii) an increas
the spread earned at the time the transactionsaoenpleted to 2.77% for the structured loan saesaction completed in October 2003
compared to 2.56% for the structured loan salestietion completed in April 2002. These increase®wartially offset by an increase in costs
for the 2003 transaction due primarily to the deéfagompleting the securitization.

Year Ended December 31, 2002 Compared to the YeanBed December 31, 2001
Overview

Income from continuing operations increase&b47,000 (3%), to $8,219,000 during 2002 from 68,000 during 2001. Net income
decreased by $1,499,000 (13%), to $9,936,000 d@®@@ from $11,435,000 during 2001. Our basic eaper share decreased $0.24 (1
to $1.54 per share during 2002 from $1.78 per stharimg 2001. The decrease in net income is prigndrie to:

. decreased interest income of $1,545,000 due tealeeof loans receivable and an increase in va-rate lending with lower variab
interest rates than our fixed interest rate lo

. a reduction in the gain on sale of our loans redg&y of $871,000 due to a smaller volume of loarhd and decreased anticipa
cash flows due to reduced net interest spr

. a reduction in the gain on sale of our real estatestments of $687,000 as a result of the safev®fproperties during 2001 compa
to two properties sold during 2002; a

. decreased lease income of $535,000 as a resti¢ sile of five hotel properties during 20
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Partially offsetting these decreases in nediime were:

. increased income from our Retained Interests diAg,000 due primarily to the completion of struetlifoan sale transactior

. increased other income of $624,000 due primariintoeased prepayment fees received;

. decreased interest expense of $575,000 due toeddiatanceoutstanding on our structured notes payable froml8a8 structure:
loan financing and a decrease in the weighted gedpalance and interest rate on our revolving tfadility.

Significant changes in revenues and expensefsidgher described below.
Revenues

Interest income decreased by $1,545,000 (2@946,236,000 during 2002 from $7,781,000 duri@@ The decrease was primarily
attributable to (i) a decrease in our weighted ageroans receivable outstanding of $3.9 millighb)5to $69.1 million during 2002 from
$73.0 million during 2001 (due primarily to theeaif $27.3 million in loans receivable in a struetliloan sale transaction completed in
April 2002) and (ii) a decrease in our weightedrage interest rate to 7.5% at December 31, 2008 %% at December 31, 2001, primarily
resulting from lower variable interest rates anttéased variable rate lending. Average quartedlBQR decreased by 244 basis points from
2001 to 2002.

Lease income decreased by $535,000 (9%),, 458300 during 2002 from $5,994,000 during 2004ade income decreased primarily due
to the sale of five hotel properties during 2001.

Income from Retained Interests increased 100D (59%), to $2,893,000 during 2002 comparefilt815,000 during 2001. The income
from our Retained Interests is comprised of thédyi® our Retained Interests. The increase wassthdt of (i) an increase in the balance of
Retained Interests due to the completion of owrcstired loan sale transactions and (ii) an incréaiee yield on our Retained Interests to
13.2% during 2002 from 12.7% during 2001 resulfimgn better than anticipated performance and dastsfrelated to the loans receivable
included in our structured loan sale transactions.

Other income increased $624,000 (116%), t@6B1,000 during 2002 compared to $540,000 durind.208e increase is primarily
attributable to increased prepayment fees recaiueithg 2002.

Interest Expense

Interest expense decreased by $575,000 (14%3,445,000 during 2002 from $4,020,000 durin§R20nterest expense consisted of the
following:

Years Ended
December 31

2002 2001

(In thousands)

Structured Note $ 1,98 $ 2,31¢
Mortgages on Hotel Properti 1,15¢ 1,17¢
Revolving credit facility 29¢€ 51€
Other 11 15

$ 3,44¢ $ 4,02(

The decrease was primarily attributable t@ (@ecrease in the principal outstanding on ouctitred notes payable from our 1998 structi
loan financing ($26.0 million outstanding at DecemB1, 2002 compared to $33.8 million outstandinDecember 31, 2001), (ii) a decreas
the weighted average borrowings outstanding uriterdvolving credit facility to $4.2 million during002 compared to $6.5 million during
2001 and (iii) a decrease in the weighted avenaggast rate on our revolving credit facility t&% during 2002 from 5.6% during 2001.
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Other Expenses

Fees associated with the advisory agreemaitiisowr Investment Manager consisted of the follogvi

Years Ended
December 31

2002

2001

(In thousands)

Investment management f $ 1,927 $ 1,80:
Lease supervision fe 401 461
Total fees incurre: 2,32¢ 2,26¢

Less:
Management fees included in discontinued opera (42 (67)
Fees incurred on behalf of the SF (29¢) (1998
Cost of structured loan sale transacti (57) (60)
Cost of property sale (20 (20)
Fees capitalized as cost of originating lo (135) (2098)
Advisory and servicing fees to affiliate, r $ 1,77¢ $ 1,711
I |

Provision for loan losses decreased $135,68%}, to $65,000 during 2002 from $200,000 durif@® The reserves established during
2001 were related to two loans that we identifisghatential problem loans. At December 31, 2002paas were delinquent greater than
31 days; however, we identified a reserve on oaa tm which significant doubt existed as to thanate realization of the loan. While this
loan was current in its payments of both princgrad interest, we were aware of information regaydire borrower that indicated that, upon
maturity, the borrower would be unable to meetrtbbligations, and it was expected that a saléefcollateral would result in a net recovery
below the principal amount due.

Discontinued operations

Our profit from discontinued operations in@ea by $505,000 (78%), to a net profit of $1,156,80ring 2002 from a net profit of $650,C
during 2001. During 2002, we sold two of our hgiedperties for $5.2 million resulting in a net gaim sale of $663,000. In addition, in
accordance with SFAS No. 144, results of operatitoma the hotel properties sold during 2002 aréuded in discontinued operations for the
years ended December 31, 2002 and 2001; howeeecpthesponding gain on sale and operations ofealrestate investments sold dur
2001 were not reclassified to discontinued openatio

Included in discontinued operations was thia ga sale of real estate investments of $1,350¢0hg 2001 due to the sale of five of our
Hotel Properties for $13.0 million.

Gain on sale of assets

Gain on sale of loans receivable was $562a00%$1,433,000 during 2002 and 2001, respectiVidlg.decrease in gain is primarily the
result of (i) a decrease in the amount of loand foim $32.7 million in June 2001 to $27.3 millidaring April 2002 and (ii) a decrease in the
spread earned at the time the transactions wergleted to 2.56% for the structured loan sale tretisa completed in April 2002 compared to
3.26% for the structured loan sale transaction deteg in June 2001.

CASH FLOW ANALYSIS

We generated $8,710,000 and $11,213,000 imfcas operating activities during 2003 and 20@3pectively. The primary source of funds
from operating activities is our net income whicasa$8,174,000 and $9,936,000 (a decrease of $0d®2juring 2003 and 2002,
respectively. Our cash flows from operating adigtwere also impacted by the change in our cuassets and liabilities which decreased by
$945,000 primarily due to a reduction in borrowdvances.

Our investing activities reflect a net souotéunds of $17,534,000 and $7,104,000 during 20082002, respectively. This increase in
source of funds of $10,430,000 provided by investntivities is primarily due to an increase in peiceeds received from our October 2003
structured loan sale transaction compared to ouil 2p02
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structured loan sale transaction of $15,909,000amigdcrease in proceeds from restricted investsnefn$1,954,000 due primarily to a
reduction in funds on deposit at December 31, 2@08pared to 2002 for our 1998 structured loan fiiaptransaction. Partially offsetting the
increase was (i) a decrease in principal colleofe®#,650,000, (ii) less proceeds from hotel propsales in 2003 compared to 2002 resulting
in a decrease in net proceeds from sale of pragseofi $2,193,000 and (iii) merger related costd paring 2003 of $670,000.

Our financing activities reflect a net usdwids of $25,215,000 and $18,825,000 during 20@B2802, respectively. The decrease of
$6,390,000 was due primarily to an increase in gaysion our revolving credit facility of $5,900,08i@ce we repaid the balance on our
revolving credit facility in October 2003 with tipeoceeds from our 2003 structured loan sale trdiogsac

LIQUIDITY AND CAPITAL RESOURCES

Sources and Uses of Funds

In general, to meet our liquidity requirememtsluding origination of new loans, debt prindipayment requirements and payment of
dividends, we intend to utilize some of the follogisources to generate funds:

Structured loan financings or sal

Borrowings under our she«term collateralized revolving credit facility (tI*Revolve”);
Issuance of SBA debentures or senior or me-term notes

Borrowings collateralized by Hotel Properti

Sales of Hotel Properties; and

Equity issuance

Historically, our primary funding source haeh the securitization and sale of our loans red##v See “Structured Loan Sale
Transactions.” A reduction in the availability ditabove sources of funds could have a materia@radweffect on our financial condition and
results of operations.

Additional sources of funds include principald interest collections on existing loans recdatent collected on our Hotel Properties and
the cash flows from Retained Interests. As a RE€Tmust distribute to our shareholders at least 80&tir REIT taxable income to maintain
our tax status under the Code. Accordingly, toetkient these sources represent taxable income asuchnts have historically been distribu
to our shareholders. In 2004, we anticipate thatcash flows from operating activities will be izéd to fund our expected 2004 dividend
distributions. Therefore, our cash flows from opieigactivities are generally not available to fyrattfolio growth or for the repayment of
principal due on our debt.

During 2003, our loans funded ($29.7 milliamd debt repayments ($15.1 million) were primdfillyded by principal collections on loans
receivable of $7.6 million and proceeds from omctured loan sale transaction of $39.9 million.

On February 29, 2004, we completed the Meltherefore, our sources and uses of funds are &gezincrease. The assumption of PMC
Capital’s liabilities and preferred stock of subsidiarygagpximately $65.7 million at December 31, 2003)ude $35.0 million in notes payal
(the “Medium Term Notes”) of which $15.0 million tu@e prior to August 2004 and SBA debentures of $h&illion with maturities ranging
from 2005 to 2013. The Medium Term Notes requiréoumeet certain covenants, the most restrictivelath require that (i) net loans
receivable must exceed 150% of senior funded d@hipan losses for any twelvaronth period must not exceed 3% of net loans retddvanc
(iii) consolidated earnings plus interest expensstraxceed 150% of interest expense.

We received cash of approximately $5.9 milliamich was used to pay down our Revolver, $1.5iomlthat was used to meet our working
capital requirements, and $24.0 million that waailable to fund loan originations of the SBIC sulisiies acquired as part of the Merger.

The primary use of our funds is to originataris to small businesses in the limited servicgitedgy industry. During 2004, we anticipate
loan originations will range from $50 million to @énillion. We will also use funds for payment o¥idiends to shareholders, interest, salaries
and other general and administrative expenses rie@mrchases from our SPEs and principal paymenkoaowings. To the extent funds are
available, management believes that there maytemative investment opportunities including invesht in real estate. While we have
historically been a lender to the limited servicsitality industry, we are not necessarily focgssolely on
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hospitality properties. We believe that there mayatiractive acquisition opportunities in eithaaileshopping centers or commercial office
buildings. We are attempting to identify propertileat we could leverage up to 75% of their valuéh@ut leverage, it is unlikely that our
return on net equity investment would provide uthwidequate investment returns. There can be noeess that any properties will be
identified or, to the extent identified, will becadred. To date, no opportunities have been idextif

In addition, the SBICs have $8.0 million intstanding commitments from the SBA ($1.0 milliorpeing September 2004 and $7.0 million
expiring September 2007) to guarantee future deiesit These debentures have 10-year maturitiesharged interest at a spread overy&@+
treasuries and have semi-annual interest-only patan&o the extent funds are needed to originarddy the SBICs, these pre-approved
debentures can be issued.

Upon completion of the Merger, our outstandiogimitments to fund new loans were $23.3 milli@ommitments have fixed expiration
dates and require payment of a fee to us. Since smmmitments expire without the proposed loanietpghe total committed amounts do |
necessarily represent future cash requirements.

We have $1.5 million in mortgages payableraingerest rate of 7.5% that mature in June 20@4$4n5 million in mortgages payable at an
interest rate of 8.0% that mature in October 20Ud.anticipate that these mortgages payable wiikeibe “rolled-over” into new mortgages
payable with an extended maturity or repaid at migtun addition, of the $35.0 million of MediumeFfm Notes acquired through the Merger,
$5.0 million (at an interest rate of LIBOR plus %aBmature in April 2004 and $10.0 million (at ateirest rate of LIBOR plus 1.4%) mature in
July 2004.

At December 31, 2003, we had availability 80$nillion under our Revolver. On February 29, 2004 Revolver was increased to provide
us with availability of $40 million. We anticipateeeting our working capital needs, including reficiag the $15.0 million in Medium Term
Notes that mature in 2004, with our Revolver. Unoler Revolver, we are charged interest on the balaotstanding under the Revolver at
election of either the prime rate of the lendel®r.5 basis points over the 30, 60 or 90-day LIBOife credit facility requires us to meet
certain covenants, the most restrictive of whiabwvjites for an asset coverage test based on ouracaisbash equivalents, loans receivable,
Retained Interests and real estate investmentsa®do our senior debt. The ratio must exce@® times. The facility matures December 31,
2004.

We are currently evaluating several finanatgrnatives that will allow us more flexibility grow our outstanding serviced portfolio and
refinance our current maturities as they come dhese alternatives include increasing the sizaioRevolver, issuing medium term notes,
entering into a conduit warehouse facility, issuaatpreferred stock and/or an equity issuancadtfition, we continue to pursue financings
secured by mortgages on the unencumbered limiteiteehospitality properties owned by us. At DecemBl, 2003 properties with a net b
value of approximately $18.0 million were unencunelde We expect that these sources of funds andaraklnd will be sufficient to meet our
working capital needs. However, there can be norasse that we will be able to raise funds throtigise financing sources. If these sources
are not available, we may have to originate loame@uced levels or sell assets.

Structured Loan Sale Transactions

Historically, our primary source of funds Heen structured loan sale transactions. We geenateproceeds of $39.9 million,
$24.0 million, $29.5 million and $49.2 million frothe completion of our 2003, 2002, 2001 and 200@&ckired loan sale transactions,
respectively. The proceeds from future structuozhisale transactions are expected to be greateressilt of the Merger. On a combined
basis, net proceeds would have been $90.6 mili6h,9 million, $74.0 million and $73.9 million frothe completion of the 2003, 2002, 2001
and 2000 structured loan sale transactions, ragp8ctlt is anticipated that our primary sourcewadrking capital during 2004 will again be a
structured loan sale transaction.

When our structured loan sale transactiongwempleted, the transaction documents that theeBREed into contained Credit
Enhancement Provisions that govern the assetsharftbtv of funds in and out of the SPE formed as phthe structured loan sale
transactions. The Credit Enhancement Provisiorisdecspecified limits on the delinquency, defaultl doss rates on loans receivable included
in each SPE. If, at any measurement date, theqiedimcy, default or loss rate with respect to an &#®re to exceed the specified limits, the
Credit Enhancement Provisions would automaticaltyease the level of credit enhancement requiresrfenthat SPE. During the first quarter
of 2004, as a result of delinquent loans in thel2Dfint Venture with a principal balance of
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$2.3 million, a Credit Enhancement Provision wéggered. As a consequence, cash flows of approgign&600,000 relating to this
transaction have been deferred and utilized to fhedncreased reserve requirement. We currentlgipate that the increased reserve
requirement will be relieved when we exercise qutiam to repurchase these loans from the 2001 M&nture. In the event we do not exercise
our option to repurchase these loans, we currestiynate that approximately $1.7 million of additd cash flows related to this transaction
would be deferred and used to fund the increassetve requirement. Management believes that thesisfivould be received in future
periods. In general, there can be no assurancaithatnts deferred under Credit Enhancement Praygsidll be received in future periods or
that future deferrals or losses will not occur.

Since we rely on structured loan sale tramsastas our primary source of operating capitdlital new loan receivable originations, any
adverse changes in our ability to complete thig tgptransaction, including any negative impacttmnasset-backed securities market for the
type of product we generate, could have a detriateftect on our ability to sell loans receivalifereby reducing our ability to originate loans.
The timing of a structured loan sale transactiao &las significant impact on our financial conditand results of operations.

In general, to the extent a structured loda sansaction is delayed or unable to be completedwill either have to increase our capacity
under our Revolver, enter into new debt agreemertsse originating new loans until a structured leale transaction is completed, or sell
additional assets, potentially on unfavorable tedmaddition, we may choose to sell pools of loseteivable on unfavorable terms (reducing
our future cash flows) which could result in oneabrof the following:

. Increased cost of fund
. Increased cash reserve requireme
. Increased subordinated portions of loans receiyaio

. Decreased transaction si:

A number of factors could impair our ability, alter our decision, to complete a structured Isale transaction. See “Item 1. Business —
Risk Factors.”

Impact of Inflation

To the extent we originate fixed-rate loanslevtve borrow funds at variable rates, we havenderést rate mismatch. In an inflationary
environment, if variable-rates were to rise sigrfitly and we were originating fixed-rate loans, oet interest margin would be reduced. We
primarily originate variable-rate loans and subserjuo the Merger we have $25.0 million in variatate debt; therefore, we do not believe
inflation will have a significant impact on us imet near future. We have matched our fixed-rate @éhtfixed-rate producing assets. Our fixed-
rate structured notes are matched with our fixéd@ans receivable and our fixed-rate mortgagesraatched with our properties with a fixed-
rate base rent. To the extent costs of operatisasnhile economic conditions prevent a matchisg i revenue rates.€.,room rates, menu
prices, gasoline prices, etc.), our borrowers arithgton would be negatively impacted and loan éssand lease income could be affected.
Accordingly, our borrowers can be impacted by imfia. In addition, in an inflationary environmenéewould experience pressure to increase
our income and our dividend yield to maintain owck price.
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SUMMARIZED CONTRACTUAL OBLIGATIONS, COMMITMENTS AND  CONTINGENCIES AND OFF BALANCE SHEET
ARRANGEMENTS

The following summarizes our contractual osligns at December 31, 2003:

Payments Due by Period

Contractual Less than 1to3 4t05 After 5
Obligations Total 1year years years years

(In thousands)

Notes payable (1 $ 33,38( $ 13,16¢ $ 11,49 $ 2,91( $ 5,80¢
Revolver (2) — — — — —
Advisory agreements (: 57¢ 57¢ — — —
Total contractual cash obligatio $ 33,95¢ $ 13,74 $ 11,49 $ 2,91( $ 5,80¢

| | | | |

(1) Maturities of our 1998 structured notes payable§$1million at December 31, 2003) are dependennugash flows received from t
underlying loans receivable. Our estimate of thejpayment is based on scheduled principal paynwnthe underlying loans
receivable. Our estimate will differ from actual anmts to the extent we experience prepaymentscams losses

(2) There were no amounts outstanding under our RevaiM@ecember 31, 200

(3) Represents amounts due to PMC Advisers under gasiment management agreement and lease superaggieament for the fourt
quarter of 2003. In connection with the Merger, imeestment management agreement and lease suparagreement with our
Investment Manager were terminated on February22@4.

Our commitments at December 31, 2003 are suinethas follows:

Amount of Commitment Expiration Per Period

Total Amounts Less than 1t03 4t05 After 5
Other Commitments Committed 1 year years years years

(In thousands)

Indemnification (1) $ — $ — $ = $ = $ =
Other commitments (2 7,672 7,672 — — —
Total commitment: $ 7,672 $ 7,672 $ — $ = $ =

| | | | |

(1) Represents our cross indemnification agreements RMC Capital related to the Joint Ventures witmaximum exposure
December 31, 2003 of $49.0 million. As a resuthefMerger, we no longer have a commitm
(2) Represents our loan commitments outstanc

Our off balance sheet arrangements consistguily of structured loan sale transactions whighaur primary method of obtaining funds
new loan originations. In a structured loan sa@gsaction, we contribute loans receivable to an iBREchange for an ownership interest in
that entity. The SPE issues notes payable (ustralhugh a private placement) to third parties dmhtdistributes a portion of the notes payable
proceeds to us. The notes payable are collatedadiakely by the assets of the SPE. The terms afithes payable issued by the SPEs provide
that the owners of these SPEs are not liable fpipayment on the notes. Accordingly, if the SPHsdepay the principal or interest due on the
notes, the sole recourse of the holders of thesristagainst the assets of the SPEs. We have igatibh to pay the notes, nor do the holders of
the notes have any recourse against our assetact@ent for structured loan sale transactions las &4 our loans receivable and the SPE
meets the definition of a qualifying SPE; as a tesither the loans receivable contributed to$RE nor the notes payable issued by the SPE
are included in our consolidated financial statetsicBee “Item 1. Business — Structured Loan Sa@dactions” and “ltem 7. Management’s
Discussion and Analysis of Financial Condition &ebults of Operations — Critical Accounting Polgcend Estimates — Valuation of
Retained Interests.”

When our structured loan sale transactiongwempleted, the transaction documents that thee®REed into contained Credit
Enhancement Provisions that govern the assetsharftbtv of funds in and out of the SPE formed ag phthe structured loan sale
transactions. The Credit Enhancement Provisiorladecspecified
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limits on the delinquency, default and loss ratesoans receivable included in each SPE. If, atraegsurement date, the delinquency, default
or loss rate with respect to any SPE were to extteedpecified limits, the Credit Enhancement Fiovis would automatically increase the
level of credit enhancement requirements for tHREE.During the period in which the specified deliagcy, default or loss rate was exceeded,
excess cash flow from the SPE, if any, would beldusdund the increased credit enhancement lemstead of being distributed, which would
delay or reduce our distribution. During the figsiarter of 2004, as a result of delinquent loartsén2001 Joint Venture with a principal
balance of $2.3 million, a Credit Enhancement Fsiovi was triggered. As a consequence, cash flompmfoximately $600,000 relating to tl
transaction have been deferred and utilized to fhedncreased reserve requirement. We currentlgipate that the increased reserve
requirement will be relieved when we exercise qutian to repurchase these loans from the 2001 M&nture. In the event we do not exercise
our option to repurchase these loans, we currestiynate that approximately $1.7 million of additd cash flows related to this transaction
would be deferred and used to fund the increassstve requirement. Management believes that thesisfwould be received in future
periods. In general, there can be no assurancanmatnts deferred under Credit Enhancement Prangsidll be received in future periods or
that future deferrals or losses will not occur.

In addition, we have credit enhancement piomisrelating to our structured loan financing saction completed in 1998. Distributions of
the net assets from this transaction, pursuarts tiouist indenture, are limited and restricted. fdserve requirement ($1.5 million at
December 31, 2003), is calculated as follows: thtstanding principal balance of the underlying kagceivable which are delinquent 180 ¢
or more plus the greater of (i) 6% of the curramistanding principal balance of the underlying bagceivable or (i) 2% of the underlying
loans receivable at inception ($1.4 million). AsDicember 31, 2003 and 2002, none of the loan$vedde in the 1998 structured loan
financing transaction were delinquent 180 days oremin April 2003, approximately $1.7 million wespaid to the noteholders from cash in
the reserve fundi(e., our restricted cash and our structured notes payabie reduced) as a result of a loan with a gral@amount of
$1.7 million which was not repaid at its originahtuarity. As a consequence, future excess cash ftelaing to the 1998 Partnership have been
deposited into the reserve fund and continued tep®sited until January 2004 when the reserve fWwaslequal to the reserve requirement. As
of December 31, 2003, the cash balance in ourvesand, included in restricted investments ona@ansolidated balance sheet, was
approximately $1,265,000.

For their services in connection with the Matgur external investment banker received a f&285,000, which was contingent upon
consummation of the Merger.

In the normal course of business, includingassets acquired in liquidation, we are subjeetrious proceedings and claims, the resolt
of which will not, in management’s opinion, havenaterial adverse effect on our financial positiomesults of operations.

IMPACT OF RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

See Note 1 of the Consolidated Financial &tatgs for a full description of recent accountimgrmuncements including the respective ¢
adopted or expected dates of adoption and effeatyi, on our results of operations and financtaddition.

RELATED PARTY TRANSACTIONS

Our loans receivable were managed by PMC Ausjd_td. (“PMC Advisers”)€ither directly or through its subsidiary), a suleiy of PMC
Capital, pursuant to an Investment Management Ageee (the “IMA”) and our properties, including thiotel Properties, were supervised by
PMC Advisers pursuant to a separate agreementl(#@se Supervision Agreement,” and together withIlA, the “Advisory Agreements”).
During 2003 and 2002, pursuant to the IMA, we wararged fees between 0.40% and 1.67% annuallydhge® the average principal
outstanding of our loans receivable. In additioMdAdvisers earns fees for its assistance withigheance of our debt and equity securities.
Such compensation includes a consulting fee equ@l 12.5% of any offering fees (underwriting dagement fees) incurred by us pursuant to
the public offering or private placement of our aoon shares, and (ii) 50% of any issuance or planéfees incurred by us pursuant to the
issuance of our debt securities or preferred shafrbeneficial interest. As a result of the acdiosi of PMC Capital, the IMA was terminated
on February 29, 2004.

In addition, the Lease Supervision Agreemeavides for an annual fee of 0.70% of the origitradt of the properties to be paid to PMC
Advisers for providing services relating to leasaur properties, a fee of $10,000 upon the dadach Hotel Property and an annual loan
origination fee equal to five basis points of thetf$20
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million in loans receivable funded and 2.5 basim{sathereafter. As a result of the acquisitioiPMC Capital, the Lease Supervision
Agreement was terminated on February 29, 2004.

Pursuant to the Advisory Agreements, we iredian aggregate of approximately $2.4 million, $8iBon and $2.3 million in management
fees during 2003, 2002 and 2001, respectively.

DIVIDENDS

During April 2003 we paid $0.40 per shareividkends to common shareholders of record on M&dc2003. In July and October 2003, we
paid quarterly dividends of $0.38 per share to comshareholders of record on June 30, 2003 ane:®detr 30, 2003, respectively. During
December 2003, we declared a $0.38 per share gyatieidend to common shareholders of record oeddeber 31, 2003, which was paid
during January 2004.

As a condition to completing the Merger, PM@pal was required to make sufficient distributdo distribute 100% of its taxable income
for its taxable period from January 1, 2004 to kaby 29, 2004 with a similar distribution to be read our shareholders as adjusted by the
0.37 exchange ratio (the “special dividends”). PR&pital's declared special dividend was $0.09 pares thus, our declared special dividend
was $0.243 per share. These special dividends pegdeFebruary 27, 2004 to common shareholdersaoirdeon February 23, 2004.

Our Board considers many factors includingd,rmt limited to, expectations for future earniragel funds from operations (“FFQO”), taxable
income, the interest rate environment, competitoam,ability to obtain leverage and our loan pditfactivity in determining dividend policy.
In addition, as a REIT we are required to pay @&%%Df taxable income. Consequently, the dividend oa a quarterly basis will not
necessarily correlate directly to any singulardasuch as quarterly FFO or earnings expectations.

As discussed in “—Recent Developments,” wed into a letter agreement with Arlington on Mai@, 2004. If we experience any
prolonged interruption in rent payments under tlaster lease and if we were unable to generatenattee revenues from the Hotel Properties
or our lending operations, our income from contigubperations for 2004 would be substantially redu@ddditionally, if our loan originations
continue through 2004 at the historically low rate experienced during 2003 and interest rates moatat their current low historical levels,
may not be able to recognize some of the growtlodppities we previously anticipated. If either,aocombination of these two events were to
occur, it would impact our ability to maintain dilinds at their current rate.

FUNDS FROM OPERATIONS (“FFQO”)

FFO (i) does not represent cash flows fronratpens as defined by GAAP, (ii) is not indicativecash available to fund all cash flow needs
and liquidity, including our ability to make didtritions, and (iii) should not be considered asltamrative to net income (as determined in
accordance with GAAP) for purposes of evaluatingaperating performance. For a complete discussiaur cash flows from operations, see
“Cash Flow Analysis.” We consider FFO to be an appate measure of performance for an equity oridyREIT because it provides a
relevant basis for comparison among REITs. FF@geéimed by the National Association of Real Estatestment Trusts (NAREIT), means
income (loss) before minority interest determine@décordance with generally accepted accountimgiplies (“GAAP”), excluding gains
(losses) from sales of property, plus real estafgetiation and after adjustments for unconsol@tlptetnerships and joint ventures. FFO is
presented to assist investors in analyzing ouop@idnce and is a measure that is presented qyaxdHe Board and is utilized in the
determination of dividends to be paid to sharehsld®ur method of calculating FFO may be differfeoitn the methods used by other REITs
and, accordingly, may be not be directly comparébkuch other REITs. Our formulation of FFO setHdelow is consistent with the
NAREIT White Paper definition of FF(

Our FFO for the years ended December 31, 220 and 2001 was computed as follows:

Years Ended December 31

2003 2002 2001
Net income $ 8,174 $ 9,93¢ $ 11,43¢
Less gains on sale of ass (9949) (1,225 (2,787
Add depreciatiot 1,87¢ 1,90z 2,101
FFO $ 9,05¢ $ 10,61« $ 10,75:

I I I
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Since our consolidated balance sheet consistewofdtsubject to interest rate risk, we are subjgcharket risk associated with changes in
interest rates as described below. Although manageielieves that the analysis below is indicatizeur sensitivity to interest rate changes,
it does not adjust for potential changes in cregliality, size and composition of our balance slaet other business developments that could
affect our financial position and net income. Aaingly, no assurances can be given that actuallteswuld not differ materially from the
potential outcome simulated by these estimi

LOANS RECEIVABLE

Changes in interest rates on our fixed-raamsoreceivable do not have an immediate impacuointerest income. Our interest rate risk on
our fixed-rate loans receivable is primarily rethte loan prepayments and maturities. The averagarty of our loan portfolio is less than
their average contractual terms because of prepatgmEhe average life of mortgage loans receiviids to increase when the current
mortgage rates are substantially higher than k@atesxisting mortgage loans receivable and, conlyerdecrease when the current mortgage
rates are substantially lower than rates on exjstiortgage loans receivable (due to refinancingsedl-rate loans).

Our loans receivable are recorded at costdjusted by deferred commitment fees (recognizeahasdjustment of yield over the life of the
loan) and loan loss reserves. The fair value offieed interest rate loans receivable is dependpaoh several factors including changes in
interest rates and the market for the types ofddhat we have originated. If we were requiredelb@ur loans at a time we would not otherv
do so, our losses may be substantial. At Decemhe2@)3 and 2002, the fair value of our fixed-latns receivable generally approximates
the remaining unamortized principal balance ofltiaas receivable, less any loan loss reservesyvé&riable-rate loans receivable are generally
at spreads over LIBOR consistent with the marketrdases or decreases in interest rates will gignat have a material impact on the fair
value of our variable-rate loans receivable.

At December 31, 2003 and 2002, we had $21liibmand $42.1 million of variable-rate loans raedble, respectively. All of our debt had
fixed rates of interest as of December 31, 2003 hatevariable rate debt outstanding of $7.3 milksrof December 31, 2002. On the
differential between our variable-rate loans reablg outstanding and our variable-rate debt ($&1illfon and $34.8 million at December 31,
2003 and 2002, respectively) we have interestrisite To the extent variable rates continue to éase our interest income net of interest
expense would decrease.

The sensitivity of our variablete loans receivable and debt to changes in sitesges is regularly monitored and analyzed bysueag the
characteristics of our assets and liabilities. \A%&eas interest rate risk in terms of the poteaffatt on interest income net of interest expen
an effort to ensure that we are insulated fromsiggificant adverse effects from changes in inter@es. Based on our analysis of the
sensitivity of interest income and interest expeatdeecember 31, 2003 and 2002, if the consolidatda@ince sheet were to remain constant
no actions were taken to alter the existing inter&t® sensitivity, each hypothetical 100 basisipaduction in interest rates would reduce net
income by approximately $198,000 and $348,000 aetbyzly.

As a result of certain of our variable-ratarie receivable having interest rate floors, wedaemed to have derivative investments. To the
extent that interest rates decline with respecutoloans that have floors, our interest expenseurvariable-rate debt will be reduced by a
higher amount than our interest income. We do setderivatives for speculative purposes.

CURRENT AND LONG-TERM DEBT

As of December 31, 2003 and 2002, approxima&88.4 million (100%) and $41.2 million (85%) afroconsolidated debt had fixed rates of
interest and therefore not affected by changestarést rates. Currently, market rates of inteaestelow the rates we are obligated to pay on
the majority of our fixed-rate debt. Any amountgiahding on our revolving credit facilities is bdsm the prime rate and/or LIBOR and thus
subject to adverse changes in market interest ragssiming there were no increases or decreashs imalance outstanding under our Revc
at December 31, 2002, each hypothetical 100 basitspincrease in interest rates would increasrést expense and decrease net income by
approximately $73,000.
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Since our fixed-rate debt has coupon ratesatgacurrently higher (in general) than markegsathe fair value of these financial instruments
is higher than their cost thus decreasing our rethw The majority of this debt is the structuredes payable from our 1998 structured loan
financing which cannot be repaid other than throagjtections of principal on the underlying loaeseivable. Approximately $6.1 million of
our fixed-rate Hotel Property mortgages have sigaift penalties for prepayment. Approximately $#iion have no prepayment penalties
and the remaining $4.0 million have prepayment fiiseof 2% of the prepaid amount.

The following presents the principal amoumtsighted average interest rates and fair valuesined by year of expected maturity to
evaluate the expected cash flows and sensitivitgtavest rate changes of our outstanding debeatber 31, 2003 and 2002.

Market risk disclosures related to our outdiag debt as of December 31, 2003 were as follows:

Year Ending December 31,

Carrying Fair
2004 2005 2006 2007 2008 Thereafter Value Value(1)
(Dollars in thousands)
Fixec-rate debt (2 $13,168 $ 356¢ $ 792t $ 92¢ $ 1981 $ 580t $33,38( $34,51:
| | | | | | | |

(1) The estimated fair value is based on a presentevediculation based on prices of the same or similstruments after considering risk,
current interest rates and remaining maturiti
(2) The weighted average interest rate of our f-rate debt at December 31, 2003 was 6.

Market risk disclosures related to our outdiag debt as of December 31, 2002 were as follows:

Year Ending December 31,

Carrying Fair
2003 2004 2005 2006 2007 Thereafter Value Value(1)
(Dollars in thousands)

Fixec-rate debt (2 $ 1691 $ 7,100 $ 2,76¢ $ 2,006 $ 2,21t $2540¢ $41,197  $43,52(
Variable-rate debt (primarily LIBOK

based) (3 7,30( — — — — — 7,30( 7,30(

Totals $ 8991 ¢ 7,10 $ 2,766 $ 2,006 $ 2,21f $25,40¢ $48,49.  $50,82(

] ] ] ] ] ] ] I

(1) The estimated fair value is based on a presentevadlculation based on prices of the same or simmilstruments after considering ris
current interest rates and remaining maturiti

(2) The weighted average interest rate of our f-rate debt at December 31, 2002 was 6.

(3) The weighted average interest rate of our vari-rate debt at December 31, 2002 was 3.

RETAINED INTERESTS

We have an investment in Retained Interestisishvalued based on various factors includingreges of appropriate market discount rates.
Changes in the discount rates used in determihiaddir value of the Retained Interests will impthetir carrying value. Any appreciation of
our Retained Interests is included in the accomipanyalance sheet in beneficiariesjuity. Any depreciation of our Retained Interéstsither
included in the accompanying statement of income r@zalized loss (if there is a reduction in expdduture cash flows) or on our balance
sheet in beneficiaries’ equity as an unrealized.l8ssuming all other factord.é., prepayments, losses, etc.) remained unchangedcifuht
rates were 100 basis points and 200 basis poigkehthan rates estimated at December 31, 2008atbe of our Retained Interests at
December 31, 2003 would have decreased by appreelyril.4 million and $2.6 million, respectivelysguming all other factorsi.g.,
prepayments, losses, etc.) remained unchangedciuht rates were 100 basis points and 200 basissphigher than rates estimated at
December 31, 2002, the value of our Retained Iater@ December 31, 2002 would have decreaseddygdmately $1.1 million and
$2.0 million, respectively.
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Item 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA

The information required by this Item 8 isdigy incorporated by reference to our Financialetants beginning on page F-1 of this Form
10-K.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
Item 9A. CONTROLS AND PROCEDURES

Under the supervision and with the participatbf our Chief Executive Officer and Chief FinaaldDfficer, management has evaluated the
effectiveness of the design and operation of oseldsure controls and procedures (as defined im&ge Act Rules 13a-15 and 15d-15) as of
December 31, 2003. Based on that evaluation, thef Elxecutive Officer and Chief Financial Officesrecluded that our disclosure controls
and procedures were effective in timely alertingnthto material information as of December 31, 2003.

During the fiscal quarter ended December 8D32there were no changes to the internal contnads financial reporting that have
materially affected, or are reasonably likely totenilly affect, our internal controls over finaatreporting.
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PART Il
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

Incorporated herein by reference to our défi@iproxy statement to be filed with the Secusitisnd Exchange Commission within 120 days
after the year covered by this Form 10-K with respe the Annual Meeting of Shareholders.

Code of Ethics

Our Board of Trust Managers is in the proa#ssdopting a Code of Business Conduct and Etlicgrdist managers, officers and
employees, and once adopted, the Code of Businas3duCt and Ethics will be available on our webaitesww.pmctrust.com. Shareholders
will be able to request a free copy of the codBudiness Conduct and Ethics from:

PMC Commercial Trust
Attention: Chief Financial Officer
17950 Preston Road, Suite 600
Dallas, Texas 75252

(972) 349-3235
www.pmctrust.com

We have also adopted a Code of Ethical Confdu@enior Financial Officers setting forth a carfeethics applicable to our principal
executive officer, principal financial officer apdincipal accounting officer or controller, which available on our website at
www.pmctrust.com. Shareholders may request a fvpg of the Code of Ethical Conduct for Senior FitiahOfficers from the address and
phone number set forth above.

Corporate Governance Guidelines

Our Board of Trust Managers is in the proadssdopting Corporate Governance Guidelines. Odopted, the Corporate Governance
Guidelines will be available on our website at wywmctrust.com. Shareholders will be able to reqadste copy of the Corporate Governance
Guidelines from the address and phone number gatdbove under “-Code of Ethics.”

Item 11. EXECUTIVE COMPENSATION

Incorporated herein by reference to our défi@iproxy statement to be filed with the Secusitiend Exchange Commission within 120 days
after the year covered by this Form 10-K with respe the Annual Meeting of Shareholders.
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Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATTERS

We are authorized to grant stock options ugrtaggregate of 6% of the total number of Commiwaré&s outstanding at any time as
incentive stock options (intended to qualify un8ection 422 of the Code) or as options that arémended to qualify as incentive stock
options. All of our equity compensation plans wapproved by security holders. Information regardng equity compensation plans was as
follows at December 31, 2003:

Column
(a (b) (©
Number of securities
remaining available
for future issuances under
equity compensation
Number of securities to Weighted average plans (excluding
Plan be issued upon exercise exercise price of securities reflected in
Category of outstanding options outstanding options column (a))

Equity compensation plans approved by securitydrgl 150,87t $12.6¢ 236,29:
| | |

Additional information regarding security owslkeip of certain beneficial owners and managemedtralated shareholder matters is
incorporated herein by reference to our definifivexy statement to be filed with the Securities Bxdhange Commission within 120 days
after the year covered by this Form 10-K with respe the Annual Meeting of Shareholders.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Incorporated herein by reference to our difi@iproxy statement to be filed with the Secusitiend Exchange Commission within 120 days
after the year covered by this Form 10-K with respe the Annual Meeting of Shareholders.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Incorporated herein by reference to our difi@iproxy statement to be filed with the Secusitiend Exchange Commission within 120 days
after the year covered by this Form 10-K with respe the Annual Meeting of Shareholders.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENTS, SCHEDULES AND REPORTS ON FORM 8-K

@)

(b)

Documents filed as part of this rep
(1) Financial Statemen-

See index to Financial Statements set forth on p-1 of this Form 1-K.
(2) Financial Statement Schedu-

Schedule I— Valuation and Qualifying Accoun
Schedule Il — Real Estate and Accumulated Deptiecia
Schedule IV— Mortgage Loans on Real Est:

(3) Exhibits
See Exhibit Index beginning on pag-1 of this Form 1-K.

Reports on Form-K

On October 10, 2003, we filed a report on Form Beiksuant to Item 5 announcing the completion ofstructured loan sale

transaction on October 7, 2003.

On November 12, 2003, we filed a report on Form &kited to our third quarter results. Under thenk8-K, we furnished (not
filed) pursuant to Item 12 our press release anciagrour results of operations and financial cdndifor the three and nine mon

ended September 30, 2003.

On December 10, 2003, we filed a report on Form 1&lited to our fourth quarter dividend declareddér the Form 8-K, we
furnished (not filed) pursuant to Iltem 12 our presdsase announcing our quarterly dividend declared
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, tlegiRrant has duly caused this report to be
signed on our behalf by the undersigned, hereunltipalithorized.

PMC Commercial Trus
By: /s/ Lance B. Rosemore

Lance B. Rosemore
President

Dated March 15, 2004

Pursuant to the requirements of the Secuitiehange Act of 1934, this report has been sidnyetthe following persons in the capacities
and on the dates indicated.

Name

/sl DR. ANDREW S. ROSEMOR

Dr. Andrew S. Rosemoi

/s/ LANCE B. ROSEMORE

Lance B. Rosemore

/sl BARRY N. BERLIN

Barry N. Berlin
/s/ IRVING MUNN

Irving Munn

/s/ ROY H. GREENBERG

Roy H. Greenber
/s/ NATHAN COHEN

Nathan Cohel

/s/ DR. IRA SILVER

Dr. Ira Silver

/sl DR. MARTHA GREENBERG

Dr. Martha Greenber

/sl BARRY A. IMBER

Barry A. Imber
/s/ THOMAS HAMILL

Thomas Hamil

/sl THEODORE J. SAMUEL

Theodore J. Samu

Title

Date

Chairman of the Board of Tru
Managers, Chief Operating
Officer and Trust Manage¢
President, Chief Executive
Officer, Secretary and Trust
Manager (principal executive
officer)

Chief Financial Officer (principal
financial and accounting

officer)

Trust Manager

Trust Manager

Trust Manager

Trust Manager

Trust Manager

Trust Manager

Trust Manager

Trust Manager
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Report of | ndependent Auditors

To the Shareholders and Board of Trust Managers of
PMC Commercial Trust:

In our opinion, the accompanying consolidated badasheets and the related consolidated statemfeintsome, comprehensive income,
beneficiaries’ equity, and cash flows presentyair all material respects, the financial positafPMC Commercial Trust and its subsidiaries
(“the Company”jat December 31, 2003 and 2002, and the resulteafaperations and their cash flows for each efttiree years in the peri
ended December 31, 2003 in conformity with accagnfirinciples generally accepted in the Unitedetatf America. These financial
statements are the responsibility of the Compamgdsagement; our responsibility is to express aniopion these financial statements based
on our audits. We conducted our audits of thederstants in accordance with auditing standards gélpexccepted in the United States of
America, which require that we plan and performahdit to obtain reasonable assurance about whetbdinancial statements are free of
material misstatement. An audit includes examinorga test basis, evidence supporting the amoumditgliaclosures in the financial stateme
assessing the accounting principles used and mignifestimates made by management, and evaluhtngverall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

As discussed in Note 9 to the consolidated findrste&ements, effective January 1, 2002, the Compdopted Statement of Financial
Accounting Standards No. 144, “Accounting for thephirment of or Disposal of Long-Lived Assets.”

PricewaterhouseCoopers LLP

Dallas, Texas
March 15, 2004
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Investments:
Loans receivable, n
Real estate investments, |
Real estate investment held for sale,
Retained interests in transferred as
Restricted investmen
Cash equivalent
Asset acquired in liquidation held for si

Total investments

Other assets:
Due from affiliates
Interest receivabl
Deferred borrowing costs, n
Cash
Other asset

Total other assets

Total assets

LIABILITIES AND BENEFICIARIES ' EQUITY
Liabilities:

Notes payabl

Revolving credit facility

Dividends payabli

Borrower advance

Due to affiliates

Unearned commitment fe:

Interest payabl

Other liabilities

Total liabilities
Commitments and contingenc

Beneficiaries’ equity:

Common shares of beneficial interest; authorize@@,000 shares of $0.01 par value; 6,585,641
6,579,141 shares issued at December 31, 2003 & 2&pectively; 6,452,791 and 6,446,291

(In thousands, except share data)

shares outstanding at December 31, 2003 and 28§ ctively

Additional paic-in capital

Net unrealized appreciation of retained interastsansferred asse

Cumulative net incom
Cumulative dividend

Less: Treasury stock; at cost, 132,850 sh
Total beneficiaries’ equity

Total liabilities and beneficiaries equity

December 31,

2003 2002
$ 50,58 $ 71,99
41,20 44,92
2,13¢ 1,871
30,79¢ 23,53
4,06¢ 5,61
1,03- 41
— 40C
129,82 148,38«
50€ 362
22¢ 242
18¢ 26€
46 8
1,50¢ 432
2,471 1,31¢
$ 132,20 $  149,69¢
| |
$  33,38( $ 41,19
— 7,30(
2,45; 2,707
1,26( 1,60z
57¢ 584
31¢ 447
19C 25E
2,02z 1,68¢
40,20 55,76¢
66 66
94,79: 94,70;
3,61¢ 3,78¢
86,22: 78,04¢
(91,329 (81,390)
93,37¢ 95,21
(1,285) (1,285)
92,09: 93,92¢
$ 132,29 $ 149,69
| |

The accompanying notes are an integral part of these consolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

Years Ended December 31,

2003 2002 2001
Revenues:
Interest incomt $ 5,77¢ $ 6,23¢ $ 7,781
Lease incomi 5,52¢ 5,45¢ 5,99/
Income from retained interests in transferred a: 2,942 2,892 1,81¢
Other income 33¢ 1,16¢ 54C
Total revenue 14,58¢ 15,75: 16,13(
Expenses:
Interest 3,20¢ 3,44¢ 4,02
Advisory and servicing fees to affiliate, r 1,83¢ 1,77¢ 1,711
Depreciatior 1,81( 1,75¢ 1,774
General and administrati\ 361 25k 22€
Provision for loan losse 31C 65 20C
Professional fee 16& 13C 11€
Impairment loss on asset acquired in liquidatiold fier sale 67 54 —
Realized losses on retained interests in transfersset: — 53 81
Total expense 7,75¢ 7,53: 8,12¢
Income from continuing operations 6,831 8,21¢ 8,00z
Discontinued operations:
Gain on sale of real estate investmen 28¢ 662 —
Net earning: 34¢ 492 65C
632 1,15¢ 65C
Gain on sale of assets
Gain on sale of real estate investme — — 1,35(C
Gain on sale of loans receival 711 562 1,43¢
711 562 2,78:
Net income $ 8,17¢ $ 9,93¢ $ 11,43¢
| | |
Weighted average shares outstanding:
Basic 6,44¢ 6,44¢ 6,431
| | |
Diluted 6,46( 6,45¢ 6,44:
| | |
Basic and diluted earnings per share:
Income from continuing operations and gain on saksset: $ 1.17 $ 1.3¢ $ 1.6¢
| | |
Discontinued operatior $ 0.1C $ 0.1¢ $ 0.1C
| | |
Net income $ 1.27 $ 1.54 $ 1.7¢
| | |

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

F-4




Table of Contents

PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Years Ended December 31,

2003 2002 2001

Net income $ 8,17« $ 9,93¢ $ 11,43t
Change in net unrealized appreciation of retainésrésts in transferred asse

Net unrealized appreciation arising during pel 34¢ 2,01¢ 1,43¢

Less realized gains included in net incc (513 (41¢) (227

(165) 1,59¢ 1,30¢

Comprehensive incorr $ 8,00¢ $ 11,53¢ $ 12,74

.| .| .|

The accompanying notes are an integral part of these consolidated financial statements.
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Balances, January 1, 200

Net unrealized appreciatic
Shares repurchas:

Shares issued through exercis

stock options

Dividends ($1.52 per shar

Net income

Balances, December 31, 20(
Net unrealized appreciatio
Shares issued through exercis

stock options

Dividends ($1.62 per shar

Net income

Balances, December 31, 20(
Net unrealized depreciatic
Shares issued through exercis

stock options

Issuance of stock optiol
Dividends ($1.54 per shar

Net income

Balances, December 31, 20(

PMC COMMERCIAL TRUST AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF BENEFICIARIES' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 20D
(In thousands, except share and per share data)

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
6,431,64 65 $94,34¢ $ 877 $56,677 $(61,16) $(1,027) $89,78¢
— — — 1,30¢ — — — 1,30¢
(40,829 — — — — — (443 (443
50,47« 1 294 — — — 18C 47¢
— — — — — (9,789 — (9,789
_ — — — 11,43t — — 11,43
6,441,29. 66 94,64: 2,18¢ 68,117 (70,950 (1,28%) 92,77
— — 1,59¢ — — — 1,59¢
5,00( — 64 — — — — 64
— — — — — (10,440 — (10,440
— — — — 9,93¢ — = 9,93¢
6,446,29. 66 94,70" 3,78: 78,04¢ (81,39() (1,285 93,92¢
— — — (165) — — — (165)
6,50( — 83 — — — — 83
— — 2 — — — — 2
_ _ _ — — (9,937 — (9,939
— - = — 8,174 — — 8,17¢
6,452,79. 66 $94,79:. $ 3,61¢ $86,22: $(91,327)  $(1,287)  $92,09:
— — — — — —— — —

F-6

The accompanying notes are an integral part of these consolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Years Ended December 31,

2003 2002 2001
Cash flows from operating activities:
Net income $ 8,174 $ 9,93¢ 11,43¢
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciatior 1,87¢ 1,90z 2,101
Realized losses on retained interests in transfersset: — 53 81
Impairment losse 67 54 —
Gain on sale of asse (9949 (2,225 (2,789
Stoclk-based compensation chal 2 — —
Accretion of commitment fee (30¢) (36¢) (48%)
Amortization of borrowing cosi 80 89 58
Provision for loan losse 31C 65 20C
Commitment fees collecte 11C 57¢ 521
Construction monitoring fees collected, 111 10 32
Due to affiliates, ne (189 (292) (1,380
Other operating assets and liabilit (532) 41% (582)
Net cash provided by operating activities 8,71( 11,21 9,19¢
Cash flows from investing activities:
Loans fundec (29,65)) (30,732 (51,689
Principal collectec 7,61¢ 12,26¢ 5,93¢
Proceeds from sales of properties, 824 3,015 12,69¢
Proceeds from structured loan sale transactio: 39,94¢ 24,04( 29,52¢
Proceeds from retained interests in transferreets 744 954 633
Investment in retained interests in transferre@ts (2,536 (2,617 (1,627
Purchase of furniture, fixtures, and equiprr (290 (38¢) (490
Merger related cos (670) — —
Proceeds received from (investment in) asset aedinr liquidation, ne — (30 71
Release of (investment in) restricted investmangg 1,54¢ (40¢) 1,502
Net cash provided by (used in) investing activitie 17,534 7,104 (3,439
Cash flows from financing activities:
Proceeds from issuance of common sh 83 64 29t
Purchase of treasury sto — — (268
Proceeds from (payments on) revolving credit fagilnet (7,300 (1,400 8,70(
Payment of principal on notes paya (7,81)) (7,17¢ (4,86~
Payment of dividend (10,18)) (20,310 (9,567)
Net cash used in financing activitie: (25,215 (18,82%) (5,699
Net increase (decrease) in cash and cash equivale 1,02¢ (50¢) 70
Cash and cash equivalents, beginning of ye: 49 557 487
Cash and cash equivalents, end of ye: $ 1,07¢ $ 49 $ 557
.| .| .|
Supplemental disclosures
Loans and interest receivable transferred to SR&: $ 4,592 $ 2,81( $ 2,81¢
I I I
Loans receivable originated in connection with salehotel propertie $ 1,66¢ $ 2,04¢ $ =
.| .| .|
Interest paic $ 3,13¢ $ 3,21¢ $ 3,80¢
.| .| .|
Reclassification from retained interests in tranmsf@ assets to due from affilie $ 781 $ o $ —
I I I



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

Note 1. Summary of Significant Accounting Policies:
Business

PMC Commercial Trust (“PMC Commercial” or tdiger with its wholly-owned subsidiaries, “we,” “ust “our”) was organized in 1993 as
a Texas real estate investment trust (“REIT”). @amnmon shares of beneficial interest (“Common Siiquarre traded on the American Stock
Exchange (symbol “PCC”). We obtain income from yiedd earned on the investment portfolio, otheated fee income from our lending
activities and rental income from property ownegpsfio date, these investments have been principatlye hospitality industry. Our
investment advisor at December 31, 2003 was PMdskds, Ltd. and its subsidiary (“PMC Advisers” bet‘Investment Manager”), an
indirect wholly-owned subsidiary of PMC Capitalcl{"PMC Capital”), a regulated investment compaghated to us through common
management. On February 29, 2004, PMC Capital vaged with and into PMC Commercial.

Principles of Consolidation

The consolidated financial statements inclitndeaccounts of PMC Commercial Trust and its whollyned subsidiaries, including PMC
Commercial Trust, Ltd. 1998-1, a Delaware corporaformed in conjunction with our 1998 structuredri financing transaction. All material
intercompany balances and transactions have beeimaied.

Our ownership interest in special purposetiest{"SPESs”) created in conjunction with structlitean sale transactions are accounted for as
retained interests in transferred assets (“Retdimedests”) in accordance with Statement of Fign&ccounting Standards (“SFASNo. 140
“Accounting for Transfers and Servicing of Finahdasets and Extinguishment of Liabilities” (“SFA®. 140").

At December 31, 2003, the SPEs are PMC Jaéntife, L.P. 2000 (the “2000 Joint Venture”), PMiing Venture, L.P. 2001 (the “2001
Joint Venture”), PMC Joint Venture, L.P. 2002-1¢(t2002 Joint Venture”) and PMC Joint Venture, 12B03-1 (the “2003 Joint Ventureghc
together with the 2000 Joint Venture, the 2001 t)enture and the 2002 Joint Venture, the “Joinhees”) of which we own approximately
68%, 42%, 39% and 44%, respectively. PMC Capitai®the remaining interests in the Joint Ventures.

Loans Receivable, net

Loans receivable are carried at their outstapdrincipal balance less net deferred fee revemakloan loss reserves. Deferred fee rever
included as a reduction to the carrying value ehkreceivable and consists of non-refundableléssscertain direct loan origination costs
which are being recognized over the life of thatedl loan receivable as an adjustment of the yfeldan loss reserve is established based on ¢
determination, through an evaluation of the recabiity of individual loans receivable, that sigonént doubt exists as to the ultimate
realization of the loan receivable. The determoratf whether significant doubt exists and wheth&ran loss reserve is necessary for each
loan receivable requires judgment and considerfaitts and circumstances existing at the evaluatéa. Our evaluation of the adequacy of
the reserve is based on a review of our histolass experience, known and inherent risks in the jportfolio, adverse circumstances that may
affect the ability of the borrower to repay intdrasd/or principal and, to the extent payment appapaired, the estimated fair value of the
collateral.

Real Estate | nvestments, net

Real estate investments are recorded ategreciation is provided on the straight-line methased upon the estimated useful lives of the
assets. The buildings and improvements are beipgedmted utilizing a 35-year useful life and theniture, fixtures and equipment are being
depreciated over a seven-year useful life. Upareraent or sale, the cost and related accumulagpdediation are removed from our books
and any resulting gains or losses are includebarconsolidated statements of income. Under theelagreements with the lessee of our
properties, routine maintenance and repairs areegponsibility of the lessee and are chargedddebsee’s operations as incurred; major
replacements, renewals and improvements are dapital

Real Estate | nvestment Held for Sale, net

Our real estate investment held for sale igexhat the lower of cost or estimated fair valess selling costs. When an asset is identified by
management as held for sale and the sale of tle¢ iassxpected to occur within the next twelve rhanthe property is classified as held for
sale and depreciation is discontinued.

Retained | nterests

Retained Interests represent our interesPiasScreated in conjunction with our structured Isale transactions. Retained Interests are
carried at estimated fair value, with realized gaind losses included in net income and unreajagts and losses recorded in beneficiaries’
equity. The fair value of our Retained Interestisased ot
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estimates of the present value of future cash flwerexpect to receive. Estimated future cash flavesbased in part upon an estimate of
prepayment speeds and loan losses. Prepaymentsadtban losses are estimated based on the tanémnticipated interest rate and
competitive environments, the performance of ttaIpool and our historical experience with thesisimilar loans receivable. The discount
rates that we utilize are determined for each efdbimponents of the Retained Interests as estirofitearket rates based on interest rate levels
considering the risks inherent in the transacfidrere can be no assurance of the accuracy of #stiseates. Any appreciation of our Retained
Interests is included in the accompanying balaheetsin beneficiaries’ equity. Any depreciatioroof Retained Interests is either included in
the accompanying statement of income as eithealezed loss (if there is a reduction in expectedre cash flows) or on our balance sheet in
beneficiaries’ equity as an unrealized loss.

Cash and Cash Equivalents

We generally consider all highly liquid investnts purchased with an original maturity of thmeanths or less to be cash equivalents. At
various times during the year we maintain cash egsiivalents and restricted investments in accoiangéxcess of federally insured limits with
various financial institutions. We regularly momitbe financial institutions and do not believeigngicant credit risk is associated with the
deposits in excess of federally insured amounts.

Deferred Borrowing Costs

Costs incurred in connection with the issuasfosotes payable are being amortized to intengs¢ese over the life of the related obligation
using the effective interest method.

I nterest |ncome

Interest income includes interest earned andand our short-term investments. Interest incomieans is accrued as earned with the
accrual of interest generally suspended when tlaéeckloan becomes a non-accrual loan. Loans ralleivare generally classified as non-
accrual (a “Non-Accrual Loan”) if (i) they are pahte as to payment of principal or interest foedqu of more than 60 days, (ii) a loan or a
portion of a loan is classified as doubtful or imrged-off or (iii) loans receivable that are cuatrer past due less than 60 days if the repayment
in full of principal and/or interest is in doubntérest income on a Non-Accrual Loan is recogniaethe cash basis and we reverse previously
recorded interest income which is deemed uncolikxti

When originating a loan receivable, we chaag®mmitment fee. These fees, net of costs, asrrdefand recognized as an adjustment of
yield over the life of the related loan receivabseng the effective interest methc

Lease |ncome

Lease income represents base and percentageoreour properties. The fixed lease paymentsegr@rted as income in accordance with the
terms of the lease agreements. In addition, weveeefixed percentage of the monthly room revenfueur leased properties which is reported
as income when earned.

Income from Retained | nterests

The income from our Retained Interests is aisep of the yield earned on our Retained Intenskish is determined based on estimates of
future cash flows and includes any fees collectiegl (ate fees, prepayment fees, etc.) by the SPEsc@ssxof anticipated fees. We update our
cash flow assumptions on a quarterly basis andchagges to cash flow assumptions impact the yielduw Retained Interests.

Borrower Advances

As part of the monitoring process to verifgttthe borrowers’ cash equity is utilized for it$einded purpose, we receive deposits from the
borrowers and release the funds upon presentatiappsopriate documentation. Funds held on belHdlborowers are included as a liability
the accompanying consolidated balance sheets.

Income Taxes

We have elected to be taxed as a REIT un@eprihvisions of the Internal Revenue Code of 188&mended (the “Code”). To the extent
we qualify for taxation as a REIT, we generallylwibt be subject to a federal corporate incomeotawur taxable income that is distributed to
our shareholders. In order to remain qualified BEHT under the Code, we must satisfy various megoents in each taxable year, including,
among others, limitations on share ownership, atigetsification, sources of income, and the disttion of at least 90% of our taxable inco
within the specified time in accordance with thed€«



Distributions to Shareholders

Distributions to shareholders are recordetherex-dividend date.
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I mpairment of Long-Lived Assets

Long-lived assets to be held and used ané wisposed of are reviewed for impairment whenevents or changes in circumstances
indicate that the carrying amount of the assets mwdye recoverable or if depreciation periods hbe modified.

If facts or circumstances support the posgyilf impairment, we will prepare a projectiontbe undiscounted future cash flows without
interest charges of the specific property and ddter if the investment in the property is recovégdiased on the undiscounted future cash
flows. If impairment is indicated, an adjustmentiwe made to the carrying value of the propertgdabon the difference between the current
estimated fair value and the carrying amount ofatsget. No impairment was deemed to exist on @lrestate investments held and used at
December 31, 2003.

We assess the recoverability of our real estatestments held for sale and assets acquirkglidation held for sale based on estimated
sales values. We assess impairment for each aslgefioh sale based on the estimated sales priseatgticipated selling costs.

Derivatives

As a result of certain of our variabigte loans receivable having interest rate flomesare deemed to have derivative investments. Hex
in accordance with SFAS No. 133, as amended, wadareequired to bifurcate these investments; foeegthey are not accounted for as
derivatives. We do not use derivatives for speotdgiurposes.

Stock-Based Compensation Plans

At December 31, 2003, we have two stock-basadpensation plans, which are described more fullyote 12. Effective January 1, 2003,
we adopted the fair value recognition provision§BAS No. 123, “Accounting for Stock-Based Compénsg’ prospectively to all awards
granted, modified, or settled after January 1, 2@08ards under the plans generally vest immediately

The following table illustrates the effect et income and earnings per share if the fair vehs=d method had been applied to all
outstanding and unvested awards in each period:

December 31, 2003 December 31, 2002 December 31, 2001

As Reported Pro Forma As Reported Pro Forma As Reported Pro Forma

(In thousands, except per share data)

SFAS No. 123 Charg $ 2 $ 2 $ = $ 33 $ — $ 4C
APB No. 25 Charg $ — $ — $ — $ — $ — $ —
Net income $ 8,17 $ 8,17 $ 9,93 $ 9,90 $ 11,43t $11,39¢
Basic earnings per she $ 1.27 $ 1.27% $ 1.54 $ 1.54 $ 1.7¢ $ 1.7
Diluted earnings per sha $ 1.27 $ 1.27 $ 1.54 $ 1.54 $ 1.7¢ $ 1.77

The effects of applying SFAS No. 123 in this forma disclosure are not indicative of futurecamits.
Use of Estimatesin the Preparation of Financial Statements

The preparation of financial statements infoomnity with generally accepted accounting prinegptequires us to make estimates and
assumptions that affect (i) the reported amountseéts and liabilities and disclosure of contingssets and liabilities at the date of the
financial statements and, (ii) the reported amoohtevenues and expenses during the reportingghefictual results could differ from our
estimates. Our most sensitive estimates involveinglour Retained Interests and determining loas leserves for loans receivable.

Recently I ssued Accounting Pronouncements

The Financial Accounting Standards Board (“BASssued FASB Interpretation No. 46, “Consolidsttiof Variable Interest Entities, an
interpretation of ARB 51” (“FIN 46”) in January 2B0In December 2003, FASB issued Interpretation4d& which replaced FIN 46 and
clarified the application of ARB 51. The primaryjettives of FIN 46R are to provide guidance oril{@ identification of entities for which
control is achieved through means other than vaigiys, Variable Interest Entities (“VIES”), ani) how to determine when and which
business enterprise should consolidate the VIEe(fttimary beneficiary”). This new model for consaliion applies to an entity which either
(i) the equity investors, if any, do not have ateolting financial interest or (ii) the equity inggnent at risk is not considered sufficient (based
on both quantitative and qualitative consideratigadinance the entity’s activities without recieig additional subordinated financial support
from other parties, including the en’s own equity investors. |
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addition, FIN 46R requires that both the primamddfeiary and all other enterprises with a sigmifit variable interest in a VIE make additic
disclosures. FIN 46R will not impact our consol&tafinancial statements since it is not applicablgualifying SPEs accounted for in
accordance with SFAS No. 140.

In April 2003, FASB issued SFAS No. 149, “Andement of Statement 133 on Derivative Instrumentstdedging Activities.” The
statement, which is effective for contracts enténgéal or modified after June 30, 2003 and hedgeigtionships designated after June 30, 2003,
amends and clarifies financial accounting and répgifor derivative instruments embedded in otr@rtacts and for hedging activities under
SFAS No. 133. The statement requires that contreitfiscomparable characteristics be accountedifoitaxly. Specifically, the statement
(i) clarifies under what circumstances a contraith \&n initial net investment meets the charactiersf a derivative, (ii) clarifies when a
derivative contains a financing component, (iii)eards the definition of an underlying to confornoit-ASB Interpretation No. 45 and
(iv) amends certain other related existing proneaments. SFAS No. 149 did not impact our consoldiéiteincial statements.

Reclassifications

Certain prior period amounts have been reifledd4o conform to current year presentation. hexclassifications had no effect on
previously reported net income or total benefigsriequity.

Note 2. Loans Receivable, net:

Loans receivable, net, consisted of the foithaw

December 31,

2003 2002
(In thousands)
Loans receivabl $ 51,48¢ $ 72,81¢
Less:
Deferred commitment fees, r (227) (459
Loan loss reserve (675) (365)
Loans receivable, ni $ 50,58¢ $ 71,99
| |

At December 31, 2003 and 2002, respectivggreaximately $21.2 million (42%) and $42.1 milli@8%) of our net loans receivable had a
variable interest rate (reset on a quarterly bdmsised primarily on LIBOR and $29.4 million (58%ida$29.9 million (42%) had fixed interest
rates, respectively. The weighted average intea¢ston our variable-rate loans receivable wasamately 5.4% at both December 31, 2003

and 2002. The weighted average interest rate ofixad-rate loans receivable was approximately #ahd 10.4% at December 31, 2003 and
2002, respectively.

A loan receivable with a balance of approxesha$1.8 million at both December 31, 2003 and 2082 been identified as a problem loan.
Had this impaired loan performed in accordance wdtloriginal terms, additional interest incomeapproximately $43,000 would have been
recognized during 2003. At December 31, 2002,|t@s receivable was current as to payments of pdhend interest.

Our loans receivable were 100% concentratéldarhospitality industry at December 31, 2003. Aognomic factors that negatively impact
the hospitality industry could have a material adeeeffect on our financial condition or resultopkrations. At December 31, 2003,
approximately 15%, 12% and 11% of our loans redsé/aonsisted of loans receivable to borrowersingixia, Texas and Florida,
respectively. No other state had a concentratidt0é6 or greater at December 31, 2003.

Note 3. Real Estate Investments:

Our real estate investments consist of hddyifaroperties (the “Hotel Properties”) we purchdsn 1998 and 1999 from Arlington
Hospitality, Inc. (“Arlington”) under a sale/leasedk agreement (the “Lease Agreement”).
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Pursuant to the Lease Agreement, we leasddled Properties to Arlington Inns, Inc., a whobiyned subsidiary of Arlington, for an initial
10-year period which expires in June 2008, with teseewal options of five years each and a thirdoogfior two years which expires in
September 2020, and with consumer price index &s&@® up to a maximum of 2% per year. Arlington guoies the lease payment obligation
of Arlington Inns, Inc. Arlington is a public entithat files periodic reports with the Securitiesl&xchange Commission and additional
information about Arlington can be obtained frore BEC’s website atww.sec.gov

The 2004 annual base rent payment for the@elHProperties is $5.3 million. In addition to duase rent we receive percentage rent eq
4% of the gross room revenues of the Hotel Proge(the “Percentage Rent”).

Our real estate investments consisted ofdheviing:

December 31, 200: December 31, 200:
Real Real
Estate Estate
Real Investment Real Investment
Estate Held for Estate Held for
Investments Sale Investments Sale

(Dollars in thousands)

Land $ 5,08« $ 262 $ 5,34i $ 262
Buildings and improvement 40,15 2,08( 42,23 1,682
Furniture, fixtures and equipme 4,744 227 4,681 214
49,97¢ 2,57C 52,25¢ 2,15¢

Accumulated depreciatic (8,774 (43€) (7,33)) (282)
$ 41,20¢ $ 2,13¢ $ 44,92¢ $ 1,871

.| .| .| .|

Number of Hotel Propertie 20 1 21 1
| | | |

The real estate investment held for sale @eucontract for approximately $2.6 million andigected to be completed prior to June 2004.
Note 4. Retained Interests in Transferred Assets:

In our structured loan sale transactions tegtdielow, we contributed loans receivable to aik 8Pexchange for an ownership interest in
that entity. The SPE issued notes payable (theit8tred Notes”) (usually through a private placethenthird parties (“Structured
Noteholder”). The SPE then distributed a portion of the procédemia the Structured Notes to us. The StructuredeBlare collateralized sole
by the assets of the SPE which means that shoel8RfE fail to make payments on the Structured NdtesStructured Noteholders have no
recourse against us. Upon the completion of oucgired loan sale transactions, we recorded thsfeaof loans receivable as a sale in
accordance with SFAS No. 140. As a result, thedoaneivable contributed to the SPE, the Structete:s issued by the SPE, and the
operating results of the SPE are not included imcousolidated financial statements. The differemewveen (i) the carrying value of the loans
receivable sold and (ii) the relative fair valuetloé sum of (a) the cash received and (b) the ptesdue of estimated future cash flows from
Retained Interests, constituted the gain or lossabe Retained Interests are carried at estinfatedalue, with realized gains and losses
recorded in net income and unrealized gains arsgtosecorded in beneficiaries’ equity.
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Information pertaining to our structured Icsaie transactions was as follows. Amounts repreBBI@ Commercial’s share of the respective

Joint Ventures.

2000 2001 2002 2003
Joint Joint Joint Joint
Venture Venture Venture Venture
(Dollars in thousands, except footnotes)
Transaction dat 12/18/0( 6/27/01 4/12/0: 10/7/0:
At inception:
Principal amount of sold loai $ 55,67¢ $ 32,66: $ 27,28¢ $ 45,45¢
Structured Notes issut $ 49,55( $ 30,06: $ 24,557 $ 40,91(
Interest rate on the Structured Na 7.28% 6.3€% 6.67% LIBOR + 1.25%
Structured Notes rating ( "Aaa" "Aaa" "Aaa" "Aaa"
Weighted average interest rate on lo 9.65% 9.62% 9.2:% LIBOR + 4.02%
Weighted average remaining life ( 5.16 year: 5.15 year: 5.38 year: 4.79 year:
Aggregate principal losses assumed 2.31% 2.8(% 2.88% 3.08%
Constant prepayment rate assumptior 8.C% 9.C% 9.C% 10.(%

Discount rate assumptio
Net gain recorded (£
Value of Retained Interes
At December 31, 2003
Principal outstanding on sold loans
Structured Notes balance outstanc

3% to 14.0%
1,115
11,17«

9.

$

$

$ 47,111
$ 41,701
$

$

5% to 13.3%
1,43:
5,871

8.

$

$

$ 28,03¢
$ 25,48¢
$

$

2% to 12.9%
562
5,29:

8.

$

$

$ 26,15
$ 23,51(
$

$

8% to 11.6%
711
8,69¢

7.

$

$

$ 44,69¢
$ 40,31(
$

$

Cash in the collection accou 581 367 327 38¢
Cash in the reserve accol 2,83: 1,68 1,57¢ 2,54(
Weighted average interest rate on lo 9.62% 9.5% 9.17% LIBOR + 4.02%
Constant prepayment rate assumptior 10.(% 10.(% 10.(% 10.(%
Discount rate assumptions | 7.2% to 11.9¥% 7.2% to 11.9¥% 7.6% to 12.3¥% 7.8% to 12.1¥%
Weighted average remaining life ( 3.76 year: 4.72 year: 4.79 year: 4.76 year:
Aggregate principal losses assumed 2.98% 3.58% 3.71% 3.1&%

Aggregate principal losses to di

—%

—%

(1)  Structured Notes issued by the SPEs were rateddmdi’'s Investors Service, In
(2) The weighted average remaining life was calculdtgdumming the product of (i) the sum of the ppakcollections expected in each
future period multiplied by (ii) the number of peats until collection, and then dividing that totsf (iii) the initial or remaining principe

balance, as applicable

—%

—%

(3) Represents aggregate estimated losses as a pegeeotahe principal outstanding based upon per amhosses ranging from 0.5%

0.9%.

(4) The prepayment rate was based on the actual pediocam of the loan pools, adjusted for anticipatehgipal prepayments considerit
similar loans.

(5) The net gain recorded does not include $877,0020&®0, $439,000, and $700,000 for the 2000 Joémtite, the 2001 Joint Ventul
the 2002 Joint Venture and the 2003 Joint Ventuagpectively, which was deferred and recorded asalized appreciation in our
beneficiarie’ equity in accordance with SFAS No. 1

(6) Approximately 95% concentrated in the hospitalitgiuistry, 23% to borrowers in Texas and 10% to baers in Arizona. No other sta
had a concentration of 10% or greater at Decemtrz903.

(7) Discount rates utilized were (i) 7.2% to 7.8% fair cequired overcollateralization, (ii) 8.9% to 93for our reserve funds and (i
11.9% to 12.3% for our intere-only strip receivables

The value of our Retained Interests is bageuh@n estimate of the discounted future cash fleesvill receive. In determining the present
value of expected future cash flows, estimatesrerge in determining the amount and timing of thaessh flows and the discount rates. The
amount and timing of cash flows is generally deieed based on estimates of loan losses and ariédiaepayment speeds relating to the
loans receivable contributed to the SPE. Actuat loases and prepayments may vary significantijnfessumptions. The discount rates that
we utilize in computing the estimated fair value based upon estimates of the inherent risks agsdavith each cash flow stream. Due to the
limited number of entities that conduct transaciwrith similar assets, the relatively small size of
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our Retained Interests and the limited number gebsifor such assets, no readily ascertainableehaists. Therefore, our estimate of the
value may or may not vary from what a willing buyesuld pay for these assets.

The components of our Retained Interests are kvl

(1) Our required overcollateralization (the “®@&ce”).The OC Piece represents the excess of the loaewabte contributed to the Sl
over the principal amount of the Structured Notagable issued by the SPE, which serves as additoiiateral for the Structured
Noteholders

(2) The “Reserve Fund” and the interest eatheteon. The Reserve Fund represents cash thegjuged to be kept in a liquid cash
account by the SPE, pursuant to the terms of #mes#éction documents, as collateral for the Stradtitoteholders, a portion of wh
was contributed by us to the SPE upon formationaapdrtion which is built up over time by the Sr&nf the cash flows of the
underlying loans receivabl

(3) The interest-only strip receivable (the ‘R@ceivable”). The 10 Receivable is comprised efdhsh flows that are expected to be
received by us in the future after payment by tR& &f (a) all interest and principal due to theu8tured Noteholders, (b) all
principal and interest on the OC Piece, (c) anyireg funding of the Reserve Fund and (d-going costs of the transactic

Our Retained Interests consisted of the fatauw

December 31, 200:

Estimated Fair Value

OC Piece Reserve Fund 10 Receivable Total Cost

(In thousands)

2003 Joint Ventur: $ 4,81 $ 1,93( $ 2,27¢ $ 9,02% $ 8,22¢
2002 Joint Ventur 3,05(C 1,20¢ 1,09¢ 5,351 4,85(
2001 Joint Ventur 3,051 1,31 1,91¢ 6,28¢ 5,23(

2000 Joint Ventur 6,32: 2,29( 1,521 10,13 8,87¢

$ 17,24( $ 6,74¢ $ 6,81z $ 30,79¢ $ 27,18(

December 31, 2002

Estimated Fair Value

OC Piece Reserve Fund 10 Receivable Total Cost

(In thousands)

2002 Joint Ventur: $ 3,18(¢ $ 1,261 $ 1,351 $ 5,79: $ 5,06¢
2001 Joint Ventur: 3,16¢ 1,391 2,10¢ 6,66% 5,37%
2000 Joint Ventur: 6,54¢ 2,464 2,062 11,07¢ 9,312

$ 12,89° $ 5,11¢ $ 5,51¢ $ 23,53 $ 19,74¢
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The following sensitivity analysis of our Rieted Interests at December 31, 2003 highlightss/tiatility that results when prepayments, |
losses and discount rates are different than cawmagtions:

Changed Assumption Value Asset Change¢

(In thousands)

Losses increase by 50 basis points per annul $ 28,63: $ (2,166
Losses increase by 100 basis points per annu $ 26,547 $ (4,25)
Rate of prepayment increases by 5% per annui $ 29,73¢ $ (1,062
Rate of prepayment increases by 10% per annui $ 29,09: $ (1,706
Discount rates increase by 100 basis pc $ 29,44¢ $ (1,359
Discount rates increase by 200 basis pc $ 28,18 $ (2,619

(1) If we experience significant losses (i.e., in ezedsanticipated losses), the effect on our Rethlnterests would first reduce the value
our 10 Receivables. To the extent the IO Receigatield not fully absorb the losses, the effectldvthen be to reduce the value of our
Reserve Funds and then the value of our OC Pi

(2) For example, an 8% assumed rate of prepayment wmaildcreased to 13% or 18% based on increase866510% per annun
respectively

These sensitivities are hypothetical and shbelused with caution. Values based on changdéege assumptions generally cannot be
extrapolated since the relationship of the changessumptions to the change in fair value is medi. The effect of a variation in a particular
assumption on the value of our Retained Interestaliculated without changing any other assumptioreality, changes in one factor are not
isolated from changes in another which might magaifcounteract the sensitivities.

The following information summarizes the ficé position of the Joint Ventures at DecemberZ)3 and 2002. We owned approxima
68% of the 2000 Joint Venture, 42% of the 2001 tMenture, 39% of the 2002 Joint Venture and 44%hef2003 Joint Venture as of
December 31, 2003. We owned approximately 66%@2000 Joint Venture, 39% of the 2001 Joint Venauma 39% of the 2002 Joint
Venture as of December 31, 2002.

Summary of Financial Position (1)

2000 Joint Venture 2001 Joint Venture
2003 2002 2003 2002
(In thousands)
Loans Receivable, Ni $ 65,60¢ $ 70,627 $ 65,73 $ 73,22
| | | |
Asset Acquired in Liquidation, N¢ $ — $ 1,411 $ — $ —
| | | |
Total Assets $ 70,68 $ 76,43 $ 72,42 $ 81,30:
| | | |
Notes Payabl $ 57,63¢ $ 62,65¢ $ 61,16t $ 69,14¢
| | | |
Total Liabilities $ 57,80¢ $ 62,84¢ $ 61,327 $ 69,32¢
| | | |
Partner’ Capital $ 12,87 $ 13,58¢ $ 11,09t $ 11,97

(1) Balances represent 100% of the limited partnershiprests for the Joint Venture
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2003
Joint
2002 Joint Venture Venture
2003 2002 2003
(In thousands)
Loans Receivable, Ni $ 63,47 $ 69,02t $ 101,36(
I I I
Total Asset: $ 69,76¢ $ 74,32 $ 108,29
L] L] L]
Notes Payabl $ 57,78¢ $ 62,15: $ 91,40¢
I I I
Total Liabilities $ 57,94¢ $ 62,32t $ 91,50:
L] L] L]
Partner’ Capital $ 11,817 $ 11,99 $ 16,79(
L] L] L]
The following information summarizes the reéswlf operations for the Joint Ventures.
Results of Operations (1)
2000 Joint Venture 2001 Joint Venture
2003 2002 2001 2003 2002 2001(2)
(In thousands)
Interest Income $ 6,52¢ $ ,092 $ 7,93¢ $ 6,89 $ 7,501 $4,02¢
| ] | | ] |
Total Revenue $ 6,617 $ 7,351 $ 8,16¢ $ 7,33 $ 7.,81f $4,22;
| | | | | |
Interest Expens $ 4,37¢ $  4,98¢ $ 5,27 $ 4,14« $ 4,46 $2,38
| | | | | |
Provision for Losse $ 65 $ 151« $ — $ 337 $ 14C $ —
| ] | | ] |
Total Expense $ 4,67C $ 6,75 $ 5,52¢ $ 4,71% $  4,84¢ $2,507
| | | | | |
Net Income $ 1,947 $ 59¢ $ 2,64 $ 2,62¢ $  2,96¢ $1,71¢
| ] | | ] |
(1) Amounts represent 100% of the limited partnershiprests for the Joint Ventur.
(2) From June 27, 2001 (inception) to December 31, -
2003
Joint
2002 Joint Venture Venture
2003 2002(3) 2003(4)
(In thousands)
Interest Incom $ 6,34( $ 4,85( $ 1,27°
L] L] L]
Total Revenue $ 6,64¢ $ 4,897 $ 1,27¢
I I I
Interest Expens $ 4,01 $  2,99¢ $ 51¢
I I I
Total Expense $  4,23¢ $ 3,15¢ $ 57¢€
L] L] L]
Net Income $ 2,41¢ $ 1,74¢ $ 69¢



(3) From April 12, 2002 (inception) to December 31, 2!
(4)  From October 7, 2003 (inception) to December 3D
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Our ownership of the Joint Ventures was basedur share of the capital of the respective Manttures. Our share of the cash flows from
the Joint Ventures was allocated based on theftagh from the underlying loans receivable conttéaliby us to the respective Joint Venture
less allocated costs based on the remaining pehoipthe underlying loans receivable contributgdi® divided by all loans receivable held by
the respective Joint Venture.

Our limited partnership allocation of the assBabilities and partners’ capital of the Joifentures was as follows:

2000 Joint Venture 2001 Joint Venture
2003 2002 2003 2002
(In thousands)

Loans Receivable, Ni $ 47,00: $ 49,84 $ 28,03¢ $ 28,95
| | | |
Total Asset: $ 50,63 $ 53,701 $ 30,20¢ $ 31,07(
| | | |
Total Liabilities $ 41,83¢ $ 44,70, $ 25,55: $ 26,45¢
| | | |
Partner’ Capital $ 8,80: $ 9,00( $ 4,651 $ 4,61¢
| | | |

2003

Joint

2002 Joint Venture Venture
2003 2002 2003

(In thousands)

Loans Receivable, Ni $ 26,15: $ 26,82 $ 44,69¢
| | |
Total Assets $ 28,16¢ $ 28,83¢ $ 47,74«
| | |
Total Liabilities $ 23,57 $ 24,20 $ 40,35:
| | |
Partner’ Capital $ 4,59 $ 4,63¢ $ 7,392
| | |
Our limited partnership allocation of the metome of the Joint Ventures was as follows:
2000 Joint Venture 2001 Joint Venture
2003 2002 2001 2003 2002 2001(1)
(In thousands)
Net Income $ 1,48 $ 1,501 $ 1,887 $ 1,027 $ 1,07¢C $ 743
| | | | | |
2003
Joint
2002 Joint Venture Venture
2003 2002(2) 2003(3)
(In thousands)
Net Income $ 81¢ $ 675 $ 31C
| | |

(1) From June 27, 2001 (inception) to December 31, -
(2) From April 12, 2002 (inception) to December 31, 2!
(3) From October 7, 2003 (inception) to December 3D



In accordance with SFAS No. 140, our constdiddinancial statements do not include the asBakslities,
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partners’capital, revenues or expenses of the Joint Ventéd®s result, at December 31, 2003 and 2002, ensalidated balance sheets do
include the $156.8 million and $113.6 million irsats, respectively, and $131.3 million and $95 Hioniin liabilities, respectively, related to
these structured loan sale transactions recordedib$PEs. Our Retained Interests related to thtegetured loan sale transactions were
$30.8 million and $23.5 million at December 31, 2@Mhd 2002, respectively, including unrealized apjation of $3.6 million and

$3.8 million, respectively.

The income from our Retained Interests comsibthe yield earned on our Retained Interestekvis determined based on estimates of
future cash flows and includes any fees collectiesl (ate fees, prepayment fees, etc.) by the SPEsdessxof anticipated fees. We update our
cash flow assumptions on a quarterly basis ancdchaygiges to cash flow assumptions impact the yieldw Retained Interests. The annualized
yield on our Retained Interests was 11.7%, 13.26kl1&n7% during 2003, 2002 and 2001, respecti

PMC Capital is the servicer for all loans iigable held by the Joint Ventures; therefore, nwisang fees were earned or received by us
during 2003, 2002 or 2001.

We received approximately $3.7 million and8b@illion in cash distributions from the Joint Vargs during 2003 and 2002, respectively.
During 2003, an asset acquired in liquidation hHsldhe 2000 Joint Venture with an aggregate eséichaalue of $1.5 million was transferrec
PMC Capital. As a result of this transfer, we hazhsh flow deferral of approximately $781,000. Agdember 31, 2003, the cash flow deferral
remaining of approximately $465,000 is due from Pl&pital and is included in due from affiliate auir @onsolidated balance sheet.

Note 5. Restricted Investments:

Restricted investments consisted of the faithgw

December 31

2003 2002
(In thousands)
Escrow and capital expenditures accol $ 217 $ 1,981
Structured noteholders reserve accc 1,26¢ 1,90¢
Structured noteholders collection acco 461 1,62¢
Other 172 10C

$ 4,06¢ $ 561

The escrow and capital expenditures accoepiesent restricted investments maintained purdoanir Lease Agreement. The escrow
account includes a deposit equal to two monbase rent. In accordance with the terms of thed dageement, we deposit the Percentage
received into a capital expenditures account farrRicapital expenditures required to maintainrda estate investments. Funds are released
from this account when capital expenditures ararisd.

The structured noteholders reserve and c@leetccounts represent cash collected that hagetdteen remitted to the structured
noteholders and reserve account balances thatquéed to be held as collateral on behalf of thectured noteholders. The collection and
reserve accounts consist of cash and liquid moreakeh funds.

Note 6. Notes Payable and Revolving Credit Facility
Structured Notes Payable

In June 1998, we formed a bankruptcy remottnpeship that completed a private placement of B&fillion of fixed-rate loan-backed
notes, (the “Structured Notes”). The Structureddsdahature in May 2019, bear interest at 6.37% peum and are collateralized by the loans
receivable that we contributed to the partnershiecember 31, 2003 and 2002, the principal amofitite underlying loans receivable was
$26.0 million and $30.7 million, respectively. PMEOmmercial has no obligation to pay the StructiNetes nor do the holders of the
Structured Notes have any recourse against PMC Gooiafis assets. Accordingly, if the partnershiisféo pay the Structured Notes, the sole
recourse of the holders of the Structured Noteg&@nst the assets of the partnership. The prihaipaunt of the Structured Notes outstanding
at December 31, 2003 and 2002 was $18.7 milliong2&d0 million,
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respectively. Maturities of these notes are depeinggon the timing of the cash flows received fritra underlying loans receivable.

Repayment of the Structured Notes, based loedsted payments of the underlying loans receivablas follows:

Year Ending
December 31, Amount
(In thousands)

2004 $ 9,72
2005 2,192
2006 5,262
2007 51¢
2008 49t
Thereaftel 474
$ 18,66
|

Actual repayments will differ materially frothese amounts to the extent we receive prepaymentsfaults occur on the underlying loans
receivable.

Mortgage Notes Payable

We have entered into seven mortgage notedbpmyeach collateralized by a Hotel Property. Tlegtgage notes payable have a weighted
average interest rate of 6.6%, mature between 20842019 and have amortization periods of 20 yddrBecember 31, 2003 and 2002, the
balances outstanding on these obligations werer#i8lion and $8.9 million, respectively.

In addition, our subsidiaries have entered mbrtgage notes payable related to four Hotel &tags with a weighted average interest rat
approximately 8.0%. These mortgages are amortized 20 years, mature from 2010 to 2017 and havdatdge provisions which provide for
substantial prepayment penalties. At December @03 2nd 2002, the balances outstanding on thesigager notes payable were $6.1 million
and $6.3 million, respectively, of which $3.3 nali and $3.4 million, respectively, were guarantee®MC Commercial.

Principal payments required on our mortgagesipayable are as follows:

Year Ending
December 31, Amount
(In thousands)

2004 $ 3,44(
2005 1,377
2006 2,661
2007 41C
2008 1,48¢
Thereaftel 5,33:
$ 14,71
|

Revolving Credit Facility

We have a revolving credit facility which prdes funds to originate loans collateralized by owarcial real estate. The revolving credit
facility provided us with credit availability up ®30 million at December 31, 2003. On February22®4, the revolving credit facility was
increased to $40 million. We are charged interaghe balance outstanding under the revolving tfedility at our election of either the prime
rate of the lender or 187.5 basis points over thet8 or 90-day LIBOR. At December 31, 2002, we §&® million outstanding under our
revolving credit facility with a weighted averageerest rate of 3.1%. The credit facility requiossto meet certain covenants, the most
restrictive of which provides for an asset coverggt based on our cash and cash equivalents, leegivable, Retained Interests and real
estate investments as a ratio to our senior déiat.ratio must exceed 1.25 times. The facility megudecember 31, 2004. At December 31,
2003 we were in compliance with all covenants efférility.
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Note 7. Dividends:

In April 2003, we paid a quarterly dividend%i.40 per share to common shareholders of reaoiarch 31, 2003. In July and
October 2003, we paid quarterly dividends of $@8Bshare to common shareholders of record on3@n2003 and September 30, 2003,
respectively. The Board of Trust Managers declar&0.38 per share quarterly dividend to commonest@ders of record on December 31,
2003, which was paid in January 2004. Dividenddatted for the years ended December 31, 2003 an2l ®@@€e $1.54 per share and $1.62 per
share, respectively.

As a condition to completing the merger, PM&pital was required to make sufficient distributdno distribute 100% of its taxable income
for its taxable period from January 1, 2004 to kaby 29, 2004 with a similar distribution to be radd our shareholders as adjusted by the
0.37 exchange ratio (the “special dividends”). PR&pital's declared special dividend was $0.09 pares thus, our declared special dividend
was $0.243 per share. These special dividends peédeon February 27, 2004 to common shareholdersoofrd on February 23, 2004.

Note 8. Taxable Income:

As a REIT, we generally will not be subjecttwporate level Federal income tax on net incoraewrently distribute to shareholders. As
such, no provision for Federal income taxes hags beguded in the accompanying consolidated finalsiatements. We may, however, be
subject to certain Federal excise taxes and statéogal taxes on our income and property. If wktéaqualify as a REIT in any taxable year,
we will be subject to Federal income taxes at r@gebrporate rates (including any applicable altwe minimum tax) and will not be able to
qualify as a REIT for four subsequent taxable years

We may make an election under the Code to distributions declared in the current year arithigtions of the prior year's taxable income.
Upon election, the Code provides that, in cert@iicuenstances, a dividend declared subsequent tddke of an entity’s taxable year and prior
to the extended due date of the entity’s tax retuay be considered as having been made in thetpsigrear in satisfaction of income
distribution requirements. Having met these reguésts, we elected on our 2002 tax return to appby@imately $1.2 million of 2003
distributions to the 2002 tax year.

The following reconciles net income availatleommon shareholders to taxable income avaitabé®mmon shareholders:

Years Ended December 31,

2003 2002 2001

(In thousands)

Net income available to common shareholc $ 8,17¢ $ 9,93¢ $ 11,43t
Add: Book depreciation and amortizati 1,967 2,121 2,15¢
Less: Tax depreciation and amortizat (1,927 (1,987) (2,147
Book/tax difference on gains on sa (65C) (550) (1,437
Book/tax difference on Retained Interests, 672 48¢€ 81¢c
Other book/tax differences, n 437 10 36E

Taxable income available to common sharehol $ 8,67 $ 10,01¢ $ 11,19:

| | |

Distributions to common shareholdt $ 9,93 $ 10,44( $ 9,78¢

| | |
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Dividends per share for dividend reportinggoses were as follows:

Years Ended December 31,

2003 2002 2001
Amount Amount Amount
Per Share Percent Per Share Percent Per Share Percent
Ordinary income $ 1.48i 96.5% $ 151 93.6% $  1.30¢ 86.09%
Capital gains 0.05: 3.41% 0.10: 6.3:% 0.211 13.91%
$ 1.54(C 100.06 $ 1.62( 100.0% % 1.52( 100.0(%
| | | | | |

Note 9. Discontinued Operations and Impairment Losss:

Effective January 1, 2002, we adopted SFASIMd, “Accounting for the Impairment of or DisposélLong-Lived Assets”. In accordance
with SFAS No. 144, the operations of our hotel rtips either sold during 2002 or 2003 or heldsimle at December 31, 2003 have been
reflected as discontinued operations in our accoyipg statements of income and the prior periodrfoial statements have been reclassified
to reflect the operations of these properties asaditinued operations during 2002 and 2001. SFASLH4 does not allow for reclassification
of prior period gains and operations of propersielsl prior to January 1, 2002.

During 2003, we sold one hotel property fopaximately $2.2 million and recognized a gain ppeoximately $283,000. During 2002, we
sold two hotel properties for approximately $5.2liom and recognized gains of approximately $668,00e provided financing of
$1.7 million for the hotel property sold during 2Z0&nd $2.0 million for one of the hotel propertjesacompleted during 2002, both with
interest rates of LIBOR plus 4%.

Our discontinued operations consisted of tiewing:

Years Ended December 31,

2003 2002 2001
(In thousands)

Lease incom: $ 447  $ 681 $ 1,04
Advisory fees (29) (42 (67)
Depreciatior (69) (1479) (327)
Net earning: 34¢ 492 65C
Gain on sale of real estate investme 283 663 —
Discontinued operatior $ 63z $ 1,15t $ 65C

| | |

We sold our asset acquired in liquidation Heldsale for net cash proceeds of approximateB3¥B00 during 2003 and recorded impairn
losses of $67,000 and $54,000 during 2003 and 2@8pectively.

Note 10. Earnings Per Share:

The weighted average number of Common Sharessamding were 6,448,136, 6,444,371, and 6,43 fd@6the years ended December 31,
2003, 2002 and 2001, respectively. For purposesictilating diluted earnings per share, the weihteerage shares outstanding were
increased by approximately 11,400, 11,700, and0Dishares for the dilutive effect of stock optialising 2003, 2002 and 2001, respectively.

For purposes of calculating earnings per stiheegain on sale of assets of $711,000, $56236€6052,783,000 for the years ended
December 31, 2003, 2002 and 2001, respectivelyb&as combined with income from continuing operatio
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Options to purchase 15,000, 57,600 and 155&00Omon Shares were outstanding during 2003, 2662801, respectively, but were not
included in the computation of diluted earnings gleare because the options’ exercise prices weatagrthan the average market price of the
Common Shares.

Note 11. Dividend Reinvestment and Cash Purchased?l:

We have a dividend reinvestment and cash pseplan (the “Plan”). Participants in the Planehtine option to reinvest all or a portion of
dividends received. The purchase price of the Com8tuares is 100% of the average of the closingmi¢che Common Shares as published
for the five trading days immediately prior to tigidend record date or prior to the optional cpaiment purchase date, whichever is
applicable. The optional cash purchase plan wagsesuted during January 2000. In addition, since aan2000 we have been using the open
market to purchase Common Shares with proceedstfrerdividend reinvestment portion of the Plan. érdingly, there were no plan shares
issued during 2003, 2002 and 2001.

Note 12. Stock-Based Compensation Plans:

We have two stock-based compensation plagsl@83 Employee Share Option Plan (the “Employae’Phand the Trust Manager Share
Option Plan (the “Trust Manager Plan”), referreatdlectively as the “Stock Option Plans.” The St@ption Plans provide that the exercise
price of any stock option may not be less tharfairemarket value of our Common Stock on the ddtgrant. We have discretion in
determining the vesting terms applicable to stqufioms granted under the Employee Plan. In genalladptions vest immediately. Pursuant to
the Employee Plan, we are authorized to grant sbptions up to an aggregate of 6% of the total nemath Common Shares outstanding at any
time (a maximum of approximately 387,000 shard3etember 31, 2003) as incentive stock optionsr{aee to qualify under Section 422 of
the Code) or as options that are not intended #difglas incentive stock options.

Effective January 1, 2003, we adopted thevalue recognition provisions of SFAS No. 123 pexgjvely to all awards granted, modified
settled after January 1, 2003.

Only the trust managers who are not emplogé®MC Capital or the Investment Manager (the “Nanployee Trust Managers”) are
eligible to participate in the Trust Managers PlEime Trust Managers Plan is a nondiscretionary plasuant to which options to purchase
2,000 Common Shares are granted to each Non-engloyst Manager on the date such trust manages t#fiee. In addition, options to
purchase 1,000 shares are granted on June 1 ofeachSuch options will be exercisable at therfzrket value of the shares on the date of
grant. The options granted under the Trust Managkens become exercisable one year after date of gral expire if not exercised on the
earlier of (i) 30 days after the option holder noder holds office as a Namployee Trust Manager for any reason or (ii) witive years afte
date of grant. We issued 5,000 options under thstiManagers Plan during each of the three yedteiperiod ended December 31, 2003.
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A summary of the status of our stock optiom®BDecember 31, 2003, 2002 and 2001 and the elsahging the years ended on those dates
are as follows:

2003 2002 2001
Number of Weighted Number of Weighted Number of Weighted
Shares Average Shares Average Shares Average
Underlying Exercise Underlying Exercise Underlying Exercise
Options Prices Options Prices Options Prices
Outstanding, January 204,42¢ $ 13.8¢ 202,97t $ 15.2¢ 233,56 $ 14.8]
Granted 5,00( $ 13.7¢ 54,80( $ 13.2¢ 52,40( $ 13.1¢
Exercisec (6,500 $  12.7¢ (5,000 $ 12.8C (50,479 $  9.4C
Forfeited (8950 $ 14.9 (60C) $  18.6: (7,850 $ 18.3¢
Expired (43,100 $  18.0¢ (47,750 $  19.7¢ (2466) $ 16.7¢
Outstanding, December ! 150,87¢ $ 12.6¢ 204,42¢ $  13.8¢ 202,97¢ $ 15.2¢
| | | | | L
Exercisable, December : 145,87¢ $ 12.6( 199,42t $ 13.8¢ 197,97¢ $ 15.2¢
L] | L] | L] .|
Weighted-average fair value of stock
options granted during the ye $ 0.3¢ $ 0.6( $ 0.7
| | |

The fair value of each stock option granteedssmated on the date of grant using the Blackeshoption-pricing model with the following
weighted-average assumptions for grants in 20032 2tid 2001:

Years Ended December 31,

2003 2002 2001
Assumption:
Expected Term (year: 3.C 3.C 3.C
Risk-Free Interest Ral 1.4&% 2.3% 3.8&%
Expected Dividend Yieli 11.03% 12.2% 11.55%
Expected Volatility 18.5(% 22.61% 22.61%

The following table summarizes information abstock options outstanding at December 31, 2003:

Options Outstanding Options Exercisable
Weighted
Number Average Number
Range of Qutstanding Remaining Weighted Average Exercisable Weighted Average
Exercise Prices at 12/31/03 Contract Life Exercise Price at 12/31/03 Exercise Price
$9.25 to $10.7! 5,07¢ 1.7 $ 9.84 5,07¢ $ 9.84
$11.1875 to $11.187 40,50( 0.6 $11.187! 40,50( $11.187¢
$13.125 to $14.9 105,30( 3.3 $13.33 100,30( $13.31
$9.25 to $14.91 150,87¢ 2.€ $12.64 145,87¢ $12.60
| |

Note 13. Fair Values of Financial Instruments:

The estimates of fair value as required by S®. 107 differ from the carrying amounts of thefhcial assets and liabilities primarily as a
result of the effects of discounting future cagiwi. Considerable judgment is required to interpratket data and develop estimates of fair
value. Accordingly, the estimates presented bel@ay not be indicative of the amounts we could resiliza current market exchange.
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The estimated fair values of our financiatinsents were as follows:

Years Ended December 31,

2003 2002
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value

(In thousands)

Assets:
Loans receivable, ni $ 50,58 $ 50,81 $ 71,99 $ 72,45
Retained Interest 30,79¢ 30,79¢ 23,53: 23,53:
Cash and cash equivalel 1,07¢ 1,07¢ 49 49
Restricted investmen 4,06¢ 3,78z 5,61¢ 5,17¢
Liabilities:
Notes payabl 33,38( 34,51« 41,19: 43,52(
Revolving credit facility — — 7,30C 7,30(C

Loans receivable, neWe estimate the fair value of loans receivablepjoreximate the remaining unamortized principalha bbans
receivable, unless there is doubt as to realizatfanloan receivable. A valuation reserve is dihed for a problem loan based on the
creditor’s payment history, collateral value, gurioa support and other factors. In the absencereédily ascertainable market value, the
estimated value of our loans receivable may difi@m the values that would be placed on the loatf@@ if a ready market for the loans
receivable existed.

Retained InterestsThe assets are reflected in our consolidatedh iz statements at estimated fair value basedabration techniques as
described in Note 4.

Cash and cash equivaleniBhe carrying amount is a reasonable estimatiomiof/alue due to the short maturity of these insents.

Restricted investment$he fair value of the reserve fund associated thigh1998 structured loan financing transactiorstgyeated by
utilizing discounted cash flow techniques basednamagement’s estimates of market rates includsig inherent in the transaction. The
carrying amount of the remaining restricted invesiis is a reasonable estimate of fair value duleetehort maturity of these instruments.

Notes payableThe estimated fair value is based on a presenewiculation based on prices of the same or sitimiggruments after
considering risk, current interest rates and remgimaturities.

Revolving credit facilityThe carrying amount is a reasonable estimatiomiof/ilue as the interest rate on this instrumeatvariable rate
of interest.

Note 14. Related Party Transactions:

Our loans receivable were originated and sed/by PMC Advisers pursuant to an Investment Mamant Agreement (the “IMA”).
Property acquisitions were supervised pursuantsteparate agreement with PMC Advisers (the “Leage&ision Agreement” and together
with the IMA, the “Advisory Agreements”). We wereamaged by the same executive officers as PMC CapithPMC Advisers. Three of our
trust managers were directors or officers of PM@iGa

Pursuant to the IMA we were charged fees betm®e40% and 1.55% annually, based on the averagspal outstanding of our loans
receivable. In addition, PMC Advisers earns feestfoassistance with the issuance of our debtegpity securities. Such compensation
includes a consulting fee equal to (i) 12.5% of affgring fees (underwriting or placement feesuimed by us pursuant to the public offering
or private placement of our common shares, an&Q@i¥ of any issuance or placement fees incurragstjyursuant to the issuance of our debt
securities or preferred shares of beneficial irgiefEhe IMA also provided for a fee of $10,000 uploa sale of each Hotel Property and an
annual loan origination fee equal to five basisypofor the first $20 million of loans funded an& basis points thereafter. Subsequent to the
merger with PMC Capital, the IMA was terminated.
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The Lease Supervision Agreement provided fioaranual fee of 0.70% of the original cost of thatéll Properties to be paid to PMC
Advisers for providing services relating to thedes on the Hotel Properties. In addition, the Lé&ggervision Agreement provided for a fee in
connection with the acquisition of properties off% of the acquisition cost. Subsequent to the eresith PMC Capital, the Lease

Supervision Agreement was terminated.

Fees associated with the Advisory Agreemeotsisted of the following:

Years Ended December 31,

2003 2002 2001
(In thousands)
Investment management f $ 2,047 $ 1,92 $ 1,80:
Lease supervision fe 37¢ 401 461
Total fees incurre: 2,42°¢ 2,32¢ 2,26¢
Less:
Management fees included in discontinued opera (29 (42 (67)
Fees incurred on behalf of the SF (33¢) (29¢) (19¢)
Cost of structured loan sale transacti (102) (57) (60)
Cost of property sale (20 (20 (20
Fees capitalized as cost of originating lo (20§) (135) (20§)
Advisory and servicing fees to affiliate, r $ 1,83¢ $ 1,77¢ $ 1,711
.| | .|
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Note 15. Selected Quarterly Financial Dataunaudited)

The following represents our selected quartimncial data which, in the opinion of managemeeflects adjustments (comprising only
normal recurring adjustments) necessary for fasentation.

For the Year Ended December 31, 2003

Income From
Continuing Net Earnings
Revenues(1) Operations(1) Income Per Share

(In thousands, except earnings per share and foottes)

First Quarte $ 3,54C $ 1,71 $ 181 $ 0.2¢
Second Quarte 3,731 1,743 1,83¢ 0.2¢
Third Quartel 3,93¢ 1,89: 2,2652) 0.35(2)

Fourth Quarte 3,37( 1,48: 2,25¢(3) 0.35(2)

$ 14,58¢ $ 6,831 $ 8,17 $ 1.27

For the Year Ended December 31, 2002

Income From
Continuing Net Earnings
Revenues(1) Operations(1) Income Per Share

(In thousands, except earnings per share and foottes)

First Quarte $ 4,15 $ 2,11¢ $ 2,64¢4) $ 0.41(4)
Second Quarte 4,06t 2,172 $  3,1645) 0.4¢(5)
Third Quartel 3,79 2,06t $ 2,16/ 0.3
Fourth Quarte 3,73¢ 1,86¢ $ 1,96(C 0.3(

$ 1575 $  8,21¢ $ 9,93 $ 1.5¢

(1) Certain amounts were previously reported in coritigwoperations in our quarterly filings on Form IR-Such amounts have been
reclassified to discontinued operations in accorcamwith SFAS No. 14

(2) Includes a gain of $283,000 from the sale of a loteperty.

(3) Includes a gain of $711,000 relating to our struetliloan sale transactiol

(4) Includes a gain of $371,000 from the sale of a lhoteperty.

(5) Includes a gain of $562,000 relating to our struetliloan sale transaction and a gain of $292,0@0rfrthe sale of a hotel preerty.

Note 16. Commitments and Contingencies:
Loan Commitments

Commitments to extend credit are agreemerlentbto a customer provided the terms establighéie contract are met. At December 31,
2003, we had approximately $7.7 million of totadhocommitments outstanding. The majority of thesamitments were for variable-rate
loans at spreads over LIBOR ranging from 4.0% 5#.The weighted average interest rate on our¢éoammitments at December 31, 2003
was 5.6%. Commitments generally have fixed exmiratlates and require payment of a fee to us. Sioce commitments are expected to
expire without being drawn upon, the total committremounts do not necessarily represent future glirements.

Structured Loan Financing Transaction

Our structured loan financing is not treatedaale for financial reporting purposes. Distiidns of the net assets from the 1998
Partnership, pursuant to its trust indenture, iang#dd and restricted. The reserve requiremen($dillion at December 31, 2003) is calculated
as follows: the outstanding principal balance &f 1998 Partnership loans receivable which are gieéint 180 days or more plus the greater of
(i) 6% of the current outstanding principal balanf¢he 1998 Partnership loans receivable or fit) & the underlying loans receivable of the
1998 Partnership at inception ($1.4 million). AdaEcember 31, 2003 and 2002, none of the loan$vadile in the 1998 structured loan
financing transaction were delinquent 180 days oremin April 2003, approximately $1.7 million weepaid to the
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noteholders from cash in the reserve fuiné.(our restricted cash and our structured notes payabie reduced) as a result of a loan with a
principal amount of $1.7 million which was not répat its original maturity. As a consequence, fetexcess cash flows relating to the 1998
Partnership have been deposited into the resendtednd continued to be deposited until January 28th the reserve fund was equal to the
reserve requirement. As of December 31, 2003, dlsh balance in our reserve fund, included in i@stliinvestments on our consolidated
balance sheet, was approximately $1,265,000.

Structured Loan Sale Transactions

PMC Commercial and PMC Capital entered intissiindemnification agreements regarding the padioce of their respective loans
receivable sold to the Joint Ventures. Prior tortterger with PMC Capital, in accordance with theeagnents, to the extent that poor
performance by either PMC Capital or PMC Commeisisbld loans receivable (the “Underperforming Camyg’) was pervasive enough to
cause the other company (the “Performing Compatoyijot receive cash flow that it otherwise woulddaeceived, then the Underperforming
Company was required to make the Performing Compargle. If the cash flow reduction was consideesdporary, then interest would be
paid as compensation to the Performing Compangeheral, if a loan was liquidated, it could causieferral of cash flow to the Performing
Company and, as a result, interest would be cham#te Underperforming Company until the cash ffoen the Joint Venture repaid the
Performing Company. If the reduction of cash flomess deemed permanent,€., to the extent that the Underperforming Company waat
be able to satisfy the shortfall with the assety thad contributed to the related structured l@d@ sansaction), the reduction in cash flows
would be paid to the Performing Company by the Upedorming Company. At December 31, 2003, the maxn potential amount of future
payments to PMC Capital (undiscounted and withouasteration of any proceeds from the collateraleulying the loans receivable) we co
be required to make under these cross indemnificagreements was approximately $49.0 million &eddiscounted amount was
$33.0 million which represents the estimated falue of the Retained Interests reflected on PMCt@l&pconsolidated balance sheet for the
Joint Ventures. Upon completion of a joint struetlitoan sale transaction and on each subsequemédyaeporting date, management
evaluates the need to recognize a liability assediaith these cross indemnification agreementsmeged with PMC Capital on February
29, 2004 and the cross indemnification agreemeats terminated. Thus, we believe that the fairealfiour obligations pursuant to the cross
indemnification agreements at inception of the thgientures and as of December 31, 2003 and 200Z&rasand no liability was recorded.

When our structured loan sale transactiongwempleted, the transaction documents that theeBREed into contained provisions (the
“Credit Enhancement Provisions”) that govern theetsand the flow of funds in and out of the SPREh&dl as part of the structured loan sale
transactions. The Credit Enhancement Provisioriadecspecified limits on the delinquency, defaultl doss rates on loans receivable included
in each SPE. If, at any measurement date, theqiedimcy, default or loss rate with respect to anlg $#re to exceed the specified limits, the
Credit Enhancement Provisions would automaticaltyease the level of credit enhancement requiresrfenthat SPE. During the period in
which the specified delinquency, default or lode reas exceeded, excess cash flow from the SRByjfwould be used to fund the increased
credit enhancement levels instead of being digiithuvhich would delay or reduce our distributiBuring the first quarter of 2004, as a result
of delinquent loans in the 2001 Joint Venture witprincipal balance of $2.3 million, a Credit Enbament Provision was triggered. As a
consequence, cash flows of approximately $600,80Qing to this transaction have been deferredugilided to fund the increased reserve
requirement. We currently anticipate that the insesl reserve requirement will be relieved when xegoése our option to repurchase these
loans from the 2001 Joint Venture. In the eventlavaot exercise our option to repurchase theses|oma currently estimate that approxima
$1.7 million of additional cash flows related tastiransaction would be deferred and used to fhiedricreased reserve requirement.
Management believes that these funds would bevedén future periods. In general, there can bagsurance that amounts deferred under
Credit Enhancement Provisions will be receivediiife periods or that future deferrals or lossdknet occur.

Litigation

In the normal course of business, includingassets acquired in liquidation, we are subjestarious proceedings and claims, the resolt
of which will not, in management’s opinion, havenaterial adverse effect on our financial positiomesults of operations.

Note 17. Business Segments:

Operating results and other financial datapaesented for our principal business segmentssa’begments are categorized by line of
business which also corresponds to how they areatgak The segments include (i) the Lending Divisiohich originates loans receivable to
small businesses primarily in the hospitality indysind (i) the Property Division which owns thetdl Properties.
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Our business segment data as of Decembei088, 2002 and 2001 and for the years ended Decedib@003, 2002 and 2001 is as

follows:

Revenues
Interest incom«— loans and other incon
Lease incom
Income from retained interests in transferred a:

Total

Expenses
Interest (1,
Depreciatior
Advisory and servicing fees to affiliate, r
Impairment loss on assets held for ¢
Realized losses on retained interests in trangfi
asset
Provision for loan losse
Other

Total
Income from continuing operatiol

Discontinued operation
Gain on sale of real estate investme
Net earning:

Gain on sale of assel
Gain on sale of loans receival

Net income

Additions to real estate investme!

Total asset

Years Ended December 31,

2003 2002
(In thousands)
Lending Property Lending Property
Total Division Division Total Division Division
$ 6,11 $ 6,11¢ $ — $ 7,40C $ 7,40C $ —
5,52¢ — 5,52¢ 5,45¢ o 5,45¢
2,94: 2,94; — 2,89¢ 2,89: —
14,58¢ 9,057 5,52¢ 15,75: 10,29: 5,45¢
3,20¢ 1,48( 1,72¢ 3,44t 1,89¢ 1,547
1,81( — 1,81( 1,75¢ — 1,75¢
1,83¢ 1,49¢ 33¢ 1,77¢ 1,437 33¢
67 67 — 54 54 _
— — — 53 53 —
31C 31C — 65 65 —
52€ 50¢ 17 38¢ 367 18
7,75¢ 3,86t 3,89( 7,53¢ 3,87¢ 3,65¢
6,831 5,192 1,63¢ 8,21¢ 6,41¢ 1,80(
2832 — 28:% 662 — 663
34¢ — 34¢ 49z — 492
632 — 632 1,15¢ — 1,15¢
711 711 — 562 562 —
711 711 — 562 562 0
$ 8,17¢ $ 5,90: $ 2,271 $ 9,93¢ $ 6,981 $ 2,95t
| | | | | |
$ 29C $ — $ 29C $ 38¢ $ — $ 38¢
| | | | | |
As of December 31,
2003 2002
(In thousands)

$ 132,29: $ 86,57( $ 45,72: $ 149,69¢ $ 100,71 $ 48,98
| | | | | |

(1) Interest expense specifically identified to a paudar division is allocated to that division. Inest expense which is not specifici
allocable is allocated based on the relative tats$ets of each divisio
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Year Ended December 31, 2001

Lending Property
Total Division Division

(In thousands)

Revenues
Interest incom— loans and other portfolio incon $ 8,321 $ 8,321 $ —
Lease incomi 5,99/ — 5,99
Income from retained interests in transferred a: 1,81¢ 1,81¢ —
Total 16,13( 10,13¢ 5,99
Expenses
Interest (1 4,02( 2,462 1,557
Depreciatior 1,774 — 1,774
Advisory and servicing fees to affiliate, r 1,711 1,31¢ 392
Realized losses on retained interests in transfersset: 81 81 —
Provision for loan losse 20C 20C —
Other 342 332 10
Total 8,12¢ 4,39¢ 3,73:
Income from continuing operatiol 8,00: 5,741 2,261
Discontinued operation
Net earning: 65( — 65C
65C — 65C
Gain on sale of assel
Gain on sale of real estate investme 1,35(C — 1,35(
Gain on sale of loans receival 1,43: 1,43¢ —
2,78:¢ 1,43¢ 1,35(
Net income $ 11,43¢ $ 7,17¢ $ 4,261
| | |
Additions to real estate investme! $ 49C $ — $ 49C
| | |
December 31, 2001
(In thousands)
Total asset $ 156,34 $ 101,48( $ 54,86
| | |

(1) Interest expense specifically identifiable to atarar division is allocated to that division. krest expense which is not specifici
identifiable is allocated based on the relativeatatssets of each divisio

Note 18. Subsequent Event:

PMC Capital, our affiliate, was merged into @ dommercial, with PMC Commercial continuing as sheviving entity, on February 29,
2004. We now own and operate the businesses of @aftal and its subsidiaries. We believe that tleegar will provide important strategic
and financial benefits to us including larger madapitalization, stabilization of cash flow, suppfor our revenue stream and self-
management. Each issued and outstanding share Gf@apital common stock was converted into 0.37 @fmmon share of PMC
Commercial. As a result, we issued 4,385,800 comshaines of beneficial interest on February 29, 2@0ded at $13.10 per share, which is
the average closing price of our common stockHerthree days preceding the date of the announdeadgrsted by declared but unpaid
dividends. As of December 31, 2003, we had incutr@aksaction costs for the merger of approxima$dlyl 39,000 which are included in other
assets in our accompanying consolidated balanc.:



The merger was accounted for under the puecimethod of accounting as provided by SFAS No. Wé acquired all assets and assumed
all liabilities and preferred stock of PMC CapigalFebruary 29, 2004. Based on our current estiofatalue for PMC Capital’'s assets to be
acquired and liabilities and preferred stock ofssdiary to be assumed, no goodwill will result awmelwill record an extraordinary gain during
the first quarter of 2004.
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Report of | ndependent Auditors on
Financial Statement Schedules

To the Board of Trust Managers of
PMC Commercial Trust:

Our audits of the consolidated financial statemeefisrred to in our report dated March 15, 2004eapimg on page F-2 of the 2003 Form 10-K
also included an audit of the financial statemehedules listed in Item 15(a)(2) of this Form 10HKour opinion, these financial statement
schedules present fairly, in all material respeabts,information set forth therein when read injoantion with the related consolidated finan
statements.

PricewaterhouseCoopers LLP

Dallas, Texas
March 15, 2004
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Schedule 11
PMC COMMERCIAL TRUST AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS
AS OF DECEMBER 31, 2003
(In thousands)

Additions
Balance at Charged to Charged to Balance at
beginning costs and other end
Description of period expenses accounts of period
Year ended December 31, 2001
Loan Loss Reserve $ 10C $ 20C $ — $ 30C
Year ended December 31, 2(C
Loan Loss Reserve $ 30C $ 65 $ — $ 36E
Year ended December 31, 2C
Loan Loss Reserve $ 36E $ 31C $ — $ 67E
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Schedule 111
PMC COMMERCIAL TRUST AND SUBSIDIARIES
REAL ESTATE AND ACCUMULATED DEPRECIATION
AS OF DECEMBER 31, 2003
(In thousands)

Cost Capitalized Gross Amounts at
Subsequent Which Carried at
Initial Cost To Acquisition Close of Period (1)
Building Furniture Building Furniture Building  Furniture
and and and and and and
Description of Property Encumbrances Land Improvements  Fixtures Land Improvements  Fixtures Land Improvements Fixtures Total
The following are all hotel properties
operating as Amerihost Ini

Ashland, OH $ — $ 215§ 2,62¢ $ 18t $ — 5 $ 46 % 215§ 2,631 $ 231 $ 3,07i
Coopersville, MI 1,33¢ 24z 1,99¢ 18C — 4 66 24z 2,00: 24€ 2,491
Eagles Landing, G/ — 32t 1,81t 18C — 4 19 32t 1,81¢ 19¢  2,34:
Grand Rapid-N, Ml 1,54: 221 2,32: 18C — 5 43 221 2,32¢ 223 2,77:
Grand Rapid-S, MI 1,471 36€ 2,17: 182 — 4 49 36€ 2,171 232 2,771
Jackson, TN — 403 1,93¢ 182 — 4 36 403 1,94( 21¢  2,56:
McKinney, TX — 272 2,06¢ 182 — 4 37 273 2,07( 22C 2,56t
Monroe, Ml — 272 2,06( 18¢ — 4 10C 273 2,064 28¢  2,62¢
Mosinee, WI 1,08¢ 14C 1,41¢ 15¢ — 3 48 14C 1,41¢ 207 1,76¢
Mt. Pleasant, £ 98C 17¢ 1,85] 18¢ — 4 76 17¢ 1,85¢ 265 2,29¢
Port Huron, Ml — 262 2,07¢ 182 — 4 45 262 2,08( 228 2,571
Rochelle, IL 881 221 2,017 182 — 4 57 221 2,021 24C 2,48
Smyrna, GA — 29C 1,74¢ 18C — 4 75 29C 1,75% 258 2,29¢
Storm Lake, 1A 1,33¢ 22C 1,71¢ 182 — 3 16 22C 1,71¢ 19¢  2,13¢
Tupelo, MS — 23€ 1,901 182 — 4 33 23€ 1,90¢ 21€ 2,351
Wooster— E, OH — 171 1,67¢ 174 — 3 51 171 1,67¢ 228 2,07
Wooster— N, OH — 262 1,57¢ 22¢ — 7 40 263 1,58: 268 2,11«
Macomb, IL 1,65( 194 2,271 18C — 4 69 194 2,281 248 2,72¢
Sycamore, IL 1,607 25C 2,22( 18C — 4 65 25C 2,22¢ 248 2,71¢
Marysville, OH 1,35¢ 30C 2,71Z 237 — 6 61 30C 2,71¢ 298  3,31¢
Plainfield, IN 1,464 30C 1,96: 18C — 4 36 30C 1,96¢ 21€ 2,48
$ 1471 $ 5341 $ 42,14 $ 390 $ —  $ 88 $ 1,066 $ 5341 $§ 42230 $ 4,971 $52,54¢
— —— — I — I |

(1) The aggregate cost of our real estate for Federebime tax purposes was $52,549,000 (unaudi
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Schedule 111
PMC COMMERCIAL TRUST AND SUBSIDIARIES
REAL ESTATE AND ACCUMULATED DEPRECIATION
AS OF DECEMBER 31, 2003
(In thousands)

Accumulated

Description of Property Depreciation - Life upon
Building and Which
The following are all hotel Improvements; Depreciation
properties operating as Furniture and Date of Date of in Statement
Amerihost Inns Fixtures Construction Acquisition Is Computed
Ashland, OH $ 53€ 8/9/199¢ 6/30/199! 7 - 35 years
Coopersville, Ml 454 1/9/199¢ 6/30/199¢ 7 - 35 years
Eagles Landing, G/ 417 8/8/199¢ 6/30/199¢ 7 - 35 years
Grand Rapid-N, Ml 487 7/5/199¢ 6/30/199! 7 - 35 years
Grand Rapic-S, MI 47% 6/11/199° 6/30/199¢ 7 - 35 years
Jackson, TN 44C 4/1/199¢ 6/30/199¢ 7 - 35 years
McKinney, TX 452 1/6/199" 6/30/199! 7 - 35 years
Monroe, Ml 48¢ 9/19/199° 6/30/199¢ 7 - 35 years
Mosinee, WI 357 4/30/199: 6/30/199¢ 7 - 35 years
Mt. Pleasant, 1/ 44z 7/2/199° 6/30/199! 7 - 35 years
Port Huron, MI 43€ 7/1/199° 6/30/199¢ 7 - 35 years
Rochelle, IL 447 3/7/199° 6/30/199¢ 7 - 35 years
Smyrna, GA 414 1/8/199¢ 6/30/199! 7 - 35 years
Storm Lake, I1A 40¢ 3/13/199° 6/30/199! 7 - 35 years
Tupelo, MS 43C 7/25/199° 6/30/199¢ 7 - 35 years
Wooster— E, OH 40C 1/18/199: 6/30/199! 7 - 35 years
Wooster— N, OH 403 10/21/199! 6/30/199! 7 - 35 years
Macomb, IL 42% 5/1/199¢ 3/23/199¢ 7 - 35 years
Sycamore, IL 41€ 5/31/199¢ 3/23/199¢ 7 - 35 years
Marysville, OH 514 6/1/199( 3/5/199¢ 7 - 35 years
Plainfield, IN 374 9/1/199: 3/5/199¢ 7 - 35 years
$ 9,21(
|
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Schedule Il
PMC COMMERCIAL TRUST AND SUBSIDIARIES
REAL ESTATE AND ACCUMULATED DEPRECIATION
AS OF DECEMBER 31, 2003

(In thousands)

Gross amount carried:

Totals
Balance at December 31, 2C $ 70,94:
|
Additions during period
Acquisitions through foreclosu —
Other Acquisitions —
Improvements, et 49C
Other (describe — $ 49C
Deductions during periot
Cost of real estate so (12,43¢)
Other (describe — $ (12,436
Balance at December 31, 2C $ 58,99t
|
Additions during period
Acquisitions through foreclosu —
Other Acquisitions —
Improvements, et 38¢
Other (describe = $ 38¢
Deductions during periot
Cost of real estate so

Real estate held for s¢

(4,965)

(2159 $ (7,129

Balance at December 31, 2C $ 52,25¢
|
Additions during period
Acquisitions through foreclosu —
Other Acquisitions —
Improvements, et 29C
Other (describe — $ 29C

Deductions during periot
Cost of real estate so

Real estate held for s¢

Balance at December 31, 2C

Accumulated Depreciation:

(2570 $ (2,570

$ 49,97¢

Balance at December 31, 20

$ 5,26



Additions during period
Depreciation expense during the per
Accumulated Depreciatiol
Assets sold or writte-off during the perioc

Balance at December 31, 2C

Additions during period
Depreciation expense during the per
Accumulated Depreciatiol
Real estate held for se
Assets sold or writte-off during the perioc

Balance at December 31, 2C

Additions during period
Depreciation expense during the per
Accumulated Depreciatiol
Real estate held for s
Assets sold or writte-off during the perioc

Balance at December 31, 2C
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(282)
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Schedule IV
PMC COMMERCIAL TRUST AND SUBSIDIARIES
MORTGAGE LOANS ON REAL ESTATE

AS OF DECEMBER 31, 2003
(In thousands, except footnotes)

Principal Amount
of Loans Subject

Interest Rate Final Periodic Face Carrying to Delinquent
Maturity Payment  Prior Amount of Amount of Principal
Description of Property Variable Fixed Date Terms Liens Mortgages (1.  Mortgages or Interest
100% of our mortgages are commercial first
mortgages on limited service hospitality proper
Mortgages 3% or greater:
Richmond, VA 5.65% 4/25/202: 2 $ — $ 3,37¢ $ 3,35t $ —
Davenport, 1A 5.15% 5/12/202: 3) — 3,057 3,03¢ —
Orlando, FL 8.25% 1/1/202: (4) 2,90( 2,90¢
Emporia, VA 5.15% 12/16/202: (5) 2,591 2,60(
Stroudsburg, P/ 10.80% 9/1/201° (6) 2,201 2,18
Kingman, AZ 5.40% 12/31/202: (7) 2,171 2,18(
Arlington, TX 10.63% 4/5/200: (8) 1,74¢ 1,07%8) 1,74¢
Dunkirk, NY 5.15% 4/9/202: 9) 1,71C 1,70C
LaGrange, G/ 5.15% 9/12/202: (10 1,662 1,66:
Pikesville, MD 9.85% 4/23/200! (11) 1,62z 1,61¢
Grand Prairie, T> 10.90% 4/18/2001 (12 1,61¢ 1,60€
Emporia, VA 5.15% 2/28/202: (13) 1,561 1,55¢
Runnemede, N 10.90% 9/11/200¢ (12 1,53: 1,52( —
States 3% or greater (14)
Size of Loans
Number (In thousands)
of
Loans From To
Texas 3 $ 20C  $1,00( 10.50% 2/01/04-12/02/1" — 1,811 1,79¢ —
1 (15) (15) 10.99% 9/13/200¢ — 1,06( 1,058 —
Florida 2 $ 60C  $1,00( 8.25% 10.25% 01/23/0:--04/30/0¢ — 1,23¢ 1,23%
1 (15) (15) 5.40% 3/30/202: — 1,42( 1,42¢
Arizona 1 (15) (15) 5.40% 12/31/200: — 66C 66C —
2 $1,00C  $1,50( 5.40% 9.50% 9/06/04-1/20/2% — 2,18¢ 2,167 —
Maryland 2 $ 70C  $1,30( 9.60% to 10.25% 2/20/17%-4/07/1¢ — 1,99¢ 1,98¢
New York 1 (15) (15) 8.85% 12/1/2001 — 50 50
Ohio 1 (15) (15) 11.37% 8/12/200: — 18C 17¢ —
2 $1,20C  $1,50( 9.00% to 11.379 8/12/04--06/02/1¢ — 2,28¢ 2,27¢ —
Mississippi 2 $1,000  $1,20( 9.25% to 10.75% 10/02/0¢--4/14/1¢ — 2,21¢ 2,204 —
Other 4 $ 10C  $1,00C 10.75% to 10.909 12/01/0%--07/31/1. — 2,27¢ 2,25¢ —
5 $1,000 $1,60C 5.40% to 5.65¢ 9.60% to 10.75% 8/23/0¢--5/05/2% — 6X358 6,294 —
$ — $ 51,48¢ $50,58¢ $ —
] — — —
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(1)
)

@)
(4)

(®)
(6)
()

(8)
9)

(10)
(11)
(12)
(13)

(14)
(15)

Footnotes:

The aggregate cost of our mortgages for Federabine tax purposes was $51,486,000 (unaudi

Payments based on variable interest rate, adjusiuarterly until maturity. Prepayment charge fasfifive years is 5% of the princip
prepaid. Prepayment charge for the second fivey&aB% of the principal prepaid. Thereafter, nepayment charge

Payments based on variable interest rate, adjusgungrterly until maturity. Prepayment is prohibitéat first five years; thereafter 10'
of prepaid principal

Payments based on variable interest rate, adjusgugrterly until maturity. Prepayment is prohibitedtil certificate of occupancy
issued; from then and continuing and including dlage which is five years from the date the secmmdriote is paid in full, 10% charge
on prepaid principal; no prepayment charge thereai

Payments based on variable interest rate, adjusiingrterly until maturity. Prepayment charge is 586 six years from December =
2003; no prepayment penalty at expiration of siarge

Payments are equal until September 1, 2007. Atdht, interest rate may be changed at our dissretiPrepayment charge is based
a Yield Maintenance Premiut

Payments based on variable interest rate, adjusgugrterly until maturity. Prepayment charge is %66 five years from December
2003; 3% for the next five years from that date ancrepayment charge after ten years from Decerap2003.

An impaired loan with a face amount of $1,748,0086 a valuation reserve of $675,0(

Payments based on variable interest rate, adjusgugrterly until maturity. Prepayment charge fasfifive years is 5% of the princip
prepaid. Prepayment charge for the second fivey&at.5% of the principal prepaid. Thereafter,prepayment charge

Payments based on variable interest rate, adjugguarterly until maturity. No prepayment charge fist year; years two through s
10% of the principal prepaid; years seven througlkrty prepayment charge is 2% of the prepaid ppiaic

Payments based on fixed interest rate. Prepayntearge is greater of nine-five days of interest or Yield Maintenance Premi
Payments based on fixed interest rate. Prepaynfearge is greater of 2% of prepaid principal or \dé¥laintenance Premiur
Payments based on variable interest rate, adjusgungrterly until maturity. Prepayment charge fawsfifive years is 5% of the princip
prepaid. No prepayment charge thereaf

For those loans which were individually less th# 8f our portfolio, we have grouped the outstandiatance by state

Range not presented as represents only one
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Schedule IV
PMC COMMERCIAL TRUST AND SUBSIDIARIES
MORTGAGE LOANS ON REAL ESTATE
AS OF DECEMBER 31, 2003
(In thousands)

Balance at December 31, 20

Additions during period
New mortgage loan

Other— accretion of commitment fet

Deductions during periot
Collections of principa

Foreclosure:

Cost of mortgages so

Amortization of premiun

Loan loss reserv

Other— deferral for collection of commitment fees, netcosbts

Balance at December 31, 2C

Additions during period
New mortgage loan

Other— accretion of commitment fet

Deductions during periot
Collections of principa

Foreclosure:

Cost of mortgages so

Amortization of premiun

Loan loss reserv

Other— deferral for collection of commitment fees, netofbts

Balance at December 31, 20

Additions during period
New mortgage loarn

Other— accretion of commitment fet

Deductions during perio¢
Collections of principa

Foreclosure:
Cost of mortgages so

Amortization of premiun

(5,93¢)

(32,667)

(200)

(4739

32,77¢

45¢

(12,26¢)

(27,219

(65)

(175)

31,32

362

(7,619

(45,03%)

Totals

$ 65,64¢

52,11(

$ (39,270

$ 78,48!

33,23

$ (39,729

$ 71,99:

31,68:



Loan loss reserv (310

Other— deferral for collection of commitment fees, netofbts (230) $ (53,090
Balance at December 31, 2C $ 50,58
|
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Exhibit
Number

EXHIBIT INDEX

Description

2.1

2.2

2.3

3.1

3.1(a)

3.1(b)

*3.1(c)

3.2

4.1

10.2

Agreement of Purchase and Sale, dated as of May9®B, by and amor
Registrant and the various corporations identifiadexhibit A thereto (whic
includes as Exhibit D thereto, the form of the Magigreement relating to
the leasing of the properties), including AmerihBsbperties, Inc. and
Amerihost Inns, Inc. (previously filed with the Carission as Exhibit 2.2 to
the Registrant’s Form 8-K dated June 5, 1998 acdrporated herein by
reference)

Agreement and Plan of Merger by and between PMCr@ertial Trust an
PMC Capital, Inc. dated March 27, 2003 (previod#éd with Commission
as Annex A to the Registrant’s Form S-4 dated Ndyemi 0, 2003 and
incorporated herein by referenc

Amendment No. 1 to Agreement and Plan of Mergewbeh PMC
Commercial Trust and PMC Capital, Inc. dated Augyst003 (incorporated
by reference to Exhibit 2.5 from Registrant’s Far®Q filed on August 12,
2003).

Declaration of Trust. Previously filed as an exbibiour Registration
Statement on Form S-11 filed with the Commissiodone 25, 1993, as
amended (Registration No.-65910), and incorporated herein by referel

Amendment No. 1 to Declaration of Trust. Previod#gd as an exhibit ti
our Registration Statement on Form S-11 filed ligh Commission on
June 25, 1993, as amended (Registration No. 33858fd incorporated
herein by referenc:

Amendment No. 2 to Declaration of Trust (incorpetaby reference from
Registrar’s Form 1i-K for the year ended December 31, 19!

Amendment No. 3 to Declaration of Trust dated Fabrd 0, 2004

Bylaws. Previously filed as an exhibit to our Régition Statement on
Form S-11 filed with the Commission on June 25,31%% amended
(Registration No. 3-65910), and incorporated herein by refere

Instruments defining the rights of security holddise instruments filed i
response to items 3.1 and 3.2 are incorporateusritem by reference.
Previously filed as an exhibit to our Registratiftatement on Form S-11
filed with the Commission on June 25, 1993, as atadr{Registration
No. 3:-65910), and incorporated herein by referel

1993 Employee Share Option Plan. Previously fiedmexhibit to ou
Registration Statement on Forr-11 filed with
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Registration Statement on Form S-11 filed with@wmmission on June 25,
1993, as amended (Registration No. 33-65910), racatporated herein by
reference

Trust Indenture between PMC Joint Venture, L.P.280d BNY Midwest
Trust Company, dated as of December 15, 2000 (cated by reference to
Exhibit 2.1 from Registra’s Form K filed on March 13, 2001,

Servicing Agreement by and among BNY Midwest Ti@smpany, PMC
Joint Venture, L.P. 2000 and PMC Capital and PM@@ercial Trust, date
as of December 15, 2000 (incorporated by referémé&sxhibit 2.2 from
Registrar's Form K filed on March 13, 2001

Servicing Agreement by and among BNY Midwest Tdsmpany as Trust
and Supervisory Servicer, PMC Joint Venture, LBOLR as Issuer and PMC
Capital, Inc. and PMC Commercial Trust, as Sergi¢agrcorporated by
reference to Exhibit 10.1 from Registrant's FormQ@or the quarterly
period ended June 30, 200

Trust Indenture by and among BNY Midwest Trust Campas Trustee ar
PMC Joint Venture, L.P. 2001, as Issuer (incorpatdtty reference to
Exhibit 10.2 from Registrant’s Form 10-Q for theagterly period ended
June 30, 2001,

Amended and Restated Master Agreement, dated Jagry 24, 2001, by
and among PMC Commercial Trust, and certain dfutssidiaries, and
Amerihost Properties, Inc., doing business as &ttin Hospitality, Inc.
(incorporated by reference to Exhibit 2.3 from Régint’'s Form & filed on
March 13, 2001)

Trust Indenture between PMC Joint Venture, L.P.2-1 and BNY Midwes
Trust Company, dated April 3, 2002 (incorporateddfgrence to Exhibit 2.1
from Registrar's Form -K filed on April 19, 2002)

Servicing Agreement by and among BNY Midwest Ti@smpany, PMC
Joint Venture, L.P. 2002-1, PMC Capital, Inc. aMd@Commercial Trust,
dated April 3, 2002 (incorporated by reference xbiBit 2.2 from
Registrar’s Form K filed on April 19, 2002)

Investment Management Agreement between PMC Capital] PMC
Commercial Trust and PMC Advisers, Ltd. dated Jyl2003 (incorporated
by reference from Registré s Form 1-Q filed August 12, 2003

Trust Indenture between PMC Joint Venture, L.P.320@&nd The Bank of
New York, as Trustee, dated September 16, :
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Capital, Inc. and PMC Commercial Trust as Servicgased September 16,
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*10.29 Revolving Credit Agreement dated February 29, 208veen PM(
Commercial and Bank One, Texas, N

*10.30 Employment contract with Lance B. Rosemore dateute®aber 17, 200:

*10.31 Employment contract with Andrew S. Rosemore datgt&nber 17, 200:

*10.32 Employment contract with Barry N. Berlin dated Sapber 17, 200:

*10.33 Employment contract with Jan F. Salit dated Septmif@, 2003

*10.34 Employment contract with Cheryl T. Murray datedyJi 2001.

*10.35 Assumption, Waiver and Amendment Agreement datdxiuaey 27, 2004
between PMC Capital, Inc., PMC Commercial Trustusiy Life of Denver
Insurance Company and ING USA Annuity and Life agice Company

10.36 Senior Note dated April 19, 1995 for $5,000,00thv@ecurity Life of Denve
Insurance Company (incorporated by reference tatibdh27 from PMC
Capital, Inc.’s (Commission File Number 1-09589)rmAd.0-K for the year
ended December 31, 199

10.37 Senior Note dated July 19, 1999 for $10,000,000 &Eduitable Life
Insurance Company of lowa (incorporated by refezend=xhibit 4.32 from
PMC Capital, Inc.’s (Commission File Number 1-09588rm 10-K for the
year ended December 31, 19¢

10.38 Senior Note dated July 19, 2000 for $10,000,000 Sicurity Life of Denve
(incorporated by reference to Exhibit 4.33 from PKl&pital, Inc.’s
(Commission File Number 1-09589) Form 10-K for ytear ended
December 31, 2000

10.39 Senior Note dated July 19, 2001 for $10,000,000 B&curity Life of Denve

(incorporated by reference to Exhibit 4.36 from Pi@pital, Inc.’s
(Commission File Number 1-09589) Form 10-K for ytear ended
December 31, 2001
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EXHIBIT 3.1(c)

ARTICLES OF AMENDMENT
TO THE
DECLARATION OF TRUST
OF
PMC COMMERCIAL TRUST

Pursuant to the provisions of Section 22.40 offtbras Real Estate Investment Trust Act (the "T&daBl Act"), the undersigned Texas real
estate investment trust (the "Trust") adopts thiewiang Articles of Amendment to its Declaration tofist.

1. The name of the Trust is PMC Commercial Trust.

2. The date on which the Declaration of Trust &f Tmust was filed with the Secretary of State afd%is June 4, 1993 and the file number
assigned by the Secretary of State is 8268 0000809.

3. Paragraph (f) of Article Eight of the Trust'sdlsation of Trust is hereby amended in its entitetread as follows:
"ARTICLE EIGHT

"(f) Except as otherwise specifically required bylor this Declaration of Trust or as specificadtpvided in any resolution or resolutions of
the Trust Managers providing for the issuance gffarticular series of Preferred Shares, the Com8tares shall have the exclusive right to
vote on all matters (as to which common sharehsldball be entitled to vote pursuant to applicédlé at all meetings of the shareholders of
the Trust. Subject to the provisions of the Tex&$TRAct and this Declaration of Trust that may rigqua greater voting requirement, any
matter to be voted upon by holders of the Commaré&hshall be approved if the matter receivesffirenative vote of the holders of at leas
majority of the Common Shares that are represeantpdrson or by proxy at a meeting of shareholderhich a quorum is present.”

4. The Declaration of Trust is hereby amended byetiidition of Article Twenty-Six:
"ARTICLE TWENTY-SIX

Except as otherwise provided herein, the TrustlaslBy may be amended or repealed or new Bylaws readbpted from time to time by
resolution adopted by the Trust Managers."

5. The foregoing amendments were recommended bBdhed of Trust Managers and approved by the sbédels of the Trust effective
January 9, 2004.

6. The amendments were approved in accordanceSeittion 20.20 the Texas REIT Act or as otherwiswiged in the Declaration of Trust or
Bylaws.



7. The number of shares of the Trust issued arstanding at the time of adoption of these amendsneas: 6,449,291 shares of common
stock, par value $0.01 per share ("Common Stodkig. holders of 6,366,558 shares of Common Stock wegsent in person or by proxy at
the Annual Meeting of Shareholders held on Jan@ag004.

8. The number of shares voting in favor of or agiihe proposal to amend paragraph (f) of ArtidghEof the Declaration of Trust as set forth
herein was as follows:

Stock For Against Percentage Approval

Common Stock 4,461,037 168,027 69

9. The number of shares voting in favor of or agiihe proposal to amend the Declaration of Trysidding Article Twenty-Six as set forth
herein was as follows:

Stock For Against Percentage Approval

Common Stock 4,300,761 292,922 67

[The next page is the signature page.]



IN WITNESS WHEREOF, these Articles of Amendmenttte Declaration of Trust of the Trust have beercated this 10th day of February,
2004.

PMC COMMERCIAL TRUST

By: /s/ Lance B. Rosenore

Lance B. Rosenore, Chief Executive Oficer



EXHIBIT 10.29

CREDIT AGREEMENT
among
PMC COMMERCIAL TRUST,
as Borrower

BANK ONE, NA,
as Administrative Agent

and

THE LENDERS NAMED HEREIN,
as Lenders

FEBRUARY 29, 2004

$40,000,000 SENIOR UNSECURED
REVOLVING CREDIT FACILITY
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CREDIT AGREEMENT

THIS CREDIT AGREEMENT is entered into as of Febsua®, 2004, among PMC COMMERCIAL TRUST, a real estavestment trust
organized under the laws of the State of Texasrft®eer"), certain Lenders (defined below) and BARE, NA, a national banking
association with its main office in Chicago, lllispas Administrative Agent (defined below) foreifsand the other Lenders.

PRELIMINARY STATEMENT:

A. Borrower is a commercial lender that origindtens to small business enterprises, primarilyatethlized by first liens on the real estate of
the related business. Borrower's lending functiamsésts primarily of making loans to borrowers vdpeerate in the lodging industry.

B. Borrower and Bank One (defined below) have pmesiy entered into that certain Revolving Credirdgment (as renewed, extended or
amended, the "Previous Agreement") dated as of Mbee 29, 1999, whereby Bank One provided a revglemedit facility to Borrower for tr
purpose of financing Borrower's mortgage loan o@d¢jon business.

C. PMC Capital, Inc., a Florida corporation ("PM@gtal") and Bank One have previously entered ih&t certain Revolving Credit
Agreement (as renewed, extended or amended, th€ '@apital Agreement") dated as of March 22, 20Qteneby Bank One provided a
revolving credit facility to Borrower for the purpe of financing PMC Capital's commercial loan arégion business.

D. Pursuant to that certain definitive Agreement Bfan of Merger dated as of March 27, 2003, Boetoand PMC Capital will be merged and
Borrower will be the surviving entity.

E. Borrower has requested that Bank One extendtd¢oeBorrower not to exceed a total principal ambaf $40,000,000 to be used by the
Borrower to finance Borrower's mortgage and commeétaan origination or for general corporate plees.

F. Upon the effectiveness of the merger of the 8eer and PMC Capital contemplated by the Mergeragrent (the "Merger"), the Previous
Agreement and the PMC Capital Agreement will benieated and this agreement will become effective.

ACCORDINGLY, for adequate and sufficient considerat the receipt of which is hereby acknowledgedirBwer, Administrative Agent and
Lenders agree as follows:

SECTION 1. DEFINITIONS AND TERMS.
1.1 Definitions. As used in the Credit Documents:

"Administrative Agent" means Bank One, NA (or itsessors appointed under Section 12), actingraialrative, managing and syndicat
agent for Lenders under the Credit Documents.



"Affiliate” of a Person means any other Person whiectly or indirectly controls, is controlled byr is under common control with that Pers
For purposes of this definition (a) "control,” "¢osiled by," and "under common control with" mearspession, directly or indirectly, of power
to direct or cause the direction of managemenbticigs (whether through ownership of voting setbesi or other interests, by contract or
otherwise) and

(b) the Companies are "Affiliates" of each other.

"Amerihost Properties" means any of the 30 hoteléoroperties acquired by Borrower in connectidthwa sale/leaseback transaction dated
May 21, 1998, between Borrower and Amerihost Pridgerinc., which are still owned by Borrower ag éipplicable date of determination.

"Applicable Margin" means, for any day, the margfrinterest under or over the Base Rate or the [RBRte, as the case may be, that is
applicable when the Base Rate or LIBOR Rate, alcape, is determined under this agreement, whielngin of interest shall be as follows:

TYPE OF BORROWING APP LICABLE MARGIN
Base Rate - 0.5000%
LIBOR Rate 1.8750%

"Asset Coverage Ratio" means, at any time the mdt{@ the sum of (A) unencumbered cash and casiivalents of Borrower and First
Western, plus (B) eighty-five percent (85%) of #ggregate outstanding principal balance of whoknanmbered Performing Commercial
Loans then owned by Borrower or First Western, fQisfifty percent (50%) of the retained interegnsisting of interest only strip and excess
collateralized portions only, plus (D) fifty peragb0%) of the most recent appraised value of thenaumbered Amerihost Properties to (ii)
outstanding principal amount of all Funded Debhéotany than Mortgages related to the Amerihospéht@es and preferred stock of PMC
Investment Corporation) for which either Borroweirst Western is obligated.

"Asset Securitization" means any transaction desef transactions that may be entered into by@ompany pursuant to which such
Company or any of its Subsidiaries may sell, cormegtherwise transfer any of their assets to ai@pPurpose Entity, and pursuant to which
the Special Purpose Entity will, in turn, pay telslCompany a portion of the proceeds of a secuaraul ér debt offering to public or private
investors (with such secured loan or debt offelieing, among other things, non-recourse to Borrpwer

"Assignment" means any assignment described indet8.3.
"Bank One" means Bank One, NA., in its individuapecity as a Lender, and its successors and assigns

"Base Rate" means, for any day, the greater airfagdnnual interest rate equal from day to dayedltating annual interest rate established by
Administrative Agent from time to time as its baage of interest, which may not be the lowest @t rgterest rate charged by
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Administrative Agent on loans similar to the Bortings and (b) the sum of the Federal Funds Rate(ph#%.
"Base Rate Borrowing" means a Borrowing bearingrazdt at the sum of the Base Rate plus the Appéddiargin for Base Rate Borrowings.
"Borrower" is defined in the preamble to this agneat.

"Borrowing" means any amount disbursed (a) by an@are Lenders to or on behalf of Borrower under@redit Documents, either as an
original disbursement of funds or a renewal, extananodification or continuation of an amount datsling, or (b) by any Lender in
accordance with, and to satisfy a Company's olitigatunder, any Credit Document.

"Borrowing Date" is defined in Section 2.3(a).

"Borrowing Request" means a request, subject tti@e2.3(a), substantially in the form of Exhibita®d otherwise in form and scope
acceptable to Administrative Agent.

"Business Day" means (a) for purposes of any LIB¥Re Borrowing, a day when commercial banks are d@einternational business in
London, England, and (b) for all other purposey, @ay other than Saturday, Sunday and any othetidgynost commercial banks in Texas
are closed.

"Capital Lease"” means any capital lease or sublehgsh should be capitalized on a balance sheat@ordance with GAAP.

"Cash Flow" shall mean for the Companies, for thgliaable period, an amount equal to (a) EBITDAsI€b) Distributions, plus (c) principal
amounts repaid to Borrower with respect to Mortgagans and Commercial Loans, less (d) Interest Ex@gess (e) payments of principal
made by Borrower with respect to its Debt othenttiee Obligation; provided that in the case of Bept with bullet payments due during such
period, Cash Flow shall be calculated based on patgrthat would be due during such period pursieaathypothetical 15-year amortization
of such bullet payments.

"CERCLA" means the Comprehensive Environmental Besp, Compensation and Liability Act of 1980, 43IC€.. Sections 9601 et seq.

"Change of Control" means the acquisition by angs®e, or two or more Persons acting in concerenfeficial ownership (within the meani
of Rule 13d-3 of the Securities and Exchange Comionisunder the Securities Exchange Act of 1934nasnded) of 20% or more of the
outstanding shares of beneficial interest of Boephaving voting rights.

"Charge©Off Ratio” means a fraction, expressed as a peagenthe numerator of which is the sum of the atabunts charged off by Borrow
with respect to its Mortgage Loans (less any sucbunts subsequently recovered) during the appkcpétiod of determination, and the
denominator of which is the aggregate average ipahbalance of all of Borrower's Mortgage Loansdoch period.
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"Closing Date" means the date upon which this agese has been executed by Borrower, Lenders andrisinative Agent and all conditions
precedent specified in Section 5.1 have been atisf waived.

"Code" means the Internal Revenue Code of 1986.

"Commercial Loan Obligor" means each Person whablggated or liable for the payment or performantall or any portion of a Commercial
Loan.

"Commercial Loans" means loans made by any Comfzaagy Person (other than an Affiliate of the Conipg) for business or commercial
purposes and not for family consumer or househsé] which loans are secured by real property aoped property.

"Commitment” means an amount (subject to reduaiiorancellation as herein provided) equal to $40,000.
"Commitment Usage" means, at the time of any deatextion thereof, the aggregate Principal Debt.

"Commitment Percentage" means, for any Lenderptbportion (stated as a percentage) that its Comerit bears to the total Commitment
all Lenders.

"Committed Sum" means, for any Lender, the amasuibjéct to reduction or cancellation as providethia Agreement) stated beside its name
on Schedule 2, as such amount may be adjustedgmirsupermitted assignments of such Lender's Rigbtreflected from time to time on the
most recently amended Schedule 2, if any, delivbyeddministrative Agent pursuant to this agreement

"Companies" means at any time, Borrower and eads sfibsidiaries (other than any Special Purpog#i€s).

"Compliance Certificate" means a certificate sutisadly in the form of Exhibit D, and otherwise fiorm and scope satisfactory to
Administrative Agent, and signed by a Responsilffec€r of Borrower.

"Consequential Loss" means any loss, expense actied in yield (but not any Applicable Margin) treny Lender reasonably incurs because
(a) Borrower fails or refuses (for any reason whewer other than a default by Administrative Agena Lender claiming that loss, expense or
reduction in yield) to take any Borrowing that &shrequested under this agreement or (b) Borrovegrags or pays any Borrowing or converts
any Borrowing to a Borrowing of another Type, irtle@ase, other than on the last day of the appédakerest Period.

"Consolidated Companies" means, at any time, Bagramd each of its Subsidiaries (including any &pé&wrpose Entities that, according to
GAAP, are required to be shown on Borrower's cadat#d Financials).
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"Construction Loan" means any Mortgage Loan wiipeet to which the loan funds are used to finaheebnstruction, renovation or
improvement of one or more Projects (provided shah Mortgage Loan will no longer constitute a Gardion Loan once the construction,
renovation or improvement of such Project or Prigjéx completed, if the Mortgage Loan is structusedis to convert automatically to a
permanent loan upon completion of the construgbierod).

"Conversion Notice" means a notice and request BBamower to Administrative Agent, subject to Sent.10, substantially in the form of
Exhibit C, and otherwise in form and scope satisfigcto Administrative Agent.

"Credit Documents" means (@) this agreement, gaatés and reports delivered under this agreeraedtexhibits and schedules to this
agreement,

(b) all agreements, documents, and instrumentaviarfof Administrative Agent or Lenders (or Admin&ive Agent on behalf of Lenders) e
delivered under this agreement or otherwise dedivém connection with all or any part of the Obtiga (other than Assignments), and (c) all
renewals, extensions, modifications and restatesrafnand amendments and supplements to, any débtbgoing, which are made in
accordance with the provisions of the respectived@Documents.

"Current Financials," unless otherwise specified:

(a) means either (i) the Companies' consolidatedriials for the year ended December 31, 2003i) @t @ny time after annual Financials are
first delivered under Section 7.1(a), the Compariesual Financials then most recently delivereddministrative Agent under Section 7.1
together with the Companies' quarterly Financiastmost recently delivered to Administrative Agentler Section 7.1(b); but

(b) does not include the results of operation ashdlows for any Company for the time period befibbecomes a member of Borrower's
consolidated group.

"Debt" means, with respect to any Person on any dfatletermination (without duplication), (a) aliligations for borrowed money, (b) all
obligations evidenced by bonds, debentures, natssnilar instruments, (c) all obligations to p&gtdeferred purchase price of property or
services, except trade accounts payable arisittteinrdinary course of business, which are paidwhee in accordance with ordinary-course
payment terms or which are being contested in daitialin appropriate proceedings, (d) all obligaarising under acceptance facilities or
facilities for the discount or sale of accountdoans receivable, (e) all direct or contingent gdifions in respect of letters of credit, (f) Capita
Lease obligations, () liabilities secured (orvidrich the holder of any obligations or liabilitieas an existing Right, contingent or otherwis
be so secured) by any Lien existing on propertyeshor acquired by that Person and (h) all guarsngiedorsements and other contingent
obligations for liabilities, obligations or the mé&enance of the financial condition of others, urdthg obligations to repurchase or purchase
properties or to maintain or cause to maintainfamncial condition.

"Debtor Relief Laws" means the Bankruptcy Codehefltnited States of America and all other appliedévs providing for liquidation,
conservatorship, bankruptcy, moratorium,



rearrangement, receivership, insolvency, reorgéinizaor suspension of payments or similar GovemmiadeRequirements affecting creditors'
Rights.

"Default Rate" means, for any day, an annual isterate equal to the lesser of either (a) the Bage on such day plus 3.0% or (b) the
Maximum Rate.

"Delinquent Loans" means, at any time, the sunm)dhé aggregate unpaid principal amount of Comiaktmans and Mortgage Loans owned
by any Company or Special Purpose Entity which3drer more days delinquent (whether under theainitayment plan or a modified paym
plan established pursuant to a workout), plusa§gets acquired in satisfaction of debt, including assets acquired through foreclosure, by
deed-in-lieu of foreclosure, liquidation or othénsar actions, plus (iii) Commercial Loans and Nyage Loans then subject to any legal suit,
arbitration proceeding or other similar action coqeeding.

"Distribution” means, with respect to any shareamf beneficial interests, capital stock or ottegrigy securities issued by a Person (a) the
retirement, redemption, purchase, repurchase er eitquisition for value of those securities, ({8 tleclaration or payment of any dividend on
or with respect to those securities, (c) any loaadvance by that Person to, or other investmerthétyPerson in, the holder of any of those
securities and (d) any other payment by that Pengtinrespect to those securities.

"EBITDA" means, with respect to any Person andafoy period (without duplication) an amount equalapNet Income, plus (b) to the extent
deducted in calculating Net Income, the sum ofinfi¢rest Expense, plus (ii) Tax expense, plusd@preciation and amortization from its
continuing operations, minus (c) to the extentudeld in calculating Net Income, any gains thatexteaordinary items.

"Employee Plan" means any employee pension beplefit(a) covered by Title IV of ERISA and estabéidlor maintained by Borrower or any
ERISA Affiliate (other than a Multiemployer Plan) @) established or maintained by Borrower or BRISA Affiliate or to which Borrower
or any ERISA Affiliate contributes, under the Gawerental Requirements of any foreign country.

"Environmental Investigation” means any healthegabr environmental site assessment, investigasimay, review, audit, compliance audit
or compliance review conducted at any time or ftome to time (whether at the request of Administatigent or any Lender, upon the order
or request of any Governmental Authority, or atibintary instigation of any Company or Affiliaté any Company or otherwise) concern
any Real Property or the business operations oitées of any Company or Affiliate of any Comparnggluding, without limitation, (a) air,

soil, groundwater or surface-water sampling anditodng, (b) repair, cleanup, remediation, or défication,

(c) preparation and implementation of any clostemedial, spill, emergency or other plans, anda(d) health, safety or environmental
compliance audit or review.

"Environmental Law" means any applicable GovernmeRequirement that relates to (a) the conditioaigfground or surface water, soil, or
other environmental media, (b) the environmentaiural resources, (c) safety or health, (d) theletgpn of any contaminants,
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wastes, and Hazardous Substances, including, witimoitation, CERCLA, OSHA, the Hazardous Materidisnsportation Act (49 U.S.C.
Section 1801 et seq.), the Resource ConservatidiRanovery Act (42 U.S.C. Section 6901 et sege)Glean Water Act (33 U.S.C. Section
1251 et seq.), the Clean Air Act (42 U.S.C.

Section 7401 et seq.), the Toxic Substances CoAtin{15 U.S.C. Section 2601 et seq.), the Fedaesacticide, Fungicide and Rodenticide

(7 U.s.C.

Section 136 et seq.), the Emergency Planning amin@mity Right-to-Know Act (42 U.S.C. Section 1108t1seq.), the Safe Drinking Water
Act (42 U.S.C. Section 201 and Section 300f et)s#lie Rivers and Harbors Act (33 U.S.C. Sectioh d0seq.), the Oil Pollution Act (33
U.S.C. Section 2701 et seq.), state and local Gowental Requirements, and any future GovernmergguRRements which may be enacted or
adopted, in each case, now existing or hereafiaptad, which are analogous to any of the precedifeyenced requirements, or (e) the Rel

or threatened Release of Hazardous Substances.

"Environmental Liability" means any liability, losBne, penalty, charge, lien, damage, cost or egp@f any kind to the extent that it results
directly or indirectly, in whole or in part, (a)dim the violation of any Environmental Law, (b) frahe Release or threatened Release of any
Hazardous Substance, (c) from removal, remediatibother actions in response to the Release eattined Release of any Hazardous
Substance, (d) from actual or threatened damageattwal resources, (e) from the imposition of igtive relief or other orders, (f) from
personal injury, death, or property damage whiatucg as a result of any Company's use, storagelihgnor Release or threatened Release of
a Hazardous Substance, or (g) from any Environrhémiastigation performed at, on, or for any Readgerty.

"Environmental Lien" means any Lien imposed assalteof the operation of any Environmental Law.

"Environmental Permit" means any permit or licefisen any Person defined in clause (a) of the diéfiniof Governmental Authority that is
required under any Environmental Law for the lawdfahduct of any business, process or other activity

"Equity Issuance" means the issuance by Borrowangfshares of any class of beneficial interesteks warrants, options or other equity
interests, whether pursuant to a public offeringthierwise, but does not include (a) any presedtfaiure shares of beneficial interests, stock,
options or warrants issued to employees or trustagers of Borrower or (b) any present and futuereshof beneficial interests, stock, options
or warrants issued in respect of any dividend restwment plan established and maintained by Borrower

"ERISA" means the Employee Retirement Income SgcAit of 1974,

"ERISA Affiliate" means any Person that, for purps®f Title IV of ERISA, is a member of Borroweetntrolled group or is under common
control with Borrower within the meaning of Sectiéh4 of the Code (which provisions are deemed lsyagreement to apply to Foreign
Persons).

"Event of Default" is defined in Section 10.
"Existing Debt" is defined in Section 8.2(a).

"Existing Liens" is defined in Section 8.3(b).



"Federal Funds Rate" means, for any day, the amate(rounded upwards, if necessary, to the ne@@%%) determined by Administrative
Agent (which determination is conclusive and bimggliabsent manifest error) to be equal to (a) thghted average of the rates on overnight
federal-funds transactions with member banks ofdmteral Reserve System arranged by federal-furd®is on that day, as published by the
Federal Reserve Bank of New York on the next Bussirizgay or (b) if the rates referred to in the pdéog clause (a) are not published for any
day, the average of the quotations at approximdi@i90 a.m. received by Administrative Agent frdmee federal-funds brokers of recognized
standing selected by Administrative Agent in itlesdiscretion.

"Financial Contract” of a Person means (i) any exge-traded or over-the-counter futures, forwan@sor option contract or other financial
instrument with similar characteristics, or (ii)yaRate Management Transaction.

"Financials" of a Person means balance sheetdt praf loss statements, reconciliations of capitad surplus, and statements of cash flow
prepared (a) according to GAAP (subject to yead-audit adjustments with respect to interim Fangle) and (b) except as stated in Section
in comparative form to prior year-end figures orresponding periods of the preceding fiscal yeastber relevant period, as applicable.

"First Western" means First Western SBLC, Inc.

"Foreign" means, in respect of any Person, a Paysganized under the Governmental Requirementgwisadiction other than, or domiciled
outside of, the United States of America or oné$tates, territories, commonwealths, or poseassi

"Funded Debt" means, at any time and without dagitie), the sum of

(a) the balance of any obligation for borrowed mypttt is required by GAAP to be shown as a ligilplus (b) total net rentals (net of any
interest, Taxes, or other expenses included irethestals) payable under Capital Leases. For pagokthis agreement, "Funded Debt" shall
not include any Debt incurred by a Special Purggrsity in connection with an Asset Securitizatien,long as such Debt is non-recourse to
Borrower in all respects.

"Funds from Operations" means net income determim@dcordance with GAAP, plus, to the extent déeldiin calculating such net income,
depreciation and amortization expense.

"GAAP" means generally accepted accounting priesigf the Accounting Principles Board of the Amanidnstitute of Certified Public
Accountants and the Financial Accounting StandBi@isrd that are applicable from time to time.

"Governmental Authority" means any (a) local, stéeritorial, federal or Foreign judicial, exeagj regulatory, administrative, legislative or
governmental agency, board, bureau, commissiorgrttepnt or other instrumentality, (b) private aidttibn board or panel or (c) central bank.

"Governmental Requirements" means all applicalaleists, laws, treaties, ordinances, rules, reguatiorders, writs, injunctions, decrees,
judgments, opinions and interpretations of any Gawvental Authority
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"Hazardous Substance" means (a) any substancis tieaisonably expected to require removal, remiediabr other response under any
Environmental Law, (b) any substance that is dedigph defined or classified as a hazardous waamartious material, pollutant, contaminant,
explosive, corrosive, flammable, infectious, caogjenic, mutagenic, radioactive, dangerous, or toxitazardous substance under any
Environmental Law, including, without limitationhp hazardous substance within the meaning of

Section 101(14) of CERCLA, (c) petroleum, oil, g&s®, natural gas, fuel oil, motor oil, waste dliesel fuel, jet fuel, and other petroleum
hydrocarbons,

(d) asbestos and asbestos-containing materialsyifioam, (e) polychlorinated biphenyls, (f) urearfaldehyde foam, or (g) any substance the
presence of which on any Real Property eitherdges or threatens to pose a hazard to the headtfety of persons or to the environment, or
(i) could reasonably be expected to constituteath or safety hazard to persons or the environfhemanated or migrated from the Real
Property.

"Interest Expense"” means, with respect to any Reaad for any period (without duplication), allengést on that Person's Debts, whether pz
cash or accrued as a liability and payable in casing any subsequent period (including, withomtitation, the interest component of Capital
Leases), as determined by GAAP.

"Interest Period" is determined in accordance 8igetion 3.9.

"Investment” means, in respect of any Person, aan,ladvance, extension of credit or capital cbatidn to that Person, any investment in
Person, or any purchase or commitment to purchagsequity securities or Debt issued by that Pemsaubstantially all of the assets or a
division or other business unit of that Person.

"Lender Lien" means any present or future fppgbrity Lien securing the Obligation and assigneahiveyed, or granted to or created in favc
Administrative Agent for the benefit of Lenders.

"Lenders" means the financial institutions (inchgli without limitation, Administrative Agent in nesct of its share of Borrowings) named on
Schedule 2 or on the most recently amended Schédiflany, delivered by Administrative Agent undkis agreement, and, subject to this
agreement, their respective successors and agbigingot any Participant who is not otherwise ay#r this agreement).

"LIBOR Rate" means, for a LIBOR Rate Borrowing dodthe relevant Interest Period, the annual irsterate (rounded upward, if necessary,
to the nearest 0.01%) equal to the quotient obdidyedividing (a) the rate that deposits in Unig&dtes dollars are offered to Administrative
Agent in the London interbank market at approxinyatd:00 a.m. London, England time two Business Dlagfore the first day of that Interest
Period as shown on the display designated as $Br8ankers Assoc. Interest Settlement Rates" ofdlerate System ("Telerate"), Page 3750
or Page 3740, or such other page or pages as mlageesuch pages on Telerate for the purpose pllagisg such rate (provided that if such
rate is not available on Telerate then such offeadel shall be otherwise independently determineAdministrative Agent from an alternate,
substantially similar independent service availabl&dministrative Agent or shall be calculatedAgministrative Agent by a substantially
similar methodology as that theretofore used temeine such offered rate in Telerate) in an ameoontparable to that
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LIBOR Rate Borrowing and having a maturity approatedy equal to that Interest Period by (b) one mitie Reserve Requirement (expressed
as a decimal) applicable to the relevant Interesioi.

"LIBOR Rate Borrowing" means a Borrowing bearintgiest at the sum of the LIBOR Rate plus the Aglie Margin for LIBOR Rate
Borrowings.

“Lien" means any lien, mortgage, security interpdge, assignment, charge, title retention agee¢ior encumbrance of any kind and any
other arrangement for a creditor's claim to besfatl from assets or proceeds prior to the claifrigleer creditors or the owners (other than
of the lessor under an operating lease).

“Litigation" means any action, proceeding, investign or hearing by or before any Governmental Atiti.
"Loan Obligor" means any Mortgage Loan Obligor and€Zommercial Loan Obligor.

"Material Adverse Event" means any circumstancevent that, individually or collectively, is reasdoty expected to result (at any time before
the Commitment is fully canceled or terminated #relObligation is fully paid and performed) in afay material impairment of (i) the ability

of Borrower or any other Company to perform anyt®payment or other material obligations under @ngdit Document or (ii) the ability of
Administrative Agent or any Lender to enforce afiyhmse obligations or Rights under the Credit Duoeuts, (b) material and adverse effec
the business, management or financial conditioBasfower or of the Companies as a whole, as repteddo Lenders in the Current
Financials, or (c) Event of Default or Potentiaf@et.

"Maximum Amount" and "Maximum Rate" respectively ane for a Lender, the maximum non-usurious amondtthe maximum nonsuriout
rate of interest that, under applicable Governmdeguirements of the State of Texas or federaslafithe United States of America (as
applicable), that Lender is permitted to contract €harge, take, reserve or receive on the Olidigat

"Merger" is defined in the preamble to this agreetne

"Mortgage" means a mortgage, deed of trust or ttastl that grants a perfected first-priority Lieng second- or third-priority Lien in the case
of Second-Lien Loans and Third-Lien Loans, respetf) on a Project.

"Mortgage Loan" means a commercial mortgage loa@n fiot for family, consumer or household use) ihat/idenced by a valid promissory
note and is secured by a Mortgage.

"Mortgage Loan Documents" means, with respect th ddortgage Loan, the documents designated assuSthedule 5.2.

"Mortgage Loan Obligor" means each Person who ligated or liable for the payment or performancalbbr any portion of a Mortgage
Loan.
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"Mortgage Loans in Liquidation" means those Morgagans with respect to which the Mortgage Loani@ablhas failed to respond to
Borrower's demand and acceleration letters, amchioh Borrower has determined that the best coofsetion is to liquidate the Mortgage
Loan in order to foreclose on the collateral seqythe same and has commenced such foreclosuoa.acti

"Mortgage Loans in Litigation" means those Mortghgans with respect to which the Mortgage Loan @io have ceased making regularly
scheduled payments and are not responding to Bert®wollection efforts, thereby requiring legatiae to collect the Mortgage Loan. If the
Mortgage Loan Obligor brings the loan current in@dance with the original terms thereof, the Magg Loan may be returned to the statt

an Eligible Mortgage Loan. If, however, the ternisiwch Mortgage Loan are restructured, the Mortdag will be converted to a Workout
Loan (i.e. no longer a Mortgage Loan in LitigatioRurthermore, should an alternative repaymenteageat be established, the Mortgage Loan
in Litigation will be considered a Workout Loang(ino longer a Mortgage Loan in Litigation).

"Multiemployer Plan" means a multiemployer plardadined in Sections 3(37) or 4001(a)(3) of ERISASection 414(f) of the Code (or any
similar type of plan established or regulated uriderGovernmental Requirements of any foreign agyimd which Borrower or any ERISA
Affiliate is making, or has made, or is accruinghas accrued, an obligation to make contributions.

"Net Income" of any Person means that Person'st jpmolioss determined in accordance with GAAP.

"Net Proceeds" means the net proceeds, whethdveeda cash or otherwise, received before, onfter she date of consummation of a suk
transaction, by any Company from such transactfier payment of (a) all usual and customary bragercommissions and all other
reasonable fees and expenses related to suchdtians@ncluding, without limitation, reasonableahey's fees and closing costs), and (b) any
Debt (other than the Obligation) relating to theeds being sold which must be repaid in connedatiitin such subject transaction.

"Net Worth" means, for any Person, total benefiegror stockholders' equity, as applicable, asrd@hed in accordance with GAAP.

"Non-Performing Loans" means (a) all of Borrow@&#inquent Loans,

(b) all of Borrower's Mortgage Loans with respecthich a default has occurred as to the paymeangfinstallment of principal or interest or
another monetary default has occurred under anygdge Loan Document related thereto and such défasinot been cured for more than
sixty (60) days or, in the case of Workout Loaws,rhore than thirty (30) days, (c) all of Borroveelortgage Loans in Litigation, (d) all of
Borrower's Mortgage Loans in Liquidation, and (g&p&Borrower's Mortgage Loans with respect to gthany Mortgage Loan Obligor has not
paid its Debts as they mature or has made a gesss@inment for the benefit of creditors or withpect to whom proceedings in bankruptc'
for reorganization or liquidation under the bankoypcode or under any other state or federal lavitfe relief of debtors has been commenced
by or against such Mortgage Loan Obligor and gtatilhave been discharged
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within thirty (30) days of the commencement thereofor whom (or for whose assets) a receivertémisr custodian shall have been appoi
or who may die, be dissolved or who may involutyesuspend the transaction of its business.

"Notes" means, at the time of any determinatiometbg all outstanding and unpaid Revolving Notes.

"Obligation" means (a) all present and future Delbilities and obligations of any Company to Aidistrative Agent, or any Lender and
related to any Credit Document, whether principagrest, fees, costs, attorneys' fees or othenlidell present and future Rate Management
Obligations, (c) any of the foregoing amounts thatild become due but for the operation of 11 U.S.C.

Section 502 and 503 or any other provision of Titleof the United States Code, (d) all presentfahde pre- and postaturity interest on ar

of the foregoing, including all post-petition ingst if any Company voluntarily or involuntarilyds for protection under any Debtor Relief
Law, and (e) renewals, extensions, rearrangementsnadifications of any character whatsoever of #ueyforegoing.

"Organizational Documents" means, for any Perdmndbcuments for its formation and organizationicivhfor example, (a) for a corporation
are its corporate charter and bylaws, (b) for angaship are its certificate of partnership (if Bggble) and partnership agreement, (c) for a
limited liability company are its certificate ofrffmation or organization and its operating agreermegulations or the like and (d) for a trust is
the trust agreement, declaration of trust, indenturbylaws under which it is created.

"OSHA" means the Occupational Safety and Healthohdt970, 29 U.S.C.
Section 651 et seq.

"Participant” is defined in Section 13.2(a).
"PBGC" means the Pension Benefit Guaranty Corpmmati

"Performing Commercial Loan" means a CommercialrLaéh respect to which (i) no payment of principalinterest is 31 days or more past
due (whether under the initial payment plan or aified payment plan established pursuant to a wat)k@and (ii) there is no claim of fraud in
connection with the origination of such Commertiaan.

"Permitted Asset Sale" means (a) any sale of aggdath are obsolete or are no longer in use andhvaie not significant to the continuatior
the Companies' business, (b) upon prior writtemcedb Administrative Agent, any sale and dispositirom any Company to any other
Company provided, in all respects, such sale aspldition is in the ordinary course of businessument market terms, is otherwise subjer
Section 8.5, and provided further, if such sale disgosition is made in connection with an Assefusiéization, a prepayment on the
Obligation is made in accordance with Section 3,2{od

(c) any other sales and dispositions approved wamrck by Administrative Agent.

"Permitted Debt" is defined in Section 8.2.
"Permitted Investments" is defined in Section 8.7.
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"Permitted Liens" is defined in Section 8.3.

"Permitted Project Liens" means, with respect tp Rroject or other collateral, (a) Liens for Taxesl/or assessments which are being
contested by the applicable Mortgage Loan Obli(ipin accordance with the applicable Mortgage éndy appropriate legal proceedings
conducted in good faith and with due diligencéift only if, such proceedings suspend the colleatiball amounts secured by such Lien and
neither the Project nor any rent or other inconagetfrom or collateral securing the Mortgage Loaamy part thereof or interest therein shal
in any danger of being sold, forfeited, lost oeiféred with, and the Mortgage Loan Obligor progidecurity satisfactory to Borrower for the
payment of all amounts secured by any such Liensawycand all losses, costs and expenses that miaglreed in connection therewith, (b)
Liens relating to leased equipment (e.g., signsdirey machines, etc.) located on the premisesRybgect, so long as such Liens cover only
such leased equipment, and (c) Liens which secet® that is fully subordinated as to right of paytnend to the payment of the Mortgage
Loan, and without limiting the foregoing, no payrteemay be made on such other Debt except for rdgudeheduled payments of principal
and interest, which may be made if no default @néwhich, with the giving of notice or the passaféme or both, would constitute a default
then exists under the Mortgage Loan. If the makihguch principal or interest payments will notuieén default or potential default and such
Debt is subject to an agreement by the holder tfigtieat if such holder receives any payment wétspect to such other Debt, other than the
principal and interest installments permitted ab@ueh payments will be held in trust for the bérafBorrower and will be paid to Borrower
for application upon the Mortgage Loan, such ofebt shall permit the Mortgage Loan to be renewatended and modified without the
consent of the holder thereof and without impaitimg subordination of such other Debt to paymerthefMortgage Loan. The Liens securing
such other Debt shall be made expressly subordaratenferior to all Liens securing the Mortgageahpand such subordination agreement
shall be recorded in the real property recordfiefstate and county where the Project which setheellortgage Loan is located.

"Person” means any individual, entity or GovernrakAuthority.
"PMC Capital" is defined in the preamble to thisrégment.

"Potential Default” means any event, occurrenceircumstance the existence of which, upon any redquiotice, time lapse, or both, could
become an Event of Default.

"Principal Debt" means, at any time, the unpaidggal balance of all Borrowings.

"Projects" means the commercial real estate pmj@ened from time to time by Loan Obligors whick aubject to perfected Liens which
secure Mortgage Loans or Commercial Loans owneBldsyower. The term "Project” means and includeddhd and all appurtenances,
servitudes, easements, rights, privileges, pretsonp and advantages belonging or in any way agiméng to the land and all buildings,
fixtures, improvements, equipment and other prgpevhether real, personal or mixed, located up@nahd or used or intended to be used in
connection with the land or buildings, fixturesimprovements thereon.
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"Pro Rata" and "Pro Rata Part" mean, at any tintefanany Lender, the proportion (stated as a peage) that the Principal Debt owed to it
bears to the total Principal Debt owed to all Lesde

"Purchaser" is defined in Section 13.3.

"Qualifying Real Estate" means any real estate Wwhioduces income from rental of improvements, rothan (a) raw land, (b) single tenant
retail properties, or (c) industrial properties.

"Rate Management Obligations" of a Person meansadyall obligations of such Person, whether alteaucontingent and howsoever and
whensoever created, arising, evidenced or acqginetliding all renewals, extensions and modificasibhereof and substitutions therefor)
under (i) any and all Rate Management Transactimd (i) any and all cancellations, buy backsersals, terminations or assignments of any
Rate Management Transactions.

"Rate Management Transaction" means any transatioluding an agreement with respect thereto) eisting or hereafter entered into
between Borrower and any Lender or any Affiliaterdof which is a rate swap, basis swap, forwarml transaction, commodity swap,
commodity option, equity or equity index swap, eguir equity index option, bond option, interederaption, foreign exchange transaction,
cap transaction, floor transaction, collar transactforward transaction, currency swap transactiooss-currency rate swap transaction,
currency option or any other similar transactiorciiding any option with respect to any of thesmsactions) or any combination thereof,
whether linked to one or more interest rates, fpreiurrencies, commodity prices, equity pricestbepfinancial measures.

"REIT" means a "real estate investment trust" dsmee in the Code.

"Real Estate Purchase Limitations" means the liioiteon the dollar amount that Borrower may paytfa purchase of Qualifying Real Estate,
which shall be (a) $10,000,000 (inclusive of castd related improvements) in the aggregate fdteatis of Qualifying Real Estate purchased
by Borrower on or after August 16, 1999, and (b)0$8,000 (inclusive of costs and related improves)gior any one item of Qualifying Real
Estate.

"Real Property" means any land, buildings, fixtuaes other improvements to land now or in the fiirectly or indirectly owned by any
Company, leased to or otherwise operated by anyp@agnor subleased by any Company to any other Rerso

"Regulation D" means Regulation D of the Board ofv&nors of the Federal Reserve System as fromttrtime in effect and any successor
thereto or other regulation or official interprédat of said Board of Governors relating to reseeguirements applicable to member banks of
the Federal Reserve System.

"Regulation U" means Regulation U of the Board ofv&nors of the Federal Reserve System as fromttirtime in effect and any successor
or other regulation or official interpretation @i Board of Governors relating to the extensionreflit by banks for the
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purpose of purchasing or carrying margin stockdiegiple to member banks of the Federal Reservee8yst
"Release" means any "release" as defined undeEanyonmental Law.

"Renegotiated Loan" means any Mortgage Loan wipeet to which the applicable Mortgage Loan Obligas had insufficient cash flow or
negative economic events which have diminishedhtbty to make timely or complete payments andrBaer has given its concurrence to an
alternative schedule of repayment.

"Reportable Event" means a reportable event asaltin Section 4043 of ERISA and the regulatioeses under such section, with respect to
an Employee Plan, excluding, however, such events which the PBGC has by regulation waived tlyiirement of Section 4043(a) of
ERISA that it be notified within 30 days of the acence of such event, provided, however, thatlaréato meet the minimum funding
standard of Section 412 of the Code and of

Section 302 of ERISA shall be a Reportable Evegamdiess of any such waiver of the notice requirgnreaccordance with either Section
4043(a) of ERISA or

Section 412(d) of the Code.

"Representatives" means, with respect to a Peitsorepresentatives, officers, directors, employaesountants, attorneys, insurers,
shareholders and agents.

"Required Lenders" means any combination of onaare Lenders holding (directly or indirectly) aa#t either (i) 66 2/3% of the total
Commitments while there is no Principal Debt, drg@b 2/3% of the Principal Debt while there is d&myncipal Debt.

"Reserve Requirement” means, for any LIBOR Rated®aing and for the relevant Interest Period, thalteeserve requirements (including all
basic, supplemental, emergency, special, margimhbéher reserves required by applicable Governah@&gquirements, including, without
limitation, Regulation

D) applicable to eurocurrency fundings or liabd#tj as of the first day of that Interest Periodgrimount and maturity of such Borrowing.

"Responsible Officer" means Borrower's chairmaesftent, chief executive officer, chief financificer, executive vice president or, with
respect to non-financial matters, its general celins

"Revolving Facility" means the revolving line ofeclit facility described in Section 2.1.

"Revolving Note" means one of the promissory netescuted by Borrower in favor of a Lender pursuarhis Agreement, substantially in the
form of Exhibit A and otherwise in form and scopeeptable to Administrative Agent and that Lender.

"Rights" means rights, remedies, powers, privileged benefits.

"Second-Lien Loan" means a Mortgage Loan secureal Mprtgage granting a second-priority Lien on @j&ut, subject only to the first-
priority Lien on the same project in favor of Borer.
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"Segmented Loan" means any Mortgage Loan whictbkas segmented into parts for securitization p&gos

"Solvent" means, as to any Person, that (a) theeggte fair market value of such Person's asseeeds its liabilities (whether contingent,
subordinated, unmatured, unliquidated, or otherwigg such Person has sufficient cash flow to én#hio pay its debts as they mature and (c)
such Person does not have unreasonably small cgp@anduct its businesses.

"Special Purpose Entity" means a special purposely¢bwned Subsidiary of Borrower, created in coctien with the transactions
contemplated by an Asset Securitization, which gegan no activities, has no material liabilitiasd owns no other assets, other than those
incidental to such Asset Securitization.

"Stated Termination Date" means May 31, 2004.

"Structured Financing" means a financing arrangemereby (a) the obligor is a Special Purposetind) Borrower has no obligation to
pay the indebtedness or any other obligationsrayigiereunder, and (c) the obligees thereunder havecourse against any of the Companies
(other than the Special Purpose Entity involvethanfinancing) or their assets.

"Subsidiary" of any Person means any other PerSorizh (a) more than 50% (in number of votes)haf stock (or equivalent interests) is
owned of record or beneficially, directly or inditly, by that Person or (b) such Person servesgemneral partner or in a similar capacity.
Unless otherwise specified or the context othenngsgiires, "Subsidiary” refers to a Subsidiary ofilBwer.

"Taxes" means, for any Person, taxes, assessnreniises governmental charges or levies imposed itp@ds income or any of its properties,
franchises or assets.

"Termination Date" means the earlier of (a) thae&ta ermination Date or (b) the effective date thatLenders' commitments to lend under
this agreement are fully canceled or terminated.

"Third-Lien Loan" means a Mortgage Loan secure@d bjortgage granting a third-priority Lien on a Rxj subject only to the first- and
second-priority Liens on the same project in favbBorrower.

"Total Liabilities" means, at any time and for Bensolidated Companies, all liabilities properlfleeted on the Consolidated Companies’
consolidated balance sheet in accordance with GAAP.

"Type" means any type of Borrowing determined wéhpect to the applicable interest option.
"UCC" means the Uniform Commercial Code as enaictdexas or other applicable jurisdictions.
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"Wholly-owned" when used in connection with any Subsid&gil mean a Subsidiary of which all of the issaad outstanding shares of st
(or equivalent interests) are owned by Borrowesroe or more of its Wholly-owned Subsidiaries.

"Workout Loans" means (a) those Mortgage Loans véfipect to which the Mortgage Loan Obligors haag ihsufficient cash flow and/or
negative economic events which have diminished tiglity to make timely and/or complete paymentd 8orrower has given its concurrer
to an alternative schedule of repayment, and @etMortgage Loans previously classified as Loarstigation which have been brought
current by the Mortgage Loan Obligors. Workout Leavill be maintained in this category for a minimofrsix

(6) months and will be designated as performingl therefore no longer a Workout Loan) if, basedrupayment history under the revised
plan (or existing payment plan with respect to Mage Loans previously classified as Mortgage Laahgtigation which have been brought
current), financial information when available, @arrower's professional opinion of each situatibappears that it is no longer a problem
loan.

1.2 Time References. Unless otherwise specifietheérCredit Documents (a) time references (e.gQ@L8.m.) are to time in Dallas, Texas, and
(b) in calculating a period from one date to angttiee word "from" means "from and including" ame tword "to" or "until" means "to but
excluding.”

1.3 Other References. Unless otherwise specifiethe Credit Documents (a) where appropriate, ittgugar includes the plural and vice versa,
and words of any gender include each other geffloeheading and caption references may not be w@tsin interpreting provisions, (c)
monetary references are to currency of the UnitateS of America, (d) section, paragraph, anneheduale, exhibit and similar references are
to the particular Credit Document in which they ased, (e) references to "telecopy," "telefax,tsieile," "fax" or similar terms are to
facsimile or telecopy transmissions,

(f) references to "including” mean including withdimiting the generality of any description pregegithat word, (g) the rule of construction
that references to general items, following refeemnto specific items are limited to the same typeharacter of those specific items is not
applicable in the Credit Documents, (h) referertoeany Person include that Person's heirs, persepedsentatives, successors, trustees,
receivers and permitted assigns,

(i) references to any Governmental Requirementielevery amendment or supplement to it, rule egdlation adopted under it, and
successor or replacement for it and (j) referetzesy Credit Document or other document includergvenewal and extension of it,
amendment, modification and supplement to it, apdacement or substitution for it, as each is magecordance with the applicable
provisions of such Credit Document.

1.4 Accounting Principles. Unless otherwise spedifin the Credit Documents (a) GAAP determines@dbunting and financial terms and
compliance with financial covenants, (b) GAAP ifeet on the date of this agreement determines dang@ with financial covenants, (c) all
accounting principles applied in a current periagstbe comparable in all material respects to tlapgdied during the preceding comparable
period and (d) while the Financials for the Compardre on a consolidated basis, (i) all accourgimfinancial terms and compliance with
reporting covenants must be on a consolidated b@s&pplicable and (ii) compliance with finandavenants must be on a consolidated basis.
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SECTION 2. COMMITMENT.

2.1 Revolving Facility. Subject to and in reliang®on the terms, conditions, representations andawtes in the Credit Documents, each
Lender severally and not jointly agrees to lenBoorower such Lender's Commitment Percentage ofomeore Borrowings under the
Revolving Facility not to exceed such Lender's Cattett Sum, which, subject to the Credit DocumeBtsrower may borrow, repay and
reborrow under this agreement, provided that (el each Borrowing must occur on a Business Dayraniater than the Business Day
immediately preceding the Termination Date, (b)esiech Borrowing shall be in an amount not lesa $&00,000 or a greater integral mult
of $100,000, and

(c) on any date of determination, the Commitmerdadé¢sshall never exceed the Commitment.

2.2 Borrowing Procedure. The following procedurpplp to all Borrowings:

(a) Borrowing Request. Borrower may request a Buimg only by making or delivering a Borrowing Regtieo Administrative Agent, which
is irrevocable and binding on Borrower, stating Tiype, amount and, if applicable, Interest Permdefach Borrowing and which must be
received by Administrative Agent no later than1@®00 a.m. on the second Business Day before tieeotiawhich funds are requested (the
"Borrowing Date") for any LIBOR Rate Borrowing di)(10:00 a.m. on the Borrowing Date for any BasgdRBorrowing. Administrative
Agent shall promptly notify each Lender of any Raving Request.

(b) Funding. Each Lender shall remit its Commitmieatcentage of each requested Borrowing to Admnatise Agent's principal office in
Dallas, Texas, in funds that are available for irdiate use by Administrative Agent by 2:00 p.m. be &pplicable Borrowing Date. Subject to
receipt of those funds, Administrative Agent slfafiless to its actual knowledge any of the appleabnditions precedent have not been
satisfied by Borrower or waived by the requisitextlers under Section 14.10) make those funds alailatBorrower by (at Borrower's option)
(i) wiring the funds to or for the account of Bosrer at the direction of Borrower or (ii) depositittge funds in Borrower's account with
Administrative Agent.

(c) Funding Assumed. Absent contrary written nofroen a Lender, Administrative Agent may assume #aeh Lender has made its
Commitment Percentage of the requested Borrowiagahle to Administrative Agent on the applicabler®wing Date, and Administrative
Agent may, in reliance upon such assumption (ball siot be required to), make available to Borroa&orresponding amount. If a Lender
fails to make its Commitment Percentage of any estpd Borrowing available to Administrative Agenttbe applicable Borrowing Date,
Administrative Agent may recover the applicable anmtoon demand,

(i) from that Lender together with interest, commiag on the Borrowing Date and ending on (but edicig) the date Administrative Agent
recovers the amount from that Lender, at an anntetest rate equal to the Federal Funds Ratei) drthat Lender fails to pay its amount
upon demand, then from Borrower. No Lender is rasjie for the failure of any other Lender to mé#keCommitment Percentage of any
Borrowing; however,
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failure of any Lender to make its Commitment Petaga of any Borrowing does not excuse any othedeefrom making its Commitment
Percentage of any Borrowing.

2.3 Borrowing Requests. Each Borrowing Requesttiaies a representation and warranty by Borrowat &s of the Borrowing Date, all of
the conditions precedent for that Borrowing in 88t6 have been satisfied.

2.4 Reduction or Termination of Commitment by Beven. Without premium or penalty, and upon giving less than three Business Days
prior written and irrevocable notice to Adminisivat Agent, Borrower may terminate in whole or irtghe unused portion of the Commitme
provided that: (a) each partial termination shalitban amount of not less than $5,000,000 or atgréntegral multiple of $2,500,000; (b) the
amount of the Commitment may not be reduced belmrCommitment Usage at such time; and (c) eaclkctiedushall be allocated among the
Lenders in accordance with their respective CommnitinPercentages. Promptly after receipt of sucica@off termination or reduction,
Administrative Agent shall notify each Lender oétbroposed cancellation or reduction. Such terranair partial reduction of the
Commitment shall be effective on the Business OmgcHied in Borrower's notice (which date must beeast three Business Days after
Borrower's delivery of such notice). In the evérdtithe Commitment is reduced to zero at a timervthere is no outstanding Principal Debt,
this agreement shall be terminated (except foriaggmnification or expense reimbursement provisiarthis Agreement which survive the
termination of this Agreement) and all commitmesed and other fees then earned and unpaid hereamdlat! other amounts constituting part
of the Obligation then due and owing shall be imiatsdy due and payable, without notice or demanddministrative Agent or any Lender.

SECTION 3. TERMS OF PAYMENT.
3.1 Notes and Payments.

(a) Notes. The Principal Debt shall be evidencethleyRevolving Notes, one payable to each Lend#rarmaximum stated principal amoun
its Committed Sum as of the Closing Date.

(b) Payment. Borrower must make each payment agbyment on the Obligation to Administrative Ageptincipal office in Dallas, Texas

in immediately available funds by 1:00 p.m. on day due; otherwise, but subject to Section 3.8elfands continue to accrue interest as if
they were received on the next Business Day. Adstrative Agent shall promptly pay to each Lenderphart of any payment or prepayment to
which that Lender is entitled under this agreenoenthe same day Administrative Agent is deeme@dteive the funds from Borrower.

(c) Payment Assumed. Unless Administrative Agestiegeived notice from Borrower prior to the dateadich any payment is due under t
agreement, that Borrower will not make that paymefitll, Administrative Agent may assume that Baver has made the full payment due
and Administrative Agent may, in reliance upon thsgumption, cause to be distributed to each Lemruénat date the amount then due to each
Lender. If and to the extent Borrower does not nmtakefull payment due to
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Administrative Agent, each Lender shall repay Adstiative Agent on demand the amount distributethéd Lender by Administrative Agent,
together with interest for each day from the datg Lender received payment from Administrative Atgentil the date that Lender repays
Administrative Agent (unless such repayment is matéhe same day as such distribution), at angsteate equal to the Federal Funds Rate.

3.2 Interest and Principal Payments.

(a) Interest. Interest on each LIBOR Rate Borrowshgll be due and payable as it accrues on thedgsof its respective Interest Period anc
the Termination Date; provided that if any Intef@stiod is a period greater than three months, éleerued interest shall also be due and
payable on the date three months after the commmereof such Interest Period. Interest on each Base Borrowing shall be due and
payable as it accrues on the last day of each n{oothmencing on the first of those dates that fedidhe Closing Date), and on the
Termination Date.

(b) Principal. The Principal Debt under the ReviodyFacility is due and payable on the Terminati@ateD After giving Administrative Agent
advance written notice of the intent to prepay,rBaer may voluntarily prepay all or any part of fencipal Debt from time to time and at ¢
time, in whole or in part, without premium or peaprovided that: (i) such notice must be receifsggdddministrative Agent by 10:00 a.m. on
(A) the third Business Day preceding the date eppyment of a LIBOR Rate Borrowing, and (B) oneiBess Day preceding the date of
prepayment of a Base Rate Borrowing;

(i) each such partial prepayment must be in amimh amount of at least $500,000 or a greater iategultiple of $100,000 thereof (if a
LIBOR Rate Borrowing or a Base Rate Borrowing)) @il accrued interest on the Obligation must degaid in full, to the date of such
prepayment; and (iv) Borrower shall pay any rela@emsequential Loss within ten (10) days after dedtherefor. Each notice of prepayment
shall specify the prepayment date, the facilityher subfacility hereunder being prepaid, the TyjpBarowing(s) and amount(s) of such
Borrowing(s) to be prepaid and shall constituténaling obligation of Borrower to make a prepaymemntthe date stated therein.

(c) Mandatory Prepayments. Borrower shall make ratg prepayments on the Obligation to Administrathgent in the following amounts
(without duplication):

(i) On any date of determination, if the Commitmelstage exceeds the Commitment then in effect, Boerower shall make a mandatory
prepayment of the Principal Debt under the Revgl\racility in at least the amount of any such egctsgether with (A) all accrued and
unpaid interest on the principal amount so prepai (B) any Consequential Loss arising as a résaiteof.

(i) 100% of the Net Proceeds from any sale (subjeall respects to Section 8.10) of assets byd@®eer, other than any sale of assets which
are obsolete or are no longer in use and whichmatrsignificant to the continuation of Borrowerlssiness;
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(iii) 100% of the Net Proceeds received by the Canigs in connection with any Structured Financingsset Securitization; and
(iv) 100% of the Net Proceeds from any Debt incdire permitted by Section 8.2(a)(iv).

Mandatory prepayments made pursuant to clauses(ii) above (together with any related Consedgiaéhbss) are payable on the same
Business Day on which the proceeds of such sateritieation or issuance are received by Borrowear must be made together with (A) all
accrued and unpaid interest on the principal amsamrepaid and (B) any Consequential Loss ariaing result thereof. If the amount of any
mandatory prepayment required hereunder is gré@erthe then-outstanding Obligation, any such €xceay be retained by Borrower.

3.3 Interest Options. Except that the LIBOR Rate mat be selected when an Event of Default or Ri@teDefault exists, and except as
otherwise provided in this agreement, Borrowingarheterest at an annual rate equal to the ledq@) the Base Rate plus the Applicable
Margin or the LIBOR Rate plus the Applicable Margiim each case as designated or deemed designatatfower), as the case may be and
(b) the Maximum Rate. Each change in the Base REB&R Rate or Maximum Rate is effective, withowttice to Borrower or any other
Person, upon the effective date of change. If Beeradoes not designate the Type for a requestecb®org, then the requested Borrowing
shall be deemed to be a LIBOR Rate Borrowing withrderest Period of one month (unless the LIBOReRaunavailable because of the
conditions described in Sections 3.15 or 3.17, lnictv case the requested Borrowing will be deemBese Rate Borrowing).

3.4 Quotation of Rates. Borrower may call Admirasitre Agent before delivering a Borrowing Requestdceive an indication of the interest
rates then in effect, but the indicated rates ddoival Administrative Agent or Lenders or affect tinterest rate that is actually in effect when
Borrower makes a Borrowing Request or on the BoimgviDate.

3.5 Default Rate. All past-due Principal Debt amaless prohibited by applicable Government Requares) past-due interest accruing on the
Principal Debt shall, at Administrative Agent'siopt bear interest on the amount thereof from tilméme outstanding from the date due
(stated or by acceleration) at the Default Ratd patd, regardless of whether payment is maderesfo after entry of a judgment.

3.6 Interest Recapture. If the designated inteegstapplicable to any Borrowing exceeds the MaximiRate, the interest rate on that
Borrowing is limited to the Maximum Rate, but ampsequent reductions in the designated rate sbiafeduce the interest rate thereon below
the Maximum Rate until the total amount of accrirgdrest equals the amount of interest that woalkhaccrued if that designated rate had
always been in effect. If at maturity (stated ordegeleration), or at final payment of the Noths, tbtal interest paid or accrued is less than the
interest that would have accrued if the designedézs had always been in effect, then, at that &inteto the extent not prohibited by applicable
Governmental Requirements, Borrower shall pay aousrnequal to the difference between (a) the lesktre amount of interest that would
have accrued if the designated rates had alwaysihesffect and the amount of interest

21



that would have accrued if the Maximum Rate hadchginbeen in effect, and (b) the amount of inteaesially paid or accrued on the Notes.

3.7 Interest Calculations. Interest on all Borroggwill be calculated on the basis of actual nunadfelays (including the first day but

excluding the last day) elapsed but computed @adh calendar year consisted of (a) 360 days inake of LIBOR Borrowings or Base Rate
Borrowings calculated with reference to the FedEtailds Rate (unless such calculation would resulte interest on the Borrowings
exceeding the Maximum Rate in which event suchrésteshall be calculated on the basis of a ye866for 366 days, as the case may be) and
(b) 365 or 366 days, as the case may be, in treafdBase Rate Borrowings calculated with refereancgdministrative Agent's base rate of
interest. All interest rate determinations and alations by Administrative Agent are conclusive dmding absent manifest error.

3.8 Maximum Rate. It is the intent of Administrai¥gent, Lenders and Borrower in the executionariormance of the Credit Document:
remain in strict compliance with applicable Goveamtal Requirements from time to time in effect/iiing applicable laws limiting the
amount or rate of interest. Administrative Agerngnders and Borrower stipulate and agree that nbtieederms and provisions contained in
the Credit Documents shall ever be construed tatera contract to pay for the use, forbearancetantion of money with interest at a rate or
in an amount in excess of the Maximum Rate or MaxmAmount. For purposes of the Credit Documentggtest” shall include the aggrec
of all charges which constitute interest under igpple Governmental Requirements that are contidote charged, reserved, received or paid
under the Credit Documents. Borrower shall neveregired to pay unearned interest and shall neseequired to pay interest at a rate or in
an amount in excess of the Maximum Rate or Maximdunmount, and the provisions of this section shalfitcal over all other provisions of the
Credit Documents, and of any other instrument jr@rtg to or securing the Obligation, which may betctual or apparent conflict herewith. If
the Obligation is prepaid, or if the maturity oétbligation is accelerated for any reason, ondar any contingency the effective rate or
amount of interest which would otherwise be payalolder the Credit Documents would exceed the MawirRate or Maximum Amount, or
the event any Lender or any holder of the Note# sharge, contract for, take, reserve or receiwmies that are deemed to constitute interest
which would, in the absence of this provision, @ase the effective rate or amount of interest gayafder the Credit Documents to a rate or
amount in excess of that permitted to be chargeatracted for, taken, reserved or received undgliGgble Governmental Requirements then
in effect, then the principal amount of the Obligator the amount of interest which would otherwigepayable under the Notes or both shall
be reduced to the amount allowed under applicablee@mental Requirements as now or hereinaftertnoet by the courts having
jurisdiction, and all such moneys so charged, emtéd for, taken, reserved or received that armdddo constitute interest in excess of
Maximum Rate shall immediately be returned to edied to the account of Borrower upon such deteation. Administrative Agent, Lende
and Borrower further stipulate and agree that, evithimitation of the foregoing, all calculationgtbe rate or amount of interest contracted for,
charged, taken, reserved or received under theit@eduments which are made for the purpose ofrdgténg whether such rate or amount
exceeds the Maximum Rate or Maximum Amount, shalifade to the extent not prohibited by applicaldegenmental Requirements, by
amortizing, prorating, allocating and spreadingmtyithe period of the full stated term of the Not@sinterest at any time contracted for,
charged, taken, reserved or
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received from Borrower or otherwise by Lendersmy ather holder of the Notes. If the Governmentatjiirements of the State of Texas are
applicable for purposes of determining the "MaximRate" or the "Maximum Amount,” then those termsamthe indicated rate ceiling from
time to time in effect under Chapter 303 of the d®kinance Code, as amended.

3.9 Interest Periods. When Borrower requests aBQIR Rate Borrowing, Borrower may elect the applieabterest period (each an "Interest
Period"), which may be, at Borrower's option, dhege or six months, subject to the following caiodis: (a) the initial Interest Period for a
LIBOR Rate Borrowing commences on the applicable®eing Date or conversion date, and each subsedptemest Period applicable to a
Borrowing commences on the day when the next piegepplicable Interest Period expires; (b) if amgrest Period for a LIBOR Rate
Borrowing begins on a day for which no numericalyresponding Business Day in the calendar monitthea¢nd of the Interest Period exists,
then the Interest Period ends on the last BusiDagof that calendar month; (c) if Borrower is rggd to pay any portion of a LIBOR Rate
Borrowing before the end of its Interest Periodiider to comply with the payment provisions of @edit Documents, Borrower shall also |
any related Consequential Loss; (d) no InteresbBédor any portion of Principal Debt may extend/bed the scheduled repayment date for
that portion of Principal Debt; and (e) no morentfigur Interest Periods may be in effect at onestim

3.10 Conversions. Subject to the dollar limits e€®on 2.1 and provided that Borrower may not cotceor select a new Interest Period for a
LIBOR Rate Borrowing at any time when an Event ef&ult exists, Borrower may

(a) convert a LIBOR Rate Borrowing on the last d&yhe applicable Interest Period to a Base Rateddang, (b) convert a Base Rate
Borrowing at any time to a LIBOR Rate Borrowing godlelect a new Interest Period for a LIBOR RaterBwing. That election may be made
by telephonic request to Administrative Agent niedahan 10:00 a.m. on the second Business Dayéd#fe conversion date or the last day of
the Interest Period, as the case may be (for ceioreto a LIBOR Rate Borrowing or election of a neserest Period), and no later than 10:00
a.m. on the last day of the Interest Period (forveosion to a Base Rate Borrowing). Borrower spiadlvide a Conversion Notice to
Administrative Agent no later than two days aftes tate of the conversion or election. Absent Beerts telephonic request for conversion or
election of a new Interest Period or if an EvenDefault exists, then, a LIBOR Rate Borrowing slio@ldeemed converted to a Base Rate
Borrowing effective when the applicable InterestiGexpires.

3.11 Order of Application.

(a) No Event of Default. Payments and prepaymefntiseoObligation shall be applied in the order amahner specified in this agreement;
provided, however, if no order is otherwise spedifin this agreement and no Event of Default oeftl Default has occurred and is
continuing, payments and prepayments of the Olitigaghall be applied first to fees, second to aedrinterest then due and payable on the
Principal Debt, and then to the remaining Obligaiiothe order and manner as Borrower may direct.

(b) Event of Default or No Direction. If an Everft@efault or Potential Default has occurred andastinuing (or if Borrower fails to give
direction as permitted
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under Section 3.11(a)), any payment or prepaynieciuing proceeds from the exercise of any Righlslll be applied in the following order:
(i) to all fees and expenses for which Administrathgent or Lenders have not been paid or reimlursaccordance with the Credit
Documents (and if such payment or prepayment sstlean all unpaid or unreimbursed fees and expetisss the payment or prepayment s
be paid against unpaid and unreimbursed fees grehers in the order of incurrence or due daté)o(iaccrued interest on the Principal Debt;
(iii) to the remaining Principal Debt in such ordexr Required Lenders may elect (provided that Reduienders will apply such proceeds ir
order that will minimize any Consequential Loss)da

(iv) to the remaining Obligation in the order andmmer Required Lenders deem appropriate.

(c) Pro Rata. Each payment or prepayment shalldtetiited to each Lender in accordance with its Rata Part of that payment or
prepayment.

3.12 Sharing of Payments, Etc. If any Lender olstaimy payment or prepayment with respect to thég@idn (whether voluntary, involuntau
or otherwise, including, without limitation, asesult of exercising its Rights under Section 3th3} exceeds the part of that payment or
prepayment that it is then entitled to receive uride Credit Documents, then that Lender shall lpase from the other Lenders participations
that will cause the purchasing Lender to sharefoess payment or prepayment ratably with eaclr a#veder. If all or any portion of any
excess payment or prepayment is subsequently resmbirmm the purchasing Lender, then the purchlaak Ise rescinded and the purchase
price restored to the extent of the recovery. Boeoagrees that any Lender purchasing a partiopdtom another Lender under this section
may, to the fullest extent permitted by applicaBlevernmental Requirements, exercise all of its Rigii payment (including the Right of
offset) with respect to that participation as fully if that Lender were the direct creditor of Barer in the amount of that participation.

3.13 Offset. If an Event of Default exists, to thaent not prohibited by applicable GovernmentajiRements, each Lender may exercise (for
the benefit of all Lenders in accordance with Sec8.12) the Rights of offset and banker's lienrejaeach and every account and other
property, or any interest therein, that any Compaay now or hereafter have with, or which is novhereafter in the possession of, that
Lender to the extent of the full amount of the Qation owed (directly or participated) to it, prded, however, no such right of offset or
banker's lien may be exercised against any acadfarty Special Purpose Entity.

3.14 Booking Borrowings. To the extent permittedapplicable Governmental Requirements, any Lendar make, carry, or transfer its
Borrowings at, to, or for the account of any oftitanch offices or the office or branch of anytefAffiliates. However, no Affiliate or branch
entitled to receive any greater payment under &e@&il6 than the transferor Lender would have leeitied to receive with respect to those
Borrowings, and a transfer may not be made if, disext result of it, Section 3.15 or 3.17 woulgpbpto any of the Obligation. If any of the
conditions of Sections 3.16 or 3.17 ever apply teeader, that Lender shall, to the extent possitdery or transfer its Borrowings at, to, or for
the account of any of its branch offices or thécefor branch of any of its Affiliates so long &g transfer is consistent with the other
provisions of this section, does not create ang&uior adverse circumstance for that Lender
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that would not otherwise exist, and eliminatesroeborates the conditions of Sections 3.16 or 3ak7applicable.

3.15 Basis Unavailable or Inadequate for LIBOR RHten or before any date when a LIBOR Rate ibéaletermined for a Borrowing,
Administrative Agent or any Lender determines (Redjuired Lenders agree with that determinatiort) ttrebasis for determining the
applicable rate is not available or that the résgltate does not accurately reflect the cost tadees of making or converting Borrowings at
that rate for the applicable Interest Period, tAdministrative Agent shall promptly notify Borrowand Lenders of that determination (which
is conclusive and binding on Borrower absent manieror), and the applicable Borrowing shall baterest at the sum of the Base Rate plus
the Applicable Margin. Until Administrative Agenbtifies Borrower that those circumstances givirgg ifio such notice no longer exist,
Lenders' commitments under this agreement to nake, convert to, LIBOR Rate Borrowings, as theecamy be, shall be suspended.

3.16 Additional Costs. Each Lender severally andjaiotly agrees to notify Administrative Agentgtother Lenders, and Borrower within 180
days after it has actual knowledge that any cirdanmtes exist that would give rise to any paymetigation by Borrower under clauses (a)
through (c) below. Although no Lender shall havg kability to Administrative Agent, any other Lead or any Company for its failure to gi
that notice, Borrower is not obligated to pay ampants under those clauses that arise, accrue émpgosed more than 180 days before that
notice to the extent that notice is applicablentusse amounts. To demand payment under this seatigrsuch Lender must generally be ma
similar demand for similar additional costs undexdit agreements to which it is party that contmilar provisions to this section.

(a) Reserves. With respect to any LIBOR Rate Boimgwi) if any change in any present Governmentjlirement, any change in the
interpretation or application of any present Goweental Requirement, or any future Governmental Rement imposes, modifies or deems
applicable (or if compliance by any Lender with aaguirement of any Governmental Authority resirjsany requirement that any reserves
(including, without limitation, any marginal, emercy, supplemental, or special reserves) be magdgjother than any reserve included in
Reserve Requirement) and if (ii) those reservesae@ny sums receivable by that Lender under grisesnent or increase the costs incurre
Lender in advancing or maintaining any portion 0§ &I BOR Rate Borrowing, then (iii) that Lender ¢ugh Administrative Agent) shall
deliver to Borrower a certificate setting forthreasonable detail the calculation of the amounéssary to compensate it for its reduction or
increase (which certificate is conclusive and higdabsent manifest error), and (iv) Borrower spail that amount to that Lender within five
Business Days after demand. The provisions of awlérakings and indemnifications in this clauses(ayive the satisfaction and payment of
the Obligation and termination of this agreement.

(b) Capital Adequacy. With respect to any Borrowiifiggny change in any present Governmental Remerg, any change in the interpretation
or application of any present Governmental Requénatmor any future Governmental Requirement reggrdapital adequacy, or if compliance
by Administrative Agent or any Lender with any
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request, directive or requirement imposed in therfiby any Governmental Authority regarding cdmt#equacy, or if any change in its writ
policies or in the risk category of this transaetim any of the foregoing events or circumstancediices the rate of return on its capital as a
consequence of its obligations under this agreemoemievel below that which it otherwise could dachieved (taking into consideration its
policies with respect to capital adequacy) by aomam deemed by it to be material (and it may, itedaining the amount, utilize reasonable
assumptions and allocations of costs and expemsegse any reasonable averaging or attribution eadgtthen (unless the effect is already
reflected in the rate of interest then applicalvidar this agreement) Administrative Agent or thendler (through Administrative Agent) shall
notify Borrower and deliver to Borrower a certifiessetting forth in reasonable detail the calcafatif the amount necessary to compensate it
(which certificate is conclusive and binding absmaiifest error), and Borrower shall pay that amdadministrative Agent or that Lender
within five Business Days after demand. The pravisiof and undertakings and indemnification in thégise (b) shall survive the satisfaction
and payment of the Obligation and termination i #greement.

(c) Taxes. Any Taxes payable by Administrative Atgemany Lender or ruled by a Governmental Autlyaidt be payable by Administrative
Agent or any Lender in respect of this agreememtngrother Credit Document shall, if permitted Ipplécable Governmental Requirements
paid by Borrower, together with interest and peesjtif any, except for Taxes payable on or meashyethe overall net income of
Administrative Agent or that Lender (or any othersdn with whom Administrative Agent or that Lenfitgs a consolidated, combined,
unitary, or similar Tax return) and except for inatgt and penalties incurred as a result of thesgnegligence or willful misconduct of
Administrative Agent or that Lender. Administratidgent or that Lender (through Administrative Agesttall notify Borrower and deliver to
Borrower a certificate setting forth in reasonadd¢ail the calculation of the amount of Taxes p#g,abhich certificate is conclusive and
binding (absent manifest error), and Borrower spajl that amount to Administrative Agent for it€aent or the account of that Lender, as the
case may be, within ten Business Days after dem&Administrative Agent or that Lender subsequgmnéceives a refund of the Taxes paid to
it by Borrower, then the recipient shall promptbypthe refund to Borrower.

3.17 Change in Governmental Requirements. If anye@onental Requirement makes it unlawful for anpder to make or maintain LIBOR
Rate Borrowings, then that Lender shall promptlfifpdorrower and Administrative Agent, and (a)tasundisbursed funds, that requested
Borrowing shall be made as a Base Rate Borrowinlg(lanas to any outstanding Borrowing (i) if maintag the Borrowing until the last day
of the applicable Interest Period is unlawful, B@rowing shall be converted to a Base Rate Bomgveis of the date of notice, in which event
Borrower will be required to pay any related Conssgial Loss or (ii) if not prohibited by applicebGovernmental Requirements, the
Borrowing shall be converted to a Base Rate Bomgveis of the last day of the applicable InteresioBeor (iii) if any conversion will not
resolve the unlawfulness, Borrower shall promptigpay the Borrowing, without penalty but with reldtConsequential Loss.
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3.18 Consequential Loss. Borrower shall indemnéfgteLender against, and pay to it upon demandCamgequential Loss of that Lender.
When any Lender demands that Borrower pay any Quuesgial Loss, that Lender shall deliver to Borrowed Administrative Agent a
certificate setting forth in reasonable detail asis for imposing Consequential Loss and the tation of the amount, which calculation is
conclusive and binding absent manifest error. THogipions of and undertakings and indemnificationthis Section survive the satisfaction
payment of the Obligation and termination of thigseement.

3.19 Foreign Lenders, Participants, and PurchaBech Lender, Participant (by accepting a partt@painterest under this agreement), and
Purchaser (by executing an Assignment) that iorgdanized under the Governmental Requirementseofitiited States of America or one of
its states

(a) represents to Administrative Agent and Borrothat (i) no Taxes are required to be withheld limAnistrative Agent or Borrower with
respect to any payments to be made to it in reggebe Obligation and (ii) it has furnished to Athistrative Agent and Borrower two duly
completed copies of either U.S. Internal Revenu®i&eForm 4224, Form 1001, Form W-8, or any ofloem acceptable to Administrative
Agent and Borrower that entitles it to a completeraption from U.S. federal withholding Tax on aitérest or fee payments under the Credit
Documents, and (b) covenants to (i) provide Adntiatsse Agent and Borrower a new Form 4224, For1lG~orm W-8, or other form
acceptable to Administrative Agent and Borrowernuffte expiration or obsolescence according to eable Governmental Requirements of
any previously delivered form, duly executed anchpteted by it, entitling it to a complete exemptioom U.S. federal withholding Tax on all
interest and fee payments under the Credit Docwsmant (ii) comply from time to time with all apgdible Governmental Requirements with
regard to the withholding Tax exemption. If anytled foregoing is not true at any time or the aglile forms are not provided, then Borrower
and Administrative Agent (without duplication) mdgduct and withhold from interest and fee paymanter the Credit Documents any Ta
the maximum rate under the Code or other applic@oleernmental Requirement, and amounts so dedacigavithheld shall be treated as
to that Lender, Participant, or Purchaser, as #ise cnay be, for all purposes under the Credit Deats

SECTION 4. FEES.

4.1 Treatment of Fees. Except as otherwise provigeapplicable Governmental Requirements, the dessribed in this Section 4 (a) do not
constitute compensation for the use, detentiofprtasearance of money, (b) are in addition to, aodim lieu of, interest and expenses otherwise
described in this agreement, (c) shall be payabéecordance with Section 3, (d) shall be non-rééibte, (e) shall, to the fullest extent
permitted by applicable Governmental Requireméogtay interest, if not paid when due, at the DefRalte, and (f) shall be calculated on the
basis of actual number of days (including the fitay but excluding the last day) elapsed, but cdetpas if each calendar year consisted of
days, unless such computation would result in @selbeing computed in excess of the Maximum Ratvehich event such computation shall
made on the basis of a year of 365 or 366 daytheasase may be.
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4.2 Fees of Administrative Agent. Borrower shaly pa Administrative Agent, for its own account, $6@ such amounts and upon such
payment terms as may be separately agreed upotmnstrative Agent and Borrower in writing.

4.3 Upfront Fees. On the Closing Date, Borrowetl gf&y to each initial Lender upfront fees in amtsugeparately agreed to between Borrc
and each such Lender.

4.4 Commitment Fee. Following the Closing Date,rBaer shall pay to Administrative Agent, for theatale account of Lenders, a
commitment fee, payable in installments in arreanseach March 31, June 30, September 30, and hece3th and on the Termination Date,
commencing March 31, 2004. Each installment shaihban amount equal to 0.375% multiplied by the@an by which (a) the average daily
Commitment exceeds (b) the average daily Commitrdeage, in each case during the period from arnddirgy the last payment date (or fr
the Closing Date for the payment due March 31, 2894nd excluding the payment date for such ilmtait, provided that each such
installment shall be calculated in accordance Biltion 4.1(f). Solely for the purposes of this

Section 4.4, "ratable" shall mean, for any peribdadculation, with respect to any Lender, thatgandion which (x) the average daily unused
Committed Sum of such Lender during such perioaddea(y) the amount of the average daily unusesh@iiment during such period.

4.5 Facility Fee. On the Termination Date, the Baser shall pay to Administrative Agent a faciligef of Twenty Thousand Dollars ($20,000).
SECTION 5. CONDITIONS PRECEDENT.

5.1 Initial Advances. The obligation of Lenderaitake the initial advances under this agreementtigest to the condition precedent that, ol
before the date of such advance, AdministrativerAgad Lenders have received, there shall have pedormed and there shall exist, the
documents, actions and other matters set forthAhelach in form, scope and substance, and (ascapj#) dated as of a date, satisfactory to
Administrative Agent and Lenders:

(a) Credit Agreement. This agreement duly exechteBorrower, Administrative Agent and each initignder;
(b) Revolving Notes. The Revolving Notes duly exeduand delivered by Borrower;

(c) Resolutions. Resolutions of Borrower approwimg execution, delivery and performance of thisagrent, the Revolving Notes and the
other Credit Documents to which it is a party ame transactions contemplated herein and thereip,adlopted by Borrower's Board of Trust
Managers and accompanied by a certificate of tloee®sry or Assistant Secretary of Borrower stathg the resolutions are true and correct,
have not been altered or repealed and are indrdefand effect;

(d) Incumbency Certificates. Signed certificateshef Secretary or Assistant Secretary of Borroveetifging the names of the officers of
Borrower authorized to sign each of the Credit Doents to which it is a party and the other docusent
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certificates to be delivered pursuant to the CrBdituments by Borrower, together with the true atgres of each such officer. Administrative
Agent and Lenders may conclusively rely on eaclh sctificate until they receive, and have hadasoaable opportunity to act upon, a fun
certificate of the Secretary or Assistant Secretdiforrower canceling or amending the prior ceréife and submitting the signatures of the
officers named in the further certificate;

(e) Declaration of Trust. A copy of the DeclaratmiTrust of Borrower, and all amendments theregtified by the Secretary or Assistant
Secretary of Borrower as being true, correct amdpiete as of the date of such certification;

() Bylaws. A copy of the Bylaws of Borrower, anll @anendments thereto, certified by the Secretakssistant Secretary of Borrower as
being true, correct and complete as of the daseioh certification;

(g) Payments to Administrative Agent. The paymenadministrative Agent of: (i) all fees to be reeed by Administrative Agent pursuant to
this agreement or any other Credit Document, apdl(ithird-party costs incurred in connection kwthis agreement, including all reasonable
attorneys' fees, costs and out-of-pocket experfsédninistrative Agent's counsel incurred or estiethto have been incurred through the
Closing Date in connection with the preparatiorearion and delivery of the Credit Documents arddabnsummation of the transactions
contemplated thereby;

(h) Opinion of Counsel. A favorable opinion addexs$o Administrative Agent and Lenders, in form antdstance satisfactory to
Administrative Agent, from outside legal counseBtrrower;

(i) Merger Completed. Administrative Agent shallvedi) received and reviewed copies of all of thewmentation related to the Merger and
such other information related to the Merger asdl request and (ii) received evidence, in form sufastance satisfactory to it, that the Me
has been consummated; and

() Additional Information. Such other documentsstruments, reports, opinions and information asaeably required by Administrative
Agent, any Lender and their respective counsel.

5.2 All Borrowings. The obligation of Lenders totemd Borrowings under this agreement (includingitiitéeal advances) is subject to the
following conditions precedent:

(a) No Default or Potential Default. As of the dafehe making of the Borrowing, there exists nefvof Default or Potential Default;

(b) Compliance with Credit Agreement. Each Complaay performed and complied with all agreementscanditions contained in this
agreement and each other Credit Document thaegréred to be performed or complied with by it befor at the date of the Borrowing;
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(c) No Material Adverse Event. As of the date oking the Borrowing, no Material Adverse Event haswred and is continuing;

(d) Representations and Warranties. The represemsadnd warranties contained in Section 6 andther Credit Documents are true in all
respects on the date of, and after giving effectht® Borrowing, with the same force and effecthasigh made on and as of that date;

(e) Borrowing Request. Administrative Agent hasdiynreceived from Borrower a properly completed®aing Request, executed by a
Responsible Officer of Borrower; and

SECTION 6. REPRESENTATIONS AND WARRANTIES. Borrowmapresents and warrants to Administrative Agentlaenders as follows:
6.1 Purpose and Regulation U.

(a) Subject to the other provisions in the Creditments, including, without limitation, clause @low, the proceeds of all Borrowings will
be used either (i) to refinance any amounts outistgnunder the Previous Agreement, (ii) to finaBogrower's Mortgage Loan origination, (
to finance Borrower's Commercial Loan originatior(i@) for general corporate purposes.

(b) The proceeds of the Revolving Facility will beed by Borrower solely for the purposes specifieBection 6.1(a). None of such proceeds
will be used for the purpose of purchasing or dagyany "margin stock" as defined in Regulatiorotfor the purpose of reducing or retiring
any indebtedness which was originally incurreducchase or carry a margin stock or for any othepgse which might constitute this
transaction a "purpose credit" within the meanihgurh Regulation U. No Company is engaged in tigness of extending credit for the
purpose of purchasing or carrying margin stocksdmpany, nor any Person acting on behalf of any@@my, has taken or will take any
action that might cause the Notes or any of theroiredit Documents, including this Credit Agreeimémviolate Regulation U or any other
regulations of the Board of Governors of the Feldeeserve System or to violate Section 7 of theu8tes Exchange Act of 1934, as
amended, or any rule or regulation thereunderaghease as now in effect or as the same may aéesie in effect.

(c) No portion of any advance or loan made hereuslall be used directly or indirectly to purchasagigible securities, as defined by
applicable regulations of the Federal Reserve Baarderwritten by any affiliate of Banc One Corgara or any affiliate of any other Lender
during the underwriting period and for 30 days #adier.

6.2 Corporate Existence, Good Standing, Authornity Bocations. Borrower is a real estate investrtraist duly organized, validly existing and
in good standing under the laws of the State ofafekxcept where the failure to qualify would restult in a Material Adverse Event,
Borrower is duly qualified to transact business &nid good standing in each jurisdiction wheretléure and extent of its business and
properties require due qualification and good stam@and each of such jurisdictions is identifiadSchedule 6.3). Borrower possesses all
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requisite authority and power to conduct its businas is now being conducted and as proposeddoraicted (including under the Credit
Documents) and to own and operate its assets a®woed and operated and as proposed to be owneapanated (including under the Credit
Documents). Borrower's chief executive office atiteo principal offices are described on Schedue Bhe present location of Borrower's
books and records concerning accounts and accmagwable is at its chief executive office.

6.3 Subsidiaries and Names. Schedule 6.3 desqapesach Company,

(b) every name or trade name used by each Compaimgdhe four-month period before the date of Hgseement (or during the period such
Company has been a Subsidiary, if shorter) andye)y change of each Company's name during thenhaunth period before the date of this
agreement. All of the outstanding shares of beratfisterests, capital stock or similar voting irgsts of each Company are (i) duly authorized,
validly issued, fully paid and nonassessable pfihed of record and beneficially as described ine8ale 6.3, free and clear of any Liens, and
(i) not subject to any warrant, option or othegaisition Right of any Person or subject to anging) ownership or transfer restriction except
(2) restrictions imposed by securities laws andegaincorporate laws and (2) restrictions expressted in the certificates evidencing such
shares.

6.4 Authorization and Contravention. The executiad delivery by Borrower of each Credit Documenivtuch it is a party and the
performance by it of its obligations under thosedir Documents (a) are within its trust power, {aye been duly authorized by all necessary
trust action, (c) require no consent of, actiondnfiling with, any Governmental Authority (excegoty action or filing that has been taken or
made or consent that has been received, and islemd@nd in final form and full force and effeat or before the Closing Date), (d) do not
violate any provision of its Organizational Docurtgn

(e) do not violate any provision of any GovernméeR@guirement applicable to it or result in anydmie of, or default under, any material
agreement of the Companies, or (f) result in, quines the imposition of, any Liens on any prop@ftany Company, other than in favor of
Administrative Agent for Lenders.

6.5 Binding Effect. Upon execution by Borrower afcl Credit Document to which it is a party, eacthsGredit Document will constitute a
legal and binding obligation of Borrower, enforckasigainst Borrower in accordance with that CrBditument's terms, except as that
enforceability may be limited by Debtor Relief Laeusd general principles of equity.

6.6 Financials. The Current Financials were prepareaccordance with GAAP and present fairly, imaterial respects, the Companies'
consolidated (if applicable) financial conditioesults of operations and cash flows as of, anthiportion of the fiscal year ending on, their
dates (subject only to normal year-end adjustmfentsiterim statements). Except for transactionediy related to, or specifically
contemplated or expressly permitted by, the Ciiedituments, no material adverse changes have oddartbe Companies' consolidated (if
applicable) financial condition from that showrtlire Current Financials.

6.7 Solvency. On each Borrowing Date, Borroweais] after giving effect to the requested Borrowiily be, Solvent.
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6.8 Litigation.

(a) Except as shown on Schedule 6.8, no Compasubigct to, or aware of the threat of, any Litigatinvolving any Company, or any of their
respective properties, which if adversely determliagainst any of them, reasonably could be expéotegsult in a Material Adverse Event,
and

(b) No outstanding and unpaid judgments againstGomypany exist that reasonably could be expecteestat in a Material Adverse Event.
6.9 Taxes.

(a) Except where the non-compliance of any of tliewing reasonably could not be expected to resudt Material Adverse Event, (i) all
returns, reports and other information of each Camyprequired to be filed in respect to a preseiffititre liability for any Taxes have been
prepared in compliance with all requisite GoverntaeRequirements, and as so prepared, have beperprdiled (or extensions have been
granted) and (ii) all Taxes imposed upon each Comiaat are due and payable have been timely dhlyddfaid except as are being contested
as permitted by Section 7.5.

(b) Borrower qualifies as a "real estate investnterst" for all purposes under the Code.
6.10 Environmental Matters.

(a) No Company has received notice from any Govemtai Authority that it has any actual or potenBalironmental Liability, and no
Company has knowledge that it has any Environmemddlility, which actual or potential Environmentahbility in either case reasonably
could be expected to constitute a Material Advé&rgent.

(b) No Company has received notice from any Govemtal Authority that any Real Property is affedbgtand no Company has knowledge
that any Real Property is affected by, any Reledsey Hazardous Substance which reasonably cauekpected to constitute a Material
Adverse Event.

(c) No Company knows of any environmental condgion circumstances adversely affecting any matpagion of the collateral securing any
of the Commercial Loans or Mortgage Loans. The Camigs have taken all steps required under appédablernmental Requirements to
determine that all of the Projects securing thetlyiige Loans are in compliance with all applicabtey@&nmental Requirements.

6.11 Employee Plans. Except where not a Materialedgse Event (a) no Employee Plan subject to ERI&Aihcurred an "accumulated fund
deficiency" (as defined in Section 302 of ERISASarction 512 of the Code), (b) neither any Compayamy ERISA Affiliate has incurred
liability (except for liabilities for premiums thatave been paid or that are not past due) unde8&£RI the PBGC in connection with any
Employee Plan, (c) neither any Company nor any BRASiliate has withdrawn in whole or in part froparticipation in a Multiemployer Plan
in a manner that has given rise to a withdrawailitg under Title IV of
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ERISA, (d) neither any Company nor any ERISA Affié has engaged in any "prohibited transactiontiédimed in Section 406 of ERISA or
Section 4975 of the Code), (e) no "reportable eév@s defined in Section 4043 of ERISA) has ocaligrcluding events for which the notice
requirement is waived under applicable PBGC regnat (f) neither any Company nor any ERISA Affiiehas any liability, or is subject to
any Lien, under ERISA or the Code to or on accadisiny Employee Plan, (g) each Employee Plan stuljeERISA and the Code complies in
all material respects, both in form and operatimith ERISA and the Code and (h) no MultiemployearPsubject to the Code is in
reorganization within the meaning of Section 418hef Code.

6.12 Properties; Liens. Each Company has good amatable title to all its property reflected ore tBiurrent Financials except for property
that is obsolete or that has been disposed ofittinary course of business between the dateec€tirrent Financials and the date of this
agreement or, after the date of this agreememteansitted by Section 8.10. No Lien exists on argpprty of any Company except Permitted
Liens and Permitted Project Liens. Except for thed Documents, no Company is party or subjeetny agreement, instrument or order
which in any way restricts any Company's abilityatlow Liens to exist upon any of its assets.

6.13 Government Regulations.

(a) No Company is subject to regulation under theestment Company Act of 1940, as amended, or ehéd”Utility Holding Company Act o
1935, as amended.

(b) Each of the Companies has complied with alliapple Governmental Requirements of any Governaiekiithority having jurisdiction
over the conduct of their respective businessdseownership of their respective property.

6.14 Transactions with Affiliates. Except for trandons with other Companies as permitted by Se@i6, no Company is a party to a
transaction (other than of an inconsequential eatwith any of its Affiliates.

6.15 Debt. No Company has any Debt except Permiitdat.

6.16 Leases. Except where it could not reasonablyxpected to result in a Material Adverse Evajtefich Company enjoys peaceful and
undisturbed possession under all leases necessdegioable for the operation of its properties asslets and (b) all material leases under
which any Company is a lessee are in full force efifett.

6.17 Labor Matters. Except where it could not reabdly be expected to result in a Material Adversertt (a) no actual or threatened strikes,
labor disputes, slow downs, walkouts, work stopgageother concerted interruptions of operatiomas ifvolve any employees employed at
time in connection with the business activitie®perations at any Real Property exist, (b) hourkea by and payment made to the employ
of any Company have not been in violation of thi Eabor Standards Act or any other applicable Goreental Requirements pertaining to
labor matters, (c) all payments due from any Corgganemployee health and welfare insurance, inoigidwithout limitation, workers
compensation insurance, have been paid or acceuadiability on its books and (d) the businessvés and operations
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of each Company are in compliance with OSHA aneéioéipplicable health and safety Governmental Remqénts.

6.18 Intellectual Property. Except where it coutd reasonably be expected to result in a Materiblehse Event, (a) each Company owns or
has the right to use all material licenses, patgratent applications, copyrights, service maneemarks, trademark applications, trade na
trade secrets and other intellectual property sigigtcessary or desirable to continue to condubtigiesses as presently conducted by it and
proposed to be conducted by it immediately afterdate of this agreement, (b) each Company is atimdpits business without infringement
or claim of infringement of any license, patentpgiight, service mark, trademark, trade name, tsmdeet or other intellectual property righ
others and (c) no infringement or claim of infringent by others of any material license, patentydght, service mark, trademark, trade na
trade secret or other intellectual property of @mynpany exists.

6.19 Insurance. Each Company maintains the insareeguired by
Section 7.9.

6.20 Full Disclosure. All information furnished Aggministrative Agent or Lenders by or on behalofy Company in connection with the
Credit Documents was, and all information furniskeéddministrative Agent or Lenders in the futuredr on behalf of any Company will be,
in each case, when so furnished, true, complet@aeacurate in all material respects or where eséimat projections were or will be therein
made and so designated, based on good faith, r@aleoestimates or projections on the date thermdtion is stated or certified.

SECTION 7. AFFIRMATIVE COVENANTS.
7.1 Certain Items Furnished. Borrower shall furritsh following to Administrative Agent (with suffient copies for each Lender):

(a) Annual Financials, Etc. Promptly after preparabut no later than 90 days after the last dagawh fiscal year of Borrower, audited
Financials showing the Companies' consolidatedcandolidating financial condition and results oéogtions as of, and for the year ended on,
that last day, accompanied by (i) the opinion, withqualification, of a nationally-recognized fimhindependent certified public accountants
acceptable to Required Lenders, based on an asidg generally accepted auditing standards, tlatdimsolidated portion of those Financials
were prepared in accordance with GAAP and preserty fin all material respects, the Companies'sodidated financial condition and results
of operations and (ii) with respect to the periostered by such Financials, a Compliance Certificate

(b) Quarterly Financials, Etc. Promptly after pregiiion but no later than 60 days after the lastafagach fiscal quarter of Borrower, Financi
showing the Companies' consolidated financial diovdiand results of operations for that fiscal ¢elaand for the period from the beginning
the current fiscal year to the last day of thatdlsjuarter, accompanied by a Compliance Certdigath respect to the period covered by such
Financials.
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(c) SEC Filings. Promptly after preparation, buity event (i) within 60 days after the end of eaftthe first three fiscal quarters of Borrow
an accurate and complete copy of Borrower's Forf@ B3 filed with the Securities and Exchange Comiois (ii) within 90 days after the end
of each fiscal year of Borrower, an accurate armdpiete copy of Borrower's Form ¥0as filed with the Securities and Exchange Comiois
and (iii) promptly upon their becoming availablecarate and complete copies of all registratiotestants, other periodic reports and
statements and schedules filed by Borrower withsagurities exchange, the Securities and Exchapnge@ission or any other similar
Governmental Authority.

(d) Quarterly Mortgage Loan Reports. Promptly aftegparation, but no later than 30 days afterdlseday of each fiscal quarter, a schedule of
all of Borrower's Mortgage Loans, each such refmbte in form and scope acceptable to Administeafigent, including, without limitation,
setting forth information identifying

(i) all Mortgage Loans with respect to which a ddfé&ias occurred as to the payment of any instaitroéprincipal or interest or other

monetary default has occurred under any Mortgagal@ocument related thereto and such default hialse®m cured for more than 60 days,
or, in the case of Workout Loans, for more thard@gs, (ii) Mortgage Loans in Liquidation, (iii) Miglage Loans in Litigation, (iv) any other
Non-Performing Loans, (v) Renegotiated Loans, (vi) &arction Loans, and (vii) Segmented Loans.

(e) Annual Financial Projections. Promptly afteemetration but no later than 45 days after thedagtof each fiscal year of Borrower, annual
financial projections for the Companies prepare@®byrower, in form and substance reasonably acbépta Administrative Agent, setting
forth management's projections for the next sudogefiscal year.

(f) Other Reports. Promptly after preparation aisdrithution, accurate and complete copies of gbres and other communications about
material financial matters or material corporatenglor projections by or for any Company for dttion to any Governmental Authority or
any existing or potential creditor including, witltdimitation, each interim or special audit repand management letter issued by the
Companies' accountants with respect to the Comgamitheir financial records, but excluding (x)ditetrade and other reports prepared and
distributed in the ordinary course of business @)dnhformation otherwise furnished to AdministregtiAgent and Lenders under this
agreement.

(g) Employee Plans. As soon as possible and wiz@idays after Borrower knows that a Reportable Ekiea occurred, or that the PBGC has
instituted or will institute proceedings under ERI® terminate that Employee Plan, deliver a ciedif of a Responsible Officer of Borrower
setting forth details as to that Reportable Evetthe action which Borrower or an ERISA Affiliates the case may be, proposes to take with
respect to it, together with a copy of any notitéhat Reportable Event which may be required tdilbd with the PBGC, or any notice
delivered by the PBGC evidencing its intent toitng¢ those proceedings or any notice to the PBi@&€Cthe Employee Plan is to be terminated,
as the case may be. For all purposes of this se®iarrower is
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deemed to have all knowledge of all facts attribletdao the plan administrator under ERISA.

(h) Project Lease Information. Promptly when re¢qeedy Administrative Agent or any Lender, corractl complete copies of all leases
covering all or any portion of any Project, togethéth a rent roll covering such leases in form anfistance reasonably required by
Administrative Agent and certified to by the applite Mortgage Loan Obligor as being true, corract @omplete in all material respects.

(i) Other Notices. Promptly after Borrower knowsreceives any notification thereof (whichever sfiadlt occur), notice of (a) the existence
and status of any Litigation or Environmental Llapithat if determined adversely to any Compargyld reasonably be expected to result in a
Material Adverse Event, (b) any material Litigatidrat questions the validity of any Lien which sesuor purports or is intended to secure any
Mortgage Loan Document relating to any Mortgageri,@ay Lien which secures or purports or is intehidesecure any Mortgage Loan or
Project Document relating to any Mortgage Loanafty change in any fact or circumstance (other dfan inconsequential nature)
represented or warranted by any Company in anyitiBetument, (d) any challenge by the Internal RexeService with respect to

Borrower's status as a REIT, (e) an Event of Déf&dtential Default or Material Adverse Event, @fygng the nature thereof and what action
the Companies have taken, are taking and propadséecand (f) any notice of a "default,” "evendefault" or "potential default” from any

other creditor of the Companies, with a copy them@onediately delivered to Administrative Agentgtther with an explanation from
Borrower, in detail satisfactory to Administratidgent, regarding the notice and effect of suchawoti

() Other Information. Promptly when reasonablyuested by Administrative Agent or any Lender, sadditional information (not otherwise

required to be furnished under this agreement)rdigg (a) any Company's business affairs, assatslities, results of operation and financial
condition, (b) any Mortgage Loan, or (c) any Moggd oan Document, any Project Document or any Etreyhich secures a Mortgage Loan

as Administrative Agent or any Lender may requabtif form and substance satisfactory to Admimistte Agent or that Lender).

7.2 Use of Credit. Borrower shall use the proced#ddorrowings only for the purposes representetthis agreement.
7.3 Books and Records. Each Company shall maibt@iaks, records and accounts necessary to prepaadials in accordance with GAAP.

7.4 Inspections. Upon reasonable request and advanice (but during the pendency of an Event daDié no advance notice is required),
each Company shall allow Administrative Agent oy &ender (or their respective Representativeshspéct any of that Company's properties,
to review reports, files and other records and #&&enand take away copies, to conduct tests or figegi®ns and to discuss any of its affairs,
conditions and finances with its other creditoiggctors, officers, employees, outside accountantgpresentatives from time to time, during
reasonable business hours (but during the pend#rany Event of
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Default, at any time). Without limiting the foregaj, the Companies shall allow Administrative Agenperform field examinations to test st
systems and controls of the Companies as it depprepriate. Borrower shall promptly reimburse Adisirative Agent and Lenders for the
reasonable expenses of such inspections and fialdiaations.

7.5 Taxes. Each Company shall promptly pay whenashyeand all Taxes, except Taxes that are beintgstad in good faith by lawful
proceedings diligently conducted, against whiclemes or other provision required by GAAP has beadenand in respect of which levy and
execution of any Lien sufficient to be enforced hasn and continues to be stayed.

7.6 Payment of Obligation. Each Company shall prityrgay (or renew and extend) all of its obligasass they become due (unless the
obligations, other than the Obligation or any plaetreof, are being contested in good faith by ampate proceedings).

7.7 Expenses. Within ten Business Days after deraaodmpanied by an invoice describing the costs &éd expenses in reasonable detalil,
Borrower shall pay (a) all costs, fees and expepaé&sor incurred by or on behalf of Administratikgent incident to any Credit Document
(including, without limitation, the reasonable fee®l expenses of Administrative Agent's counsebimection with the negotiation,
preparation, delivery and execution of the Creditlments and any related amendment, waiver or ogreed (b) all reasonable costs and
expenses incurred by Administrative Agent in cotimecwith the enforcement of the obligations of @&gympany under the Credit Documents
or the exercise of any Rights under the Credit Doents (including, without limitation, reasonablahted costs of in-house counsel, other
reasonable attorneys' fees and court costs), alhafh are part of the Obligation, bearing intei@shot paid within ten Business Days after
demand accompanied by an invoice describing this cfees and expenses in reasonable detail) guottien thereof from time to time unpaid
at the Default Rate until paid.

7.8 Maintenance of Existence, Assets and Busiigssh Company shall (a) maintain its trust, corgooatpartnership (as applicable) existence
and good standing in its state of incorporatiofoomation (as applicable) and

(b) except where the failure to perform any of fibléowing could not reasonably be expected to reisuh Material Adverse Event (i) maintain
its authority to transact business and good stgnidirall other states, (ii) maintain all licenspsrmits and franchises necessary or desirable for
its business and (iii) keep all of its assets #ratuseful in and necessary to its business in ga@wking order and condition (ordinary wear and
tear excepted) and make all necessary repairsegtacements.

7.9 Insurance. Each Company shall, at its coseapénse, maintain with financially sound, respdesimd reputable insurance companies or
associations, or as to workers' compensation dtagiinsurance, with an insurance fund or by sefftirance authorized by the jurisdictions in
which it operates, insurance concerning its prageend businesses against casualties and contiegeand of types and in amounts (and with
co-insurance and deductibles) as is customaryeicéise of similar businesses. In addition, Borrasteil and shall cause each other Company
to, (2) name Administrative Agent as additionaliresl on all general and comprehensive liabilitymasice, (b) deliver copies of the policies
and endorsements for the insurance required byStision 7.9 to Administrative Agent promptly aftesuance and renewal of each and (c)
cause each policy of insurance to provide thailit w
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not be cancelled or modified (as to term, coveragepe, property or risks covered, change or anddf loss payee or additional insured or
otherwise) without 30 days prior written noticeAdministrative Agent.

7.10 Compliance with Governmental RequirementshE2ampany shall (a) operate and manage its busis@ssl otherwise conduct its affairs
in compliance with all Governmental Requirementgl(iding without limitation, all Environmental Lavesi\d Environmental Permits) excep
the extent noncompliance reasonably could be eggdetit to constitute a Material Adverse Event pilomptly deliver to Administrative Age

a copy of any notice received from any Governmeftahority alleging that any Company is not in cdrapce with any Governmental
Requirements (including any Environmental Laws nviEbnmental Permits) if the allegation reasonatayld constitute a Material Adverse
Event and (c) promptly deliver to Administrative &g a copy of any notice received from any GovemaleéAuthority alleging that any
Company has any potential Environmental Liabilftthie allegation reasonably could constitute a Maté\dverse Event.

7.11 Indemnification.

(a) AS USED IN THIS SECTION: (I) "INDEMNITOR" MEANBORROWER AND EACH OTHER COMPANY; (Il) "INDEMNITEE"
MEANS ADMINISTRATIVE AGENT, EACH LENDER, EACH PRESHT AND FUTURE AFFILIATE OF ADMINISTRATIVE AGENT
AND EACH LENDER, EACH PRESENT AND FUTURE REPRESENTWE OF ADMINISTRATIVE AGENT AND EACH LENDER OR
ANY OF THOSE AFFILIATES AND EACH PRESENT AND FUTURBUCCESSOR AND ASSIGN OF ADMINISTRATIVE AGENT
AND EACH LENDER OR ANY OF THOSE AFFILIATES OR REPEREENTATIVES; AND

(1) "INDEMNIFIED LIABILITIES" MEANS ALL PRESENT AND FUTURE, KNOWN AND UNKNOWN, FIXED AND CONTINGENT,
ADMINISTRATIVE, INVESTIGATIVE, JUDICIAL AND OTHER CLAIMS, DEMANDS, ACTIONS, CAUSES OF ACTION,
INVESTIGATIONS, SUITS, PROCEEDINGS, AMOUNTS PAID ISETTLEMENT, DAMAGES, JUDGMENTS, PENALTIES, COURT
COSTS, LIABILITIES AND OBLIGATIONS, AND ALL PRESENTAND FUTURE COSTS, EXPENSES AND DISBURSEMENTS
(INCLUDING ALL REASONABLE ATTORNEYS' FEES AND EXPERES WHETHER OR NOT SUIT OR OTHER PROCEEDING
EXISTS OR ANY INDEMNITEE IS PARTY TO ANY SUIT OR OFIER PROCEEDING) IN ANY WAY RELATED TO ANY OF THE
FOREGOING, THAT MAY AT ANY TIME BE IMPOSED ON, INCRRRED BY, OR ASSERTED AGAINST, ANY INDEMNITEE AND It
ANY WAY RELATING TO OR ARISING OUT OF ANY (1) CREDI DOCUMENT OR TRANSACTION CONTEMPLATED BY ANY
CREDIT DOCUMENT, (2) ENVIRONMENTAL LIABILITY IN ANY WAY RELATED TO ANY COMPANY, OR ACT, OMISSION,
STATUS, OWNERSHIP, OR OTHER RELATIONSHIP, CONDITIO®MR CIRCUMSTANCE CONTEMPLATED BY, CREATED UNDEI
OR ARISING PURSUANT TO OR IN CONNECTION WITH ANY CEDIT DOCUMENT, OR (3) INDEMNITEE'S SOLE OR
CONCURRENT ORDINARY NEGLIGENCE.
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(b) EACH INDEMNITOR AGREES, JOINTLY AND SEVERALLYTO INDEMNIFY PROTECT AND DEFEND EACH INDEMNITEE
FROM AND AGAINST, HOLD EACH INDEMNITEE HARMLESS FRO®! AND AGAINST, AND ON DEMAND PAY OR REIMBURSE
EACH INDEMNITEE FOR, ALL INDEMNIFIED LIABILITIES.

(c) THE FOREGOING PROVISIONS (I) ARE NOT LIMITED IMMOUNT EVEN IF THAT AMOUNT EXCEEDS THE OBLIGATION,
(1) INCLUDE, WITHOUT LIMITATION, REASONABLE FEES AND EXPENSES OF ATTORNEYS AND OTHER COSTS AND
EXPENSES OF LITIGATION OR PREPARING FOR LITIGATIONND DAMAGES OR INJURY TO PERSONS, PROPERTY, OR
NATURAL RESOURCES ARISING UNDER ANY STATUTORY OR Q@MON LAW GOVERNMENTAL REQUIREMENT, PUNITIVE
DAMAGES, FINES, AND OTHER PENALTIES, AND (lll) ARENOT AFFECTED BY THE SOURCE OR ORIGIN OF ANY
HAZARDOUS SUBSTANCE, AND (IV) ARE NOT AFFECTED BY NY INDEMNITEE'S INVESTIGATION, ACTUAL OR
CONSTRUCTIVE KNOWLEDGE, COURSE OF DEALING, OR WAINAE

(d) HOWEVER, NO INDEMNITEE IS ENTITLED TO BE INDEMN-IED UNDER THE CREDIT DOCUMENTS FOR ITS OWN FRAUD,
GROSS NEGLIGENCE, OR WILLFUL MISCONDUCT.

(e) ALTHOUGH FAILURE TO DO SO DOES NOT REDUCE OR RAIR ANY INDEMNITOR'S OBLIGATIONS UNDER THIS
SECTION, EACH INDEMNITEE SHALL PROMPTLY NOTIFY BORRWER OF ANY EVENT ABOUT WHICH THE INDEMNITEE
HAS RECEIVED WRITTEN NOTICE AND THAT IS REASONABLYLIKELY TO RESULT IN ANY INDEMNIFIED LIABILITY. EACH
INDEMNITOR MAY, AT ITS OWN COST AND EXPENSE, PARTIPATE IN THE DEFENSE IN ANY PROCEEDING INVOLVING
ANY INDEMNIFIED LIABILITY. IF NO EVENT OF DEFAULT OR POTENTIAL DEFAULT EXISTS, INDEMNITORS MAY ASSUME
THE DEFENSE IN THAT PROCEEDING ON BEHALF OF THE ABREABLE INDEMNITEES, INCLUDING THE EMPLOYMENT OF
COUNSEL IF FIRST APPROVED (WHICH APPROVAL MAY NOTBBUNREASONABLY WITHHELD) BY THE APPLICABLE
INDEMNITEES. IF INDEMNITORS ASSUME ANY DEFENSE, THESHALL KEEP THE APPLICABLE INDEMNITEES FULLY
ADVISED OF THE STATUS OF, AND SHALL CONSULT WITH, ND RECEIVE THE CONCURRENCE OF, THOSE INDEMNITEES
BEFORE TAKING ANY MATERIAL POSITION IN RESPECT OHHAT PROCEEDING. IF INDEMNITORS CONSENT, IF AN EVEN
OF DEFAULT, POTENTIAL DEFAULT OR MATERIAL ADVERSE RENT EXISTS OR IF ANY INDEMNITEE REASONABLY
DETERMINES THAT AN ACTUAL CONFLICT OF INTERESTS EXSTS BETWEEN INDEMNITORS AND THAT INDEMNITEE WITH
RESPECT TO THE SUBJECT MATTER OF THE PROCEEDING DRAT INDEMNITORS ARE NOT DILIGENTLY PURSUING THE
DEFENSE, THEN (I) THAT INDEMNITEE MAY, AT
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INDEMNITORS' JOINT AND SEVERAL EXPENSE, EMPLOY COUBEL TO REPRESENT THAT INDEMNITEE THAT IS SEPARATE
FROM COUNSEL FOR INDEMNITORS OR ANY OTHER PERSON AT PROCEEDING AND (II) INDEMNITORS ARE NO
LONGER ENTITLED TO ASSUME THE DEFENSE ON BEHALF OFHAT INDEMNITEE. NO INDEMNITOR MAY AGREE TO THE
SETTLEMENT OF ANY INDEMNIFIED LIABILITY, OR ANY MAT TERS OR ISSUES MATERIAL TO OR NECESSARY FOR THE
RESOLUTION OF ANY SUCH LIABILITY, WITHOUT THE PRIORNRITTEN CONSENT OF THE APPLICABLE INDEMNITEES
UNLESS, AS AGREED TO IN WRITING BY AN INDEMNITEE, HAT SETTLEMENT FULLY RELIEVES THOSE INDEMNITEES OF
ANY LIABILITY WHATSOEVER FOR THAT INDEMNIFIED LIABI LITY. IF AN INDEMNITEE AGREES TO THE SETTLEMENT OF
ANY INDEMNIFIED LIABILITY WITHOUT THE PRIOR WRITTEN CONSENT OF INDEMNITORS (WHICH CONSENT MAY NOT B
UNREASONABLY WITHHELD), THEN INDEMNITORS ARE NO LONGER OBLIGATED FOR THAT INDEMNIFIED LIABILITY IN
RESPECT OF THAT INDEMNITEE.

7.12 Mortgage Loan Approval, Collection and SemgcEStandards. Borrower shall follow the loan apptpgollection and servicing policies
and standards in effect as of the Closing Dategtxdor immaterial changes in such policies anddsaads or changes in such policies and
standards disclosed to and approved in writing byniistrative Agent and Lenders.

7.13 Negative Pledge. Borrower hereby covenantsagnees (and agrees to cause each other Compartg)directly or indirectly create,
incur, grant, suffer, or permit to be created auimed any Lien on any of the respective assessici Companies, other than Permitted Liens
and Permitted Project Liens. Furthermore, in thenéthat, notwithstanding the foregoing, any suing (other than Permitted Liens and
Permitted Project Liens) are granted, incurredireated, then, in addition to the other Rights tgéo Administrative Agent and Lenders
hereunder or under applicable Governmental Reqeinésn (a) the Companies hereby grant to Adminisgraigent and Lenders an equal and
ratable Lien in and to the property so encumbg(t@dany Person receiving the benefit of any sudhitexhal Liens shall be deemed to receive
any such grant or conveyance of Liens for the tatabd pari passu benefit of Lenders and AdmirtisgaAgent and shall be deemed the be
and agent for such Lenders for the sole purpo$mloing any such collateral and Liens and perfectirens in favor of Administrative Agent
and Lenders with respect thereto, and (c) upomefeest of Administrative Agent, each Company siedicute, and shall request the other
Person to execute, all such documents and talket@dins requested by Required Lenders to more &yligence and create such ratable, pari
passu Liens in favor of Lenders and Administrathggent.

SECTION 8. NEGATIVE COVENANTS.

For so long as any Lender is committed to lend uiide agreement and until the Obligation has ey paid and performed, Borrower
covenants and agrees with Administrative Agentlagmtlers as follows:
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8.1 Payroll Taxes. No Company may directly or indily use any proceeds of any Borrowing (a) for paspose other than as represented in
this agreement, or (b) for the payment of wagesnmbloyees unless a timely payment to or deposit thi¢ United States of America of all
amounts of Tax required to be deducted and withiwéhl respect to such wages is also made.

8.2 Debt. No Company may:

(a) Create, incur or suffer to exist (directly ndirectly) any direct, indirect, fixed or contingdiability for any Debt except the following (the
"Permitted Debt"):

(i) the Obligation;
(i) Debt existing on the Closing Date, as moretipalarly described on Schedule 8.2 (the "Existepbt");
(ii) Debt arising under or in connection with aBjructured Financing that is entered into as alre$an Asset Securitization;

(iv) Debt of up to $15,000,000 at any one time tautding (including any such Debt existing on thes@ig Date and described on Schedule
8.2), incurred by any Company, but in any casergavecourse to Borrower, having the following gehattributes: (A) such indebtedness is
secured solely by liens on specified Amerihost Brogs or parcels of Qualifying Real Estate; (B than documents evidencing such
indebtedness do not contain covenants or otheeagets that are more restrictive than those foanlde Credit Documents, do not cross-
default to the Credit Documents, and are otherimgerm and substance acceptable to Administratigent and Required Lenders; and (C) no
Event of Default or Potential Default has occuraed is continuing when any such Debt is to be iremjrand no Event of Default or Potential
Default would be created by such incurrence. Rddhe incurrence of any Debt permitted by thisis&(iv), Borrower shall deliver a written
notice to Administrative Agent of its intent to inmcsuch Debt, the proposed obligor, proposed obligenount, rate and scheduled amortization
of such proposed Debt. Borrower shall also proidg other information requested by AdministrativgeaAt and Lenders with respect to such
proposed financing, including, without limitatioegpies of the loan documents evidencing the prapéisancing; and

(v) indebtedness and other obligations arising uR#ge Management Transactions contemplated bygneement.

(b) Prepay, purchase, repurchase, defease or redeeause to be prepaid, purchased, repurchastahsid or redeemed, any principal of, or
any premium (if any) or interest on, any of its Bedy fund or cause to be funded any sinking oiilainfund for any such Debt, except for (i)
the Obligation, (ii) any Debt permitted under

Section 8.2(a)(iv) above in connection with thees#ithe underlying real property to a third pamyan arm's-length transaction, so long as all
prepayments required by Section 3.2(c) are madelsimeously therewith, and (iii) any Debt owed b$ecial Purpose
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Entity incurred in connection with an Asset Sedzaition, so long as (A) such Debt has been redtaeé&% or less of its original principal
amount, (B) such prepayment fully extinguishes dDebt, (C) no Default, Event of Default then existsvould be created by such
prepayment, and (D) all remaining Mortgage Loart i@tated assets of such Special Purpose Entityranediately transferred to Borrower.

8.3 Liens. No Company may (a) create, incur oresusf permit to be created or incurred or to eaist Lien upon any of its properties except a
Permitted Lien or (b) enter into or permit to exdsly arrangement or agreement that directly oréutly prohibits any Company from creating
or incurring any Lien on any of its assets or prtps except (i) the Credit Documents, (ii) anysieghat places a Lien prohibition on only the
property subject to that lease, and (iii) arrangeisiand agreements that apply only to propertyesitdp Permitted Liens. The following are
"Permitted Liens™:

(a) Lender Liens;
(b) Liens existing on the Closing Date, as mordipaarly described on Schedule 8.3 (the "Existiigns");

(c) Liens on the assets owned by any Special Parfasty, which Liens are created under or in catina with a Structured Financing
permitted by this agreement;

(d) Liens on individual Amerihost Properties orges of Qualifying Real Estate securing Debt paediby Section 8.2(a)(iv);
(e) Any interest or title of a lessor in propersir leased under an operating lease that doesnstitute Debt;

(f) Liens arising under Rate Management Transastfrmitted by this agreement;

(g) Banker's Liens and Rights of setoff or recouptne

(h) Pledges or deposits made to secure any Congpayment of workers' compensation, unemploymentrance or other forms of
governmental insurance or benefits or to partieipatany fund in connection with workers' compeimsatunemployment insurance, pensions
or other social security programs;

(i) Zoning and similar restrictions on the usearfd easements, restrictions, covenants, title teefe@ similar encumbrances on, Real Property
that do not impair the use of such Real Propettyefothan of an inconsequential nature) and theahat violated by existing or proposed
structures or land use; and

() If no Lien has been filed in any jurisdiction agreed to (i) claims and Liens for Taxes notduet and payable, (ii) statutory mechanic's L
and materialman's Liens for services or materiatssimilar statutory Liens incident to constructeomd maintenance of Real Property, in each
case for which payment is not yet due and paydlidestatutory landlord's Liens for rental not yéite and payable and
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(iv) statutory Liens of warehousemen and carrie gimilar statutory Liens securing obligationsttiie not yet due and payable.

8.4 Employee Plans. No Company may permit any @g&trents or circumstances described in Sectiont6.&gist or occur except where the
failure to perform the foregoing could not reasdpdie expected to result in a Material Adverse Even

8.5 Transactions with Affiliates. No Company mayegrnnto any transaction with any of its Affiliategcept (a) Asset Securitizations, but only
so long as (i) no Event of Default or Potential @6f has occurred and is continuing at the timsuah Asset Securitization, and (ii) all
mandatory prepayments on the Obligation require8édstion 3.2(c) are made in connection therewith(&h transactions (other than
Investments) in the ordinary course of businessugruh fair and reasonable terms not materially f@gsrable than it could obtain or could
become entitled to in an arm's-length transactiith & Person that was not its Affiliate.

8.6 Compliance with Governmental Requirements aocduihents. No Company shall (a) violate the prowisiof any Governmental
Requirements (including, without limitation, OSHAdEnvironmental Laws) applicable to it or of angterial agreement to which it is a party
or by which any of its property is subject or boufithat violation alone, or when aggregated willoéher violations, reasonably could be
expected to result in a Material Adverse Event,

(b) violate any provision of its Organizational meents or (c) repeal, replace or amend any pravisidts Organizational Documents if that
action reasonably could be expected to resultNfaterial Adverse Event.

8.7 Investments. No Company may make any Invessrexdept the following (the "Permitted Investments”

(a) () Readily marketable, direct, full faith ancedit obligations of the United States of Amemeanbligations guaranteed by the full faith and
credit of the United States of America and (ii)didamarketable obligations of an agency or instemtality of, or corporation owned,
controlled or sponsored by, the United States oBAca that are generally considered in the seesritidustry to be implicit obligations of the
United States of America, in each case, due withia year after the acquisition of it (collectivelgovernment Securities");

(b) Readily marketable direct obligations of amgtestof the United States of America given on thie @& such investment a credit rating of at
least Aa by Moody's Investors Service, Inc. or AASiandard & Poor's Corporation, in each case dtiénnone year from the making of the
investment;

(c) Certificates of deposit issued by, bank degdsiteurodollar deposits through, bankers' acogesof, and repurchase agreements covering
Government Securities executed by, (i) any Lendéii)oany bank incorporated under the GovernmeR&djuirements of the United States of
America or any of its states and given on the datbe investment a short-term certificate of dépo®dit rating of at least P-2 by Moody's
Investors Service, Inc., or 2-by Standard & Poor's Corporation, in each casewdthin one year after the date of the makinghefinvestmen
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(d) Certificates of deposit issued by, bank degdsiteurodollar deposits through, bankers' acoepsof, and repurchase agreements covering
Government Securities executed by, any branchfaedbcated in the United States of America ofalbincorporated under the Governme
Requirements of any jurisdiction outside the Uniftdtes of America having on the date of the inaest a short-term certificate of deposit
credit rating of a least P-2 by Moody's Investoesv&e, Inc., or A-2 by Standard & Poor's Corpamatiin each case due within one year after
the date of the making of the investment;

(e) Commercial paper maturing in 270 days or less fthe date of issuance and rated P-1 or bettétdndy's Investors Service, Inc., orlAet
better by Standard & Poors Corporation;

(f) Money market instruments and mutual funds rak@d\ by Standard & Poors Corporation or given offi¢he two highest credit rankings for
such investments by any other nationally-recogniatidg service;

(9) Investments by Borrower in any financial assetich are generated or outstanding as a resalh &sset Securitization involving a Special
Purpose Entity; and

(h) Customary capital contributions or similar istraents relating to the formation of any Subsidirthat Company.

8.8 Qualifying Real Estate. Borrower may not pusghany real property or any hotel/motel projeceothan Qualifying Real Estate, provided
that no Qualifying Real Estate shall be acquiredxoess of any applicable Real Estate Purchasedtion.

8.9 Distributions; Other Payments. No Company srtér into or permit to exist any arrangementgseament which directly or indirectly
prohibits any such Company from declaring, makingaying, directly or indirectly, any Distributido Borrower. No Company shall, directly
or indirectly, declare, make or pay any Distribnga@xcept for:

(a) Distributions to Borrower from any other Compaand

(b) if no Event of Default or Potential Default sta or would exist after giving effect to the Distition, and so long as any such Distributions
are made in the ordinary course of business cemsigtith sound business practices, the followingtiiliutions by Borrower: (i) Distributions
declared or paid during any fiscal year which dba@eed the sum of (A) 100% of Funds from Openratifor that fiscal year, plus (B) if paid
by May 30 during that year, the portion of the #peaceding fiscal year's Distributions that woudl/é been permitted under clause (A) above
that did not represent any carryover from earlgarg and was not declared and paid during thaedieg fiscal year, and (ii) up to an aggre:
of $2,000,000 of other Distributions made or desdladluring the term of this agreement;

8.10 Disposition of Assets. No Company may seBigs lease, transfer or otherwise dispose of diitg @ssets (including, without limitation,
equity interests in any other Company) other thansyant to a Permitted Asset Sale.
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8.11 Mergers, Consolidations and Dissolutions. MonfBany may merge or consolidate with any otherdPersr acquire, in one or a series of
related transactions, all or substantially allla# equity or assets of any Person; provided tloyithstanding the foregoing, so long as no
Event of Default then exists or would be createdgh transaction, Borrower may from time to timagudre substantially all of the assets of
any of the Special Purpose Entities that have deipdiull all of the indebtedness and other obligas incurred by them in connection with an
Asset Securitization. In addition, no Company mesgalve or convert to any other form of entity.

8.12 Assignment. No Company may assign or traresfgrof its Rights, duties or obligations under afthe Credit Documents.

8.13 Fiscal Year and Accounting Methods. No Compaay change either its fiscal year for accountingppses or any material aspect of its
method of accounting.

8.14 New Businesses. No Company may engage inasigdss except the businesses in which it is ptlgsemgaged and any other reasonably
related business.

8.15 Government Regulations. No Company may corithibusiness in a way that it becomes regulatelutne Investment Company Act of
1940, as amended, or the Public Utility Holding Qamy Act of 1935, as amended.

8.16 Financial Contracts. No Company will enteoiat remain liable upon any Financial Contract,eptd¢he Rate Management Transactions
contemplated by this agreement.

8.17 Strict Compliance. No Company may indirectlyathything that it may not directly do under anyemant in any Credit Document.
SECTION 9. FINANCIAL COVENANTS.

For so long as any Lender is committed to lend uifde agreement, and until the Obligation has Haéy paid and performed, Borrower
covenants and agrees with Administrative Agentlagntlers as follows:

9.1 Minimum Net Worth. The Companies' consolidatied Worth shall not at any time be less than thre efi(a) 90% of Net Worth as of the
Closing Date, plus (b) 100% of the Net Proceedsfamy Equity Issuances by Borrower after the Clpfhate.

9.2 Maximum Leverage Ratio. The ratio of the Coiulstéd Companies' consolidated Total Liabilitieshte Consolidated Companies'
consolidated Net Worth shall not at any time exceédo 1.00.

9.3 Maximum Non-Performing Loan Ratio. The ratialudé outstanding principal balance of the Compagi@ssolidated Non-Performing
Loans to the Companies' consolidated Net WortH slhalll times be less than 0.10 to 1.00; provitted Borrower's compliance with this
covenant will only be required on days on whichréhis outstanding Principal Debt.
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9.4 Maximum Charge-Off Ratio. The Companies' cadstéd Charge-Off Ratio shall at all times be kbss 2.0%, to be determined for
compliance reporting purposes as of the last daaoh fiscal quarter of the Companies for the tparters then ended.

9.5 Positive Cash Flow. The Companies, on a cattet@ld basis, shall maintain Cash Flow in an amgredter than $0, to be determined for
compliance reporting purposes as of the last daaoh fiscal quarter of the Companies for the fmoal quarters then ended.

9.6 Non-Hotel/Motel Loans. Borrower will not, atyatime, permit the aggregate principal balancaoMortgage Loans which are secured by
Projects which are not hotels or motels to exceedmount equal to (a) 25% of the aggregate prihtipiance of all of its Mortgage Loans less
(b) the aggregate loan loss reserve establish@&bhywer with respect to its Mortgage Loans.

9.7 Minimum Asset Coverage Ratio. The Asset CoveRatio shall at all times (but calculated for ctiamre reporting purposes as of the last
day of each fiscal quarter of the Borrower) be gethan or equal to 1.25 to 1.00 for the Borroewed First Western.

SECTION 10. EVENT OF DEFAULT.
The term "Event of Default” means the occurrencargf one or more of the following:

10.1 Payment of Obligation. Borrower's failure efusal to pay (a) principal of any Note, or anytplereof, on or before the date when due
(including any required mandatory prepayment whes)d(b) any other part of the Obligation on ordvef5 days after the date due, or (c) any
final amounts due and payable under the Previousekgent or the PMC Capital Agreement when due.

10.2 Covenants. Any Company's failure or refusgunctually and properly perform, observe and cgmth any of the covenants in Sectit

8 and

9. It shall also constitute an Event of Defaulifify Company fails or refuses to punctually and erlypperform, observe and comply with any
covenant or agreement in any Credit Document (dtigr covenants to pay the Obligation and coversaitforth in Sections 8 and 9)
applicable to it, and that failure or refusal cangs for 15 days after that Company has, or withettercise of reasonable diligence should have
had, notice of that failure or refusal; providedwever, that with respect to the failure or refusgberform any such covenant or agreement,
Borrower shall not be entitled to an opportunityctwe any such failure or refusal if such failureefusal is either not capable of being cure
Borrower or if the same covenant has already beeached more than two times during the twelve nmoptleceding such breach.

10.3 Debtor Relief. Any Company (a) is not Solvéh},fails to pay its debts generally as they beeaue, (c) voluntarily seeks, consents to or
acquiesces in the benefit of any Debtor Relief Latlier than as a creditor or claimant, or (d) bezom party to or is made the subject of any
proceeding provided for by any Debtor Relief Lathey than as a creditor or claimant, that coulghend or otherwise adversely affect the
Rights of Administrative Agent or any Lender untex Credit Documents (unless, in the event sucbgaing is involuntary, the petition
instituting same is dismissed within 60 days aitefiling).
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10.4 Judgments and Attachments. Any Company faithjn 10 days after entry, to pay, bond, or othisendischarge any one or more
judgments or orders for the payment of money (raid pr fully covered by insurance) in excess o0$0,000 (individually or collectively) ¢

the equivalent thereof in another currency or awies, or any warrant of attachment, sequestratiosimilar proceeding against any
Company's assets having a value (individually dlectively) of $1,000,000 or the equivalent ther@o&inother currency or currencies, whic
not either (a) stayed on appeals; (b) being diligazontested in good faith by appropriate procegdiwith adequate reserves having been set
aside on the books of such Company in accordaniteGAAP, or (c) dismissed by a court of competenisgiction.

10.5 Government Action. Unless otherwise coveredtnyevent described in Section 10.4, (a) the esrtigsuance of an order by any
Governmental Authority (including the United Staflesstice Department) seeking to cause any Commadiyést a significant portion of its
assets under any antitrust, restraint of tradegiunbmpetition, industry regulation or similar Geamental Requirements, or (b) the
commencement of any action or proceeding by anye@waental Authority (i) for the purpose of condenmiseizing or otherwise
appropriating, or taking custody or control of@llany substantial portion of, any Company's assefs) which asserts any material violation
by, or material liability against, any Company lthee any Environmental Law.

10.6 Misrepresentation. Any representation or wdayranade by any Company in any Credit Documengnyrfinancial data or other
information now or hereafter furnished to Admirggive Agent or Lenders by or on behalf of Borrovatrany time proves to have been false,
incorrect or misleading in any material respect avheade.

10.7 Ownership of Other Companies. Except as dtrektransactions permitted by this agreement, @oynpany (other than Borrower) fails to
constitute the direct or indirect wholly owned Sidizy of Borrower.

10.8 Change of Control of Borrower. Any Change ofh€ol shall occur.

10.9 Change in Management. Any material changkedmtanagement of Borrower or the Companies as &ewincluding, without limitation,
any two or more of the following are no longer eaygd by Borrower in the same or similar capacitigeshey are on the Closing Date: Lance
Rosemore, Andrew Rosemore, Jan Salit or Barry Berli

10.10 Other Funded Debt. In respect of any Fundsut Bf any Company (other than the Obligation)af@) Company fails to make any
payment when due,

(b) any default or other event or condition ocaurgxists beyond the applicable grace or cure getie effect of which is to permit any holder
of that Funded Debt to cause (whether or not itteleo cause) any of such Funded Debt to becoméefoee its stated maturity or regularly
scheduled payment dates, or (c) any of that Fubsdd is declared to be due and payable or requiréeé prepaid by any Company before its
stated maturity.

10.11 Rate Management Transactions. Nonpaymenbbyp®er of any Rate Management Obligation whenatue breach by Borrower of
any term, provision or condition contained in argtd&RManagement Transaction.
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10.12 Validity and Enforceability of Credit DocumienAny Credit Document ceases to be in full faaod effect or is declared to be null and
void, or the validity or enforceability of any Ciie®ocument or any Lender Lien is contested by @oynpany or any other Person, or any
Company or any other Person asserts the absencedshies that it has, any liability or obligationnder any Credit Document to which it is a
party except in accordance with that document'sesgoprovisions, or any Lender Lien shall fail tmstitute a valid, perfecteiitst priority lien

in favor of Administrative Agent for Lenders, extép accordance with the express provisions of glicable Credit Document.

10.13 Material Agreement Default or Cancellatiohe™efault under, or breach or cancellation of, agrneement or other contractual
arrangement to which any Company is a party orfi@ary or by which any of its property is boundsarbject, which reasonably could be
expected to result in any (a) significant impairinefn(i) the ability of Borrower or any other Compato perform any of its payment or other
material obligations under any Credit Documentiiptife ability of Administrative Agent or Lendets enforce any of those obligations or any
of their respective Rights under the Credit Docutsefi) significant and adverse effect on the bessn management or financial condition of
the Borrower or of the Companies as a whole, aesgpted to Lenders in the Financials then mosnticreceived by them or

(c) event or circumstance that could result in gar of Default or Potential Default pursuant tet8ms 10.1 through 10.15 (inclusive).

10.14 Environmental Matters. Any of the followingaedl occur and Required Lenders determine, in dadt, that (a) such occurrence could
materially and adversely affect the business oraijmns of Borrower or its ability to pay its delsis they come due or to pay or perform any of
the Obligation, and (b) the aggregate liabilityBafrrower resulting from such occurrences could egcgl,000,000: (i) the failure of any Loan
Obligor or other owner of any Project which secua@dortgage Loan or Commercial Loan to obtain améhtain any environmental permit,
certificate, license approval, registration, orhauization required under any Environmental Law;dhy Loan Obligor or other owner of a
Project which secures a Mortgage Loan or Commetkgiah is or may be potentially responsible or kabith respect to any investigation or
clean up of any threatened or actual release oHazardous Substance with respect to such Prdjigcg Release of any Hazardous Substance
has occurred at, on or under any Project whichrescany Mortgage Loan or Commercial Loan; (iv) argl or written notification of a Relee

of Hazardous Substance has been filed by or onfoefBorrower or any Loan Obligor or in relatioo &ny Project which secures any
Mortgage Loan or Commercial Loan; (v) any Projebich secures any Mortgage Loan or Commercial Lear will be listed or is proposed
for listing on the National Priority List promulgat pursuant to CERCLA, any related GovernmentauiRement or on any federal or state list
of sites requiring investigation or clean up; @iy Environmental Lien shall exist on any Projebich secures any Mortgage Loan or
Commercial Loan; or (vii) any governmental actitvals have been taken or be in process or pendirighwdould subject any Project which
secures any Mortgage Loan or Commercial Loan toEangronmental Lien.

10.15 Employee Benefit Plans. (a) A Reportable EvefReportable Events, or a failure to make aireglinstallment or other payment (witl
the meaning of Section 412(n)(1) of the Code),Istale occurred with respect to any Employee Ptaplans that is expected to result in
liability of Borrower to the PBGC or to an EmployB&an in an aggregate amount
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exceeding $1,000,000 and, within 30 days after¢perting of any such Reportable Event to Admiai$te Agent or after the receipt by
Administrative Agent of a statement required purgua Section 7.1(g), Administrative Agent shall’anotified Borrower in writing that (i)
Required Lenders have made a reasonable deteramirthtit, on the basis of such Reportable EventepoRable Events or the failure to make
a required payment, there are grounds under Ntlef ERISA for the termination of such EmployeerPtar Plans by the PBGC, or the
appointment by the appropriate United States distourt of a trustee to administer such Employlea Br Plans or the imposition of a Lien
pursuant to section 412(n) of the Code in favoamEmployee Plan and (ii) as a result thereof,\@mnEof Default exists hereunder; or (b)
Borrower or any ERISA Affiliate has provided to aaffected party a 60-day notice of intent to teraténan Employee Plan pursuant to a
distress termination in accordance with sectionl4€fof ERISA if the liability expected to be incead as a result of such termination will
exceed $1,000,000; or (c) a trustee shall be apgubiny a United States district court to administgy such Employee Plan; or (d) the PBGC
shall institute proceedings (including giving netiaf intent thereof) to terminate any such Empldykss; or (e) (i) Borrower or any ERISA
Affiliate shall have been notified by the sponsbadvultiemployer Plan that is has incurred withdg liability (within the meaning of section
4201 of ERISA to such Multiemployer Plan), (ii) Bower or such ERISA Affiliate does not have reasd@grounds for contesting such
withdrawal liability or is not contesting such wdtawal liability in a timely and appropriate manmaed (i) the amount of such withdrawal
liability specified in such notice, when aggregatéth all other amounts required to be paid to Kumitployer Plans in connection with
withdrawal liabilities (determined as of the datedates of such natification), exceeds $1,000,00@f) Borrower or any ERISA Affiliate shall
have been notified by the sponsor of a Multiemptd3ian that such Multiemployer Plan is in reorgatian or is being terminated, within the
meaning of Title IV of ERISA, if solely as a resoftsuch reorganization or termination the aggregainual contributions of Borrower and its
ERISA Affiliates to all Multiemployer Plans thateathen in reorganization or have been or are hteimginated have been or will be increased
over the amounts required to be contributed to s8dehiemployer Plans for their most recently comptéplan years by an amount exceeding
$1,000,000.

SECTION 11. RIGHTS AND REMEDIES.
11.1 Remedies Upon Event of Default.

(a) Debtor Relief. If an Event of Default existdan

Section 10.3, the commitment to extend credit utldisragreement automatically terminates and tlieeetnpaid principal balance of the
Obligation, together with all interest accrued #dwar, and all other amounts then accrued and ungaidmatically become and shall be due
payable without any action of any kind whatsoever.

(b) Other Events of Default. If any Event of Detaexists, Administrative Agent may (with the contsef) and must, upon the request of
Required Lenders), do any one or more of the falgw

(i) If the maturity of the Obligation has not aldgabeen accelerated under Section 11.1(a), detiarentire unpaid principal balance of all or
any part of the Obligation, together with all irgsr accrued thereon, and all other amounts thenedt@nd unpaid, immediately due and
payable, whereupon it is due and payable; (ii) ieate the commitments of Lenders to extend creutien this agreement; (iii)
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reduce any claim to judgment; (iv) require the Camips to open and maintain a secured lockbox atdouthe receipt of the Companies'
accounts receivables; notes receivable and otheiviables; and (v) exercise any and all other legaiquitable Rights afforded by the Credit
Documents, by applicable Governmental Requiremantgherwise at law or in equity.

(c) Offset. If an Event of Default exists, to thaéent not prohibited by applicable Governmental illegments, each Lender may exercise the
Rights of offset and banker's lien against eacheaeay account and other property, or any intatresein, which any Company may now or
hereafter have with, or which is now or hereaftethie possession of, that Lender to the exterttefull amount of the Obligation owed to that
Lender, provided, however, no such right of offsebanker's lien may be exercised against any atajfla Special Purpose Entity.

11.2 Company Waivers. To the extent not prohibifgépplicable Governmental Requirements, Borrowereach other Company waives, in
respect to any action taken by Administrative Aganitenders at any time and from time to time pardéuo Section 11.1, presentment, den
for payment, protest, acceleration, notice of o#sad nonpayment, NOTICE OF INTENTION TO ACCELERATNOTICE OF
ACCELERATION, and all other notices and acts, agrkas that its liability with respect to all or gogrt of the Obligation is not affected by
any renewal or extension in the time of paymeralbér any part of the Obligation, by any indulgenmcrease or other modification to, or by
any release or change in any security for the paymie all or any part of the Obligation.

11.3 Performance by Administrative Agent. If anyn@any's covenant, duty or agreement is not perfdimaccordance with the terms of the
Credit Documents, Administrative Agent may at itgion (but subject to the approval of Required Lemsyi perform or attempt to perform that
covenant, duty or agreement on behalf of that Cawppand any amount expended by or on behalf of Adstrative Agent in its performance
or attempted performance is payable by the Compajuitly and severally, to Administrative Agent demand, becomes part of the
Obligation, and bears interest on the portion thiei®m time to time unpaid at the Default Ratenfrthe date of Administrative Agent's
expenditure until paid. However, Administrative Ageloes not assume and shall never have, excefs éypress written consent, any liability
or responsibility for the performance of any Compsarovenants, duties or agreements. Notwithstantthie forgoing, unless an Event of
Default then exists, Administrative Agent shall tetke any such action without requesting that Beerotake such action on its own behalf.

11.4 Not in Control. Nothing in any Credit Documetes or may be deemed to give to Administratiggit or any Lender the Right to
exercise control over any Company's Real Propether assets, affairs or management or to predudserfere with any Company's
compliance with any Governmental Requirement ouiregany act or omission by any Company that malgdvenful to Persons or property.
Any "Material Adverse Event" or other materiality substantiality qualifier of any representatiomrmnty, covenant, agreement or other
provision of any Credit Document is included foedit documentation purposes only and does not irmapty/should not be deemed to mean
Administrative Agent or any Lender acquiesces i aon-compliance by any Company with any applicdhteernmental
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Requirement, document, or otherwise or does natexpe Companies to promptly, diligently and condiusly carry out all appropriate
removal, remediation, compliance, closure or offetivities required or appropriate in accordancehall Environmental Laws. Administrative
Agent's and Lenders' power is limited to the Rigitsvided in, or referred to by, the Credit Docutserll of those Rights exist solely to
assure payment and performance of the Obligati@e@ordance with the terms of the Credit Documemtd,may be exercised in a manner
determined to be appropriate by Administrative Agam_enders in their sole business judgment.

11.5 Course of Dealing. The acceptance by Admatist Agent or Lenders of any partial payment @n@bligation is not a waiver of any
Event of Default then existing. No waiver by Adnsitnative Agent, Required Lenders or Lenders of Bwgnt of Default is a waiver of any
other then-existing or subsequent Event of Def&ldtdelay or omission by Administrative Agent, Riegd Lenders or Lenders in exercising
any Right under the Credit Documents impairs tHghRor is a waiver thereof or any acquiescencesthenor will any single or partial
exercise of any Right preclude other or furtherreise thereof or the exercise of any other Riglttaurthe Credit Documents or otherwise.

11.6 Cumulative Rights. All Rights available to Aiistrative Agent, Required Lenders and Lenderseutige Credit Documents are
cumulative of and in addition to all other Rightsugted to Administrative Agent, Required Lenderd banders at law or in equity, whether or
not the Obligation is due and payable and whetheobAdministrative Agent, Required Lenders or ders have instituted any suit for
collection, foreclosure, or other action in conf@tivith the Credit Documents.

11.7 Application of Proceeds. Any and all proceedsr received by Administrative Agent or Lendemirthe exercise of any Rights pertair
to the Obligation shall be applied to the Obligataxcording to Section 3.

11.8 Certain Proceedings. Borrower shall promptigogite and deliver, or cause the execution andetgliof, all applications, certificates,
instruments, registration statements, and all aloeuments and papers Administrative Agent or Reguienders reasonably request in
connection with the obtaining of any consent, appkaregistration (other than securities law regisbns), qualification, permit, license or
authorization of any Governmental Authority or atRerson necessary or appropriate for the effeetegcise of any Rights under the Credit
Documents. Because Borrower agrees that Adminigtrétgent's and Required Lenders' remedies unddicaple Governmental
Requirements for failure of Borrower to comply witte provisions of this section would be inadequaate that failure would not be adequately
compensable in damages, Borrower agrees that tlemants of this section may be specifically enfdrce

11.9 Expenditures by Administrative Agent or Lergdekny sums spent by Administrative Agent or anyder in the exercise of any Right
under any Credit Document is payable by the Congzatini Administrative Agent within 10 days of writtdemand, becomes part of the
Obligation, and bears interest on the portion thiefem time to time unpaid at the Default Ratenfrthe date spent until the date repaid.
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SECTION 12. ADMINISTRATIVE AGENT AND LENDERS.
12.1 Administrative Agent.

(a) Appointment. Each Lender appoints Administtgent (including, without limitation, each sucsesAdministrative Agent in accordan
with this Section 12) as its nominee and agenttareits name and on its behalf (and Administrathgent and each such successor accepts
that appointment): (i) To act as its nominee andt®hehalf in and under all Credit Documents;t@ijarrange the means whereby its funds are
to be made available to Borrower under the CreditiPnents; (iii) to take any action that it propeguests under the Credit Documents
(subject to the concurrence of other Lenders asheagquired under the Credit Documents); (iv)eweive all documents and items to be
furnished to it under the Credit Documents; (vptomptly distribute to it all material informatiorequests, documents, and items received
from Borrower under the Credit Documents; (vi) tompptly distribute to it its ratable part of eaciyment or prepayment (whether voluntary,
as proceeds of collateral upon or after foreclgsaseproceeds of insurance thereon, or otherwisagéordance with the terms of the Credit
Documents; and (vii) to deliver to the appropri@ersons requests, demands, approvals, and consegiteed from it. However, Administrati
Agent may not be required to take any action tkpbses it to personal liability or that is contrémyany Credit Document or applicable
Governmental Requirements.

(b) Successor. Administrative Agent may assigmfils Rights and obligations as Administrative Agander the Credit Documents to any of
its Affiliates, which Affiliate shall then be th@iscessor Administrative Agent under the Credit Doents. Administrative Agent may also
voluntarily resign and shall resign upon the reoéfRequired Lenders for cause (i.e., Administtathgent is continuing to fail to perform its
responsibilities as Administrative Agent under @redit Documents). If the initial or any succes&dministrative Agent ever ceases to be a
party to this agreement or if the initial or angse@ssor Administrative Agent ever resigns (whettoduntarily or at the request of Required
Lenders), then Required Lenders shall (which, iEvent of Default or Potential Default exists, ibfct to Borrower's approval that may not
be unreasonably withheld) appoint the successorididtrative Agent from among Lenders (other thamrisigning Administrative Agent). If
Required Lenders fail to appoint a successor Adstriiive Agent within 30 days after the resigningy#inistrative Agent has given notice of
resignation or Required Lenders have removed thigmig Administrative Agent, then the resigningnidistrative Agent may, on behalf of
Lenders, appoint a successor Administrative Agehich must be a commercial bank having a combiragital and surplus of at least
$1,000,000,000 (as shown on its most recently phbtl statement of condition). Upon its acceptafie@pointment as successor
Administrative Agent, the successor Administrathgent succeeds to and becomes vested with alleoRtghts of the prior Administrative
Agent, and the prior Administrative Agent is disaded from its duties and obligations of AdministratAgent under the Credit Documents,
and each Lender shall execute the documents thdtearder, the resigning or removed Administrativgest, or the successor Administrative
Agent reasonably request to reflect the changerAfty Administrative Agent's resignation or rem@asAdministrative Agent under the
Credit Documents, the
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provisions of this section inure to its benefit@agny actions taken or not taken by it while itswedministrative Agent under the Credit
Documents.

(c) Rights as Lender. Administrative Agent, indepacity as a Lender, has the same Rights undé&@r#dit Documents as any other Lender
may exercise those Rights as if it were not acimgdministrative Agent. The term "Lender", unlédss context otherwise indicates, includes
Administrative Agent. Administrative Agent's resgion or removal does not impair or otherwise dftety Rights that it has or may have ir
capacity as an individual Lender. Each Lender anddver agree that Administrative Agent is notdufiiary for Lenders or for Borrower but
is simply acting in the capacity described in tgeement to alleviate administrative burdens far@ver and Lenders, that Administrative
Agent has no duties or responsibilities to LendeBorrower except those expressly set forth inGhedit Documents, and that Administrative
Agent in its capacity as a Lender has the sametRaghany other Lender.

(d) Other Activities. Administrative Agent or anghder may now or in the future be engaged in omeaye loan, letter of credit, leasing, or
other financing transactions with Borrower, actrastee or depositary for Borrower, or otherwiseshgaged in other transactions with
Borrower (collectively, the "other activities") ntite subject of the Credit Documents. Without lingtthe Rights of Lenders specifically set
forth in the Credit Documents, neither AdministvatAgent nor any Lender is responsible to accauthé other Lenders for those other
activities, and no Lender shall have any intenestry other Lender's activities, any present arriguaranties by or for the account of
Borrower that are not contemplated by or includethe Credit Documents, any present or future b#gercised by Administrative Agent or
any Lender in respect of those other activitiey, gresent or future property taken as securityafor of those other activities, or any property
now or hereafter in Administrative Agent's or anlyey Lender's possession or control that may Heoome security for the obligations of
Borrower arising under the Credit Documents by saasf the general description of indebtedness selcar of property contained in any other
agreements, documents, or instruments relatedytofahose other activities (but, if any paymemtsaspect of those guaranties or that proy
or the proceeds thereof is applied by Administethgent or any Lender to reduce the Obligationn thach Lender is entitled to share ratably
in the application as provided in the Credit Docuoisg

12.2 Expenses. Each Lender shall pay its Pro RataoPany reasonable expenses (including, witlimitation, court costs, reasonable
attorneys' fees and other costs of collection)riremiby Administrative Agent (while acting in suchpacity) in connection with any of the
Credit Documents if Administrative Agent is notmdiursed from other sources within 30 days afteurirence. Each Lender is entitled to
receive its Pro Rata Part of any reimbursementitmaakes to Administrative Agent if Administrativigent is subsequently reimbursed from
other sources.

12.3 Proportionate Absorption of Losses. Excepithsrwise provided in the Credit Documents, nothimthe Credit Documents gives any
Lender any advantage over any other Lender ingféine Obligation is concerned or relieves any kefdm ratably absorbing any losses
sustained with respect to the Obligation (excephé&oextent unilateral actions or inactions

53



by any Lender result in Borrower or any other aofign the Obligation having any credit, allowarsetpff, defense, or counterclaim solely
with respect to all or any part of that Lender's Rata Part of the Obligation).

12.4 Delegation of Duties; Reliance. Lenders mayope any of their duties or exercise any of theights under the Credit Documents by or
through Administrative Agent, and Lenders and Adstmtive Agent may perform any of their dutieseaercise any of their Rights under the
Credit Documents by or through their respectiverBggntatives. Administrative Agent, Lenders, arairtfespective Representatives (a) are
entitled to rely upon (and shall be protected Iging upon) any written or oral statement beliebgdt or them to be genuine and correct an
have been signed or made by the proper Persomidgthdespect to legal matters, upon opinion of smirselected by Administrative Agent or
that Lender (but nothing in this clause (a) perriininistrative Agent to rely on (i) oral statemeifta writing is required by this agreemeni
(i) any other writing if a specific writing is regred by this agreement), (b) are entitled to deewhtreat each Lender as the owner and holder
of its portion of the Obligation for all purposestily written notice of the assignment or transfegiven to and received by Administrative
Agent (and any request, authorization, conserdpproval of any Lender is conclusive and bindingeaoh subsequent holder, assignee, or
transferee of or Participant in that Lender's portf the Obligation until that notice is given ardeived), (c) are not deemed to have notice of
the occurrence of an Event of Default unless aoesiple officer of Administrative Agent, who hanslimatters associated with the Credit
Documents and transactions thereunder, has actoall&dge or Administrative Agent has been notifigch Lender or Borrower, and (d) are
entitled to consult with legal counsel (includinguosel for Borrower), independent accountants,aher experts selected by Administrative
Agent and are not liable for any action taken drtaken in good faith by it in accordance with #tlvice of counsel, accountants, or experts.

12.5 Limitation of Administrative Agent's Liability

(a) Exculpation. Neither Administrative Agent nawyeof its Affiliates or Representatives will bebia for any action taken or omitted to be
taken by it or them under the Credit Documentsdadyfaith and believed by it or them to be withie discretion or power conferred upon it or
them by the Credit Documents or be responsibl¢hi@iconsequences of any error of judgment (exeegdtdud, gross negligence, or willful
misconduct), and neither Administrative Agent noy af its Affiliates or Representatives has a fidug relationship with any Lender by virtue
of the Credit Documents (but nothing in this agreatmegates the obligation of Administrative Agenaccount for funds received by it for
account of any Lender).

(b) Indemnity. Unless indemnified to its satisfaatiagainst loss, cost, liability, and expense, Adstiative Agent may not be compelled to do
any act under the Credit Documents or to take atipratoward the execution or enforcement of thevgxs thereby created or to prosecute or
defend any suit in respect of the Credit Documdh#&sdministrative Agent requests instructions frammnders, or Required Lenders, as the
may be, with respect to any act or action in cotioeavith any Credit Document, Administrative Agesitentitled to refrain (without incurring
any liability to any Person by so refraining) fréhat act or action unless and until it has
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received instructions. In no event, however, maynkistrative Agent or any of its Representativegdmpuired to take any action that it or they
determine could incur for it or them criminal oresaus civil liability. Without limiting the generigy of the foregoing, no Lender has any right
of action against Administrative Agent as a restilhdministrative Agent's acting or refraining fraaoting under this agreement in accordance
with instructions of Required Lenders.

(c) Reliance. Administrative Agent is not respotesito any Lender or any Participant for, and eaehder represents and warrants that it has
not relied upon Administrative Agent in respect(@fthe creditworthiness of any Company and tB&giinvolved to that Lender, (ii) the
effectiveness, enforceability, genuineness, valjdit the due execution of any Credit Document ¢pxdy Administrative Agent), (iii) any
representation, warranty, document, certificatpore or statement made therein (except by Admiisie Agent) or furnished thereunder or in
connection therewith, (iv) the adequacy of anyatellal now or hereafter securing the Obligatiotherexistence, priority, or perfection of any
Lien now or hereafter granted or purported to l@ntgd on the collateral under any Credit Documanfy) observation of or compliance with
any of the terms, covenants, or conditions of argd€ Document on the part of any Company. EACH CHR AGREES TO

INDEMNIFY ADMINISTRATIVE AGENT AND ITS REPRESENTATVES AND HOLD THEM HARMLESS FROM AND AGAINST
(BUT LIMITED TO SUCH LENDER'S COMMITMENT PERCENTAGBF) ANY AND ALL LIABILITIES, OBLIGATIONS, LOSSES,
DAMAGES, PENALTIES, ACTIONS, JUDGMENTS, SUITS, COSTREASONABLE EXPENSES, AND REASONABLE
DISBURSEMENTS OF ANY KIND OR NATURE WHATSOEVER THAMAY BE IMPOSED ON, ASSERTED AGAINST, OR
INCURRED BY THEM IN ANY WAY RELATING TO OR ARISINGOUT OF THE CREDIT DOCUMENTS OR ANY ACTION TAKEN
OR OMITTED BY THEM UNDER THE CREDIT DOCUMENTS IF ABIINISTRATIVE AGENT AND ITS REPRESENTATIVES ARE
NOT REIMBURSED FOR SUCH AMOUNTS BY ANY COMPANY. ALHOUGH ADMINISTRATIVE AGENT AND ITS
REPRESENTATIVES HAVE THE RIGHT TO BE INDEMNIFIED UNER THIS AGREEMENT FOR ITS OR THEIR OWN ORDINARY
NEGLIGENCE, ADMINISTRATIVE AGENT AND ITS REPRESENTAVES DO NOT HAVE THE RIGHT TO BE INDEMNIFIEL
UNDER THIS AGREEMENT FOR ITS OR THEIR OWN FRAUD, @SS NEGLIGENCE, OR WILLFUL MISCONDUCT.

12.6 Event of Default. While an Event of Defaulistx, Lenders agree to promptly confer in ordet Required Lenders or Lenders, as the
may be, may agree upon a course of action fornfeeement of the Rights of Lenders. Administrathgent is entitled to act or refrain from
taking any action (without incurring any liabilitg any Person for so acting or refraining) unless antil it has received instructions from
Required Lenders. In actions with respect to angn@any's property, Administrative Agent is acting ttee ratable benefit of each Lender.

12.7 Limitation of Liability. No Lender or any Paipant will incur any liability to any other Lender Participant except for acts or omissions
in bad faith, and neither Administrative Agent aoly Lender or Participant will incur any liabilitg any other Person for any act or omission
of any other Lender or any Participant.
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12.8 Relationship of Lenders. The Credit Documebotsiot create a partnership or joint venture amddigninistrative Agent and Lenders or
among Lenders.

12.9 Benefits of Agreement. None of the provisiofithis section inure to the benefit of any Companwny other Person except
Administrative Agent and Lenders. Therefore, no @any or any other Person is entitled to rely uporentitled to raise as a defense, in any
manner whatsoever, the failure of AdministrativeeAgor any Lender to comply with these provisions.

SECTION 13. BENEFIT OF AGREEMENT,; ASSIGNMENTS; PARTPATIONS.

13.1 Successors and Assigns. The terms and prosisiothe Credit Documents shall be binding upahiaare to the benefit of Borrower and
the Lenders and their respective successors aighasexcept that (i) Borrower shall not have tightrto assign its rights or obligations under
the Credit Documents and (ii) any assignment bylamder must be made in compliance with

Section 13.3. The parties to this agreement ackeuyd that clause (ii) of this

Section 13.1 relates only to absolute assignmerttsiaes not prohibit assignments creating secinigyests, including, without limitation, any
pledge or assignment by any Lender of all or anyiqo of its rights under this agreement and anyeNo a Federal Reserve Bank; provided,
however, that no such pledge or assignment creatsggurity interest shall release the transfeemder from its obligations hereunder unless
and until the parties thereto have complied withphovisions of Section 13.3. The AdministrativeeAg may treat the Person which made any
loan or which holds any Note as the owner therep&fl purposes hereof unless and until such Pessmplies with

Section 13.3; provided, however, that the Admiaiste Agent may in its discretion (but shall notrbguired to) follow instructions from the
Person which made any loan or which holds any Mothrect payments relating to such loan or Notartother Person. Any assignee of the
rights to any loan or any Note agrees by acceptafisach assignment to be bound by all the terndspaavisions of the Credit Documents.
Any request, authority or consent of any Persom atthe time of making such request or giving satiority or consent is the owner of the
rights to any loan (whether or not a Note has hgesued in evidence thereof), shall be conclusivklanding on any subsequent holder or
assignee of the rights to such loan.

13.2 Participations.

(a) Permitted Participants; Effect. Any Lender miaythe ordinary course of its business and in edance with applicable law, at any time sell
to one or more banks or other entities ("Particiggrparticipating interests in any loan owing tmls Lender, any Note held by such Lender,
any Commitment of such Lender or any other intesésuch Lender under the Credit Documents. Irethent of any such sale by a Lender of
participating interests to a Participant, such leztsdobligations under the Credit Documents sleatiain unchanged, such Lender shall remain
solely responsible to the other parties heretdahiferperformance of such obligations, such Lendall stmain the owner of its loans and the
holder of any Note issued to it in evidence thefeofll purposes under the Credit Documents, ralbants payable by Borrower under this
agreement shall be determined as if such Lendenbtsold such participating interests, and Bornmoaved Administrative Agent shall contin

to deal solely and directly with
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such Lender in connection with such Lender's rigind obligations under the Credit Documents.

(b) Voting Rights. Each Lender shall retain theesight to approve, without the consent of any iBignt, any amendment, modification or
waiver of any provision of the Credit Documentsestthan any amendment, modification or waiver wétbpect to any loan or Commitment in
which such Participant has an interest which fargigrincipal, interest or fees or reduces the éstarate or fees payable with respect to any
such loan or Commitment, extends the Stated Tetinim®ate, postpones any date fixed for any redytscheduled payment of principal of,
or interest or fees on, any such loan or Commitpreteases any guarantor of any such loan or redegsor substantially all of the collatera
any, securing any such loan.

(c) Benefit of Setoff. Borrower agrees that eactti€ipant shall be deemed to have the right offégmvided in

Section 11.1 in respect of its participating ingtlie amounts owing under the Credit Documentfi¢osame extent as if the amount of its
participating interest were owing directly to ita&ender under the Credit Documents, providedehah Lender shall retain the right of setoff
provided in Section 11.1 with respect to the amadiarticipating interests sold to each Partictpdhe Lenders agree to share with each
Participant, and each Participant, by exercisimgrigpht of setoff provided in Section 11.1, agreeshare with each Lender, any amount
received pursuant to the exercise of its rightedd#, such amounts to be shared in accordanceSethion 11.1 as if each Participant were a
Lender.

13.3 Assignments.

(a) Permitted Assignments. Any Lender may, in ttddrary course of its business and in accordante ayiplicable law, at any time assign to
one or more banks or other entities ("Purchasetstr any part of its rights and obligations untlex Credit Documents. Such assignment ¢
be substantially in the form of Exhibit E or in suather form as may be agreed to by the partiegtineThe consent of Borrower and
Administrative Agent shall be required prior toa@ssignment becoming effective with respect to @lfaser which is not a Lender or an
Affiliate thereof; provided, however, that if an &t of Default has occurred and is continuing,ahesent of Borrower shall not be required.
Such consent shall not be unreasonably withheltetaryed. Each such assignment with respect to@hBser which is not a Lender or an
Affiliate thereof shall (unless each of Borrowedaidministrative Agent otherwise consents) be iraarmount not less than the lesser of (i)
$5,000,000 or (ii) the remaining amount of the gisisig Lender's Commitment (calculated as at the dasuch assignment) or outstanding
loans (if the applicable Commitment has been teaeith).

(b) Effect; Effective Date. Upon (i) delivery to Adnistrative Agent of an assignment, together waitly consents required by Section 13.3(a),
and (ii) payment of a $4,000 fee from the Purchasé¢ne assigning Lender to Administrative Agentgoocessing such assignment (unless
such fee is waived by Administrative Agent), suskignment shall become effective on the effectate dpecified in such assignment. The
assignment shall contain a representation by theh@ger to the effect that none of
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the consideration used to make the purchase d@dinemitment and loans under the applicable assighagreement constitutes "plan assets"
as defined under ERISA and that the rights andests of the Purchaser in and under the Credit Deats will not be "plan assets" under
ERISA. On and after the effective date of suchgasaent, such Purchaser shall for all purposesltender party to this agreement and any
other Credit Document executed by or on behalhefltenders and shall have all the rights and otitiga of a Lender under the Credit
Documents, to the same extent as if it were arir@igarty hereto, and no further consent or adbip®Borrower, the Lenders or Administrati
Agent shall be required to release the transfeemder with respect to the percentage of the Comentrand loans assigned to such Purchaser.
Upon the consummation of any assignment to a Paechmursuant to this Section 13.3(b), the transfeeader, Administrative Agent and
Borrower shall, if the transferor Lender or the ¢haser desires that its loans be evidenced by Noigee appropriate arrangements so that
Notes or, as appropriate, replacement Notes aneds® such transferor Lender and new Notes appsopriate, replacement Notes, are is¢

to such Purchaser, in each case in principal amsaefiecting their respective Commitments, as ddfipursuant to such assignment.

13.4 Dissemination of Information. Borrower autlzes each Lender to disclose to any Participantiocchaser or any other Person acquirin
interest in the Credit Documents by operation ef (gach a "Transferee") and any prospective Traesfany and all information in such
Lender's possession concerning the creditworthioEBsrrower and its Subsidiaries, so long as streimsferee or prospective Transferee
agrees in writing to keep such information confign

13.5 Tax Treatment. If any interest in any CreditDment is transferred to any Transferee whichigamized under the laws of any jurisdict
other than the United States or any State thetieeftransferor Lender shall cause such Transfeoemurrently with the effectiveness of such
transfer, to comply with the provisions of Sect®h9.

SECTION 14. MISCELLANEOUS.

14.1 Nonbusiness Days. Any payment or action ghdtie under any Credit Document on a non-Businaysniay be delayed until the next-
succeeding Business Day (but interest shall coattolaccrue on any applicable payment until payriseint fact made) unless the payment
concerns a LIBOR Rate Borrowing, in which caséé hextsucceeding Business Day is in the next calendatimétren such payment shall
made on the next-preceding Business Day.

14.2 Communications. Unless otherwise specifigattyvided, whenever any Credit Document requirgsesmits any consent, approval, not
request or demand from one party to another, conation must be in writing (which may be by telaxfax) to be effective and shall be
deemed to have been given (i) if by telex, whensmaitted to the appropriate telex number and tipeagiate answer back is received, (ii) il
fax, when transmitted to the appropriate fax nunamer machine confirmation of receipt is receivatti(all communications sent by fax must
be confirmed promptly thereafter by telephone;dnt requirement in this parenthetical shall no¢etfthe date when the fax shall be deem:
have been delivered),
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(iii) if by mail, on the third Business Day aftéii$ enclosed in an envelope and properly addressachped, sealed and deposited in the
appropriate official postal service, (iv) if by eail) when transmitted to the appropriate e-mailradsl of the receiving party ( and all
communications sent by e-mail must be followed ligcsimile of that e-mail sent to the receivingtparor

(v) if by any other means, when actually deliverddtil changed by notice pursuant to this agreemtéetaddresses (and fax numbers) for
Borrower and Administrative Agent are stated besiiddr respective signatures to this agreement.allteess (and fax number) for each
Lender who becomes party to this agreement shatdied beside its name on the then most recemiiynded Schedule 2.

14.3 Form and Number of Documents. The form, suostand number of counterparts of each writingetéuonished under this agreement
must be satisfactory to Administrative Agent arsdcibunsel.

14.4 Exceptions to Covenants. No Company may takaildo take any action that is permitted as aception to any of the covenants
contained in any Credit Document if that actioroorission would result in the breach of any otherecant contained in any Credit Document.

14.5 Survival. All covenants, agreements, undenigki representations, and warranties made in athedfredit Documents survive all
closings under the Credit Documents and, exceptteswise indicated, are not affected by any ingatibn made by any party.

14.6 Governing Governmental Requirements. Unldssrafise stated in any Credit Document, the Govermtat&kequirements of the State of
Texas and of the United States of America goveerRights and duties of the parties to the Creditubeents and the validity, construction,
enforcement, and interpretation of the Credit Doents.

14.7 Invalid Provisions. Any provision in any CreBiocument held to be illegal, invalid or unenfabee is fully severable; the appropriate
Credit Document shall be construed and enforcefitaat provision had never been included; andrémeaining provisions shall remain in full
force and effect and shall not be affected by thered provision. Administrative Agent, Lenders aadh Company party to the affected
Credit Document agree to negotiate, in good fafite,terms of a replacement provision as similahéosevered provision as may be possible
and be legal, valid and enforceable.

14.8 Conflicts Between Credit Documents. The piiowis of this agreement control if in conflict (i.éhe provisions contradict each other as
opposed to a Credit Document containing additignavisions not in conflict) with the provisions afiy other Credit Document.

14.9 Discharge Only Upon Payment in Full; Reinsteget in Certain Circumstances. Each Company's atidigs under the Credit Documents
shall remain in full force and effect until termiiman of the Commitment and payment in full of thénBipal Debt and of all interest, fees, and
other amounts of the Obligation then due and owéxgept that Sections 3.16, 3.18, Section 11, &utic 13, and any other provisions under
the Credit Documents expressly intended to surlivéhe terms hereof or by the terms of the appleé&lvedit Documents, shall survive such
termination. If at any time any payment of the pifral of or interest on any Note
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or any other amount payable by Borrower under amgdi€Document is rescinded or must be otherwistored or returned upon the
insolvency, bankruptcy, or reorganization of Boreswr otherwise, the obligations of each Compargeuthe Credit Documents with respect
to such payment shall be reinstated as thoughpayiment had been due but not made at such time.

14.10 Amendments, Consents, Conflicts, and Waivers.

(a) Required Lenders. Unless otherwise specifiqaitywided (i) the provisions of this agreement rhayamended, modified, or waived, only by
an instrument in writing executed by Borrower, Adisirative Agent, and Required Lenders and suppheceonly by documents delivered or
to be delivered in accordance with the expressdearithis agreement, and (ii) the other Credit Doents may only be the subject of an
amendment, modification, or waiver that has begwaped by Required Lenders and Borrower.

(b) All Lenders. Any amendment to or consent orwgaiunder this agreement or any Credit Documerttghgports to accomplish any of the
following must be by an instrument in writing exésai by Borrower and Administrative Agent and exedutor approved, as the case may be)
by each Lender: (i) Extends the due date or deeseifre amount of any scheduled payment or amadizaf the Obligation beyond the date
specified in the Credit Documents; (ii) decreasgsrate or amount of interest, fees, or other spayable to Administrative Agent or Lenders
under this agreement (except such reductions asoatemplated by this agreement); (iii) changesifaition of "Commitment,”
"Commitment Percentage," "Required Lenders," oo'Rata Part;" (iv) increases any one or more Lesidammitment; or (v) changes this
clause (b) or any other matter specifically reeugrihe consent of all Lenders under this agreement.

(c) Conflicts. Any conflict or ambiguity betweeretterms and provisions of this agreement and tamdsprovisions in any other Credit
Document is controlled by the terms and provisiofithis agreement.

(d) Waivers. No course of dealing or any failuredetay by Administrative Agent, any Lender, or afiyheir respective Representatives with
respect to exercising any Right of Administrativgefst or any Lender under this agreement operatasvaéver thereof. A waiver must be in
writing and signed by Administrative Agent and Lersl(or Required Lenders, if permitted under tigieament) to be effective, and a waiver
will be effective only in the specific instance diod the specific purpose for which it is given.

14.11 Multiple Counterparts. Any Credit Documentyiba executed in a number of identical counterparid by each party thereto on sepe
counterparts (including, at Administrative Agemliscretion, counterparts or signature pages exdartd transmitted by fax) with the same
effect as if all signatories had signed the sanwaiaent. All counterparts must be construed togdtheonstitute one and the same instrument.
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14.12 VENUE, SERVICE OF PROCESS, AND JURY TRIAL.

(a) VENUE AND SERVICE OF PROCESS. BORROWER, FORHELS AND ITS SUCCESSORS AND ASSIGNS, IRREVOCABLY (I)
SUBMITS TO THE NONEXCLUSIVE JURISDICTION OF THE STA AND FEDERAL COURTS IN TEXAS,

(I) WAIVES, TO THE FULLEST EXTENT PERMITTED BY APBICABLE GOVERNMENTAL REQUIREMENTS, ANY OBJECTION
THAT IT MAY NOW OR IN THE FUTURE HAVE TO THE LAYINGOF VENUE OF ANY LITIGATION ARISING OUT OF OR IN
CONNECTION WITH ANY CREDIT DOCUMENT AND THE OBLIGATON BROUGHT IN THE DISTRICT COURTS OF DALLAS
COUNTY, TEXAS, OR IN THE UNITED STATES DISTRICT CORIT FOR THE NORTHERN DISTRICT OF TEXAS, DALLAS
DIVISION, (lll) WAIVES ANY CLAIMS THAT ANY LITIGATI ON BROUGHT IN ANY OF THE FOREGOING COURTS HAS BEEN
BROUGHT IN AN INCONVENIENT FORUM, (IV) CONSENTS TOHE SERVICE OF PROCESS OF ANY OF THOSE COURTS IN
ANY LITIGATION BY THE MAILING OF COPIES OF THAT PR@ESS BY CERTIFIED MAIL, RETURN RECEIPT REQUESTED,
POSTAGE PREPAID, BY HAND DELIVERY, OR BY DELIVERY B A NATIONALLY RECOGNIZED COURIER SERVICE, AND
SERVICE SHALL BE DEEMED COMPLETE UPON DELIVERY OFHE LEGAL PROCESS AT ITS ADDRESS FOR PURPOSES OF
THIS AGREEMENT, AND (V) AGREES THAT ANY LEGAL PROCEDING AGAINST ANY PARTY TO ANY CREDIT DOCUMENT
ARISING OUT OF OR IN CONNECTION WITH THE CREDIT DOGMENTS OR THE OBLIGATION MAY BE BROUGHT IN ONE OF
THE FOREGOING COURTS.

(b) JURY WAIVER. EACH OF BORROWER, ADMINISTRATIVE SENT AND EACH LENDER HEREBY VOLUNTARILY,
KNOWINGLY, IRREVOCABLY AND UNCONDITIONALLY WAIVES ANY RIGHT TO HAVE A JURY PARTICIPATE IN
RESOLVING ANY DISPUTE (WHETHER BASED UPON CONTRACTORT OR OTHERWISE) BETWEEN OR AMONG SUCH
PARTIES ARISING OUT OF OR IN ANY WAY RELATED TO TH8 AGREEMENT OR ANY OTHER CREDIT DOCUMENT. THIS
PROVISION IS A MATERIAL INDUCEMENT TO LENDERS TO PAGVIDE THE FINANCING DESCRIBED HEREIN OR IN THE
OTHER CREDIT DOCUMENTS.

(c) General. The scope of each of the foregoingevaiis intended to be all encompassing of anyadirdisputes that may be filed in any court
and that relate to the subject matter of this @atisn, including, without limitation, contract afes, tort claims, breach of duty claims, and all
other common law and statutory claims. BORROWER ACKVLEDGES THAT THESE WAIVERS ARE A MATERIAL INDUCEMENT

TO ADMINISTRATIVE AGENT'S AND EACH LENDER'S AGREEMBET TO ENTER INTO A BUSINESS RELATIONSHIP, THAT
EACH OF ADMINISTRATIVE AGENT AND EACH LENDER HAVE A READY RELIED ON THESE WAIVERS IN ENTERING INTO
THIS AGREEMENT, AND THAT ADMINISTRATIVE AGENT AND EACH LENDER WILL CONTINUE TO RELY ON EACH OF
THESE WAIVERS IN RELATED FUTURE DEALINGS. BORROWERURTHER WARRANTS AND REPRESENTS THAT IT HAS
REVIEWED THESE WAIVERS WITH ITS LEGAL COUNSEL,
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AND THAT IT KNOWINGLY AND VOLUNTARILY AGREES TO EACH WAIVER FOLLOWING CONSULTATION WITH LEGAL
COUNSEL. The waivers in this section are irrevoeableaning that they may not be modified eithellyora in writing, and these waivers
apply to any future renewals, extensions, amendsnemtdifications, or replacements in respect ofafhiglicable Credit Document. In
connection with any Litigation, this agreement rbayfiled as a written consent to a trial by thertou

14.13 Entirety. the credit documents represenfitiz® agreement between borrower, the other congsateénders, and administrative agent and

may not be contradicted by evidence of prior, comteraneous, or subsequent oral agreements of ttiepd here are no unwritten oral
agreements between the parties.

[REMAINDER OF PAGE INTENTIONALLY BLANK.
SIGNATURE PAGE FOLLOWS]
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DULY EXECUTED AND DELIVERED by each of the signates hereto as of the date first stated in thisexgent.

Address for Notice PMC COMMERCI AL TRUST, as Borrower

PMC Commerci al Trust

18111 Preston Road, Suite 600 By: /s/ Barry N. Berlin

Dal |l as, Texas 75252 e

Attn: Chief Financial Oficer Name: Barry N. Berlin

Fax No.: 972/ 349-3265 Title: Chief Financial Oficer

Address for Notice BANK ONE, NA, as Administrative Agent,

Bank One, and a Lender
Bank One, NA

1717 Main Street, 3rd Floor By:/s/ Alan L. Mller
Dal |l as, Texas 75201 e
Attn: Alan L. Mller Alan L. Mller, First Vice President

Fax No.: 214/290-2305
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EXHIBIT 10.30
EXECUTIVE EMPLOYMENT CONTRACT

THIS AGREEMENT made as of September 17, 2003 bytmtdeen PMC Capital, Inc., a Florida Corporatiathwvts principal places of
business in Dallas, Collin County, Texas, heregratferred to as the "CORPORATION", and Lance &sdtnore, hereinafter referred to as
"EXECUTIVE".

WITNESSETH THAT:
In consideration of the promises herein contaitieel parties hereto mutually agree as follows:

1. Employment: The Corporation hereby employs thechtive as its President and Chief Executive @ffigith such powers and duties as 1
be specified by the Board of Directors. The Exe@itiereby accepts employment upon the terms ardits as hereinafter set forth.

2. Term: Subiject to the provisions for terminataanhereinafter provided, the term of this Agreenséiadl begin immediately and shall
terminate on October 1, 2006 or such later datketermined by the Board of Directors (the "TernThe Term of this Executive Employment
Contract may be extended annually by the Boardiafdbors.

3. Compensation: For all services rendered by ttexltive under this contract, the Executive shalphid an annual salary at a minimum a
annual rate for the Executive effective as of Jylg998 (the "Minimum Rate"). The Minimum Rate nimyincreased by the Board at its
discretion. The annual salary is payable pursuatit¢ normal payroll practices of the Corporation.

The Board of Directors may consider bonus compeérsébr the Executive if the performance of the @mation and the Executive justifies
such bonus compensation.

4. Authorized Expenses: The Executive is authorteedcur reasonable expenses for the promotidhebusiness of the Corporation. The
Corporation will reimburse the Executive for althueasonable expenses upon the presentation IBx#waitive, from time to time, of an
itemized account of such expenditures.

The Executive shall be entitled to such additiarad other fringe benefits as the Board of Direcstrall from time to time authorize, including
but not limited to: A) health insurance coveragetfee Executive, his wife and minor children; Bnanthly automotive allowance of $550,
which the Executive is to use to obtain an autotedbi be utilized for his own company needs. Allim@nance, insurance etc. (excluding fuel)
will be the responsibility and expense of the Exeu



5. Extent of Services: The Executive shall devasalastantial portion of business time, attentioth @mergies to the business of the Corpore
and shall not, during the term of this Agreemengage in any other business activities, wheth@obsuch activities are pursued for gain,
profit or other pecuniary advantage. This provig®not meant to prevent him from A) devoting reeasdde time to civic or philanthropic
activities or B) investing his assets in such fammanner providing that it does not require artyssantial services on the part of the Executive
that will interfere with the Executive's employmenirsuant to this Agreement. Executive's employngeoonsidered as full-time.

6. Working Facilities: The Executive shall be figtméd with such facilities and services suitableisgposition and adequate for the perform:
of his duties.

7. Duties: The Executive is employed in an exeeuéimd supervisory capacity and shall perform swtiesl consistent herewith as the Board of
Directors of the Corporation shall from time to érepecify. Subject to the provisions of Sectiorh&deof, the precise services of the Executive
may be extended or curtailed, from time to timeahatdiscretion of the Board of Directors of ther@wation.

8. Disclosure of Information: The Executive recags and acknowledges that the Corporation's opgrptbcedures or service techniques are
valuable, special and unique assets of the Coiipafatusiness. The Executive will not, during fieathe term of his employment, disclose
list of the Corporation's operating proceduresesvise techniques to any person, firm, corporatassociation or other entity for any reason or
purpose whatsoever. In the event of breach or timed breach by the Executive of the provisionthisf paragraph, the Corporation shall be
entitled to an injunction restraining any such breaNothing herein shall be construed as prohipitive Corporation from pursuing any other
remedies available to the Corporation for suchdirea threatened breach, including the recovedaofiages from the Executive.

9. Vacations: The Executive shall be entitled egedr to a vacation in accordance with the vacatmntract addendum dated effective July 1,
1999.

10. Disability: If the Executive is unable to perfohis services by reason of illness or total iy, based on standards similar to those
utilized by the U.S. Social Security Administratidre shall receive his full salary for one (1) yefsaid total incapacity through coordination
of benefits with any existing disability insurarmegram provided by the Corporation ( a reductiosalary by that amount paid by any
Corporation provided insurance). Should said Exeeuie totally incapacitated beyond a one-yearopkso that he is not able to devote full
time to his employment with said Corporation, thigis Agreement shall terminate.



11. Death During Employment: If the Executive dilesing the term of employment and has not attathedage of seventy years, the
Corporation and/or any third party insurance predithy the Corporation, through a coordination afdjits, shall pay the estate of the
Executive a death benefit equal to two times thedakve's annual salary. In the event the Execu#eeives death benefits payable under any
group life insurance policy issued to the Corparatihe Corporation's liability under this clausié e reduced by the amount of the death
benefit paid under such policy. The Corporationlighey any remaining death benefits to the esththeExecutive over the course of twelve
(12) months in the same manner and under the saimes &s the Executive would have been paid if ldestih been working for the
Corporation. No later than one (1) month from theedf death, the estate of the Executive will dlsgaid any accumulated vacation pay.
Such payments pursuant to this paragraph shaltiaatesthe full compensation of said Executive &edand his estate shall have no further
claim for compensation by reason of his employniigrthe Corporation.

12. Assignment: The acts and obligations of thep@@tion under this Agreement shall inure to thedfi¢ of and be binding upon the
successors and assigns of the Corporation.

13. Invalidity: If any paragraph or part of this regment is invalid, it shall not affect the remandf this Agreement but the remainder shal
binding and effective against all parties.

14. Additional Compensation: If during the TermistAgreement is terminated by the Corporation (othan pursuant to the provisions of
Section 15 hereof) or by the Executive due to "@uictive Discharge" then the Executive shall reegermination pay in an amount equal to
2.99 times the average of the last three years eosgtion. For purposes of this Agreement, "Constrei®©ischarge” shall mean:

- Any reduction in salary below the Minimum Rate;

- A material change without the consent of the Exiee which is within the discretion of the Employdminishing the Executive's job
function, authority, duties or responsibilities,asy change materially deteriorating Executive'skivigy conditions that would not be in
accordance with the spirit of this Agreement;

- A required relocation of Executive of more thdnrBiles from Executive's current job location; equires Executive to travel away from
Executive's office in the course of discharging &xeve's responsibilities in excess of that tydicatquired of executives in similar positions.

- Any breach of any of the terms of this Agreem@nthe Corporation which is not cured within



14 days following written notice thereof by Exeetto the Corporation, which notice must be givethiw 14 days of the date on which the
Executive receives actual knowledge of such brehall be deemed waived by the Executive.

The amount payable by the Corporation pursuaritisoSection 14 shall be made in one lump sum caghmpnt payable to the Executive no
later than 30 days following termination of thisr&gment.

15. Termination: The Corporation cannot terminate agreement except for: 1) the intentional, umayed misuse of corporate funds, 2a)
professional incompetence (i.e. the intentionalsaf to perform or the inability to perform the igstassociated with Executive's position with
the Corporation in a competent manner, which iscnoéd within 15 days following written notice tadtutive) or 2b) willful neglect of duties
or responsibilities in either case not otherwidatesl to or triggered by the occurrence of any eeervents described in or prescribed by
Section 14 hereof.

16. Indemnification: The Corporation hereby agteesademnify and hold the Executive harmless from lss for any corporate undertaking,
as contemplated in Section 7 hereof, whereby anclailegation or cause of action shall be maderafj#iie Executive in the performance of
contractual duties except for willful illegal miszduct. Said indemnification shall include but netlimited to reasonable cost incurred in
defending the Executive in his faithful performaméeontractual duties. 17. Dispute Resolution/ARBATION:

Any dispute, controversy or claim between the parérising out of, or related in any manner toetmployment of Executive, this Agreement,
or the breach thereof, shall be exclusively andliynsettled by arbitration pursuant to this Semtibhe arbitration proceedings shall be
conducted pursuant to the Federal Arbitration At e accordance with the rules established fomathération of employment (or
alternatively, commercial) disputes by the CenteHfublic Resources, or alternatively, the Ameri@abitration Association. The parties will
select a neutral arbitrator based upon the proesdet forth by the arbitration service selectéud Arbitrator selected shall have no prior or
existing relationship with the Company or the Exa@i The decision of the Arbitrator shall be initimg, and shall be final and binding upon
both parties, except that errors of law shall Hgextt to appeal. Any arbitration shall be held iallBs, Texas.

18. Entire Agreement: This contract may not be gednexcept in writing and embodies the whole Agreinbetween the parties hereto and
there are no inducements, promises, terms, conditio obligations made or entered into by the Garpan or the Executive other than
contained herein. This Executive Employment



Contract supercedes and replaces that certain Exe&mployment Contract dated June 14, 2002 bettlee Corporation and the Executive.
IN WITNESS WHEREOF, the parties here hereunto sigarad sealed this Agreement the date first abovtgewr

Si gned, Seal ed and Del i vered " Cor poration"
In the presence of: PMC Capital, Inc.

/sl Barry N. Berlin
Barry N. Berlin

/sl Andrew S. Rosenore
/sl Jan F. Salit By: Andrew S. Rosenore,
---------------- Executive Vice President
Jan F. Salit

" EXECUTI VE"
/sl Barry N. Berlin

Barry N. Berlin
/sl Lance B. Rosenpre

/sl Jan F. Salit By: Lance B. Rosenore,
---------------- Presi dent and
Jan F. Salit Chi ef Executive O ficer

( CORPORATE SEAL)



EXHIBIT 10.31
EXECUTIVE EMPLOYMENT CONTRACT

THIS AGREEMENT made as of September 17, 2003 bytmtdeen PMC Capital, Inc., a Florida Corporatiathwvts principal places of
business in Dallas, Collin County, Texas, hereeratferred to as the "CORPORATION", and AndreviR8semore, hereinafter referred to as
"EXECUTIVE".

WITNESSETH THAT:
In consideration of the promises herein contaitieel parties hereto mutually agree as follows:

1. Employment: The Corporation hereby employs tkechtive as its Executive Vice President and COijeérating Officer with such powers
and duties as may be specified by the Board ofdiirs. The Executive hereby accepts employment tipoterms and conditions as
hereinafter set forth.

2. Term: Subject to the provisions for terminataanhereinafter provided, the term of this Agreenséiadl begin immediately and shall
terminate on October 1, 2006 or such later dateeteymined by the Board of Directors (the "TernThe Term of this Executive Employment
Contract may be extended annually by the Boardigddiors.

3. Compensation: For all services rendered by tex#ive under this contract, the Executive shalphid an annual salary at a minimum a
annual rate for the Executive effective as of Jyl¢998 (the "Minimum Rate"). The Minimum Rate nimyincreased by the Board at its
discretion. The annual salary is payable pursuatitd normal payroll practices of the Corporation.

The Board of Directors may consider bonus compénsébr the Executive if the performance of the @mation and the Executive justifies
such bonus compensation.

4. Authorized Expenses: The Executive is authorteedcur reasonable expenses for the promotidghebusiness of the Corporation. The
Corporation will reimburse the Executive for alchueasonable expenses upon the presentation IBx#waitive, from time to time, of an
itemized account of such expenditures.

The Executive shall be entitled to such additiaral other fringe benefits as the Board of Direcshrall from time to time authorize, including
but not limited to: A) health insurance coveragetfe Executive, his wife and minor children; Bnanthly automotive allowance of $550,
which the Executive is to use to obtain an automedbi be utilized for his own company needs. Allim@nance, insurance etc. (excluding fuel)
will be the responsibility and expense of the Extieeu



5. Extent of Services: The Executive shall devasalastantial portion of business time, attentioth @mergies to the business of the Corpore
and shall not, during the term of this Agreemengage in any other business activities, wheth@obsuch activities are pursued for gain,
profit or other pecuniary advantage. This provig®not meant to prevent him from A) devoting reeasdde time to civic or philanthropic
activities or B) investing his assets in such fammanner providing that it does not require artyssantial services on the part of the Executive
that will interfere with the Executive's employmenirsuant to this Agreement. Executive's employngeoonsidered as full-time.

6. Working Facilities: The Executive shall be figtméd with such facilities and services suitableisgposition and adequate for the perform:
of his duties.

7. Duties: The Executive is employed in an exeeuéimd supervisory capacity and shall perform swtiesl consistent herewith as the Board of
Directors of the Corporation shall from time to érepecify. Subject to the provisions of Sectiorh&deof, the precise services of the Executive
may be extended or curtailed, from time to timeahatdiscretion of the Board of Directors of ther@wation.

8. Disclosure of Information: The Executive recags and acknowledges that the Corporation's opgrptbcedures or service techniques are
valuable, special and unique assets of the Coiipafatusiness. The Executive will not, during fieathe term of his employment, disclose
list of the Corporation's operating proceduresesvise techniques to any person, firm, corporatassociation or other entity for any reason or
purpose whatsoever. In the event of breach or timed breach by the Executive of the provisionthisf paragraph, the Corporation shall be
entitled to an injunction restraining any such breaNothing herein shall be construed as prohipitive Corporation from pursuing any other
remedies available to the Corporation for suchdirea threatened breach, including the recovedaofiages from the Executive.

9. Vacations: The Executive shall be entitled egedr to a vacation in accordance with the vacatmntract addendum dated effective July 1,
1999.

10. Disability: If the Executive is unable to perfohis services by reason of illness or total iy, based on standards similar to those
utilized by the U.S. Social Security Administratidre shall receive his full salary for one (1) yefsaid total incapacity through coordination
of benefits with any existing disability insurarmegram provided by the Corporation ( a reductiosalary by that amount paid by any
Corporation provided insurance). Should said Exeeuie totally incapacitated beyond a one-yearopkso that he is not able to devote full
time to his employment with said Corporation, thigis Agreement shall terminate.



11. Death During Employment: If the Executive dilesing the term of employment and has not attathedage of seventy years, the
Corporation and/or any third party insurance predithy the Corporation, through a coordination afdjits, shall pay the estate of the
Executive a death benefit equal to two times thedakve's annual salary. In the event the Execu#eeives death benefits payable under any
group life insurance policy issued to the Corparatihe Corporation's liability under this clausié e reduced by the amount of the death
benefit paid under such policy. The Corporationlighey any remaining death benefits to the esththeExecutive over the course of twelve
(12) months in the same manner and under the saimes &s the Executive would have been paid if ldestih been working for the
Corporation. No later than one (1) month from theedf death, the estate of the Executive will dlsgaid any accumulated vacation pay.
Such payments pursuant to this paragraph shaltiaatesthe full compensation of said Executive &edand his estate shall have no further
claim for compensation by reason of his employniigrthe Corporation.

12. Assignment: The acts and obligations of thep@@tion under this Agreement shall inure to thedfi¢ of and be binding upon the
successors and assigns of the Corporation.

13. Invalidity: If any paragraph or part of this regment is invalid, it shall not affect the remandf this Agreement but the remainder shal
binding and effective against all parties.

14. Additional Compensation: If during the TermistAgreement is terminated by the Corporation (othan pursuant to the provisions of
Section 15 hereof) or by the Executive due to "@uictive Discharge" then the Executive shall reegermination pay in an amount equal to
2.99 times the average of the last three years eosgtion. For purposes of this Agreement, "Constrei®©ischarge” shall mean:

- Any reduction in salary below the Minimum Rate;

- A material change without consent of the Exe@utihich is within the discretion of the Employemdtiishing the Executive's job function,
authority, duties or responsibilities, or any chaungaterially deteriorating Executive's working citioths that would not be in accordance with
the spirit of this Agreement;

- A required relocation of Executive of more thdnrBiles from Executive's current job location; equires Executive to travel away from
Executive's office in the course of discharging &xeve's responsibilities in excess of that tydicatquired of executives in similar positions.

- Any breach of any of the terms of this Agreem@nthe Corporation which is not cured within



14 days following written notice thereof by Exeetto the Corporation, which notice must be givethiw 14 days of the date on which the
Executive receives actual knowledge of such breachif not such breach shall be deemed waived é¥Recutive.

The amount payable by the Corporation pursuaritisoSection 14 shall be made in one lump sum caghmpnt payable to the Executive no
later than 30 days following termination of thisr&gment.

15. Termination: The Corporation cannot terminate agreement except for: 1) the intentional, umayed misuse of corporate funds, 2a)
professional incompetence (i.e. the intentionalsaf to perform or the inability to perform the igstassociated with Executive's position with
the Corporation in a competent manner, which iscnoéd within 15 days following written notice tadtutive) or 2b) willful neglect of duties
or responsibilities in either case not otherwidatesl to or triggered by the occurrence of any eeervents described in or prescribed by
Section 14 hereof.

16. Indemnification: The Corporation hereby agteesademnify and hold the Executive harmless from lss for any corporate undertaking,
as contemplated in Section 7 hereof, whereby anclailegation or cause of action shall be maderafj#iie Executive in the performance of
contractual duties except for willful illegal miszduct. Said indemnification shall include but netlimited to reasonable cost incurred in
defending the Executive in his faithful performaméeontractual duties.

17. Dispute Resolution/ARBITRATION: Any dispute,ntooversy or claim between the parties arisingajuor related in any manner to the
employment of Executive, this Agreement, or theabhethereof, shall be exclusively and finally settby arbitration pursuant to this Section.
The arbitration proceedings shall be conductedyauntsto the Federal Arbitration Act and in accoawith the rules established for the
arbitration of employment (or alternatively, comuial) disputes by the Center for Public Resouroes]ternatively, the American Arbitration
Association. The parties will select a neutral aabdr based upon the procedures set forth byrthigaion service selected. The Arbitrator
selected shall have no prior or existing relatigmstith the Company or the Executive. The decigibthe Arbitrator shall be in writing, and
shall be final and binding upon both parties, exteat errors of law shall be subject to appealy Arbitration shall be held in Dallas, Texas.

18. Entire Agreement: This contract may not be gedrexcept in writing and embodies the whole Agresinbetween the parties hereto and
there are no inducements, promises, terms, conditwo obligations



made or entered into by the Corporation or the Httee other than contained herein. This ExecutivgByment Contract supercedes and
replaces that certain Executive Employment Contlatéd June 14, 2002 between the Corporation anfxtbcutive.

IN WITNESS WHEREOF, the parties here hereunto sigarad sealed this Agreement the date first abovtgewr

Si gned, Seal ed and Del i vered " Cor por ation"
In the presence of: PMC Capital, Inc.
/sl Jan F. Salit /sl Lance B. Rosenore
Jan F. Salit By: Lance B. Rosenore
Pr esi dent

/sl Barry N. Berlin

Barry N. Berlin " EXECUTI VE"

/'s/ Andrew S. Rosenore

/sl Jan F. Salit By: Andrew S. Rosenore,

Jan F. Salit Executive Vice President
and Chief Operating Oficer

/sl Barry N. Berlin

Barry N. Berlin ( CORPCRATE SEAL)



EXHIBIT 10.32
EXECUTIVE EMPLOYMENT CONTRACT

THIS AGREEMENT made as of September 17, 2003 bytmtdeen PMC Capital, Inc., a Florida Corporatiathwvts principal places of
business in Dallas, Collin County, Texas, heregratferred to as the "CORPORATION", and Barry NrlB, hereinafter referred to as
"EXECUTIVE".

WITNESSETH THAT:
In consideration of the promises herein contaitieel parties hereto mutually agree as follows:

1. Employment: The Corporation hereby employs thechtive as its Chief Financial Officer with suabwers and duties as may be specified
by the Board of Directors. The Executive herebyepts employment upon the terms and conditions ieesragter set forth.

2. Term: Subject to the provisions for terminataanhereinafter provided, the term of this Agreenséiadl begin immediately and shall
terminate on October 1, 2006 or such later datketermined by the Board of Directors (the "TernThe Term of this Executive Employment
Contract may be extended annually by the Boardifdbors.

3. Compensation: For all services rendered by ttexltive under this contract, the Executive shalphid an annual salary at a minimum a
annual rate for the Executive effective as of Jylg998 (the "Minimum Rate"). The Minimum Rate nimyincreased by the Board at its
discretion. The annual salary is payable pursuatit¢ normal payroll practices of the Corporation.

The Board of Directors may consider bonus compeérsébr the Executive if the performance of the @mation and the Executive justifies
such bonus compensation.

4. Authorized Expenses: The Executive is authorteedcur reasonable expenses for the promotidhebusiness of the Corporation. The
Corporation will reimburse the Executive for althueasonable expenses upon the presentation IBx#waitive, from time to time, of an
itemized account of such expenditures.

The Executive shall be entitled to such additiarad other fringe benefits as the Board of Direcstrall from time to time authorize, including
but not limited to: A) health insurance coveragetfee Executive, his wife and minor children; Bnanthly automotive allowance of $450,
which the Executive is to use to obtain an autotedbi be utilized for his own company needs. Allim@nance, insurance etc. (excluding fuel)
will be the responsibility and expense of the Exeex) C) the cost of all continuing professionatiedtion related courses required to maintain
CPA certification.



5. Extent of Services: The Executive shall devasalastantial portion of business time, attentioth @mergies to the business of the Corpore
and shall not, during the term of this Agreemengage in any other business activities, wheth@obsuch activities are pursued for gain,
profit or other pecuniary advantage. This provig®not meant to prevent him from A) devoting reeasdde time to civic or philanthropic
activities or B) investing his assets in such fammanner providing that it does not require artyssantial services on the part of the Executive
that will interfere with the Executive's employmenirsuant to this Agreement. Executive's employngeoonsidered as full-time.

6. Working Facilities: The Executive shall be figtméd with such facilities and services suitableisgposition and adequate for the perform:
of his duties.

7. Duties: The Executive is employed in an exeeuéimd supervisory capacity and shall perform swtiesl consistent herewith as the Board of
Directors of the Corporation shall from time to érepecify. Subject to the provisions of Sectiorh&deof, the precise services of the Executive
may be extended or curtailed, from time to timeahatdiscretion of the Board of Directors of ther@wation.

8. Disclosure of Information: The Executive recags and acknowledges that the Corporation's opgrptbcedures or service techniques are
valuable, special and unique assets of the Coiipafatusiness. The Executive will not, during fieathe term of his employment, disclose
list of the Corporation's operating proceduresesvise techniques to any person, firm, corporatassociation or other entity for any reason or
purpose whatsoever. In the event of breach or timed breach by the Executive of the provisionthisf paragraph, the Corporation shall be
entitled to an injunction restraining any such breaNothing herein shall be construed as prohipitive Corporation from pursuing any other
remedies available to the Corporation for suchdirea threatened breach, including the recovedaofiages from the Executive.

9. Vacations: The Executive shall be entitled egedr to a vacation in accordance with the vacatmntract addendum dated effective July 1,
1999.

10. Disability: If the Executive is unable to perfohis services by reason of illness or total iy, based on standards similar to those
utilized by the U.S. Social Security Administratidre shall receive his full salary for one (1) yefsaid total incapacity through coordination
of benefits with any existing disability insurarmegram provided by the Corporation ( a reductiosalary by that amount paid by any
Corporation provided insurance). Should said Exeeuie totally incapacitated beyond a one-yearopkso that he is not able to devote full
time to his employment with said Corporation, thigis Agreement shall terminate.



11. Death During Employment: If the Executive dilesing the term of employment and has not attathedage of seventy years, the
Corporation and/or any third party insurance predithy the Corporation, through a coordination afdjits, shall pay the estate of the
Executive a death benefit equal to two times thedakve's annual salary. In the event the Execu#eeives death benefits payable under any
group life insurance policy issued to the Corparatihe Corporation's liability under this clausié e reduced by the amount of the death
benefit paid under such policy. The Corporationlighey any remaining death benefits to the esththeExecutive over the course of twelve
(12) months in the same manner and under the saimes &s the Executive would have been paid if ldestih been working for the
Corporation. No later than one (1) month from theedf death, the estate of the Executive will dlsgaid any accumulated vacation pay.
Such payments pursuant to this paragraph shaltiaatesthe full compensation of said Executive &edand his estate shall have no further
claim for compensation by reason of his employniigrthe Corporation.

12. Assignment: The acts and obligations of thep@@tion under this Agreement shall inure to thedfi¢ of and be binding upon the
successors and assigns of the Corporation.

13. Invalidity: If any paragraph or part of this regment is invalid, it shall not affect the remandf this Agreement but the remainder shal
binding and effective against all parties.

14. Additional Compensation: If during the TermistAgreement is terminated by the Corporation (othan pursuant to the provisions of
Section 15 hereof) or by the Executive due to "@uictive Discharge" then the Executive shall reegermination pay in an amount equal to
2.99 times the average of the last three years eosgtion. For purposes of this Agreement, "Constrei®©ischarge” shall mean:

- Any reduction in salary below the Minimum Rate;

- A material change without consent of the Exe@utihich is within the discretion of the Employemdtiishing the Executive's job function,
authority, duties or responsibilities, or any chaungaterially deteriorating Executive's working citioths that would not be in accordance with
the spirit of this Agreement;

- A required relocation of Executive of more thdnrBiles from Executive's current job location; equires Executive to travel away from
Executive's office in the course of discharging &xeve's responsibilities in excess of that tydicatquired of executives in similar positions.

- Any breach of any of the terms of this Agreem@nthe Corporation which is not cured within 14 slégllowing written notice thereof by
Executive to the Corporation, which notice must

be



given within 14 days of the date on which the Eximeureceives actual knowledge of such breach aindtisuch breach shall be deemed
waived by the Executive.

The amount payable by the Corporation pursuaritisoSection 14 shall be made in one lump sum caghmpnt payable to the Executive no
later than 30 days following termination of thisr&gment.

15. Termination: The Corporation cannot terminate agreement except for: 1) the intentional, umayed misuse of corporate funds, 2a)
professional incompetence (i.e. the intentionalsaf to perform or the inability to perform the igstassociated with Executive's position with
the Corporation in a competent manner, which iscnoéd within 15 days following written notice tadtutive) or 2b) willful neglect of duties
or responsibilities in either case not otherwidatesl to or triggered by the occurrence of any eeervents described in or prescribed by
Section 14 hereof.

16. Indemnification: The Corporation hereby agteesademnify and hold the Executive harmless from lss for any corporate undertaking,
as contemplated in Section 7 hereof, whereby anclailegation or cause of action shall be maderafj#iie Executive in the performance of
contractual duties except for willful illegal miszduct. Said indemnification shall include but netlimited to reasonable cost incurred in
defending the Executive in his faithful performaméeontractual duties.

17. Dispute Resolution/ARBITRATION: Any dispute,ntooversy or claim between the parties arisingajuor related in any manner to the
employment of Executive, this Agreement, or theabhethereof, shall be exclusively and finally settby arbitration pursuant to this Section.
The arbitration proceedings shall be conductedyauntsto the Federal Arbitration Act and in accoawith the rules established for the
arbitration of employment (or alternatively, comuial) disputes by the Center for Public Resouroes]ternatively, the American Arbitration
Association. The parties will select a neutral aabdr based upon the procedures set forth byrthigaion service selected. The Arbitrator
selected shall have no prior or existing relatigmstith the Company or the Executive. The decigibthe Arbitrator shall be in writing, and
shall be final and binding upon both parties, exteat errors of law shall be subject to appealy Arbitration shall be held in Dallas, Texas.



18. Entire Agreement: This contract may not be gedrexcept in writing and embodies the whole Agreminbetween the parties hereto and
there are no inducements, promises, terms, conditio obligations made or entered into by the Capan or the Executive other than
contained herein. This Executive Employment Contsapercedes and replaces that certain Executiygdgment Contract dated June 14,
2002 between the Corporation and the Executive.

IN WITNESS WHEREOF, the parties here hereunto sigared sealed this Agreement the date first abovtéewr

Si gned, Seal ed and Del i vered " Cor por ation"”
In the presence of: PMC Capital, Inc.

Jan F. Salit /sl Lance B. Rosenvore

By: Lance B. Rosenore
/sl Angel a Spar ks Pr esi dent

" EXECUTI VE"

/sl Barry N. Berlin

By: Barry N. Berlin,
/sl Angel a Sparks Chi ef Financial Officer

Angel a Sparks

( CORPORATE SEAL)



EXHIBIT 10.33
EXECUTIVE EMPLOYMENT CONTRACT

THIS AGREEMENT made as of September 17, 2003 bytmtdeen PMC Capital, Inc., a Florida Corporatiathwvts principal places of
business in Dallas, Collin County, Texas, heregrateferred to as the "CORPORATION", and Jan Ft Sareinafter referred to as
"EXECUTIVE".

WITNESSETH THAT:
In consideration of the promises herein contaitieel parties hereto mutually agree as follows:

1. Employment: The Corporation hereby employs thechtive as its Executive Vice President and Clme¢stment Officer with such powers
and duties as may be specified by the Board ofdiirs. The Executive hereby accepts employment tipoterms and conditions as
hereinafter set forth.

2. Term: Subject to the provisions for terminataanhereinafter provided, the term of this Agreenséiadl begin immediately and shall
terminate on October 1, 2006 or such later dateeteymined by the Board of Directors (the "TernThe Term of this Executive Employment
Contract may be extended annually by the Boardigddiors.

3. Compensation: For all services rendered by tex#ive under this contract, the Executive shalphid an annual salary at a minimum a
annual rate for the Executive effective as of Jyl¢998 (the "Minimum Rate"). The Minimum Rate nimyincreased by the Board at its
discretion. The annual salary is payable pursuatitd normal payroll practices of the Corporation.

The Board of Directors may consider bonus compénsébr the Executive if the performance of the @mation and the Executive justifies
such bonus compensation.

4. Authorized Expenses: The Executive is authorteedcur reasonable expenses for the promotidghebusiness of the Corporation. The
Corporation will reimburse the Executive for



all such reasonable expenses upon the presenistithe Executive, from time to time, of an itemizegtount of such expenditures.

The Executive shall be entitled to such additiaral other fringe benefits as the Board of Direcshrall from time to time authorize, including
but not limited to: A) health insurance coveragetfee Executive, his wife and minor children; Bnanthly automotive allowance of $450,
which the Executive is to use to obtain an autotedii be utilized for his own company needs. Allim@nance, insurance etc. (excluding fuel)
will be the responsibility and expense of the Exeeu

5. Extent of Services: The Executive shall devaselastantial portion of business time, attentioth @nergies to the business of the Corpore
and shall not, during the term of this Agreemengage in any other business activities, wheth@obsuch activities are pursued for gain,
profit or other pecuniary advantage. This provige®not meant to prevent him from A) devoting reeasdde time to civic or philanthropic
activities or B) investing his assets in such fammanner providing that it does not require artyssantial services on the part of the Executive
that will interfere with the Executive's employmenirsuant to this Agreement. Executive's employngeoonsidered as full-time.

6. Working Facilities: The Executive shall be figtméd with such facilities and services suitableisgposition and adequate for the perform:
of his duties.

7. Duties: The Executive is employed in an exeeuéimd supervisory capacity and shall perform swtiesl consistent herewith as the Board of
Directors of the Corporation shall from time to &repecify. Subject to the provisions of Sectiorh&deof, the precise services of the Executive
may be extended or curtailed, from time to timahatdiscretion of the Board of Directors of ther@wation.



8. Disclosure of Information: The Executive recags and acknowledges that the Corporation's opgrptbcedures or service techniques are
valuable, special and unique assets of the Coiipafatusiness. The Executive will not, during fieathe term of his employment, disclose
list of the Corporation's operating proceduresesvise techniques to any person, firm, corporatamsociation or other entity for any reason or
purpose whatsoever. In the event of breach or timed breach by the Executive of the provisionthisf paragraph, the Corporation shall be
entitled to an injunction restraining any such breaNothing herein shall be construed as prohigitive Corporation from pursuing any other
remedies available to the Corporation for such direa threatened breach, including the recoveidanfiages from the Executive.

9. Vacations: The Executive shall be entitled egedr to a vacation in accordance with the vacat@rtract addendum dated effective July 1,
1999.

10. Disability: If the Executive is unable to perfohis services by reason of illness or total irmcdly, based on standards similar to those
utilized by the U.S. Social Security Administratjidre shall receive his full salary for one (1) yefsaid total incapacity through coordination
of benefits with any existing disability insuranm®gram provided by the Corporation ( a reductiosalary by that amount paid by any
Corporation provided insurance). Should said Exeelie totally incapacitated beyond a one-yearopkeso that he is not able to devote full
time to his employment with said Corporation, thieis Agreement shall terminate.

11. Death During Employment: If the Executive diesing the term of employment and has not attathedhge of seventy years, the
Corporation and/or any third party insurance predithy the Corporation, through a coordination afdjiés, shall pay the estate of the
Executive a death benefit equal to two times thechkve's annual salary. In the event the Executieeives death benefits payable under any
group life insurance policy issued to the Corparatihe Corporation's liability under this clausidé e reduced by the amount of the death
benefit paid under such policy. The Corporationighey any remaining death benefits to the esththeExecutive over the course



of twelve (12) months in the same manner and utidesame terms as the Executive would have beerifdge had still been working for the
Corporation. No later than one (1) month from tatedf death, the estate of the Executive will &lsgaid any accumulated vacation pay.
Such payments pursuant to this paragraph shaltiaatesthe full compensation of said Executive &edand his estate shall have no further
claim for compensation by reason of his employniigrthe Corporation.

12. Assignment: The acts and obligations of thep@@tion under this Agreement shall inure to thedfi¢ of and be binding upon the
successors and assigns of the Corporation.

13. Invalidity: If any paragraph or part of this lsgment is invalid, it shall not affect the remaindf this Agreement but the remainder shal
binding and effective against all parties.

14. Additional Compensation: If during the TermistAgreement is terminated by the Corporation (othan pursuant to the provisions of
Section 15 hereof) or by the Executive due to "@uictive Discharge" then the Executive shall reegermination pay in an amount equal to
2.99 times the average of the last three years ensgtion. For purposes of this Agreement, "Constrei®ischarge" shall mean:

- Any reduction in salary below the Minimum Rate;

- A material change without consent of the Exe@utishich is within the discretion of the Employemitishing the Executive's job function,
authority, duties or responsibilities, or a anyraimaterially deteriorating Executive's workingnditions that would not be in accordance
the spirit of this Agreement;

- A required relocation of Executive of more thdanrBiles from Executive's current job location; equires Executive to travel away from
Executive's office in the course of discharging &xeve's responsibilities in excess of that tydicatquired of executives in similar positions.

- Any breach of any of the terms of this Agreemanthe Corporation which is not



cured within 14 days following written notice thefdy Executive to the Corporation, which noticegnibe given within 14 days of the date on
which the Executive receives actual knowledge chdwreach and if not such breach shall be deemactday the Executive.

The amount payable by the Corporation pursuaritisoSection 14 shall be made in one lump sum caghmpnt payable to the Executive no
later than 30 days following termination of thisr&gment.

15. Termination: The Corporation cannot terminate agreement except for: 1) the intentional, umayed misuse of corporate funds, 2a)
professional incompetence (i.e. the intentionalsaf to perform or the inability to perform the igstassociated with Executive's position with
the Corporation in a competent manner, which iscnoéd within 15 days following written notice tadtutive) or 2b) willful neglect of duties
or responsibilities in either case not otherwidatesl to or triggered by the occurrence of any eeervents described in or prescribed by
Section 14 hereof.

16. Indemnification: The Corporation hereby agteesademnify and hold the Executive harmless from lss for any corporate undertaking,
as contemplated in Section 7 hereof, whereby anclailegation or cause of action shall be maderafj#iie Executive in the performance of
contractual duties except for willful illegal miszduct. Said indemnification shall include but netlimited to reasonable cost incurred in
defending the Executive in his faithful performaméeontractual duties.

17. Dispute Resolution/ARBITRATION: Any dispute,ntooversy, or claim between the parties arisingasuor related in any manner to the
employment of Executive, this Agreement, or theabhethereof, shall be exclusively and finally settby arbitration pursuant to this Section.
The arbitration proceedings shall be conductedyauntsto the Federal Arbitration Act and in accoan



with the rules established for the arbitration wipdoyment (or alternatively, commercial) disputgsiire Center for Public Resources, or
alternatively, the American Arbitration Associatidrhe parties will select a neutral arbitrator lshgpon the procedures set forth by the
arbitration service selected. The Arbitrator seddcthall have no prior or existing relationshiphitie Company or the Executive. The decision
of the Arbitrator shall be in writing, and shall fieal and binding upon both parties, except thedrs of law shall be subject to appeal. Any
arbitration shall be held in Dallas, Texas.

18. Entire Agreement: This contract may not be gedrexcept in writing and embodies the whole Agreminbetween the parties hereto and
there are no inducements, promises, terms, conditio obligations made or entered into by the Capan or the Executive other than
contained herein. This Executive Employment Contsapercedes and replaces that certain Executiygdyment Contract dated June 14,
2002 between the Corporation and the Executive.

IN WITNESS WHEREOF, the parties here hereunto sigared sealed this Agreement the date first abovtéewr

Si gned, Seal ed and Deli vered " Cor por ati on"
In the presence of: PMC Capital, Inc.

/sl Lance B. Rosenvore

/sl Barry N. Berlin By: Lance B. Rosenore
——————————————————— Presi dent
Barry N. Berlin

/sl Angel a Sparks

------------------- " EXECUTI VE"
Angel a Sparks
/sl Barry N. Berlin /sl Jan F. Salit
Barry N. Berlin By: Jan F. Salit,
Executive Vice President
/sl Angel a Sparks and Chief Investnment O ficer

Angel a Sparks
( CORPORATE SEAL)



EXHIBIT 10.34
EXECUTIVE EMPLOYMENT CONTRACT

THIS AGREEMENT made as of July 1, 2001 by and betwEMC Capital, Inc., a Florida Corporation with firincipal places of business in
Dallas, Collin County, Texas, hereinafter referte@ds the "CORPORATION", and Cheryl T. Murray, hieadter referred to as
"EXECUTIVE".

WITNESSETH THAT:
In consideration of the promises herein contaitieel parties hereto mutually agree as follows:

1. Employment: The Corporation hereby employs thkechtive as its General Counsel with such powedsdarties as may be specified by the
Board of Directors. The Executive hereby acceptpleyment upon the terms and conditions as hereinaét forth.

2. Term: Subject to the provisions for terminataanhereinafter provided, the term of this Agreenséiadl begin immediately and shall
terminate on the earlier of (i) the Executive'sesgieth (70th) birthday or (ii) July 31, 2004 ochuater date as determined by the Board of
Directors (the "Term"). The Term of this Executimployment Contract may be extended annually byBiterd of Directors.

3. Compensation: For all services rendered by ttexltive under this contract, the Executive shalphid an annual salary at a minimum a
annual rate for the Executive effective as of Jylg998 (the "Minimum Rate"). The Minimum Rate nimyincreased by the Board at its
discretion. The annual salary is payable pursuatit¢ normal payroll practices of the Corporation.

The Board of Directors may consider bonus compeérsébr the Executive if the performance of the @mation and the Executive justifies
such bonus compensation.

4. Authorized Expenses: The Executive is authorteedcur reasonable expenses for the promotidhebusiness of the Corporation. The
Corporation will reimburse the Executive for althueasonable expenses upon the presentation IBx#waitive, from time to time, of an
itemized account of such expenditures.

5. Extent of Services: The Executive shall devaselastantial portion of business time, attentioth @nergies to the business of the Corpore
and shall not, during the term of this Agreemengage in any other business activities, wheth@obdsuch activities are pursued for gain,
profit or other pecuniary advantage. This provisenot meant to prevent him from A) devoting ressde time to civic or philanthropic
activities or B) investing his assets in such fanmmanner providing that it does not require anyssantial services on the part of the Executive
that will interfere with the Executive's employmenirsuant to this Agreement. Executive's employngeobnsidered as full-time.



6. Working Facilities: The Executive shall be figtméd with such facilities and services suitableisgposition and adequate for the perform:
of his duties.

7. Duties: The Executive is employed in an exeeuéimd supervisory capacity and shall perform swtiesl consistent herewith as the Board of
Directors of the Corporation shall from time to éirspecify. Subject to the provisions of Sectiorh&#eof, the precise services of the Executive
may be extended or curtailed, from time to timahatdiscretion of the Board of Directors of ther@wation.

8. Disclosure of Information: The Executive recams and acknowledges that the Corporation's opgrptocedures or service techniques are
valuable, special and unique assets of the Coiipatatusiness. The Executive will not, during fieathe term of his employment, disclose
list of the Corporation's operating proceduresesvise techniques to any person, firm, corporatamsociation or other entity for any reason or
purpose whatsoever. In the event of breach or timed breach by the Executive of the provisionthisf paragraph, the Corporation shall be
entitled to an injunction restraining any such breaNothing herein shall be construed as prohigitive Corporation from pursuing any other
remedies available to the Corporation for such direa threatened breach, including the recoveidanfiages from the Executive.

9. Vacations: The Executive shall be entitled egedr to a vacation in accordance with the vacatmity of the Corporation.

10. Disability: If the Executive is unable to perfohis services by reason of illness or total iy, based on standards similar to those
utilized by the U.S. Social Security Administratjdre shall receive his full salary for one (1) yehsaid total incapacity through coordination
of benefits with any existing disability insurarmegram provided by the Corporation ( a reductiosalary by that amount paid by any
Corporation provided insurance). Should said Exeeuie totally incapacitated beyond a one-yearopkeso that he is not able to devote full
time to his employment with said Corporation, thigis Agreement shall terminate.

11. Death During Employment: If the Executive diesing the term of employment and has not attathechge of seventy years, the
Corporation and/or any third party insurance predithy the Corporation, through a coordination ofdfits, shall pay the estate of the
Executive a death benefit equal to two times thechkve's annual salary. In the event the Executieeives death benefits payable under any
group life insurance policy issued to the Corparatithe Corporation’'s liability under this clausé e reduced by the amount of the



death benefit paid under such policy. The Corporeshall pay any remaining death benefits to thate®f the Executive over the course of
twelve (12) months in the same manner and undesahee terms as the Executive would have been plagdhad still been working for the
Corporation. No later than one

(1) month from the date of death, the estate oftkecutive will also be paid any accumulated vacafiay. Such payments pursuant to this
paragraph shall constitute the full compensatiosaid Executive and he and his estate shall havertieer claim for compensation by reason
of his employment by the Corporation.

12. Assignment: The acts and obligations of thep@@tion under this Agreement shall inure to thedfi¢ of and be binding upon the
successors and assigns of the Corporation.

13. Invalidity: If any paragraph or part of this regment is invalid, it shall not affect the remandf this Agreement but the remainder shal
binding and effective against all parties.

14. Additional Compensation: If during the TermistAgreement is terminated by the Corporation (othan pursuant to the provisions of
Section 15 hereof) or by the Executive due to "@uictive Discharge" then the Executive shall reegermination pay in an amount equal to
2.99 times the average of the last three years eosgtion. For purposes of this Agreement, "Constrei®©ischarge” shall mean:

- Any reduction in salary below the Minimum Rate;

- A material change diminishing the Executive's fiabction, authority, duties or responsibilities,aosimilar change deteriorating Executive's
working conditions that would not be in accordandth the spirit of this Agreement;

- A required relocation of Executive of more thdanrBiles from Executive's current job location; equires Executive to travel away from
Executive's office in the course of discharging &xeve's responsibilities in excess of that tydicatquired of executives in similar positions.

- Any breach of any of the terms of this Agreem@nthe Corporation which is not cured within 14 slégllowing written notice thereof by
Executive to the Corporation.

The amount payable by the Corporation pursuartisoSection 14 shall be made in one lump sum cagmpnt payable to the Executive no
later than 30 days following termination of thisr&gment.

15. Termination: The Corporation cannot terminate agreement except for: 1) the intentional, umayed misuse of corporate funds, 2a)
professional incompetence (i.e. the intentionalsaf to perform or the inability to perform the igéstassociated with Executive's position with
the Corporation in a competent manner,



which is not cured within 15 days following writt@otice to Executive) or 2b) willful neglect of deg or responsibilities in either case not
otherwise related to or triggered by the occurresfany event or events described in or prescrilye8ection 14 hereof.

16. Indemnification: The Corporation hereby agreesademnify and hold the Executive harmless from kbss for any corporate undertaking,
as contemplated in Section 7 hereof, whereby aclallegation or cause of action shall be madersgdine Executive in the performance of
contractual duties except for willful illegal miszduct. Said indemnification shall include but netlimited to reasonable cost incurred in
defending the Executive in his faithful performaréeontractual duties.

17. Entire Agreement: This contract may not be gedrexcept in writing and embodies the whole Agreinbetween the parties hereto and
there are no inducements, promises, terms, conditio obligations made or entered into by the Garpan or the Executive other than
contained herein. This Executive Employment Contsapercedes and replaces that certain Executiy@dgment Contract dated July 1, 2000
between the Corporation and the Executive.



IN WITNESS WHEREOF, the parties here hereunto sigarad sealed this Agreement the date first abovtgewr

Si gned, Seal ed and Delivered " Cor por ati on"
In the presence of: PMC Capital, Inc.

/sl Lance B. Rosenore

By: Lance B. Rosenore
Pr esi dent

"EXECUTIVE"

/sl Cheryl T. Murray

By: Cheryl T. Mirray,
General Counsel

(CORPORATE SEAL)



EXHIBIT 10.35
ASSUMPTION, WAIVER AND AMENDMENT AGREEMENT

THIS ASSUMPTION, WAIVER AND AMENDMENT AGREEMENT (tls "AGREEMENT") is entered into as of February 2@04, by and
among PMC CAPITAL, INC., a Florida corporation ("IE¥), PMC COMMERCIAL TRUST, a Texas real estate isiveent trust (the
"COMPANY"), SECURITY LIFE OF DENVER INSURANCE COMPNY ("SLD") and ING USA ANNUITY AND LIFE INSURANCE
COMPANY ("ING USA") (collectively, the "NOTEHOLDERS.

RECITALS:

A. PMC and SLD (in such capacity, the "1995 FLOATNRATE PURCHASER") entered into that certain Notggréement dated as of April
19, 1995, as amended prior to the date hereob(asended, the "1995 FLOATING RATE NOTE AGREEMENTgursuant to which PMC
issued and sold to the 1995 Floating Rate Purcl#s8600,000 in aggregate principal amount of itafihg Rate Senior Promissory Notes due
April 19, 2004 (the "1995 FLOATING RATE NOTES"). €1995 Floating Rate Purchaser is the holder, ttiirec through its nominees, of
100% of the outstanding principal amount of theSLB®ating Rate Notes.

B. PMC and ING USA (or its predecessor) (in sugbacity, the "7.44% PURCHASER") entered into thosgain Note Agreements each dz¢
as of July 19, 1999, as amended prior to the dattedi (as so amended, the "7.44% NOTE AGREEMENT&jsuant to which PMC issued
and sold to the 7.44% Purchaser $10,000,000 iregagg principal amount of its 7.44% Senior Pronmisdiotes due July 19, 2005 (the "7.4
NOTES"). The 7.44% Purchaser is the holder, diyamtithrough their respective nominees, of 100%hefoutstanding principal amount of |
7.44% Notes.

C. PMC and SLD (in such capacity, the "2000 FLOAGIRATE PURCHASER") entered into that certain Notgdement dated as of July
2000, as amended prior to the date hereof (as saded, the "2000 FLOATING RATE NOTE AGREEMENT"),rguant to which the PMC
issued and sold to the 2000 Floating Rate Purcl#is:000,000 in aggregate principal amount of itgtfing Rate Senior Promissory Notes
July 19, 2004 (the "2000 FLOATING RATE NOTES"). TR@00 Floating Rate Purchaser is the holder, dyrectthrough its nominees, of
100% of the outstanding principal amount of the@Bating Rate Notes.

D. PMC and SLD (in such capacity, the "2001 FLOATRATE PURCHASER") entered into that certain Nogréement dated as of July
2001, as amended prior to the date hereof (as soded, the "2001 FLOATING RATE NOTE AGREEMENT"; &tper with the 1995
Floating Rate Note Agreement, the 7.44% Note Agezemand the 2000 Floating Rate Note Agreemengatolely, the "NOTE
AGREEMENTS" and, each, a "NOTE AGREEMENT"), pursutanwhich the PMC issued and sold to the 2001 tiigeRate Purchaser
$10,000,000 in aggregate principal amount of iteafthg Rate Senior Promissory Notes due July 1086 Zthe "2001 FLOATING RATE
NOTES"; together with the 1995 Floating Rate Notks,7.44% Notes and the 2000 Floating Rate Natgether with any promissory not
now or hereafter issued in replacement or subgtituhereof in accordance with the Note Agreemesubectively, the "NOTES" and, each, a
"NOTE" ). The 2001 Floating Rate Purchaser is thieldr, directly or through its nominees, of 100%h# outstanding principal amount of the
2001 Floating Rate Notes.



E. PMC and the Company have authorized the mefdgeM& with and into the Company, with the Compakeynlg the surviving entity after
giving effect to such merger (the "MERGER"). Purgua the plan of merger adopted by both PMC aeddbmpany, and in accordance with
applicable law, upon the effective date of the Mer@ PMC will cease to exist as a separate legéty, (ii) all of the rights, titles and intersst
of PMC in and to its licenses, assets, propertiesfeanchises will be deemed transferred and asdigmthe Company and the Company wil
deemed to have acquired all such rights, titlesiataalests in and to such licenses, assets, prepend franchises automatically without any
further action, and (iii) PMC will be deemed to kaassigned and delegated to the Company, and @&y will be deemed to have assur
all of the outstanding obligations of PMC, whethésing under contract or under law.

F. The parties hereto desire to enter into thisemgent to, among other things (i) provide for theress assumption by the Company of all of
PMC's obligations under each of the Note Agreemantsthe related Notes and
(i) amend and/or waive certain provisions of thet&Agreements and the Notes, only as expressfpdbtherein.

G. Capitalized terms used herein shall have theeie meanings ascribed thereto in the Note Agesds unless herein defined or the cor
shall otherwise require.

NOW, THEREFORE, in order to induce the Purchasegrant their consent to the Merger, in consideratif the mutual premises her:
contained, and for other good and valuable conatiter, the receipt and sufficiency of which is Hisracknowledged, the parties hereto hereby
agree as follows:

SECTION 1. ASSUMPTION AGREEMENT. The Company hathatized its assumption of, and (subject to thestadtion in full of the
conditions precedent set forth in Section 5.1 hgteereby irrevocably assumes and agrees to belfable for, all of the obligations and
undertakings of PMC, whether now existing or hem¥adrising, provided for in the Note Agreementd #re Notes, including, without
limitation, all the covenants in the Note Agreensesid the Notes and the obligation to duly and fuatly pay the principal and interest,
Yield-Maintenance Premium, if any, on the Notesdgordance with the terms of the Note Agreemerdsias Notes.

SECTION 2. CONSENT AND WAIVERS. Subject to the sédction in full of the conditions precedent sattian Section 5.1 hereof, the
Noteholders hereby grant the following consentwaaivers:

2.1. The Noteholders hereby (a) consent to the bteagd (b) waive the provisions of paragraph S5Ewwald otherwise require PMC to
maintain its corporate existence and waive theipions of paragraph 6C(4) that would otherwise hiblthe Merger, in each case to the ex
and only to the extent to permit the Merger to besummated, provided that (in the case of clausen@ (b) above of this Section 2.1) each of
the following conditions are met: (i) after giviedfect to the Merger, the Company is the survivemgity, and the Company has expressly
assumed all of the obligations of PMC and agredzktbound by all of the covenants applicable to Rii@er the Note Agreements and the
Notes; (i) the merger is consummated no later tianch 31, 2004; an

(i) the Merger is consummated in accordance withterms of the plan of
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merger that has been furnished by PMC to the Nddeh®, a copy of which is attached hereto as ExlAibi

2.2. The Noteholders hereby waive any violatiotheffinancial covenant in paragraph 6A(i) of the@&lAgreements providing that the
Company will not permit Net Loans Receivable at ime to be less than 150% of Senior Funded Debt®fCompany and its Subsidiaries
provided that (i) such waiver relates solely tofiseal month ended December 31, 2003, and (ifhendate that each of the conditions
precedent in Section 5 have been satisfied (th&EEH IVE DATE") and after giving effect to the Mergéhe Company will be in pro forma
compliance with the financial covenant in paragrépli) of the Note Agreements.

SECTION 3. AMENDMENTS. Subject to the satisfactiarfull of the conditions precedent set forth incBen 5.1 hereof, the parties hereto
hereby agree that the Note Agreements, the Schetiutee Note Agreements and the Notes are herabpded as follows:

3.1. Each reference to the "Company" or to "PMCitagdnc." appearing in the Note Agreements arelNtlotes shall be deemed to refer to
"PMC Commercial Trust, a Texas real estate investrimast".

3.2. Schedule | (Outstanding Debt and Liens) thedd¢he Note Agreements is hereby deleted inntgety and a new Schedule | is substitL
in lieu thereof as set forth on Schedule | attadbdtiis Agreement.

3.3. Schedule Il (Subsidiaries) to each of the Majeeements is hereby deleted in its entirety andwa Schedule 1l is substituted in lieu the
as set forth on Schedule Il attached to this Agezgm

3.4. Schedule 11l (Agreements Restricting Debtpach of the Note Agreements is hereby deleted iaritirety and a new Schedule 11l is
substituted in lieu thereof as set forth on Schedulattached to this Agreement.

3.5. Schedule IV (Agreements with Shareholderggith of the Note Agreements is hereby deleted ieritirety and a new Schedule 1V is
substituted in lieu thereof as set forth on SchedMlattached to this Agreement.

3.6. Paragraph 5H of each of the Note Agreemeriterisby deleted and a new paragraph 5H is sulestitatlieu thereof to read in its entirety
as follows:

"5H. BUSINESS OF THE COMPANY. The Company covenahtt neither it nor any Subsidiary will engageiry business if, as a result,
general nature of the business which would theergmged in by the Company and its Subsidiariesitake whole would be materially
changed from the general nature of the businessgengin by the Company and its Subsidiaries oml#te of this Agreement; provided,
however that the Company may engage in the busofesseal estate investment trust as conductatidoCompany on the Amendment
Effective Date, including the origination of loatesssmall businesses collateralized by first lienghee real estate of the related business, the
origination of loans for commercial real estatdatekalized by first liens on real
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estate and the ownership of commercial propertiedgminantly in the hospitality industry."

3.7. Paragraph 6A of each of the Note Agreemertterieby amended by adding the following sentenceddiately after the end of the first
paragraph thereof to read in its entirety as folow

"In addition to the foregoing covenants, the Comyplagreby covenants and agrees that it will not jitefah the Company's consolidated Net
Worth at any time to be less than the sum of (§55200,000, plus (ii) 100% of the net proceeds femy Equity Issuances (defined below) by
the Company after the Amendment Effective Datettfp)Maximum Non-performing Loan Ratio (defineddwe) at any time to exceed 10%;
and (c) the Maximum Charge-off Ratio (defined bélavany time to exceed 2%, to be determined fargl@nce reporting purposes as of the
last day of each fiscal quarter.

As used herein, "EQUITY ISSUANCES" shall mean ttsuance by the Company of any shares of any cldsmeficial interests, stock,
warrants, options or other equity interests, whegluesuant to a public offering or otherwise, baés not include (a) any present and future
shares of beneficial interests, stock, options arants issued to employees or trust managersedttmpany or (b) any present and future
shares of beneficial interests, stock, options arants issued in respect of any dividend reinvestmplan established and maintained by the
Company. As used herein, "MAXIMUM NON-PERFORMING KD RATIO" shall mean, as of any date of determioiatithe ratio expressed
as a percentage equal to (a) the aggregate ambathnhon-performing commercial mortgage loans l{iding delinquent loans) of the
Company and its consolidated Subsidiaries as df date, divided by (b) the Company's consolidatet\Worth as of such date. As used
herein, the term "MAXIMUM CHARGE-OFF RATIO" shall @an, as of any date of determination, a fractigpressed as a percentage, the
numerator of which is the sum of the total amowhisrged off by the Company and its consolidatedsBigries (less any such amounts
subsequently recovered) for the four fiscal quarteen ended, and the denominator of which is ggeeate average principal balance of
commercial mortgage loans of the Company and its@lidated Subsidiaries for the four fiscal quartefrthe Company then ended.

3.8. Paragraph 6B(b) of each of the Note Agreemisritereby deleted and a new paragraph 6B(b) istisuted in lieu thereof to read in its
entirety as follows:

"(b) the aggregate amount of all Restricted Paymdatlared, paid or made on or after the Amendig#attive Date shall not exceed the sum
of (A) $3,000,000 plus (B) 100% (or minus 100%khe tase of any deficit or loss) of Net Taxable medor the period (taken as one
accounting period) commencing on April 1, 2004 gerchinating at the end of the last fiscal quarteccpding the date of the Restricted
Payment in question."

3.9. Paragraph 6C(2) of each of the Note Agreenisiitereby amended by deleting the proviso appgammediately after clause (vi) in said
paragraph and substituting in lieu thereof theofelhg proviso to read in its entirety as follows:
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provided always, however, that the Company shdlpeomit (A) the aggregate amount of Secured Fuididat of the Company and its
Subsidiaries at any time outstanding, determined consolidated basis (except as otherwise provid#dte proviso to clause (iii) of paragraph
6C(1)), to exceed an amount equal to (X) 25% ofgbdated Shareholders' Equity at such time, oif (@) any time the Minimum Asset
Coverage Ratio (defined below) equals or exceesl$ tb. 1.00, 35% of Consolidated Shareholders' Equisuch time; (B) the aggregate
amount of Senior Funded Debt of the Company anflutssidiaries at any time outstanding, determimed oonsolidated basis, to exceed 2!
of Consolidated Shareholders' Equity at such tion€C) the aggregate amount of Funded Debt of tra@any and its Subsidiaries at any time
outstanding, determined on a consolidated basiexdeed 300% of Consolidated Shareholders' Equigueh time; and provided further, that,
for purposes of clause (A) of this proviso, Fun@abt (other than SBA Debentures) of a Subsidiaay ifinot a Wholly-Owned Subsidiary
shall, to the extent such Funded Debt is attridetedminority interests, be deemed to be Secutetl€d Debt; and provided further that, for
purposes of clauses (B) and (C) of this provismded Debt shall be deemed to include Base Curreht for the period of 365 consecutive
days ending on the date of determination of Furidielot. As used herein, the term "MINIMUM ASSET COVERE RATIO" means, as of a
date of determination, the ratio of unencumberegtasof the Company and its consolidated subsédigo unsecured Senior Funded Debt.

3.10. Paragraph 6C(5) of each of the Note Agreesrisiitereby amended by deleting clause (iv) thereid$ entirety and substituting in lieu
thereof the following new clause (iv) to read meéntirety as follows:

(iv) the aggregate book value (as valued on th&dobthe Company or its Subsidiary, as applicabieediately prior to sale) of all such
loans and accounts receivable sold by the Compadiyta Subsidiaries shall not at any time exce@®870,000,000 prior to the repayment in
full, satisfaction and discharge by the Companglbéf its obligations under the 2001 Floating Ridltete Agreement and the 2001 Floating
Rate Notes (as such terms are defined in the Assomaiver and Amendment Agreement), and (y) $800,000 after the repayment in fi
satisfaction and discharge by the Company of allisodbligations under the 2001 Floating Rate Nageeement and the 2001 Floating Rate
Notes (as such terms are defined in the Assumpfitaiver and Amendment Agreemer

3.11. Paragraph 8A of each of the Note Agreemertiglieby deleted and a new paragraph 8A is sutestita lieu thereof to read in its entirety
as follows:

"8A. ORGANIZATION; AUTHORIZATION. The Company is eeal estate investment trust duly organized anidilyaéxisting under the laws
of the State of Texas; each Subsidiary is duly g, validly existing and in good standing untier laws of the jurisdiction in which it is
organized and is identified on Schedule Il attadhmeetto; the Company is and each Subsidiary is gudified as a foreign
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corporation or organization and in good standingdnh jurisdiction where the ownership of propertyhe nature of the business transacted by
it makes such qualification necessary; and the Gamas and each Subsidiary has the corporateepsinip, trust or limited liability compa
power to own its respective property and to camyte respective business as now being conductesl Company has all requisite trust power
and authority to execute and deliver this Agreenaeikthe Notes and to perform its obligations hedeu and thereunder. This Agreement and
the Notes will be duly authorized by all requiditest action and duly executed and delivered bii@iged officers of the Company, and this
Agreement constitutes and the Notes will each d¢omst a valid obligation of the Company, legalinding upon and enforceable against the
Company in accordance with their respective teffhe. Company has no Majority Subsidiaries exceitssidiaries.

3.12 (a) Paragraph 8G of each of the Note Agreesristitereby amended by deleting the first sentdraeof in its entirety and substituting in
lieu thereof the following to read in its entirety follows:

"Neither the Company nor any of its Subsidiariea grty to any contract or agreement or subjeahjoorganizational document, charter or
other corporate restriction which materially andexdely affects its business, property or assetnancial condition."

(b) Paragraph 8G of each of the Note Agreemeritsrisby further amended by deleting the referenteharter or by-laws" appearing in the
second sentence of Paragraph 8G and substitutirepithereof "organizational documents”.

3.13. Paragraph 8M of each of the Note Agreemeartigieby amended by deleting the last sentencedahierits entirety and substituting in
lieu thereof the following to read in its entirety follows:

"The Company is not an "investment company" oraffillated person" of, or "promoter" or "principahderwriter" for, a company required to
be registered as an "investment company", as suptstare defined in the Investment Company Actodf0]l as amended.”

3.14 Paragraph 10 of each of the Note Agreemettsrizby amended by deleting the definition of "Meestment Company Taxable Income."
In addition, the reference to "Net Investment Comypéaxable Income” in paragraph 5A(v) of the Agreatshall be deemed to refer to "Net
Taxable Income."

3.15 Paragraph 10 of each of the Note Agreemetisrizby further amended by adding the following mfinitions in alphabetical order to
read in their entirety as follows:

"Amendment Effective Date" shall mean the Effecidege as defined in the Assumption, Waiver and Adnegnt Agreement.
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"Assumption, Waiver and Amendment Agreement" stmlan that certain Assumption, Waiver and Amendmgnéement dated as of
February 27, 2004 by and among PMC Capital, InElpada corporation, PMC Commercial Trust, a Teses estate investment trust,
Security Life of Denver Insurance Company and INGAUANnnuity and Life Insurance Company.

"Net Taxable Income" for any period shall mean @tidated Net Earnings for such period, adjustediftierences in timing of recognition of
items of income or expense between generally aedegatcounting principles and tax accounting priesipplus, to the extent deducted in
computing the foregoing, current and deferred taxescome.

"Net Worth" means, for any Person, total benefiegror stockholders' equity, as applicable, asrd@hed in accordance with generally
accepted accounting principles consistently applied

SECTION 4. REPRESENTATIONS AND WARRANTIES OF THE PANY.

4.1. To induce the Noteholders to execute and elethis Agreement (which representations shallisarthe execution and delivery of this
Agreement), the Company represents and warrarietNoteholders that (and agrees that any mataealch of any such representation or
warranty shall be deemed an Event of Default utfteNote Agreements):

(a) this Agreement has been duly authorized, exelcaind delivered by it and this Agreement constitthe legal, valid, and binding
obligation, contract, and agreement of the Compaarigrceable against it in accordance with its temmsept as enforcement may be limitec
bankruptcy, insolvency, reorganization, moratoriemsimilar laws or equitable principles relatimgar limiting creditors' rights generally;

(b) the Note Agreements and the Notes, as heretafimended and as amended by this Agreement, ededhie legal, valid, and binding
obligations, contracts, and agreements of the Cagnpaforceable against it in accordance with thespective terms, except as enforcement
may be limited by bankruptcy, insolvency, reorgatitm, moratorium, or similar laws or equitablengiples relating to or limiting creditors'
rights generally;

(c) the execution, delivery, and performance byGbenpany of this Agreement (i) has been duly autkadrby all requisite corporate action
and, if required, shareholder action, (ii) doesneguire the consent or approval of any governmemteegulatory body or agency, and (iii) will
not (A) violate (1) any provision of law, statutele, or regulation or its certificate of incorptioam or bylaws, (2) any order of any court or any
rule, regulation, or order of any other agency @mregnment binding upon it, or (3) any provisionaofy material indenture, agreement, or other
instrument to which it is a party or by which it®perties or assets are or may be bound, or (Bjtrigsa breach or constitute (alone or with
notice or lapse of time or both) a default under imdenture, agreement, or other instrument refetwan clause (iii)(A)(3) of this Section 4.1
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(d) as of the date hereof and after giving effedhis Agreement and the consummation of the MemgeDefault or Event of Default has
occurred that is continuing;

(e) each of the representations and warranties imatlee Company in the Note Agreements is truecmcect as of the date of this Agreement
and after giving effect to the Merger, except ashsepresentations and warranties may expressy tefa prior date (and in such case, such
representations and warranties are true and caseat such prior date). After giving effect to erger, all of the Subsidiaries of PMC
existing immediately prior to the date of the Margdll become Subsidiaries of the Company purstanhe terms of the applicable merger
documents and applicable law;

(f) this Agreement and the documents, certificaa@s] other writings delivered to the Noteholder®bpn behalf of the Company in connec
with this Agreement and the transactions conteraglaereby, taken as a whole, do not contain anyestatement of a material fact or om
state any material fact necessary to make thenstégts herein and therein not misleading in lighthef circumstances under which they were
made; and

(g) on the Effective Date and after giving effexthie Merger and the transactions contemplatethisyAtgreement including, without limitatic
the assumption of the Company's obligations asigea\Mfor in
Section 1 hereof, the Company will be solvent.

SECTION 5. CONDITIONS TO EFFECTIVENESS OF THIS AGRBENT.

5.1. Upon satisfaction in full of each of the felimg conditions, this Agreement (including, the sents, waivers and amendments contained
herein) shall become effective on and as of thedgffe Date:

(a) executed counterparts of this Agreement, dwgceted and delivered by PMC, the Company and titelilders, and the Noteholders shall
have received original manually signed counterparthis Agreement from all parties hereto;

(b) the Merger shall have been consummated in dacge with the terms of the articles of mergehanform attached as Exhibit A to this
Agreement, and the Noteholders shall have recaieetified copies of the articles of merger relatinghe Merger as filed with the Secretary of
State of Florida and the county clerk of Dallas @tguDallas, Texas;

(c) PMC and the Company shall have obtained alegawental and third party consents and/or apprdeaise Merger as required under
applicable law and under any existing contractaargements of PMC and the Company, and the Metwr have been approved by the
requisite number of shareholders of PMC and the g2omy;

(d) all corporate and other proceedings taken dettaken in connection with the transactions coptated hereby and all documents incident
thereto shall be satisfactory to the Noteholdestarir counsel, and the Noteholders and their selushall have received all such counterpart
originals or certified or other copies of such doeumts, certificates or instruments relating toktexger or the transactions contemplated by
Agreement as the Noteholders or their counsel regyest;



(e) the Noteholders shall have received a certdif@m the Secretary of the Company, in form amastance satisfactory to the Noteholders
and their counsel, certifying as to matters retatmincumbency, due authorization by the Boardirost Managers and valid existence, and

certifying as to and attaching true, correct anthglete copies of, the Company's organizational dwmts, merger documents and Board of
Trust Managers resolutions approving the enteritg of this Agreement and the transactions contategdlhereby and by the Merger;

(f the Noteholders shall have received a signediop from counsel to the Company dated the Effecbate and addressed to the Notehol
in the form attached hereto as Exhibit B; and

(9) the representations and warranties of the Cagnpat forth in Section 4 hereof shall be true amdect on and as of the date hereof.
SECTION 6. ADDITIONAL COVENANTS.

6.1. The Company hereby covenants and agreed thifitmot enter into any amendment or modificattonits existing Credit Agreement with
Bank One, N.A. and one or more other lenders (grraplacement credit agreement) and any loan dootsmelating thereto, if the effect of
such amendment or modification would render anthefcovenants (financial or otherwise) or eventdedéult more restrictive on the
Company or any of its Subsidiaries than the covenand events of default in the Note Agreementsif@snded hereby and further amended
from time to time), unless either (a) the Notehdaddmonsent to such amendment or modification othi@)Company enters into an amendment
or modification, in form and substance satisfactorthe Noteholders, which amends or modifies fh@ieable provisions of the Note
Agreements to render such covenants or eventsfafilieas the case may be, in the Note Agreementssdrictive on the Company and/or its
Subsidiaries as the applicable covenants or ewdmsfaults under such Credit Agreement (or anjyaegment credit agreement) and any loan
documents relating thereto, as the case may be.

6.2. Promptly upon (and in any event within 5 Besim Days' after) request of any Noteholder, the g@my will duly execute and deliver to
such Noteholder a new promissory note in replaceoiethe existing Notes held by such Noteholdericlwmote shall be executed and
delivered by the Company as maker and otherwise tiee same form as the Note being replaced.

SECTION 7. PAYMENT OF COUNSEL FEES AND EXPENSES.

7.1. The Company agrees to pay, upon demand, éisemable fees and expenses of Kilpatrick Stocktdnib connection with the negotiation,
preparation, approval, execution, and deliveryhidf Agreement.

SECTION 8. MISCELLANEOUS.

8.1. This Agreement shall be construed in connaatitth and as part of each of the Note Agreememdistiae Notes, and except as modified
expressly amended or expressly waived by this Agesw, all terms, conditions, and covenants conthinghe Note
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Agreements and the Notes, and all rights, poweig)gges, and remedies of the Noteholders witipeesthereto, are hereby ratified and shall
be and remain in full force and effect.

8.2. Any and all notices, requests, certificates| ather instruments executed and delivered dfeeekecution and delivery of this Agreement
may refer to the Note Agreements and the Notesowttinaking specific reference to this Agreement,navertheless all such references shall
include this Agreement unless the context otherngsgires.

8.3. The descriptive headings of the various Sestar parts of this Agreement are for conveniemdg and shall not affect the meaning or
construction of any of the provisions hereof.

8.4. All representations and warranties containeithis Agreement shall survive the execution aniveley of this Agreement.

8.5. This Agreement shall be construed and enfarcedcordance with, and the rights of the pasiesl be governed by, the law of the State
of Georgia excluding choice-of-law principles oétlaw of such State that would require the appbcesf the laws of a jurisdiction other than
such State.

8.6. The execution hereof by you shall constitutertract between us for the uses and purposembabowe set forth, and this Agreement may
be executed in any number of counterparts, eactué@ counterpart constituting an original, butadlether only one agreement.

[Remainder of Page Intentionally Left Blank]
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IN WITNESS WHEREOF, the parties have caused thisuAwption, Waiver and Amendment Agreement to be dxgcuted by their respecti
officers or representatives thereunto duly autleatjas of the date first above written.

PMC CAPITAL, INC.

By: /s/ Barry N. Berlin

Name: Barry N. Berlin
Title: Chief Financial O ficer

PMC COMMERCIAL TRUST

By: /s/ Lance B. Rosenore

Nane: Lance B. Rosenore
Title: President

SECURITY LIFE OF DENVER INSURANCE COMPANY
AND ING USA ANNUITY AND LIFE INSURANCE
COMPANY

By: ING INVESTMENT MANAGEMENT LLC, ITS AGENT

By: /s/ Christopher P. Lyons

Name: Christopher P. Lyons
Title: Senior Vice President






EXHIBIT 14.1
Code of Ethical Conduct for Senior Financial Offices

In my role as the principal executive officgrincipal financial officer, or principal accoung officer or controller, or a person performing
similar functions (collectively, “Senior Financi@ffficers”) of PMC Commercial Trust (the “Company”),

| recognize that | hold an important and etedaole in corporate governance. | am uniquelabémand empowered to ensure that
shareholdersinterests are appropriately balanced, protectecaeskrved. Accordingly, this Code provides pritespo which Senior Financ
Officers are expected to adhere and advocate.ddde embodies rules regarding individual and pegponsibilities, as well as responsibilit
to the Company, the public and shareholders.

| certify that | adhere to and advocate tHfaing principles and responsibilities governing professional and ethical conduct:

1. I act honestly and ethically, includingietly handling actual or apparent conflicts ofeirgst between personal and professional
relationships.

2. | act to ensure full, fair, accurate, tignahd understandable disclosure in reports andrdents that the Company files with, or submits
to, the Securities and Exchange Commission anthier gpublic communications made by the Company.

3. | comply with applicable governmental lawsdes and regulations.

4.1 act in good faith, responsibly and witleccare and diligence, without misrepresenting rigtiacts or allowing my independent
judgment to be impairer

5. I do not disclose any confidential inforfoatacquired in the course of my work, except waathorized or when | am legally obligatec
disclose such information. | do not use such camfichl information for personal advantage.

6. | comply with the Company’s Code of Bussm&onduct and Ethics for all employees.

7. 1 promptly report to the Chairman of therlpating and Corporate Governance Committee angweirthat | believe to be a violation of
law or business ethics or of any provision of th@le or the Company’s Code of Conduct and Ethicduding any transaction or relationship
that reasonably could be expected to give riseith & violation.

I understand that violations of this Code tfi€al Conduct for Senior Financial Officers, inding failures to report actual or potential
violations by others, will be viewed as a seveseigilinary matter that may result in disciplinagtian, up to and including termination of
employment.

/s/ Lance B. Rosemo

Print Name:

Date March 15, 200







EXHIBIT 14.2
Code of Ethical Conduct for Senior Financial Offices

In my role as the principal executive officgrincipal financial officer, or principal accoung officer or controller, or a person performing
similar functions (collectively, “Senior Financi@ffficers”) of PMC Commercial Trust (the “Company”),

| recognize that | hold an important and etedaole in corporate governance. | am uniquelabémand empowered to ensure that
shareholdersinterests are appropriately balanced, protectecaeskrved. Accordingly, this Code provides pritespo which Senior Financ
Officers are expected to adhere and advocate.ddde embodies rules regarding individual and pegponsibilities, as well as responsibilit
to the Company, the public and shareholders.

| certify that | adhere to and advocate tHfaing principles and responsibilities governing professional and ethical conduct:

1. I act honestly and ethically, includingietly handling actual or apparent conflicts ofeirgst between personal and professional
relationships.

2. | act to ensure full, fair, accurate, tignahd understandable disclosure in reports andrdents that the Company files with, or submits
to, the Securities and Exchange Commission anthier gpublic communications made by the Company.

3. | comply with applicable governmental lawsdes and regulations.

4.1 act in good faith, responsibly and witleccare and diligence, without misrepresenting riatiacts or allowing my independent
judgment to be impairer

5. I do not disclose any confidential inforfoatacquired in the course of my work, except waathorized or when | am legally obligatec
disclose such information. | do not use such camfichl information for personal advantage.

6. | comply with the Company’s Code of Bussm&onduct and Ethics for all employees.

7. 1 promptly report to the Chairman of therlpating and Corporate Governance Committee angweirthat | believe to be a violation of
law or business ethics or of any provision of th@le or the Company’s Code of Conduct and Ethicduding any transaction or relationship
that reasonably could be expected to give riseith & violation.

I understand that violations of this Code tfi€al Conduct for Senior Financial Officers, inding failures to report actual or potential
violations by others, will be viewed as a seveseigilinary matter that may result in disciplinagtian, up to and including termination of
employment.

/sl Barry N. Berlin

Print Name:

Date March 15, 200







Exhibit 21.1
Subsidiaries of Registrant

Company

State
of
Incorporation

PMC Commercial Trust, Ltd. 19-1
PMCT Corp. 199-1

PMCT Sycamore, L.F

PMCT AH Sycamore, Inc
PMCT Macomb, L.P

PMCT AH Macomb, Inc
PMCT Marysville, L.P.

PMCT AH, Inc.

PMCT Plainfield, L.P

PMC Joint Venture, L.P. 20(
PMC Joint Venture LLC 200
PMC Joint Venture, L.P. 20(
PMC Joint Venture LLC 200
PMC Joint Venture, L.P. 20-1
PMC Joint Venture LLC 20(-1
PMC Joint Venture, L.P. 20-1
PMC Joint Venture LLC 20(-1

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware






EXHIBIT 23.1

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtle Registration Statement on Form S-3 (No-38367) of PMC Commercial Trust of
our reports dated March 15, 2004 relating to tharitial statements and financial statement schedwlgich appear in this Form 10-K.

Dallas, Texas
March 15, 2004






EXHIBIT 31.1
CERTIFICATION

[, Lance B. Rosemore, Chief Executive Officer, ifgthat:

1. I have reviewed this annual report on Forn-K of PMC Commercial Trus

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistanmces under which such statements were madmisieading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this rep

4.  The registrant’s other certifying officerdahare responsible for establishing and maintaimisclosure controls and procedures (as
defined in Exchange Act Rules -15 (e) and 15-15 (e)) for the registrant and ha

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

b) evaluated the effectiveness of the regis’s disclosure controls and procedures and preséantbad annual report ot
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; i

c) disclosed in this report any change in #gstrant’s internal control over financial repogithat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of anmegbrt) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reportir

5.  The registrar's other certifying officer and | have disclosedsdxhon our most recent evaluation of internal aymtver financia
reporting, to the registrant’s auditors and theitaemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

a) all significant deficiencies in the design or opina of internal control over financial reportinghigh are reasonably likely
adversely affect the registris ability to record, process, summarize and refpmahcial information; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: March 15, 200 /s/ Lance B. Rosemo

Lance B. Rosemor
Chief Executive Office






EXHIBIT 31.2

CERTIFICATION

[, Barry N. Berlin, Chief Financial Officer, cenithat:

1. | have reviewed this report on Form-K of PMC Commercial Trus

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistanmces under which such statements were madmisieading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsoéimer financial information included in this amhuveport, fairly present in a
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in
this report;

4.  The registrant’s other certifying officerdahare responsible for establishing and maintgmlisclosure controls and procedures (as
defined in Exchange Act Rules -15 (e) and 15-15 (e)) for the registrant and ha

a)

b)

designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis annual report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; i

disclosed in this report any change in the regi¢'s internal control over financial reporting thatomed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of anmeglort) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reportir

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent eti@fuef internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions): registré s board of directors (or persons performing theévedent functions)

a) all significant deficiencies in the design or ogina of internal control over financial reportindigh are reasonably likely
adversely affect the registris ability to record, process, summarize and refpmahcial information; an
b) any fraud, whether or not material, thabires management or other employees who have His#gnt role in the
registran’s internal control over financial reportir
Date: March 15, 200 /sl Barry N. Berlin

Barry N. Berlin
Chief Financial Office






EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of PMCr@uercial Trust (the “Company”) on Form 10-K for thear ended December 31, 2003 as
filed with the Securities and Exchange Commissiornhe date hereof (the “Report”), I, Lance B. RogemnChief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135@dupted pursuant to § 906 of the Sarbanes-Oxley®2002, that to the best of my
knowledge:

1. The Report fully complies with the r@g@ments of section 13(a) or 15(d) of the Secwgikgchange Act of 1934; and

2. The information contained in the Refaitly presents, in all material respects, thaficial condition and results of operations of the
Company.

/s/ Lance B. Rosemore

Lance B. Rosemore
Chief Executive Officer
March 15, 2004

This certification accompanies the Report par to Section 906 of the Sarbanes-Oxley Act &228nd shall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be @ekfiled by the Company for purposes of Sectiomwflie Securities Exchange Act of
1934.

A signed original of this statement requirgdSection 906 of the Sarban®sdey Act of 2002 has been provided to the Compamy will be
retained by the Company and furnished to the Séesiand Exchange Commission or its staff uponestju






EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of PMCr@uercial Trust (the “Company”) on Form 10-K for thear ended December 31, 2003 as
filed with the Securities and Exchange Commissiornhe date hereof (the “Report”), I, Barry N. BerlChief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135@dupted pursuant to § 906 of the Sarbanes-Oxley®2002, that to the best of my
knowledge:

1. The Report fully complies with the r@g@ments of section 13(a) or 15(d) of the Secwgikgchange Act of 1934; and

2. The information contained in the Refaitly presents, in all material respects, thaficial condition and results of operations of the
Company.

/s/ Barry N. Berlin

Barry N. Berlin
Chief Financial Officer
March 15, 2004

This certification accompanies the Report par to Section 906 of the Sarbanes-Oxley Act &228nd shall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be @ekfiled by the Company for purposes of Sectiomwflie Securities Exchange Act of
1934.

A signed original of this statement requirgdSection 906 of the Sarban®sdey Act of 2002 has been provided to the Compamy will be
retained by the Company and furnished to the Séesiand Exchange Commission or its staff uponestju



