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Forward-Looking Statements

This Form 10-K contains certain forwafdeking statements within the meaning of Sectioh @i/ the Securities Act
1933 and Section 21E of the Securities Exchangeo”t834, which are intended to be covered by #fe barbors create
thereby. These statements include the plans aratigs of management for future operations, iralgighlans and objective
relating to future growth of our loans receivabledaavailability of funds. Such forwatdeking statements can be identified
the use of forward-looking terminology such as “midyvill,” “expect,” “intend,” “believe,” “anticipa te,” “estimate,” or
“continue,” or the negative thereof or other varians or similar words or phrases. The forwdmbking statements include
herein are based on current expectations that wme@lumerous risks and uncertainties identifiechis Form 10-K, including,
without limitation, the risks identified under thaption “Item 1A. Risk Factors.Assumptions relating to the foregoing invc
judgments with respect to, among other things, réuteconomic, competitive and market conditions #udre busines
decisions, all of which are difficult or impossilite predict accurately and many of which are beyond control. Although w
believe that the assumptions underlying the forwaoking statements are reasonable, any of the assans could bt
inaccurate and, therefore, there can be no asswahat the forward-looking statements includedhiis Form 10-Kwill prove
to be accurate. In light of the significant uncéntées inherent in the forwartboking statements included herein, the inclug
of such information should not be regarded as aespntation by us or any other person that our cibjes and plans will b
achieved. Readers are cautioned not to place umeliEnce on forward-looking statements. Forwdomking statements spe
only as of the date they are made. We do not uakieto update them to reflect changes that ocder #ie date they are made.

PART I
Item 1. BUSINESS
INTRODUCTION

PMC Commercial Trust (“PMC Commercial” and togetkéth its wholly-owned subsidiaries, the “Compan{gur” or
“we”) is a real estate investment trust (“REIT8rganized in 1993 that primarily originates loams dmall businesse
collateralized by first liens on the real estatethaf related business. Our outstanding loans aneapty to borrowers in th
limited service hospitality industry. As a REIT, week to maximize shareholder value through l@mgy growth in dividend
paid to our shareholders. We must distribute attl®88% of our REIT taxable income to shareholdersmaintain our REI
status. See “Tax StatudNe pay dividends from the cash flow generated foamoperations. Our common shares are trade
the NYSE Alternext US under the symbol “PCC.”

Our mission is to derive income primarily from thdgination of real estate collateralized loansrotigh conservativ
underwriting and exceptional service, we strivgptovide our shareholders with the highest dividesahsistent with the foct
on preservation of investment capital.

We generate revenue primarily from the yield arfteofee income earned on our investments. Our tipesaare locate
in Dallas, Texas and include originating, servicamgl selling commercial loans. During the yearsedridecember 31, 2008 a
2007, our total revenues were approximately $23ldom and $27.3 million, respectively, and our ni&tcome wa:
approximately $9.8 million and $13.1 million, respeely. See “Item 8. Financial Statements and $mppntary Data'for
additional financial information.

In addition to loans originated by PMC Commercied, also originate loans through our subsidiariasg. @incipal wholly-
owned lending subsidiaries are: First Western SBIf€, (“First Western”), PMC Investment Corporati¢tiPMCIC”) and
Western Financial Capital Corporation (“Westerndricial”). First Western is licensed as a small business gndompany
(“SBLC") that originates loans through the SmallsBess Administration’s (“SBA”) 7(a) Guaranteed hdarogram (“SBA 7
(a) Program”). PMCIC and Western Financial are smadiness investment companies (“SBICs").

First Western is a “Preferred Lendemationwide, as designated by the SBA, and origiasells and services sm
business loans throughout the continental UniteateSt As a nofvank SBA 7(a) Program lender, First Western is ab
originate loans on which a substantial portionhe loan (currently 75% to 85%) is guaranteed gsatoment of principal an
interest by the SBA. When we sell the governmestrgunteed portion of First Westesrlbans, we may receive cash premit
at the time of sale. Due to the existence of thé& §Barantee which generally provides us with prensiwpon sale, we are al
to originate loans that meet the criteria of theASHa) Program and have less stringent underwritititgria than our noi$BA
7(a) Program loan originations. See “Lending A¢tdd — SBA Programs.”
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Our ability to generate interest income is depehdgron economic, regulatory and competitive factivat influenc
interest rates and loan originations and our ghiditsecure financing for our investment activiti€ee amount of income earr
varies based on the volume of loans funded, themelof loans which prepay and the resultant aggkcprepayment fees,
any, the interest rate on loans originated andytreeral level of interest rates. During period$atiing interest rates, due to
significant level of our variable-rate loans, onterest income is subject to interest rate riske S&m 7a. Quantitative al
Quialitative Disclosures About Market Risk.”

Generally, in order to fund new loans, we needdodw funds or sell loans. Since 2004, our workaagpital has bes
provided through credit facilities and the issuan€gunior subordinated notes. Prior to that, otimary source of funds w
structured loan transactions/securitizations. mucstired loan transactions, we contributed loansgecial purpose entiti
(“SPESs”) in exchange for cash and a subordinatenfifal interest in that entity. See “Structured h.daansactions.’At the
current time, there is no market for commerciahleasetacked securitizations. Due to the lack of thiskaafor our type ¢
securitization and the prospect that this market never recover to its prior form or may returniwéosts or structures that
may not be able to accept, and the uncertaintyosnding extension of our revolving credit facilitwe have refocused ¢
lending activities and are now focusing almost esielely on originating loans under the SBA 7(a)d?aon. In addition, ol
revolving credit facility expires on December 3009. See “ltem 7. ManagemesntDiscussion and Analysis of Finan
Condition and Results of Operations — Liquidity aDapital Resources — Sources and Uses of Fundsguidify Summary.”
There can be no assurance that we can extend tiweitynaate of the facility or that its terms wilbt change. If the revolvil
credit facility is not extended or replaced, we rhaye to reduce our commitments to fund loans utideSBA 7(a) Program.

Prior to 2007, we operated in two identifiable ngfmy segments: (1) the lending division, whichgarates loans to sm
businesses primarily in the limited service hodiyténdustry and (2) the property division, whiokvned and operated our he
properties. As of June 30, 2007, we had sold aeéall of our hotel properties. All revenues ardemses of the propert
sold were included in discontinued operations. Heveas the down payments received were not seffidio qualify for ful
accrual gain treatment on certain of the salesregerded initial installment gains and deferred té@aining gains. Deferr
gains are recorded to income as principal is reckon the related loans receivable until the reguamount of cash proce
are obtained from the purchaser to qualify for &dtrual gain treatment. As deferred gains on tptgberty sales are record
they are included within the property division.

LENDING ACTIVITIES
Overview

We are a national lender that primarily original@asns to small businesses, principally in the lediservice hospitali
industry. In addition to first liens on real estatethe related business, our loans are typicadlyspnally guaranteed by -
principals of the entities obligated on the loans.

We identify loan origination opportunities througlersonal contacts, internet referrals, attendamceade shows ai
meetings, direct mailings, advertisements in tradblications and other marketing methods. We akswegate loans throu
referrals from real estate and loan brokers, fregcrepresentatives, existing borrowers, lawyetsatountants. Payments
sometimes made to naffiliated individuals who assist in generating Hoapplications, with such payments generally
exceeding 1% of the principal amount of the oritgddoan.

Limited Service Hospitality Industry

Our outstanding loans are generally collateralizgdirst liens on limited service hospitality prapies and are typically fi
owneroperated facilities operating under national frases, including, among others, Comfort Inn, Hampliom & Suites
Holiday Inn Express, Best Western and Clarion. Vééele that franchise operations offer attractigading opportunitie
because such businesses generally employ provenebssconcepts, have national reservation systemds aavertising
consistent product quality, are screened and menitby franchisors and generally have a higherahseiccess when compa
to other independently operated hospitality busiess
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Lodging demand in the United States generally app@acorrelate to changes in U.S. GDP, with tyihyca two to thre
quarter lag. As a result of the current economimuil, leading lodging industry analysts, includiRgicewaterhouseCoop
LLP, have noted the following:

The industry will likely feel a pronounced negativepact during 2009 as businesses and consumessstags t
reduce discretionary spendir

Lodging demand is expected to contract more rapidB009 than the overall economy; &

Average daily room rates are expected to retredng2009.

The most abrupt effects of reduced travel are ergeio be concentrated in the first three quade2)09.

Loan Originations and Underwriting

We believe that we successfully compete in certamotors of the commercial real estate finance matke to ou
understanding of our borrowers’ businesses, thébile loan terms that we offer and our responsiv&a@mer service.

We consider the underlying cash flow of the ter@anbwnereccupant as well as more traditional real estatiemariting
criteria such as:

The components, value and replacement cost ofdirewe’'s collateral (primarily real estate
The industry and competitive environment in whiel borrower operate

The financial strength of the guarantc

Analysis of local market condition

The ease with which the collateral can be liquidg

The existence of any secondary repayment sou

Analysis of the property operator; a

The existence of a franchise relationsl|

Upon receipt of a completed loan application, aedit department conducts: (1) a detailed analysthe potential loa
which typically includes an appraisal and a valwatby our credit department of the property thdt edllateralize the loan
ensure compliance with loan-t@ue percentages, (2) a site inspection for retdte collateralized loans, (3) a review of
borrower’s business experience, (4) a review ofbineower’s credit history, and (5) an analysighe borrower’s debt-service-
coverage, debt-tequity and other applicable ratios. All appraisais performed by an approved, licensed third papyraise
and based on the market value, replacement costcasiu flow value approaches. We also utilize lonarket econom
information to the extent available.

We believe that our typical ndBBA 7(a) Program loan is distinguished from thofeame of our competitors by 1
following characteristics:

Substantial down payments are requirefe usually require an initial down payment of tests than 20% of the to
cost of the project being financed. Our experigmag shown that the likelihood of full repaymentadban increas:
if the owner/operator is required to make an ihdiad substantial financial commitment to the projeeing financec

“Cash outs” are typically not permitted Generally, we will not make a loan in an amourgager than the lesser
80% of either the replacement cost or current appdavalue of the property which is collateral tbe loan. Fc
example, a hotel property may have been originatigstructed for a cost of $2,000,000, with the avaperato
initially borrowing $1,600,000 of that amount. Atettime of the borrowes’ loan refinancing request, the prop
securing the loan is appraised at $4,000,000. Safnoeir competitors might loan from 70% to 90% orrmof the
new appraised value of the property and permitotiveer/operator to receive a cash distribution fibw® proceed
Generally, we would not permit this type“ cast-out” distribution.

The obligor is personally liable for the loanWe typically require the principals of the borewto personall
guarantee the loa

Our non-SBA 7(a) Program has been inactive sineenttddle of 2008 and we are currently originatimgnarily variable-
rate loans based on the prime rate under our SBAPHogram.
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General information on our loans receivable, nets as follows:

At December 31

2008 2007

Weightec Weightec

Average Average

Loans Receivable, n Interest Loans Receivable, n Interest

Amount % Rate Amount % Rate
(Dollars in thousands

Variable-rate— LIBOR $123,08: 68.4% 7.5% $129,65( 78.1% 9.C%
Fixec-rate 39,297 21.% 9.C% 22,79 13.8% 8.6%
Variable-rate— prime 17,42¢ 9.7% 6.S% 13,52¢ 8.1% 9.6%
Total $179,80° 100.(% 7.7% $165,96! 100.(% 9.C%

Our variablerate loans generally require monthly payments ofgipal and interest, reset on a quarterly basigmortiz
the principal over the remaining life of the lodfixed+ate loans generally require level monthly paymaeitgrincipal an

interest calculated to amortize the principal aherremaining life of the loan.
Loan Activity
The following table details our loan activity fdret years indicated:

Years Ended December

2008 2007 2006 2005 2004
(In thousands

Loans receivable, net — beginning

year $ 165,96 $ 169,18: $ 157,57: $ 128,23 $ 50,53/
Loans originated (1 55,95( 44,41¢ 71,53( 58,85: 53,65¢
Loans acquired (2 — — — — 55,14+
Principal collections (3 (33,26%) (32,559 (47,240 (13,82¢) (23,19¢)
Repayments of SBA 504 program

loans (4) (4,699 (8,085) (2,342) (2,180 (1,627
Loans sold (5 (4,059 (1,970 (6,379 (7,78%) (6,222)
Loans transferred to AAL (€ — (4,917) (3,730 (5,657%) (2,115
Loan deemed to be repurchased — — — — 2,12¢
Other adjustments (¢ (86) (99 (23¢) (64) (75)
Loans receivable, n— end of yea $ 179,80 $ 165,96¢ $ 169,18 $ 157,57 $ 128,23
(1) During 2008, includes $21,363 of loans from thereigze of the“clean-up call” provisions of two of our structured lo

()

(3)
(4)

()
(6)
(7)

(8)

sale transactions

Represents the estimated fair value of loans aequin the merger with PMC Capital, In¢PMC Capital”), our affiliate
through common manageme

Represents scheduled principal payments, matuatielsprepayment:

Represents second mortgages originated throughSBA 504 Program which are repaid by certified depaien
companies

Represents the government guaranteed portion of BRA Program loans sold through private placemetatseithe
dealers in government guaranteed loans or instnl investors

Loans on which the collateral was foreclosed upod ¢ghe assets were subsequently classified assaaseguired il
liquidation (* AAL").

Represents a loan at its estimated fair value deeimbe repurchased from a qualified SPE as a tesfud delinquent loz
on which we initiated foreclosure on the underlyirgllateral and were contractually allowed to rephase from tt
qualified SPE

Represents the net change in loan loss resenssuits and deferred commitment f
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Quarterly Loan Originations

The following table is a breakdown of loans origethon a quarterly basis during the years indicated

Years Ended December

2008 2007 2006 2005 2004
(In thousands
First Quartel $ 17,13¢ $ 15,40: $ 17,63( $ 8,251 $ 6,60¢
Second Quarter (: 32,33: 18,63: 13,53¢ 11,23¢ 17,25t
Third Quartel 2,461 2,15( 5,71( 15,01( 14,99¢
Fourth Quarte 4,01¢ 8,23¢ 34,65¢ 24,35¢ 14,797
Total $ 55,95( $ 44,41 $ 71,53( $ 58,85: $ 53,65¢

(1) For 2008, includes $21,363 of loans from the exerdif the“clean-up call” provisions of two of our structured loan <

transactions

Loan Portfolio Statistics

Information on our loans receivable (“Retained fatid”), loans which have been sold (either to the qualiEs c
secondary market sales of SBA 7(a) Program loand) an which we have retained interests (the “Sodéris”) and ou
Retained Portfolio combined with our Sold Loan®(tAggregate Portfolio”) was as follows:

At December 31

2008 2007
Aggregat Sold Retainec Aggregat Sold Retainec
Portfolio Loans Portfolio Portfolio Loans Portfolio
(Dollars in thousands
Portfolio outstanding (1 $ 275,53( $ 94,92¢ $180,60! $ 326,36¢ $159,94! $166,42:
Weighted average interest ri 7.% 8.2% 7.7% 9.2% 9.4% 9.C%
Annualized average yield (. 8.4% 8.2% 8.4% 10.5% 10.%% 10.1%
Weighted average contractual
maturity in year: 14.7 12.1 16.C 14.¢ 12.¢ 17.C
Impaired loans (3 $ 13,33¢ $ 1,544 $ 11,79¢ $ 4,13t $ 1,022 $ 3,11:
Hospitality industry concentration 88.¢% 85.2% 90.8% 90.9% 88.1% 93.5%
Texas concentration % (- 22.%% 22.2% 23.2% 25.2% 25.1% 25.(%

(1) Loan portfolio outstanding before loan loss ressraad deferred commitment fe

(2) The calculation of annualized average yield divides interest income, prepayment fees and othen ladated fee:
adjusted by the provision for loan losses, by te@hted average outstanding portfol

(3)

Includes loans on which the collection of the bakwof principal is considered unlikely and on whibbk fair value of th

collateral is less than the remaining unamortizemhgipal balance (“Problem Loans”and the principal balance of loa
which have been identified as potential problemm##or which it is expected that a full recoventha# principal balanc
will be received through either collection effodsliquidation of collateral (“Special Mention Loay’ and together wit
Problem Loans‘Impaired Loans”). We do not include the remaining outstanding priatipf serviced loans pertaining
the government guaranteed portion of loans sold ihie secondary market since the SBA has guarargagohent ¢

principal on these loan:

(4)

In addition, at December 31, 2008, approximatel@ol0f our Retained Portfolio was collateralized bsoperties ir

Arizona. No other concentrations greater than ouaco 10% existed at December 31, 2008 for ouaiRetl Portfolio

Sold Loans or Aggregate Portfoli
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Industry Concentration

The distribution of our loan portfolio by industnas as follows at December 31, 2008:

Retained Portfolic Aggregate Portfolic

Number % of Number % of

of Total of Total

Loans Cost (1) Cost Loans Cost (1) Cost

(Dollars in thousands

Hotels and motel 13¢ $ 163,90: 90.8% 201 $ 244,81- 88.9%
Convenience stores/service stati 13 7,88 4.4% 17 13,28t 4.8%
Restaurant 22 3,14: 1.7% 22 4,83¢ 1.8%
Services 19 1,12¢ 0.6% 22 4,44¢ 1.€%
Retail 10 1,36: 0.7% 10 1,901 0.7%
Other 16 3,19: 1.8% 21 6,241 2.2%
21¢ $ 180,60! 100.(% 292 $ 275,53( 100.(%

(1) Loan portfolio outstanding before loan loss resesraad deferred commitment fe
SBA Programs
General

We utilize programs established by the SBA to gateeloan origination opportunities and provide uha funding sourc
as follows:

«  We have an SBLC that originates loans through B&’s 7(a) Progran

«  We participate as a private lender in the SBA 50dgRam which allows us to originate first mortgdgans witt
lower loar-to-value ratios

«  We have two licensed SBICs regulated under the ISBnainess Investment Act of 1958, as amended.SBICs us
long-term funds provided by the SBA, together witieir own capital, to provide longrm collateralized loans
eligible small businesses, as defined under SBAlatigns.

Our regulated SBA subsidiaries are periodicallynexeed and audited by the SBA to determine compbawih SB/
regulations.

SBA 7(a) Programr

Under the SBA 7(a) Program, the SBA typically gméeas 75% of qualified loans over $150,000. WHile ¢ligibility
requirements of the SBA 7(a) Program vary by thieigtry of the borrower and other factors, the galnaligibility requirement
are that: (1) gross sales of the borrower cannoeex size standards set by the SBie(, $7.0 million for limited servic
hospitality properties, etc.), (2) liquid assetdtud borrower and affiliates cannot exceed spetifimits, and (3) the maximu
aggregate SBA loan guarantees to a borrower caxveed $1.5 million. Maximum maturities for SBA YRrogram loans a
25 years for real estate and between seven an@d® jor the purchase of machinery, furnitureufigs and/or equipment.
order to operate as an SBLC, a licensee is requiredaintain a minimum net worth (as defined by S&fulations) of th
greater of (1) 10% of its outstanding loans reddizand other investments or (2) $1.0 million, aadubject to certain ot
regulatory restrictions such as change in controligions. See “Iltem 1A. Risk Factors.”

SBA 504 Progran

The SBA 504 Program assists small businesses ainify subordinated, longgrm financing by guaranteeing debent
available through certified development compani&D(Cs”) for the purpose of acquiring land, building, maehin anc
equipment and for modernizing, renovating or résgpexisting facilities and sites. A typical finanstructure for an SBA 5
Program project would include a first mortgage cinge 50% of the project cost from a private lendersecond mortga
obtained from a CDC covering up to 40% of the mbjeost and a contribution of at least 10% of thejgrt cost by th
principals of the small businesses being assistedtypically require at least a 20% contributiorthed equity in a project by c
borrowers. The SBA does not guarantee the firstgage. Although the total sizes of projects utilizithe SBA 504 Progre
are unlimited, currently the maximum amount of sdimated debt in any individual project is gengrall.5 million (o
$2 million for certain projects). Typical projeatsts range in size from $1 million to $6 million.
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SBIC Program

We originate loans to small businesses throughSRICs. According to SBA regulations, SBICs may médeg-term
loans to small businesses and invest in the egeityrrities of such businesses. Under present SBdlatons, eligible sme
businesses include those that have a net wortkexugteding $18 million and have average annual fakgable net income r
exceeding $6 million for the most recent two fisgalars. An SBIC can issue debentures whose prinaipa interest
guaranteed to be paid to the debt holder in thatesfenon-payment by the SBIC. As a result, theesbbres’costs of funds a
usually lower compared to alternative fixed-ratarses of funds available to us.

STRUCTURED LOAN TRANSACTIONS
General

While the securitization market is not currentlyiable financing vehicle, prior to 2004, structuledn transactions we
our primary method of obtaining funds for new laaiginations. In structured loan transactions, wetdbuted loans to an Sl
in exchange for a subordinated financial interasthiat entity and obtained an opinion of counsat the contribution of tt
loans to the SPE constituted a “true salkthe loans. The SPE issued notes payable thraygtvate placement to third part
and then distributed a portion of the notes payphdeeeds to us. The notes payable are collatedatinlely by the assets of
SPE. Since the SPEs met the definition of qualif&Es (“QSPEs”we accounted for the structured loan transactisnsate
of our loans; and as a result, neither the loamsribuited to the QSPE nor the notes payable isbydtie QSPE were includ
in our consolidated financial statements. The teofrthe notes payable issued by the QSPEs protaletiie partners of the
QSPEs are not liable for any payment on the n@esordingly, if the QSPEs fail to pay the principal interest due on t
notes, the sole recourse of the holders of thesristagainst the assets of the QSPEs. We haveligatiin to pay the notes, r
do the holders of the notes have any recourse stgaim assets. We service the loans pursuant ttvahsaction documents ¢
are paid a fee of 30 basis points per year basedeoprincipal outstanding.

When structured loan sale transactions were coethletur ownership interests in the QSPEs were atedufor a
retained interests in transferred assets (“Retaimeglests”)and recorded at the present value of the estinfatace cash flow
to be received from the QSPE. The difference batw@gthe carrying value of the loans sold andtli2) sum of (a) the ca
received and (b) the relative fair value of ourd®etd Interests, constituted the gain or loss & sa

All of our securitization transactions provide dean-up call”. A “clean-up callfs an option to repurchase the remai
transferred assets when the amount of the outsigralisets (or corresponding notes payable outsignéhlls to a level |
which the cost of servicing those assets becomedehgsome. At the time we are entitled to exerdige“tlean-up call,'we
consolidate the assets and liabilities of the sgzation.

Retained Interests
General
As of December 31, 2008, the QSPEs consisted of:
e PMC Capital, L.P. 19¢-1 (the“1998 Partnersh”);
e« PMC Joint Venture, L.P. 20-1 (the"2000 Joint Ventur’);
e« PMC Joint Venture, L.P. 20-1 (the*2002 Joint Ventur’); and,

. PMC Joint Venture, L.P. 2003-1 (the “2003 Joirgnture,”and together with the 2000 Joint Venture and the2
Joint Venture, thJoint Venture”).

The 2002 Joint Venture reached its “clean-up agfition during January 2009 becoming a mpalifying SPE; howeve
based on our current liquidity needs, the optios wat exercised. The 2002 Joint Venture will besodidated in our financi
statements beginning in the first quarter of 2009.

In addition, First Western has Retained Interessted to the sale of loans originated pursuatiiedSBA 7(a) Program.
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At December 31, 2008, the cost of our Retainedrdésts was approximately $32.6 million with an estied fair value ¢
$33.2 million. Our Retained Interests primarily st of (1) the required overcollateralization (tloeercollateralized piecg;
which is the retention of a portion of each of ®&d Loans, (2) the reserve fund, which represthesequired cash balar
owned by the QSPE and (3) the interest-only seieivable (the “interest-only strip receivableiich represents the futt

excess funds to be generated by the QSPE aftergrayohall obligations of the QSPE.

Our Retained Interests are subject to credit, praeat and interest rate risks. The estimated faluey of our Retaine
Interests is determined based on the present dl@stimated future cash flows that we will receftem the QSPEs. Tl
estimated future cash flows are calculated basedssomptions concerning, among other things, loasels and prepaym
speeds. On a quarterly basis, we measure thedhie \of, and record income relating to, the Rethimterests based upon
future anticipated cash flows discounted based mrestimate of market interest rates for investmerftshis type. An
appreciation of the Retained Interests is inclugtedur balance sheet in beneficiariegjuity. Any depreciation of Retain
Interests is either included in our statement cbime as either a permanent impairment or on thenbalsheet in beneficiaries’
equity as an unrealized loss.

We retain a portion of the default and prepaymésit associated with the underlying loans of ouraietd Interest
Actual defaults and prepayments, with respect tionasing future cash flows for purposes of valumg Retained Interests w
vary from our assumptions, possibly to a materégrde, and slower (faster) than anticipated prepaysnof principal or lowt
(higher) than anticipated loan losses will incre@ecrease) the fair value of our Retained Intsrast related cash flows. !
regularly measure our loan loss, prepayment aner @ssumptions against the actual performanceeofotiins sold. Althou¢
we believe that assumptions made as to the futash flows are reasonable, actual rates of lossegagments will vary froi
those assumed and the assumptions may be revised bpon changes in facts or circumstances. Sem ‘1A -Risk Factor
— Investment Risks General — There is no markebtorRetained Interests and the value is volatile.”

Determination of what a willing buyer would pay four Retained Interests is complicated due to, anwdher reasons, t
following:

e The historical lack of buyers for small businessnl@ss«backed securities similar to ou
*  More recently, the lack of a liquid market for &-backed securitie:

*  The composition of our Retained Interests whiak & high concentration of “hard collatersalich as restricted ce
and the net difference (or overcollateralizatiomtvieen the loans from the borrowers and the stredtunote
payable;

e The limited number of companies that have secedtiaur type of loans
e The relatively small size of our Retained Intergatw
e The short remaining lives of the QSPESs until reag“clear-up calls”

As a result of the lack of available market inpuisthe time our securitization transactions wenmgleted and for ea
quarterly valuation update, we utilized a cash fimwdel to determine the estimated fair value of Retained Interests. T
turmoil in the credit markets has spotlighted tise of cash flow models and management has evaltlaecbmplexities ar
range of judgments inherent in using cash flow ndelight of the current market illiquidity. Owash flow models requi
significant assumptions and judgments that refleetcurrent market illiquidity and, as a result, mave increased the disco
rates utilized in our cash flow models and haverakmted our expectation of future prepayments laad losses on tl
underlying securitized loans in light of the curtréinquid markets.

In accordance with generally accepted accountingciples, our consolidated financial statementsndto include th
assets, liabilities, partnergapital, revenues or expenses of the QSPEs. Asut,rat December 31, 2008 and 2007,
consolidated balance sheets do not include $77l@®miand $141.8 million in assets, respectivelndab44.0 million an
$94.4 million in liabilities, respectively, relatetb these structured loan sale transactions redotue the QSPEs. .
December 31, 2008, the aggregate partnzapital of the QSPEs was approximately $33.6 mmllé@mmpared to the estima
value of the associated Retained Interests of appately $32.9 million.




Table of Contents

TAX STATUS

PMC Commercial has elected to be taxed as a RE#iEwihe Internal Revenue Code of 1986, as amernted Code)).
As a REIT, PMC Commercial is generally not subjecEederal income tax (including any applicableralative minimum ta
to the extent that it distributes at least 90% tsf REIT taxable income to shareholders. CertairPBfC Commerciak
subsidiaries, including First Western and PMCIGjehalected to be treated as taxable REIT subsidiatiius, their earnings .
subject to U.S. Federal income tax. To the extéh€CRCommercials taxable REIT subsidiaries retain their earninmys @rofits
these earnings and profits will be unavailabledistribution to our shareholders.

PMC Commercial may, however, be subject to cerf@deral excise taxes and state and local taxetsancome an
property. If PMC Commercial fails to qualify as &R in any taxable year, it will be subject to Fexléncome taxes at regu
corporate rates (including any applicable altexgatinimum tax) and will not be able to qualifya®&EIT for four subseque
taxable years. REITs are subject to a number cdrorgtional and operational requirements undeiCbde. See “ltem 1A—
Risk Factors — REIT Related Risks” for additioret status information.

EMPLOYEES

We employed 31 individuals including marketing msdionals, investment professionals, operationfegsimnals ar
administrative staff as of December 31, 2008. Iditash, we have employment agreements with our etkee officers. Ou
operations are conducted from our Dallas, TexdsaffVe believe the relationship with our employsegood.

COMPETITION

When originating loans we compete with other sggc@ommercial lenders, banks, broker dealers, roRt€ITs, saving
and loan associations, insurance companies and etlities that originate loans. Many of these cetitprs have great
financial and managerial resources than us, aretalyrovide services we are not able to provide. (depository services), a
may be better able to withstand the impact of endo@ownturns.

Variable-rate lendingfor our variablerate loan product, we believe we compete effegtiesl the basis of interest rai
our longterm maturities and payment schedules, the qualfiur service, our reputation as a lender, tinoegdit analysis ar
greater responsiveness to renewal and refinaneigests from borrowers.

Fixed-rate lendingAs a result of the prolonged period in which thelgicurve was inverted or flati.e., compression «
long-term and short-term interest rates) combinéh imcreased competition from fixed-rate lendens;;, margins for fixedate
loans contracted to the point where it was no lorg®nomically viable for us to compete for fixeate loans. In the curre
market, borrowers are looking predominately foeflxate loans; however, our ability to offer fixexte loans is constrained
our cost and availability of funds. Consequentlg, ave currently committing to loans with a variatate.

CUSTOMERS

We are not dependent upon a single borrower, emabiorrowers, whose loss would have a material ragveffect on u
In addition, we have not loaned more than 10% ofassgets to any single borrower.

SECURITIES EXCHANGE ACT REPORTS

The Company maintains an internet site at the iollg address: www.pmctrust.com. We are providing dddress to o
internet site solely for the information of investoWe do not intend the address to be an actikedi to otherwise incorporz
the contents of the website into this report.

We make available on or through our website cergports and amendments to those reports thatlevevith or furnish t
the Securities and Exchange Commission (“SEG@"accordance with the Securities Exchange Act384] as amended (i
“Exchange Act”). These include our annual reportd~orm 10-K, our quarterly reports on FormQQand our current reports
Form 8K. We make this information available on our websditee of charge as soon as reasonably practicHt®e we
electronically file the information with the SEC.

10




Table of Contents

Item 1A. RISK FACTORS

Due to the complexity of the Company, a wide raofyéactors could materially affect future develomtseand oul
performance. In addition to the factors affectin@esific business operations identified in connectigth the description ¢
these operations and the financial results of theserations described elsewhere in this report, agament has identified tl
following important factors that could cause actualsults to differ materially from those reflectéd forward-looking
statements or from our historical results. Thesgdes, which are not alinclusive, could have a material impact on our &
valuations, results of operations or financial cémah. These factors could also impair our ability maintain divident
distributions at current or anticipated levels.

Investment Risks— Lending Activities

Changes in interest rates could negatively affectehding operations, which could result in reduced eaings and
dividends.

As a result of our current dependence on varisdtie-loans, our interest income will be reducedndutow interest rat
environments. To the extent that LIBOR or the prirate decreases, interest income on our loansdedline. Seeltem 7a.
Quantitative and Qualitative Disclosures About MarRisk.”

Changes in interest rates do not have an immeifigtact on the interest income of our fixeate loans. Our interest re
risk on our fixedrate loans is primarily due to loan prepaymentsraatlrities. The average maturity of our loan poidfis less
than its average contractual terms because of ynegrats. The average life of mortgage loans tendsctease when the curre
mortgage rates are substantially higher than rategxisting mortgage loans and, conversely, deeredsen the currel
mortgage rates are substantially lower than ratesxisting mortgage loans (due to refinancingsixdd-rate loans at lowe
rates).

In addition, our net income is materially dependgmbn the “spreadbetween the rate at which we borrow funds anc
rate at which we loan these funds. During periddshanging interest rates, interest rate mismatcbekl negatively impact o
net income, dividend yield, and the market pricewf common shares.

At the present time, we are originating variableerimans and have certain debt which is Iterga and at fixed intere
rates and certain preferred stock which is Iterga with a fixed dividend yield. If the yield owdns originated with func
obtained from fixed-rate borrowings or preferreacktfails to cover the cost of such funds, our désl will be reduced.

Recent changes in economic conditions could haveantinuing adverse effect on our profitability.

Turmoil in the financial markets has adversely et economic activity. This turmoil and the red@sssubjects ou
borrowers to financial stress which could impag Hbility of our borrowers to satisfy their obligmats to us. During periods
economic stress, delinquencies and losses mayasei@nd losses may be substantial.

In addition, an increase in price levels generallyin price levels in a particular sector suchtes energy sector, cou
result in a further shift in consumer demand awaynflimited service hospitality properties whicHlateralize the majority ¢
our loans. Leading lodging analysts predict theugtd will likely feel a pronounced negative impaletring 2009 as business
and consumers take steps to reduce discretionandsy.

Commercial mortgage loans expose us to a high degref risk associated with investing in real estate.

The performance and value of our loans depends upamy factorsbeyond our control. Commercial real estate
experienced significant fluctuations in the pad awclical performance that impacts the value of mal estate collateralize
loans. The ultimate performance and value of oangoare subject to risks associated with the owieend operation of tr
properties which collateralize our loans, includthg property ownes' ability to operate the property with sufficiertst flow
to meet debt service requirements. Property omeratinay be adversely affected by:

e Changes in national economic conditic

« Changes in local real estate market conditionstduwshanges in national or local economic conditionghanges |
local property market characteristi

e The extent of the impact of the disruptions in ¢hedit markets

e The lack of demand for commercial real estatéataialized loans used in as$eteked securitizations which may
substantially reduced as a result of the disruptiarthe credit market:

11
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e Competition from other propertie

« Changes in interest rates and the condition oflgi® and equity capital marke
e The ongoing need for capital improvemel

* Increases in real estate tax rates and other apgetpenses (including utilities

* Adverse changes in governmental rules and fisclitips; acts of God, including earthquakes, humé&sand oth
natural disasters; acts of war or terrorism; aese in the availability of or increase in the @dshsurance

e Adverse changes in zoning lav
e The impact of present or future environmental legisn and compliance with environmental laws; .
e Other factors that are beyond our control or th&trod of the commercial property owne

In the event that any of the properties underlypngloans experience any of the foregoing eventsourrences, the val
of, and return on, such loans may be negativelyactgrd. Moreover, our profitability and the markete of our common shar
may be negatively impacted.

Competition might prevent us from originating loansat favorable yields, which would harm our resultsof operations anc
our ability to continue paying dividends at currentor anticipated levels.

Our net income depends on our ability to originasns at favorable spreads over our cost of fuldsriginating loan
we compete with other specialty commercial lendéanks, broker dealers, other REITs, savings amath lassociation
insurance companies and other entities that otigittans, many of which have greater financial ueses than us. As a res
we may not be able to originate sufficient loan$aabrable spreads over our cost of funds, whicluld/dvarm our results
operations and consequently, our ability to corgipaying dividends at current or anticipated levels

There are significant risks in lending to small bugiesses.

Our loans receivable consist primarily of loansstoall, privatelyewned businesses. There is no publicly avai
information about these businesses; therefore, w&t nely on our own due diligence to obtain infotioa in connection wit
our investment decisions. Our borrowers may nottmee income, cash flow and other coverage tegdily imposed b
banks. A borrowes ability to repay its loan may be adversely impdcby numerous factors, including a downturn i
industry or other negative local or macro econoauinditions. Deterioration in a borrowerfinancial condition and prospe
may be accompanied by deterioration in the colétéor the loan. In addition, small businesses dgfly depend on tt
management talents and efforts of one person oradl group of people for their success. The lossesfices of one or more
these persons could have an adverse impact onpbeatmns of the small business. Small companiestygically mor
vulnerable to customer preferences, market comditand economic downturns and often need additicegzital to expand
compete. These factors may have an impact on tireatié recovery of our loans receivable from suakitesses. Loans
small businesses, therefore, involve a high degfekusiness and financial risk, which can resultsubstantial losses &
accordingly should be considered speculative.

There is volatility in the valuation of our loans receivable which can require the establishment of ém loss reserves.

There is typically no public market or establistiedling market for the loans we originate. Theild nature of our loal
may adversely affect our ability to dispose of slicans at times when it may be advantageous fotouliquidate suc
investments.

To the extent one or several of our borrowers aégpee significant operating difficulties and we &eced to liquidate tt
collateral underlying the loan, future losses may dnibstantial. The determination of whether sigaift doubt exists a
whether a loan loss reserve is necessary requidggrient and consideration of the facts and circantgls existing at t
evaluation date. Changes to the facts and circumossaof the borrower and/or the physical conditibthe collateral underlyir
the loan, the hospitality industry and the econanay require the establishment of significant addi loan loss reserves.

12
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Our operating results will depend, in part, on theeffectiveness of our marketing programs.

In general, due to the highly competitive natureoof business, we must execute efficient and éffeqiromotional ani
marketing programs with respect to our busineséesmay, from time to time, change our marketingtsgies, including th
timing or nature of promotional programs. The eff@mess of our marketing and promotion practiseésiportant to our abilit
to locate potential borrowers and retain existimgrdawers. If our marketing programs are not sudoéssur results o
operations and financial condition may be adveraéicted.

We depend on the accuracy and completeness of infoation about potential borrowers and guarantors.

In deciding whether to extend credit or enter immsactions with potential borrowers and/or thyiarantors, we rely c
certain information furnished to us by or on beldlfpotential borrowers and/or guarantors, inclgdfimancial statement
construction invoices and other financial inforroati We also rely on representations of potentiaidweers and/or guaranta
as to the accuracy and completeness of that intosmaOur financial condition and results of oparas could be negative
impacted to the extent we rely on financial statet®ier other information that is materially misléay

Liquidity and Capital Resources Risks

In general, in order for us to repay indebtednessadimely basis, we may be required to disposesséts when we wol
not otherwise do so and at prices which may bevbdle net book value of such assets. Dispositibrassets could have
material adverse effect on our financial conditemd results of operations. See “ltem 7. Managensebiscussion and Analys
of Financial Condition and Results of OperationsRecent Developments and Trends That May AffecBOsiness.”

Our operating results could be negatively impactedy our inability to access certain financial markes.

We rely upon access to capital markets as a safrdiguidity to satisfy our working capital needg,ow our business ar
invest in loans. Turmoil in the capital markets hasstrained equity and debt capital availabldérfeestment in commercial re
estate. Prolonged volatility in the economy, therall health of the limited service hospitality usdry and increased loan los:
could further limit access to these markets and neayrict us from continuing our current businesategy or implementin
new business strategies.

Our operating results could be negatively impactedby our inability to extend the maturity of, or replace, our revolving
credit facility on acceptable terms, if at all.

If we are unable to replace or extend our revohdredit facility upon its maturity (December 31,020 or if the terms ¢
the extension were cost prohibitive, we could bguired to repay the outstanding balance which wigdome immediatel
due or may choose to accept terms which are sigmifiy less favorable in terms of costs or restics than the current terms
our facility. If the facility matures without an &nsion or replacement, we could be forced to digté or otherwise dispose
assets at a time we would not ordinarily do so endt prices which we may not believe are reasendbl addition, if the
revolving credit facility is not extended or repdalc we would need an additional source of fundsriginate loans and gro
Our results of operations, prospects and finarmaldition could be negatively impacted if the rewmad credit facility is no
extended or is extended with a significant increasate, fees or restrictions.

Turmoil in financial markets could increase our cos of borrowing and impede access to or increase thaost of financing
our operations or investments.

To the extent credit and equity markets continuexperience significant disruption, many businesg#isbe unable tc
obtain financing on acceptable terms, if at allatidition, when equity markets experience rapidaiug fluctuations in value
credit availability could diminish or disappear. g periods of credit and equity market disrupsipour cost of borrowin
may increase and it may be more difficult or imploiesto obtain financing for our operations or istraents on acceptak
terms.
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The market demand for structured loan transactionsmay further decline, which would decrease the avability of,
and/or increase the cost of, working capital and rgatively affect earnings and the potential for growh.

Prolonged unavailability of the asdedcked securities market to us could have a matdigerse effect on our financ
condition and our results of operations. Our loagrt ability to grow may depend on our ability tdl sessetbacked securitie
through structured loan transactions. In the careeonomic market, the availability of funds hagt&iminished and/or non-
existent or the “spreadtharged for funds has increased. In addition, ipalibr geopolitical events could impact the auaility
and cost of capital.

A number of factors could impair our ability, oteal our decision, to complete a structured loansaation. These factc
include, but are not limited to:

. Investors in the type of asset-backed secutitiaswe place have ceased investing in asaeked securities and nr
increase our cost of capital by widening the “sgs8aover a benchmark such as LIBOR or treasury rates)
require in order to begin purchasing these -backed securities agai

e A deterioration in the performance of our loanstlwe loans of our prior transactions (for examplighér thai
expected loan losses or delinquencies) may detempal investors from purchasing our assatked securitie
assuming investor demand for our a-backed securities returr

e A deterioration in the operations or market perncepbf the limited service sector of the hospitalitidustry ma
deter potential investors from purchasing our abaeked securities or lower the available ratingrfrthe ratini
agencies assuming investor demand for our -backed securities returns; a

« A change in the underlying criteria utilized by tfa¢ing agencies may cause transactions to ret@ier ratings tha
previously issued thereby increasing the cost arransactions

Continued unavailability or an increased cost @ gource of funds could have a material adversetedn our financi:
condition and results of operations since workiagital may not be available or available at acdaptéspreads’to fund futur
loan originations or to acquire real estate. Culyea market for our type of securitization does exist.

The market demand for secondary market sales may déne or be temporarily suspended.

The market for the sale of the government guardnpeation of SBA 7(a) Program loans may diministd/an the
premiums, if any, achieved on selling loans intattimarket may be reduced. This market dislocatiomdc be a result
decreased investor demand for asset-backed sesuaitd increased investor yield requirements.

Continuation of the unprecedented market volatilitymay have an impact on our access to capital market

The capital and credit markets have been experigneblatility and disruption for more than a ye&he volatility ant
disruption has reached unprecedented levels ingjudiécreased liquidity to acquire the governmetrauteed portion of loa
which are typically sold in the secondary marketadidition, the capital markets have tighteneditadilability to companie
without regard to their underlying financial strémglf current levels of market disruption and \tdity were to continue ¢
deteriorate, we may experience an adverse effddthmmay be material, on our ability to access tedpnarkets and on ¢
financial condition and results of operations.

We use leverage to fund our capital needs which maijies the effect of changing interest rates on ougarnings.

We have borrowed funds and intend to borrow adudidunds for our capital needs. Private lendeid thie SBA hav
fixed dollar claims on our assets superior to tlants of the holders of our common shares. Leveraggnifies the effect th
rising or falling interest rates have on our eagsinAny increase in the interest rate earned oasimrents in excess of
interest rate on the funds obtained from borrowingsild cause our net income and earnings per gharerease more th
they would without leverage, while any decreas¢hm interest rate earned by us on investments woalde net income a
earnings per share to decline by a greater amamt they would without leverage. Leverage is thesegally considered
speculative investment technique.
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Investment Risks— General

We may not be able to successfully integrate newvastments, which could decrease our profitability.

Our future business and financial performance depienpart, on our ability to grow through succedigfintegrating ne\
investments. We may incur significant costs in ¢évaluation of new investment opportunities. Sudcdlgsintegrating nev
investments puts pressure on our marketing and geament resources and we may fail to invest sufficfands to make
successful. If we are not successful in the intismneof new investments, our results of operationgld be materially adverse
affected, our revenues could decrease and ouitgidfiy could decline.

There is no market for our Retained Interests ande value is volatile.

Due to the limited number of entities that condumahsactions with similar assets, the relativelalsize of our Retaine
Interests and the limited number of buyers for saskets, no readily ascertainable market exist®dorRetained Interes
Therefore, our estimate of the fair value may \&gnificantly from what a willing buyer would pagrfthese assets. If a rei
market existed for our Retained Interests, theevatauld be different and the difference may beifigant.

We use an income approach to value our Retainegelsts. The estimated fair value of our Retainéerésts is based
estimates of the present value of future cash flm@®xpect to receive from the QSPEs. Estimatadrdutash flows are bas
in part upon estimates of prepayment speeds amdltsses. Prepayment speeds and loan losses amaitest based on t
current and anticipated interest rate and competénvironments and our historical experience wigse and similar loans. 1
discount rates utilized are determined for eacthefcomponents of Retained Interests as estimatesrket rates based
interest rates levels, including risk premiums, sidering the risks inherent in the transaction. rigfes in any of the
assumptions or actual results which deviate frosuaptions will affect the estimated fair value afr iRetained Interes
possibly to a material degree. There can be naa@sse as to the accuracy of these estimates.

We have a concentration of investments in the hodplity industry and in certain states, which may ngatively impact our
financial condition and results of operations.

Substantially all of our revenue is generated ffoans collateralized by hospitality properties.Ddcember 31, 2008, ¢
loans were approximately 91% concentrated in thepitality industry and approximately 92% of therieasold to our QSPI
were concentrated in the hospitality industry. Aggonomic factors that negatively impact the ho#pitandustry, including
recessions, depressed commercial real estate reatkatel restrictions, gasoline prices, bankrugstcor other political «
geopolitical events, could have a material adveffeet on our financial condition and results oéogtions.

At December 31, 2008, approximately 23% of our foaere collateralized by properties in Texas amf@pmately 189
of the loans sold to our QSPEs were collateralizggroperties in Texas. In addition, approximat&®fo of our loans we
collateralized by properties in Arizona, approxigtgt11% and 10% of the loans sold to our QSPEs wetateralized b
properties in North Carolina and Virginia, respeely. No other state had a concentration of 10%reater of our Retain
Portfolio, loans sold to our QSPEs or AggregatefBlis at December 31, 2008. A decline in econogoaditions in any sta
in which we have a concentration of investmentdabave a material adverse effect on our financialdition and results
operations.

We are subject to prepayment risk on our Retainedrterests and loans receivable which could result itosses or reduce
earnings and negatively affect our cash availablef distribution to shareholders.

We will experience prepayments on our loans retdévand underlying loans of our QSPEs. During desirg intere!
rate environments and when competition is gregisrpayments of our fixed-rate loans have geneiadlgn rdoaned o
committed to be re-loaned at lower interest ratas the prepaid loans receivable. For prepaymentaoablerate loans, if th
spread we charge over LIBOR or the prime rate we@mecrease, the lower interest rates we wouldvean these new loa
receivable would have an adverse effect on ourteesti operations and, depending upon the rataiiré prepayments, m
further impact our results of operations.
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Prepayments on loans sold to the QSPEs generdlljavie a negative impact on our financial conditeind/or results
operations. Prepayments of loans with higher isterates negatively impact the value of our Rethilmgerests to a grea
extent than prepayments of loans receivable witfetanterest rates. Prepayments in excess of agsmmawill cause a declil
in the fair value of our Retained Interests prityanelating to a reduction in the excess funds (atgrestenly strip receivable
expected from our structured loan sale transactidosexample, if a $1.0 million loan with an irgst rate of 10% prepays ¢
the “all-in cost” of that QSPE’structured notes was 7%, we would lose the 3%asiwe had expected to receive on that
in future periods. Our “all-in costs” include indst, servicing, trustee and other ongoing costs. “Spreadthat is lost may t
offset in part or in whole by any prepayment feat the collect.

In addition, our SBLC sells the government guaremitgortion of its originated loans through privailcement
(“Secondary Market Sales"Yhese sales are particularly sensitive to prepaysnéur Retained Interests in these loan
consists only of the spread between the intereb¢ated from the borrower and the interest paidthe purchaser of tl
guaranteed portion of the loan. Therefore, to tkterd the prepayments of these loans exceed essmae lose the estima
fair value of the associated Retained Interests.

Changes in our business strategy or restructuring foour business may increase our costs or otherwisaffect the
profitability of our business.

As changes in our business environment occur, wenmead to adjust our business strategies to mesetbhanges or
may otherwise find it necessary to restructure aperations. In addition, external events such aagls in macreconomir
conditions may impair the value of our assetshéfse changes or events occur, we may incur costhaige our busine
strategy and may need to write-down the value ofassets. We may also need to invest in new biussabat have shotermr
returns that are negative or low and whose ultinatsiness prospects are uncertain. In any of teesats, our costs m
increase, we may have significant charges assdcwite the writedown of assets or return on new investments mapwer
than prior to the change in strategy or restrunturi

Our Board of Trust Managers may change operating plicies and strategies without shareholder approvabr prior notice
and such change could harm our business and result$ operations and the value of our common shares.

Our Board of Trust Managers has the authority talifgoor waive our current operating policies andagggies, includin
PMC Commerciak election to operate as a REIT, without prior ee&nd without shareholder approval. We cannotiqiréue
effect any changes to our current operating pdieied strategies would have on our business, apgnasults and value of ¢
common shares; however, the effect could be adverse

Operating Risks

The occurrence of recent adverse developments ingdhmortgage finance and credit markets may affect albusiness.

The mortgage industry is under enormous pressuee tdunumerous economic and industry related factiblany
companies operating in the mortgage sector haledfand others are facing serious operating arahial challenges. At tl
same time, many mortgage securities have been dead®ed and delinquencies and credit performance atgage loan
primarily residential, have deteriorated. We faigmigicant challenges due to these adverse comditio pricing and financir
our mortgage assets. There can be no assurandbékatconditions have stabilized or that they moll worsen. Recent adve
changes in the mortgage finance and credit markatseliminate or reduce the availability of, ornease the cost of, signific:
sources of funding for us.

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

Several factors may impact the hospitality indusidany of the businesses to which we have mad&jilbmake, loan
may be susceptible to economic slowdowns or regessiDuring economic downturns, there may be régigtin busines
travel and consumers generally take fewer vacatiBaskruptcies, recessions, or other political eomplitical events cou
negatively affect our borrowers. Our nparforming assets are likely to increase duringéhgeriods. These conditions cc
lead to losses in our portfolio and a decreasaiirirderest income, net income and assets.

We believe the risks associated with our operatamesmore severe during periods of economic slowdowrecessio

Declining real estate values may reduce the leabw mortgage loan originations, since borrowdtsrouse existing propel
value increases to support investment in additipngperties.
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Borrowers may also be less able to meet their debtice requirements if the real estate economyiraces to weake
Furthermore, declining real estate values signitigaincrease the likelihood that we will incur &&s on our loans in the ev
of default because the value of our collateral t@ynsufficient to cover our exposure. IncreasedpEnt defaults, foreclosul
or losses could adversely affect our results ofrapens, financial condition, liquidity, businessoppects and our ability
make dividend distributions.

Another factor which affects the limited serviceetee of the hospitality industry is a significanse in gasoline prici
within a short period of time. When gas prices plyaincrease, occupancy rates for properties lacate interstate highwa
may decrease. These factors may cause a reductienénue per available room. If revenue for thetéd service sector of t
hospitality industry were to experience significaotstained reductions, the ability of our borrowteraneet their obligatiol
could be impaired and loan losses could increase.

Many of our competitors have greater financial amhagerial resources than us and are able to greerd/ices that v
are not able to provideife., depository services). As a result of these comgrstisize and diversified income resources,
may be better able to withstand the impact of envo@ownturns.

There may be significant fluctuations in our quartely results which may adversely affect our share pgce.
Our quarterly operating results fluctuate based ommber of factors, including, among others:
* Interest rate change
e The volume and timing of loan originations and iapents of our loans receivab
e The recognition of gains or losses on investme
e The level of competition in our markets; &
e General economic conditions, especially those whfédct the hospitality industr

As a result of the above factors, quarterly ressiftsuld not be relied upon as being indicative effgrmance in futui
quarters.

If we lower our dividend, the market value of our @mmon shares may decline.

The level of our dividend is established by our Boaf Trust Managers from time to time based oragety of factors
including market conditions, REIT taxable incomal anaintenance of REIT status. Various factors caaldse our Board
Trust Managers to decrease our dividend levelutting continued credit market dislocations, addiioborrower defaul
resulting in a material reduction in our cash floevsmaterial losses resulting from loan liquidasioif we lower our dividen
the market value of our common shares could beradiyeaffected.

We depend on our key personnel, and the loss of anyour key personnel could adversely affect our @rations.

We depend on the diligence, experience and skilbwf key personnel (executive officers) who providanageme
services for the selection, acquisition, structgrimonitoring and sale of our portfolio assets tredborrowings used to acqt
these assets. The loss of any executive officdidduarm our business, financial condition, caskvfind results of operations.

We operate in a highly regulated environment and sdasequent changes could adversely affect our finarmticondition or
results of operations.

As a company whose common shares are publicly dradle are subject to the rules and regulationshef SEC. |
addition, we are regulated by the SBA. Changeawslthat govern our entities may significantly effeur business. Laws a
regulations may be changed from time to time, drdinterpretations of the relevant laws and regadatare also subject
change. Any change in the laws or regulations gokgrour business could have a material impactwfinancial condition ¢
results of operations.
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At any time, U.S. Federal income tax laws governriglTs or the administrative interpretations of shdaws may t
amended. Any of those new laws or interpretatitiesetof may take effect retroactively and could askely affect our financi
condition or results of operations. The Jobs andw@r Tax Relief Reconciliation Act of 2003 reduckh@ tax rate on bo
dividends and long-term capital gains for most worporate taxpayers to 15% through 2010. This redunaximum tax ra
generally does not apply to ordinary REIT dividendsich continue to be subject to tax at the higiagrrates applicable
ordinary income (a maximum rate of 35%). Howeviee, 15% maximum tax rate does apply to certain REsTributions. Thi
legislation may cause shares in rRBIT corporations to be a more attractive investnenndividual investors than share:
REITs and may adversely affect the market priceusfcommon shares.

To the extent a loan becomes a problem loan, wk deiliver a default notice and begin foreclosurel diquidatior
proceedings when we determine that pursuit of tlreseedies is the most appropriate course of ackameclosure ar
bankruptcy are complex and sometimes time consumiiagesses that are subject to Federal and stasedad regulations,
well as various guidelines imposed by mortgagestors.

In response to recent market disruptions, legidaend financial regulators implemented a numbemeichanism
designed to add stability to the financial marketsluding the provision of direct and indirect iatance to distressed financ
institutions, assistance by the banking authorities arranging acquisitions of weakened banks andkesr dealer:
implementation of programs by the Federal Reseoverovide liquidity to the commercial paper marketsd temporal
prohibitions on short sales of certain financiadtitution securities. The overall effects of them®d other legislative a
regulatory efforts on the financial markets is utese, and they may not have the intended stabitimeeffects. Should these
other legislative or regulatory initiatives fail &tabilize and add liquidity to the financial makeour business, financ
condition, results of operations and prospectsctbal materially or adversely affected.

Even if legislative or regulatory initiatives orhetr efforts successfully stabilize and add liqyidd the financial market
we may need to modify our strategies, businesseperations, and we may incur increased constraintditional costs
order to satisfy new regulatory requirements océmpete in a changed business environment. It ¢ertein what effec
recently enacted or future legislation or regukatmitiatives will have on us. Given the volatilatare of the current marl
disruption and the uncertainties underlying effdéotsnitigate or reverse the disruption, we maytimely anticipate or mana
existing, new or additional risks, contingencieslevelopments, including regulatory developments taends in new produc
and services, in the current or future environménir failure to do so could materially and adversaffect our busines
financial condition, results of operations and pexgs.

REIT Related Risks

Failure to qualify as a REIT would subject PMC Comnercial to U.S. Federal income tax.

If a company meets certain income and asset dfi@tson and income distribution requirements unther Code, it ce
qualify as a REIT and be entitled to pass-throughtteatment. We would cease to qualify for péseugh tax treatment if v
were unable to comply with these requirements. PB&Enmercial is also subject to a ndeeuctible 4% excise tax (and
certain cases, corporate level income tax) if viledamake certain distributions. Failure to qualifs a REIT would subject us
Federal income tax as if we were an ordinary capan, resulting in a substantial reduction in botir net assets and
amount of income available for distribution to chiareholders.

We believe that we have operated in a manner tloatsaus to qualify as a REIT under the Code arterid to continue
so operate. Although we believe that we are orgahand operate as a REIT, no assurance can bethatewe will continue t
remain qualified as a REIT. Qualification as a RitiVolves the application of technical and compbeavisions of the Code f
which there are limited judicial or administratiirgerpretations and involves the determination afiaus factual matters a
circumstances not entirely within our control. Idd@ion, no assurance can be given that new ld@slaregulation:
administrative interpretations or court decision mot significantly change the tax laws with regpto qualification as a RE
or the Federal income tax consequences of suckfigaton.

In addition, compliance with the REIT qualificatitests could restrict our ability to take advantafjattractive investme
opportunities in non-qualifying assets, which won#tatively affect the cash available for distribatto our shareholders.
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If PMC Commercial fails to qualify as a REIT, we ynamong other things:
*  Not be allowed a deduction for distributions to shareholders in computing our taxable inco

e Be subject to U.S. Federal income tax, including applicable alternative minimum tax, on our taxalicome ¢
regular corporate rate

* Be subject to increased state and local taxes;

e Unless entitled to relief under certain statutorgviisions, be disqualified from treatment as a RE the taxabl
year in which we lost our qualification and the rfdaxable years following the year during which lest oul
qualification.

As a result of these factors, failure to qualifya®fEIT could also impair our ability to expand dawsiness and rai
capital, substantially reduce the funds available distribution to our shareholders and may rediee market price of o
common shares.

Ownership limitations associated with our REIT stats may restrict change of control or business comhbation
opportunities.

In order for PMC Commercial to qualify as a REID, more than 50% in value of our outstanding caitelres may |
owned, directly or indirectly, by five or fewer iimitluals during the last half of any calendar yéhardividuals” include natur:
persons, private foundations, some employee beplafis and trusts, and some charitable trusts.

To preserve PMC CommercialREIT status, our declaration of trust generatlyhgbits any shareholder from directly
indirectly owning more than 9.8% of any class aieseof our outstanding common shares or prefeshegtes without speci
waiver from our Board of Trust Managers. The owhgrdimitation could have the effect of discouragjia takeover or oth
transaction in which holders of our common shargghtrreceive a premium for their shares over ttentprevailing mark:
price or which holders might believe to be otheeniis their best interests.

Failure to make required distributions to our shareholders would subject us to tax.

In order to qualify as a REIT, an entity generatiyst distribute to its shareholders, each taxab#,yat least 90% of
taxable income, other than any net capital gainexuuding the nomistributed taxable income of taxable REIT subsidi
As a result, our shareholders receive periodicailigions from us. Such distributions are taxaldeoadinary income to tl
extent that they are made out of current or accatedl earnings and profits. To the extent that aTR&ltisfies the 90'
distribution requirement, but distributes less thi@0% of its taxable income, it will be subjectRederal corporate income
on its undistributed income. In addition, the RE¥ll incur a 4% nondeductible excise tax on the antpif any, by which it
distributions in any calendar year are less tharstim of:

e 85% of its ordinary income for that ye:
e 95% of its capital gain net income for that yeaud
e 100% of its undistributed taxable income from pgears.

We have paid out, and intend to continue to pay out REIT taxable income to shareholders in a reammended t
satisfy the 90% distribution requirement and toid\eederal corporate income tax.

Our taxable income may substantially exceed ourimedbme as determined based on generally accepmteoumating
principles (“GAAP”) because, for example, capital losses will be deduat determining GAAP income, but may not
deductible in computing taxable income. In additime may invest in assets that generate taxabteriadn excess of econor
income or in advance of the corresponding cash flom the assets, referred to as excessaasf- income. Although sol
types of noneash income are excluded in determining the 90%ildigion requirement, we will incur Federal corpta incom
tax and the 4% excise tax with respect to any casi income items if we do not distribute those@en an annual basis. A
result of the foregoing, we may generate less ¢lasth than taxable income in a particular year. hattevent, we may
required to use cash reserves, incur debt, orda&jainoneash assets at rates or times that we regard asanable in order
satisfy the distribution requirement and to avaddral corporate income tax and the 4% excisentéxat year.
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Our ownership of and relationship with our taxable REIT subsidiaries will be limited, and a failure to comply with the
limits would jeopardize our REIT status and may resilt in the application of a 100% excise tax.

Subject to certain restrictions, a REIT may owntapl00% of the stock of one or more taxable REIDssiaries. /
taxable REIT subsidiary may earn income that wawdtibe qualifying income if earned directly by th&rent REIT. Both tt
subsidiary and the REIT must jointly elect to tréed subsidiary as a taxable REIT subsidiary. Aomation of which a taxak
REIT subsidiary directly or indirectly owns moreath 35% of the voting power or value of the stock aiitomatically b
treated as a taxable REIT subsidiary. Overall,fd3ezember 31, 2008, no more than 20% of the vafuee REIT's assets m:
consist of stock or securities of one or more t&x&EIT subsidiaries. As of January 1, 2009, noerthan 25% of the value
a REIT’s assets may consist of stock or securities ofoomeore taxable REIT subsidiaries. A taxable REIbssdiary generall
will pay income tax at regular corporate rates oy taxable income that it earns. In addition, #aeable REIT subsidiary rul
limit the deductibility of interest paid or accruby a taxable REIT subsidiary to its parent REI'Tassure that the taxable RI
subsidiary is subject to an appropriate level ofpocate taxation. The rules also impose a 100%sextax on certa
transactions between a taxable REIT subsidiaryitanmhrent REIT that are not conducted on an aterigth basis.

Our taxable REIT subsidiaries are subject to norooaporate income taxes. We continuously moniter thlue of oL
investments in taxable REIT subsidiaries for theppae of ensuring compliance with the rule thatmare than 20% (25% as
January 1, 2009) of the value of our assets magisbaf taxable REIT subsidiary stock and secugifighich is applied at tl
end of each calendar quarter). The aggregate wdloer taxable REIT subsidiary stock and securiigeless than 20% of t
value of our total assets (including our taxabldR&ubsidiary stock and securities) as of Decen3ier2008. In addition, v
will scrutinize all of our transactions with ouxtble REIT subsidiaries for the purpose of ensutirag they are entered into
arm’s{ength terms in order to avoid incurring the 100%eise tax described above. There are no distributeuiremen
applicable to the taxable REIT subsidiaries andrafix earnings may be retained. There can be noassirhowever, that \
will be able to comply with the 20% (25% as of Janyul, 2009) limitation on ownership of taxable RElubsidiary stock ai
securities on an ongoing basis so as to maintailT R&tus or to avoid application of the 100% esdigx imposed on cert:
non-arm’s-length transactions.

Item 1B. UNRESOLVED STAFF COMMENTS

None.
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Item 2. PROPERTIES

We lease office space for our corporate headquaiterDallas, Texas under an operating lease whigbires ir
October 2011.

A hotel property is owned by our unconsolidateds@diary. The property is located in Indiana, wagtho 1992 and he
60 rooms.

Item 3. LEGAL PROCEEDINGS

We had significant outstanding claims against Ayiam Hospitality, Inc.’s and its subsidiary Arlimgt Inns, Inc$
(together “Arlington”)bankruptcy estates. Arlington objected to our ctasnd initiated a complaint in the bankruptcy seg
among other things, return of certain paymentsngtthn made pursuant to the property leases anthéiséer lease agreement.

While confident a substantial portion of our claimsuld have been allowed and the claims againstaidd have bee
disallowed, due to the exorbitant cost of defermepted with the likelihood of reduced availableedssn the debtor®states 1
pay claims, we executed an agreement with Arlingtoeettle our claims against Arlington and Arlioigs claims against L
The settlement provides that Arlington will dismigs claims seeking the return of certain paymenggle pursuant to t
property leases and master lease agreement, asthstidlly reduces our claims against the Arlingémtates. The settlem
further provides for mutual releases among thagmrThe Bankruptcy Court approved the settlem&etordingly, there are t
remaining assets or liabilities recorded in theoagganying consolidated financial statements relédetthis matter. Howeve
the settlement will only become final upon the Baupkcy Court's approval of Arlingtos’liquidation plan which was fil¢
during the third quarter of 2007. Due to the comitjeof the bankruptcy, we cannot estimate whenif,athe liquidation pla
will be approved.

In the normal course of business we are periodiqalfty to certain legal actions and proceedingslining matters that a
generally incidental to our businessd(, collection of loans receivable). In managemipinion, the resolution of these le
actions and proceedings will not have a materiaexk effect on our consolidated financial statesen
Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of sgchiolders during the fourth quarter of 2008.
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PART Il

tem 5. MARKET FOR REGISTRANT' S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Our common shares are currently traded on the NXI&#next US under the symbol “PC(Prior to the fourth quarter
2008, our common shares were traded on the Ame8tack Exchange. The following table sets forth,the periods indicate
the high and low sales prices as reported on tpécajple exchange and the regular and special eiidd per share declared
us for each such period.

Regular Special
Dividends Pe Dividends Pe

Quarter Ende: High Low Share Share
December 31, 20C $ 9.0 ¢ 467 % 022t % 0.14c¢
September 30, 20( $ 86 $ 702 % 0.22¢ —
June 30, 200 $ 8.6: $ 6.82 % 0.22¢ —
March 31, 200¢ $ 11.1¢ $ 6.8¢ $ 0.20( —
December 31, 20C $ 1350 % 107t $ 0.30( —
September 30, 20( $ 1458 % 122: % 0.30( —
June 30, 200 $ 14.8¢ $ 125 % 0.30( —
March 31, 200° $ 15.9( $ 142: % 0.30( —

On February 28, 2009, there were approximately B@lders of record of our common shares, excludiogkholder
whose shares were held by brokerage firms, dep@stand other institutional firms in “street nanmef their customers. Tl
last reported sales price of our common sharessbnuiary 27, 2009 was $6.60.

Our shareholders are entitled to receive dividewigsn and as declared by our Board of Trust Managees‘Board”).Our
Board considers many factors in determining divélglicy including, but not limited to, expectatioifor future earning
REIT taxable income and maintenance of REIT staheseconomic environment, competition, our abilitybtain leverage a
our loan portfolio performance. In general, the Bloalso uses cash flow from operating activitiepisted for (1) changes
operating assets and liabilities and (2) loans édindheld for sale, net of proceeds from sale ofantaed loans in determini
the amount of dividends declared. In order to n@amREIT status, PMC Commercial is required to pay 90% of REI
taxable income. Consequently, the dividend rate quarterly basis will not necessarily correlatectly to any single fact
such as REIT taxable income or earnings expectation

We have certain covenants within our revolving @réatility that limit our ability to pay out retas of capital as part
our dividends. These restrictions have not hisatisidimited the amount of dividends we have paitl ananagement does
believe that they will restrict future dividend pagnts. However, due to the general tightening eflitoy commercial bank
the terms of any extension of our revolving crédddility may restrict the amount or timing of fuaudividends. SeeSelecte
Financial Data” in Item 6, “Management’s Discussiand Analysis of Financial Condition and ResultsQperations—
Liguidity and Capital Resources” in Item 7 and ‘“&meial Statements and Supplementary Data’ltem 8 for addition:
information concerning dividends.

We have not had any sales of unregistered seaudtigng the last three years.

See Item 12 in this Form 10-K for information redjag our equity compensation plans.
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Performance Graph

Set forth below is a line graph comparing the patage change in the cumulative total shareholdermen our commc
shares of beneficial interest with the cumulatig&lt return of the Russell 2000 and our Peer Gmbjzh consists of tt
publicly traded REITs listed on the NYSE, NYSE Attext US (and its precedessor, AMEX) and the NASDiafthe perio
from December 31, 2003 through December 31, 20@Rinaimg an investment of $100 on December 31, 2008 the
reinvestment of dividends. The share price perfoceashown on the graph is not necessarily indieati¥ future pric

performance.
160
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December 31,
Index 2003 2004 2005 2006 2007 2008
PMC Commercial Trus 100.0( 109.1¢ 96.97 129.8¢ 101.9¢ 80.6¢
Russell 200( 100.0¢ 118.3: 123.7: 146.4¢ 144.1¢ 95.4¢
PMC Commercial Trust Peer Grc 100.0( 119.4: 101.8: 141.6¢ 109.1: 64.04

Source: SNL Financial LC
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Item 6. SELECTED FINANCIAL DATA

The following is a summary of our Selected FinahBiata as of and for the five years in the periodedl December 2
2008. The following data should be read in conjiamciwith our consolidated financial statements #mel notes thereto a
“ltem 7. Management’s Discussion and Analysis afdricial Condition and Results of Operatioagpearing elsewhere in t
Form 10-K. The selected financial data presentéalidbbas been derived from our consolidated findrste@tements.

Years Ended December :
2008 2007 2006 2005 2004
(In thousands, except per share informati

Total revenue $ 23,11% $ 27,29 $ 28,97 $ 24,43 $ 20,20
Income from continuing operations | $ 9,022 $ 12,09 $ 13,53 $ 9,34t $ 9,641
Discontinued operations ( $ 784 $ 1,041 $ 2,152 $ 1,952 $ 3,541
Extraordinary item: negative goodw $ — $ — $ — $ — $ 11,59
Net income $ 9,80¢ $ 13,13t $ 15,68¢ $ 11,29 $ 24,78!
Basic weighted average common shares

outstanding 10,761 10,76( 10,74¢ 10,87¢ 10,13«
Basic and diluted earnings per comm

share:

Income from continuing operations ~ $ 084 % 1.1z $ 12¢ % 08¢ % 0.9t

Extraordinary item: negative goodw  $ — $ — $ — $ — $ 1.14

Net income $ 0.91 $ 1.22 $ 1.4¢ $ 1.04 $ 2.44
Dividends declared, commc $  10,90¢ $ 12,91¢ $ 13,97¢ $  13,56¢ $ 14,14
Dividends per common sha $ 1.01¢ $ 1.2C $ 1.3C $ 1.2¢ $ 1.4C

At December 31
2008 2007 2006 2005 2004
(In thousands

Loans receivable, ni $ 179,80 $ 165,96¢ $ 169,18: $ 157,57 $ 128,23
Retained Interes! $ 33,24¢ $ 48,61¢ $ 55,72« $ 62,99: $ 70,52
Real estate investmer $ — $ — $ 4,41¢ $  23,55( $  38,08:
Total asset $ 227,52 $ 231,42 $ 240,40« $ 259,19 $ 253,84
Debt $ 57,93¢ $ 59,18t $ 64,84 $ 84,04( $ 75,34¢
Redeemable preferred stock of

subsidiary $ 3,87¢ $ 3,76¢ $ 3,66¢ $ 3,67¢ $ 3,48¢

(1) The operations of our hotel properties have bedlected as discontinued operations in our accompangtatements
income and the prior period financial statementyédeen reclassified to reflect the operationshesé properties |
discontinued operations during all periods preserabove
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Item 7. MANAGEMENT" S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

The following discussion should be read in conjiomctvith our Consolidated Financial Statements dnel related note
that appear elsewhere in this document.

BUSINESS

We are primarily a commercial mortgage lender thrinates loans to small businesses that are ipeltg collateralizec
by first liens on the real estate of the relatedimess. Our outstanding loans are predominantlyotoowers in the limite:
service hospitality industry.

Our ability to generate interest income, as wello#fer revenue sources, is dependent on econosggcyatory anc
competitive factors that influence interest rated &an originations, and our ability to secureafining for our investmei
activities. The amount of income earned will vaaséd on:

e  The volume of loans funde

e The volume of loans which prepe

e The timing and availability of leverag

e The interest rate and type of loans originated (térefixed or variable); an

e The general level of interest rat

For a more detailed description of the risks affecbur financial condition and results of operaipsee “Risk Factorsh
Item 1A of this Form 10-K.

RECENT DEVELOPMENTS AND TRENDS THAT MAY AFFECT OUR BUSINESS
Business Strategy

Our objective is to maximize our shareholdeeturns over time, including dividend distributiossd capital appreciatio
while seeking to manage the risks associated withhasiness strategy.

We continue to face challenging and volatile madaatditions that began in the second half of 2@@3uding significan
disruptions in the credit markets, abrupt and $iggmt devaluations of assets directly or indingdihked to the real esta
finance markets, and the attendant removal of didyi both long and shoterm, from the capital markets. Recessior
economic conditions have developed and the stoakehaemains volatile. These challenges are impgabur ability to fully
utilize our lending platform and have reduced ysetth our assets as interest rates declined. Asudt,reve anticipate reduct
earnings in 2009.

We seek to position ourselves to be able to takearstdge of opportunities once market conditionsrowe and tc
maximize shareholder value over time. To do thiswill continue to focus on:

e Generating dividends for our sharehold:

e Originating quality assets, and earning interesdtfaes;

«  Enhancing cash flows from our investment portfql

e Repositioning no-performing assets; ar

«  Exploring alternative strategic activitie

We believe that these are the appropriate stepgsition us for long-term growth.

The current liquidity crisis continues to severadgtrict leverage availability throughout the eamyo A major part of ou
business plan was to originate loans and thentkefe loans through privateplaced structured loan transactions w
retaining residual interests in the loans sold dtgining a subordinate financial interest. This wascessful and allowed us
grow our portfolio of serviced loans to approxinkate500 million during 2004. The use of the sedmaition market to sell ot
loans was a principal driver of this portfolio griwwWhile we believe that our retained portfoliolo&ns could be structured
a securitization, due to the current liquidity jsa market for our type of securitization doe$ auarently exist. This mark
may never recover to its prior form or may returithweosts or structures that we may not be ablecttept. Therefore, as v
continue to assess the impact of the credit andataparkets on our longerm business strategy, we are focusing on act
managing our existing investment portfolio, ideyitify the best course of action for loan productetivity utilizing the SBA



(a) origination platform and evaluating potentiahbkfits from alternative business strategies.
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Economic Environment
General Market Conditions

Our business of originating loans is affected byegal commercial real estate fundamentals and teeath economi
environment. We have designed our strategy to éeble so that we can adjust our loan activitiegegi changes in tl
commercial real estate capital and property marketsthe overall economy as well as changes tgpheific characteristics
the underlying real estate assets that serve kgaral for our investments.

The financial crisis has worsened as the pace ofa@uic activity has slowed markedly in the lastesal’ months ar
financial market turmoil has reached record levélsis turmoil resulted in uncertainty as to whequidity and credit me
become more readily available.

The availability of capital for providers of reatate financing generally deteriorated commenaingG07 with one of tt
initial causes of the deterioration being credih@arns in the suprime residential mortgage markets. We are neitin
originator of sub-prime mortgages nor an originatbresidential mortgages. As a result of the ptilre concerns, capi
providers (including banks and insurance comparseb}tantially reduced the availability and inceshthe cost of debt capi
for many companies originating commercial mortgages

During 2007, banks and other lending institutioightened lending standards and restricted credlié Structured crec
markets, including the asset-backed securities EABnarkets, seized up. The turmoil continues to spreitdalmost all fixe
income capital markets being negatively impactedilauidity in these markets remaining severelyiteéd. While delinquencic
in the commercial real estate markets remaineddoring 2008, the lack of liquidity in the ABS, coramaial mortgagdsacke:
securities (“CMBS")and other commercial mortgage markets is negatingbacting commercial real estate sales and fimeay
activity. While we believe these conditions are pemary and the commercial real estate market fuleddas will return ove
the long-term, we are unable to predict how lorgséhconditions will continue and what lotegm impact they may have on
market.

In response to recent market disruptions, legisdagnd financial regulators implemented a numbemefchanis
designed to add stability to the financial mark@&tse overall effects of these and other legislatimd regulatory efforts on t
financial markets is uncertain. Should these oeotlgislative or regulatory initiatives fail toastlize and add liquidity to ti
financial markets, our business, financial conditi@sults of operations and prospects could bena#ly adversely affected.

Even if legislative or regulatory initiatives orhetr efforts successfully stabilize and add liqyidd the financial market
we may need to modify our strategies, businesseperations, and we may incur increased constraintxditional costs
order to satisfy new regulatory requirements ocdmpete in a changed business environment. Giverdfatile nature of tt
current market disruption and the uncertaintieseulythg efforts to mitigate or reverse the disropti we may not time
anticipate or manage existing, new or additiorgigj contingencies or developments. Our failurda®o could materially al
adversely affect our business, financial conditi@spults of operations and prospects.

Impact on us

In the shortterm, we believe the current environment of rapiclanging and evolving markets will provide inciag
challenges to our industry, us and the general@ognWe continue to believe the commercial lendinginess has strong long-
term fundamentals. However, due to the economienainties, we are experiencing the following:

e Loan originations are almost exclusively conceetitah our SBA 7(a) lending progral

« Reduced operating margins due to lack of econoofissale;

e Limited access to capital, and if such capitaMailable, at increased costs that may be signifjc

¢ Anincrease in nc-performing loans and watch list asst

*  No current ability to engage in structured loamsactions; an

« Reduced cash available for distribution to shamisl, particularly as our portfolio yield is redddgy lower variabl
interest rates, scheduled maturities, prepaymertsar-performing loans
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Liquidity Overview

Our conduit facility matured May 2, 2008. In anption of this maturity, we increased the amourgilable under ot
revolving credit facility from $20 million to $45ithon in January 2008. Our Revolver matures on @eber 31, 2009. TI
credit markets remain extremely illiquid which m@make it difficult and possibly cost prohibitive éxtend our revolving cret
facility at this time. We believe our current capiheeds can be met by our $45 million revolvingddr facility (the
“Revolver”). To the extent we need additional capital, therelmamo assurance that we would be able to incrisesamour
available under the Revolver or identify other segrof funds with acceptable terms. See “Liquidityl Capital Resources
Sources and Uses of Funds — Liquidity Summawye have availability under our Revolver; howeveg timited amount «
capital available to originate new loans has causeh significantly restrict no8BA 7(a) Program loan origination activity.
a result, all of our outstanding loan commitmemesfar SBA 7(a) Program loans.

Strategic Alternatives

The current credit and capital market environmenmtains unstable and we continue to review and aedhe impact ¢
potential avenues of liquidity. During 2008, welimgd an investment banking firm to assist in thaleation of strategic al
operational initiatives. Based on the lack of attiin the capital and credit markets, which haseaere adverse impact on
valuations and our ability to obtain financing, ragament concluded that a sale of the Company, mergether busine:
combination, capital investment or other strategiernatives were either not available or wereindhe best interests of ¢
shareholders. As part of our business strategy,cominue to explore and evaluate future opportesitas they prese
themselves; however, our primary focus is presemtlymaximizing the value of our current investmpattfolio and busine:
strategy. Alternatives that we continue to evaluatdude the potential benefits that we could aehithrough investment i
acquisition of or conversion to, a bank. There significant obstacles in becoming a bank includiegal, regulatory ar
shareholder approvals. However, given current niareditions and valuations for commercial mortg&§eTs and banks, v
will continue to evaluate whether the benefits aigh the risks.

Current Reliance on the SBA 7(a) Program

In response to the changes in the capital marketspok several steps to reduce our capital néddsprimary change w
the focus on origination of almost exclusively SBfa) Program loans, which require less capital thuthe ability to sell th
government guaranteed portion of such loans. Wieaithe SBA 7(a) Program to originate small busgwans and then ¢
the government guaranteed portion to investors thiea bundle and sell those loans using the ABS etatkven though tt
securities issued are guaranteed by the U.S. goes) the market for Secondary Market Loan Salesdimainished and ti
premiums achieved on selling loans into that maheate reduced. This market dislocation is a resuthe present liquidit
crisis which decreased investor demand for ABSianckased investor yield requirements. More regemie have seen sol
activity from investors but at pricing that is belmur expectations of true value. During the past fears, the longer te
small business loans sold at premiums in exceg&mthowever, the recent quotes are at premiumgmbaimately 4%. Whil
we have not elected to sell the government guaedntertion of these loans at these prices, we\metieat we would be able
sell the government guaranteed portion of theseslad a premium should we need to do so.

To the extent we continue to defer selling the gowent guaranteed portion of our SBA 7(a) Prograans, oL
outstanding borrowings under our Revolver will e&se. At December 31, 2008, we had fully funded SB# Program loau
totaling $4.0 million of which the government guateed portion of approximately $3.0 million was iéafale to be sold. As
February 28, 2009, we had fully funded SBA 7(a)dPam loans totaling $5.7 million of which the gowerent guarante:
portion of approximately $4.3 million was availalitebe sold. Any government guaranteed portionBA 3 (a) Program loat
held by us is guaranteed as to payment of principdlinterest (up to 90 days) by the SBA.

Government Initiatives
Term Asset-Backed Securities Loan Facility (“TALF")

In late November 2008, the Federal Reserve BanRB'F announced the TALF initiative. This program is aipated ti
provide up to $200 billion in funds available foahs to investors that purchase ABS.
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Many financial service companies that make cardpamortgage loans and small business loans buhd#e tloans in
ABS packages and sell them to investors. Thoses $hén provide the capital to make more loans. AB& market abruptl
dried up in September and October 2008 as thediaberisis spread.

In general, the purpose of the TALF is to increasait availability by stimulating the issuance asinsumer and sm
business ABS at more normal interest rate spref@slst pertains to us, the TALF is intended to irage liquidity in th
secondary loan market. In order to ensure tha®2@0 billion is used to invest in quality loanse tRRB is allowing TALI
money to be used only for tapted securities such as the government guaramestbn of loans that we sell. There
significant uncertainty whether the TALF initiatvevill be successful in bringing investors backhte secondary market.

At present, we have sufficient liquidity to origtealoans currently in our pipeline. However, if thecondary mark
continues as it has, we may have liquidity issmesoming months. If the liquidity from the secongararket ceases, we wol
have to reduce our commitments until we identifya#iernative funding source to provide us with ldity to make addition:
loans.

The American Recovery and Reinvestment Act (theirt&tius Bill”)

The Stimulus Bill was signed into law on February 2009. It contains provisions that benefit theASghich may have
positive impact on our lending operations.

The Stimulus Bill provides the SBA with:

« Funding to subsidize temporary fee reductions erdlimination of fees on SBA 7(a) Program loans pralide:
increased SBA guarantee percentages on SBA 7(gydndoans of up to 90% for certain loa

e The ability to set up a “Secondary Market LendAugthority” that would make direct loans to broldgalers th:
participate in the secondary market for SBA 7(agPam loans; an

«  The ability to establish a secondary market foolp of “first lien” loans under the 504 programhebe “first lien”
loans from commercial lenders like us currently dhao SBA guarantee. The Stimulus Bill authorizes $BA tc
deploy federal guarantees for pools of these “fisst” loans, so that they can be sold to investors iecdrsdar
market. Set“Iltem 1. Busines— Lending Activities— SBA Program«— SBA 504 Progran”

In conjunction with the above, the SBA is in theoqgass of establishing the policy decisions, systeadifications
regulatory changes and legal requirements that haga authorized by the Stimulus Bill.

Although no assurances can be made, we are hapefuthese initiatives, once finalized, will progithenefits to us. W
believe these initiatives will increase the voluamal profitability from our SBA 7(a) Program loarighnations. In addition, w
believe our liquidity will be benefitted through)(@ more active secondary market and (2) the whihitsell “first lien” 504
program loans in the secondary market.

Cost Reduction Initiatives

In October 2008, due to economic and market candifi we announced cost reduction initiatives. Thied#@tives
included streamlining our sales, credit and senggcias well as outsourcing some functions. We dmEmbrapproximate
$1.8 million in severance and related benefits agpeluring 2008. Management estimates annual safénghese initiatives
be approximately $1.0 million to $1.2 million whickill primarily be a reduction of salaries and telh benefits on o
consolidated income statement.

Loan Portfolio Performance

Our Aggregate Portfolio continues to perform welhaminimal loan losses and relatively low delinquis. However, w
believe that worsening economic conditions havgestiéd our borrowers to financial stress. Recently,have seen a rise
delinquencies and borrowers who have requestedrdefas for payments of principal and interest. Assult, we experienc
an increase in non-accrual loans and loan lossweseFor real estate secured loans, due to thewers’ equity in the
properties we have financed, the value of the uyither collateral and the operations of the busieressve have not historica
experienced significant losses on our outstandivan | portfolio. However, if the economy weakens Hart and/or th
commercial real estate market was to have furtbealdiations, we could experience an increase blitdasses.
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Most of the limited service hospitality propertiesllateralizing our loans are located on interstatghways. When g
prices sharply increase, occupancy rates for ptiggdocated on interstate highways may decredsis.fiiay cause a reduct
in revenue per available room. In addition, therapens of the limited service hospitality propesticollateralizing our loa
may be negatively impacted by a prolonged econoetession.

We continue to actively monitor and manage our pitaé problem loans. In a limited number of instescwhere it i
likely to maximize our return, we will consider tegcturing loans. As we continue to pursue waysngsroving our overa
recovery and repayment on these loans, we may iexjgerreductions in net investment income and iash CMBS financing
has become less available as a source of refinguficirour borrowers, which slowed the pace of pyepants by our borrowe
while also creating new lending opportunities fer Liquidity for commercial properties includingdpitality properties remai
limited since banks are hesitant to lend and toar#tezation market for commercial real estate tssemains frozen.

Our portfolio of predominantly limited service hasgity loans that was securitized has performed| wed losses ¢
securitized loans have been below previous estandte December 31, 2008, approximately $68 millremain offbalanc
sheet with no delinquencies over 60 days.

Share Repurchase Program

Our Board of Trust Managers announced a share abase program for up to $10 million for the pureha$ outstandin
common shares that commenced in October 2008. dimenon shares may be purchased from time to tinteeiropen mark
or pursuant to negotiated transactions. We antieipaing our Revolver to fund these purchases.Bded of Trust Manage
believes that repurchase of our shares is a gogssiment for us based on the share price. As ofuaep 28, 2009, we hi
acquired 140,200 shares under the share repurphasdor an aggregate purchase price of approxim&@90,000, includin
commissions. To the extent we experience furthéuatons in our liquidity availability, we may reckl or cease acquisitic
under the share repurchase program.

Loan Activity

During 2008, we funded approximately $34.6 milliofi loans. During 2008, the market segment for kaitservic
hospitality loans was slightly less competitivewewer, our ability to fund loans was severely caaised by our availability «
funds. We anticipate that fundings during 2009 Wi approximately $20 million to $30 million. Thesdginations will b
predominantly through the SBA 7(a) Program or fuhdéth available cash held by our SBICs. The tybsize of an SBA 7(:
Program loan origination is smaller than our contiamortgage originations. However, we have rdgdmten concentratir
on longer term loan originations collateralizedrbgl estate. We are currently targeting loans withinal principal amounts
$500,000 to $2,000,000.

The competitive nature of this market has alsoltedun a significant amount of prepayments of serviced loans. W
had greater than $84 million of prepayments ofsawiced portfolio in 2007 and over $68 million2608. The result has be
a reduction in our total serviced portfolio outstany from its peak of approximately $498 millionrohg 2004 to $276 millio
at December 31, 2008. We saw high levels of pregaynactivity during the first half of 2008; howeyéhe credit mark
disruptions seem to have had a moderating effaat.p@epayment activity slowed during the last ldlR008 and we anticipz
that the amount of prepayments will continue a tbvel during 2009 or be further reduced.

In addition to our Retained Portfolio of $180.6 linih at December 31, 2008, we service approximat®¥.9 million o
aggregate principal balance remaining on loanswulese sold in structured loan sale transactions Sexbndary Market Lo
Sales. Since we retain a residual interest in #sh dlows from our sold loans, the performancehelsé loans impacts ¢
profitability and our cash available for divideni$tdbutions. Therefore, we provide information looth our Retained Portfo
and our Aggregate Portfolio.
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Information on our Aggregate Portfolio, includingepayment trends, was as follows:

December 31

2008 2007 2006 2005 2004
(Dollars in thousands
Aggregate Portfolio (1 $ 275,53 $ 326,36¢ $ 397,56 $ 447,22 $ 468,15¢
Loans fundec $ 34,587 $  33,75¢ $ 51,68¢ $  49,94: $ 49,73
Prepayments (2 $  68,55¢ $ 84,13 $  91,71( $  41,04¢ $ 15,93
% Prepayments (: 21.(% 21.2% 20.5% 8.£% 3.2%

(1) Portfolio outstanding before loan loss reserves daterred commitment fee
(2) Does not include balloon maturities of SBA 504 paog loans.
(3) Represents prepayments as a percentage of our dagr&ortfolio outstanding as of the beginninghef applicable yeau

We believe that as a result of First Westerpieferred lender status and expanded marketitigtives, our originatior
under the SBA 7(a) Program will continue to inceeddowever, there remains significant competition $BA 7(a) Progra
loans from banks that are able to provide lowesriggt rate terms than us due to fees generatedofitoen bank products.

Market Interest Rates
On our variableate loans, we charge a spread over a base réite;, EIBOR or the prime rate which is set on thstfda

of each quarter. For the first quarter of 2009, tHROR and prime rates are 1.44% and 3.25%, resmdygt Historically, the
base rates were as follows:

2008 2007 2006

LIBOR

First Quarte 4.7% 5.3¢% 4.52%
Second Quarte 2.7(% 5.35% 4.9%
Third Quartel 2.7% 5.36% 5.51%
Fourth Quarte 3.88% 5.2% 5.31%
Prime Rate

First Quarte! 7.25% 8.25% 7.25%
Second Quarte 5.25% 8.25% 7.7%%
Third Quartel 5.0(% 8.25% 8.25%
Fourth Quarte 5.0(% 7.7%% 8.25%

As a result of actions by the Federal Reserve Bawtkother economic events during 2008, LIBOR aedpttime rate hay
fluctuated significantly. Most of our retained Igatapproximately $140.5 million) and our consola@htebt (approximate
$49.8 million) are based on LIBOR or the prime r&@e the net difference of $90.7 million betweem wariablerate loans ar
debt, interest rate reductions will have a negaitiveact on our future earnings. In general, a 28fucéon in variable intere
rates will cause a reduction in our net interesbime of approximately $1.8 million assuming no othertfolio change:
Effective for the first quarter of 2009, we expeded a reduction in the base rates charged onasiablerate loans compar
to the fourth quarter of 2008i., a decrease of approximately 240 basis points aBdbigis points for LIBOR and prin
respectively) which will cause a reduction in oet mterest income, assuming no change in our loangriablerate debt, ¢
approximately $2.2 million on an annual basis gpragimately $550,000 to our first quarter 2009 iméerest income. Ea
incremental 1% reduction in variable interest ratesld cause a reduction in our net interest incofmepproximately $910,0(
assuming no changes in our loans or variable-rel. d
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The net interest margin for our leveraged portf@idependent upon the difference between theafasir borrowed func
and the rate at which we invest these funds (thed imterest spread”)The interest rate yield curve combined with incee
competition has caused margin compresside.(the margins we currently receive between the isterate we charge
borrowers and the interest rate we are charged wylenders have compressed). The margin compredsioars ou
profitability and may cause us to eealuate our lending focus and may have an impaciuo ability to maintain our dividend
the current or anticipated amounts.

LOAN PORTFOLIO INFORMATION AND STATISTICS
General

Loans funded during 2008 and 2007 were $34.6 miltmd $33.8 million (of which approximately $5.0lian were
repurchased from our securitizations), respectivélie currently anticipate loan fundings to be bemwes20 million an
$30 million during 2009. At December 31, 2008 af8?2, our outstanding commitments to fund new loaese approximate
$10.0 million and $32.1 million, respectively. AJF our current commitments are for variabége SBA 7(a) Program loe
which provide an interest rate match with our pnéseurces of funds and these loans also provideBanguarantee for 75%
85% of the loan amount.

Lodging demand in the United States generally apptacorrelate to changes in U.S. GDP, with tyjhica two to thre
quarter lag. As a result of the current economimil, leading lodging industry analysts, includiRgicewaterhouseCoop
LLP, have noted the following:

e The industry will likely feel a pronounced negativepact during 2009 as businesses and consumegsstags t
reduce discretionary spendir

* Lodging demand is expected to contract more rapid®009 than the overall economy; €

e Average daily room rates are expected to retre@ngl2009.

The most abrupt effects of reduced travel are erpeio be concentrated in the first three quadé2009.
Loan Portfolio Rollforward

Loans originated and principal repayments of ouaRed Portfolio were as follows:

Years Ended December ¢
2008 2007 2006
(In thousands

Loans Originated
Loans Fundec

Commercial mortgage loal $ 19,73¢ $ 28,41¢ $ 36,85¢
SBA 7(a) Program loar 10,97: 2,88¢ 8,537
SBA 504 program loans (. 3,87 2,452 6,294
Total loans funde 34,587 33,75¢ 51,68¢
Non-cash Loan Origination:
2001 Joint Venture (2 13,76( — —
1999 Partnership (Z 7,602 — —
Loans originated in connection with the sales sk#sacquired in
liquidation and hotel properti¢ — 10,66 19,84
Total loans originate $ 55,95( $ 44,41¢ $ 71,53(
Principal Repayment:
Prepayment $  27,93¢ $  26,54¢ $  40,68¢
Proceeds from the sale of SBA 7(a) guaranteed | 4,05¢ 1,971 6,37:
Scheduled principal paymer 5,33( 6,01( 6,554
Balloon maturities of SBA 504 program loz 4,69¢ 8,08t 2,342
Total principal repaymen $  42,02¢ $ 42,61 $ 55,95t

(1) Represents second mortgages originated throughSBA 504 Program which are repaid by certified depsien
companies

(2) We exercised our “clean-up call” provisions resaljiin loans which were previously dfélance sheet now being inclu



in our Retained Portfolic
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Prepayment Activity

The timing and volume of our prepayment activity tiwth our variable and fixexhte loans fluctuate and are impacte:
numerous factors including the following:

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

e The current and anticipated interest rate envirarin

*  The market value of limited service hospitality pedies; anc

*  The amount of the prepayment fee and the lengiiegfayment prohibition, if an'

It is difficult for us to accurately predict the lume or timing of prepayments since the factorgetisabove are not all-
inclusive and changes in one factor are not isdlfitem changes in another which might magnify ourteract the rate
volume of prepayment activity.

When loans receivable are repaid prior to theirunityt we may receive prepayment fees. Prepayness fesult in one-
time increases in our income. In addition, prepayisief Sold Loans will have an impact on our finahcondition and resul
of operations. Prepayments of Sold Loans with highterest rates negatively impact the value of Retained Interests tc
greater extent than prepayments of Sold Loans Mitler interest rates. Prepayments in excess oassumptions will cause
decline in the value of our Retained Interests prily relating to a reduction in the excess fundar(interesienly strif
receivable) expected from our structured loan salesactions. The “spreattiat is lost may be offset in part or in whole hy
prepayment fee that we collect. Many of the prepaytnfiees for our aggregate fixeate loans receivable are based upon a
maintenance premium which provides for greater gyspent fees as current market interest rates dezr&ar our aggreg:
fixed-rate loans receivable, these fees are generalbtagréor those loans with higher interest ratekaaigh the prepayme
fees also decline as the loans get closer to thafurity. In addition, certain loans receivable év@vepayment prohibitions of
to five years. Prepayment fees for our aggregatehla-rate loans receivable and fixete loans receivable whose prepayr
prohibition have expired are generally not sigmifit During the last two years we have originata may continue
originate, variablgate loans with no prepayment fees or significardéiyuced prepayment fees. For our loans, the pdsdeen
the prepayments we receive are either used to réglaly invested initially in temporary investmeaotsif related to our SBIC
held for use in their operations.

Prepayment activity for our Aggregate Portfolio vedshigh levels during the last three years assaltref the low long-
term interest rate environment combined with insesicompetition and the reduction or expiratiopr@payment fees on ¢
portfolio. However, prepayment activity began tovelduring the last half of 2008 and prepayment®wnAggregate Portfol
were only $0.8 million during the first two montb§2009.

Our SBLC may sell the government guaranteed portibiits originated loans through private placemem& hav
Retained Interests in these loan sales which dooslig of the spread between the interest colleftech the borrower and t
interest paid to the purchaser of the guaranteatiopoof the loan. These Retained Interests aree@alfy sensitive t
prepayments. Therefore, to the extent the prepaigradrthese loans exceed estimates, there is diség impact on the val
of the associated Retained Interests. In addifmems originated under the SBA 7(a) Program dohaste prepayment fe
which are retained by us.

Impaired Loan Data

Our policy with respect to loans which are in arseas to interest payments for a period in excés® days is generally
discontinue the accrual of interest income. Todakgnt a loan becomes a Problem Loan (as definledvhewe will deliver «
default notice and begin foreclosure and liquidagiwoceedings when we determine that pursuit cetremedies is the m
appropriate course of action.

Senior management closely monitors our impaireschdoahich are classified into two categories: Pnwbleoans an
Special Mention Loans (together, “Impaired LoanOur Problem Loans are loans which are not complyiith theil
contractual terms, the collection of the balancehaf principal is considered impaired and on whicé fair value of th
collateral is less than the remaining unamortizedcipal balance. Our Special Mention Loans ares¢htmans receivable tl
are either not complying or had previously not cbetpwith their contractual terms but we expectudl fecovery of th
principal balance through either collection effastdiquidation of collateral.
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Historically, we have not had a significant amoohtimpaired Loans or delinquent loans nor have wad & significar
amount of chargedff loans. Our Impaired Loans were as follows (haks represent our investment in the loans pridodc
loss reserves and deferred commitment fees):

At December 31
2008 2007
(Dollars in thousands

Problem Loans
Loans receivabl $ 2,501 $ 49
Sold loans of QSPESs ( — —

$ 2,501 $ 49

Special Mention Loan:
Loans receivabl $ 9,29/ $ 3,06¢
Sold loans of QSPEs ( 1,544 1,022

$ 10,83¢ $ 4,08¢

Percentage Problem Loal
Loans receivabl 1.4% —
Sold loans of QSPEs ( — —

Percentage Special Mention Loa
Loans receivabl 5.2% 1.8%
Sold loans of QSPEs ( 2.3% 0.8%

(1) We do not include the remaining outstanding priatipf serviced loans pertaining to the governmardrgnteed portio
of SBA 7(a) Program loans sold into the secondaayket since the SBA has guaranteed payment ofipeihon thes
loans.

The increase in our Impaired Loans from 2007 to&@0primarily due to the general state of the eooy and th
recession combined with the timing of the winteassn for most of the properties collateralizing mams and the market
limited service hospitality properties. The majpritf our Impaired Loans at December 31, 2008 atkatevalized by limite
service hospitality properties. Recently, we hagensan increase in borrower requests for defermsluw pays, insufficiel
funds payments, payment deficiencies, late feesnanepayment of real estate taxes.

At December 31, 2008 and 2007, we had reserve4&®,800 and $42,000, respectively. Our provisianléan losse
(excluding reductions of loan losses) as a pergentd our weighted average outstanding loans rabéwas 0.27% and 0.0°
during 2008 and 2007, respectively. To the exteetar several of our loans experience significqarating difficulties and w
are forced to liquidate the loans, future losseg beasubstantial.

RETAINED INTERESTS

As a result of our structured loan sale transastiare have Retained Interests representing therdinlate interest in loa
receivable that have been contributed to QSPEshamd been recorded as sold. When we securitizes ls=aeivable, we a
required to recognize Retained Interests, whichesgnts our right to receive net future cash flatsheir estimated fair valt
Our Retained Interests consist of (1) the retentibra portion of each of the Sold Loans (the “owedleteralized piece);
(2) contractually required cash balances ownedbyQSPE (the “reserve funddhd (3) future excess funds to be generate
the QSPE after payment of all obligations of theP@Sthe “interest-only strip receivable’Retained Interests are subjec
credit, prepayment and interest rate risks.

We use an income approach in order to value ounifed Interests. The estimated fair value of ouaiRed Interests
based on estimates of the present value of fuiash Gows we expect to receive from the QSPEsntedéd future cash flow
are based in part upon estimates of prepaymentispae loan losses. Prepayment speeds and loas lass estimated ba
on the current and anticipated interest rate amdpetitive environments and our historical expergeemgth these and simil
loans. The discount rates utilized are determimecefich of the components of Retained Intereststimates of market ra
based on interest rate levels, including risk ptens, considering the risks inherent in the transactChanges in any of ¢
assumptions, or actual results which deviate fromassumptions, may materially affect the valuewfRetained Interests.
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Any appreciation of our Retained Interests is ideldi on our consolidated balance sheets in bengdisiaquity. Any
depreciation of our Retained Interests is eitheluitled in the consolidated statements of incoma psrmanent impairment
on our consolidated balance sheet in beneficiaegsiity as an unrealized loss. Reductions in exgefitture cash flow
generally occur as a result of decreases in exgpgitdds, increases in anticipated loan lossesaneases in prepayment sp
assumptions. Any unrealized appreciation of ouraRRed Interests will be recognized as income olrerastimated remaini
life of the Retained Interests through a higheedff/e yield.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial caadiind our results of operations is based uportonsolidated financi
statements, which have been prepared in accordaitic€GAAP. The preparation of these financial ste¢@ts requires us
make estimates and judgments that affect the regp@rnounts of assets, liabilities, revenues andresgs and related disclos
of contingent assets and liabilities. Our managérhes discussed the development and selectioneskthritical accountit
policies and estimates with the audit committeeowf Board of Trust Managers, and the audit commiitias reviewed tl
disclosures relating to these policies and estisnaiguded in this annual report.

We believe the following critical accounting coreidtions and significant accounting policies repnésour mor
significant judgments and estimates used in thpasetion of our consolidated financial statements.

Valuation of Loans

We evaluate our loans for possible impairment oguarterly basis. Our impairment analysis includeserves und
Statement of Financial Accounting Standards (“SHARD. 5, “Accounting for Contingencies” (“SFAS N&’) and SFA!
No. 114,“Accounting by Creditors for Impairment of a Loan an Amendment of FASB Statement No. 5 and 1BHAS
No. 11¢"). The general reserve is established in accordantte SHAS No. 5 when available information indicateat it is
probable a loss has occurred in the portfolio dredamount of the loss can be reasonably estim&igdificant judgment
required in determining the general reserve, inolgastimates of the likelihood of default and #stimated fair value of tl
collateral.

Specific reserves are established in accordande S#AS No. 114. The determination of whether sigaift doubt exis
and whether a specific loan loss reserve is negessquires judgment and consideration of the faat$ circumstances exist
at the evaluation date. Our evaluation of the fbssstablishment of a specific reserve is based eview of our historic
loss experience, adverse circumstances that magtdffe ability of the borrower to repay interestl/@r principal and, to ti
extent the payment of the loan appears impairesl,etftimated fair value of the collateral. The eated fair value of tt
collateral is determined based on the appraisagty#dx assessed value and/or cash flows.

Recently, we have seen an increase in borrowerestsjdor deferments, slow pays, insufficient fupdgments, payme
deficiencies, late fees and non-payment of reatestxes. Our investment in naoerual loans has increased from $22,0
December 31, 2007 to $4,945,000 (2.7% of our RethPPortfolio) at December 31, 2008. We believe ithidue in part tahe
general state of the economy and the recession inethlwith the timing of the winter season for mo$tthe propertie
collateralizing our loans and the market for lirditservice hospitality properties. Additional chasg® the facts ar
circumstances of the individual borrowers, the tadi service hospitality industry and the economyy meaquire th
establishment of significant additional loan lossarves and the effect on our results of operatitasbe material.

Our experience with liquidations of properties utyglag impaired loans and the knowledge gained fiaroh liquidation

has benefited us in achieving lower losses from laguidations. However, to the extent one or salvef our loans experien
significant operating difficulties and we are fodde liquidate the loans, future losses may betsulial.
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Valuation of Retained Interests

Due to the limited number of entities that condstctictured loan sale transactions with similar tssdbe relatively sme
size of our Retained Interests and the limited nemdf buyers for such assets, no readily asceti@nmarket exists for o
Retained Interests. Therefore, we utilize our ovatadand assumptions to determine the value of afaifed Interests,
conjunction with our knowledge of similar markets bur type of Retained Interests. Based on thest®ffs, our estimate of f
value may vary significantly from what a willing yoer would pay for these assets.

The estimated fair value of our Retained Interestdetermined based on the present value of estthfature cash flov
from the QSPESs. This valuation is our most volatiléical accounting estimate since it is dependgrtn estimates of futL
cash flows that are based on the performance dfiderlying loans receivable and estimates of distoates. Prepayments
losses in excess of estimates will cause unreatiepdeciation and potentially permanent impairments

The estimated future cash flows are calculateddaseassumptions including, among other thinggpgyment speeds a
loan losses. We regularly measure loan loss arbpmeent assumptions against the actual performainttee loans receivak
sold and to the extent adjustments to our assumptoe deemed necessary, they are made on a tubasis. If prepaymer
occur at a faster rate than anticipated, or futoa® losses either occur quicker, or in amountsitgrethan expected, the 1
value of the Retained Interests will decline artdltsncome in future periods would be reduced. &ample, if a $1.0 millic
loan with an interest rate of 10% prepays and #ikiri cost” of that QSPE structured notes was 7%, we would lose th
spread we had expected to receive on that loantimef periods. The “spreadhiat is lost may be offset in part or in whole
any prepayment fee that we collect. If prepaymentaur slower than anticipated, or future loan lesa@ either slower than
less than expected, cash flows would exceed estth@hounts, the estimated fair value of our Rethinterests would incres
and total income in future periods would be enhdnédthough we believe that assumptions as to tieré cash flows of tt
structured loan sale transactions are reasonatilealarates of loss or prepayments may vary sicguifily from those assum
and other assumptions may be revised based upiipated future events and the effect of thesesez/assumptions may hi
a material impact on our consolidated financialesteents. Over the past three years, there hasrwesignificant change in t
methodology employed in valuing these assets.

As a result of the lack of available market inpu@isthe time our securitization transactions wenagleted and for ea
quarterly valuation update, we utilized a cash fimwdel to determine the estimated fair value of Retained Interests. T
turmoil in the credit markets has spotlighted tise of cash flow models and management has evaltlaecomplexities ar
range of judgments inherent in using cash flow n@delight of the current market illiquidity. Owash flow models requi
significant assumptions and judgments that refleetcurrent market illiquidity and, as a result, mave increased the disco
rates utilized in our cash flow models and haverakmted our expectation of future prepayments laad losses on tl
underlying securitized loans in light of the cutréinquid markets.

The discount rates utilized in computing the netspnt value of future cash flows are based on timags of the inhere
risks associated with each cash flow stream. Tdi@egt component of our Retained Interests isriteréstenly strip receivabl
which is subject to prepayment risk and risk oElas a result of monetary default by an underlyoaa. The discount rates
the interesbnly strip receivable take into account the undetyaresulting from the potential for prepaymentsdér losse
exceeding estimates and current and anticipatedoetic conditions. The reserve funds are availablepay the noteholders
the excess spread is not sufficient to satisfyribeholder requirementsi.g., if loan defaults occur). In addition, the rese
fund is restricted until the transaction maturegoadingly, the discount rate utilized takes inte@unt the risk premium for tt
restriction. Our overcollateralized piece is distia based on a risk premium assuming that theve$end and excess sprt
are insufficient to pay the balances due to thelmdtlers. Although we believe these estimatessifadint rates are reasons
estimates of market rate, purchasers of these ypewvestments may utilize different discount sate determining their vall
of the estimated future cash flows consideringdimeent market illiquidity.

Our discount rates are based on a spread overykarSreasury rate. At December 31, 2008, tlyed-treasury rate w
1.45% which is a reduction of 200 basis points friva Syear treasury rate of 3.45% at December 31, 20@8e& on tr
limited information available in the markets, th@ead over the year treasury rate which we utilize to estimate drsgoun
rates on our Retained Interests has increased 2@07, primarily as a result of the credit marketrdptions. As a result, t
spread on our intereshly strip receivable increased from 11.5% at Ddwen31, 2007 to approximately 15.4%
December 31, 2008, an increase of approximatelybé8is points.
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The following is a sensitivity analysis of our Retd Interests as of December 31, 2008 to highligatvolatility tha
results when loan losses and discount rates dexatit than our assumptions:

Estimated Fa

Changed Assumptia Value Asset Change (
(In thousands

Losses increase by 50 basis points per annul $ 32,98. $ (267)

Losses increase by 100 basis points per annu $ 32,727 $ (525)

Discount rates increase by 300 basis pc $ 32,41« $ (839

Discount rates increase by 500 basis pc $ 31,88: $ (1,369

(1) Any depreciation of our Retained Interests is eitineluded in the accompanying statement of incase permane
impairment or on our consolidated balance shedtdneficiarie’ equity as an unrealized los

(2) If we experience significant losses (i.e., in exaafsanticipated losses), the effect on our Rethimterests would fir:
reduce the value of the interest-only strip recbiga. To the extent the interastly strip receivables could not fully abs
the losses, the effect would then be to reduceviiee of our reserve funds and then the value of requirec
overcollateralization

Due to the short-term weighted average remainifiegof our Retained Interests and the diminishinly&af our interest-
only strip receivables, there is no material ashange for increases in prepayment rates.

These sensitivities are hypothetical and shouldubed with caution. Values based on changes in thesemptior
generally cannot be extrapolated since the relghipnof the change in assumptions to the changelire may not be line:
The effect of a variation in a particular assumptan the estimated fair value of our Retained bty is calculated withc
changing any other assumption. In reality, chanigeme factor are not isolated from changes in fagrotvhich might magnit
or counteract the sensitivities.

We monitor the governing pooling and servicing agnents for each of our structured loan sale traimsecand believ
the servicingrelated terms set forth therein are industry stethdad consistent with QSPE criteria. However, deaiou
permitted servicing activities involving QSPEs miagt be consistent among organizations. As accogrgtandard sette
continue to interpret QSPE criteria under Staten@nFinancial Accounting Standards No. 140, theraynbe a materi
resultant impact on our consolidated financialestants.

Revenue Recognition Policies
Interest Income

Interest income includes interest earned on loard @ur shorterm investments and the amortization of net
origination fees and discounts. Interest incomdaams is accrued as earned with the accrual ofastegenerally suspenc
when the related loan becomes a non-accrual loalmaA receivable is generally classified as nomaac(a “NonAccrua
Loan”) if (1) it is past due as to payment of principalirterest for a period of more than 60 days, (3) portion of the loan
classified as doubtful or is chargetf-or (3) if the repayment in full of the princiband/or interest is in doubt. Generally, lo
are chargeaff when management determines that we will be le;ab collect any remaining amounts due under ta
agreement, either through liquidation of collatevalother means. Interest income on a Mawrual Loan is recognized
either the cash basis or the cost recovery basis.

Origination fees and direct loan origination casts deferred and amortized to income as an adjastafeyield over th
life of the related loan receivable using a metimbith approximates the effective interest method.

For loans originated under the SBA 7(a) Progranonugale of the SBA guaranteed portion of the lo#ms,unguarante:
portion of the loans retained by us is valued omlative fair value basis and a discount (the “Reteh Loan Discount”)s
recorded as a reduction in basis of the retainetiopoof the loan.

For loans purchased at a discount and loans reg¢avith a Retained Loan Discount, these discourds@cognized as
adjustment of yield over the life of the relatedraeceivable using a method which approximategtfeetive interest method.
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Income from Retained Interesi

The income from our Retained Interests represémsatcretion (recognized using the effective irsiereethod) on ol
Retained Interests which is determined based omat&ts of future cash flows and includes any fedtected (i.e., late fees
prepayment fees, etc.) by the QSPEs in excesstioffied fees. We update our cash flow assumptiona quarterly basis a
any changes to cash flow assumptions impact tHe gieour Retained Interests.

RESULTS OF OPERATIONS

Year Ended December 31, 2008 Compared to the YeanBed December 31, 2007

%

Overview

Years Ende:

December 31 Change

2008 2007 $
(Dollars in thousands, except per share d:

Total revenue $ 23117 $ 27,298 % (4,179
Total expense $ 1368 $ 14627 9 (94))
Income from continuing operatiol $ 9,022 $ 12,09 $ (3,072)
Net income $ 9,806 $ 13,13t % (3,329
Basic and diluted earnings per sha
Income from continuing operatiol $ 084 % 1.1z $ (0.2¢)
Net income $ 091 % 1.2z $ (0.3))

Net income decreased from 2007 to 2008 primarily

* A decrease in our net interest margin of $431,0@04ily due to a decrease in variable interests;

(15.%%)
(6.4%)

(25.2%)
(25.5%)

(25.0%)
(25.4%)

« A decrease in yield generated from our Retaimggrésts of approximately $2.1 million due to tloatcued runeff
of the underlying loans causing a reduction in iowestment in Retained Interests and a reductiathhénamount ¢

fees received upon prepayment of the loans;

* A onetime charge for severance costs of approximatel$ #illion during 2008 as a result of our cost retthn

initiatives announced in October 20!

The above reductions in net income were partidfiyet by:

e A reduction in overhead (salaries and related bienahd general and administrative expenses) o6 906 du

primarily to our cost reduction initiatives and eccease in professional fees; «

*  Areduction in impairments and provisions for la$$489,000

The 2002 Joint Venture reached its “clean-up aagition during January 2009. Thus, the followinglwitcur during th

first quarter of 2009:

* Loans receivable will increase by $12.6 million amthted interest earned will be included in insér@come. |

addition, servicing income will declin

« Restricted investments and accrued interest regleivgcurrently included in other assets) will irese b

$1.5 million;

+  Debt (structured notes) will increase by $5.5 milliand related interest expense at a fixed rate.@%% will be

included in interest expense; a

* Retained Interests will decline by $8.6 million and will no longer have income from Retained Instserelated 1

the transactior

The immediate effect to our 2009 net income fromctbnsolidation of the 2002 Joint Venture shouldnb@aterial unles

there is deterioration of the underlying assetslasses occur.

More detailed comparative information on the conitmrs of and changes in our revenues and expesga®vided below
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Revenue:
Interest income consisted of the following:

Years Ended December

2008 2007
(In thousands
Interest income«— loans $ 13,91¢ $ 15,48
Accretion of loan fees and discoul 44t 434
Interest incom«— idle funds 17€ 54¢

$ 14,54( $ 16,46¢

The decrease in interest income leans was primarily attributable to decreases terest rates partially offset by
increase in our weighted average loans receivahisstanding. Our weighted average loans receivaht@eased
approximately $180.0 million during 2008 from $1B5million during 2007 primarily due to the consalitbn of loan
previously included in ofbalance sheet entities (approximately $21.4 millidaring June 2008. At December 31, 2I
approximately 78% of our retained loans had vaeidhterest rates. The average base LIBOR rate etiaig our borrowe
decreased from 5.3% during 2007 to 3.5% during 2608hermore, the base LIBOR decreased from 3.88fithg the fourt
quarter of 2008 to 1.44% during the first quarte2009 while the base prime rate decreased dutiegsame periods frc
5.00% to 3.25%. This decrease will impact first @a2009 operations and to the extent these ratasain or are lower, w
continue to have a negative impact on 2009 netnirecolhe decrease in our idle funds interest inc@r@imarily due to
decrease in money market rates earned on cash astd eguivalents of our SBICs. These funds can belyused fc
commitments of the SBICs.

Income from Retained Interests decreased primduig/to a 26% decrease in the weighted averagedeatdrour Retaine
Interests outstanding of $13.9 million to $38.9limi during 2008 compared to $52.8 million durin@0Z due primarily to tt
repayment of the 1999 Partnership and 2001 Joimtue structured notes and exercise of the relatkzhn-up calls.”In
addition, there was a decrease in unanticipategagreent fees of approximately $417,000 on the kads of the QSPEs. C
Retained Interests will reduce as loans prepay.yldld on our Retained Interests, which is comprisEthe income earned I¢
permanent impairments, increased to 15.0% durir@ Zfom 13.9% during 2007. Excluding permanent impants on ot
Retained Interests, the yield increased to 16.4%ngWR2008 compared to 16.0% during 2007. In addijtiour income fror
Retained Interests will decline as (1) scheduledcgpal payments and prepayments of the sold ladrmir QSPES occur a
(2) additional “clean-up call” options are achieved

Other income consisted of the following:

Years Ended December :

2008 2007
(In thousands
Prepayment fee $ 771 $ 61E
Servicing income 46¢ 754
Other loan related incon 36¢ 572
Premium incom 22% 22C
Other 38C 22€
$ 2,21 $ 2,381

We earn fees for servicing all loans held by thé?@Sand loans sold into the secondary market. ésetfees are based
the principal balances of Sold Loans outstandingy will decrease over time as scheduled pringpgments and prepayme
occur and/or “clean-up calls” are achieved, unthsese is an increase in loans sold into the seggrndarket.
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We saw high levels of prepayment activity during first half of 2008; however, we believe that #tredit marke
disruptions have had a moderating effect. Our pneygst activity slowed during the last half of 2008d we anticipate that t
amount of prepayments will continue at lower levélsing 2009. However, since some of our fixate loans have matel
prepayment fee provisions, the possibility existat tprepayment fees could increase from currergldeor remain consta
Prepayment fee income is dependent upon a numbacioirs and is not generally predictable as the ahiloans prepaying
not known.

Premium income results from the sale of the govemtrguaranteed portion of SBA 7(a) Program loatwstime seconda
market. To the extent we continue to increase alurwe of SBA 7(a) Program loans originated and avke to sell th
government guaranteed portion of these loans fwemium or excess servicing spread, there shoubddmresponding incree
in premium income. Recently, the market for Seconpddarket Loan Sales has diminished and the premiachieved c
selling loans into that market have reduced. Werditisell any loans into the secondary market gutire fourth quarter
2008. We have deferred sales of fully funded SBA) ®rogram loans until the market for SecondaryKdiat.oan Sale
improves.

Interest Expense
Interest expense consisted of the following:

Years Ended December

2008 2007
(In thousands
Junior subordinated not $ 1,80: $ 2,381
Revolving credit facility 793 99
Conduit facility 434 2,10¢
Debentures payab 49¢ 497
Structured note 10C —
Other 281 31¢
$ 3,90¢ $ 5,40¢

Interest expense on the junior subordinated natesedsed as a result of decreases in variablestteates. The weight
average cost of our funds was 5.5% during 2008 emetpto 7.1% during 2007. The conduit facility matlion May 2, 20C
and was repaid using proceeds from our Revolvee. Sthuctured notes related to the 2001 Joint Venéund were repaid
August 15, 2008.

Other Expenses

Our general and administrative expense decreased fidm $2,717,000 during 2007 to $2,304,000 dur2@®8 du
primarily to decreases in shareholder related castslegal expenses. Our salaries and related itergpense decreased
from $5,058,000 during 2007 to $4,705,000 durin@&due primarily to a reduction in workforce whialas announced
October 2008. Management estimates annual saviegs dur cost reduction initiatives to be approxiaiat$1.0 million tc
$1.2 million which will primarily be a reduction cfalaries and related benefits. However, we induseverance and rela
benefits expense during 2008 of $1,808,000 whighesents a ontme severance cost as a result of a reductionoirkfarce
announced in October 2008.

Permanent impairments on Retained Interests (wotens of the value of our Retained Interests) wks21,000 an
$1,111,000 for 2008 and 2007, respectively, rasgilfirimarily from reductions in expected future ftdl®ows due primarily t
increased prepayments.

Provision for loans losses, net, increased to 8B during 2008 compared to $99,000 during 2007tHBoextent th
weakened economy causes reductions in travel ttypes of limited service hospitality propertiestticollateralize our loar
delinquencies and loan losses may rise. See Itenf@Aantitative and Qualitative Disclosures Aboutidet Risk”for ar
analysis of the impact on our financial statemefiiscreasing loan losses.
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Discontinued Operation:

We recorded gains on sales of real estate of $884ddring 2008 due to income recognition on presfpwnamortize
deferred gains. We recorded gains of $1,735,00thg@007 resulting primarily from (1) the sale @fat hotel properties fi
approximately $5.5 million generating gains of $milion and three assets acquired in liquidatimr Bpproximatel
$7.6 million generating gains of approximately $08® and (2) the recognition of $420,000 in galatieg to the repayment
full of principal on a loan originated in connectiwith the sale of a hotel property with a defergagh. At December 31, 20(
our remaining deferred gains were approximately $dillion. Deferred gains are recorded to incomerascipal is received ¢
the related loans until the required amount of gasiteeds are obtained from the purchaser to gutmif full accrual gai
treatment.

Impairment losses were $233,000 for 2007 relateahtestimated decline in fair value of an assetiaed in liquidation
There were no impairment losses during 2008.

Net losses from discontinued operations were $8®Lduring 2007 primarily resulting from fees foetprepayment
two mortgage notes of approximately $452,000 iredirin connection with the sale of the related hgt@lperties. As «
June 30, 2007, we had sold or leased all of owellppbperties.

Year Ended December 31, 2007 Compared to the YeanBed December 31, 2006

Overview

Years Ende:

December 31 Change

2007 2006 $ %
(Dollars in thousands, except per share ds

Total revenue $ 27,29 $ 28,97 $ (1,67¢) (5.8%)
Total expense $ 14627 $ 1526 % (63¢) (4.2%)
Income from continuing operatiol $ 12,09¢ $ 13,53 $ (1,43¢) (10.€%)
Net income $ 13,13 $ 1568 % (2,549 (16.2%)
Basic and diluted earnings per sha
Income from continuing operatiol $ 1.1z $ 1.2¢ $ (0.149 (11.1%)
Net income $ 122 % 1.4  $ (0.2¢9) (16.4%)

Income from continuing operations during 2007 daseel by $1,438,000 to $12,094,000 ($1.12 per shizo®)
$13,532,000 ($1.26 per share) during 2006, a 1@léetease. This was primarily due to reduced revepaetially offset b
reduced expenses and the occurrence of a $563p@6tne gain in 2006.

Our total revenues decreased $1,678,000 (5.8%)apfindue to reductions in income from Retainecetasts and oth
income partially offset by increased interest ineoniihe decrease in income from Retained Intereats due primarily to
decrease in the outstanding balance of our Retdirtedests mainly from prepayments. Our other ineatacreased primar
due to a reduction in prepayment fees and servicicgme mainly due to prepayments.

Offsetting these decreases was an increase iregttercome due primarily to an increase in our Wid average loa
outstanding and a slight year over year increaseiable interest rates. However, our outstandiam portfolio declined
$166,423,000 at December 31, 2007 from $169,6930@ecember 31, 2006. This 1.9% decrease willecfuisire reductior
in interest income until our investment portfoliecieases. Approximately 78% of our loans receivabl®ecember 31, 20
were based on LIBOR. The average base LIBOR chamgedr borrowers during 2007 was 5.33% comparatedirst quarte
2008 rate charged of 4.73%.

Net income decreased to $13,135,000 ($1.22 peekhdaring 2007 from $15,684,000 ($1.46 per shaweind 2006. i
addition to the changes to continuing operatiorscdieed above, net income decreased due to a $82fduction in net gai
on sales of real estate included in discontinuestatfons.

More detailed comparative information on the conitars of and changes in our revenues and expesge®vided below
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Revenue:
Interest income consisted of the following:

Years Ended December

2007 2006
(In thousands
Interest income«— loans $ 15,48: $ 14,78
Interest incom«— idle funds 54¢ 24z
Accretion of loan fees and discoul 434 437

$ 16,46¢ $ 15,46(

The increase in interest income leans (4.7%) was primarily attributable to an irae in our weighted average lo
receivable outstanding of $9.6 million (6.2%) t&®$12 million during 2007 from $155.6 million durir@p06. There was a sli¢
increase in our year over year weighted averageDRB:harged from 5.10% during 2006 to 5.33% durif72which wa
offset by a decrease in the spread we chargedldB®R on new loans. Our weighted average interatt decreased frc
9.4% at December 31, 2006 to 9.0% at December@®X/.2The increase in our idle funds interest incésr@imarily due to th
increased balance of cash and cash equivalentg &RICs. These funds can only be used for commmitsnef the SBICs.

Income from Retained Interests decreased $947,66taply due to a decrease in the weighted avetzgjance of ot
Retained Interests outstanding of $5.5 million §2.8 million during 2007 compared to $58.3 millidaring 2006. Offsettin
this decrease was an increase in unanticipatechpmegnt fees of approximately $350,000. The yieldonRetained Interes
which is comprised of the income earned less peemampairments, decreased to 13.9% during 2007 f4.1% during 200
Excluding the impact of permanent impairments ytieéd on our Retained Interests decreased to 18¥ag 2007 from 16.1"
during 2006.

Other income consisted of the following:

Years Ended December :

2007 2006
(In thousands
Servicing income $ 754 $ 1,02t
Prepayment fee 61% 1,65:
Other loan related incon 572 403
Premium incom 22C 49¢
Other 22€ 93
$ 2,381 $ 3,67

While prepayment activity remained at relativelgthievels in 2007, prepayment fees decreased. YArepd fee income
dependent upon a number of factors and is not giyp@redictable as the mix of loans prepayingas known.

We earn fees for servicing all loans held by the?@S$and loans sold into the secondary market lsf Western. As the
fees are based on the principal balances of salisloutstanding, they will decrease over time hedwded principal paymet
and prepayments occur, unless we complete a seatidh or there is an increase in loans sold theosecondary market.

Other loan related income includes late fees, apiam fees, forfeited commitment fees and othersfeEhese fet
represent onéime increases in our other income when collectai@a earned. Other loan related income increasmad 200t
to 2007 primarily due to proceeds received fronlesaent of litigation related to a loan.

Premium income results from the sale of the guaexhportion of First Western’s loans into the seleoyp market.
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Interest Expense

Interest expense consisted of the following:

Years Ended December

2007 2006
(In thousands

Junior subordinated not $ 2,381 $ 2,31¢
Conduit facility 2,10¢ 1,38:
Debentures payab 497 813
Revolving credit facility 99 12t
Mortgage on hotel proper — 86
Structured note — 201
Other 31¢ 291

$ 5,40: $ 5,217

Interest expense on our conduit facility increageaharily as a result of increased utilization loé tfacility and increases
variable interest rates. Our weighted average bongs outstanding on our conduit facility increageds27.0 million durin
2007 compared to $15.5 million during 2006. Theiiest rate on the conduit facility approximates @M plus 0.85%. The re
that approximates LIBOR is a “pass-throughte that the bank facility pays for its commergaper commonly referred to
the “CP Rate.During periods of credit market uncertainty, thenlodacility may have to pay higher daily intereates an
consequently passes the higher rates to us. D&@pgember through December 2007, the passigh rates were greater tl
LIBOR by an average of approximately 42 basis goivhich increased our interest expense by apprdzlyn35,000.

The reduction of interest expense on our debenpagable was a result of the prepayment, withoogfe, of $7,310,0C
of fixedrate SBA debentures with an interest rate of apprately 8.5% during the third quarter of 2006. tidaion, interes
expense was reduced since the remaining balans&nding on our structured notes was repaid onmeeel, 2006.

Other Expenses

Our combined expenses for general and administrativd salaries and related benefits increased ,®7$000 durin
2007 compared to $7,433,000 during 2006. Genedlagiministrative expenses increased slightly t@ %2000 during 20(
compared to $2,694,000 during 2006. Salaries aladlece benefits expense increased to $5,058,000gl@007 compared
$4,739,000 during 2006 primarily due to cost oirliyincreases.

Permanent impairments on Retained Interests (wotens of the value of our Retained Interests) wilrd 11,000 ar
$1,167,000 for 2007 and 2006, respectively, rasyiffom reductions in expected future cash flows grimarily to increase
actual and anticipated loan prepayments on therlymaig portfolio.

Provision for losses on rent and related receivabias $239,000 and $925,000 during 2007 and 2@86ectively. The:
losses pertain to our lease agreements with AdmgWe had significant claims in the bankruptcyesaand the debtors
claims against our assets in response. While cenfid substantial portion of our claims would h&een allowed and t
claims against us would have been disallowed, duthé¢ exorbitant cost of defense coupled with tkelihood of reduce
available assets in the debtoestates to pay claims, we executed an agreementAsiington to settle our claims agai
Arlington and Arlington$ claims against us. The settlement provides fouaiueleases among the parties. The Bankr
Court approved the settlement. Accordingly, there ao remaining assets or liabilities recorded he &ccompanyir
consolidated financial statements related to thégten. However, the settlement will only becomeaffinpon the Bankrupt
Court’s approval of Arlingtors liquidation plan which was filed during the thigdarter of 2007. Due to the complexity of
bankruptcy, we cannot estimate when, or if, theitigtion plan will be approved.
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Gain on Early Extinguishment of Debt

Gain on early extinguishment of debt during 200gresented a gain of $563,000 that resulted fromréfpayment ¢
$7,310,000 of SBA debentures owed by our SBICs whiere prepaid, without penalty, on September 062Fhe debentur
had a carrying value of $7,873,000 when repaid. Waequired in the merger, these debentures wereded at fair valu
which was greater than face value. Managensesigtision to repay the debentures was based woesscash at the subsidi
levels which was unavailable, due to SBIC requinetsieto be used by the parent company. In additibthat time there we
no significant loan commitments at the SBIC level.

Discontinued Operation:

We recorded gains of $1,735,000 during 2007 resultprimarily from (1) the sale of two hotel propest fol
approximately $5.5 million generating gains of $milion and three assets acquired in liquidatimr Bpproximatel
$7.6 million generating gains of approximately $08® and (2) the recognition of $420,000 in galatieg to the repayment
full of principal on a loan originated in connectiwiith the sale of a hotel property with a defergadn. We had net realiz
gains on the sales of real estate of $2,064,000g/2006. As the down payments received were rificint to qualify for full
accrual gain treatment on certain of the salesregerded initial installment gains and deferred imaining gains. Deferr
gains are recorded to income as principal is reckon the related loans receivable until the reguamount of cash proce:
are obtained from the purchaser to qualify for &dtrual gain treatment.

Impairment losses were $233,000 and $94,000 for 20@ 2006, respectively. During 2007, we recoraedmpairmer
loss related to an estimated decline in fair valian asset acquired in liquidation. For our resthte assets held for sale du
2006, we performed a recoverability test to detamif the expected net sales proceeds exceedecttrgying value. Based
this analysis, we recorded impairment losses ofG®tduring 2006.

Net earnings (losses) from discontinued operatwere ($461,000) and $182,000 during 2007 and 2@3pectively. Th
primary cause of the net loss from discontinuedrapens during 2007 was fees for the prepaymerttvof mortgage notes
approximately $452,000 incurred in connection wfita sale of the related hotel properties.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flow Analysis

Information on our cash flow was as follows:

Years Ende:
December 31
2008 2007 Change
(In thousands
Cash provided by operating activiti $ 5,96¢ $ 11,73 $ (5,769
Cash provided by investing activiti $ 12,43t $ 15,66( $ (3,225
Cash used in financing activiti $ (1928 $ (1964) ¢ 364

Operating Activities

The reduction in cash provided by operating adgisitvas primarily caused by greater loans fundetl] for sale, net «
proceeds from sale of guaranteed loans (“Operatoan Activity”) of $4,287,000. This was caused by deferring sdiéslly
funded SBA 7(a) Program loans until the market mwps. As of December 31, 2008, we had fully fun8&#h 7(a) Prograi
loans totaling approximately $4.0 million of whitlie government guaranteed portion of approxima&8l@ million is availabl
to be sold.

Our net cash flow from operating activities is paniy used to fund our dividends. Our modified casrailable fo
dividend distributions (“Modified Cash'ls defined as cash from operating activities befd)ethe change in operating as
and liabilities and (2) Operating Loan Activity. Tioe extent Modified Cash does not cover the ctalesidend distribution ra
or if additional cash is needed based on our workmpital needs, the Board may choose to modifgutsent dividend polic
During 2008, dividend distributions were greaterttour Modified Cash by $691,000. During 2007, iadified Cash was le
than our dividend distributions by $687,000. Dur2@06, our Modified Cash was greater than our éine distributions
$2,658,000. Management anticipates that our diddéstributions during 2009 will be greater tham Modified Cash.
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Investing Activities

Our primary investing activity is the originatiorf lmans and collections on our investment portfolluring 2008, th
primary source of funds was principal collectedlasns receivable in excess of loans funded of FI7,000. During 2007, tl
primary sources of funds were (1) principal cokketton loans receivable in excess of loans fundef8¢910,000, (2) n
principal collected on Retained Interests of $4,008@ and (3) net proceeds from the sales of hobglgsties and assets acqu
in liquidation of $2,176,000. We do not expect ttet principal collected on Retained Interests totiooie at the historical
achieved levels since reserve funds have reackdrtiinimums and the achievement of “clean-up cpifvisions related
certain of our securitizations. In addition, ouslcayenerated from principal collections is expedtede lower than 2008 sir
prepayment activity slowed in the second half 002@&nd refinance activity in the limited servicespitality market he
decreased causing lower prepayments.

Financing Activities

We used funds from our financing activities dur2@p8 to (1) pay dividends of $10,234,000, (2) repagcipal on debt (
$7,205,000 and (3) repurchase common shares fot,839. In addition, our conduit facility matured 2, 2008 and tt
balance outstanding on the conduit facility (apprately $22 million) was repaid using proceeds froor Revolver. W
increased the amount available under our Revolk@n f$20 million to $45 million in January 2008. Wsed funds for ol
financing activities during 2007 to pay dividends$d3,987,000 and for the repayment of principaldebt. During 2009, v
will use funds to repay $2 million in redeemablefprred stock of one of our SBICs using cash ordladrthe SBIC and m:
choose to repay debentures without, or with limifg@payment fees.

Sources and Uses of Funds
Liquidity Summary

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committeeto repa
borrowings, fund loans and other investments, paidends, fund debt service and for other geneoaparate purposes. C
primary source of funds to meet our shterm liquidity needs, including working capitalyiiends, debt service and additic
investments, if any, consist of (1) cash flow fraperations, (2) proceeds from principal and inteqggyments on o
unrestricted investments, (3) borrowings under Ravolver, (4) Secondary Market Loan Sales and, tesser exter
(5) proceeds from potential loan and asset sa@s1gw financings or additional securitization offigs and (7) proceeds fr
potential common or preferred equity offerings. Walieve these sources of funds will be sufficiemtnteet our liquidit
requirements for at least the next twelve months.

We have long-term financing in place through oumstr preferred security (“TruPS”"jssuance, which provid
approximately $26.3 million of subordinate finargimith a cost of the 9@day LIBOR plus 325 basis points. The Tn
obligations are not due until 2035. Our SBA deberguand redeemable preferred stock obligations unf SBICs tote
approximately $12.2 million and mature commencinth#2.0 million in 2009 and $2.0 million in 2018t February 28, 200
we had approximately $10.0 million in cash on hahdur SBICs which may be used to satisfy thesmgatibns. Our Revolv
had $27.8 million outstanding on February 28, 200@. believe that our Revolver will be extended luatileast December &
2010. However, the aggregate amount available uth@eRevolver may decrease and/or the cost of gwlRer, including an
up-front costs and ongoing interest expense and/csadtees, could increase. Currently, the intetestged on the Revolver
the prime rate less 75 basis points or LIBOR pli23%. We are charged an unused fee equal to 38iS points comput
based on our daily available balance.

Due to continued market turbulence, we do not gate having the ability in the near term to acadsist capital throug
new or increased warehouse lines, new securitizasguances or new trust preferred issuances. \Wince to explore capit
raising options as well as strategic alternativethay present themselves; however, in the everdres@ot able to successf
secure extended financing, we will rely on caswfidrom operations, principal payments on our itwests, and (if necessa
proceeds from asset and loans sales to satisfg teesirements. If we are unable to (1) renewa@pbr expand our source:
financing, (2) execute asset and loan sales imalyi manner or to receive anticipated proceedsefrmn or (3) fully utilize
available cash of our SBICs, it may have an adveffeet on our business, results of operationsadnility to make dividends
our shareholders.

44




Table of Contents

If we are unable to make required payments undebouowings, breach any representation or warrahtyur borrowing
or violate any covenant, our lenders may acceldéhatenaturity of our debt or require us to pledgkateral. If we are unable
repay our borrowings in such a situation, (1) weymaed to prematurely sell assets or (2) lendentddmrce us to take oth
actions. Any such event may have a material adweffeet on our liquidity, the value of our commdmases and the ability
pay dividends to our shareholders.

Sources of Funds

In general, we require liquidity to originate nesahs and repay debt principal and interest. Ouratipg revenues a
typically utilized to pay our operating expenses dividends. During 2008, we utilized principal legkions on existing loa
and Retained Interests and borrowings under oubllateralized Revolver as our primary source ofdsinin additior
historically we utilized a combination of the faling sources to generate funds:

e Structured loan financings or sal

* Issuance of SBA debenture

* Issuance of junior subordinated notes; an
«  Common equity issuanc

As discussed previously, these markets (with thesibte exception of SBA debentures) are not avigilab the prese
time and there can be no assurance that they s#ivailable in the future. At our current share@riwe do not intend to iss
common shares.

The credit markets remain extremely illiquid makihgifficult and possibly cost prohibitive to irease availability und
our Revolver at this time. We believe that our entrcapital needs can be met by our $45 milliondRer. To the extent v
need additional capital, there can be no assurdratenve will be able to increase the amount avielaimder our Revolver
identify other sources of funds with acceptablenterand at an acceptable cost, if at all. We hawalability througt
December 2009 under our Revolver; however, thetdidhamount of capital available to originate neank® has caused us
significantly reduce non-SBA 7(a) Program loan iordgion activity.

First Western may sell the government guaranteetiopoof loans originated under the SBA 7(a) Progr&éVe expect tt
SBA guaranteed portion to be sold to either dedleigovernment guaranteed loans or institutionaéstors as the loans
fully funded. However, even though the securitesued are guaranteed by the U.S. government, he¢katmarket for the:
sales has diminished and the premiums achievecltingsloans into that market have reduced. Thisketadislocation is
result of the present liquidity crisis which dewed investor demand for ABS and increased invegeld requirement
Currently, we are able to sell and receive ourgypial and profit but these sales are for a pridevbevhat we feel is reasona
or that may be available in the near future. Treesfwe have deferred sales of fully funded SBA Ragram loans until tl
market for Secondary Market Loan Sales improves .t extent we continue to defer selling the gorent guarantes
portion of our SBA 7(a) Program loans, our outstagdborrowings under our Revolver will increase.eTgovernmel
guaranteed portion of these loans held by us isagiieed as to payment of principal and interesttdu@0 days) by the SBA.
we do not choose to sell fully funded SBA 7(a) Pamg loans into the secondary market, we may attémestablish financir
on our fully funded SBA 7(a) Program loans usinggparate facility until the loans are sold. We@péite that the rate for tl
type of financing would be higher than our RevolMémve could not secure this financing, we may én&v originate loans
reduced levels or sell assets.

We expect that our sources of funds and cash od hdhbe sufficient to meet our working capitalats as we focl
almost exclusively on SBA 7(a) Program loamgination activity. However, there can be no assae that we will be able
raise funds through these financing sources. A&urteduction in the availability of the above sm of funds could have
material adverse effect on our financial condition results of operations. If these sources, imatudxtension of our Revolv
when it matures in December 2009, are not availiaiee future, we may have to originate loansedticed levels or sell ass
potentially on unfavorable terms.

We continue to have debt-agjuity ratios well below 1:1 with the ratio beingpaoximately 0.5:1 at December 31, 2(
This ratio is well below that of typical specialtgmmercial finance companies.
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As a REIT we must distribute to our shareholdedgadt 90% of our REIT taxable income to maintain tax status und
the Code. Accordingly, to the extent the sourcesralsepresent taxable income, such amounts hat@ibaly been distribute
to our shareholders. In general, if we receive &ash from our portfolio of investments, we candovhe dividend so as not
cause any material cash shortfall. During 2009 awécipate that our cash flows from operating atiig, as adjusted, will |
utilized to fund our expected 2009 dividend disitibns and generally will not be available to fymattfolio growth or for th
repayment of principal due on our debt.

Since 2004, our working capital was provided thtoegedit facilities and the issuance of junior sulimated notes. Pri
to 2004, our primary source of lonigrm funds was structured loan sale transactiohshé\current time, there is no market
commercial loan assécked securitizations. We cannot anticipate wbeif, this market will be available in the futurdntil
this market becomes available, our ability to giswmited.

At December 31, 2008, we had availability of $2&illion under our Revolver which matures Decembkr2009. Th
Revolver requires us to comply with certain coveésathe most restrictive of which provides for @&set coverage test basec
our cash and cash equivalents, loans receivabldRatalned Interests as a ratio to our senior dedtlianits our ability to pa
out returns of capital as part of our dividendse Tatio must exceed 1.25 times. We also have mmiraguity requirements. .
December 31, 2008, we were in compliance with theenants of this facility.

Uses of Funds

Currently, the primary use of our funds is to aragfie loans to small businesses. Our outstandingniionents to fund ne
loans were $10.0 million at December 31, 2008pkilvhich were for primeate based loans to be originated by First We:
the government guaranteed portion of which (typyc@b% to 85% of each loan) is intended to be sotd the seconda
market. Commitments have fixed expiration datesc&isome commitments expire without the proposed Idosing, tot:
committed amounts do not necessarily representrfuttash requirements. During 2009, we anticipatgreagte loa
originations will range from $20 million to $30 rindin.

We may use funds to repurchase loans from the QS®iith (1) become “charged-offds defined in the transact
documents either through delinquency or initiatidfioreclosure or (2) reach maturity. In additiore may use funds to exerc
“clean-up calls”and repay the outstanding structured notes ine@lI@SPEs. While there is no requirement to exerttie
“clean-up call”provision of our 2003 Joint Venture, if the strue notes are not repaid within sixty days of thailability of
the “clean-up call,” the interest rate on theseesatill increase from LIBOR plus 1.25% to LIBOR I12.50%.

One of our SBICs has $2.0 million of redeemablefgsred stock due in September 2009. We expect payrehis
redeemable preferred stock using the SBIC’s cadimod or through issuance of new SBA debentures.

Our Board of Trust Managers authorized a sharercbpise program for up to $10 million for the pudhaf outstandir
common shares which expires September 26, 2010cdinenon shares may be purchased from time to tintleel open mark
or pursuant to negotiated transactions using owoRer. As of February 28, 2009, we had repurchdst®200 shares unc
the share repurchase program for an aggregate gaeagrice of $990,000, including commissions. Toektent we experien
further reductions in our liquidity availability,evmay reduce or cease acquisitions under the sbpoechase program. We
not believe these repurchases will have any effaccompliance with the minimum equity requiremesitshe terms of ot
current Revolver.

We expect to make severance payments and proviatedebenefits totaling approximately $1.6 milliggrimarily due ti
the separation of an executive officer, which agragally expected to be paid within the next year.

We may pay dividends in excess of our funds froraraging activities to maintain our REIT status eragproved by ol
Board.

Seasonality
Generally, we are not subject to seasonal trendsveier, since we primarily lend to the limited seevhospitalit

industry, loan delinquencies typically rise tempiyaduring the winter months due primarily to retions in business tra\
and consumer vacations.

46




Table of Contents

SUMMARIZED CONTRACTUAL OBLIGATIONS, COMMITMENTS AND  CONTINGENCIES

The following summarizes our contractual obligasi@ December 31, 2008:

Payments Due by Peric

Less thar 1t03 3to5 More than
Contractual Obligations (¢ Total 1 year years years 5 years
(In thousands, except footnoti

Debt:
Debentures payable ( $ 8,19( $ — $ — $ — $ 8,19(
Redeemable preferred stock of

subsidiary (3 4,00( 2,00C 2,00(¢ — —
Revolver 22,70( 22,70( — — —
Junior subordinated debt ( 27,07( — — — 27,07(
Interest:
Consolidated debt (¢ 53,35! 3,19¢ 4,791 4,762 40,60¢
Mortgage note of unconsolidated

subsidiary 19z 96 97 — —

Other Contractual Obligations
Mortgage note of unconsolidated

subsidiary (6 1,16t 76 1,08¢ — —
Severance and related bene 1,59¢ 1,43(C 16€ — —
Operating lease (: 604 203 401 — —
Total contractual cash obligatio $ 118,87: $ 29,69¢ $ 8,544 $ 4,762 $ 75,86¢

(1) Does not include structured notes of $43.8 milkod related interest of our QSPEs. During the figsarter of 2009, th
2002 Joint Venture ($5.5 million in structured re)teeached it* clear-up cal” option and was consolidate

(2) Debentures payable are presented at face vi

(3) The 4% preferred stock of our subsidiary (preserdegbar value) is required to be repaid at par iepEember 20C
($2.0 million) and May 2010 ($2.0 million). Dividds of $160,000 are due annually on the 4% prefestatk of ou
subsidiary (recorded as interest expen

(4) The junior subordinated notes may be redeemed atoption, without penalty, beginning March 30, 20a8d are
subordinated to PMC Commerc's existing deb!

(5) Calculated using the variable rate in effect at Beaber 31, 2008. In addition, for our Revolver, rftamge in th
outstanding balance was assum

(6) Represents a mortgage note with a fixed interdst ®88.5% of an unconsolidated subsidiary due daynd, 2011
(7) Represents future minimum lease payments undesparating lease for office spac

Our commitments at December 31, 2008 are summaaigdollows:

Amount of Commitment Expiration Per Peri

Total Amount: Less thar 1to 3 3to5 After 5
Commitments Committed 1 year years years years
(In thousands
Loan commitment $ 9,97¢ $ 9,97¢ $ — $ — $ —

See Note 20 to the Consolidated Financial Statesrfenta detailed discussion of commitments andiogencies.
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OFF-BALANCE SHEET ARRANGEMENTS

Our off-balance sheet arrangements have historically beectisred as sales which are our primary methodbadining
funds for new loan originations. In a structuredricsale transaction, we contribute loans to a QBREis not subject
consolidation in exchange for cash and beneficitdrests in that entity. The QSPE issues noteshbayasually through
private placement) to unaffiliated parties and ttestributes a portion of the notes payable prosd¢edis. The notes payable
collateralized solely by the assets of the QSPE. fEhms of the notes payable issued by the QSRE&dprthat the owners
these QSPEs are not liable for any payment ondkesnAccordingly, if the financial assets in th8RE are insufficient for tl
trustee to pay the principal or interest due onrtbees, the sole recourse of the holders of thesnist against the assets of
QSPE. We have no obligation to pay the notes, ndhd holders of the notes have any recourse againgssets. We acco
for structured loan sale transactions as salesiofaans and the SPE meets the definition of a Q@BE result, neither t
loans contributed to the QSPE nor the notes payiableed by the QSPE are included in our consolidfiencial statemen
See “ltem 1. Business — Structured Loan Transastion

During 2006, we entered into a lease agreemenbifier of our hotel properties. The property had atgage with
principal balance of $1.3 million with a signifidaprepayment penalty. Therefore, we structuredi¢hse with the potent
buyer of the property for a term equal to the teemaining on the mortgage (matures January 1, 2&id Yhen a purchase w
a price of $1,825,000. Based on this lease agreteinetuding the fixed price purchase option, thesidiary was determined
be a variable interest entity. Since we do not ekpe absorb the majority of the entisyfuture expected losses or receive
entity’s expected residual returns, PMC Commercial Trusibt considered to be the primary beneficiary.sTllne subsidia
was no longer consolidated in PMC Commercial TeuBtiancial statements and the equity method wed ts account for o
investment in the subsidiary effective September2296.

RISK MANAGEMENT
In conducting our business, we are exposed togerafirisks including:

e Market riskwhich is the risk to our earnings or capital rasgltfrom adverse changes in the values of assstitire
from movement in market interest rat

e Credit riskwhich is the risk of loss due to an individual lmwer s unwillingness or inability to pay its obligatiqr

e Operations riskwhich is the risk of loss resulting from systemauf&, inadequate controls, human error, frau
unforeseen catastropht

e Liquidity risk which is the potential that we would be unable &ebtour obligations as they come due because
inability to liquidate assets or obtain fundingquidity risk also includes the risk of having tdl sssets at a loss
generate liquid funds, which is a function of tleéative liquidity (market depth) of the asset(s§l yeneral mark
conditions;

e Compliance riskwhich is the risk of loss, including fines or peied, from failing to comply with Federal, state
local laws, rules and regulations pertaining tallag and licensed activitie

e Legal riskwhich is the risk of loss, disruption or other nidga effect on our operations or condition thasesi fron
unenforceable contracts, lawsuits, adverse judgsmentadverse governmental or regulatory procesdimgthe thre
thereof;

« Real estate riswhich is the risk that the value and liquidity betcollateral for our loans are diminished or othise
adversely impacted by market conditions;

«  Reputational riskwhich is the risk that negative publicity regardiogr practices whether true or not will caut
decline in our customer bas

Our risk management policies and procedures ambledted and evaluated under the supervision of exacutivi
management. The policies and procedures are desigriecus on the following:

« Identifying, assessing and reporting on corporiatea@xposures and trenc
»  Establishing, and revising as necessary, poligielsprocedures

«  Monitoring and reporting on adherence with riskigiek; anc

e Approving new product developments or businesginies.

We cannot provide assurance that our risk managepmeoess or our internal controls will preventreduce the risks
which we are exposed. S"Risk Factor” in Item 1A of this Form 1-K.



IMPACT OF RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

See Note 1 of the Consolidated Financial Statermfenta full description of recent accounting pronoements includir
the respective dates adopted or expected datetopfian and effect, if any, on our results of opierss and financial condition.
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RELATED PARTY TRANSACTIONS

Servicing fee income for the years ended Decembger2B08, 2007 and 2006 for loans held by the QSREs
approximately $287,000, $495,000 and $676,000 ectiely.

We received approximately $6.8 million, $13.4 roitli and $14.6 million in cash distributions from tQ&PEs durin
2008, 2007 and 2006, respectively.

We may use funds to repurchase loans from the QS®iith (1) become “charged-offds defined in the transact
documents either through delinquency or initiatddfioreclosure or (2) reach maturity. On June 2)&Qve exercised our opti
to repay the structured notes of the 1999 Partierstie used the reserve fund of $1.2 million, cashhand and borrowin
under our Revolver totaling $2.8 million in ordéetrepay the approximately $4.0 million of struethinotes. On August ]
2008, we exercised our option to repay the strectuotes of the 2001 Joint Venture. We used thervesund of $1.6 millior
cash on hand and borrowings under our Revolvetingté5.5 million in order to repay the approximgt&7.1 million o
structured notes.

We entered into a consulting agreement with ouméar chief operating officer for consulting serviégasOctober 200!
The initial term of the agreement is one year vétitomatic month-tanonth extensions unless terminated by either |
Payments under the consulting agreement totalesbzippately $10,000 during 2008.

DIVIDENDS

During 2008, our dividends were declared as foltows

Amount
Record Dat¢ Date Paic Per Shart Type
March 31, 200¢ April 7, 200¢  $ 0.20(¢ Regula
June 30, 200 July 9, 200: 0.22¢ Regula
September 30, 20( October 14, 20C 0.22¢ Regula
December 31, 20C January 12, 20C 0.22¢ Regula
December 31, 200 January 12, 20C 0.14( Specia
$ 1.01¢

Our shareholders are entitled to receive dividemden and as declared by our Board. In determininiglehd policy, ou
Board considers many factors including, but noitkeh to, expectations for future earnings, REITatale income, the econor
environment, competition, our ability to obtain éesge and our loan portfolio performance. In genéne Board also us
Modified Cash in determining the amount of dividerclared. In order to maintain REIT status, PM&n@ercial is require
to pay out 90% of REIT taxable income. Consequeritlg dividend rate on a quarterly basis will netessarily correla
directly to any single factor such as REIT taxabt®me or earnings expectations.

We anticipate that our Board will maintain our dedy dividend at $0.225 per share for the firsager dividend to k
paid in April 2009, in part to meet our 2008 dividedistribution requirements. While we believe awerall capital an
liquidity positions are sound, the lower variabiéerest rate environment and the significant ecaoamcertainties anticipat
for 2009 and potentially beyond have caused usotesider a more conservative approach. Thereforeantieipate that tt
Board will declare a reduced dividend for the secqunarter that will more closely reflect our ex@eL2009 taxable net incol
distribution requirement. We anticipate that theRbwill adjust the dividend as needed, on a qugrbasis, thereafter.

As a result of our REIT taxable income being gretiten our distributions during prior periods, atfum of dividends pai
during 2008 was used to satisfy our 2007 divideadquirement. In order to meet our 2008 taxable ireaistributiol
requirements, we will make an election under thdeCio treat a portion of the distributions declare@009 as distributions
2008's REIT taxable income. These distributionskar@wvn as spillover dividends.

We have certain covenants within our debt facgittat limit our ability to pay out returns of cegbias part of ot
dividends. These restrictions have not historicéittyited the amount of dividends we have paid arghagement does 1
believe that they will restrict future dividend pagnts. However, due to the general tightening eflitoy commercial bank
the terms of any extension of our Revolver mayriggsthe amount or timing of future dividends.

49




Table of Contents

REIT TAXABLE INCOME

REIT taxable income is a financial measure tha@irésented quarterly to assist investors in anadyaimr performance a
is one of the factors utilized by our Board in detiming the level of dividends to be paid to ouas#holders.

The following reconciles net income to REIT taxaipleome:

Years Ended December ¢
2008 2007 2006
(In thousands

Net income $ 9,80¢ $ 13,13¢ $ 15,68¢
Book/tax difference on depreciati (60) (65) (277)
Book/tax difference on property sa (789 23€ 171
Book/tax difference on Retained Interests, 57 1,631 1,97:
Severance accru 1,59¢ — —
Impairment losse — 23: 43
Book/tax difference on rent and related receiva — (1,1572) 92t
Book/tax difference on amortization and accre (345 (239 (647)
Asset valuatior 43C (299) (890
Other book/tax differences, r (177) 18¢ (59)

Subtotal 10,52: 13,66¢ 16,92¢

Less: taxable REIT subsidiaries net income, néax (587) (852) (1,280

Dividend distribution from taxable REIT subsidie 2,00( — —

REIT taxable incom: $ 11,93¢ $ 12,81" $ 15,64¢

Distributions declare $ 10,90¢ $ 12,91! $ 13,97¢

Weighted average common shares outstan 10,761 10,76( 10,74¢

As a REIT, PMC Commercial generally will not be mdb to corporate level Federal income tax on nebine that i
currently distributed to shareholders provided digribution exceeds 90% of REIT taxable income. Mégy make an electi
under the Code to treat distributions declaredhim ¢urrent year as distributions of the prior ygedexable income. Up
election, the Code provides that, in certain cirstances, a dividend declared subsequent to the ofasn entitys taxable ye:
and prior to the extended due date of the emstitgx return may be considered as having been imatihe prior tax year |
satisfaction of income distribution requirements.

Our taxable REIT subsidiariesiet income has not historically been distributedC Commercial. To the extent
subsidiaries distribute their retained earning®ubh dividends to PMC Commercial, these dividenaalld/ be included i
REIT taxable income when distributed. From 20022698, approximately $4.1 million of earnings wecewmulated. W
distributed $2.0 million of these earnings from afeour taxable REIT subsidiaries to PMC Commerdiating the secor
quarter of 2008.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

We are subject to market risk including liquidifgk; real estate risk and interest rate risk asaliged below. Althoug
management believes that the quantitative analysisnterest rate risk below is indicative of oumsgivity to interest rat
changes, it does not adjust for potential changesredit quality, size and composition of our cditkded balance sheet at
other business developments that could affectioanéial position and net income. Accordingly, resarances can be giv
that actual results would not differ materially fnathe potential outcome simulated by these estgnate

Market risk is the exposure to loss resulting fromanges in various market metrics. The primarysriblat we are exposi
to are liquidity risk, real estate risk and int¢nmde risk.

LIQUIDITY RISK

Liquidity risk is the potential that we would bealrle to meet our obligations as they come due lsecatian inability tc
liquidate assets or obtain funding. We are sulifgechanges in the debt and collateralized mortgagekets. These markets
currently experiencing disruptions, which could @an adverse impact on our earnings and finaneraition.

Current conditions in the debt markets include ceduliquidity and increased risk adjusted premiuiifeese condition
have increased the cost and reduced the avaijabflifinancing sources. We need additional capitasustain portions of ol
lending programs. We are currently working to idfgnadditional sources of funds at reasonable cobtere can be n
assurance, however, that we will be successfutesd efforts, that such debt facilities will be Gukgte or that the cost of su
facilities will be on economically reasonable terms available at all. The market for trading in ABS also currenth
experiencing disruptions resulting from reducedester demand for these securities and increasestiovyield requirement
In light of current market conditions, we expecfitmnce our loan portfolio with our current capéad Revolver.

REAL ESTATE RISK

The value of our commercial mortgage loans and atility to sell such loans, if necessary, are in@ddyy marke
conditions that affect the properties that areatetal for our loans. Property values and operatiagme from the propertie
may be affected adversely by a number of factaduding, but not limited to:

« National, regional and local economic conditic

e Significant rises in gasoline prices within a shaetiod of time if there is a concurrent decreasieusiness and leist
travel;

e Local real estate conditions (including an oversypp commercial real estate

* Natural disasters, including hurricanes and eadkes, acts of war and/or terrorism and other eviatsmay caus
performance declines and/or losses to the ownet®parators of the real estate securing our Ic

«  Changes or continued weakness in the demand faedrservice hospitality propertie

e Construction quality, construction cost, age ansigie

«  Demographic factors

« Increases in operating expenses (such as enertp) tmsthe owners of the property; a

e Limitations in the availability and cost of leves

In the event property operating income decreasber@wer may have difficulty repaying our loandigh could result ir

losses to us. In addition, decreases in propeiityegareduce the value of the collateral and theri@tl proceeds available tc
borrower to repay our loans, which could also caiss® suffer losses.
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The following analysis of our provision for loanskes quantifies the negative impact to our netnecdrom increase
losses on our Retained Portfolio:

Years ended December

Provision for Loan Losse 2008 2007

(In thousands
As reported (1 $ 48¢ $ 128
Loan losses increase by 50 basis point: 1,38¢ 94¢
Loan losses increase by 100 basis point: 2,28 1,77¢

(1) Excludes reductions of loan loss

(2) Represents provision for loan losses based on asg®in losses as a percentage of our weightechgedoans receivak
for the periods indicatec

INTEREST RATE RISK

Interest rate risk is highly sensitive to many ¢eist including governmental monetary and tax pesicidomestic ai
international economic and political consideratians other factors.

Since our loans are predominantly variatdte, based on LIBOR and the prime rate, our opgyaesults will depend
large part on LIBOR and the prime rate. One ofgiimary determinates of our operating results edtference between t
income from our loans and our borrowing costs. Aesalt, most of our borrowings are based on LIB@Rhe prime rate. Tl
objective of this strategy is to minimize the impatinterest rate changes on our net interestmeo

VALUATION OF LOANS

Our loans are recorded at cost and adjusted blpaetorigination fees and discounts (which are geced as adjustmel
of yield over the life of the loan) and loan logserves. In order to determine the estimated fitevof our loans, we ust
present value technique for the anticipated futtmeh flows using certain assumptions including erecit discount rat
potential prepayment risks and loan losses. If vweewequired to sell our loans at a time when waldvaot otherwise do <
there can be no assurance that management’s esdiofdair values would be obtained and lossesdcbealincurred.

Our loans are approximately 78% variabd¢e at spreads over LIBOR or the prime rate. bmes or decreases in inte
rates will generally not have a material impacttwafair value of our variable-rate loans. We had®7 million of variableate
loans at December 31, 2008. The estimated fairevafiour variableate loans (approximately $134.2 million at DecentiiE
2008) is dependent upon several factors includimanges in interest rates and the market for the tfpoans that we ha
originated.

We had $39.3 million and $22.8 million of fixedte loans at December 31, 2008 and 2007, respictiVhe estimate
fair value of our fixed interest rate loans (appneately $39.6 million at December 31, 2008) is defent upon several fact
including changes in interest rates and the mddtahe types of loans that we have originatedc&ichanges in market inter
rates do not affect the interest rates on our fbetd loans, any changes in these rates do notdrau@mediate impact on ¢
interest income. Our interest rate risk on ourdixate loans is primarily related to loan prepaymemd maturities. During tl
first quarter of 2009, we began consolidating @2 Joint Venture which added approximately $11lilian of fixed-rate
loans.

The average maturity of our loan portfolio is I¢isan its average contractual terms because of pmegrats. The avera
life of mortgage loans tends to increase when thieeat mortgage rates are substantially higher thtas on existing mortga
loans and, conversely, decrease when the currenipage rates are substantially lower than ratesxisting mortgage loa
(due to refinancings of fixed-rate loans).

INTEREST RATE SENSITIVITY

At December 31, 2008 and 2007, we had $140.5 milamd $143.2 million of variablete loans, respectively, &
$49.8 million and $51.0 million of variable-ratebderespectively. On the difference between ourabderate loans outstandi
and our variableate debt ($90.7 million and $92.2 million at Ded®n31, 2008 and 2007, respectively) we have intert
risk. To the extent variable rates decrease oarést income net of interest expense would decrease
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The sensitivity of our variableate loans and debt to changes in interest ratesgiglarly monitored and analyzed
measuring the characteristics of our assets ahdities. We assess interest rate risk in termghefpotential effect on inter:
income net of interest expense in an effort to ensliat we are insulated from any significant adgesffects from changes
interest rates. As a result of our predominantlyiatderate portfolio, our earnings are susceptible tadpaieduced durir
periods of lower interest rates. Based on our a@mlyf the sensitivity of interest income and iatgrexpense at December
2008 and 2007, if the consolidated balance sherst teeremain constant and no actions were takexltéo the existing intere
rate sensitivity, each hypothetical 100 basis poéduction in interest rates would have reducedineme by approximate
$907,000 and $922,000, respectively, on an anragtb

DEBT

Our debt was comprised of SBA debentures, junitwordinated notes, the Revolver and redeemable rpeefestock c
subsidiary. At December 31, 2008 and 2007, apprateiy $12.0 million and $11.9 million of our conislaited debt had fixe
rates of interest and therefore was not affectedHanges in interest rates. Our variatate debt is based on LIBOR and
prime rate and thus subject to adverse changesaikRemhinterest rates. Assuming there were no ise®a&r decreases in
balance outstanding under our variatdée debt at December 31, 2008, each hypothet@lbhsis point increase in inte
rates would increase interest expense and therdémmease net income by approximately $498,000.

Our fixedrate debt at December 31, 2008 was primarily cosegdriof SBA debentures which currently have prepay
penalties up to 2% of the principal balance.

The following presents the principal amounts byryafaexpected maturity, weighted average interagts and estimat
fair values to evaluate the expected cash flowssamgitivity to interest rate changes of our oufditag debt at December .
2008 and 2007. Market risk disclosures relatedutoonitstanding debt as of December 31, 2008 wefellasys:

Estimatel
Years Ending December 2 Carrying Fair
2009 2010 2011 2012 2013 Thereafte Value Value (1)
(Dollars in thousands
Fixec-rate debt (2 $195€ $192¢ $ — $ — $ — $ 8168 $12,04 $ 12,09

Variable-rate debt

(LIBOR and prime

rate based) (= 22,70( — — — — 27,07( 49,77( 40,59
Totals $24,65¢ $192( $ — $ — $ — $ 3523 $61,81« $ 52,68

(1) The estimated fair value is based on a presentevadliculation based on prices of the same or simiilatruments afte
considering risk, current interest rates and reniagnmaturities.

(2) The weighted average interest rate of our f-rate debt at December 31, 2008 was 6.
(3) The weighted average interest rate of our vari-rate debt at December 31, 2008 was 5.!
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Market risk disclosures related to our outstandiabt as of December 31, 2007 were as follows:

Estimatel
Years Ending December 2 Carrying Fair
2008 2009 2010 2011 2012 Thereafte Value Value (1)
(Dollars in thousands

Fixec-rate debt (2 $ — $1901 $1867 $ — $ — $ 8,16t $11,93 $ 11,51¢
Variable-rate debt

(LIBOR based) (3 23,95( — — — — 27,07( 51,02( 47,40(
Totals $23,95( $1,901 $1,867 $ — $ — $ 35,23¢ $ 62,95 $ 58,91¢

(1) The estimated fair value is based on a presentevadliculation based on prices of the same or simiilatruments afte
considering risk, current interest rates and reni@imaturities.

(2) The weighted average interest rate of our f-rate debt at December 31, 2007 was 6.
(3) The weighted average interest rate of our vari-rate debt at December 31, 2007 was 7.

RETAINED INTERESTS

Our Retained Interests are valued based on vafémtisrs including estimates of appropriate discoat#s. Changes in t
discount rates used in estimating the fair valuthefRetained Interests will impact their carryirmjue. Any appreciation of @
Retained Interests is included on our consoliddtaldnce sheet in beneficiariesquity. Any depreciation of our Retair
Interests is either included in the consolidateteshents of income as a permanent impairment cousrbalance sheet
beneficiaries’ equity as an unrealized loss. Assgnall other factors {.e., prepayments, losses, etc.) remained unchanc
discount rates were 300 basis points and 500 pagits higher than rates estimated at Decembe2@18, the estimated fi
value of our Retained Interests at December 318 2@6uld have decreased by approximately $0.8 miland $1.4 millior
respectively.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by this Item 8 is herebgdrporated by reference to our Financial Statesneeginning on pas
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
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Under the supervision and with the participatioroof Chief Executive Officer and Chief Financialficér, manageme
has evaluated the effectiveness of our disclosonérals and procedures (as defined under ruleslb8a) and 15d:5(e) of thi
Securities Exchange Act of 1934, as amended (tkkeH&nge Act”))as of December 31, 2008. Based on that evaluatia
Chief Executive Officer and Chief Financial Officeoncluded that our disclosure controls and proaxiwere effective
ensuring that information required to be disclobgdhe Company in the reports that it files or sitbrto the SEC under t
Exchange Act is recorded, processed, summarizedeguited within the time periods specified by 8&C’s rules and forn
and include controls and procedures designed tarerise information required to be disclosed byGoenpany in such repo
is accumulated and communicated to managementidimg) our Chief Executive Officer and our Chief &icial Officer, a
appropriate, to allow timely decisions regardinguieed disclosure.
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

Management is responsible for establishing and taigiimg adequate internal control over financigdaging as defined
Rule 13a-15(f) under the Securities Exchange Ac&3#4. The Compang’internal control over financial reporting is dgsic
to provide reasonable assurance regarding thebiléfaof financial reporting and the preparatioh fmancial statements f
external purposes in accordance with generally medeaccounting principles. We reviewed the resaftsnanagemenrd’
assessment with the Audit Committee of the Boar@irabt Managers.

Management assessed the effectiveness of the Cegispaaternal control over financial reporting as oédember 3:
2008. In making this assessment, management useectitaria set forth by the Committee of Sponsoi@ganizations of tt
Treadway Commission (COSO) limternal Control-Integrated FrameworkBased on their assessment, management detel
that as of December 31, 2008, the Company’s intewrarol over financial reporting was effectivesed on those criteria.

The effectiveness of the Compasyhternal control over financial reporting as afd@mber 31, 2008 has been audite
PricewaterhouseCoopers LLP, an independent regisparblic accounting firm as stated in their repdrich appears herein.

LIMITATIONS ON THE EFFECTIVENESS OF CONTROLS

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect thar disclosur
controls or our internal controls will prevent aeliror and fraud. A control system, no matter howl wesigned and operatt
can provide only reasonable, not absolute, assertdrat the control systesiobjectives will be met. Further, the design
control system must reflect the fact that thereraseurce constraints, and the benefits of contmist be considered relative
their costs. Because of the inherent limitationglincontrol systems, no evaluation of controls paovide absolute assural
that all control issues and instances of fraudiny, have been detected. These inherent limitaiiociade the realities th
judgments in decision making can be faulty, and theakdowns can occur because of simple erroristaike. Controls can al
be circumvented by the individual acts of some @assby collusion of two or more people, or by mgamaent override of tl
controls. The design of any system of controlsasedl in part upon certain assumptions about tledilidod of future event
and there can be no assurance that any desigaugikeed in achieving its stated goals under afimi@l future conditions. Ov
time, controls may become inadequate because afgelsain conditions or deterioration in the degréeampliance witl
associated policies or procedures. Because ofrtfrerént limitations in a cost effective control teys, misstatements due
error or fraud may occur and not be detected.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTIN G

There have been no changes in our internal comvel financial reporting that occurred during theader ende
December 31, 2008 that have materially affecte@remreasonably likely to materially affect, outeimal control over financi
reporting.

Item 9B. OTHER INFORMATION

None.
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PART 1lI
Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by this Item 10 with redj&o directors and executive officers of the Conypaompliance wit
Section 16(a) of the Exchange Act, the audit cortemitof the Board and the audit committee finanedgbert is heret
incorporated by reference to our definitive proxgtement to be filed with the SEC within 120 dafterathe year covered
this Form 10-K with respect to the Annual Meetiddsbareholders.

Code of Ethics

We have adopted a Code of Business Conduct andsHiti trust managers, officers and employees wisi@vailable o
our website at www.pmctrust.com. Shareholders regyest a free copy of the Code of Business CorautEthics from:

PMC Commercial Trust
Attention: Investor Relations
17950 Preston Road, Suite 600
Dallas, Texas 75252

(972) 349-3235
www.pmctrust.com

We have also adopted a Code of Ethical ConducSéarior Financial Officers setting forth a code tifies applicable 1
our principal executive officer, principal finantiafficer and principal accounting officer, whick available on our website
www.pmctrust.com. Shareholders may request a fopg of the Code of Ethical Conduct for Senior FiciahOfficers from th
address and phone number set forth above.

Corporate Governance Guidelines

We have adopted Corporate Governance Guidelineshwhre available on our website at www.pmctrust.com
Shareholders may request a free copy of the Cam@avernance Guidelines from the address and phonwer set fort
above under “-Code of Ethics.”

Item 11. EXECUTIVE COMPENSATION
The information required by this Item 11 regardengecutive compensation and the compensation copenitt the Boai

is hereby incorporated by reference to our defiaifproxy statement to be filed with the SEC with?0 days after the ye
covered by this Form 10-K with respect to the Ariridaeting of Shareholders.
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Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATTERS

The following table provides information at DecemBg&, 2008 with respect to our common shares, eitiptions o
restricted shares, that may be issued under existjnity compensation plans, all of which have keggoroved by shareholders.

@) (b) (©)
Number of commol
shares remaining availal

Number of commoil for future issuances und

shares to be issued uj Weighted averag equity compensation pla

Plan exercise of outstandir exercise price ¢ (excluding shares reflect
Category options outstanding option in column (a))

Equity incentive plan 74,65 $ 12.4¢ 375,60(

On September 26, 2008, our Board authorized a stegmerchase program for up to $10 million for therghase ¢
outstanding common shares, expiring September @6).2The program was announced on October 15, ZD#8.commo
shares may be purchased from time to time in thenaparket or pursuant to negotiated transactiors.pfchased 85,1
common shares during 2008 in the open market asided below.

Issuer Purchases of Equity Securities

(@) (b) (© (d)

Total number o Maximum number (0
Total numbel Average shares (or unite  approximate dollar value

of shares (o price paid purchased as part  of shares (or units) th

units) per share publicly announce  may yet be purchase
Period purchaset (or unit) plans or program under the plans or progra
October 200¢ — — —$ 10,000,00
November 200t 39,11+ $ 7.21 39,11 $ 9,717,86!
December 200 46,03. $ 6.77 85,14f $ 9,406,30

Additional information regarding security ownersluipcertain beneficial owners and management aladiek sharehold
matters is hereby incorporated by reference todefinitive proxy statement to be filed with the SE@hin 120 days after tl
year covered by this Form -K with respect to the Annual Meeting of Sharehadde

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, DIRECTOR INDEPENDENCE

The information required by this Item 13 regardasgtainrelationships and related transactions and dirénttependenc
is hereby incorporated by reference to our defiaifproxy statement to be filed with the SEC withi?0 days after the ye
covered by this Form 10-K with respect to the Ariridaeting of Shareholders.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required by this Item 14 regardipgncipal accountant fees and services is herebgrporated b

reference to our definitive proxy statement to iedfwith the SEC within 120 days after the yeavered by this Form 18-
with respect to the Annual Meeting of Shareholders.
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PART IV
Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Documents filed as part of this report

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

(2) Financial Statement Schedules —
Schedule || — Valuation and Qualifying Aceds
Schedule N Mortgage Loans on Real Est:

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

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, tlegiRrant has duly caus
this report to be signed on our behalf by the usidaed, hereunto duly authorized.

PMC Commercial Trus

By: /s/ Lance B. Rosemore
Lance B. RosemorPresident

Dated March 16, 2009

Pursuant to the requirements of the Securiie@shange Act of 1934, this report has been sidreddw by the followin
persons in the capacities and on the dates indicate

Name Title Date
/s/ LANCE B. ROSEMORE Chairman of the Board of Trust Manag March 16, 2009
Lance B. Rosemore President, Chief Executive Officer,

Secretary and Trust Manager (principal
executive officer’

/sl BARRY N. BERLIN Chief Financial Officer and Executive March 16, 2009
Barry N. Berlin Vice President (principal financial and
accounting officer

/sl NATHAN COHEN Trust Manager March 16, 2009
Nathan Cohe

/s DR. MARTHA GREENBERG Trust Manager March 16, 2009
Dr. Martha Greenber

/s BARRY A. IMBER Trust Manager March 16, 2009
Barry A. Imber

/s/ IRVING MUNN Trust Manager March 16, 2009
Irving Munn
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Report of Independent Registered Public Accountifigm

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

In our opinion, the accompanying consolidated bagasheets and the related consolidated statenteinsome, comprehensiy
income, beneficiaries2quity, and cash flows present fairly, in all matkrespects, the financial position of PMC Comredr
Trust (the “Company”and its subsidiaries at December 31, 2008 and 284 the results of their operations and their
flows for each of the three years in the periodeeh®ecember 31, 2008 in conformity with accountminciples generall
accepted in the United States of America. In addjtin our opinion, the financial statement scheduisted in the inde
appearing under Item 15(a)(2) present fairly, im@terial respects, the information set forth éirerwhen read in conjunctic
with the related consolidated financial statemedtiso in our opinion, the Company maintained, ih rabkterial respect:
effective internal control over financial reportiag of December 31, 2008, based on criteria eskedliininternal Control —
Integrated Frameworlissued by the Committee of Sponsoring Organizatiohshe Treadway Commission (COSO). 1
Companys management is responsible for these financitdrsents and financial statement schedules, fortaiaing effective
internal control over financial reporting and fés assessment of the effectiveness of internalr@oaver financial reporting
included in “Management’s Report on Internal Cohtreer Financial Reporting,appearing under Item 9A. Our responsibi
is to express opinions on these financial statesp@mt the financial statement schedules, and oftimepanys internal contra
over financial reporting based on our integrateditasuWe conducted our audits in accordance withstiandards of the Pub
Company Accounting Oversight Board (United Stat@$lose standards require that we plan and perfosraudits to obtai
reasonable assurance about whether the finanei@nsénts are free of material misstatement andheghedffective interne
control over financial reporting was maintained @b material respects. Our audits of the finangtdtements include
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statesp@ssessing the account
principles used and significant estimates made Agagement, and evaluating the overall financidaéstant presentation. O
audit of internal control over financial reportingeluded obtaining an understanding of internaltadrover financial reporting
assessing the risk that a material weakness eziststesting and evaluating the design and operatifectiveness of intern
control based on the assessed risk. Our auditdrathaled performing such other procedures as wsidered necessary in t
circumstances. We believe that our audits provitEagonable basis for our opinions.

A companys internal control over financial reporting is eaopess designed to provide reasonable assuranceliregahe
reliability of financial reporting and the prepaoat of financial statements for external purposesdécordance with genera
accepted accounting principles. A companiyternal control over financial reporting inclgsdose policies and procedures 1
(i) pertain to the maintenance of records thatemsonable detail, accurately and fairly refleet ttansactions and dispositic
of the assets of the company; (ii) provide reastnabsurance that transactions are recorded assaggdo permit preparatic
of financial statements in accordance with gengraticepted accounting principles, and that receipts expenditures of tt
company are being made only in accordance withoaiztitions of management and directors of the cawpand (iii) provide
reasonable assurance regarding prevention or tidetlction of unauthorized acquisition, use, opatdtion of the compang’
assets that could have a material effect on ttaniiial statements.
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Because of its inherent limitations, internal cohtover financial reporting may not prevent or a@etemisstatements. Als
projections of any evaluation of effectiveness titufe periods are subject to the risk that contmésy become inadequ
because of changes in conditions, or that the degfreompliance with the policies or procedures metgeriorate.

/sl PricewaterhouseCoopers LLP

Dallas, Texas
March 16, 2009
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

December 31,

2008 2007
ASSETS
Loans receivable, ni $ 179,80° $ 165,96¢
Retained interests in transferred as 33,24¢ 48,61¢
Cash and cash equivalel 10,60¢ 11,48t
Other asset 3,86: 5,35(
Total assets $ 227,52 $ 231,42
LIABILITIES AND BENEFICIARIES' EQUITY
Liabilities:
Junior subordinated not $ 27,07( $ 27,07(
Credit facilities 22,70( 23,95(
Debentures payab 8,16¢ 8,16t
Dividends payabli 3,967 3,29z
Redeemable preferred stock of subsid 3,87¢ 3,76¢
Accounts payable and accrued expet 2,88¢ 1,93:
Borrower advance 2,81¢ 3,06¢
Deferred gains on property sa 1,40¢ 2,192
Other liabilities 27C 72¢
Total liabilities 73,16: 74,16¢
Commitments and contingenc
Cumulative preferred stock of subsidi: 90C 90C
Beneficiaries’ equity:
Common shares of beneficial interest; authorize®}d@,000 shares of $0.01 par
value; 11,066,283 and 11,051,383 shares issuedariiber 31, 2008 and 2007,
respectively, 10,694,788 and 10,765,033 sharesandlisig at December 31, 2008
and 2007, respective 111 111
Additional paic-in capital 152,46( 152,33:
Net unrealized appreciation of retained interastsansferred asse 62C 1,94t
Cumulative net incom 160,92! 151,11¢
Cumulative dividend (156,829 (145,92)
157,28’ 159,58!
Less: Treasury stock; at cost, 371,495 and 286;880es at December 31, 2008 and
2007, respectivel (3,825 (3,23))
Total beneficiaries’ equity 153,46 156,35¢
Total liabilities and beneficiaries’ equity $ 227,52 $ 231,42(

The accompanying notes are an integral part of teensolidated 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,

2008 2007 2006
Revenues:
Interest incomi $ 14,54( $ 16,46: $ 15,46(
Income from retained interests in transferred a¢ 6,36¢ 8,44: 9,39(
Hotel property revenue — — 45C
Other income 2,217 2,38 3,67:
Total revenue 23,115 27,29¢ 28,97:
Expenses:
Salaries and related benet 4,70¢ 5,05¢ 4,73¢
Interest 3,90¢ 5,40:% 5,217
General and administrati\ 2,30¢ 2,715 2,69
Severance and related bene 1,80¢ — —
Permanent impairments on retained interests irsteared asse! 521 1,111 1,167
Provision for loan losses, n 43¢ 99 10z
Hotel property expenst — — 42C
Provision for loss on rent and related receiva — 23¢ 92F
Total expense 13,68¢ 14,627 15,26¢
Gain on early extinguishment of d¢ — — 563
Income before income tax provision, minority interet, and
discontinued operations 9,431 12,66¢ 14,271
Income tax provisiol (319 (484) (649)
Minority interest (preferred stock dividend of sidiary) (90) (90 (90)
Income from continuing operations 9,027 12,09/ 13,53
Discontinued operations:
Gains on sales of real est 784 1,73¢ 2,064
Impairment losse — (239) (949
Net earnings (losse — (461) 182
784 1,041 2,152
Net income $ 9,80¢ $ 13,13t $ 15,68
Weighted average shares outstanding:
Basic 10,767 10,76( 10,74¢
Diluted 10,767 10,76¢ 10,75!
Basic and diluted earnings per shar
Income from continuing operatiol $ 0.84 $ 1.12 $ 1.2¢
Discontinued operatior 0.07 0.1C 0.2C
Net income $ 0.91 $ 1.22 $ 1.4¢€

The accompanying notes are an integral part of teesnsolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Years Ended December 31,

2008 2007 2006
Net income $ 9,80¢ $ 13,13¢ $ 15,68¢
Change in net unrealized appreciation of retainéstésts in transferred
assets
Net unrealized depreciation arising during pe! (1,172 (872) (64¢)
Realized gains included in net incol (153 (439) (615)
(1,325 (1,31)) (1,269)
Comprehensive income $ 8,481 $ 11,82« $ 14,42

The accompanying notes are an integral part of teensolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF BENEFICIARIES’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 20®
(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
Balances, January 1, 2006 10,766,02 $ 11C $ 152,04 $ 451¢ $ 122,30 $ (119,03) $ (2,92¢) $ 157,01
Net unrealized depreciatic — — — (1,267) — — — (1,267)
Shares repurchast (24,100 — — — — — (303) (309)
Treasury shares, n (32,679 — — — — — (464) (464)
Shares issued through exerc
of stock options 35,50( — — — — — 464 464
Share-based compensation
expense 9,06( — 131 — — — — 131
Dividends ($1.30 per shar — — — — — (13,979 — (13,97%)
Net income — — — — 15,68 — — 15,68¢
Balances, December 31, 20( 10,753,80 11C 152,17¢ 3,25¢ 137,98:¢ (133,00¢) (3,23)) 157,29:
Net unrealized depreciatic — — — (1,31)) — — — (1,31))
Share-based compensation
expense 11,23( 1 158 — — — — 154
Dividends ($1.20 per shar — — — — — (12,91%) — (12,91%)
Net income — — — — 13,13t — — 13,13t
Balances, December 31, 20( 10,765,03 111 152,33: 1,94¢ 151,11¢ (145,92} (3,23)) 156,35:-
Net unrealized depreciatic — — — (1,32%) — — — (1,329
Share-based compensation
expense 14,90( — 12¢ — — — — 12¢
Treasury shares, n (85,14%) — — — — — (594) (594)
Dividends ($1.015 per shar — — — — — (10,909 — (10,909
Net income — — — — 9,80¢ — — 9,80¢
Balances, December 31, 20( 10,694,78 $ 111 $ 15246( $ 62C $ 16092! $ (156,829 $ (3,82H $ 153,46:

The accompanying notes are an integral part of teensolidated financial statements.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31,

2008 2007 2006
Cash flows from operating activities:
Net income $ 9,80¢ $ 13,13t $  15,68¢
Adjustments to reconcile net income to net caskigeal by operating
activities:
Depreciatior 27 80 231
Permanent impairments on retained interests irsteared asset 521 1,111 1,167
Gains on sales of real est: (784) (1,735 (2,069
Gain on early extinguishment of de — — (569
Deferred income taxe 47 18 14¢€
Provision for loan losses, n 43¢ 99 10z
Provision for loss on rent and related receivables impairment
losses — 472 1,01¢
Premium income adjustme (20 47 11€
Amortization and accretion, n (335 (18€) (270
Sharebased compensatic 12¢ 15¢ 131
Capitalized loan origination cos (207) (184 (2393
Loans funded, held for sa (8,399 (2,027) (5,97¢)
Proceeds from sale of guaranteed Ic 4,05¢ 1,971 6,37:
Loan fees collected (remitted), r (8) 29C 94
Change in operating assets and liabilit
Borrower advance (247) (2,037%) (7249)
Due to affiliates, ne (77) (64€) (179
Accounts payable and accrued expel 92¢ 47z2) (740
Other liabilities (202) 17¢€ (239)
Rent and related receivables, — 32¢ 3
Other asset 282 13t (252)
Net cash provided by operating activities 5,96¢ 11,73 13,83:
Cash flows from investing activities:
Loans fundec (26,190 (31,739 (45,710
Principal collected on loans receiva 37,96% 40,64 49,58:
Proceeds from sales of hotel properties, — 1,06( 3,127
Principal collected on retained interests in trarmsfd asse! 532 4,957 5,21¢
Investment in retained interests in transferre@ts (2,820 (259) (139
Principal collected on mortga-backed security of affiliat 104 161 227
Purchase of furniture, fixtures, and equipmr — (50) (1093
Distribution from unconsolidated subsidiz — — 452
Proceeds received from sales of assets acquileglidation, net — 1,11€ 1,18C
Release of (investment in) restricted investmeres 2,842 (247) 2,537
Net cash provided by investing activities 12,43¢ 15,66( 16,37
Cash flows from financing activities:
Purchase of treasury sha (599 — (309
Proceeds from revolving credit facility, r 22,70( — —
Proceeds from (repayment of) conduit facility, (23,950) (3,019 2,765
Payment of principal on mortgage and structureésiahd debentures
payable (7,205 (2,642 (19,999
Payment of dividend (10,239 (13,987 (12,907
Net cash used in financing activitie: (19,287) (19,647) (30,439
Net increase (decrease) in cash and cash equivakent (879 7,74¢€ (22¢)

Cash and cash equivalents, beginning of year 11,48¢ 3,73¢ 3,967




Cash and cash equivalents, end of year $ 10,60¢ $ 11,48¢ $ 3,73¢

The accompanying notes are an integral part of teesnsolidated 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 togetheith its wholly-owned subsidiaries, “we,” “us” orolr”) was
organized in 1993 as a Texas real estate investinestt (“REIT”). Our common shares of beneficiateirest (‘Commor
Shares”) are traded on the NYSE Alternext US (syimiB&C"). We primarily obtain income from the yield and othelate«
fee income earned on our investments from our hendictivities. To date, these investments havecipélly been in th
hospitality industry.

Basis of Presentatiol

The accompanying consolidated financial statembate been prepared by management in accordanceUathgenerall
accepted accounting principles, or GAAP. Certaiiorpperiod amounts have been reclassified to comfaith the currer
period presentation. These reclassifications haefffeat on previously reported net income or tbeheficiaries’ equity.

Principles of Consolidatior

We consolidate entities that we control as welNasable interest entities (“VIEsTpr which we are the primary beneficiary.
the extent we do not have a majority voting intere® use the equity method to account for investmér which we have tl
ability to exercise significant influence over ogimg and financial policies. Consolidated net meoincludes our share of -
net earnings of any VIE for which we are not thigngiry beneficiary. All material intercompany balasand transactions h:
been eliminated.

In addition, we own subordinate financial intereistsseveral non-consolidated qualifying specialpmse entities (“QSPE}P”
(i.e., retained interests in transferred assets (“Retainedests”)).We account for our Retained Interests in accordaviti
Statement of Financial Accounting Standards (“SPASO. 140, ‘Accounting for Transfers and Servicing of Finandalkset
and Extinguishment of Liabilities” (“SFAS No. 140™While we are the servicer of the assets held bgetH@SPEs, we ¢
required under the transaction documents to conwily strict servicing standards and are subjet¢héoapproval of the truste
and/or noteholders regarding any significant issaesociated with the assets. As a result, we ke have relinquish
control of the assets sold to our QSPEs. Accorglintle assets, liabilities, partnerspital and results of operations of
QSPEs are not included in our consolidated findrstéements.

Each of our QSPEs contains a “clean-up oaliich gives PMC Commercial the option to repaydhéstanding structured no
of the QSPE. PMC Joint Venture, L.P. 2002 (the ‘200int Venture”)reached this option during January 2009 becom
non-qualifying SPE; however, based on our current ddgyineeds, the option was not exercised. The didygiwas determine
to be a variable interest entity. Since we expecalisorb the majority of the entigyfuture expected losses and receive
entity’s expected residual returns, PMC Commercial isidensd to be the primary beneficiary. As a reghk, subsidiary wi
be consolidated in PMC Commercial Trust's finanstatements beginning in the first quarter of 2009.

Use of Estimates in the Preparation of Financial&@éments

The preparation of financial statements in confoymiith GAAP requires us to make estimates and raptions that affe:
(1) the reported amounts of assets and liabildied disclosure of contingent assets and liabiliieshe date of the financ
statements and, (2) the reported amounts of regemn@ expenses during the reporting period. Acesllts could differ fror
our estimates. Our most sensitive estimates inviéthee valuation of our Retained Interests and detetion of loan los
reserves.

Loans Receivable, n¢

We primarily originate loans to small businesseateralized by first liens on the real estate lnd related business. Lo
receivable are carried at their unamortized prialch@lance less net loan origination fees, dis®ant loan loss reserves.
loans originated under the Small Business Admiaiigin’s (“SBA”) 7(a) Guaranteed Loan Program (“SBa) Programy,
upon sale of the SBA guaranteed portion of thedp#tme unguaranteed portion of the loan retainedshig valued on a relati
fair value basis and a discount (the “Retained LD&tount”)is recorded as a reduction in basis of the retapution of th
loan.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

We evaluate our loans for possible impairment cquarterly basis. Our impairment analysis includeserves under SF;
No. 5,“Accounting for Contingencies” (“SFAS No. 5”) and-AS No. 114, Accounting by Creditors for Impairment of a L«
— an Amendment of FASB Statement No. 5 and 15" (“SH0. 114").The general reserve is established in accordanit
SFAS No. 5 when available information indicates thas probable a loss has occurred in the padfahd the amount of t
loss can be reasonably estimated. Significant juedns required in determining the general resenauding estimates of tl
likelihood of default and the estimated fair vabi¢he collateral.

Specific reserves are established in accordande SHAS No. 114. The determination of whether sigaift doubt exists al
whether a specific loan loss reserve is necesgayines judgment and consideration of the factsamiimstances existing
the evaluation date. Our evaluation of the possstablishment of a specific reserve is based mviaw of our historical lo:
experience, adverse circumstances that may affecthility of the borrower to repay interest ang/oncipal and, to the exte
the payment of the loan appears impaired, the agtiahfair value of the collateral.

Retained Interest:

Retained Interests represent the subordinate 8iténeQSPEs created in conjunction with structulegh sale transactiol
Retained Interests are carried at estimated fdireyavith realized gains and permanent impairmardisided in net income a
unrealized gains and losses recorded in benefsiagquity. The estimated fair value of our Retaineterests is based

estimates of the present value of future cash flmesexpect to receive. Estimated future cash flavesbased in part upon
estimate of prepayment speeds and loan lossesayPnept speeds and loan losses are estimated bast#t @wurrent ar
anticipated interest rate and competitive enviromsiethe performance of the loan pool and our hisibexperience with the
and similar loans receivable. The discount rated the utilize are determined for each of the congmds of the Retain
Interests as estimates of market rates based eregttrate levels, including risk premiums, congidethe risks inherent in t
transaction. There can be no assurance of theamcaf these estimates.

Cash and Cash Equivalents

We generally consider all highly liquid investmemtisrchased with an original maturity of three maentr less to be ca
equivalents. Generally, we maintain cash, cashvetpits and restricted investments in accountxdess of federally insur
limits with various financial institutions. We relguly monitor the financial institutions and do nmtlieve a significant cre:
risk is associated with the deposits in excesgdéfally insured amounts.

Deferred Borrowing Cost

Costs incurred in connection with the issuanceetit dire being amortized to expense over the lithefelated obligation usi
a method that approximates the effective interesthod. Deferred borrowing costs are included ineothssets on t
consolidated balance sheets.

Borrower Advance:

In general, as part of the monitoring process tdafywehat the borrowerstash equity is utilized for its intended purpose
receive deposits from our borrowers and releasdsfuipon presentation of appropriate documentaiands held on behalf
borrowers are included as a liability on the coialstéd balance sheets.

Deferred Gains on Property Sale

We evaluate our property sales individually to deiae if they qualify for full accrual gain treatmie If the down payme
received is not sufficient to qualify for full gatreatment, we record initial installment gains aeder the remaining gains. 1
remaining gains are recorded to income as prinégpedceived on the related loans until the reguamount of cash proces
are obtained from the purchasers to qualify fordatrual gain treatment.

Net Unrealized Appreciation of Retained Intere:

Net unrealized appreciation of Retained Interesfgasents the difference between the cost and a&stinfair value of ol
Retained Interests.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Revenue Recognition Policie
Interest Income

Interest income includes interest earned on loadsoar shorterm investments and the amortization of net lodgiration fee
and discounts. Interest income on loans is accasedarned with the accrual of interest generalypsnded when the rela
loan becomes a non-accrual loan. A loan receivialdenerally classified as non-accrual (a “Non-Aetioan”)if (1) it is pas
due as to payment of principal or interest for eqaeof more than 60 days, (2) any portion of thar is classified as doubtful
is charged-off or (3) if the repayment in full dfet principal and/or interest is in doubt. Generdthans are chargeoff wher
management determines that we will be unable tlectodny remaining amounts due under the loan aggeg either throug
liquidation of collateral or other means. Interiestome on a Nomccrual Loan is recognized on either the cash basike cos
recovery basis.

Origination fees and direct loan origination casts deferred and accreted to income as an adjusthgreld over the life ¢
the related loan receivable using a method whigh@apmates the effective interest method.

For loans recorded with a Retained Loan Discoumgsé discounts are recognized as an adjustmergldfover the life of th
related loan receivable using a method which apprates the effective interest method.

Income from Retained Interests

The income from our Retained Interests represé@etatcretion (recognized using the effective irsteneethod) on our Retain
Interests which is determined based on estimatéstufe cash flows and includes any fees colleéteal, late fees, prepayme
fees, etc.) by the QSPEs in excess of anticipatesl. WWe update our cash flow assumptions on agylyaasis and any chany
to cash flow assumptions impact the yield on ouaRed Interests.

Other Income

Other income consists primarily of servicing inconpgemium income, prepayment fees and other lodateck income
Servicing income represents the fees we receiveduiicing loans of QSPEs and the sold portionufSBA 7(a) loans and
recognized in income when earned. Prepayment feeseaognized in income when loans are prepaick fests and other lo
related fees are recognized in income when chalgeassuming collectibility is reasonably assur®demium incom
represents the difference between the relativeVviaie attributable to the sale of the guarantemtign of a loan originate
under the SBA 7(a) Program and the principal bagicost) of the loan. The sale price includes thkeer attributable to al
excess servicing spread retained by us plus ariyreasived.

Income Taxes

We have elected to be taxed as a REIT under thasmas of the Internal Revenue Code of 1986, asratad (the “Code”)To
the extent we qualify for taxation as a REIT, waally will not be subject to a Federal corpoliamme tax on our taxat
income that is distributed to our shareholders. &, however, be subject to certain Federal exeises and state and lo
taxes on our income and property. If PMC Commeffeidd to qualify as a REIT in any taxable yeamill be subject to Fedel
income taxes at regular corporate rates (includimg applicable alternative minimum tax) and wilt e able to qualify as
REIT for four subsequent taxable years. In ordereimain qualified as a REIT under the Code, we nsasisfy variou
requirements in each taxable year, including, amaothgrs, limitations on share ownership, assetrdifieation, sources
income, and the distribution of at least 90% of @able income within the specified time in aceorck with the Code.

PMC Commercial has wholly-owned taxable REIT suidsids (“TRS’s”) which are subject to Federal income taxes.
income generated from the taxable REIT subsidiaisetaxed at normal corporate rates. We accountifoome taxes
accordance with SFAS No. 109, “Accounting for In@iraxes"which uses the asset and liability method. Defetexdasse
and liabilities are recognized for the future taxsequences attributable to differences betweefirthecial statement carryi
amounts of existing assets and liabilities andrttesipective tax bases.

We have established a policy on classification efigities and interest related to audits of our Fédend state income t
returns. If incurred, our policy for recording irtst and penalties associated with audits will deecord such items as
component of income before income tax provisiomarity interest and discontinued operations. Pawlif incurred, will b
recorded in general and administrative expenseimtedest paid or received will be recorded in iarexpense or inter
income, respectively, in the consolidated statemehincome.

Earnings per Share

Earnings per share is computed by dividing netrimedy the weightedverage number of shares outstanding. Diluted iegs
per share includes the dilutive effect, if anysbér-based compensation awar



Distributions to Shareholder:

Distributions to shareholders are recorded on xhdivdend date.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Share-Based Compensation Plans

We have options outstanding under sHaased compensation plans described more fully ite NGé. We use the fair val
recognition provisions of SFAS No. 123R, “Accougtifor Stock-Based Compensatiorng account for all awards grant
modified or settled.

Recently Issued Accounting Pronouncemel

The FASB issued SFAS No. 160 (“SFAS No. 160"Nohcontrolling Interests in Consolidated Financ&thtements, ¢
amendment of ARB No. 51th December 2007. SFAS No. 160 establishes aceayiatnd reporting standards for owner.
interests in subsidiaries held by parties othen tha parent, the amount of consolidated net incatimibutable to the parent ¢
to the noncontrolling interest, changes in a pasentvnership interest and the valuation of retainedcontrolling equit
investments when a subsidiary is deconsolidatedS3IRo. 160 is effective for fiscal years beginnadter December 15, 20(
Early adoption is not permitted. SFAS 160 requpasspective application, with disclosure and préest@m requirements to
applied retrospectively. Upon adoption of SFAS 1&@, will be required to report our noncontrollingérests as a sepal
component of shareholderstjuity. We will also be required to present nebime allocable to the noncontrolling interests
net income attributable to our shareholders seplgram our consolidated statements of income. QGilye noncontrollin
interests (cumulative preferred stock of subsigiang reported between liabilities and shareholdsgsity in the consolidat:
balance sheets and the related expense attributatiie noncontrolling interests (minority intepestreflected as a reduction
net income on the consolidated statements of income

The FASB issued SFAS No. 141(R) (“SFAS No. 141(RYBusiness Combinationsh December 2007. SFAS No. 141
defines the acquirer of a business combinatiorhasehtity that obtains control of one or more besses and establishes
acquisition date as the date that the acquireresekicontrol. SFAS No. 141(R) requires an acquoerecognize the ass
acquired, liabilities assumed and any noncontmliimterest in the acquirer at the acquisition dateasured at their fair valt
as of that date. SFAS No. 141(R) applies prospelgtito business combinations for which the acqoisitiate is on or after t
beginning of the first annual reporting period lgng on or after December 15, 2008. Early adopsamot permitted. We a
currently evaluating the impact of SFAS No. 141¢R)our consolidated financial statements.

In December 2008, the FASB issued FASB Staff Rusifi40-4 (“FAS 140-4"), Accounting for Transfers and Servicing
Financial Assets and Extinguishments of Liabilitiesd FASB Interpretation No. 46 (“FIN 46(R)-8"),Cbnsolidation ¢
Variable Entities”. FAS 140-4 requires addition&dalosures about transfers of financial assets.48{R)-8 requires addition
disclosures about involvement with variable ergiti&/e adopted FAS 140-4 and FIN 46@Rjer our consolidated financ
statements ended December 31, 2008. The adopti®tASf 140-4 and FIN 46(R3-did not have a material impact on
consolidated financial statements.

In January 2009, the FASB issued FASB Staff Pasitio Emerging Issues Task Force (“EITF”) Issue 98320, ‘Amendment
to the Impairment Guidance of EITF Issue No. 99-¢&SP EITF 99-20-1"). FSP EITF 99-2Daligns the impairment guidar
in EITF Issue No. 99-20 with that in SFAS No. 11Accounting for Certain Investments in Debt and Egwbecurities.”It
changes how companies determine whether an othe#gmporary impairment exists for certain benefidisterests b
allowing management to exercise more judgment. \d@pted FSP EITF 99-20-for our consolidated financial statem
ended December 31, 2008. The adoption of FSP EBFE0AL did not have a material impact on our consolidditeancia
statements.

Note 2. Variable Interest Entities:

A VIE is an entity for which control is achieveddligh means other than voting rights. An entitydticonsolidate a VIE
that entity will absorb a majority of the VIE's eaqted losses, receive a majority of the VIE’'s expacesidual returns, or both.

During 2005, PMC Commercial issued notes payaliie {funior Subordinated Notestf approximately $27.1 million di
March 30, 2035 to a special purpose subsidiary éédeto be a VIE. The Junior Subordinated Notes,uthadl in ou
consolidated balance sheets, are subordinated © @dnmercials existing debt. Since PMC Commercial is not coergd tc
be the primary beneficiary, the VIE is not consatetl in PMC Commercia'financial statements and the equity method id
to account for our investment in the VIE.
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

During 2006, we leased a hotel property owned Bgmarate subsidiary which was previously consdaitiathe hotel propet
is the primary asset of the subsidiary. The ledsasethe option, and is expected to exercise thismp@o purchase the prope
for $1,825,000 at termination of the lease in Jan@@11 or earlier if certain events occur. Oursidiary received a substan
non-refundable ufront payment of $452,000. Based on this leaseesgeat including the fixed price purchase optiore
subsidiary was determined to be a variable inteesdity. Since PMC Commercial is not consideredb® the primar
beneficiary, the VIE is not consolidated in PMC Goercial’s financial statements and the equity method id ts@ccount fc
our investment in the VIE.

Note 3. Loans Receivable, net:

Loans receivable, net, consisted of the following:

At December 31
2008 2007
(In thousands

Commercial mortgage loans ( $ 138,85¢ $ 78,25¢

SBIC commercial mortgage loans 27,31 30,72

SBA 7(a) Program loar 14,43¢ 10,48(

Conduit facility loans (3 — 46,96!

Total loans receivabl 180,60! 166,42:
Less:

Deferred commitment fees, r (31¢) (412

Loan loss reserve (480) (42

Loans receivable, ni $ 179,80° $ 165,96

(1) At December 31, 2008, includes loans which wereiposly included in otbalance sheet special purpose entities
PMC Capital, L.P. 19991999 Partnership”) and PMC Joint Venture 2001 (“@@ Joint Venture”))which are no\
consolidated

(2) Originated by our Small Business Investment Comi* SBIC") subsidiaries

(3) Certain loans served as collateral for our condiatility. The conduit facility matured on May 2,08 The remainin
loans are now included in commercial mortgage loi

The activity in our loan loss reserves was as ¥alo

Years Ended December ¢
2008 2007 2006
(In thousands

Balance, beginning of ye $ 42 $ 63 $ 427
Provision for loan losse 48¢ 12: 174
Reduction of loan loss¢ (36) (24) (72)
Principal balances writt-off (14) (120 (467)
Balance, end of ye: $ 48C $ 42 $ 63
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Impaired loans are defined by generally acceptedwatting principles as loans for which it is proleathat the lender will k

unable to collect all amounts due based on the@maligontractual terms of the loan. Information loans considered to
impaired loans was as follows:

At December 31

2008 2007
(In thousands
Impaired loans requiring reserv $ 2,501 $ 22
Impaired loans expected to be fully recover 2,38 —
Total impaired loan $ 4,88¢ $ 22

Years Ended December ¢

2008 2007 2006
(In thousands
Average impaired loar $ 2,40¢ $ 1,022 $ 1,23¢
Interest income on impaired loa $ 162 $ — $ 72

Our recorded investment in Ndkecrual Loans at December 31, 2008 and 2007 wasoajppately $4,945,000 and $22,0
respectively. We did not have any loans receivablt due 90 days or more which were accruing isteteDecember 31, 20
or 2007.

Note 4. Retained Interests:

We own subordinated financial interests in QSPBEsDAcember 31, 2008, these are PMC Capital, L.P819 (the 199¢
Partnership”), PMC Joint Venture, L.P. 2000 (th®0Q Joint Venture”), PMC Joint Venture, L.P. 200Ztie “2002 Joir
Venture”) and PMC Joint Venture, L.P. 2003 (the02Qoint Venture,and together with the 2000 Joint Venture and tHa2
Joint Venture, the “Joint Ventures”) created inmection with structured loan sale transactions.

In our structured loan sale transactions, we douteid loans receivable to a QSPE in exchange &t aad beneficial intere:
in that entity. The QSPE issued notes payable “@teictured Notes”) to unaffiliated parties (“Sttured Noteholders”)The
QSPE then distributed a portion of the proceedsfiloe Structured Notes to us. The Structured Natescollateralized sole
by the assets of the QSPE which means that shbeldinancial assets in the QSPE be insufficienttfar trustee to ma
payments on the Structured Notes, the Structuretthdtders have no recourse against us. Upon thepletion of ou
structured loan sale transactions, we recordedrémsfer of loans receivable as a sale in accosdarith SFAS No. 140. As
result, the loans receivable contributed to the B)SRe Structured Notes issued by the QSPE, andgheating results of tl
QSPE are not included in our consolidated finanstatements. The difference between (1) the cayrymue of the loat
receivable sold and (2) the sum of (a) the cashived and (b) the relative fair value of our Retalrinterests, constituted
gain or loss on sale. Retained Interests are daateestimated fair value, with realized gains @edmanent impairmer
recorded in net income and unrealized gains arsfosecorded in beneficiaries’ equity.

F-14




Table of Contents

PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Information pertaining to the QSPEs was as follows:

2000 2002 2003
1998 Joint Joint Joint
Partnershig Venture Venture Venture

(Dollars in thousands
At December 31, 2008

Principal outstanding on sold loa $ 8,20¢ $ 26,25 % 12,57C  $ 21,18
Structured Notes balance outstanc $ 7,866 $ 18,08¢ $ 6,977 $ 10,89¢
Cash in the collection accou $ 166 $ 40¢ $ 1,701  $ 22¢
Cash in the reserve accol $ 1,331 % 1677 $ 141 % 2,06¢
Weighted average interest rate of loans P+1.5%% 9.4%% 9.42% L+4.01%
Interest rate on Structured Notes P-1.0(% 7.28% 6.67% L+1.25%
Discount rate assumptions | 6.5% t0 16.9% 9.6% to 16.9% 9.6% to 16.9% 6.5% to 16.9%
Constant prepayment rate assumptior 16.0(% 18.0(% —% 18.0(%
Weighted average remaining life of Retained Intisrés 2.21 years 1.48 year: 0.08 year: 0.52 year:
Structured Notes outstanding *“clear-up cal” (5) $ 4,18¢ $ 7451 % 6,34t 3 9,28¢
Aggregate principal losses assumed 1.21% 1.3%% —% 0.32%
Aggregate principal losses to date —% 1.65% 0.81% —%

(1) Variable interest rates are denoted by the spreast under) the prime rate' P”) or the 9(-day LIBOR “L").

(2) Discount rates utilized were (i) 6.5% to 9.6% farr wequired overcollateralization, (ii) 11.6% foruo reserve funds al
(i) 16.9% for our interes-only strip receivables

(3) The prepayment rate was based on the actual pedioce of the loan pools, adjusted for anticipatedngipal
prepayments considering other similar loa

(4) The weighted average remaining life of Retaineérbgts was calculated by summing the product dhé)sum of tt
principal collections expected in each future pdrimultiplied by (ii) the number of periods untilllection, and the
dividing that total by (iii) the remaining principaalance.

(5) Each of our securitizations provides“clean-up call”. A “clean-up call” is an option to repurchase all of the remair
transferred assets when the amount of the outstgrasets (or corresponding structured notes payabtstanding) fal
to a level at which the cost of servicing thoseetssbecomes burdensor

(6) Represents aggregate estimated future losses ascermiage of the remaining principal based upon g@mum estimate
losses that ranged from 0.0% to 1.C

(7) Represents aggregate principal losses incurredatie ds a percentage of the principal outstandinmegption.

Approximately 92% of the loans sold to the QSPEsevo®ncentrated in the limited service hospitaligustry. Approximatel
18%, 11% and 10% of the loans sold to the QSPEs weeborrowers in Texas, North Carolina and Virgjniespectively,
December 31, 2008. No other state had a conceniratil0% or greater at December 31, 2008.

At December 31, 2008, none of the loans sold tadB&Es was delinquent 60 days as to payment afipahand interest.

Our SBA 7(a) subsidiary has Retained Interestdaélto the sale of loans originated pursuant toSB& 7(a) Program. Ti
SBA guaranteed portions of these loans receivaidesald to either dealers in government guaranteads receivable
institutional investors (“Secondary Market Loane34) as the loans are fully funded. On all Secondaryketatoan Sales, v
may retain an excess spread between the intetespail to us from our borrowers and the rate wetpahe purchaser of t
guaranteed portion of the note and servicing cgEtscess Spread”)At December 31, 2008, the aggregate principal loalar
our SBA 7(a) subsidiarg'serviced loans receivable on which we had an$x8eread was approximately $26.2 million an
weighted average Excess Spread was approximaté¥p.dn determining the estimated fair value of ®etained Interes
related to Secondary Market Loan Sales, our assangpat December 31, 2008 included a prepaymemridspe22% per annu
and a discount rate of 16.9%.
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The estimated fair value of our Retained Interestssed upon an estimate of the discounted futtash flows we will receiv
In determining the present value of expected futash flows, estimates are made in determiningatheunt and timing «
those cash flows and the discount rates. The anmandtiming of cash flows is generally determineddsd on estimates of Ic
losses and anticipated prepayment speeds relatiriget loans receivable contributed to the QSPEu#cloan losses a
prepayments may vary significantly from assumptidifse discount rates that we utilize in computihg éstimated fair vali
are based upon estimates of the inherent risksiassd with each cash flow stream.

The components of our Retained Interests are sl

(1) Our required overcollateralization (the “QRece”). The OC Piece represents the excess of the loamsvabt
contributed to the QSPE over the principal amounthe Structured Notes issued by the QSPE, whichesea
additional collateral for the Structured Notehokd

(2) The “Reserve Fundind the interest earned thereon. The Reserve fepmesents cash that is required to be kep
liquid cash account by the QSPE pursuant to thegef the transaction documents, as collateratiferStructure
Noteholders

(3) The interest-only strip receivable (the “R&ceivable”).The |0 Receivable is comprised of the cash flova Hre
expected to be received by us in the future afsgment by the QSPE of (a) all interest and pridcthge to th
Structured Noteholders, (b) all principal and iettron the OC Piece, (c) any required funding ef Reserve Fur
and (d) oi-going costs of the transactic
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Our Retained Interests consisted of the following:

First Westerr
1998 Partnershi
2000 Joint Ventur:
2002 Joint Ventur
2003 Joint Ventur:

First Westerr
1998 Partnershi

1999 Partnership (Z

2000 Joint Ventur:

2001 Joint Venture (2

2002 Joint Ventur:
2003 Joint Ventur:

At December 31, 200

Estimated Fair Valu

OC Piece Reserve Fur 10 Receivabl Total Cost
(In thousands

$ — $ — $ 31t $ 31k $ 31t
447 91€ 24¢ 1,60¢ 1,514
8,37 1,381 31E& 10,06¢ 9,83¢
7,22 1,392 141 8,75¢ 8,671
10,39 1,971 138 12,50: 12,29:
$ 26,43¢ $ 5,66( $ 1,15¢ $ 33,24¢ $ 32,62¢

At December 31, 200

Estimated Fair Valu

OC Piece Reserve Fur 10 Receivabl Total Cost
(In thousands
$ — $ — $ 42¢F $ 42F $ 42¢F
58C 1,021 311 1,912 1,83¢
3,68: 99t 21¢ 4,89¢ 4,87¢
8,51( 1,60¢ 51¢ 10,63 9,91¢
6,69¢ 1,522 242 8,46( 8,25¢
7,24: 1,45(C 62¢ 9,321 8,801
10,49( 1,87( 60¢ 12,96¢ 12,56
$ 37,20( $ 8,46: $ 2,95¢ $  48,61¢ $ 46,67

(1) On June 2, 2008, we exercised our option to repey dtructured notes. We used the reserve fund pfoapnatel
$1.2 million, cash on hand and borrowings under cawolving credit facility totaling $2.8 million iorder to repay th
remaining approximately $4.0 million of structunedtes.

(2) On August 15, 2008, we exercised our option to yepa structured notes. We used the reserve furapmfoximatel
$1.6 million, cash on hand and borrowings under cawolving credit facility totaling $5.5 million iorder to repay th
remaining approximately $7.1 million of structunedtes.

The difference between the estimated fair valueast of our Retained Interests is reflected inannsolidated balance she
as unrealized appreciation of Retained Interests.
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The following sensitivity analysis of our Retainkederests at December 31, 2008 highlights the ilibdyathat results when lo¢
losses and discount rates are different than aumagtions:

Estimatec
Fair
Changed Assumptia Value Asset Change (
(In thousands
Losses increase by 50 basis points per annul $ 32,98 $ (267)
Losses increase by 100 basis points per annu $ 32,72 $ (525
Discount rates increase by 300 basis pc $ 32,41« $ (839
Discount rates increase by 500 basis pc $ 31,88 $ (1,369

(1) Any depreciation of our Retained Interests is eitineluded in the accompanying statement of incase permane
impairment or on our consolidated balance shedtdneficiarie’ equity as an unrealized los

(2) If we experience significant losses (i.e., in exaefsanticipated losses), the effect on our Rethimterests would fir:
reduce the value of our 10 Receivables. To thenexite 10 Receivables could not fully absorb thesés, the effect wol
then be to reduce the value of our Reserve Fundstan the value of our OC Piec

Due to the short-term weighted average remainiiegdf our Retained Interests and the diminishinlye/af our interestnly
strip receivables, there is no material asset ahdmgincreases in prepayment rates.

These sensitivities are hypothetical and shouldiged with caution. Values based on changes in thesemptions genera
cannot be extrapolated since the relationship ettiange in assumptions to the change in estinfiaitedalue is not linear. Tt
effect of a variation in a particular assumption the estimated fair value of our Retained Interéstsalculated withoi
changing any other assumption. In reality, chanigeme factor are not isolated from changes in fagrotvhich might magnit
or counteract the sensitivities.

In accordance with SFAS No. 140, our consolidatednitial statements do not include the assetdlifiab, partners’capital
revenues or expenses of the QSPEs. As a resltlecamber 31, 2008 and 2007, our consolidated balsineets do not inclu
$77.6 million and $141.8 million in assets, respety, and $44.0 million and $94.4 million in lidities, respectively, related
these structured loan sale transactions recordeithdyQSPEs. At December 31, 2008, the aggregataegpsircapital of ou
QSPEs was approximately $33.6 million comparecheodstimated value of the associated Retainedebtenf approximate
$32.9 million.

The income from our Retained Interests represéetatcretion (recognized using the effective irsteneethod) on our Retain
Interests which is determined based on estimatégtufe cash flows and includes any fees colleétesl, late fees, prepayme
fees, etc.) by the QSPEs in excess of anticipaesl. \WWe update our cash flow assumptions on agglyaiasis and any chany
to cash flow assumptions impact the yield on ouiaRed Interests. The yield on our Retained Intsreghich is comprised
the income earned less permanent impairments, %861 13.9% and 14.1% during 2008, 2007 and 2@&perctively.

Servicing fee income for the years ended DecembgefB08, 2007 and 2006 for loans sold to the QSR&sapproximate

$287,000, $495,000 and $676,000, respectively. #ve mot established a servicing asset or liahiéitgted to the loans held
the QSPEs as the servicing fees are considerediaiecpmpensation.
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Note 5. Debt:

Information on our consolidated debt was as foltows

At December 31 Weighted Averag
2008 2007 Current Coupon Ratt
Face Carrying Face Carrying Range o at December 3!
Amount Value Amount Value Maturities 2008 2007

(In thousands

Debenture: $ 8,19( $ 8166 $ 819C $ 8,16¢ 2013 to 201 5.9(% 5.9(%

Junior Subordinated Noti 27,07( 27,07( 27,07( 27,07( 203t 7.01% 8.48%

Credit facilities:
Conduit facility (1) —
Revolving credit facility 22,70( 22,70( — — 200¢ 2.5(% N/A

22,70( 22,70( 23,95( 23,95(

Redeemable preferred stoc

— 23,95( 23,95( N/A N/A 6.16%

of subsidiary 4,00( 3,87¢ 4,00( 3,76¢ 2009 to 201 4.0(% 4.0(%

$61,96( $61,81« $63,21( $62,95¢

(1) The conduit facility matured May 2, 2008 and wasaid using proceeds from our revolving credit fagil

Principal payments required on our consolidated deBecember 31, 2008 were as follows (face amount

Years Ending
December 31 Total

(In thousands

2009 $ 24,70(
2010 2,00(
2011 —
2012 —
2013 —
Thereaftel 35,26(
$  61,96(

Debenture

Debentures represent amounts due to the SBA areldemi-annual interest only payments.

Junior Subordinated Note

The Junior Subordinated Notes bear interest atadifig rate which resets on a quarterly basisea®teday LIBOR plus 3.25%
The Junior Subordinated Notes may be redeemed at jparr option beginning on March 30, 2010. Indégayments are due

a quarterly basis.

Revolving Credit Facilit

PMC Commercial has a revolving credit facility wihiprovides credit availability up to $45 millionxmring December 3
2009. We are charged interest on the balance adisg under the revolving credit facility at oueetion of either the prin
rate of the lender less 75 basis points or 162stsh@ints over the 30 or 9ty LIBOR. In addition, we are charged an uni
fee equal to 37.5 basis points computed based omlaily available balance. The credit facility régs us to meet certe
covenants, the most restrictive of which (1) pregidor an asset coverage test based on our castaahdequivalents, log
receivable and Retained Interests as a ratio teenior debt and (2) limits our ability to pay eeturns of capital as part of

dividends. We also have minimum equity requiremeAtsDecember 31, 2008, we were in compliance ‘g covenants
this facility.
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Redeemable Preferred Stock of Subsid

One of our SBICs has outstanding 40,000 shared@® $ar value, 4% cumulative preferred stock (@ ‘Preferred Stock”
held by the SBA. The 4% Preferred Stock was isslueihg 1994 ($2.0 million) and 1995 ($2.0 millicayd must be redeerr

at par no later than 15 years from the date ofisse. Dividends of $160,000 were recognized ortthePreferred Stock duri

both 2008 and 2007 and are included in interestiesg@in our consolidated statements of income.

Interest Paic
During 2008, 2007 and 2006 interest paid was $308I9 $5,106,000, and $5,430,000, respectively.
Note 6. Cumulative Preferred Stock of Subsidiary:

One of our SBICs has outstanding 30,000 share4@® par value, 3% cumulative preferred stock (tB% ‘Preferred Stock”
held by the SBA. Our SBIC is entitled to redeemyhmle or part, the 3% Preferred Stock by payirgphr value ($3.0 milliol
of these securities plus dividends accumulated warghid on the date of redemption. While the 3% d?retl Stock may |
redeemed, redemption is not mandatory. The 3% Reef&Stock was valued at $900,000 when acquireD@¥. Dividends ¢
$90,000 were recognized on the 3% Preferred Stookglboth 2008 and 2007 and are reflected in ousclidated statemel
of income as minority interest.

Note 7. Earnings Per Share:

The computations of basic earnings per common shi@rédased on our weighted average shares outstaniie weighte
average number of common shares outstanding wasxapgately 10,767,000, 10,760,000 and 10,748,000He years end:
December 31, 2008, 2007 and 2006, respectively pbEguoses of calculating diluted earnings per shie weighted avera
shares outstanding were increased by approximdt@80 and 3,000 shares, respectively, during 20@72806 for the dilutiv
effect of share options. No shares were addeddontighted average shares outstanding for purpafsealculating dilute
earnings per share during 2008 as options wereddative.

Not included in the computation of diluted earninger share were outstanding options to purchaseozppately 59,00(
57,000 and 61,000 common shares during 2008, 2600 2@06, respectively, because the opti@x&rcise prices were gree
than the average market price of the stock.

Note 8. Dividends Paid and Declared:

During 2008, our dividends were declared as foltows

Amount
Record Dat¢ Date Paic Per Shart Type
March 30, 200¢ April 7, 200¢  $ 0.20(¢ Regula
June 30, 200 July 9, 200 0.22¢ Regula
September 30, 20( October 14, 20C 0.22¢ Regula
December 31, 20C January 12, 20( 0.22¢ Regula
December 31, 200 January 12, 20( 0.14( Specia
$ 1.01¢

We have certain covenants within our revolving #@réatility that limit our ability to pay out retas of capital as part of ¢
dividends. These restrictions have not historictthited the amount of dividends we have paid.

Note 9. Share Repurchase Program;
On September 26, 2008, our Board of Trust Managathorized a share repurchase program for up ton$llion for the
purchase of outstanding common shares which exBepsember 26, 2010. The common shares may begaadirom time

time in the open market or pursuant to negotiatadsictions. As of February 28, 2009, we had rém@sed 140,200 sha
under the share repurchase program for an aggrpgatkase price of approximately $990,000, inclgdiommissions.
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Note 10. Income Taxes:

PMC Commercial has elected to be taxed as a REdHEmthe Code. To qualify as a REIT, PMC Commerniakt meet
number of organizational and operational requirasieincluding a requirement that we distributeestst 90% of our taxat
income to our shareholders. As a REIT, PMC Comrakggnerally will not be subject to corporate leMebtleral income tax
net income that is currently distributed to shaléérs. In order to meet our 2008 taxable incoméibigion requirements, v
will make an election under the Code to treat aiporof the distributions declared and paid in 2@89distributions of 2008’
taxable income.

The following reconciles net income to REIT taxaileome:

Years Ended December ¢
2008 2007 2006
(In thousands

Net income $ 9,80¢ $ 13,13t $ 15,68
Book/tax difference on depreciati (60) (65) (277)
Book/tax difference on property sa (789 23€ 171
Book/tax difference on Retained Interests, 57 1,631 1,97:
Severance accru 1,59¢ — —
Impairment losse — 23¢ 43
Book/tax difference on rent and related receiva — (1,1572) 92t
Book/tax difference on amortization and accre (345 (239) (641)
Asset valuatiot 43C (299) (890
Other book/tax differences, r (177) 18¢ (59)
Subtotal 10,52 13,66¢ 16,92¢

Less: taxable REIT subsidiaries net income, néax (587) (852) (1,280

Dividend distribution from taxable REIT subsidie 2,00( — —

REIT taxable incom: $ 11,93¢ $ 12,81% $ 15,64¢

Distributions declare $ 10,90¢ $ 12,91¢ $ 13,97¢

Basic weighted average common shares outstal 10,761 10,76( 10,74¢

Dividends per share for dividend reporting purposeee as follows:

Years Ended December

2008 2007 2006
Amount Amount Amount
Per Shar Percen Per Shar Percen Per Shar Percen
Non qualified dividend: $ 0.82¢ 81.6% $ 1.06¢ 89.0% $ 1.24¢ 95.6%%
Quialified dividends 0.18¢ 18.3%% — — — —
Capital gains — — 0.132 11.0(% 0.05¢ 4.31%
$ 1.01¢ 100.06 $ 1.20C 100.0% $ 1.30( 100.0(%

PMC Commercial has wholly-owned TRS’s which arejecibto Federal income taxes. The income genefabea the TRSS is
taxed at normal corporate rates.
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We calculate our current and deferred tax provisiosmsed on estimates and assumptions that cotdd fidm the actual resu
reflected in income tax returns filed during thébseguent year. Adjustments based on the final ¢é&xrs are genera
recorded in the period when the returns are filed.

Income tax provision related to the TRS’s consistethe following:

Years Ended December ¢
2008 2007 2006
(In thousands

Federal:
Current provisior $ 272 $ 46€ $ 50z
Deferred provisior 47 18 147
Income tax provisiol $ 31¢ $ 484 $ 64¢

The provision for income taxes results in effectiae rates that differ from Federal statutory rate84%. The reconciliation
TRS income tax attributable to net income compatefBederal statutory rates to income tax expenseawdollows:

Years Ended December ¢

2008 2007 2006
(In thousands
Income before income taxes for T's $ 90€ $ 1,33¢€ $ 1,92¢
Expected Federal income tax provis $ 307 $ 46¢ $ 67€
Preferred dividend of subsidiary recorded as miganiterest 31 31 31
Other adjustment (19) (15) (58)
Income tax provisiol $ 31¢ $ 484 $ 64¢

We have identified our Federal tax returns and state returns in Texas as “majdeXx jurisdictions. The periods subjec
examination for our Federal tax returns and statarms in Texas are the 2005 through 2007 tax y&#esbelieve that ¢
income tax filing positions and deductions will festained on audit and do not anticipate any adpists that will result in
material change to our financial position. Therefaro reserves for uncertain tax positions have beeorded.

We paid $235,000, $693,000 and $845,000 in inc@xestduring 2008, 2007 and 2006, respectively.
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Note 11. Other Income:
Other income consisted of the following:

Years Ended December ¢

2008 2007 2006
(In thousands
Prepayment fee $ 771 $ 61¢ $ 1,65:¢
Servicing income 46¢ 754 1,02t
Other loan related incorn 36¢ 572 40z
Premium income (1 228 22C 49¢
Equity in earnings of VIE 94 101 76
Other 28¢ 12¢ 17

$ 2,212 $ 2,38i $ 3,673

(1) Premium income results from the sale of the govermimuaranteed portion of our SBA 7(a) subsic’s loans pursuant’
Secondary Market Loan Sale

Note 12. Discontinued Operations:

Discontinued operations of our hotel propertieso(tand 14 hotel properties during 2007 and 200§ews/ely) and asse
acquired in liquidation (primarily three limitedrs&e hospitality properties during 2007 and 20€@)sisted of the following:

Years Ended December ¢
2008 2007 2006
(In thousands

Hotel and Lease Operations:

Revenues
Hotel operating revenut $ — $ 507 $ 2,77¢
Lease incom— base and othe — — 18¢€
Total revenue — 507 2,96¢
Expenses
Hotel operating expens — 473 2,44¢
Interest expense (. — 522 337
Total expense — 99t 2,78¢€
Net earnings (losses), hotel and lease opera — (488) 17¢
Net earnings, assets acquired in liquidation opera&ins — 27 4
Total net earnings (losse — (4617) 182
Gains on sales of real est 784 1,73¢ 2,064
Impairment losse — (239) (949
Discontinued operatior $ 784 $ 1,041 $ 2,152

(1) Represents interest expense and fees on the mesigaayable related to hotel properties includeddiecontinue
operations. The mortgages payable were either ejgai a result of the sales or as they matured. dditimnal interes
expense was allocated to discontinued operationterést expense during 2007 includes penalties ppiraximatel
$452,000 for the prepayment of two mortgage ne
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Note 13. Dividend Reinvestment and Cash Purchased?l:

We have a dividend reinvestment and cash purcHasdhe “Plan”).Participants in the Plan have the option to reina#sor ¢
portion of dividends received. The purchase pritéghe Common Shares is 100% of the average of lisgng price of th
Common Shares as published for the five trading dewynediately prior to the dividend record dateoor to the optional ca:
payment purchase date, whichever is applicableugéethe open market to purchase Common Sharegpvateeds from tt
dividend reinvestment portion of the Plan.

Note 14. Profit Sharing Plan:

We have a profit sharing plan available to our-fiutie employees after one year of employment. Vgsiicreases ratably
100% after the sixth year of employment. Pursuardur profit sharing plan, approximately $207,08256,000 and $244,0
was expensed during 2008, 2007 and 2006, respBrcti@entributions to the profit sharing plan aretla¢ discretion of o
Board of Trust Managers.

Note 15. Share-Based Compensation Plans:

At December 31, 2008, we have options outstandimigushardased compensation plans. The 2005 Equity InceRiiae wa
approved by our shareholders on June 11, 2005 emmdits the grant of options to our employees, etteewfficers and Boal
of Trust Managers and restricted shares to ourutivecofficers and Board of Trust Managers for op500,000 Commc
Shares. We believe that these awards better ddgyimterests of our employees, executive officas Board of Trust Manage
with those of our shareholders. Option awards asmtgd with an exercise price equal to the markieepof our Comma
Shares at the date of grant and vest immediatedy gpant with five-year contractual terms.

A summary of the status of our stock options aBefember 31, 2008, 2007 and 2006 and the changigydhe years end
on those dates are as follows:

2008 2007 2006

Number o Weightec Number o Weightec Number o Weightec
Shares Average Shares Average Shares Average
Underlying Exercise Underlying Exercise Underlying Exercise

Options Prices Options Prices Options Prices
Outstanding, January 101,65: $ 13.6¢ 142,51: $ 14.0¢ 170,11 $ 14.7¢
Grantec 20,00( $ 7.6t 20,00( $ 14.01 33,25( $ 12.7Z
Exercisec — — — — (35,500 $ 13.0¢
Forfeited (25,449 $ 12.8¢ (2,099 $ 13.8¢ (2,069 $ 15.2¢
Expired (21,559 $ 13.1Z (58,769 $ 14.7i (23,28 $ 18.7¢

Outstanding and exercisable,

December 3:

74,65( $ 12.4¢

101,65: $ 13.6¢

142,51: $ 14.0¢

Weighted-average fair value of
stock options granted during tt
year $ 0.3C $ 0.5¢€ $ 0.5¢

Upon natification of intent to exercise stock opsg our policy is to first verify that the optioase exercisable, then to con
our transfer agent instructing them to issue neareshand then to collect the cash proceeds. D2@@$, we issued 2,8
common shares to our executive officers in exchdng&5,500 stock options, utilizing stock-feteck exercise provisions
our option plans.
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The fair value of each stock option granted isnested on the date of grant using the Black-Schapd®n-pricing model witl
the following weighted-average assumptions:

Years Ended December

2008 2007 2006
Assumption:
Expected Term (year: 3.C 3.C 3.C
Risk-Free Interest Ral 3.3%% 4.9% 4.9¢%
Expected Dividend Yiels 11.4% 8.57% 9.4:%
Expected Volatility 20.19% 13.41% 16.2¢%
Forfeiture Rate 5.0(% 5.0(% 5.0(%

The expected term of the options represents thimgperf time that the options are expected to bestanting and wi
determined based on our historical data. The risk-fate was based on thg/&ar U.S. Treasury rate corresponding tc
expected term of the options. We used historidairimation to determine our expected volatility, idend yield and forfeitul
rates. We recorded compensatierpense of approximately $6,000, $11,000 and $09d@@ing 2008, 2007 and 20
respectively, related to these option grants.

The following table summarizes information abowicktoptions outstanding at December 31, 2008:

Options Outstanding and Exercisa

Weighted

Average Weighted

Remaining Average

Range of Number Contract Life Exercise

Exercise Price Outstanding (in years) Price

$7.65 15,50( 4.71 $ 7.6t
$12.72 23,00( 2.4 $ 12.72
$14.01 to $14.5. 36,15( 2.12 $ 14.3¢
$7.65 to $14.5 74,65( 2.7¢ $ 12.4¢

We issued an aggregate of 16,500 restricted sharesecutive officers and Board of Trust Managersione 14, 2008 at t
then current market price of the shares of $7.66.i¥8ued an aggregate of 11,400 restricted sharegecutive officers a1
Board of Trust Managers on June 9, 2007 at the thierent market price of the shares of $14.01. ¥éeed an aggregate
9,060 restricted shares to executive officers amdBward of Trust Managers on June 10, 2006 athe current market pri
of the shares of $12.72. The restricted share ameedt based on two years of continuous servide eviethird of the share
vesting immediately upon issuance of the sharesoarghird vesting at the end of each of the next twargeRestricted she
awards provide for accelerated vesting if ther@ ¢hange in control (as defined in the plan). Thegee forfeitures of 1,600 a
170 restricted shares during 2008 and 2007, respgctThere were no forfeitures of restricted gisaduring 2006.

Compensation expense related to the restrictecshabeing recognized over the vesting periodsréderded compensati
expense of approximately $123,000, $143,000 an@ $00 during 2008, 2007 and 2006, respectivelyteel to our restrictt
share issuances. At December 31, 2008, there vpaexamately $53,000 of total unrecognized compensatxpense related
the restricted shares which will be recognized demext two years.

Note 16. Restructuring Costs:

In October 2008, due to economic and market cantitiwe announced a number of cost reduction tiviéis. These initiative
included streamlining our sales, credit and semgicas well as outsourcing some functions. Thesagbs resulted in ortene
severance charges of approximately $1.8 millioroméed in the third quarter (approximately $1.6 imil) and fourth quart
(approximately $0.2 million) resulting from the raination of approximately 25% of our workforce aace included i
severance and related benefits in our consolidataine statements.
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The approximate $1.8 million of charges repressptigrance payments due to individuals and is coegpostwo parts. Tt
first is an accrual during the third quarter of 808f approximately $1.6 million owed to an execatwfficer pursuant to t
employment and separation agreements in accordaitbe SFAS No. 5, “Accounting for ContingenciesThe remainin
approximate $0.2 million represents severance pagsrdue to individuals covered under benefit areamgnts communicat
during the fourth quarter of 2008 under SFAS Nd@&,1“Accounting for Costs Associated with Exit orsposal Activities”
which provides for termination benefits in the eivan employee is involuntary terminated. Liabiktiare recorded under th
arrangements when it is probable that employeekbgilentitled to the benefits, the amount can kesopably estimate
management has approved an action to terminatesrtifdoyees, the action will take place within oneryand has be
communicated to the employees. This occurred duBiopber 2008; thus, the $0.2 million of severadae to employees w
recorded in the fourth quarter. All of our chargetate to ondime employee termination and other benefits fopleyee:
included within the lending segment which are prity@&xpected to be paid within one year.

The table below summarizes the balance of accreegrance and related benefits, which is includetthénbalance of accoul
payable and accrued expenses in the consolidataeddeasheets, and the changes in the accrued asnasiof and for the ye
ended December 31, 2008 thousands)

Costs incurred during 20( $ 1,80¢
Payment: (212
Accrued balance at December 31, 2 $ 1,59¢

Note 17. Supplemental Disclosure of Cash Flow Infaration:
Our non-cash investing activities were as follows:

Years Ended December ¢
2008 2007 2006
(In thousands

Reclassification from Retained Interests to loateivable — PMC

Capital, L.P. 199-1 $ 7,59¢ $ — $ —
Consolidation of loans receivat— 2001 Joint Ventur $ 13,76( $ — $ —
Reclassification from loans receivable to assegsiiaed in liquidatior $ = $ 4,915 $ 3,73(
Loans receivable originated in connection with salEhotel propertie $ — $ 4,38( $ 17,08

Loans receivable originated in connection withshke of assets acquire
in liguidation $ — $ 6,28 $ 2,76(

See Note 2 for information on the deconsolidatibthe assets and liabilities of PMCT PlainfieldPLduring 2006.
Note 18. Fair Values of Financial Instruments:

Effective January 1, 2008, we adopted Statement Fdhancial Accounting Standards No. 157,Fafr Value
Measurements” (“SFAS No. 157"5FAS No. 157 clarifies the principle that fair valshould be based on the assump
market participants would use when pricing an asséability, establishes a fair value hierarchwt prioritizes the informatic
used to develop those assumptions and expandssitiesdires about fair value measurements. Althdbhghadoption of SFA
No. 157 and its amendments did not materially imhpae financial condition, results of operations,cash flow, we are nc
required to provide additional disclosures as padur financial statements.
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As of December 31, 2008, we have one asset, Rdtditierests, that is required to be measured atvédue on a recurrir
basis. Fair value, per generally accepted accayipiimciples, is defined as the price that wouldrdeeived to sell an asse!
paid to transfer a liability in an orderly transantbetween market participants at the measuredwst A financial instrumerg
level within the fair value hierarchy is based ba towest level of any input that is significantthe fair value measurement
general, quoted market prices from active markatshfe identical asset (“Level 1riputs), if available, should be used to vi
as asset. If quoted prices are not available feridlentical asset, then a determination should adenif “Level 2”inputs an
available. “Level 2"inputs include quoted prices for similar assetadtive markets or for identical or similar assetsriarket
that are not activei(e., markets in which there are few transactions foratbget, the prices are not current, price quotstian
substantially, or in which little information is lemsed publicly). There is little or no market infation for our Retaine
Interests, thus there are no “Level 1" or “Level @&terminations available. “Level 3fiputs are unobservable inputs for
asset. Unobservable inputs are used to measurgalaie when observable inputs are not availables&hinputs include ¢
expectations about the assumptions that marketipants would use in pricing the asset in a curtemsaction.

We use “Level 3"inputs to determine the estimated fair value of Betained Interests. The following is activity four
Retained Interests:

Years Ende:
December 31
2008 2007

(In thousands
Value as of beginning of peric $ 48,61¢ $ 55,72¢
Principal collection: (532 (4,957
Realized gains included in net income (159 (439
Investmentt 2,86¢ 271
Permanent impairmen (521) (1,117
Repurchases (: (15,85¢) —
Unrealized depreciatic (1,172 (872)
Value as of end of peric $ 33,24¢ $ 48,61¢
Cost at end of perio $ 32,62¢ $ 46,671

(1) Included within income from retained interestsramsferred asset:
(2) Represents the 1999 Partnership and the 2001 Ynture.

Also, we may be required, from time to time, to swe certain other assets at fair value on a namiag basis in accordar
with GAAP. These adjustments to fair value usuediyult from writedowns of individual assets. For financial assetasuee
at fair value on a nonrecurring basis during 2008 2007 that were still included in the consolidatelance sheets
December 31, 2008 and 2007, the following tablevides the carrying value of the related individassets at year end. We
“Level 3" inputs to determine the estimated failueaof our impaired loans receivable.

Carrying value a
December 31 Total losse:
2008 2007 2008 2007
(In thousands
Impaired loans receivable ( $ 4,88 $ 22 $ 13C $ 4

(1) Represents carrying value and related w-downs of loans for which adjustments are basecherappraised value of t
collateral, tax assessed value of the collaterati/ar cash flows
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The estimated fair values of our financial instrumsevere as follows:

Years Ended December ¢

2008 2007
Estimatec Estimatec
Carrying Fair Carrying Fair
Amount Value Amount Value

(In thousands

Assets:
Loans receivable, ni $ 179,80° $ 173,63¢ $ 165,96! $ 166,80°
Retained Interest 33,24¢ 33,24¢ 48,61¢ 48,61¢
Cash and cash equivalel 10,60¢ 10,60¢ 11,48¢ 11,48t
Liabilities:
Debentures payab 8,16¢ 8,171 8,16t 7,744
Redeemable preferred stock of subsid 3,87¢ 3,91¢ 3,76¢ 3,77¢
Credit facilities 22,70( 22,70( 23,95( 23,95(
Junior Subordinated Not 27,07( 17,89« 27,07( 23,45(

In general, estimates of fair value may differ frtm carrying amounts of the financial assets @iillities primarily as a rest
of the effects of discounting future cash flowsn€iderable judgment is required to interpret madett and develop estime
of fair value. Accordingly, the estimates presentealy not be indicative of the amounts we couldizeain a current mark
exchange.

Loans receivable, neOur loans receivable are recorded at cost and tedjlxy net loan origination fees and discountsrtfe
to determine the estimated fair value of our lomteivable, we use a present value technique fortticipated future ca
flows using certain assumptions including a curdistount rate, prepayment tendencies and potdotiallosses. Reserves
established based on the credgopayment history, collateral value, guarantor suppnd other factors. In the absence
readily ascertainable market value, the estimatddevof our loans receivable may differ from théuea that would be plac
on the portfolio if a ready market for the loansaigable existed.

Retained Interest: The assets are reflected in our consolidatechéiiah statements at estimated fair value basedatumatior
techniques as described in Note 4.

Cash and cash equivalent$he carrying amount is a reasonable estimationawfvalue due to the short maturity of th
instruments.

Debentures payableThe estimated fair value is based on a presenewvediculation based on prices of the same or gi
instruments after considering market risks, curmet@rest rates and remaining maturities.

Redeemable preferred stock of subsidiThe estimated fair value is based on a presenewalculation based on prices of
same or similar instruments after considering miaik&s, current interest rates and remaining nitésr

Credit facilities: The carrying amount is a reasonable estimationawfvalue as the interest rates on these instrusnain
variable and the short duration to maturity.

Junior Subordinated NoteThe estimated fair value is based on a presenewaliculation based on prices of comparable
instruments considering market risks, current ggerates and remaining maturities.

F-28




Table of Contents

PMC COMMERCIAL TRUST AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 19. Selected Quarterly Financial Datafunaudited)

The following represents our selected quarterharitial data which, in the opinion of managementleces adjustmen
(comprising only normal recurring adjustments) rsseey for fair presentation.

Year Ended December 31, 20

Income Fror
Continuing Net Earnings
Revenue: Operations Income Per Shart
(In thousands, except earnings per share and faeg)
First Quarte! $ 6,422 $ 3,04t $ 3,38: $ 0.31
Second Quarte 6,21¢ 3,10¢ 3,52¢ 0.3:
Third Quartel 5,08( 587 605(1) 0.0€
Fourth Quarte 5,401 2,28¢ 2,291 0.21

$ 23,11 $ 9,027 $ 9,80¢ $ 0.91

Year Ended December 31, 20

Income Fror
Continuing Net Earnings
Revenue: Operations Income Per Shart
(In thousands, except earnings per share and faes)
First Quartel $ 6,69¢ $ 2,99¢ $ 2,821 $ 0.2¢€
Second Quarte 6,91¢ 3,38 4,16¢2) 0.3¢
Third Quartel 7,491 3,54z 3,497 0.3:
Fourth Quarte 6,191 2,167 2,64¢ 0.24
$ 27,29t $ 12,09¢ $ 13,13t $ 1.22

(1) Includes severance and related benefits of $1,D0Br6lated to our cost reduction initiative
(2) Includes gains of $1,244,000 from the sale of tatelproperties and an asset acquired in liquidati

Note 20. Commitments and Contingencies:
Loan Commitment

Commitments to extend credit are agreements to tieradcustomer provided the terms establishedarctimtract are met. C
outstanding loan commitments and approvals to fusw loans were approximately $10.0 million at Deben81, 2008, all (
which were for primebased loans at rates of prime plus 0.88% to 2.7%et originated under the SBA 7(a) Program
government guaranteed portion of which (approxilga#% to 85% of each individual loan) may be s@ldrsuant t
Secondary Market Loan Sales. Commitments genehallie fixed expiration dates. Since some commitmargsexpected
expire without being drawn upon, total commitmemibants do not necessarily represent future cashireegents.

Operating Lease

We lease office space in Dallas, Texas under & ledéch expires in October 2011. Future minimunséepayments under t
lease are as follow@ thousands)

2009 $ 203
2010 214
2011 187

$ 604

Rent expense amounted to approximately $175,005,800 and $186,000 during 2008, 2007 and 2006entively.
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Employment Agreemer

We have employment agreements with our executifieeo$ for threeyear terms expiring June 30, 2011. In the everd
change in responsibilities, as defined, duringdimployment period, the agreements provide for sexg compensation to
executive officer in a lump sum payment in an antoequal to 2.99 times the average of the last tlyesrs annu
compensation paid to the executive officer.

Structured Loan Sale Transactions

The transaction documents of the QSPEs containigioms (the “Credit Enhancement Provision#iait govern the assets
the inflow and outflow of funds of the QSPE formasl part of the structured loan sale transactiohs. Gredit Enhanceme
Provisions include specified limits on the delingoy, default and loss rates on the loans receiviabladed in each QSPE.
at any measurement date, the delinquency, defaldse rate with respect to any QSPE were to exteedpecified limits, tt
Credit Enhancement Provisions would automaticatigrease the level of credit enhancement requiresnfemt that QSPI
During the period in which the specified delinqugrefault or loss rate was exceeded, excess tastrbm the QSPE, if an
which would otherwise be distributable to us, wobilused to fund the increased credit enhanceraeels| up to the princip
amount of such loans and would delay or reduced@tribution. In general, there can be no assurémaedistribution amoun
deferred under Credit Enhancement Provisions wbeldeceived in future periods or that future defierior losses will ni
occur.

Litigation

We had significant outstanding claims against Agtiam Hospitality, Inc.’s and its subsidiary Arlimgt Inns, Inc$ (togethe
“Arlington”) bankruptcy estates. Arlington objected to our ckaimmd initiated a complaint in the bankruptcy segkamon
other things, the return of certain payments Atlimgmade pursuant to the property leases and tetenlaase agreement.

While confident that a substantial portion of olaims would have been allowed and the claims agaissvould have be:
disallowed, due to the exorbitant cost of defermepted with the likelihood of reduced availableedssn the debtor®states 1
pay claims, we executed an agreement with Arlingtoeettle our claims against Arlington and Arlioig’s claims against L
The settlement provides that Arlington will dismiss claims seeking the return of certain paymentgle pursuant to t
property leases and the master lease agreemergubathntially reduces our claims against the 4ttin estates. The settlem
further provides for mutual releases among thagmrThe Bankruptcy Court approved the settlem&etordingly, there are t
remaining assets or liabilities recorded in theoagganying consolidated financial statements relédetthis matter. Howeve
the settlement will only become final upon the Bapitcy Court's approval of Arlingtos’liquidation plan which was fil¢
during the third quarter of 2007. Due to the comitjeof the bankruptcy, we cannot estimate whenif,athe liquidation pla
will be approved.

In the normal course of business we are periogiqadirty to certain legal actions and proceedingsliring matters that a
generally incidental to our businessd, collection of loans receivable). In managemipinion, the resolution of these le
actions and proceedings will not have a materiaexk effect on our consolidated financial statesen

Other

If the SBA establishes that a loss on an SBA guaeahloan is attributable to significant technideficiencies in the manner
which the loan was originated, funded or servicgdbr SBLC, the SBA may seek recovery of funds frasn With respect
the guaranteed portion of SBA loans that have Iseth the SBA will first honor its guarantee andritseek compensation fr
us in the event that a loss is deemed to be at#tieito technical deficiencies.

Pursuant to SBA rules and regulations, distribigidom our SBLC and SBICs are limited. In orderojgerate as a sm
business lending company, a licensee is requirethdmtain a minimum net worth (as defined by SBAulations) of th
greater of (1) 10% of the outstanding loans reddevaf our SBLC or (2) $1.0 million, as well as teén other regulatol
restrictions such as change in control provisiétidDecember 31, 2008, dividends of approximately6$8illion were availabl
for distribution.
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Note 21. Business Segments:

Operating results and other financial data aregmtes! for our reportable business segments. Tleggrents are categorized
line of business which also corresponds to how #ireyoperated. The segments historically includgdhie Lending Divisior
which originates loans receivable to small busiesgwimarily in the hospitality industry and (2gtRroperty Division whic
operated certain of our hotel properties. With eespo the operations of our Lending Division, wert differentiate betwe
subsidiaries or loan programs.

Our business segment data was as follows:

Years Ended December ¢

2008 2007
Lending Property Lending Property
Total Division Division Total Division Division

(In thousands
Total revenue $ 23,117 $ 23,07¢ $ 38 $ 27,29: $ 27,26: $ 30

Total expense 13,68¢ 13,68¢ — 14,627 14,26 364

Income (loss) before income tax
provision, minority interest, an

discontinued operatior 9,431 9,39: 38 12,66¢ 13,00: (339
Income tax benefit (provisiot (319 (319 — (484 (509 25
Minority interest (preferred stock

dividend of subsidiary (90) (90) — (90 (90) —
Income (loss) from continuing

operations 9,022 8,98¢ 38 12,09 12,40: (309
Discontinued operatior 784 76¢ 15 1,041 7 1,03/
Net income $ 9,80¢ $ 9,75: $ 53 $ 13,13¢ $ 12,41( $ 72t

Year Ended December 31, 20
Lending Property
Total Division Division

(In thousands

Total revenue $ 28,97 $  28,50( $ 472
Total expense 15,26¢ 13,35¢ 1,907
Gain on early extinguishment of d¢ 563 563 —

Income (loss) before income tax provision, minoritterest and

discontinued operatior 14,27 15,70¢ (1,439
Income tax provisiol (649) (63¢) (12)
Minority interest (preferred stock dividend of sidiary) (90) (90 —
Income (loss) from continuing operatic 13,53 14,977 (1,44%)
Discontinued operatior 2,152 11C 2,042

Net income $ 15,68¢ $ 15,08’ $ 597
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PMC COMMERCIAL TRUST AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS
(In thousands, except footnotes)

Additions
Balance at Charged to Charged to Balance at
beginning costs and other end
Description of period expenses accounts Deductions of period
Year ended December 31, 2006:
$ (467,(2)
(72)(3)
Loan Loss Reserve $ 427 3 174 $ —  $ (53¢) $ 63
Rent and Related Receivables
Reserve $ 1,258 $ 9252) $ — 3 — $ 2,18(
Year ended December 31, 2007:
$ (220)(1)
(24)(3)
Loan Loss Reserve $ 63 $ 123 $ — 3 (144) $ 42
Rent and Related Receivables
Reserve $ 2,18( $ $ — $ (2,180(12) % —
Year ended December 31, 2008
$ (14)(1)
(36)(3)
Loan Loss Reserve $ 42 3 48¢ $ — 3 (50) $ 48C

(1) Principal writter-off.

(2) During 2006, we established reserves against aur ard related receivables from Arlington basedbest availabl
information provided to us through the Arlingtonnkeuptcy proceedings. During 2007, we wrote off @utington
reserves and receivables based upon an executietngett agreemen

(3) Represents previously recorded loan loss reserhiehwere reversed due to reductions in expecteskebon loan:
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SCHEDULE IV
PMC COMMERCIAL TRUST AND SUBSIDIARIES

MORTGAGE LOANS ON REAL ESTATE
AS OF DECEMBER 31, 2008

(Dollars in thousands, except footnotes)

Conventional Loans — 3% or greater(1):

Geographic Number
Dispersion of of
Collateral Loans
Manassas, Virgin 1

Conventional Loans — States 2% or greate(2) (3):

Texas
Texas(4)
Texas
Texas

Arizona
Arizona
Arizona
Arizona

Ohio
Ohio
Ohio
Ohio

Virginia
Virginia
Virginia

Michigan
Michigan

Florida
Florida
Florida
Florida

Alabama
Alabama(5)

Oregon
Oregon
Oregon

California
California
California

lowa
lowa

Missouri
Missouri

Tennesse
Tennesse

Colorado
Colorado(6)

Wyoming

Other(7)

Other

Other

General Reserv

15
10

P wWwwN

P WweE

N

[EQUE N [o

N -

Size of Loans

Principal amount

From To
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 2,000 $ 3,00(
$ 3,000 $ 4,00C
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 2,000 $ 3,00(
$ 5000 $ 6,00(
$ 0 $ 1,00C
$ 1,000 $ 2,000
$ 2000 $ 3,00C
$ 3,000 $ 4,000
$ 1,000 $ 2,000
$ 2000 $ 3,000
$ 3,000 $ 4,000
$ 1,000 $ 2,000
$ 3,000 $ 4,000
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 2,000 $ 3,00(
$ 3,000 $ 4,00C
$ 0 $ 1,00C
$ 2,000 $ 3,00(
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 2,000 $ 3,000
$ 0 $ 1,00C
$ 1,000 $ 2,000
$ 2000 $ 3,00C
$ 1,000 $ 2,000
$ 2000 $ 3,00C
$ 0 $ 1,00C
$ 1,000 $ 2,000
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 1,00 $ 2,00(
$ 2,000 $ 3,00(
$ 1,00 $ 2,00(
$ 0 $ 1,00C
$ 1,00 $ 2,00(
$ 2000 $ 3,00C

Final Carrying of loans subject tc
Interest Rate Maturity Amount of delinquent principal
Variable Fixed Date Mortgages or “interest”
6.8¢% NA 1/31/2¢ $ 6,411 $ =
7.38% t0 8.389 8.25% to 10.78¢ 12/06/1-02/25/2+ 6,65< —
6.63% to 7.889 10.25% 5/01/2:-3/16/27 13,86¢ 1,32¢
7.13% 8.35%  11/29/2¢-12/4/2¢ 7,62¢ —
6.3¢% 8.25% to 8.35% 11/29/2¢12/13/2" 10,02: —
7.88(% 9.25% 4/12/2:-7/29/2F 1,10¢% —
8.36% 9.25% to 10.00¢  11/18/1-9/29/2¢ 4,21z —
7.88% to 8.139 9.4(%  7/08/1¢-12/21/2¢ 7,611 —
6.88% NA 1/30/2¢ 5,19¢ —
NA 9.0(% 3/2/1¢ 834 —
7.63% to 7.889 NA 10/27/2%-5/30/2¢ 4,35¢ —
6.8¢% 8.28%  10/30/2¢-4/21/2¢ 7,458 —
6.8% NA 4/21/2¢ 3,251 —
7.88% 8.9(% 5/31/27-2/28/2% 2,547 —
8.1%% NA 6/29/2¢ 2,90t —
7.01% NA 3/27/21 3,33¢ —
6.76% to 7.889 NA 2/10/2¢-4130/27 6,90t —
7.3¢% NA 11/2/2¢ 3,701 —
7.01% NA 11/1/2¢ 20¢ —
7.63% NA 10/1/2¢ 1,881 —
NA 8.24% 1/1/2¢ 2,60¢ —
7.01% NA 11/1/2¢ 3,02¢ —
NA 9.5(% 10/27/1¢ 494 —
7.88% NA 3/1/2€-10/1/2¢ 5,72 —
7.38% to 7.639 9.5(% 6/16/1¢-9/15/2¢ 1,581 —
NA 9.4% to 9.90% 2/2/1¢-3/20/1¢ 2,09¢ —
8.1%% NA 9/8/2¢ 2,30¢ —
NA 8.5% to 8.95% 10/1/0¢-10/27/1¢ 1,96z —
7.6%% NA 12/13/2¢ 1,76¢ —
6.5(% NA 12/12/2¢ 2,204 —
7.6%% NA 5/30/2¢ 1,828 —
7.88% NA 5/12/2: 2,644 —
NA 8.25% 8/31/1¢ 1,18C —
7.88% NA 12/15/2%-3/7/2¢ 3,18¢ —
6.63% to 8.389 NA 8/1/272-2/19/2¢ 1,902 —
7.54% NA 11/8/2¢ 1,684 —
8.3t% NA 12/13/2¢ 1,29¢ —
NA 10.25% 1/24/21 2,22¢ 2,22¢
NA 7.1% 5/16/21 3,25¢ —
7.88% t0 8.889 9.25% t0 9.77% 7/1/0¢-1/30/2¢ 4,821 1,034
6.38% to 8.389 8.75%  10/6/1%-12/14/2] 12,93¢ —
7.6%% NA 11/3/25-5/24/2 4,62% —

(275



111 $ 16517(8) $ 4,58¢

Footnotes:

(1) Loan is collateralized by a commercial first morggaon a limited service hospitality property. Payinis based on
variable interest rate adjusting quarterly until toaty. Prepayment charge is 5% for the first yed¥ for the secor
year, 3% for the third year, 2% for the fourth yea®o for the fifth year and no prepayment chargeréhafter. The fac
amount of the loan was $6,466,000.

(2) Approximately 90.7% of our loans are collateralizedlimited service hotels.

(3) There are six loans which are secured by secont lan properties which are subordinated to ourtfirsns on thi
respective properties.

(4) Includes an impaired loan with a face value of 25,800 and a valuation reserve of $20,000.
(5) Includes a loan with a face value of $3,027,000 anéluation reserve of $49,000.

(6) Includes an impaired loan with a face value of $%,200.

(7) Includes an impaired loan with a face value of 84,000 and a valuation reserve of $70,000.

(8) For Federal income tax purposes, the cost basmuofimortgage loans on real estate was approximeké§6,244,91
(unaudited).
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SCHEDULE IV
PMC COMMERCIAL TRUST AND SUBSIDIARIES
MORTGAGE LOANS ON REAL ESTATE
AS OF DECEMBER 31, 2008
(Dollars in thousands, except footnotes)

Principal amount

Number Final Carrying of loans subject ta
of Size of Loans Maturity Amount of  delinquent principal
Loans From To Interest Rate(2) Date Mortgages or “interest”

Texas(3) 41$ 0 $50C 588%to7.75% 12/24/0-4/22/3:$ 2,897 $ 184
Georgia 6% 0 $50C 6.00%to7.75%  3/16/1-7/22/3( 1,03 —
Missouri 6% 0 $50C 7.00%to7.75% 2/20/11-12/14/2¢ 582 —
Ohio (4) 7% 0 $50C 6.00%to7.75%  5/11/1%-3/31/3( 58C 10€
New Mexico(5) 2% 0 $50C 7.75%to08.25%  8/30/24-5/11/2F 57t —
Wisconsin 2% 0 $50C 6.75%  3/5/3--12/16/3: 551 —
lowa 2% 0 $50C 6.50% to 7.25% 9/29/2:-11/26/3: 504 —
South Carolin: 3% 0 $50C 7.00%to7.50%¥  8/18/1¢5/30/31 48t —
Oklahoma 4% 0 $50C 6.50% to 7.75% 9/9/24-7/26/2¢ 48k —
Alabama 3% 0 $50C 6.75%  7/27/2%-1/22/2¢ 422 —
Indiana 2% 0 $50C 6.50% to 7.25% 11/19/1-10/20/3: 39t —
Arkansas 4% 0 $50C 7.00% to7.75% 10/25/1=7/30/2¢ 34E —
Kansas 1$ 0 $50C 7.00% 09/01/2¢ 25¢ —
Other(6) 25% 0 $50C 6.25%to7.75% 3/21/1(-12/28/2" 93€ 9

Government guarante
portions(7) 4,58¢ —
10€ $ 14,63¢8) $ 29¢

Footnotes:

(1)

Includes approximately $695,000 of loans not sedtune real estate and $334,000 secured by second tie propertie

which are subordinate to our first liens on thepestive properties and one loan of $49,000 secbsed second lien on
hotel property and two loans of $90,000 secured liyird liens, one on a personal residence and am& hotel propert

behind our first and secon
2)
3)
(4)
5)
(6)

Interest rates are variable at spreads over thengrirate unless otherwise not
Includes three impaired loans with a face valu¢1$4,000 and a valuation reserve of $26,
Includes an impaired loan with a face value of $025 and a valuation reserve of $16,000 and a distof $18,888
Includes one loan with a fixed rate of 8.2%

Includes an impaired loan with a face value of $8,@&nd a valuation reserve of $9,01

7) Represents the government guaranteed portions 0S84 7(a) loans detailed above. As there is nk dEloss to L
related to these portions of the guaranteed loéims geographic information is not presented as itdt meaningfu

(8)
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SCHEDULE IV
PMC COMMERCIAL TRUST AND SUBSIDIARIES
MORTGAGE LOANS ON REAL ESTATE
AS OF DECEMBER 31, 2008
(In thousands, except footnotes)

Balance at December 31, 2C $ 157,57:
Additions during period
New mortgage loan(1)(2) $ 71,53(
Other— accretion of loan fees and discou 44C 71,97(
Deductions during periot
Collections of principa $ (49,58
Foreclosure: (3,730
Cost of mortgages sold, r (6,699
Amortization of premiun —
Other— purchased discoul (182
Other— bad debt expens (103
Other— deferral for collection of commitment fees, netobts (72) (60,36%)
Balance at December 31, 2C $ 169,18:
Additions during period
New mortgage loan(3)(4) $ 44.,41¢
Other— accretion of loan fees and discou 43k 44,85+
Deductions during periot
Collections of principa $ (40,649
Foreclosure: (4,91))
Cost of mortgages sold, r (2,109
Amortization of premiun —
Other— non cash change in loi (299
Other— bad debt expens (99
Other— deferral for collection of commitment fees, netobts (1) (48,06¢)
Balance at December 31, 2C $ 165,96
Additions during period
New mortgage loan(5) $ 55,95(
Other— deferral for collection of commitment fees, netosts 48
Other— accretion of loan fees and discou 44§ 56,44¢
Deductions during periot
Collections of principa $ (37,969
Foreclosure: —
Cost of mortgages sold, r (4,189
Amortization of premiun —
Other— bad debt expense, net of recove (452) (42,60¢)
Balance at December 31, 2C $ 179,80°

Footnotes:

(1) Includes ten loans of approximately $17,084,00Cctviiere originated in connection with the salebatkl properties ar
two loans of approximately $2,760,000 which wenginated in connection with sales of assets acquireliquidatior
which did not require cash expenditur

(2) Includes two loans receivable totalling approximat$2,540,000 repurchased from affiliat

(3) Includes two loans of approximately $4,380,000 Whiere originated in connection with the sales aiehproperties an
three loans of approximately $6,283,000 which wamiginated in connection with sales of assets aeguin liquidatior
which did not require cash expenditur

(4) Includes two loans of approximately $4,983,000 Whiere repurchased from securitizations during 2(



(5) Includes $21,363,000 from the exercise of “clean-up call” provisions related to the 2001 Joint Venture anel 199¢
Partnership.
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EXHIBIT INDEX
Exhibit
Number Description

2.1 Agreement and Plan of Merger by and between PMCr@ercial Trust and PMC Capital, Inc. dated Mz
27, 2003 (incorporated by reference to Annex A Registrant’s Registration Statement on Forddate
November 10, 2003

2.2 Amendment No. 1 to Agreement and Plan of Mergeveenh PMC Commercial Trust and PMC Capital,
dated August 1, 2003 (incorporated by referencéxhibit 2.5 to the Registramst’ Quarterly Report ¢
Form 1(-Q filed on August 12, 2003

3.1 Declaration of Trust (incorporated by referencehi® exhibits to the RegistrastRegistration Statement
Form ¢-11 filed with the Commission on June 25, 1993,rasraded (Registration No. -65910)).

3.1(a) Amendment No. 1 to Declaration of Trust (incorpetatby reference to the exhibits to the Registsant
Registration Statement on Forml$-filed with the Commission on June 25, 1993, rasraded (Registratic
No. 3:-65910)).

3.1(b) Amendment No. 2 to Declaration of Trust (incorpethby reference to the RegistranAnnual Report ¢
Form 1(-K for the year ended December 31, 19!

3.1(c) Amendment No. 3 to Declaration of Trust dated Feabrd0O, 2004 (incorporated by reference to
Registrar's Annual Report on Form -K for the year ended December 31, 20(

3.2 Bylaws (incorporated by reference to the exhihitghte Registrant’s Registration Statement on Forbi S
filed with the Commission on June 25, 1993, as atadr{Registration No. -65910)).

41 Instruments defining the rights of security holddrse instruments filed in response to items 3d 22 an
incorporated in this item by referen:

4.2 Debenture dated March 4, 2005 for $4,000,000 lo&im 8BA (incorporated by reference to the Regidtsan
Annual Report on Form -K for the year ended December 31, 20!

4.3 Debenture dated September 9, 2003 for $2,190,080 leith SBA (incorporated by reference to
Registrar's Annual Report on Form -K for the year ended December 31, 20(

4.4 Debenture dated September 9, 2003 for $2,000,080 leith SBA (incorporated by reference to

Registrar's Annual Report on Form -K for the year ended December 31, 20!
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+10.] 2005 Equity Incentive Plan (incorporated by refeeeto Exhibit 10.1 to the RegistrasitQuarterly Repa
on Form 1-Q for the quarterly period ended June 30, 20

10.Z Trust Indenture between PMC Joint Venture, L.P.266d BNY Midwest Trust Company, dated a
December 15, 2000 (incorporated by reference tddixh 1 to the Registrant’'s Current Report on F@&m
K filed on March 13, 2001

10.c Servicing Agreement by and among BNY Midwest TrGstmpany, PMC Joint Venture, L.P. 2000
PMC Capital, Inc. and PMC Commercial Trust, datecdBDecember 15, 2000 (incorporated by refer
to Exhibit 2.2 to the Registre’s Current Report on Forn-K filed on March 13, 2001

10.¢ Trust Indenture between PMC Joint Venture, L.P.20@nd BNY Midwest Trust Company, dated Apr
2002 (incorporated by reference to Exhibit 2.1 he Registrant’s Current Report on FornK&iled on
April 19, 2002).

10.t Servicing Agreement by and among BNY Midwest Ti@setmpany, PMC Joint Venture, L.P. 2002PMC
Capital, Inc. and PMC Commercial Trust, dated ABriR002 (incorporated by reference to Exhibit®
the Registrar's Current Report on Forn-K filed on April 19, 2002)

10.€ Servicing Agreement by and among Harris Trust SgviBank, as Trustee and Supervisory Servicer,
Capital L.P. 1998, as Issuer, and PMC Capital, Inc. as Serviceo(worated by reference to Exhibit 1C
to PMC Capital, In¢s Annual Report on Form -K for the fiscal year ended December 31, 19

10.7 Trust Indenture between PMC Joint Venture, L.P.220@&nd The Bank of New York, as Trustee, d
September 16, 2003 (incorporated by reference ¢oRRgistrant’s Current Report on FornK8&filed
October 10, 2003

10.¢ Servicing Agreement by and among The Bank of NewkYas Trustee and Supervisory Servicer, F
Joint Venture, L.P. 2003-as Issuer and PMC Capital, Inc. and PMC Commiefcigst as Servicers, dat
September 16, 2003 (incorporated by reference ¢o RBgistrant’'s Current Report on FornK8filed
October 10, 2003

10.¢ Revolving Credit Agreement dated February 29, 2b8dveen PMC Commercial and Bank One, Te
N.A. (incorporated by reference to the Regis’'s Annual Report on Form -K filed March 15, 2004)

+10.1( Employment contract with Lance B. Rosemore datede b, 2008 (incorporated by reference
Exhibit 10.3 to the Registrant’'s Quarterly Repont Borm 10Q for the quarterly period ended June
2008).
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+10.12 Employment contract with Barry N. Berlin dated JuiGe 2008 (incorporated by reference to ExhibitL 1@
the Registrar's Quarterly Report on Form -Q for the quarterly period ended June 30, 20
+10.1: Employment contract with Jan F. Salit dated June2068 (incorporated by reference to Exhibit 1@.5ht
Registrar’s Quarterly Report on Form -Q for the quarterly period ended June 30, 20
+10.1¢ Form of amendment to executive employment contfiaciorporated by reference to Exhibit 99.1 to
Registrar’s Current Report on Forn-K filed December 18, 2008
10.1¢ Purchase Agreement among PMC Commercial Trust, Pkérred Capital Truskand Taberna Preferr
Funding I, Ltd. dated March 15, 2005 (incorporategd reference to Exhibit 10.1 to the Registrant’
Quarterly Report on Form -Q for the quarterly period ended March 31, 20
10.1¢ Junior Subordinated Indenture between PMC Commleficiast and JPMorgan Chase Bank, Nati
Association as Trustee dated March 15, 2005 (iraratpd by reference to Exhibit 10.2 to the Regntea
Quarterly Report on Form -Q for the quarterly period ended March 31, 20
10.15 Amended and Restated Trust Agreement among PMC @oonh Trust, JPMorgan Chase Bank, Nati
Association, Chase Bank USA, National Associatiod @he Administrative Trustees Named Herein ¢
March 15, 2005 (incorporated by reference to ExHibBi3 to the Registrant’s Quarterly Report on Fafn
Q for the quarterly period ended March 31, 20
10.1¢ Preferred Securities Certificate (incorporated bjemrence to Exhibit 10.4 to the RegistranQuarterl
Report on Form 1-Q for the quarterly period ended March 31, 20
10.1¢ Floating Rate Junior Subordinated Note due 203Bofjporated by reference to Exhibit 10.5 to
Registrar’s Quarterly Report on Form -Q for the quarterly period ended March 31, 20
10.2( Amendment No. 1 to Revolving Credit Facility datddrch 15, 2004 between PMC Commercial Trust
Bank One, Texas, N.A. (incorporated by referencéhoRegistrant’s Quarterly Report on FormQer
the quarterly period ended June 30, 20
10.21 Second Amendment to Credit Agreement between PM@rercial Trust and JPMorgan Chase B
N.A. dated December 29, 2004 (incorporated by esfee to Exhibit 10.44 to the Regist’'s Annua
Report on Form 1-K filed March 16, 2005)
10.2: Third Amendment to Credit Agreement between PMC @encial Trust and JPMorgan Chase Bank,

dated February 7, 2005 (incorporated by referencExhibit 10.45 to the RegistraatAnnual Report ¢
Form 1(-K filed March 16, 2005)
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10.2: Fourth Amendment to Credit Agreement between PM@&@ercial Trust and JPMorgan Chase Bank,
dated December 28, 2005 (incorporated by referémd¢be Registrant’'s Annual Report on Form K.der
the year ended December 31, 20t
10.2¢ Form of Indemnification Agreement (incorporated t®ference to the Registramt/Annual Report ¢
Form 10-K for the year ended December 31, 2005).
10.2¢ Fifth amendment to Credit Agreement between PMC @engial Trust and JPMorgan Chase Bank,
dated November 7, 2006 (incorporated by refereadexhibit 10.1 to the RegistrastQuarterly Report ¢
Form 1(-Q for the quarterly period ended September 30, R(
10.2¢ Sixth amendment to Credit Agreement between PMC i@eruial Trust and JPMorgan Chase Bank,
dated November 7, 2007 (incorporated by refereadexhibit 10.1 to the RegistrastQuarterly Report ¢
Form 1(-Q for the quarterly period ended September 30, R(
10.2% Seventh amendment to Credit Agreement between PM@n&rcial Trust and JPMorgan Chase B
N.A. dated January 28, 2008 (incorporated by refe@eto Exhibit 10.2 to the Registr’'s Current Repa
on Form &K filed January 30, 2008
10.2¢ Eighth amendment to Credit Agreement between PM@@ercial Trust and JPMorgan Chase Bank,
dated October 23, 2008 (incorporated by refereadeéxhibit 10.3 to the RegistrastQuarterly Report ¢
Form 1(-Q filed November 7, 2008
*21.1 Subsidiaries of the Registre
*23.1 Consent of PricewaterhouseCoopers |
*31.1 Section 302 Officer Certificatio— Chief Executive Office
*31.2 Section 302 Officer Certificatio— Chief Financial Office
**32.1 Section 906 Officer Certificatio— Chief Executive Office
**32.2 Section 906 Officer Certificatio— Chief Financial Officel

* Filed herewith
**  Furnished herewitt
+  Management contract or compensatory |
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Exhibit 21.1
Subsidiaries of Registrant

State
of
Incorporation

PMC Investment Corporatic
Western Financial Capital Corporati
First Western SBLC, In¢

PMC Funding Corp

PMCT AH, Inc.

PMCT Plainfield, L.P

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
PMC Capital, L.P. 19¢-1
PMC Capital Corp. 19¢-1
PMC Asset Holding, LLC
PMC Preferred Capital Tri-A
PMC Properties, Inc

Florida

Florida

Florida

Florida

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémt¢ke Registration Statement on Form S-3D (N&-38767) and Form 8-
(No. 333127531) of PMC Commercial Trust of our report daltéakch 16, 2009 relating to the financial stateragfinancia
statement schedules and the effectiveness of alteamtrol over financial reporting, which appegrshis Form 10-K.

PricewaterhouseCoopers LLP
Dallas, Texas
March 16, 2009



Exhibit 31.1
CERTIFICATION

I, Lance B. Rosemore, Chief Executive Officer, ifgithat:

1. I have reviewed this annual report on Forr-K of PMC Commercial Trus

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgtade a materi
fact necessary to make the statements made, indighe circumstances under which such statemeets made, n
misleading with respect to the period covered ly tport;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly preser
in all material respects the financial conditioesults of operations and cash flows of the registaa of, and for, tt
periods presented in this repc

4. The registrant’ other certifying officer and | are responsible égtablishing and maintaining disclosure contesie
procedures (as defined in Exchange Act Rules 18a}End 15dt5(e)) and internal control over financial repay
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hay

a)

b)

c)

d)

designed such disclosure controls and proceduresaused such disclosure controls and procedurbe
designed under our supervision, to ensure thatriahteformation relating to the registrant, incing its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during therioc
in which this report is being prepare

designed such internal control over financial réipgr or caused such internal control over final
reporting to be designed under our supervisiomrtwide reasonable assurance regarding the rétyabf
financial reporting and the preparation of finahctatements for external purposes in accordandhk
generally accepted accounting princip!

evaluated the effectiveness of the registsatisclosure controls and procedures and pres@ntbd repor
our conclusions about the effectiveness of thelaisece controls and procedures, as of the endegpéhmior
covered by this report based on such evaluatiah

disclosed in this report any change in #mgistrants internal control over financial reporting thatomec
during the registrant’s most recent fiscal quaftiee registrans fourth fiscal quarter in the case of an
report) that has materially affected, or is reabbndikely to materially affect, the registrastiinterna
control over financial reporting; ar

5. The registrarg’other certifying officer and | have disclosedsdxh on our most recent evaluation of internal «d
over financial reporting, to the registrant’'s aoditand the audit committee of the registsuttbard of directors (
persons performing the equivalent functiot

a)

b)

Date: 03/16/09

all significant deficiencies in the design or opiEna of internal control over financial reportinghigh are
reasonably likely to adversely affect the regidfmrability to record, process, summarize and r
financial information; ani

any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportir

/s/ Lance B. Rosemore
Lance B. Rosemort
Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Barry N. Berlin, Chief Financial Officer, cenithat:

1. I have reviewed this annual report on Forr-K of PMC Commercial Trus

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgtade a materi
fact necessary to make the statements made, indighe circumstances under which such statemeets made, n
misleading with respect to the period covered ly tport;

3. Based on my knowledge, the financial statementd, ather financial information included in this qteaty report
fairly present in all material respects the finahciondition, results of operations and cash flofvthe registrant as «
and for, the periods presented in this ref

4. The registrant’ other certifying officer and | are responsible égtablishing and maintaining disclosure contesie
procedures (as defined in Exchange Act Rules 18a}End 15dt5(e)) and internal control over financial repay
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hay

a)

b)

c)

d)

designed such disclosure controls and proceduresaused such disclosure controls and procedurbe
designed under our supervision, to ensure thatriahteformation relating to the registrant, incing its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during therioc
in which this report is being prepare

designed such internal control over financial réipgr or caused such internal control over final
reporting to be designed under our supervisiomrtwide reasonable assurance regarding the rétyabf
financial reporting and the preparation of finahctatements for external purposes in accordandhk
generally accepted accounting princip!

evaluated the effectiveness of the registsatisclosure controls and procedures and pres@ntbd repor
our conclusions about the effectiveness of thelaisece controls and procedures, as of the endegpéhmior
covered by this report based on such evaluatiah

disclosed in this report any change in #mgistrants internal control over financial reporting thatomec
during the registrant’'s most recent fiscal quattbe registrans fourth quarter in the case of an an
report) that has materially affected, or is reabbndikely to materially affect, the registrastiinterna
control over financial reporting; ar

5. The registrarg’other certifying officer and | have disclosedsdxh on our most recent evaluation of internal «d
over financial reporting, to the registrant’'s aoditand the audit committee of the registsuttbard of directors (
persons performing the equivalent functiot

a)

b)

Date: 03/16/09

all significant deficiencies in the design or opiEna of internal control over financial reportinghigh are
reasonably likely to adversely affect the regidfmrability to record, process, summarize and r
financial information; ani

any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportir

/s/ Barry N. Berlin
Barry N. Berlin
Chief Financial Officer




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 PMC Comnigrdrust (the “Company”) on Form 1K-for the period ende
December 31, 2008 as filed with the Securities Brdhange Commission on the date hereof (the “R8pdrtLance B
Rosemore, Chief Executive Officer of the Compareytify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of tl
Sarbanes-Oxley Act of 2002, that to the best okmywledge:

1. The Report fully complies with the requiremenitsection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairlegents, in all material respects, the financiaddition and results
operations of the Company.

/sl Lance B. Rosemore
Lance B. Rosemor
Chief Executive Office
March 16, 200¢

This certification accompanies the Report purstarBection 906 of the Sarban@siey Act of 2002 and shall not, exc
to the extent required by the Sarbafedey Act of 2002, be deemed filed by the Compamygdurposes of Section 18 of
Securities Exchange Act of 1934.

A signed original of this statement required by tfec906 of the Sarban&dxley Act of 2002 has been provided to
Company and will be retained by the Company andished to the Securities and Exchange Commissioits astaff upo
request.



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 PMC Comni@rdrust (the “Company”) on Form 1R-for the period ende
December 31, 2008 as filed with the Securities Bxchange Commission on the date hereof (the “R@padrBarry N. Berlin
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursua®ta@6 of the Sarbanes-
Oxley Act of 2002, that to the best of my knowledge

1. The Report fully complies with the requiremenitsection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairlegents, in all material respects, the financialdition and results
operations of the Company.

/s/ Barry N. Berlin
Barry N. Berlin

Chief Financial Office
March 16, 200¢

This certification accompanies the Report purstar8ection 906 of the Sarban@siey Act of 2002 and shall not, exc
to the extent required by the Sarbafedey Act of 2002, be deemed filed by the Compamygdurposes of Section 18 of
Securities Exchange Act of 1934.

A signed original of this statement required by tfec906 of the Sarban&dxley Act of 2002 has been provided to
Company and will be retained by the Company andished to the Securities and Exchange Commissioits astaff upo
request.



