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PART |
ITEM 1. BUSINESS OF AMERITRANS

GENERAL

Ameritrans Capital Corporation (the "Company”, "Ameritrans’, "our", "us", or "we"), is a Delaware closed-end
investment company formed in 1998, which through its subsidiary, Elk Associates Funding Corporation ("EIK"),
makes loans to taxi owners to finance the acquisition and operation of taxi medallions and related assets, and to
other small businesses. Ameritrans also makes loans to and investments in opportunities that Elk has historically
been unable to make due to U.S. Small Business Administration (the "SBA") Regulation. The Company's internet
site is www.ameritranscapital.com. Ameritrans makes available, free of charge through its internet site its annual
report on form 10-K, quarterly reports on form 10-Q, current reports on form 8K and any amendments to those
reports filed or furnished pursuant to the Securities Exchange Act of 1934, as amended (the "Exchange Act").

On March 2, 2006, the Company closed on the sale of 1,355,608 shares of common stock, $.0001 par value of the
Company (the "Shares" or "Common Stock") and 338,902 warrants to purchase shares of Common Stock ("Private
Offering Warrants') for aggregate gross proceeds totaling $7,930,310 ($7,250,407 net of expenses). Each Private
Offering Warrant entitles the holder thereof to purchase one share of Common Stock at an exercise price of $6.44
per share. The Private Offering Warrants may be exercised in whole or in part, and expire five (5) years from the
date of issuance. The Common Stock and Private Offering Warrants were issued pursuant to the private offering by
the Company dated July 29, 2005, of which various closings took place throughout December 2005 and January,
February and March of 2006. The increased capital that was raised for Ameritrans will help the Company
significantly in its plans for the continued expansion of the Company’s business including making loans to and
investments in opportunities that Elk has historically been unable to make due to SBA Regulation. "See Loan
Portfolio; Valuation."

On March 15, 2006, Ameritrans filed a registration statement (the "March Registration Statement") with the SEC to
cover the 1,355,608 shares of Common Stock and 338,902 shares of Common Stock underlying the Private Offering
Warrants sold in the private offering. The March Registration Statement did not cover any authorized but unissued
shares of the Company’s Common Stock or 9 3/8% cumulative Participating redeemable Preferred Stock (the
"Participating Preferred Stock"). The March Registration Statement was declared effective by the SEC on April 25,
2006.

Both Ameritrans and Elk are registered as business development companies, or "BDCs," under the Investment
Company Act of 1940, as amended (the"1940 Act"). Accordingly, Ameritrans and Elk are subject to the provisions
of the 1940 Act governing the operation of BDCs. Both companies are managed by their executive officers under
the supervision of their Boards of Directors. Ameritrans and Elk have also elected to be treated as regulated
investment companies, or "RICs," for tax purposes. Under the Internal Revenue Code, as a RIC, we will generally
not be subject to U.S. federal corporate income tax on our investment income if we make qualifying distributions of
our income to stockholders. We qualify for this treatment as long as we distribute at least 90% of our investment
company taxable income to our stockholders as dividends. Elk paid qualifying dividends from July 1983 through
June 1992 and continuously since June 1996. Since December 16, 1999, when we acquired Elk, these dividends
have been payable to Ameritrans as Elk's sole stockholder. Ameritrans has not paid common dividends to its
sharehol ders since the three month period ended January 31, 2003. All Preferred Stock dividends have been duly
paid each quarter which enables the Company to fulfill its 90% distribution earnings requirement.

Because it is a small business investment company ("SBIC"), Elk's operations are subject to other restrictions, and
all loans and investments must comply with applicable SBA Regulations. For example, the interest rate that Elk can
charge, the percentage of any other company it can own, the size of the businesses to which it can make loans, and
the length of time to the maturity date are limited by SBA rules. Elk's business is funded by loans from banks and, to
alesser extent, by the proceeds of subordinated debentures issued to the SBA. Ameritransis not an SBIC and is not
subject to SBA regulation.



CURRENT BUSINESSACTIVITIES

Elk was organized primarily to provide long-term loans to businesses eligible for investments by SBICs under the
1958 Act (" Small Business Concerns'). Elk makes loans for financing the purchase or continued ownership of taxi
medallions, taxis and related assets.

Although Elk's certificate of incorporation provides Elk with the authority to invest in the equity capital of Small
Business Concerns, Elk makes equity investments in Small Business Concerns on a selective basis, and only to a
limited extent. Equity securitiesin Elk's investment portfolio at June 30, 2006 totaled $937,292 or 2% of total assets.
Elk may make additional equity investments however, unless necessary to protect a prior investment of Elk that is
at risk, equity investments shall not exceed 20% of ElK's total assets.

Elk has four (4) wholly-owned subsidiaries: EAF Holding Corporation, EAF Leasing LLC, EAF Leasing Il LLC,
and EAF Leasing Ill LLC. EAF Enterprises LLC and Medalion Auto Management LLC were voluntarily
liquidated and dissolvedin April of 2006.

EAF Holding Corporation, formed in 1992, owns and operates certain real estate assets acquired in satisfaction of
defaulted loans made by Elk. EAF Leasing LLC, EAF Leasing Il LLC, and EAF Leasing Il LLC, own and lease
medallions acquired in satisfaction of foreclosures by Elk.

Ameritrans organized another subsidiary on June 8, 1998, Elk Capital Corporation ("Elk Capital"), which may
engage in lending and investment activities similar to Ameritrans. Since its inception, Elk Capital has had no
operations.

TAXI MEDALLION FINANCE INDUSTRY AND MARKET OVERVIEW

Chicago.

As part of its geographic diversification strategy, Elk studied the Chicago taxi medallion market in 1994, and began
making loans in Chicago in April, 1995. The taxi market and medallion system in Chicago is regulated by the City
of Chicago Department of Consumer Services, Public Vehicle Operations Division. The number of taxi medallions
is limited by city ordinances, and until 1988, these ordinances gave control of the majority of the medallions to the
two largest taxi operators in Chicago; Yellow Cab Co. ("Yellow Cab"), and Checker Taxi Co., Inc. ("Checker
Taxi"). Since 1988, the taxi industry in Chicago has shifted toward more individual ownership. Since 2001 the
Chicago taxi medallion market has significantly weakened due to the general economic slowdown and the events of
September 11, 2001. The result of the economic owdown caused a large number of medallion loans to go into
default and caused a large number of foreclosure sales. The Company experienced a large number of medallion loan
defaults and foreclosures. As a result of these defaults and foreclosures, the Company experienced a large amount
of losses on accrued interest, and costs and expenses incurred to foreclose and resell medallions in the Chicago
market. On the resale of the medallions the Company realized some loss.

At the present time, most medallion sales in Chicago are handled through brokers or attorneys. An active market
place has developed in Chicago for the purchase and resale of medallions. Elk is currently reselling its foreclosed
medallions for approximately $57,500 to $61,750 per medallion, for which it provides full financing to the
purchaser. The City of Chicago imposed a 10% transfer tax on a medallion held for the first year and a 5% transfer
tax thereafter, and for any foreclosure sale. The imposition of the transfer taxes, in addition to being a source of
revenue to Chicago, was also scaled in order to inhibit speculation in the purchase and resale of taxi medallions
without the intent of actually operating taxis. As of June 30, 2006, the total principal amount of our outstanding taxi
loans in Chicago was $19,861,678.

Elk also entered into agreements with large operators of taxi medallions and set up the subsidiary entities EAF
Leasing LLC, EAF Leasing Il LLC, and EAF Leasing IIl LLC which took title to approximately 35 foreclosed
medallions and leases them to medallion operators, without an option to purchase.



During the year ended June 30, 2006, ten (10) medallions with a carrying value of $575,000 were sold at a price of
$57,500 per medallion. As part of the purchase contract, Elk agreed to finance the purchaser for the entire purchase
price plus applicable transfer taxes for a period of 8 years with a balloon principal payment at the maturity date.
During the first year of the loan, the interest rate is one percent (1%) per annum. Thereafter, beginning in the second
year the interest rate increases to 1.5% above the prime rate of interest adjusted each time the prime rate changes.
As aresult of the Company's efforts to resell most of its defaulted medallions during the fiscal year, the Company
decreased its reserve on accrued interest receivable from $59,000 to $31,500. Although there were 10 remaining
foreclosures as of June 30, 2006, the fair value of the collateral remained higher than the amount owed in nearly all
cases and thus principal impairments, if any, should be small.

New York City.

The New York City Taxi and Limousine Commission ("TLC") auctioned a total of 308 taxicab medallions in 2006.
Two hundred fifty four (254) of these taxicab medallions are dedicated for use on either Hybrid-Electric vehicles or
vehicles powered by compressed natural gas, and the remaining fifty four (54) of these taxicab medallions are
dedicated for use with wheelchair accessible vehicles. The total number of taxicab medallionsin New York City is
approximately 13,095.

There are two types of medallions: corporate and individual owner-driver. A corporate medallion is issued for a
taxi owned by a corporation that owns a minimum of two taxis and two corporate medallions (one corporate
medallion per taxi). These taxis do not have to be personaly driven by their owners. An individual owner-driver
may not own more than one taxi and one medallion and by TLC regulation, must be personally driven by their
owners a minimum of 210 shifts per year. Corporate medallions are used by large fleet concerns with many taxis
and many drivers or by small corporations owning & least two medallions and two taxis driven by two owner-
drivers (the so-called " mini-fleet").

At the present time, most medallion sales are handled through brokers. As a result, an active marketplace has
developed for the purchase and resale of medallions. The price of a medallion varies with supply and demand.
According to the most recent data provided by the TLC as of August 2006, individual medallions are selling for
approximately $407,000 and corporate medallions are selling for approximately $525,000. In addition, a 5% New
York City transfer tax and various brokerage commissions are additional expenses incurred in the acquisition and
sale of amedallion.

In addition to financings for purchases and sales of medallions, a substantial market exists for refinancing the
indebtedness of existing minifleet or individual medallions. Management estimates this market to exceed that of the
market for financing transfers, and to be in excess of $100,000,000 per year.

A prospective medallion owner must meet the requirements of the TLC, which approves al sales and transfers. In
general, the requirements are that the prospective owner have no criminal record, that the purchase funds be derived
from legitimate sources, and that the taxi vehicle and meter meet specifications set by the TLC. Also required is a
clearance from prior insurers of the seller in the form of letters stating that there are no outstanding claims for
personal injuriesin excess of insurance coverage.

Medallion transfersin the New Y ork City market are usually handled through medallion brokers, who have frequent
contact with taxi owners and drivers. Medallion brokers locate buyers for sellers of medallions and sellers for buyers
of medallions, and then typically employ afinancing broker to arrange for the financing of the medallion purchases.
In many cases the medallion broker and the financing broker are the same party or related parties. As of June 30,
2006, the total principal amount Elk's of outstanding taxi medallion loansin New Y ork was $3,656,909.

Elk receives referrals from certain medallion brokers in New York. Elk also receives referrals from financing
brokers and their borrowers. In addition, Elk occasionally places advertisements in local industry newspapers and
magazines. Elk alo uses brokers, advertising and referrals in connection with its taxi lending business in the
Chicago, Boston, and Miami markets.



Boston.

Elk began making loans in the Boston market in 1995. Some loans have aso been made to medallion owners who
own medallions issued by the city of Cambridge, MA. Since 1930, the Boston Police Commissioner has had
exclusive jurisdiction over the regulation of taxi operations, including the issuance and transfer of medallions. The
Hackney Carriage Unit of the Boston Police Department deals with taxi regulatory issues.

By statute, the number of medallions issued in Boston may not exceed 1,525, subject to increase or decrease in the
Police Commissioner's discretion. The number of medallions remained essentially unchanged from the late 1940's
until January 1999, when Boston sold 75 additional medallions at auction. Prices at this auction exceeded $140,000
per medallion. Boston auctioned another 75 medallions in September 1999 and 57 medallions in May of 2000. In
2001, the city of Boston sold an additional 20 medallions for handicap use, bringing the total of outstanding
medallions to approximately 1,790. Market prices of Boston medallions are currently approximately $330,000.

Under the applicable statutes and rules, Boston taxi medallions are assignable, subject to the approval of the Police
Commissioner. In practice, transfer applications are submitted to the Hackney Carriage Unit, which has issued
guidelines and forms for transfers. Loans by financial institutions or individuals are secured by taxi medallions and
liens on such assets are routinely alowed in accordance with the Hackney Carriage Unit's "Procedures for
Recording Secured Party Interest.”

The Boston taxi market services the city of Boston, which includes Logan Airport. Elk's marketing efforts have
included retention of alocal attorney, advertising in alocal trade newspaper, and the use of forwarding brokers. As
of June 30, 2006, the total principal amount of our outstanding taxi loansin Boston was $2,199,892.

Metro-D nty (Miami Ar Elori

Elk began making loans in the Miami area taxi market in 1996. The Miami taxi industry has been regulated on a
county-wide basis in Metro-Dade County, Florida since 1981. The Passenger Transportation Regulatory Division
(the "PTRD") of the Metro-Dade County Consumer Services Division ("CSD") oversees taxi operations and licenses
in accordance with the Metro-Dade County Code. Taxicab medallions in Miami are issued pursuant to the Taxicab
Medallion Lottery (the "Lottery"). The Lottery was introduced by the Board of County Commissioners in 1998 as
part of an overall program to upgrade this sector of the for-hire public transportation industry. We have developed
strategies to develop contacts and market our financings to potential purchasers of medallions, and to those owners
who may wish to refinance their medallions in the future. As of June 30, 2006, the total principal amount of our
outstanding taxi loans in the Miami area was approximately $4,648,128.

The 2006 Taxicab Medallion Lottery to be held in November, 2006 will issue 38 taxi permits to persons who have
been taxicab drivers in the county for at least five years. Three of the medallions are reserved for veterans of the
U.S. armed forces, three are reserved for drivers with 20-years of taxicab driving experience, seven for drivers with
25-yearsin the business, and eleven licenses have been reserved for drivers who will operate Wheelchair Accessible
Taxicabs.



LOAN PORTFOLIO -- OVERVIEW

The aggregate loan portfolio for the Company at June 30, 2006 was $49,565,230, net of unrealized depreciation of
$290,300. Ameritrans' loan portfolio consisted of nine (9) commercia loans totaling $4,446,357. Elk's loan
portfolio at June 30, 2006, consisted of 498 taxi medallion loan financings and 69 commercial loans totaling
$45,409,173. During the fiscal year ended June 30, 2006, the Company had total write offs and depreciation on
interest and loans receivable of $335,466, most of which was attributable to commercia loan losses and the Chicago
taxi medallion foreclosures. The interest rates charged by the Company on all of its currently outstanding loans
range from 4% to 18% per annum. As of June 30, 2006, the annual weighted average interest rate on al Company
loans was approximately 9%. The average remaining term of the outstanding loans in the Company'sloan portfolio
is approximately 46 months.

ELK'SCOMMERCIAL LOANS

Elk began making loans to diversified (nontaxi) small businesses ("Commercia Loans") in the New York City
metropolitan area in 1985, in order to diversify itsloan portfolio, which until that time had consisted almost entirely
of loans to owners of New York City taxi medallions. Elk has been increasing this portfolio on a selective basis
since 1995, with a concentration on loans to operators of restaurants, retail dry cleaners and laundromats. Elk's
other Commercial Loans are currently spread among other industries, including auto sales, retirement homes,
commercial construction, car washes, and financia services.

Elk's Commercial Loans finance either the purchase of the equipment and related assets necessary to open a new
business or the purchase or improvement of an existing business Elk generally retains these loans, although from
time to time it sells participation interests in its loans to share risk, or purchases participation interests in loans
generated by other SBICs. Elk generally obtains interest rates on its Commercia Loans that are higher than it can
obtain on New York City taxi medallion loans. The Company believes that the increased yield on Commercial
Loans compensate for their higher risk relative to medallion loans and that it will benefit from the diversification of
its portfolio. Interest rates on currently outstanding Commerdal Loans range from 5.5% to 16%. At June 30, 2006,
Elk's Commercial Loanstotaled $15,027,242.

Elk's primary business has been to provide long-term business loans at commercialy competitive interest rates
(which at June 30, 2006, ranged from 5.5% to 16% per annum). From 1979 through March 1997, Elk was a
"Specialized Small Business Investment Company" (“"SSBIC") under the rules of the SBA. All of its loans were
required to be made to small businesses that were majority-owned by socially or economically disadvantaged
persons, known as " Disadvantaged Concerns.” In September 1996, the Small Business Investment Act of 1958 (the
"1958 Act") was amended to provide, among other things, that no further subsidized funding would be made
available to SSBICs. Consequently, Elk amended its Certificate of Incorporation and entered into an agreement with
the SBA in February 1997 in order to convert Elk from an SSBIC to an SBIC. As such, Elk may now lend to
persons who are not Disadvantaged Concerns.

SBA Regulations set a ceiling on the interest rates that an SBIC may charge its borrowers. Under the current SBA
Regulations, the basic maximum rate of interest that an SBIC may charge is 19%. However, if either the weighted
average cost of the SBIC's qualified borrowings, as determined pursuant to SBA Regulations, or the SBA's current
debenture interest rate, plus, in either case, 11% and rounded off to the next lowest eighth of 1%, is higher, the SBIC
may charge the higher rate. The maximum rate of interest that Elk was allowed to charge its borrowers for loans
originated during June, 2006 was 19%.



Loans made by Elk to finance the purchase or continued ownership of taxi medallions, taxis and related assets are
typically secured by such medallions, taxis and related assets. Loans made by Ameritrans and Elk to finance the
acquisition and/or operation of retail, service or manufacturing businesses are typically secured by real estate and
other assets. In the case of loans to corporate owners, the loans are usualy personally guaranteed by the
stockholders of the borrower. Elk generally obtains first security interests, but occasionally has participated in
certain financings where it has obtained a subordinate second security interest on collateral. Elk has obtained a
relatively higher rate of interest in connection with these subordinated financings. Elk has not, to date, committed
more than 5% of its assets to any one business concern in its portfolio.

As an SBIC, Elk is required by applicable SBA Regulations to submit to the SBA semi-annual valuations of its
investment portfolio, as determined by its Board of Directors, which considers numerous factors including but not
limited to the financial strength of its borrowers to determine "good" or "bad" status, and fluctuations in interest
rates to determine marketability of loans. Reference is made to Footnotes 1, 2 and 3 of Notesto Financial Statements
for a discussion of Elk's method of valuation of its current portfolio of loans. The Company's loans are recorded at
fair value. Since no ready market exists for these loans, the fair value is determined in good faith by the Board of
Directors. In determining the fair value, the Company and Board of Directors consider factors such as the financial
condition of the borrower, the adequacy of the collateral, individual credit risks, historical loss experience and the
relationships between current and projected market rates and portfolio rates of interest and maturities. To date, the
fair value of the loans has been determined to approximate cost less unrealized depreciation and no loans have been
recorded above cost.

Elk may revise the nature of its loan portfolio at such time asits Board of Directors determines that such revision is
in the best interests of Elk. Elk does not currently anticipate that its loan portfolio will realize an annual turnover in
excess of 50%. Elk will not lend to, or otherwise invest more than the lesser of (i) 10% of itstotal assets, or (ii) 30%
of its paidtin capital attributable to its common stock in any one Small Business Concern. Elk has not made, and is
prohibited by applicable SBA Regulations from making, loans to officers, directors or principal stockholders of Elk
or "associates' of Elk, as such term is defined in applicable SBA Regulations.



LOAN PORTFOLIO; VALUATION

Number Maturity Dates Balance
Type of Loan of Loans Interest Rates (in Months) Outstanding
ELK LOANSRECEIVABLE
Chicago:
Taxi medallion 401 4-13.9% 1-163 | $ 19,861,678
New York City:
Taxi medallion 10 5-7% 1-13 3,656,909
Radio car service 3 11-12% 1-8 15,324
Miami:
Taxi medallion 68 7.25-18% 1-72 4,648,128
Boston:
Taxi medallion 16 6.5-7.5% 1-36 2,199,892
30,381,931
Other loans:
Restaurant/Food Service 12 9-15.5% 2-69 2,149,471
Car Wash/Auto Center 2 9.25-14% 12-20 572,137
Dry Cleaner 16 5.5-14% 1-60 704,045
Laundromat 16 6-14% 10-117 3,776,018
Black car service (real property) 2 8.5% 1 410,978
Auto Sales 1 7% 19 147,960
Commercial Construction 9 10.516% 1-58 3,557,101
Food market 1 12.5% 101 480,064
Software company 3 8% 60 41,307
Taxicab distributor 1 6% 12 118,755
ATM manufacturer and distributor 1 12% 34 146,822
Nail salon and Spa 1 9% 42 22,584
Broadcasting/T el ecommunications 2 12.75-14.50% 48 1,500,000
Assisted Living Facilities 2 11.25% 8-9 1,400,000
15,027,242
Total Elk loans receivable $45,409,173
AMERITRANS LOANSRECEIVABLE
Debt collection 2 6-7% 60-72 381,357
Residential Mortgages 1 12% 24 665,000
Construction and Predevelopment Real Estate 6 11-17.5% 12
Mortgage Loans 3,400,000
Total Ameritrans loans receivable $4,446,357
Tota Company loans receivable $49,855,530
Less unrealized depreciation on loans receivable (290,300)

Loans receivable, net

$49,565,230




SOURCES OF FUNDS

Elk is authorized to borrow money and issue debentures, promissory notes and other obligations, subject to SBA
regulatory limitations. Other than the subordinated debentures issued to the SBA, Elk has to date borrowed funds
only from banks. As of June 30, 2006, Elk maintained three lines of credit with an overall borrowing limit of
$36,000,000. At June 30, 2006, Elk had $20,927,500 outstanding under these lines. The loans mature at various
dates through December 31, 2006, and bear interest based on the Company's choice of the lower of either the reserve
adjusted LIBOR rate plus 1.5% or the banks' prime rate minus 0.5%. Upon maturity, Elk anticipates extending the
lines of credit for another year as has been the practice in previous years. Pursuant to the terms of the loan
agreements, Elk is required to comply with certain terms, covenants and conditions, and has pledged its loans
receivable and other assets as collateral for the above lines of credit. Elk is in compliance with all covenants and
credit terms at June 30, 2006.

Asinterest rates rise, our cost of funds increase while the rates on our outstanding loans to our borrowers primarily
remains fixed, and our profitability therefore decreases. In order to partialy contain this risk, from time to time we
have purchased interest rate swaps. While these limited our exposure to upward movement in interest rates on our
bank loans, they initially increased the effective interest rates that we pay on loans subject to these agreements.
However, general risesin interest rates will reduce our interest rate spread in the short term on the floating portion of
our bank debt that is not hedged by interest rate swaps. See "Management's Discussion and Analysis of Financial
Condition and Results of Operations -- Results of Operations -- Interest Expense” and Note 15 of Notes to
Consolidated Financial Statements.

Pursuant to the SBA Agreement, EIk agreed to limit the aggregate of its indebtedness based on a computation of a
borrowing base each quarter. The borrowing base computation is calculated to determine that the total amount of
debt due on the senior bank debt and SBA debentures does not exceed approximately 80% of the value of
performing loans and investments in EIK's portfolio. Loans that are more than 90 days in arrears are valued at a
lower amount in computing the borrowing base.

In connection with the SBA Agreement, Elk has also entered into an intercreditor agreement (the "Intercreditor
Agreement") and a custodian agreement (the "Custodian Agreement") with its banks and the SBA. Pursuant to the
Custodian Agreement, the banks and the SBA appointed Israel Discount Bank of New Y ork as the custodian to hold
certain notes, security agreements, financing statements, assignments of financing statements, and other instruments
and securities as part of the collateral for Elk's indebtedness to the banks and the SBA. The Intercreditor Agreement
sets forth the respective rights and priorities of the banks and the SBA with respect to the repayment of indebtedness
to the banks and the SBA and as to their respective interests in the collateral. Pursuant to the Intercreditor
Agreement, the banks consented to the grant by Elk to the SBA of a security interest in the collateral, which security
interest ranks junior in priority to the security interests of the banks.

On March 2, 2006, the Company closed on the sale of 1,355,608 of Common Stock and 338,902 warrants to
purchase shares of Common Stock ("Private Offering Warrants') for aggregate gross proceeds totaling $7,930,310,
($7,250,407 net of expenses). The Company granted a total of 338,902 Private Offering Warrants. Each Private
Offering Warrant entitles the holder thereof to purchase one share of Common Stock at an exercise price of $6.44
per share. The Private Offering Warrants may be exercised in whole or in part, and expire five (5) years from the
date of issuance. These Shares and Private Offering Warrants were issued pursuant to the private offering by the
Company dated July 29, 2005 of which various closings took place throughout December 2005, January, February
and March of 2006. The increased capital that was raised for Ameritrans will help the Company significantly in its
plans for the expansion of the Company’s business, enabling Ameritrans to make loans to and investments in
opportunities that the Company's operating subsidiary, EIk, has historically been unable to make due to SBA
Regulation.

On March 15, 2006, Ameitrans filed a registration statement (the "March Registration Statement") with the SEC to
cover the 1,355,608 shares of Common Stock and 338,902 shares of Common Stock underlying the Private Offering
Warrants sold in the private offering. The March Registration Statement did not cover any authorized but unissued



shares of the Company’s Common Stock or Participating Preferred Stock. The March Registration Statement was
declared effective by the SEC on April 25, 2006.

SBIC BENEFITS

GENERAL. As an SBIC, Elk is eligible to receive certain financing from the SBA on favorable terms, and Elk and
its stockholder are entitled to certain tax benefits, both described below. The SBA has a certain amount of discretion
in determining the type and amount of financing that will be made available to an SBIC. Therefore, there can be no
assurance as to the nature and amount of SBA financing that may actually be obtained by Elk. Furthermore, there
are certain restrictions and requirements to which Elk is subject by virtue of it being an SBIC.

BACKGROUND. SBICs were created under the 1958 Act as vehicles for providing equity capital, long-term loan
funds and management assistance to small businesses. In general, the SBA considers a business to be" small," and
therefore eligible to receive loans from an SBIC, only if (i) its net worth does not exceed $18,000,000 and if the
average of its net annual income after taxes for the preceding two years was not more than $6,000,000 or (ii) it
meets the size standard for the industry in which it is primarily engaged, pursuant to SBA Regulations. In addition,
an SBIC is required to allocate a portion of its portfolio to the financing of concerns that (i) together with their
affiliates do not have net worth in excess of $6 million and do not have an average net income after taxes for the
preceding two years in excess of $2 million or (ii) meet the size standard for the industry in which they are primarily
engaged. SBICs are licensed, regulated, and sometimes partially financed, by the SBA.

BENEFITS. The principal benefitsto Elk of being licensed as an SBIC are asfollows:

The SBA is authorized to guaranty full repayment of all principal and interest on debentures issued by an SBIC to
the extent of 300% of the SBIC's "Leverageable Capital," as defined in the applicable SBA Regulations. However,
the percentage of allowable leverage decreases if the SBIC's Leverageable Capital exceeds $15,000,000. The term of
such debentures is typically 10 years. The SBA will guarantee such debentures only dter such an SBIC has
demonstrated a need for such debentures as evidenced by the SBIC's investment activity and its lack of sufficient
funds available for investments; provided, however, that an SBIC that has invested at least 50% of its Leverageable
Capital and outstanding leverage shall be presumed to lack sufficient funds available for investment. Generally, such
debentures will bear interest at a fixed rate that is based on the rate which is set by the underwriters of the pooled
debentures sold through SBIC Funding Corp.

With respect to debentures guaranteed after July 1, 1991, the SBA's claim against an SBIC is subordinated, in the
event of such SBIC's insolvency, only in favor of present and future indebtedness outstanding to lenders and only to
the extent that the aggregate amount of such indebtedness does not exceed the lesser of 200% of such SBIC's paid-in
capital and paid-in surplus (as adjusted pursuant to SBA Regulations), or $10,000,000. However, the SBA may
agree to a subordination in favor of one or more loans from certain lenders, in its sole discretion. Pursuant to the
SBA Agreement and the Intercreditor Agreement, the SBA agreed to a subordination in favor of EIK's banks;
provided, however, that Elk is required to keep its overall debt to certain levels based upon the performance of its
portfolio.

COMPETITION

Banks, credit unions, other finance companies, some of which are SBICs, and other private lenders compete with
Elk in the origination of taxi medallion loans and commercial installment loans. Finance subsidiaries of equipment
manufacturers also compete with Elk. Many of these competitors have greater resources than Elk and certain
competitors are subject to less restrictive regulations than Elk. As a result, EIk expects to continue to encounter
substantial competition from such lenders. Therefore, there can be no assurance that Elk will be able to identify and
complete financing transactions that will permit it to compete successfully.

EMPLOYEES

As of June 30, 2006, we employed atotal of ten (10) employees



SBA MATTER

On August 29, 2005, the Company received a letter from the US Small Business Administration together with a
copy of the Examination Report for the period ended March 31, 2004. The letter and Examination Report contained
findings that Elk had potentially violated certain provisions of the SBA regulations, relating to (1) the sale of certain
foreclosed Chicago medallions to an associate of Elk without obtaining the SBA’s final written approval, and (2) the
creation of subsidiary companies and completion of certain related financings to those subsidiary companies without
obtaining the SBA’s prior written approval. The letter contained certain other comments with respect to partial use
of proceeds concerning one loan that the Company made to a third party borrower, and the prepayment provision
contained in loan documents to a different borrower.

Certain members of the Company's Management met with the SBA on September 20, 2005 to discuss and resolve
these issues. The Company believes that it was acting in good faith when it effectuated the transactions with respect
to the sale of the foreclosed Chicago medallions to an associate, as it had applied for permission from SBA prior to
completion of the loan in question, had obtained an indication of approval and SBA was in the process of taking the
steps to obtain formal written approval for the transaction. The Company believes that it was also acting in good
faith when it created the subsidiary companies (deemed "associates’ under SBA regulations) to purchase the
foreclosed medallions, as it was having ongoing discussions with SBA at the time to obtain SBA’s approval of the
transaction and had received verbal indications that it felt it had or would, in due course, subsequently obtain SBA’s
written approval to the transactions.

On February 21, 2006, the Company received a letter (the "SBA Letter") from the SBA regarding the September 20,
2005 meeting between the SBA and the Company, the Examination Report and the SBA findings. The Company
responded in writing to the SBA Letter on March 29, 2006. The SBA has indicated that the Company should
receive a response in October, 2006. Management believes the Company is in a position to finalize this matter and
resolve the issues with the SBA in atimely manner with no significant financial consequence to the Company.

INVESTMENT POLICIES

Elk Investment Policies

The investment policies described below are the fundamental policies of Elk. Under the 1940 Act, these
policies may be changed only by the vote of the lesser of (i) a majority of Elk's outstanding Common Stock, or (ii)
67% of the number of shares of Common Stock present in person or by proxy at a stockholder meeting at which at
least 50% of the outstanding shares of Common Stock are present. Because Ameritrans is the only stockholder of
Elk, we have agreed with the SEC that Elk's fundamental investment policies will be changed only by the vote of the
Ameritrans stockholders.

(a) ISSUANCE OF SENIOR SECURITIES. Elk may issue subordinated debentures to the SBA in the
maximum amounts permissible under the 1958 Act and the applicable regulations. Elk has no preferred stock
authorized.

(b) BORROWING OF MONEY. Elk has the power to borrow funds from banks, trust companies, other
financial institutions, the SBA or any successor agency and/or other private or governmental sources, if determined
by Elk's Board of Directorsto bein its best interests.

(c) UNDERWRITING. Elk has not engaged, and does not intend to engage, in the business of underwriting
the securities of other issuers.

(d) CONCENTRATION OF INVESTMENTS. Elk may not concentrate 25% or more of its total assetsin
securities of issuersin any industry group except the taxi industry. Elk will make at least 25% of its invesments for
financing the purchase or continued ownership of taxi medallions, taxis and related assets. The balance of its
investments includes, and Elk intends to continue to finance, the acquisition and/or operation of other small
businesses.
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(e) REAL ESTATE. Elk has not engaged, and does not intend to engage, in the purchase and sale of rea
estate. However, Elk may elect to purchase and sell real estate in order to protect any of its prior investments which
it considers at risk.

(f) COMMODITIES CONTRACTS. Elk has not engaged, and does not intend to engage, in the purchase
and sale of commaodities or commodities contracts.

(g) LOANS. Elk has made, and will continue to make, loans to Small Business Concerns in accordance
with the provisions of the 1958 Act and the SBA Regulations.

(h) WRITING OPTIONS. Elk has not engaged, and does not intend to engage, in the writing of options.
(i) SHORT SALES. Elk has not engaged, and does not intend to engage, in short sales of securities.

(1) PURCHASING SECURITIES ON MARGIN. Elk has not engaged, and does not intend to engage, in
the purchase of securities on margin.

(k) FUTURES CONTRACTS. Elk has not engaged, and does not intend to engage, in the purchase or sale
of futures contracts.

() RESTRICTED SECURITIES. Elk may invest up to 100% of its assets in restricted securities.

(m) TYPES OF INVESTMENTS. Although Elk was organized primarily to provide long term loan funds
to Small Business Concerns, EIK's certificate of incorporation provides Elk with the authority to invest in the equity
capital of Small Business Concerns. Accordingly, EIk may make equity investments in Small Business Concerns if
determined by its Board of Directorsto be in the best interests of Elk.

(n) MAXIMUM INVESTMENT. Elk will not lend or otherwise invest more than the lesser of (i) 10% of its
total assets or (ii) 30% of its paid-in capital attributable to its Common Stock with respect to any one Small Business
Concern.

(0) PERCENTAGE OF VOTING SECURITIES. The percentage of voting securities of any one Small
Business Concern which Elk may acquire may not exceed 49% of the outstanding voting equities of such Small
Business Concern.

(p) MANAGEMENT CONTROL. Elk does not intend to invest in any company for the purpose of
exercising control of management. However, EIk may elect to acquire control in order to protect any of its prior
investments which it considers at risk.

(a) INVESTMENT COMPANIES. Elk has not invested, and does not intend to invest, in the securities of
other investment companies.

(r) PORTFOLIO TURNOVER. Elk intends to make changes in its portfolio when, in the judgment of its
Board of Directors, such changes will be in the best interest of our stockholdersin light of the then existing business
and financial conditions. We do not anticipate that Elk's loan portfolio will realize an annual turnover in excess of
50%, although there can be no assurance with respect thereto.
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Ameritrans Investment Policies

Ameritrans only fundamental policies, that is, policies that cannot be changed without the approval of the
holders of a mgjority of Ameritrans outstanding voting securities, as defined under the 1940 Act, are the restrictions
described below. A "mgjority of Ameritrans' outstanding voting securities” as defined under the 1940 Act means the
lesser of (i) 67% of the shares represented at a meeting at which more than 50% of the outstanding shares are
represented or (ii) more than 50% of the outstanding shares. The other policies and investment restrictions referred
to in this annual report on form 10-K, including Ameritrans' investment objectives, are not fundamental policies of
Ameritrans and may be changed by the Board of Directors of Ameritrans without stockholder approval. Unless
otherwise noted, whenever an investment policy or limitation states a maximum percentage of Ameritrans' assets
that may be invested in any security or other asset, or sets forth a policy regarding quality standards, such standard
or percentage limitation will be determined immediately after and as a result of Ameritrans acquisition of such
security or other asset. Accordingly, any subsequent change in values, assets, or other circumstances will not be
considered when determining whether the investment complies with Ameritrans investment policies and limitations.
Ameritrans fundamental policies are as follows:

(8) Ameritrans will at all times conduct its business so as to retain its status as a BDC under the 1940 Act.
In order to retain that status, Ameritrans may not acquire any assets (other than non-investment assets necessary and
appropriate to its operations as a BDC) if, after giving effect to such acquisition, the value of its "Qualifying
Assets,” amount to less than 70% of the value of its total assets. Ameritrans believes that the temporary investments
it makes with its funds will generally be Qualifying Assets.

(b) Ameritrans may borrow funds and issue "senior securities” to the maximum extent permitted under the
1940 Act. As a BDC, Ameritrans may issue senior securities if, immediately after such issuance, the senior
securities will have an asset coverage of at least 200%. Under the 1940 Act, subordinated debentures issued to or
guaranteed by the SBA, the preferred stock issued to the SBA by Elk and Elk's bank borrowings may be consdered
senior securities issued by Ameritrans requiring asset coverage of 200%; however, pursuant to an Exemptive Order
issued by the SEC on December 7, 1999, such debentures, preferred stock and bank borrowings are exempt from the
asset coverage requirements of the 1940 Act. Ameritrans may, and currently does, when consolidating, exclude Elk
borrowings for purposes of the asset coverage rules.

(c) Ameritrans will not (i) underwrite securities issued by others (except to the extent that it may be
considered an "underwriter" within the meaning of the Securities Act in the disposition of restricted securities), (ii)
engage in short sales of securities, (iii) purchase securities on margin (except to the extent that it may purchase
securities with borrowed money), (iv) write or buy put or call options, or (v) engage in the purchase or sale of
commodities or commodity contracts, including futures contracts (except where necessary in working out distressed
loan or investment situations). Ameritrans and Elk may purchase swaps covering up to 100% of their variable rate
debt. In addition, Ameritrans may sponsor the securitization of loan portfolios.

(d) Ameritrans holds al of the outstanding common stock of Elk and Elk Capital and may organize
additional subsidiariesin the future. Ameritrans may acquire restricted securities of small businesses.

FEDERAL INCOME TAX CONSIDERATIONS

The following discussion is a general summary of the federal income tax principles applicable to Ameritrans, based
on the currently exiging provisions of the Interna Revenue Code and the regulations thereunder. This summary
does not purport to be a complete description of the tax considerations applicable to Ameritrans or to the holders of
its Common Stock. These principles, in general, also apply to Elk, because the sole direct stockholder of Elk is
Ameritrans.

Ameritrans has elected to be treated as a "regulated investment company” (a "RIC") under Section 851 of the
Internal Revenue Code, Elk has been treated as a RIC since 1984. A regulated investment company may deduct, for
federal income tax purposes, most dividends paid to stockholders, thereby avoiding federal income taxation at the
corporate level on stockholder dividends. In addition, because Elk currently qualifies for treatment as a RIC,
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Ameritrans anticipates that the dividends it receives from Elk will not be subject to corporate taxation at the level of
Elk.

TAXATION OF REGULATED INVESTMENT COMPANIES

In order to qualify asa RIC for a given fiscal year, a company must meet each of the following conditions for that
fiscal year:

a) The company must be registered as an investment company under the 1940 Act at all times during the year.

b) At least 90% of the company's gross income for the year must be derived from interest, gains on the sale or other
disposition of stock or other securities, dividends and payment with respect to securities |oans.

¢) Less than 30% of the company's gross income must be derived from the sale or other disposition of securities held
for less than three months.

d) At the close of each quarter, at least 50% of the value of the company's total assets must be represented by cash,
cash items (including receivables), securities of other RICs and securities of other issuers, except that the investment
inasingle issuer of securities may not exceed 5% of the value of the RIC's assets, or 10% of the outstanding voting
securities of the issuer.

€) At the close of each quarter, and with the exception of government securities or securities of other RICs, no more
than 25% of the value of a RIC's assets may be made up of investments in the securities of a single issuer or in the
securities of two or more issuers controlled by the RIC and engaged in the same or a related trade or business.
However, if a non-RIC entity controlled by the RIC subsequently sustains internally generated growth (as opposed
to growth via acquisitions), the diversification requirement will not be violated even if the non-RIC subsidiary
represents in excess of 25% of the RIC's assets.

f) The company must distribute as dividends at least 90% of its investment company taxable income (as defined in
Section 852 of the Internal Revenue Code), as well as 90% of the excess of its tax-exempt income over certain
disallowed tax-exempt interest deductions. This treatment substantially eliminates the "double taxation" (i.e.,
taxation at both the corporate and stockholder levels) that generally results from the use of corporate investment
vehicles. A RIC is, however, generaly subject to federal income tax at regular corporate rates on undistributed
investment company taxable income.

In order to avoid the imposition of a non-deductible 4% excise tax on its undistributed income, a company is
required, under Section 4982 of the Internal Revenue Code, to distribute within each calendar year at least 98% of
its ordinary income for such calendar year and 98% of its capital gain net income (reduced by the RIC's net ordinary
loss for the calendar year, but not below its net capital gain) for the one-year period ending on October 31 of such
calendar year.

The tax benefits available to a qualified RIC are prospective, commencing with the fiscal year in which all the
conditions listed above are met, and would not permit Ameritrans to avoid income tax at the corparate level on
income earned during prior taxable years. If Ameritrans fails to qualify as a RIC for a given fiscal year, Ameritrans
will not be entitled to a federal income tax deduction for dividends distributed, and amounts distributed as
stockholder dividends by Ameritrans will therefore be subject to federal income tax at both the corporate level and
theindividual level.

Dividends distributed by Elk to Ameritrans will constitute ordinary income to Ameritrans to the extent derived from
non-capital gain income of Elk, and will ordinarily constitute capital gain income to Ameritrans to the extent derived
from capital gains of EIk. However, since Ameritrans is also a RIC, Ameritrans will, in general, not be subject to a
corporate level tax on its income to the extent that it makes distributions to its stockholders. If Elk does not qualify
as a RIC for any reason in any fiscal year, it will not be entitled to a federal income tax deduction for dividends
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distributed, and will instead be liable to pay corporate level tax on its earnings. Further, if EIk does not qualify asa
RIC, such failure will cause Ameritrans to fail to qualify for RIC status as well, as long as Elk stock held by
Ameritrans represents more than 25% of Ameritrans assets. In such a case, Ameritrans will be taxed on dividends
received from EIk, subject to the deduction for corporate dividends received, which is currently 70%. Thus, if EIk
failsto qualify as a RIC for any reason, its earnings would be taxed at three levels: to Elk, in part to Ameritrans, and
finaly, when they are distributed by Ameritrans, to our stockholders.

As long as Ameritrans qualifies as a RIC, dividends distributed by Ameritrans to its stockholders out of current or
accumulated earnings and profits constitute ordinary income to such stockholders to the extent derived from
ordinary income and short-term capital gains of Ameritrans (such as interest from loans by Ameritrans). Any long-
term capital gain dividends distributed by Ameritrans would constitute capital gain income to Ameritrans
stockholders. To the extent Ameritrans makes distributions in excess of current and accumulated earnings and
profits, these distributions are treated first as a tax-free return of capital to the stockholder, reducing the tax basis of
the stockholder's stock by the amount of such distribution, but not below zero, with distributions in excess of the
stockholder's basis taxable as capital gainsif the stock is held as a capital asset.

TAXATION OF SBICS

As aresult of ElK's status as a licensed SBIC under the 1958 Act, Elk and its stockholders qualify for the following
tax benefits:

(i) Under Section 243 of the Internal Revenue Code, EIk may deduct 100% of the dividends received by it from
domestic corporations in which it has made equity investments, regardless of whether such corporations are
subsidiaries of Elk (in contrast to the generally applicable 70% deduction under the Code). Because Elk generally
makes longterm loans rather than equity investments, this potential benefit is not likely to be of practical
significance to Elk or its stockholder.

(if) Under Section 1243 of the Internal Revenue Code, losses sustained on Elk's investments in the convertible
debentures, or stock derived from convertible debentures, of Small Business Concerns are treated as ordinary losses
rather than capital losses to Elk. Because Elk does not presently intend to purchase convertible debentures, however,
this potential benefit is not likely to be of practical significance to Elk or its stockholder.

STATE AND OTHER TAXES

Ameritrans is also subject to state and local taxation. The state, local and foreign tax treatment may not conform to
the federal tax treatment discussed above. Stockholders should consult with their own tax advisors with respect to
the gate and local tax considerations pertaining to Ameritrans.

THE INVESTMENT COMPANY ACT OF 1940

Ameritrans and Elk are closed-end, non-diversified management investment companies that have elected to be
treated as BDCs and, as such, are subject to regulation under the 1940 Act. The 1940 Act contains prohibitions and
restrictions relating to transactions between investment companies and their affiliates, principal underwriters and
affiliates of those affiliates or underwriters. In addition, the 1940 Act provides that a BDC may not change the
nature of its business so asto cease to be, or to withdraw its election as, a BDC unless so authorized by the vote of a
"majority of its outstanding voting securities," as defined under the 1940 Act.

BDCs are permitted, under specified conditions, to issue multiple classes of indebtedness and one class of stock
(collectively, "senior securities,” as defined under the 1940 Act) senior to shares of Common Stock if the asset
coverage of such indebtedness and all senior securities is at least 200% immediately after each such issuance.
Subordinated SBA debentures, preferred stock guaranteed by or issued to the SBA by Elk, and Elk bank borrowings
are not subject to this asset coverage test. In addition, while senior securities are outstanding, provision must be
made to prohibit the declaration of any dividend or other distribution to stockholders (except stock dividends) or the
repurchase of such securities or shares unless we meet the applicable asset coverage ratios at the time of the
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declaration of the dividend or distribution or repurchase. The Exemptive Order issued by the SEC grants certain
relief from the asset coverage ratios applicable to BDCs. Ameritrans and Elk must individually comply with Section
18 and Section 61a of the 1940 Act. So long as Ameritrans and Elk individually comply with Section 18, for
purposes of consolidation, any borrowings of Elk will not be considered senior securities for asset coverage
purposes and as such, will not affect Ameritrans' asset coverage ratio.

Under the 1940 Act, a BDC may not acquire any asset other than Qualifying Assets unless, at the time the
acquisition is made, certain Qualifying Assets represent at least 70% of the value of the company's total assets. The
principal categories of Qualifying Assets relevant to our proposed business are the following:

Q) Securities purchased in transactions not involving a public offering from the issuer of such
securities, which issuer is an €ligible portfolio company. An "eligible portfolio company" is
defined in the 1940 Act as any issuer which:

€) is organized under the laws of, and has its principal place of business in, the United
States;

(b) is not an investment company other than an SBIC wholly-owned by the BDC; and

(© satisfiesone or more of the following requirements:
0] the issuer does not have a class of securities with respect to which a broker or

dealer may extend margin credit; or

(i) the issuer is controlled by a BDC and the BDC has an affiliated person serving
asadrector of issuer;

(iii) the issuer has total assets of not more than $4,000,000 and capital and surplus
(stockholders equity less retained earnings) of not less than $2,000,000, or such
other amounts as the SEC may establish by rule or regulation; or

@iv) the issuer meets such regquirements as the SEC may establish from time to time
by rule or regulation.

2 Securities for which there is no public market and which are purchased in transactions not
involving a public offering from the issuer of such securities where the issuer is an eligible
portfolio company which is controlled by the BDC.

©)] Securities received in exchange for or distributed on or with respect to securities described in (1)
or (2) above, or pursuant to the exercise of options, warrarts or rights relating to such securities.

4 Cash, cash items, government securities, or high quality debt securities maturing in one year or
less from the time of investment.

In addition, a BDC must have been organized (and have its principa place of business) in the United States for the
purpose of making investments in the types of securities described in (1) or (2) above. In order to count securities as
Qualifying Assets for the purpose of the 70% test, the BDC must either control the issuer of the securities or must
make available to the issuer of the securities significant managerial assistance; except that, where the BDC
purchases such securities in conjunction with one or more other persons acting together, one of the other personsin
the group may make available the required managerial assistance. We believe that the common stock of Elk held by
Ameritrans are Qualifying Assets.
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THE SMALL BUSINESSINVESTMENT ACT OF 1958

Elk was formerly an SSBIC and, as explained in further detail below, was converted to an SBIC in February 1997 in
accordance with an agreement with the SBA. The 1958 Act authorizes the organization of SBICs as vehicles for
providing equity capital, long term financing and management assistance to Small Business Concerns. A Small
Business Concern, as defined in the 1958 Act and the SBA Regulations, is a business that is independently owned
and operated and which is not dominant in its field of operation. In addition, at the end of each fiscal year, at least
20% of the total amount of loans made since April 25, 1994 by each SBIC must be made to a subclass of Small
Business Concernsthat (i) have a net worth, together with any affiliates, of $6 million or less and average annual net
income after U.S. federal income taxes for the preceding two (2) years of $2 million or less (average annual net
income is computed without the benefit of any carryover loss), or (ii) satisfy aternative criteria under SBA
Regulations that focus on the industry in which the business is engaged and the number of persons employed by the
business or its gross revenues. SBA Regulations also prohibit an SBIC from providing funds to a Small Business
Concern for certain purposes, such as relending and reinvestment.

The 1958 Act authorized the organization of SSBICs to provide assistance to Disadvantaged Concerns, i.e.,
businesses that are at least 50% owned and managed by persons whose participation in the free enterprise system is
hampered because of socia or economic disadvantages. Certain 1996 amendment to the 1958 Act provided, among
other things, that no further subsidized funding would be made available to SSBICs. Thereafter, pursuant to an
agreement with the SBA, Elk was converted to an SBIC, subject to certain conditions imposed by the SBA. Under
this agreement, EIk may now lend to persons who are not Disadvantaged Concerns.

Under current SBA Regulations and subject to local usury laws, the maximum rate of interest that Elk may charge
may not exceed the higher of (i) 19% or (ii) a rate calculated with reference to Elk's weighted average cost of
qualified borrowings, as determined under SBA Regulations or the SBA's current debenture interest rate. The
current maximum rate of interest permitted on loans originated by Elk is 19%. At June 30, 2006, Elk's outstanding
loans had a weighted average rate of interest of 9%. SBA Regulations also require that each loan originated by
BICs have aterm of between one year and twenty years.

The SBA restricts the ability of SBICs to repurchase their capital stock, to retire their subordinated SBA debentures
and to lend money to their officers, directors and employees or invest in affiliates thereof. The SBA also prohibits,
without prior SBA approval, a "change of control™ or transfers which would result in any person (or group of
persons acting in concert) owning 10% or more of any class of capital stock of an SBIC. A "change of control" is
any event which would result in the transfer of the power, direct or indirect, to direct the management and policies
of an SBIC, whether through ownership, contractual arrangements or otherwise.

Under SBA Regulations, without prior SBA approval, loans by licensees with outstanding SBA leverage to any
single Small Business Concern may not exceed 20% of an SBIC's Leveragable Capital. Under the terms of the SBA
Agreement, however, Elk is authorized to make loans to Disadvantaged Concerns in amounts not exceeding 30% of
its respective Leveragable Capital.

SBICs must invest funds that are not being used to make loans in investments permitted under SBA Regulations.
These permitted investments include direct obligations of, or obligations guaranteed as to principal and interest by,
the government of the United States with a term of 15 months or less and deposits maturing in one year or less
issued by an ingtitution insured by the FDIC. The percentage of an SBIC's assets so invested will depend on, among
other things, loan demand, timing of equity infusions and SBA funding and availability of funds under credit
facilities.

SBICs may purchase voting securities of Small Business Concerns in accordance with SBA Regulations. SBA
Regulations prohibit SBICs from controlling a Small Business Concern except where necessary to protect an
investment. SBA Regulations presume control when SBICs purchase (i) 50% or more of the voting securities of a
Small Business Concern if the Small Business Concern has less than 50 stockholders or (ii) more than 20% (and in
certain situations up to 25%) of the voting securities of a Small Business Concern if the Small Business Concern has
50 or more stockholders.
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ITEM 2. PROPERTIES

We rent office space from alaw firm, the principals of which are officers and directors of Ameritrans, and we share
certain office expenses with that firm. The law firm, at our request, rented an additional 1,800 square feet of office
space contiguous with our offices (the " Additional Space'). Until we require the Additional Space, the law firm
sublets the Additional Space to outside tenants. In the event all or a portion of the Additional Space is vacant, Elk
has agreed to reimburse the law firm for any additional rent due. For fiscal 2006, there has been no additional rent
due. In November 2003, the Board of Directors approved a new sublease with the law firm to take effect upon the
expiration of the prior sublease, May 1, 2004, and to continue through April 20, 2014, and accounts for certain
retroactive adjustments per the agreement. The Company is presently utilizing 37% of the landlords space and
therefore committed to the minimum 37% utilization factor on al rent, additional rent and electricity charges billed
to landlord, and subject to annual increases as per the master |ease agreement between the landlord and the law firm.
In the event that more space is utilized, the percentage of the total rent shall be increased accordingly. In addition,
the Company is also obligated to pay for its share of overhead expenses as noted in the agreement, currently a
minimum of $3,000 a month, and to reimburse the law firm for certain office costs.

Effective July 1, 2003, the Company entered into a new ten-year sublease for additional office and storage space
with an entity in which an officer and shareholder of the Company has an interest. The new sublease calls for rental
payments ranging from $38,500 to $54,776 per annum from the first year ending June 30, 2004 through the year
ending June 30, 2013. The sublease contains a provision that either party may terminate the lease in years seven
through ten with six months' notice. This lease was necessary pursuant to the Company's disaster recovery plan and
can be used as storage space or asadditional office space.

ITEM 3. LEGAL PROCEEDINGS

The Company is not currently a party to any material legal proceeding. From time to time, the Company is engaged
in various legal proceedings incident to the ordinary course of its business. In the opinion of the Company's
management and based upon the advice of legal counsel, there is no proceeding pending, or to the knowledge of
management threatened, which in the event of an adverse decision would result in a material adverse effect on the
Company'sresults of operations or financial condition.
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ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS

The Company’s Annual Meeting of Stockholders was held on May 9, 2006 (the "Meeting"). At the Meeting the
following eleven (11) individuals were elected to the Board of Directors of the Company by the stockholders to serve
until the 2007 Annual Meeting of Stockholders:

Gary C. Granoff Steven Etra
Ellen M. Walker Michael Feinsod
Howard F. Sommer Wedey Finch
Allen Kaplan Murray A. Indick
JohnR. Laird Heidi J. Sorvino
Ivan Wolpert

*SBA application submitted and pending.

The stockholders also approved and ratified the selection by the Board of Directors of Rosen Seymour Shapss
Martin & Company LLP asthe Company's independent registered public accountants for the fiscal year ended June 30,
2006. Lastly, the stockholders approved an amendment to the Company's Certificate of Incorporation to increase the
number of shares of Ameritrans authorized Common Stock from 5,000,000 shares to 10,000,000 shares. The
amendment to the Certificate of Incorporation was filed with the Delaware Secretary of State on Tuesday May 9, 2006
and became effective immediately upon filing. For more information, please see the Company’s definitive proxy
statement filed with the SEC on April 7, 2006 and the Company’s press release filed with the SEC on Form 8-K on
May 10, 2006 both of which are available online at www.sec.gov .
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PART 11

ITEM 5 MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER
MATTERS

The Elk Common Stock was listed on the Nasdaq Capital Market on June 22, 1998, under the symbol EKFG. Since
December 16, 1999, when Ameritrans acquired Elk, its Common Stock has been listed on the Nasdag Capital
Market under the symbol AMTC.

The following table shows the high and low sale prices per share of Common Stock as reported by Nasdaq, for each
quarter in the fiscal years ended June 30, 2005 and June 30, 2006. No dividends were declared on our common
stock.

Fiscal 2005

2" Quarter 5.90 4.3

4" Quarter 8.50 4,53

Fiscal 2006

1% Quarter 67 43

3" Quarter

The following table details information regarding the Company's existing equity compensation plans as of June 30,
2006:

Number of securitiesto be Weighted-average Number of securities Remaining
issued upon exercise of Exercisepriceof  |available for futureissuance under equity
outstanding options outstanding options | compensation Plans (excluding securities
reflected in column (&)

Equity compensation plans not
approved by security holders(2)

(1) Includes options to purchase up to 67,600 shares of Common Stock granted to employees under the 1999
Employee Plan and options to up purchase to 36,937 shares granted to non-employee directors granted under the
Non-Employee Director Plan. See "Stock Option Plans."

(2) All of our compensation plans have been approved by our shareholders.
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On March 15, 2006, Ameritrans filed a registration statement (the "March Registration Statement”) with the SEC to
cover the 1,355,608 shares of Common Stock and 338,902 shares of Common Stock underlying the Private Offering
Warrants sold in the Private Offering. The March Registration Statement did not cover any authorized but unissued
shares of the Company’s Common Stock or Participating Preferred Stock. The March Registration Statement was
declared effective by the SEC on April 25, 2006.

The Company has declared and paid the quarterly dividend on the Participating Preferred Stock since the
Participating Preferred Stock was issued. Most recently, the Company's Board of Directors declared a dividend of
$0.28125 per share on September 19, 2006 on the Participating Preferred Stock for the period July 1, 2006 through
September 30, 2006 payable on or about October 16, 2006 for all holders of the Participating Preferred Stock of
record as of September 30, 2006.

As of September 11, 2006, there were 181 holders of record of the Ameritrans Common Stock, 4 holders of record
of the Participating Preferred Stock and 3 holders of record of Warrants, which is exclusive of securities held in
street name.
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ITEM 6. SELECTED FINANCIAL DATA

The table below contains certain summary historical financial information of Ameritrans. Y ou should read thistable
in conjunction with the consolidated financial statements of Ameritrans (the "Financia Statements') included
elsewhere in this Annual Report and "Management's Discussion and Analysis of Financial Condition and Results of
Operations."

Interest expense 2,122,815 1,837,633 1,443,416 2,076,861 2,632,918
Total expenses 5,437,836 6,007,500 5,960,540 5,881,944 5,224,669
Other (expense) income 61,660 4,081 29,634 — 2,700

Net income (loss $(218,680 $112,774 $(367,183 $395,214 $1,038,896
Dividends on preferred stock $ (337,500 $ (337,500 $ (337,500 $ (337,500 $ (68,438

common shareholders $ (556,180 $ (224,726 $ (704,683 $ 57,714 $ 970,458
Common stock dividends paid $ - $ - $ - $ 552,312 $ 994,991

Notes payable and demand notes $ 20,927,500 $ 29,770,652 $ 28,908,652 $ 34,130,000 $ 33,720,000

Total liabilities $ 34,259,543 $ 42,716,254 $ 41,843 447 $ 44,055,086 $ 42,276,465

(1) Ameritrans since inception and Elk, since the fiscal year ended June 30, 1984, have elected and qualified to be
taxed as a regulated investment company and substantially all taxable income was required to be distributed to
stockholders. Therefore, only minimal taxes were required to be paid.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following discussion in conjunction with the financia statements and notes to financial
statements. The results described below are not necessarily indicative of the results to be expected in any future
period. Certain statements in this discussion and analysis, including statements regarding our strategy, financial
performance, and revenue sources, are forward-looking statements based on current expectations and entail various
risks and uncertainties that could cause actual results to differ materially from those expressed in the forward-
looking statements, including those described in "risk factors" and elsewhere in this annual report.

CRITICAL ACCOUNTING POLICIES

In the preparation of the Company's financia statements in conformity with accounting principles generally
accepted in the United States, management uses judgment in selecting policies and procedures and making estimates
and assumptions that affect amounts reported and disclosed in the financial statements and related notes. Significant
estimates that the Company makes include valuation of loans and equity investments, evaluation of the
recoverability of various receivables and the assessment of litigation and other contingencies. The Company's ability
to collect receivables and recover the value of its loans depends on a number of factors, including the financial
condition of the debtors and its ability to enforce provisions of its contracts in the event of disputes, through
litigation if necessary. Although the Company believes that estimates and assumptions used in determining the
recorded amounts of net assets and liabilities at June 30, 2006 are reasonable, actual results could differ materially
from the estimated amounts recorded in the Company's financia statements. Our key critical accounting policies are
those applicable to the valuation of loans receivable and other investments including medallions, and contingencies
from daily operations, as discussed below:

Valuation of Loans Receivable. For loans receivable, fair value generally approximates cost less unrealized
depreciation. Overal financial condition of the borrower, the adequacy of the collateral supporting the loans,
individual credit risks, historical loss experience and other factors are criteria considered in quantifying the
unrealized depreciation, if any, that might exist at the valuation date.

Equity Securities. The fair value of publicly traded corporate equity securities is based on quoted market prices.
Privately held corporate equity securities are recorded at the lower of cost or estimated fair value. For these nor-
guoted investments, the Company reviews the financial performance of the privately hedd companies in which the
investments are maintained. If and when a determination is made that a decline in fair value below the cost basisis
other than temporary, the related investment is written down to its estimated fair value.

Assets Acquired in Satisfaction of Loans. Assets acquired in satisfaction of loans are carried at the lower of the net
value of the related foreclosed loan or the estimated fair value less cost of disposal. Losses incurred at the time of
foreclosure are charged to the unrealized depreciation on loans receivable. Subsequent reductions in estimated net
realizable value are charged to operations as |0sses on assets acquired in satisfaction of loans.

Medallions. The Company obtained medallions through foreclosure of l1oans and the value of such medallions are
carried at the lower of the net value of the related foreclosed loans or the fair market value of the medallions. The
medallions are being treated as having indefinite lives, therefore, the assets are not being amortized. However, the
Company periodically tests their carrying value for impairment.

Contingencies. The Company is subject to legal proceedings in the course of its daily operations from enforcement
of itsrights in disputes pursuant to the terms of various contractual arrangements. In this connection, the Company
assesses the likelihood of any adverse judgment or outcome to these matters as well as a potential range of probable
losses. A determination of the amount of reserve required, if any, for these contingendes is made after careful
analysis of each individual issue. The required reserves may change in the future due to new developments in each
matter or changes in approach, such as a change in settlement strategy in dealing with these matters.
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GENERAL

Ameritrans acquired Elk on December 16, 1999. Elk is an SBIC that has been operating since 1980, making loans to
(and, to alimited extent, investments in) small businesses, primarily businesses that are majority-owned by persons
who qualify under SBA Regulations as socially or economically disadvantaged. Most of Elk's business has consisted
of originating and servicing loans collateralized by New Y ork City, Boston, Chicago and Miami taxi medallions, but
Elk also makes loans to and investments in other diversified businesses and to persons who qualify under SBA
Regulations as" non-disadvantaged.”

Historically, Elk's earnings derived primarily from net interest income, which is the difference between interest
earned on interest-earning assets (consisting of business loans), and the interest paid on interest-bearing liabilities
(consisting of indebtedness to Elk's banks and subordinated debentures issued to the SBA). Net interest incomeis a
function of the net interest rate spread, which is the difference between the average yield earned on interest-earning
assets and the average interest rate paid on interest-bearing liabilities, as well as the average balance of interest-
earning assets as compared to interest-bearing liabilities. Unrealized depreciation on loans and investments is
recorded when Elk adjusts the value of aloan to reflect management's estimate of the fair value, as approved by the
Board of Directors. See Note 1 of "Notes to Consolidated Financial Statements.”

RESULTS OF OPERATIONSFOR THE YEARS ENDED JUNE 30, 2006 AND 2005
Total Investment Income

The Company's investment income decreased $841,224 or 14% to $5,290,842 as compared with the prior year
ended June 30, 2005. The decrease is primarily due to the fact that a significant net gain on sale of securities of
$688,874 was reported in the prior year, as well as decreases in interest income of $90,396, other fees of $23,063,
and in leasing income of $38,891, which is generated by the leasing activities of Elk's subsidiaries. The decrease in
interest income is primarily the result of a decrease of $2,345,024 in the net loan portfolio at June 30, 2006 as
compared to June 30, 2005, due to payoffs and settlements of loans receivable in excess of new loan fundings and
due to the impact of lower average rates charged on new or modified loans. The decrease in leasing income was
primarily due to sales of medallions and autos that were previously leased.

Operating Expenses

Interest expense for the year ended June 30, 2006 increased $285,182 or 15% to $2,122,815 when compared to the
year ended June 30, 2005. This reflects the impact of higher interest charged on outstanding bank borrowing. The
Company anticipates a reduction in interest expense for fiscal 2007 due to a decrease in its short-term bank
borrowings of $8,843,152 for the fiscal year ended June 30, 2006. This was achieved as a result of temporarily using
a majority of the proceeds from a stock offering of Ameritrans during fiscal 2006. Salaries and employee benefits
increased $27,345 or 2% when compared with the prior year. This increase reflects the increases that were put in
effect from the recently amended officers' employment agreements. Occupancy costs increased $1,039 or 1%, when
compared with the year ended June 30, 2005 due to increased overhead expenses. Professional fees decreased
$197,349 or 29% when compared with the prior year. This decrease is due primarily to a reduction in legal fees
incurred relating to the foreclosures of the Chicago medallion loans. Miscellaneous administrative expenses
decreased $86,034 or 8% when compared with the prior year. Loss and impairments on both medallions under lease
and assets acquired decreased by $110,192 due to fewer write-downs of related assets. Foreclosure expenses
decreased $96,411 or 110% and write off and depreciation of interest and loans receivable decreased $393,244 or
54% when compared with the year prior, due to improved performance of the Chicago medallion loans.

Total write off and depreciation on interest and loans receivable was $335,466 net of a decrease in unrealized
depreciation of interest of $27,500 offset by an increase of unrealized depreciation on loans receivable of $140,300.
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Net Income (L 0ss)

Net income decreased from net income of $112,774 for the year ended June 30, 2005 to a net loss of $218,680 for
the year ended June 30, 2006. The decrease in net income for the year ended June 30, 2006 was attributable
primarily to a decrease in total investment income of $841,224 when compared to the prior year. This decrease is
primarily due to a net gain on the sale of securities of $688,874 that was recognized in fiscal year 2005, whereas
fiscal year 2006 includes aloss of $61,660 due to write-downs on certain equity securities.

RESULTSOF OPERATIONSFOR THE YEARS ENDED JUNE 30, 2005 AND 2004
Total |nvestment |ncome

The Company's investment income increased $492,574 or 8.73% to $6,132,066 as compared with the prior year
ended June 30, 2004. Thisincrease is the result of an increase in the net gain on the sale of securities of $683,209 as
well asincreases in other fees of $141,039 and leasing income of $92,113 generated by the leasing activities of Elk's
subsidiaries, offset by a decrease in interest income of $423,787 due to the impact of lower average interest rates
charged on new and modified loans.

Operating Expenses

Interest expense for the year ended June 30, 2005 increased $394,217 or 27% to $1,837,633 when compared to the
year ended June 30, 2004. This reflects the impact of higher interest charged on outstanding bank borrowing as well
as higher outstanding bank notes payable when compared with the prior year. Salaries and employee benefits
increased $105,999 or 10% when compared with the prior year. This increase reflects the increases that were put in
effect from the recently amended officers' employment agreements. Occupancy costs decreased $18,613 or 9%,
when compared with the year ended June 30, 2005 due to the first full year under the amended sublease and shared
office expense terms. Professional fees increased $70,231 or 12% when compared with the prior year. This increase
reflects the additional legal fees incurred relating to the foreclosures of the Chicago medallion loans as well as fees
related to significant new loans issued. Miscellaneous administrative expenses decreased $87,978 or 8% when
compared with the prior year. Loss and impairments on both medallions under lease and assets acquired increased
by $153,815 due to additional write-downs of related assets to estimated fair value. Foreclosure expenses decreased
$275,176 or 76% and write off and depreciation of interest and |oans receivable decreased $295,535 or 29% when
compared with the year prior.

Total write off and depreciation on interest and loans receivable was $728,710, net of a increase in unrealized
depreciation of interest of $28,500 offset by an decrease of unrealized depreciation on loans receivable of $359,770.
The foreclosure expenses incurred by the Company as it satisfies outstanding balances incurred by the default
borrowers on the medallions with the City of Chicago were $87,695 for the year ended June 30, 2005. This expense
primarily consisted of back taxes, interest and penalties owed to the City of Chicago Department of Revenue by
defaulted medallion owners which were required to be paid as a condition of completing the medallion foreclosures
sales and transfer to new purchasers, as well as professional fees related to these foreclosures.

Net Income (L 0ss)

Net income increased from a loss of $367,183 for the year ended June 30, 2004 as compared to net income of
$112,774 for the year ended June 30, 2005. The increase in the net income for the year ended June 30, 2005 was
attributable primarily to the net gain on the sale of securities of $688,874. Dividends of Participating Preferred Stock
for each of the years ended June 30, 2005 and 2004 amounted to $337,500, respectively.
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Balance Sheet and Reserves

Total assets decreased by $1,867,784 as of June 30, 2006 when compared to total assets as of June 30, 2005. This
decrease was primarily due to a decrease in the outstanding loans receivable of $2,345,024, which is attributable to
payoffs and settlements on loans in excess of new loan fundings during the fiscal year. There were also decreasesin
medallions and autos that were sold during the fiscal year for proceeds of $623,300. These decreases were partially
offset by an increase in investments in equity securities of $874,467. In addition, EIk’s proceeds from banks for the
fiscal year were $13,015,713 versus $21,858,865 in repayments made on notes payable from banks. This resulted in
a decrease of $8,843,152 in its short-term bank borrowings for the fiscal year ended June 30, 2006. The Company
used a majority of the proceeds from a stock offering of Ameritrans during fiscal 2006 to temporarily reduce Elk's
outstanding bank debt.

Asset / Liability Management
Interest Rate Sensitivity

Ameritrans, like other financial institutions, is subject to interest rate risk to the extent its interest- earning assets
(consisting of medallion loans and commercial loans) rise or fall at a different rate over time in comparison to its
interest-bearing liabilities (consisting primarily of its credit facilities with banks and subordinated SBA debentures).

A relative measure of interest rate risk can be derived from Ameritrans interest rate sensitivity gap, i.e. the
difference between interest-earning assets and interest-bearing liabilities, which mature and/or reprice within
specified intervals of time. The gap is considered to be positive when repriceable assets exceed repriceable liabilities
and negative when repriceable liabilities exceed repriceable assets. A relative measure of interest rate sensitivity is
provided by the cumulative difference between interest sensitive assets and interest sensitive liabilities for a given
timeinterval expressed as a percentage of total assets.

Ameritrans interest rate sensitive assets were approximately $49.5 million and interest rate sensitive liabilities were
approximately $32.9 million at June 30, 2006. Having interest-bearing liabilities that mature or reprice more
frequently on average than assets may be beneficial in times of declining interest rates, athough such an
asset/liability structure may result in declining net earnings during periods of rising interest rates. Abrupt increases
in market rates of interest may have an adverse impact on our earnings until we are able to originate new loans at the
higher prevailing interest rates. Conversely, having interest-earning assets that mature or reprice more frequently on
the average than liabilities may be beneficial in times of rising interest rates, athough this asset/liability structure
may result in declining net earnings during periods of falling interest rates. This mismatch between maturities and
interest rate sensitivities of our interest-earning assets and interest-bearing liabilities resultsin interest rate risk.

The effect of changes in interest rates is mitigated by regular turnover of the portfolio. Based on past experience,
Ameritrans anticipates that approximately 20% of the portfolio will mature or be prepaid each year. Ameritrans
believes that the average life of its loan portfolio varies to some extent as a function of changes in interest rates.
Borrowers are more likely to exercise prepayment rights in a decreasing interest rate environment because the
interest rate payable on the borrower's loan is high relative to prevailing interest rates. Conversely, borrowers are
lesslikely to prepay in arising interest rate environment.
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Interest Rate Swap Agreements

Ameritrans manages the exposure of its portfolio to increases in market interest rates by entering into interest rate
svap agreements to hedge a portion of its variable-rate debt against increases in interest rates and by incurring fixed-
rate debt consisting primarily of subordinated SBA debentures.

On February 11, 2003, Elk purchased an interest rate swap contract for $5,000,000 with a bank which expired
February 11, 2005. The swap transaction provided for a fixed rate of 3.56%. Effective October 14, 2005, Elk
entered intotwo (2) interest rate swap transactions for $5,000,000 each with Citibank, N.A. which expire on October
15, 2007, and October 14, 2008, respectively. These swap transactions were entered into to protect the Company
from an upward movement in interest rates relating to outstanding bank debt. These swap transactions provide for a
fixed rate of 6.20% and 6.23%, respectively.

Ameritrans believes that its bank credit facilities and cash flow from operations (after distributions to stockholders)
will be adequate to fund the continuing operations of the Company's loan portfolio. Nevertheless, the Company
continues to explore additional options, which may increase available funds for its growth and expansion strategy. In
addition to the application for SBA funding described above, these financing options would provide additional
sources of funds for both external expansion and continuation of internal growth.

Investment Considerations

The Company is affected by the steady increases in the prime rate of interest due to the federal reserve increase in
interest rates which cause a corresponding increase in interest rates by the banks. During the past sixteen (16)
months ended September 19, 2006, interest rates have increased by approximately 2.50% or 250 basis points. The
dollar amount of the Company's adjustable rate loans receivable is approximately $13,675,689 with the remainder
being fixed rate loans. Interest rate increases may adversely affect the interest rate spread we receive on our taxicab
medallion and commercial loans.

Because we borrow money to finance the origination of loans, our income is dependent upon the differences
between the rate at which we borrow funds and the rate at which we loan funds. While the loans in our portfolio in
most cases bear interest at fixed-rates or adjustable-rates, we finance a substantial portion of such loans by incurring
indebtedness with floating interest rates. As short-term interest rates rise, our interest costs increase, decreasing the
net interest rate spread we receive and thereby adversely affect our profitability. Although we intend to continue to
manage our interest rate risk through asset and liability management, including the use of interest rate swaps,
general risesin interest rates will tend to reduce our interest rate spread in the short term. A decrease in prevailing
interest rates may lead to more loan prepayments, which could adversely affect our business. A borrower islikely to
exercise prepayment rights at a time when the interest rate payable on the borrower's loan is high relative to
prevailing interest rates. In a lower interest rate environment, we will have difficulty re-lending prepaid funds at
comparable rates, which may reduce the net interest spread we receive.

Our commercial loan activity has increased in recent years. Lending to small businesses involves a high degree of
business and financial risk, which can result in substantial losses and should be considered speculative. Our
borrower base consists primarily of small business owners that have limited resources and that are generally unable
to obtain financing from banks or other primary sources. There is generally no publicly available information about
these small business owners, and we must rely on the diligence of our employees and agents to obtain information in
connection with our credit decisions. In addition, these small businesses often do not have audited financial
statements. Some smaller businesses have narrower product lines and market shares than their competition.
Therefore, they may be more vulnerable to customer preferences, market conditions, or economic downturns, which
may adversely affect the return on, or the recovery of, our investment in these businesses.
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Liquidity and Capital Resour ces

The Company has funded its operations through private and public placements of its securities, bank financing, the
issuance to the SBA of its subordinated debentures and internally generated funds.

On April 24, 2002, Ameritrans completed a public offering of 300,000 units, consisting of one share of Common
Stock, one share of 9 3/8% cumulative participating redeemable Preferred Stock, face value $12.00, and one
redeemable Warrant exercisable into one share of Common Stock. The gross proceeds from the sale were
$5,700,000 less offering expenses of approximately $1,704,399. A portion of the proceeds was used temporarily to
reduce banks and SBA indebtedness. Ameritrans also used part of the proceedsto start its own loan portfolio.

On March 2, 2006, the Company closed on the sale of 1,355,608 shares (the "Shares') of Common Stock and
338,902 warrants to purchase shares of Common Stock ("Private Offering Warrants") for aggregate gross proceeds
totaling $7,930,310, ($7,250,407 net of expenses). The Company granted a total of 338,902 Private Offering
Warrants. Each Private Offering Warrant entitles the holder thereof to purchase one share of Common Stock at an
exercise price of $6.44 per share. The Private Offering Warrants may be exercised in whole or in part, and expire
five (5) years from the date of issuance. These Shares and Private Offering Warrants were issued pursuant to the
private offering by the Company dated July 29, 2005 of which various closings took place throughout December
2005, January, February and March of 2006. The increased capital that was raised for Ameritrans will help the
Company significantly in its plans for the expansion of the Company’s business, enabling Ameritrans to make loans
to and investments in opportunities that the Company's operating subsidiary, Elk has historically been unable to
make due to SBA Regulation.

On March 15, 2006, Ameritrans filed a registration statement (the "March Registration Statement") with the SEC to
cover the 1,355,608 shares of Common Stock and 338,902 shares of Common Stock underlying the Private Offering
Warrants sold in the Private Offering. The March Registration Statement did not cover any authorized but unissued
shares of the Company’s Common Stock or Participating Preferred Stock. The March Registration Statement was

declared effective by the SEC on April 25, 2006.

At June 30, 2006, 64% or $20,927,500, of Elk's indebtedness was represented by indebtedness to its banks with
interest rates ranging from 6.5837% to 6.91313%, and 36% or $12,000,000 by the debentures issued to the SBA
with fixed rates of interest plus user fees which results in rates ranging from 4.99% to 5.54%. Elk currently may
borrow up to $36,000,000 under its existing lines of credit with the banks, subject to the limitations imposed by its
borrowing base agreement with its banks and the SBA, the statutory and regulatory limitations imposed by the SBA
and the availability of funds.
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Contractual obligations expire or mature at various dates through March 1, 2014. The following table shows all
contractual obligations at June 30, 2006.

Lessthan 1 1-2 2-3 3-4 4-5 More than 5
years years years years years Total

Floating rate
borrowings $20,927,500 $ - $- $ - $20,927,500

Fixed rate
borrowings - - - - $12,000,000 $12,000,000

Operating lease
obligations
(including

overhead $182,105 $183,599 $186,055 $192,202 $195,515 $517,915 $1,457,391

Our sources of liquidity are credit lines with banks, long-term SBA debentures that are issued to or guaranteed by
the SBA, loan amortization and prepayment. As a RIC, we distribute at least 90% of our investment company
taxable income. Consequently, we primarily rely upon external sources of funds to finance growth.

Loan amortization and prepayments also provide a source of funding for Elk. Prepayments on loans are influenced
significantly by general interest rates, economic conditions and competition.

Like ElIk, Ameritrans will distribute at least 90% of its investment company taxable income and, accordingly, we
will continue to rely upon external sources of funds to finance growth. In order to provide the funds necessary for
our expansion strategy, we expect to raise additional capital and to incur, from time to time, additional bank
indebtedness and (if deemed necessary by management) to obtain SBA loans. There can be no assurances that such
additional financing will be available on acceptable terms.

New Accounting Standards

In March 2006, the Financial Accounting Standards Board ("FASB") issued SFAS No. 156, "Accounting for
Servicing of Financial Assets — an amendment of FASB Statement No. 140." This Statement requires that all
separately recognized servicing rights be initialy measured at fair value. Subsequently, an entity may either
recognize its servicing rights at fair value or amortize its servicing rights over an estimated life and assess for
impairment at least quarterly. SFAS No. 156 also amends how gains and losses are computed in transfers or
securitizations that qualify for sale treatment in which the transferor retains the right to service the transferred
financial assets. Additional disclosures for all separately recognized servicing rights are also required. This
Statement is effective January 1, 2007 for calendar year companies. The Company is currently in the process of
evaluating the impact that SFAS No. 156 will have on the Company’s financial position and results of operations.

In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments’ an
amendment of SFAS No. 133 and 140. This statement permits fair value remeasurement for any hybrid financial

" Upon maturity, Elk anticipates extending the lines of credit for another year as has been the practice in previous
years.
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instrument that contains an embedded derivative that otherwise would require bifurcation, clarifies which interest-
only strips and principal-only strips are not subject to the requirements of SFAS No. 133, establishes a requirement
to evaluate interests in securitized financial assets to identify interests that are free standing derivatives or that are
hybrid financial instruments that contain an embedded derivative that reguire bifurcation, clarifies that
concentrations of credit risk in the form of subordination are not embedded derivatives, and amends SFAS No. 140
to eliminate the prohibition on a qualifying specia-purpose entity from holding a derivative financial instrument that
pertains to a beneficial interest other than another derivative financial instrument. This statement is effective for all
financial instruments acquired or issued after the beginning of an entity’s first fiscal year that begins after September
15, 2006, as defined. The Company does not expect that the adoption of SFAS No. 155 will have a material impact
on its consolidated financial position or results of operations.

In June 2005, the FASB issued Statement No. 154, " Accounting Changes and Error Corrections' ("SFAS No. 154"),
which changes the requirements for accounting for and reporting of a change in accounting principle. SFAS No.
154 requires retrospective application to prior periods financial statements of a voluntary change in accounting
principle unless it is impracticable. SFAS No. 154 also requires that a change in method of depreciation,
amortization, or depletion for long-lived, nonfinancial assets be accounted for as a change in accounting estimate
that is affected by a change in accounting principle. SFAS No. 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after December 15, 2005, but does not change the transition
provisions of any existing accounting pronouncements, including those that are in a transition phase as of the
effective date of the Statement. The adoption of SFAS No. 154 will not have a material effect on results of
operations or the Company’s financia position.

In December 2004, the FASB issued the SFAS No. 123(R), "ShareBased Payment" ("SFAS 123(R)"), which
replaced SFAS No. 123, "Accounting for Stock-Based Compensation,” and superseded APB Opinion 25,
"Accounting for Stock |ssued to Employees." SFAS 123(R) requires that all share-based payments to employees be
recognized in thefinancial statements based on their fair values on the date of grant. The Company previously used
the intrinsic value method to measure compensation expense for stock-based awards. On April 14, 2005, the SEC
amended the compliance dates for SFAS 123(R), which extended the Company’s required adoption date of SFAS
123(R) to its fiscal third quarter in its fiscal year ended June 30, 2006. The Company adopted the requirements of
SFAS 123(R) on a modified prospective basis effective January 1, 2006 and expeds that its adoption will not have a
material impact on its financial position or results of operations and earnings per share.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

The Company's business activities contain elements of risk. The Company considers the principal types of risk to be
fluctuations in interest rates and portfolio valuations. The Company considers the management of risk essential to
conducting its businesses. Accordingly, the Company's risk management systems and procedures are designed to
identify and analyze the Company's risks, to set appropriate policies and limits and to continually monitor these risks
and limits by means of reliable administrative and information systems and other policies and programs.

The Company values its portfolio at fair value as determined in good faith by the Company's Board of Directorsin
accordance with the Company's valuation policy. Unlike certain lending institutions, the Company is not permitted
to establish reserves for loan losses. Instead, the Company must value each individual investment and portfolio loan
on a quarterly basis. The Company records unrealized depreciation on investments and loans when it believes that
an asset has been impaired and full collection is unlikely. Without a readily ascertainable market value, the
estimated value of the Company's portfolio of investments and loans may differ significantly from the values that
would be placed on the portfolio if there existed a ready market for the investments. The Company adjusts the
valuation of the portfolio quarterly to reflect the Board of Directors estimate of the current fair value of each
component of the portfolio. Any changes in estimated fair value are recorded in the Company's statement of
operations as net unrealized depreciation on investments.

In addition, the illiquidity of our loan portfolio and investments may adversely affect our ability to dispose of loans
at times when it may be advantageous for us to liquidate such portfolio or investments. Also, if we were required to
liquidate some or al of the investments in the portfolio, the proceeds of such liquidation might be significantly less
than the current value of such investments. Because we borrow money to make loans and investments, our net
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operating income is dependent upon the difference between the rate at which we borrow funds and the rate at which
we loan and invest these funds. As a result, there can be no assurance that a significant change in market interest
rates will not have a material adverse effect on our interest income. As interest rates rise, our interest costs increase,
decreasing the net interest rate spread we receive and thereby adversely affect our profitability. Although we intend
to continue to manage our interest rate risk through asset and liability management, including the use of interest rate
swaps, general risesin interest rates will tend to reduce our interest rate spread in the short term.

Assuming that the balance sheet were to remain constant and no actions were taken to alter the existing interest rate
sensitivity, a hypothetical immediate 1% change in interest rates would have resulted in an additional net loss of
approximately $72,500 at June 30, 2006. This is comprised of a 1% change in two components, loans receivable of
approximately $13,675,700 at variable interest rate terms, and approximately $20,927,500 for bank debt subject to
variable market rates. This example does not take into account the impact of the interest rate swaps the Company
hasin place on its bank debt to mitigate the effects of increases in variable interest rates. No assurances can be given
however, that actual results would not differ materially from the potential outcome simulated by these estimates.

ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA

The response to thisitem is submitted in the response found under Item 15(a)(1) in this Annual Report on Form 10-
K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

During the two most recent fiscal years through June 30, 2006, the Company has had no reportable events (as
defined in Item 304(a)(2) of Regulation SK).

ITEM 9A. CONTROLSAND PROCEDURES

The Company maintains disclosure controls and procedures as defined under the Securities Exchange Act Rule 13a-
15(e), that are designed to ensure that information required to be disclosed in our periodic reports filed pursuant to
the rules promulgated under the Exchange Act are recorded, processed, summarized and reported within the time
periods specified in the SEC's rules and forms and that such information is accumulated and communicated to our
management including our Chief Executive Officer (also acting as Chief Financial Officer), to alow timely
decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures,
management recognized that any controls and procedures, no matter how well designed and operated, can provide
only reasonable assurance of achieving the desired control objectives. As of the end of the period covered by this
report, we carried out an evaluation, under the supervision and with the participation of our management, including
our Chief Executive Officer (also acting as Chief Financia Officer), of the effectiveness of the design and operation
of our disclosure controls and procedures as defined in Rules 13a:15(€) and 15d- 15(e) of the Exchange Act. Based
on that evaluation, the Company concluded that, as of the end of the period covered by this report, our disclosure
controls and procedures are effective in timely communicating the material information reguired to be included in
our periodic SEC filings.

There was no change in our internal control over financia reporting (as defined in Rule 13a-15(f) of the Exchange
Act) during the period covered by this report that materially affected, or is reasonably likely to materially affect, the
Company'sinternal control over financial reporting.
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PART |11
ITEM 10. DIRECTORSAND EXECUTIVE OFFICERS OF THE REGISTRANT
DIRECTORSAND EXECUTIVE OFFICERS

The Board of Directors and executive officers of Ameritrans and Elk (the "Board") areidentical. The following table
sets forth certain information concerning our directors and executive officers:

NAME POSITION
Gary C. Granoff(1) President, CEO, CFO and Chairman of Board of Directors
Ellen M. Walker(1) Executive Vice President and Director
Steven Etra(1) Vice President and Director
Michael Feinsod(1) Director
Murray A. Indick(1) Director
Allen Kaplan Director
John R. Laird Director
Howard F. Sommer Director
Wesley Finch Director
Ivan Wol pert Director
Heidi Sorvino® Director
Lee A. Forlenza Senior Vice President
SilviaM. Mullens Vice President
Margaret Chance Vice President and Secretary

* SBA application submitted and pending

As a BDC, a majority of the directors of both Ameritrans and Elk are required to be individuals who are not
"interested persons' of the Company. Gary C. Granoff, Ellen M. Walker, Steven Etra, Michael Feinsod, and Murray
Indick are each "interested persons” with respect to both Ameritrans and Elk, as such term is defined in the 1940
Act. Ameritrans and EIk are in compliance with this rule as Allen Kaplan, John R. Laird, Howard F. Sommer,
Wesley Finch, lvan Wolpert and Heidi Sorvino are each not "interested persons” with respect to both Ameritrans
and Elk.

Gary C. Granoff, age 58, has been President and a director of Ameritrans since its formation and of EIk since its
formation in July 1979 and Chairman of the Board of Directors since December 1995. Mr. Granoff has been a
practicing attorney for the past 33 years and is presently an officer and stockholder in the law firm of Granoff,
Walker & Forlenza, P.C. Mr. Granoff is a member of the bar of the State of New Y ork and the State of Florida and
is admitted to the United States District Court of the Southern District of New York. Mr. Granoff has served as
President and the sole stockholder of Seacrest Associates, Inc., a hotel operator, since August 1994. Mr. Granoff
has aso been a director of Titanium Holdings Group, Inc., formerly known as Enviro-Clean of America, Inc. from
September 1999 through May 2003. In February 1998, Mr. Granoff was elected to and served as a trustee on the
Board of Trustees of The George Washington University for a term which expired on June 30, 2003. In June 2005,
Mr. Granoff was re-elected to and currently serves as, a trustee on the Board of Trustees of The George Washington
University for aterm which expiresin June 2009. Mr. Granoff also serves as a Trustee of the Parker Jewish Institute
for Healthcare and Rehabilitation. Mr. Granoff holds a Bachelor of Business Administration degree in Accounting
and a Juris Doctor degree (with honors) from The George Washington University.
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Ellen M. Walker, age 50, has been a Vice President and a director of Ameritrans since its formation and a Vice
President of Elk snce July 1983. In August 2000, Ms. Walker was elected to be the Executive Vice President of the
Company. She was a director of Elk from July 1983 to August 1994, and has been a director of Elk since 1995. Ms.
Walker has been a practicing attorney for more than twenty-five years and she is presently an officer and
stockholder in the law firm of Granoff, Walker & Forlenza, P.C. Ms. Walker is a member of the Bar of the State of
New Y ork and she is admitted to the United States District Court of the Southern District of New York. Ms. Walker
received a Bachelor of Arts degree from Queens College and obtained her Juris Doctor degree with honors from
Brooklyn Law School.

Steven Etra, age 56, has been a Vice President and a director of Ameritrans since its inception, a Vice President of
Elk since January 1999, and a director of Elk since November 1995. Mr. Etra has been Sales Manager since 1975 of
Manufacturers Corrugated Box Company, a company owned by Mr. Etras family for more than seventy-five years.
Mr. Etrahas also been a director of Titanium Holdings Group, Inc., formerly known as Enviro- Clean of America,
Inc. since March 1999. Mr. Etra has extensive business experience in investing in emerging companies.

Michael Feinsod, age 35, has been a director of the Company since December 2005. Since 1999, Mr. Feinsod has
been a managing member of Infinity Capital, LLC, an investment management company. From 1997 to 1999, Mr.
Feinsod worked as an analyst and portfolio manager for Mark Boyar & Company, Inc. Mr. Feinsod is admitted to
practice law in New York and was an associate in the corporate law department of Paul, Hastings, Janofsky &
Walker LLP from 1996 to 1997. Mr. Feinsod previously served on the Board of Directors of Asta Funding, Inc.
Mr. Feinsod holds a Bachelor of Arts degree from The George Washington University and a Juris Doctorate degree
from Fordham University School of Law.

Allen Kaplan, age 55, has been a director of Ameritrans since its inception and a director of Elk since November
1995. Mr. Kaplan has been since November 1986, Vice President and Chief Operating Officer of Team Systems,
Inc., a company which manages and operates more than 200 New York City medallion taxis. Mr. Kaplan is
currently Vice President of the Metropolitan Taxicab Board of Trade, a trade association consisting of 22 member
fleets representing 1,200 New Y ork City medallions.

Wesley Finch, age 59, has been a director of the Company since September 2002. Mr. Finch is the principal of The
Finch Group, a real estate development and management company, specializing in the management, restructuring
and revitalization of affordable, subsidized, assisted, and market rate housing. Over the last 20 years, The Finch
Group has developed, or advised government entities, on more than $1.5 hillion of low-income housing. During
1992-1993, Mr. Finch served as a member of President Clinton's transition team at the U.S. Department of Housing
and Urban Development. Previously, Mr. Finch served as Finance Chairman for U.S. Senator John F. Kerry's 1984
campaign, and as the Chairman of Senator Kerry's successful 1990 and 1996 campaigns. In addition, during 1987-
1988, Mr. Finch was the National Coordinating Chairman of the Democratic Senatorial Campaign Committee, a
legal extension of the U.S. Senate. Mr. Finch earned his bachelors degree in accounting from the Bernard M. Baruch
School of the City College of New Y ork, and is a non-practicing certified public accountant (CPA).

Ivan J. Wolpert, age 41, has been a director of the Company since December 2005. Mr. Wolpert isa principal and
founder of Belle Harbour Capital, LLC, area estate fund that has extended over $20 million of loans to builders
throughout New Y ork and New Jersey. He has substantial experience in all aspects of the real estate industry and
currently owns both residential units and commercial property. After graduating from law school, he practiced real
estate law and completed hislegal career as Of Counsel at Paul, Hastings, Janofsky & Walker LLP. During the past
severa years Mr. Wolpert has acquired over 300 residential units and 200,000 square feet of commercia office
space and was the recipient of the Associated Builders and Owners of Greater New York's 2004 Management
Company of the Year award. Mr. Wolpert holds a Juris Doctorate degree from St. John's University and a Bachelor
of Artsfrom Tufts University.
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Murray A. Indick, age 47, was elected to the Board on May 9, 2006. Mr. Indick is a co-founder of Prides Capital
Partners, LLC, an investment firm specializing in strategic block, activist investing in the small- and micro-cap
arena. Prior to joining Prides Capital, Mr. Indick was partner/general counsel at Blum Capital, which he joined in
1997. Prior to joining Blum Capital, Mr. Indick was a partner in the Washington, D.C., office of Dechert Price &
Rhoads. Mr. Indick practiced law for 10 years with Wilmer, Cutler & Pickering in Washington, D.C. Mr. Indick
earned aB.A. from the University of Pennsylvaniaand a J.D. from the Georgetown University Law Center.

Heidi J. Sorvino, age 45, was €elected to the Board on May 9, 2006. Ms. Sorvino's SBA application has been
submitted and is pending. Since 2003, Ms. Sorvino has been a Member in the Financial Restructuring and
Bankruptcy Group at Arent Fox PLLC. Ms. Sorvino represents secured creditors, creditors committees and debtors
and has handled various bankruptcy situations including cash collateral orders, debtor-in-possession financing,
automatic stay relief, plan negotiations, sales of assets, preference and fraudulent conveyance actions and trading in
clams. Ms. Sorvino is a member in the American Bankruptcy Institute and the American Bar Association. Ms.
Sorvino is also an active member of the International Women's Insolvency and Restructuring Confederation. Ms.
Sorvino holds a Juris Doctorate degree from St. John's University, a Masters of Social Work degree from New Y ork
University Graduate School of Social Work, and a Bachelor of Arts from Hamilton College.

John R. Laird, age 64, has been a director of the Company since January 1999. Mr. Laird has been a private
investor since 1994, when he retired from Shearson Lehman Brothers Inc. ("Shearson"). Mr. Laird served as
President and Chief Executive Officer of the Shearson Lehman Brothers Division of Shearson and as a member of
the Shearson Executive Committee from 1992 to 1994. Mr. Laird was also Chairman and Chief Executive Officer of
The Boston Company, a subsidiary of Shearson, from 1990 until its sale by Shearson in 1993. From 1977 to 1989
Mr. Laird was employed by American Express in various capacities including Senior Vice President and Treasurer.
Mr. Laird received a B.S. in finance and an M.B.A. from Syracuse University and attended the Advanced
Management Program at Harvard Business School.

Howard F. Sommer, age 66, has been a director of the Company since January 1999. Mr. Sommer is currently
Chief Administrative Officer and Chief Financial Officer of Circa Inc., a nationally-based buyer of pre-owned
jewelry. Mr. Sommer was President and Chief Executive Officer of New York Community Investment Company
L.L.C., an equity investment fund providing long-term capital to small businesses throughout the State of New
York, from 1995 to 2005. Mr. Sommer was President of Fundex Capital Corporation from 1978 to 1995, President
of U.S. Capita Corporation from 1973 to 1995, worked in management consulting from 1971 to 1973 and held
various positions at IBM and Xerox Corporations from 1962 to 1971. Mr. Sommer was also a member of the board
for the National Association of Small Business Investment Companies, serving on its executive committee from
1989 to 1993 and as Chairman of the Board in 1994. He received a B.S. in electrical engineering from City College
of New Y ork and attended the Graduate School of Businessat New Y ork University.
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Silvia Maria Mullens age 54, has been a Vice President of Ameritrans since its inception, a Vice President of Elk
since 1996, and the Loan Administrator of Elk since February 1994. Prior to joining Elk, she was the Legal
Coordinator for Castle Oil Corporation from September 1991 through June 1993 and from June 1993 through
January 1994, a legal assistant specializing in foreclosures in the law firm of Greenberg & Posner. Ms. Mullens
received a B.A. from Fordham University and an M.B.A. from The Leonard Stern School of Business
Administration of New Y ork University.

Margaret Chance, age 51, has been Secretary of Ameritrans since its inception and has been Secretary of Elk and
involved in loan administration since November 1980. In August 2000, Ms. Chance was elected to be a Vice
President of the Company. Ms. Chance is the office manager of Granoff, Walker & Forlenza, P.C. Ms. Chance
holds a paralegal certificate.

Lee A. Forlenza, age 48, currently is the Senior Vice President of Ameritrans and ELK. He has been a Vice
President of Ameritrans since its formation and a Vice President of Elk since March 1992. Until December 21,
2005, Mr. Forlenza served as a director of both Ameritrans and Elk. In August 2000, Mr. Forlenza was elected to be
Senior Vice President of the Company. Mr. Forlenza has been a practicing attorney since February 1983 and is
presently an officer and stockholder in the law firm of Granoff, Walker & Forlenza, P.C. Mr. Forlenza was Vice
President of True Type Printing, Inc. from 1976-1995 and has been President since May 1995. From 1983 through
1986 Mr. Forlenza was an attorney with the SBA. Mr. Forlenza graduated Phi Beta Kappa from New York
University and obtained his Juris Doctor degree from Fordham University School of Law.

Our directors are actively involved in the oversight of our affairs, including financial and operational issues, credit
and loan policies, asset valuation, and strategic direction. No officer or director of Ameritrans has been involved in
any legal proceeding requiring disclosure under Item 401 of Regulation S-K. On December 19, 2005, upon the
recommendation of al of the Disinterested Directors, the Board approved increasing the size of the Board from nine
(9) directorsto eleven (11) directors.

COMPLIANCE WITH SECTION 16(A) OF THE 1934 ACT

Section 16(a) of the Securities Exchange Act of 1934 (the "1934 Act") requires the Company's officers and directors,
and persons who own more than ten percent (10%) of the Company's Common Stock ("Reporting Persons'), to file
initial reports of beneficial ownership and changes in beneficial ownership with the Securities and Exchange
Commission ("SEC") and to furnish the Company with copies of all reportsfiled.

Based solely on a review of the forms furnished to the Company, or written representations from certain reporting

persons, the Company believes that as of June 30, 2006, all changes in beneficial ownership have been disclosed to
the SEC asrequired by Section 16(a) of the 1934 Act.
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COMMITTEESOF THE AMERITRANS BOARD

Ameritrans has a standing Audit Committee, a standing 1999 Employee Plan Committee and a Compensation
Committee.

The Audit Committee is presently comprised of John R. Laird, Howard Sommer and Wesley Finch. The function of
the Audit Committee is to review our internal accounting control procedures, review our consolidated financial
statements, and review with the independent public accountants the results of their audit. The Audit Committee held
four (4) meetings during fiscal year 2006. The Audit Committee's financial expert and Chairman is John R. Laird.
The members of the Audit Committee have adopted a formal written charter which they will review and assess the
adequacy of on an annua basis. The Charter and any changes or updates thereto will also be posted on the
Company'sinternet website at http://www.ameritranscapital .com.

The 1999 Employee Plan Committee administers our 1999 Employee Plan. The committee is comprised of Allen
Kaplan and John R. Laird. See "Stock Option Plans' below.

The Compensation Committee reviews the Company's employment and compensation agreements with its
employees. The committee is comprised of Allen Kaplan and John R. Laird. Mr. Laird serves as the Chairman of
the Compensation Committee.

The Board of Directors held 3 formal meetings during fiscal 2006. All of the Company's directors attended each of
the meetings of the Board, except that one (1) director missed one (1) meeting.

Ameritrans does not have a standing nomination committee. In accordance with NASD rule 4350(4), nominees to
the Board are recommended by at least a majority of the Independent Directors (as defined in NASD rule 4200) of
the Company. The Independent Directors of Ameritrans are Allen Kaplan, Wesley Finch, John R. Laird, Howard
Sommer, Heidi Sorvino and Ivan Wolpert (the " Independent Directors'). These Independent Directors consider
individuals for nomination who are recommended to them by various persons. The Independent Directors then
consider who, among the nominees, will bring the most experience and creativity to Ameritrans. The Independent
Directors then vote on which nominee or nominees they will recommend to the Board. A nominee will only be

recommended to the Board upon receipt of at least a mgjority vote by the Indgpendent Directors. After the Board
receives these recommendations, the Board, by a mgjority vote, selects the nominee to either fill the vacancy or to

stand for election at the next shareholders meeting.

Code of Ethicsof the Company

Information regarding the Company's code of Ethics, as amended is set forth in Item 13.
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ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth all remuneration for services rendered to the Company to each of the executive
officers during the fiscal year ended June 30, 2006. No non-employee director received compensation in excess of
$60,000 during that period.

Summary Compensation Table

Securities
Underlying All Other
Base Salary Bonus Options Compensation

Name and Principal Position Year (#) (2) ($)(3)

President, Chief Executive
Officer, 2005 321,500 (4 15,000 13,350 32,625

Executive Vice President and
Director 2005 127,447 -- 5,000 19,628

Senior Vice President and
Director 2005 79,300 10,000 4,375 13,395

Vice President and Director 2005 78,000 - 4,375 11,700
Vice President 2005 106,180 20,000 3,350 18,927
Vice President and Secretar 2005 83,520 15,000 3,350 14,768

(1) Officers salaries constitute a major portion of Elk'stotal "management fee compensation,” which must be
approved by the SBA. The SBA has approved total officer and employee compensation of Elk in the amounts paid
to date and for the projected amounts for the fiscal year ending June 30, 2006. This amount includes officers'
salaries, other salaries, employee benefits, insurance, and expenses.

(2) Grantsof stock options received during the fiscal year.

(3) Amountsreceived under Simplified Employee Pension Plan.

(4)  Does not include approximately $35,000 of reimbursable expenses. No other executive officer received
compensation that would be required to be disclosed in the above table as " Other Annual Compensation."
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The following table sets forth certain information regarding individual stock option grants made during the last
completed fiscal year to the named executive officers of the Company.

Summary Stock Option Grant Table

The following table sets forth certain information regarding individual stock option grants made during the last
completed fiscal year to the named executive officers of the Company.

(1) 5,000 . December $29,190 $30,580
28, 2010

(1) 4,375 . December $25,541 $26,758
28, 2010

(1) 3,350 . December $19,557
Mullens 28, 2010

D These options were granted December 28, 2005.

2 The exercise price of these options is equal to the closing price of the Company's Common Stock on the
date of grant, as reported by the NASDAQ Capital Market (* 110% of closing price).

(©)] The dollar amount under these columns are the results of calculations at the 5% and 10% rates set by the
Commission and, therefore, are not intended to forecast possible future appreciations, if any, in the price of
the underlying Common Stock. No gain to the optionees is possible without an increase in price of the
underlying Common Stock, which will benefit al stockholders proportionately.

Report of the Board of Directorsasto Compensation Matters
Special Compensation Plans Available to Management

Ameritrans and Elk have a policy of paying their directors who are not employees fees for each meeting attended.
Since September 24, 2004, Eligible Directors have been paid a fee of $1,000 for each meeting attended. Since July
1, 1996, non-employee directors have been paid annual fees of $2,000 per year in addition to the fees paid for each
meeting attended. As of September 24, 2004, Ameritrans began paying the Audit Committee a fee for each
committee meeting attended. Regular members of the Audit Committee are paid $1,000 for each meeting, and the
head of the Audit Committee receives $1,250 for each meeting. Fees and expenses paid to non-employee directors
were, in the aggregate, $31,250 for the year ended June 30, 2005, and $46,750 for the year ended June 30, 2006.
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Compensation Philosophy

The objectives of Ameritrans executive compensation program are to establish compensation levels designed to
enable Ameritrans to attract, retain and reward executive officers who contribute to the long-term success of
Ameritrans so as to enhance stockholder value. The Board of Directors, based on recommendations from the
Compensation Committee, consisting of non-interested directors, makes decisions regarding executive
compensation, including annual base salaries and bonus awards. The 1999 Employee Plan Committee, consisting of
non-interested directors, makes recommendations to the Board each year regarding stock option grants. Option
grants are key components of the executive compensation program and are intended to provide executives with an
equity interest in Ameritrans so as to link a meaningful portion of the compensation of Ameritrans executives with
the performance of Ameritrans Common Stock.

Ameritrans' executive compensation philosophy is based on the belief that competitive compensation is essential to
attract, motivate and retain highly qualified and industrious employees. Ameritrans' policy is to provide total
compensation that is competitive for comparable work and comparable corporate performance. The compensation
program includes both motivational and retention-related compensation components. Bonuses may be included to
encourage effective performance relative to current plans and objectives. Stock options are included to help retain
productive people and to more closely align their interest with those of stockholders.

In executing its compensation policy, Ameritrans seeks to relate compensation with Ameritrans financial
performance and business objectives, reward high levels of individual performance and tie a significant portion of
total executive compensation to both the annual and long-term performance of Ameritrans. While compensation
survey data are useful guides for comparative purposes, Ameritrans believes that a successful compensation program
also requires the application of judgment and subjective determinations of individual performance, and to that extent
the Board of Directors applies judgment in reconciling the program's objectives with the realities of retaining valued
employees.

Executive Compensation Program

Annual compensation for Ameritrans executives consists of two principal elements: cash compensation, consisting
of salaries, bonuses and contributions from the Simplified Employee Pension Plan, and stock options. We have
entered into employment agreements with six of our employees described below.

Cash Compensation

In setting the annual base salaries pursuant to the terms of the employment agreements for Ameritrans executives,
the Compensation Committee reviews the aggregate salary and bonus compensation for individuals in comparable
positions with other companies, including competitors of Ameritrans, and adjusts such amounts to reflect individual
performance. Many of these companies are specialty finance companies. Ameritrans also regularly compares the
salary levels of its executive officers with other leading companies.

Bonuses are based on a review and evaluation of the performance of the activity for which the executive has
responsibility, the impact of that activity on Ameritrans and the skills and experience required for the job, coupled
with a comparison of these elements with similar elements for other executives both inside and outside Ameritrans.
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EMPLOYMENT AGREEMENTS

The Company has entered into employment agreements with six (6) employees. The Company is required to
disclose the terms of the agreements for five (5) of those individuals the CEO and the four highest paid executive
officers.

Gary Granoff. The Company entered into an amended and restated employment agreement with Gary
Granoff dated December 31, 2002, for a term of five (5) years commencing July 1, 2003, which replaces the
employment agreement by and between the Company and Mr. Granoff dated July 1, 2001. The agreement
automatically renews for afive (5) year term, unless either party gives notice of non-renewal as provided therein.
The agreement provides that Mr. Granoff be paid an annual salary, which presently is $336,500 for the fiscal year
ending June 30, 2006, which increases each year the agreement is in effect. The agreement also provides that Mr.
Granoff be paid ayearly bonus, based on his and Ameritrans performance, an amount of which is determined by the
Board of Directors but which may not be less than $15,000 per year for the first five (5) years of the employment
agreement. If renewed, any bonus will be given solely in the Board's discretion. The agreement also provides for
compensation to Mr. Granoff if he isterminated prior to the expiration of his employment term, the amount of which
varies depending upon the nature of his termination. If, for instance, Mr. Granoff is terminated without cause (as
defined in the agreement) he is entitled to a lump-sum payment in an amount equal to (i) his salary, as in effect at
the time of termination, through the date of termination and an amount equal to his salary multiplied by the number
of years remaining under the agreement, and (ii) an amount equal to al of the consulting fees payable under the
terms of Mr. Granoff's consulting agreement with Ameritrans, as discussed below. The employment agreement al so
provides for confidentiality and for non-competition, and non-solicitation during the term of the agreement and for
one (1) year thereafter.

In conjunction with the employment agreement, the Company entered into an amended and restated
consulting agreement with Mr. Granoff, which replaces the consulting agreement by and between the Company and
Mr. Granoff dated as of July 1, 2001. The consulting agreement does not become effective and does not commence
unless and until the employment agreement is terminated due to (i) Mr. Granoff's voluntary resignation from the
Company or (ii) a notice of non-renewal of the employment agreement from either the Company or the Consultant.
Upon the effectiveness of the consulting agreement Mr. Granoff shall be paid as a consultant at a rate equal to 1/2
the monthly salary in effect at the time the employment agreement is terminated plus any bonus received, if any, for
that employment year and other benefits. The agreement al provides for confidentiality and non-competition for
the term of the agreement, and non-solicitation during the term of the agreement and for one (1) year thereafter.

Ellen Walker. The Company entered into an amended and restated employment agreement dated February
21, 2006, with Ellen Walker which replaces the employment agreement between the Company and Ms. Walker
dated October 1, 2001. The agreement automatically renews for an additional five (5) year term on July 1, 2011,
unless either party gives notice of non-renewal prior to the expiration of that initial term. The agreement provides
that Ms. Walker be paid an annual base salary which presently is $132,975, and increases to $140,525 for the twelve
months commencing July 1, 2006, and increases five percent (5%) each year the agreement is in effect. The
agreement also provides that Ms. Walker will be paid a yearly bonus, at the discretion of Ameritrans, based on her
and the Company's performance. The agreement provides for compensation to Ms. Walker if she is terminated prior
to the expiration of her employment term, the exact amount of which varies depending upon the nature of the
termination. If, for instance, Ms. Walker terminates the employment agreement for good reason (as defined in the
agreement) she is entitled to a lump-sum payment equal to the sum of her salary, as in effect at the time of
termination, and an amount equal to her salary multiplied by the number of years remaining under the agreement or
two-and-one half years, whichever is greater. The agreement also provides for confidentiality and for nor-
competition and non-solicitation during the term of the agreement and for one (1) year thereafter.
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Silvia M. Mullens. The Company entered into an employment agreement with Ms. Mullensfor a term of
five years dated as of January 1, 2002. The agreement automatically renews for another five-year term unless either
party terminates prior to renewal. The agreement provides that Ms. Mullens is paid an annua salary which
presently is $110,428 for calendar year 2006, which increases five percent (5%) each year the agreement isin effect.
The agreement also provides that Ms. Mullens will be paid a yearly bonus, at the discretion of Ameritrans, based on
her and the Company's performance. Ms. Mullens was paid a bonus of $17,500 during the fiscal year ended June
30, 2006. The agreement provides for compensation to Ms. Mullens if she is terminated prior to the expiration of
her employment term, the exact amount of which varies depending upon the nature of the termination. If, for
instance, Ms. Mullens terminates the employment agreement for good reason (as defined in the agreement), she is
entitled to alump-sum payment equal to the sum of her salary, asin effect at the time of termination, and an amount
equal to her salary multiplied by the number of years remaining under the agreement or two-and-one-half (2 1/2)
years, whichever is greater. The agreement also provides for confidentiality and for non-competition and nor-
solicitation during the term of the agreement and for one year thereafter. On August 25, 2006, the Company and
Ms. Mullens agreed to amend the agreement in order to allow for notice of non-renewal to be given 2 months prior
to the end of the initial term as opposed to 4 months prior. This will allow the Compensation Committee additional
timeto review the agreement. The Company anticipates renegotiation of a new employment agreement no later than
November 1, 2006.

Lee Forlenza. The Company entered into an amended and restaed employment agreement with Lee
Forlenza for a five (5) year term commencing as of July 1, 2006, which replaces the employment agreements
between the Company and Mr. Forlenza dated July 1, 2003 and October 1, 2001. The agreement automatically
renews for a five (5) year term, unless either party gives notice of non-renewal prior to the expiration of the initial
term. The agreement provides that Mr. Forlenzais paid an annual salary, of $82,472 for the twelve months ending
July 1, 2007, and increases four percent (4%) each year the agreement isin effect. The agreement also provides that
Mr. Forlenza will be paid a yearly bonus based on his and the Company's performance, an amount of which is
determined by the Board of Directors but which may not be less than $10,000 for the first five (5) years of the
employment agreement. If the employment agreement is renewed, any bonus after the initial term will be paid
solely in the discretion of the Board. The agreement provides for compensation to Mr. Forlenza if he is terminated
prior to the expiration of his employment term, the exact amount of which varies depending upon the nature of the
termination. If Mr. Forlenza terminates the employment agreement for good reason (as defined in the agreement, he
is entitled to a lump-sum payment equal to the sum of his salary, as in effect at the time of termination, and an
amount equal to his salary multiplied by the number of years remaining under the agreement or two-and-one half
years, whichever is greater. The agreement also provides for confidentiality and for non-competition, and for non-
solicitation during the term of the agreement and for one (1) year thereafter.

Margaret Chance. The Company entered into an employment agreement with Ms. Chance for a term of
five (5) years dated as of January 1, 2002. The agreement automatically renews for another five-year term unless
either party terminates prior to renewal. The agreement provides that Ms. Chance is paid an annual salary, which
presently is $86,828 for calendar year 2006, which increases four percent (4%) each year the agreement is in effect.
The agreement also provides that Ms. Chance will be paid a yearly bonus, at the discretion of Ameritrans but which
shall not be less than $8,500 per year, based on her and the Company's performance. Ms. Chance was paid a bonus
of $17,500 during the fiscal year ended June 30, 2006. The agreement provides for compensation to Ms. Chance if
sheisterminated prior to the expiration of her employment term, the exact amount of which varies depending upon
the nature of the termination. If, for instance, Ms. Chance terminates the employment agreement for good reason (as
defined in the agreement), she is entitled to a lump-sum payment equal to the sum of her salary, as in effect at the
time of termination, and an amount equal to her salary multiplied by the number of years remaining under the
agreement or two-and-one-half (2 1/2) years, whichever is greater. The agreement also provides for confidentiality
and for non-competition and norn+solicitation during the term of the agreement and for one year thereafter. On
August 25, 2006, the Company and Ms. Chance agreed to amend the agreement in order to allow for notice of non-
renewal to be given 2 months prior to the end of the initid term as opposed to 4 months prior. This will alow the
Compensation Committee additional time to review the agreement. The Company anticipates renegotiation of a
new employment agreement no later than November 1, 2006.
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STOCK OPTION PLANS
Stock Option Plans

The descriptions of the 1999 Employee Plan and the Director Plan set forth below are qualified in their entirety by
reference to the text of the plans.

1999 EMPLOYEE PLAN

An employee stock option plan (the "1999 Employee Plan") was adopted by the Ameritrans Board of Directors,
including a majority of the non-interested directors, and approved by a stockholder vote, in order to link the personal
interests of key employees to our long-term financial success and the growth of stockholder value. An amendment
to the 1999 Employee Plan was approved by the shareholders in January 2002. The amendment increased the
number of shares reserved under the plan from 125,000 to 200,000 shares.

The 1999 Employee Plan authorizes the grant of incentive stock options within the meaning of Section 422 of the
Internal Revenue Code for the purchase of an aggregate of 200,000 shares (subject to adjustment for stock splits and
similar capital changes) of common stock to our employees. By adopting the 1999 Employee Plan, the Board
believes that we will be better able to attract, motivate, and retain as employees people upon whose judgment and
special skills our success in large measure depends. On December 28, 2005, options to purchase an aggregate of
20,450 shares of Common Stock exercisable at $5.56 per share were granted to certain officers of the Company. On
the same date, Gary C. Granoff was granted options to purchase 13,350 shares of Common Stock exercisable at
$6.12 per share. These options expire on December 28, 2010." As of June 30, 2006, options to purchase an
aggregate of 67,600 shares of Common Stock were outstanding under the 1999 Employee Plan with 132,400 shares
of Common Stock available for future award.

The 1999 Employee Plan is administered by the 1999 Employee Plan Committee of the Board of Directors, which is
comprised solely of non-employee directors (who are "outside directors’ within the meaning of Section 152(m) of
the Internal Revenue Code and "disinterested persons” within the meaning of Rule 16b-3 under the Securities
Exchange Act of 1934 (the "Exchange Act")). The committee can make such rules and regulations and establish
such procedures for the administration of the 1999 Employee Plan as it deems appropriate.

NON-EMPLOY EE DIRECTOR PLAN

A stock option plan for non-employee directors (the "Director Plan") was adopted by the Ameritrans Board of
Directors and approved by a stockholder vote, in order to link the personal interests of non-employee directors to our
long-term financial success and the growth of stockholder value. The Director Plan is substantially identical to, and
the successor to, a non-employee director stock option plan adopted by the Board of Directors of Elk and approved
by its stockholders in September 1998 (the "Elk Director Plan™). Ameritrans and Elk submitted an application for,
and received on August 31, 1999, an exemptive order relating to these plans from the SEC. The Director Plan was
amended by the Board of Directors on November 14, 2001 and approved by the shareholders at the Annual Meeting
on January 18, 2002. The amendment is still subject to the approval of the Securities and Exchange Commission.
The amendment (i) increases the number of shares reserved under the plan from 75,000 to 125,000 and (ii)
authorizes the automatic grant of an option to purchase up to 1,000 shares at the market value at the date of grant to
each eligible director who is re-elected to the Board of Directors.

The Director Plan provides for the automatic grant of options to directors who are not employees, officers or
interested persons of the Company (an "Eligible Director') who are elected and serve one year on the Board of
Directors. By adopting the Director Plan, the Board believes that the Company will be better able to attract,
motivate, and retain as directors people upon whose judgment and special skills our success in large measure
depends. The goal, policy, and purpose of the Director Plan is to attract, motivate and retain as directors, individuals

" Due to Mr. Granoff's share ownership percentage, his stock option grant exercise price represents 110% of the last
sales price on the day before the grant.
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upon whose judgment and special skills the Company's success depends. As such, the Director Plan, in an effort to
retain these individuals serving on the Board, alows for automatic grants of new options under the Plan, upon
expiration of the initial five (5) year term. Upon expiration of these options, and with approval of the Board, new
options may be automatically granted to the Directors, with an exercise price equal to the last sales price as of the
close of business on date of expiration.

The total number of shares for which options may be granted from time to time under the Director Plan is 75,000
shares, which will be increased to 125,000 shares upon SEC approval of the Amended Director Plan. As of June 30,
2006, options to purchase an aggregate of 36,937 shares were outstanding under the Director Plan and 38,063 were
available for future award. On January 16, 2006, 10,020 options were cancelled because a Director resigned and
opted not to exercise. The Director Plan is administered by a committee of directors who are not eligible to
participate in the Director Plan.

SIMPLIFIED EMPLOYEE PENSION PLAN

In 1996, Elk adopted a simplified employee pension plan covering, at present, al eligible employees of the
Company. Contributions to the plan are at the discretion of the Board of Directors. During the fiscal year ended
June 30, 2006 contributions amounted to $140,018.

Gary C. Granoff's Fiscal 2006 Compensation

The Board of Directors has set Gary C. Granoff's total annual compensation at a level it believes to be competitive
with the chief executive officers of similarly capitalized specialty finance companies. Gary C. Granoff, in his
capacity as Chief Executive Officer, is eligible to participate in the same executive compensation program available
to Ameritrans other senior executives.

STOCK PERFORMANCE GRAPH

Although Ameritrans' Common Stock is listed on the Nasdaq Capital Market, trading in Ameritrans' Common Stock
has been extremely limited, making it difficult to meaningfully compare the performance of Ameritrans Common
Stock to that of other similar companies or a broad market index. Therefore, Ameritrans has not included a stock
performance graph.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT

As of June 30, 2006, there were 3,401,208" shares of the Company's Common Stock, $.0001 par value ("Shares"),
and 300,000 shares of 9 3/8 Participating Preferred Stock ("Participating Preferred Stock™) outstanding. The
following table sets forth certain information as to (i) those persons who, to our knowledge, owned 5% or more of
our outstanding common stock as of June 30, 2006, (ii) each of our executive officers and directors, and (iii) all of
our officers and directars as a group. Except as set forth below, the address of each person listed below is the
address of Ameritrans.

*Gary C. Granoff 369,825 (1 10.87% 2.35%
"L Fotena 7500

A i 520
Howard F. Sommer

Infinity Capital Partners, L.P. 208,600 (9) 6.13% *x *x
767 Third Avenue, 16th Floor
New York, New York 10017

“Margr Cence 1050 (1) 2200
Mitchell PartnersL.P. 289,210 (13) 8.50% 21,900 7.3%
3187-D Airway Avenue

CostaMesa, CA 92626

Prides Capital Partners, LLC 1,068,375 (15) 31.41% > **
200 High Street, Suite 700

Boston, MA 02110

*Includes 10,000 shares of Common Stock held by a subsidiary of the Company not entitled to vote.



PERCENTAGE NUMBER OF
NUMBER OF OF# SHARES OF PERCENTAGE OF
SHARES OF OUTSTANDING PARTICIPATING OUTSTANDING
COMMON COMMON STOCK PREFERRED PREFERRED
NAME STOCK OWNED OWNED STOCK OWNED STOCK OWNED

Ivan Wolpert 11,183 (17) *x *x *x
19 Fulton Strest, Suite 301
New York, NY 10038
Heidi Sorvino 0 *x *x *x
All Officersand Directors, asa 1,986,272 58.40% 40,158 13.39%
group (14 persons)***

(D)

(A) Ownership percentages are based on 3,401,208 Shares of common stock outstanding as of June 30, 2006.

* k%

**

Under the rules of the SEC, shares of common stock that an individual has a right to acquire within 60 days
from June 30, 2006, pursuant to the exercise of options, warrants or other convertible securities, are
deemed to be outstanding for the purpose of computing the percentage of ownership of such person, but are
not deemed to be outstanding for the purpose of computing the percentage of ownership of any other
person shown in the table.

All Officers and Directors: Gary C. Granoff, Ellen M. Walker, Steven Etra, Margaret Chance, Silvia
Mullens, Lee Forlenza, Michael Feinsod, Murray Indick, Allen Kaplan, John R. Laird, Howard F. Sommer,
Wesdley Finch, Ivan Wolpert, and Heidi Sorvino.

Less than 1%.

Gary C. Granoff, Ellen M. Walker, Steven Etra, Margaret Chance, Silvia Mullens, Lee Forlenza, Michael
Feinsod, and Murray Indick are each "interested persons" with respect to Ameritrans, as such term is
defined in the 1940 Act.

Includes (i) 153,180 Shares owned directly by Mr. Granoff; (ii) 3,300 Public Warrants; (iii) 16,900 Shares
owned by the Granoff Family Foundation, a charitable foundation for which Mr. Granoff and his mother
and brother are trustees; (iv) 261 Shares held by GCG Associates Inc., a corporation controlled by Mr.
Granoff; (v) 78,584 Shares and 500 Public Warrants owned by DAPARY Management Corp., a
corporation controlled by Mr. Granoff; (vi) 12,000 Shares and 1,000 Public Warrants owned by J & H
Associates Ltd. Pts., a partnership whose general partner is GCG Associates Inc., a corporation controlled
by Mr. Granoff; (vii) 67,100 Shares, 1800 Public Warrants, and 2,500 Shares issuable upon the exercise of
five (5) year warrants issued pursuant to the Company's July 29, 2005 Offering of Common Stock and
Warrants (the" Private Offering Warrants') held by Mr. Granoff in various IRA or pension accounts, (viii)
6,000 Shares held in an irrevocable qualified subchapter strust for the benefit of Mr. Granoff's son whereby
Mr. Granoff is the trustee, and (ix) 26,700 Shares issuable upon exercise of five-year options issued under
the 1999 Employee Plan. Excludes (A) 12,937 Shares, and 1,000 Public Warrants owned directly by Ledslie
Granoff, Mr. Granoff's wife, of which Shares he disclaims beneficial ownership; and (B) 47,855 Shares
held by JR Realty Corp., a company owned in part and controlled in part by Mr. Granoff's wife, where Mr.
Granoff serves as Treasurer.

@ Includes (i) 500 shares of Participating Preferred Stock, owned by DAPARY Management Corp.,
a corporation controlled by Mr. Granoff; (ii) 1,000 shares of Participating Preferred Stock owned
by J & H Associates Ltd. Pts., a partnership whose genera partner is GCG Associates Inc., a
corporation controlled by Mr. Granoff; (iii) 5,538 shares of Participating Preferred Stock held by
Mr. Granoff in various IRA or pension accounts. Excludes 1,000 shares of Participating Preferred
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Stock directly owned by Ledlie Granoff, Mr. Granoff's wife, of which Shares he disclaims
beneficial ownership.

Includes (i) 14,374 Shares held directly by Ms. Walker, (ii) 200 Shares held by Ms. Walker as custodian
for her son, and (iii) 10,000 Shares issuable upon the exercise of five-year options issued under the 1999
Employee Plan.

Includes (i) 35,218 Shares held directly by Mr. Forlenza, (ii) 3,230 Shares held for the benefit of Mr.
Forlenza's IRA, (iii) 700 Public Warrants, and (iv) 8,750 Shares issuable upon the exercise of five-year
options issued under the 1999 Employee Plan.

Includes (i) 33,357 Shares held directly by Mr. Etra; (ii) 29,022 Shares owned jointly by Mr. Etra and his
wife; (iii) 27,000 Shares held by Mr. Etra's wife; (iv) 35,990 Shares held by Fiserv Securities Inc. for the
benefit of Mr. Etra's IRA; (v) 10,000 Shares held by SRK Associates LLC, a limited liability company
controlled by Mr. Etra, (vi) 10,000 Shares held by Lance's Property Development Corp. Pension Plan, of
which Mr. Etrais a trustee; and (vii) 8,750 Shares issuable upon the exercise of five-year options issued
under the 1999 Employee Plan.

Includes (i) 5,000 Shares held directly by Mr. Kaplan and (ii) 10,020 Shares issuable upon the exercise of
five-year options issued under the Director Plan.

Includes 100 Shares owned directly by Mr. Laird and 8,000 Shares issuable upon exercise of five-year
options issued under the Director Plan.

8,000 Shares issuable upon exercise of five-year optionsissued under the Director Plan.

Includes (i) 19,871 Shares owned directly by Mr. Finch; (ii) 10,917 Shares issuable upon exercise of
five-year options issued under the Director Plan; and (iii) 10,000 Public Warrants. Excludes (A) 6,000
Shares owned directly by Mr. Finch's wife as to which he disclaims beneficial ownership and (B) 26,300
Shares held by the Tudor Trust, a grantor trust, of which Mr. Finch is the grantor, Mr. Finch's wife and
their two children are the beneficiaries, and Mr. Finch's wife is one of the two trustees. Mr. Finch
disclaims beneficial ownership of the trust's 26,300 Shares.

Includes 208,600 Shares held by Infinity Capital Partners, L.P.

Includes (1) 10,000 Shares held by Shoulda Partners, L.P., and (2) 2,500 Shares issuable to Shoulda
Partners upon the exercise of the Private Offering Warrants. Excludes 208,600 Shares held by Infinity
Capital Partners, L.P. Because Mr. Feinsod is a controlling person of Infinity Capital Partners L.P. and
a genera partner of Shoulda Partners, L.P. he may also be deemed to be a beneficial owner of securities
held by Infinity Capital Partners L.P. and Shoulda Partners, L.P. Mr. Feinsod disclaims beneficial
ownership of the Shares except to the extent of his pecuniary interest therein.

Includes (i) 1,200 Shares owned directly by Ms. Chance, (ii) 200 Shares held by Ms. Chance as custodian
for her daughter, Alexis Chance, (iii) 50 Shares held directly by her daughter, Alexis Chance, (iv) 2,220
Shares held by Ms. Chance in various IRA or pension accounts, (v) 220 Public Warrants, and (vi) 6,700
Shares issuable upon the exercise of five-year optionsissued under the 1999 Employee Plan.

6,700 Shares issuable upon the exercise of five-year options issued under the 1999 Employee Plan.
(b) Participating Preferred Stock held in a pension account.
Includes 274,210 Shares owned directly by Mitchell Partners L.P. and 15,000 Shares issuable to Mitchell

Partners upon the exercise of the Private Offering Warrants.

Includes (i) 188,210 Shares owned directly by Performance Capital, L.P., (ii) 47,053 Shares issuable to
Performance Capital, L.P. upon the exercise of the Private Offering Warrants, (iii) 80,890 Shares held by
Performance Capital 11, L.P., and (iv) 20,222 Shares issuable to Performance Capital Il, L.P. upon the
exercise of the Private Offering Warrants.
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(15) Includes (i) 854,700 Shares held directly by Prides Capital Fund I, L.P., and (ii) 213,675 Shares issuable
to Prides Capital Fund I, L.P. upon the exercise of the Private Offering Warrants Because Prides Capital
Partners, L.L.C. isthe genera partner of Prides Capital Fund I, L.P., Prides Capital Partners, L.L.C. may
be deemed the beneficial owner of the securities held by Prides Capital Fund I, L.P.

(16) Murray A. Indick is a Partner of Prides Capital Partners, L.L.C. Excludes (i) 854,700 Shares held
directly by Prides Capital Fund I, L.P., and (ii) 213,675 Shares issuable to Prides Capital Fund I, L.P.
upon the exercise of the Private Offering Warrants Because Prides Capital Partners, L.L.C. is the
genera partner of Prides Capital Fund |, L.P., Prides Capital Partners, L.L.C. may be deemed the
beneficial owner of the securities held by Prides Capital Fund I, L.P. Because Mr. Indick is a
controlling member of Prides Capital Partners, L.L.C., he may also be deemed to be a beneficial owner
of securities deemed to be beneficially owned by Prides Capital Partners, L.L.C. Mr. Indick disclams
beneficial ownership of the Shares held directly or indirectly by Prides Capital Partners, LLC except to
the extent of his pecuniary interest therein.

(17) Mr. Wolpert isaprincipal and founder of Belle Harbour Capital, L.L.C. Includes (i) 4,774 Shares owned
directly by Mr. Wolpert, (ii) 1,068 Shares issuable to Mr. Wolpert upon the exercise of the Private
Offering Warrants, (iii) 4,273 Shares held by Belle Harbour Capital, L.L.C., and (iv) 1,068 Shares
issuable to Belle Harbour Capital upon the exercise of the Private Offering Warrants. Mr. Wolpert
disclaims beneficial ownership of the Shares held by Belle Harbour except to the extent of his pecuniary
interest therein.

Except pursuant to applicable community property laws or as described above, each person listed in the table above
has sole voting and investment power, and is both the owner of record and the beneficial owner of his or her
respective Shares.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

Elk pays legal fees, on afixed or hourly basis, for loan closing services relating to loans other than New Y ork taxi
and radio car loan closings to Granoff, Walker & Forlenza P.C. ("GWF") whose stockholders are officers and
directors of Elk and Ameritrans. Such services related to New York taxi and radio car loans are provided by the
officers and employees of Elk. Elk paid GWF approximately $52,555 in fees during the fiscal year ended June 30,
2006. Elk generally charges its borrowers loan origination fees to generate income to offset the legal fees paid by
Elk for loan closing services.

We also rent office space from GWF and share certain office expenses with that firm. In November 2003, the Board
of Directors approved a new sublease with the law firm to take effect upon the expiration of the prior sublease, May
1, 2004, and to continue through April 20, 2014 and accounts for certain retroactive adjustments per the agreement.
The Company is presently utilizing 37% of the landlord's space and therefore committed to the minimum 37%
utilization factor on al rent, additional rent and electricity charges billed to landlord, and subject to annual increases
as per the master lease agreement between the landlord and the law firm. In the event that more space is utilized, the
percentage of the total rent shall be increased accordingly. In addition, the Company is also obligated to pay for its
share of overhead expenses as noted in the agreement, currently a minimum of $3,000 a month. For the fiscal year
ended June 30, 2006, we paid $86,334 in rent, $36,000 in shared overhead expense, and $23,837 of other
reimbursable shared overhead expense.

During the fiscal year ended June 30, 1998, GWF exercised an option in its lease, a our request, and rented an
additional 1,800 sguare feet of office space contiguous with our offices at a below market rent (the "Additional
Space'). In August, 2001, the Company's Board of Directors approved the execution of a formal sublease with the
law firm on financia terms and conditions consistent with the prior arrangement for the period July 1, 2001 through
April 30, 2004. The terms for the Additional Space are included in the new sublease with thelaw firm approved by
the Board of Directors in November 2003 to take effect upon the expiration of the prior sublease, May 1, 2004, and
to continue through April 20, 2014. Until we require the Additional Space, the law firm sublets the Additional
Space to outside tenants under short-term arrangements. In the event all or a portion of the Additional Space is
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vacant, EIk's Board of Directors has agreed to reimburse the law firm for the additional rent due. During the year
ended 2006, no additional amount was paid in connection with this agreement.

Effective July 1, 2003, the Company entered into a new ten-year sublease for additional office and storage space
with an entity in which an officer and shareholder of the Company has an interest. The new sublease calls for rental
payments ranging from $38,500 to $54,776 per annum from the first year ending June 30, 2004 through the year
ending June 30, 2013. The sublease contains a provision that either party may terminate the lease in years seven
through ten with six months' notice. Rent expense under the lease amounted to $43,334 for the year ended June 30,
2006.

CONFLICTSOF INTEREST POLICIESAND CODE OF ETHICS

The Boards of Directors of Ameritrans and Elk have adopted policies governing potential conflicts of interest
between the companies and their directors and officers. Together, these policies comprise our "Code of Ethics' as
required under the 1940 Act.

These policies generally provide that no officer, director or employee of the respective company will make any loan
which might be deemed to be appropriate for that company, unless and until such transaction is first approved by a
majority of the directors of that company who are not " interested persons’ of that company within the meaning of
the 1940 Act and who have no financial or other material interest in the transaction. A loan would not be deemed to
be appropriate for EIk if in any manner such loan (or investment) would in any way violate SBA Regulations in
effect at the time of making such loan or invesment. In reviewing any such transaction, the directors will examine,
among other factors, whether the transaction would deprive the company of an opportunity or whether it would
otherwise conflict with our best interests and those of our stockholders. A complete record of any such review and
the results of the review will be maintained by the respective company as part of its permanent records.

The Code of Ethics and any changes or updates thereto will also be posted on the Company's internet website at the
internet address: http://www.ameritranscapital.com. Copies of the code may be obtained free of charge from the
Company's website at the above internet address.

INDEMNIFICATION OF DIRECTORS AND OFFICERS

The Ameritrans Certificate of Incorporation limits the liability of our directors for monetary damages arising from a
breach of their fiduciary duty as directors, except to the extent otherwise required by the Delaware General
Corporation Law. This limitation of liability does not affect the availability of equitable remedies such as injunctive
relief or rescission.

The Ameritrans by-laws provide that Ameritrans shall indemnify its officers and directors to the fullest extent
permitted by Delaware law, including in circumstances in which indemnification is otherwise discretionary under
Delaware law. We have entered into indemnification agreements with our officers and directors containing
provisions that may require Ameritrans, among other things, to indemnify its officers and directors against certain
liabilities that may arise by reason of their status as directors or officers (other than liabilities arising from willful
misconduct of a culpable nature) and to advance their expenses incurred as a result of any proceeding against them
as to which they could be indemnified.

Ameritrans has directors and officers' liability insurance. This policy was previously held by Elk for the benefit of
its officers and directors and was assumed by Ameritrans upon the completion of the Share Exchange.

ITEM 14. PRINCIPAL ACCOUNTING FEESAND SERVICES

Fees for services provided by Rosen Seymour Shapss Martin & Company LLP, the Company's independent public
accountants, are as follows:
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AUDIT FEES

Fees for audit services billed in fiscal 2006 and 2005 were $159,950 and $120,700, respectively and consist of the
annual audit of the Company's consolidated financial statements and interim reviews of the quarterly consolidated
financial statements. Also included are services in connection with SEC registration statement and stand-alone
financial statements of Elk Associates Funding Corporation.

AUDIT-RELATED FEES

There were no fees for audit related services by the Company's independent registered accountants for the years
ended June 30, 2006 and 2005.

TAX FEES

There were no fees for professional services by the Company's independent registered accountants for tax
compliance, tax advice, and tax planning for the years ended June 30, 2006 and 2005.

ALL OTHER FEES

There were no fees for services provided by the by the Company's independent registered accountants other than the
services rendered in the above paragraphs, for the years ended June 30, 2006 and 2005.
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AUDIT COMMITTEE POLICIES AND PROCEDURES

The Audit Committee will recommend to the Board the selection of the independent accountants, considering
independence and effectiveness and approve the fees and other compensation to be paid to the independent
accountants. On an annual basis, the Committee shall review and discuss with the independent accountants all
significant relationships the independent accountants have with the Corporation and relevant third parties to
determine the independent accountants independence. In making this determination, the Committee shall consider
not only auditing and other traditional accounting functions performed by the independent accountants, but also
consulting, legal, and other professional services rendered by the independent accountants and their affiliates. The
Committee will also require the independent accountants to submit on an annual basis a formal written statement
delineating all relationships among the Corporation, the independent accountants, and their respective affiliates.

1

The independent accountants are ultimately accountable to the Audit Committee and the Board of
Directors. The Audit Committee shall review the independence and performance of the accountants
and shall be responsible for the annual appointment of the independent accountants or approve any
discharge of accountants when circumstances warrant.

The Audit Committee shall approve the audit fees and other compensation to be paid to the independent
accountants for permitted services.

Prior to releasing the year-end earnings, the Audit Committee shal discuss the results of the audit with
the independent accountants. Discuss certain matters required to be communicated to Audit
Committee.

In making this determination, the Committee shall consider not only auditing and other traditional
accounting functions performed by the independent accountants, but also consulting, legal, and other
professional services rendered by the independent accountants and their affiliates. The Committee will
also require the independent accountants to submit on an annual basis a forma written statement
delineating al relationships among the Corporation, the independent accountants, and their respective
affiliates.

Review the performance of the independent accountants and approve any proposed discharge of the
independent accountants when circumstances warrant.

Periodically consult with the independent accountants out of the presence of management about internal
controls and the fullness and accuracy of the organization's financia statements. Among the itemsto be
discussed in these meetings are the independent accountants evaluation of the Corporation’s financid,
and accounting personnel, and the cooperation that the independent accountants received during the
course of each audit.
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IMPORTANT FACTORSRELATING TO FORWARD-L OOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a "safe harbor" for forward-looking statements so
long as those statements are identified as forward-looking and are accompanied by meaningful cautionary
statements identifying important factors that could cause actual results to differ materially from those projected in
such statements. In connection with certain forward-looking statements contained in this Form 10-K and those that
may be made in the future by or on behalf of Ameritrans, Ameritrans notes that there are various factors that could
cause actual results to differ materially from those set forth in any such forward-looking statements. The forward
looking statements contained in this Form 10-K were prepared by management and are qualified by, and subject to,
significant business, economic, competitive, regulatory and other uncertainties and contingencies, all of which are
difficult or impossible to predict and many of which are beyond the control of Ameritrans. Accordingly, there can be
no assurance that the forward-looking statements contained in this Form 10-K will be realized or that actual results
will not be significantly higher or lower. Readers of this Form 10-K should consider these facts in evaluating the
information contained herein. In addition, the business and operations of Ameritrans are subject to substantia risks
which increase the uncertainty inherent in the forward-looking statements contained in this Form 10-K. The
inclusion of the forward-looking statements contained in this form 10-K should not be regarded as a representation
by Ameritrans or any other person that the forward-looking statements contained in this Form 10-K, will be
achieved. In light of the foregoing, readers of this Form 10-K are cautioned not to place undue reliance on the
forward-looking statements contained herein. These risks and others that are detailed in this Form 10-K and other
documents that Ameritrans files from time to time with the Securities and Exchange Commission, including
quarterly reports on Form 10-Q and any current reports on Form 8-K must be considered by any investor or potential
investor in Ameritrans.
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PART IV
ITEM 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8K
a) 1 and 2 FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES

1. The financial gatements and financial statement schedules as listed in the Index to Financial Statements are
filed as part of this Annual Report on Form 10-K.

2. No financial statement schedules are filed herewith because the information required has been presented in
the aforementioned financia statements.

b) REPORTS ON FORM 8-K

On August 4, 2006, the Company filed a current report on Form 8-K reporting under Item 8.01 that the Company
issued a press release announcing the appointment of Wesley Finch to the Audit Committee of the Company in
response to aletter from NASDAQ. (14)

On June 21, 2006, the Company filed a current report on Form 8-K reporting under Item 2.02 that the Company
issued a press release announcing the Company's declaration of a quarterly dividend for its 9 3/8% Preferred Stock
for the fourth quarter of 2006. (15)

On May 16, 2006, the Company filed a current report on Form 8-K reporting under Items 5.02, 5.03 and 8.01 that
the Company issued a press rel ease announcing the Company's results for the third quarter of Fiscal year 2006. (16)

On May 11, 2006, the Company filed a current report on Form 8-K reporting under Item 8.01 that the Company
issued a press release announcing the results of the annual meeting of the shareholders that took place on May 9,
2006. (17)

On March 21, 2006, the Company filed a current report on Form 8-K reporting under Item 2.02 that the Company
issued a press release announcing the Company's declaration of a quarterly dividend for its 9 3/8% Preferred Stock
for the third quarter of 2006. (18)

On March 2, 2006, the Company filed a current report on Form 8-K reporting under Item 2.02 that the Company
issued a press release announcing the Company's final closing of its private offering. (19)

On February 15, 2006, the Company filed a current report on Form 8-K reporting under Items 2.02 and 9.01 that the
Company issued a press rel ease announcing Company's results for the second quarter 2006. (20)

On January 24, 2006, the Company filed a current report on Form 8K reporting under Item 8.01 that the Company
issued a press release announcing that the shareholders of the Company approved an extension of the offering period
of the Company's July 29, 2005 private offering of common stock, $.0001 par value, and warrants, from its origina
expiration date of January 25, 2006 to March 31, 2006. (21)

On December 29, 2005, the Company filed a current report on Form 8K reporting under Item 8.01 that the
Company issued a press release announcing a special meeting of the shareholders to take place Monday January 23,
2006. (22)

On December 22, 2005, the Company filed a current report on Form 8K reporting under Item 5.02 that the
Company issued a press release announcing the resignation of directors and election of directors. (23)
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On December 20, 2005, the Company filed a current report on Form 8-K reporting under Item 2.02 that the
Company issued a press release announcing the Company's declaration of a quarterly dividend for its 9 3/8%
Preferred Stock for the second quarter of 2006. (24)

On December 6, 2005, the Company filed a current report on Form 8-K reporting under Item 2.02 that the Company
issued a press release announcing the Company'sinitial closing of its private offering. (25)

On November 15, 2005, the Company filed a current report on Form 8K reporting under Item 8.01 that the
Company issued a press release announcing the Company's results for the first quarter 2006. (26)

On October 18, 2005, the Company filed a current report on Form 8-K reporting under I1tem 8.01 that the Company
issued a press release announcing the Company's completion of interest rate swaps. (27)

On September 29, 2005, the Company filed a current report on Form 8-K reporting under Items 2.02 and 9.01 that
the Company issued a press release announcing the Company's results for the fourth quarter and fiscal year ending

June 30, 2005. (28)

On September 20, 2005, the Company filed a current report on Form 8K reporting under Item 2.02 that the
Company issued a press release announcing the declaration of a querterly dividend on its 9 3/8% Preferred Stock.
(11)

On July 22, 2005 the Company filed a current report on Form 8K reporting under Item 8.01 that the Company
issued a press release announcing the results of a vote at a Specia Meeting of Shareholders held on July 21, 2005
approving a private offering of the Company's common stock. (12)

On July 1, 2005 the Company filed a current report on Form 8K reporting under Item 2.02 (Regulation FD
Financial Disclosure) that the Company issued a press release announcing the receipt of sales proceeds from the
Arlington, Virginia hotel investment. (13)

C) EXHIBITS

The Exhibits filed as part of this Annual Report on Form 10-K are listed on the Exhibit Index immediately preceding
such Exhibits, which Exhibit Index isincorporated by reference.

EXHIBIT INDEX
Exhibit
Number Exhibit

21 Agreement and Plan of Merger dated as of May 4, 2000 by and among Medallion Financial Corp., AMTC
Merger Corp., and Ameritrans Capital Corporation.(1)

22 Amendment No. 8 dated as of August 29, 2000 to the Agreement and Plan of Merger dated as of May 4,
2000 by and among Medallion Financia Corp., AMTC Merger Corp., and Ameritrans Capital
Corporation.(2)

3() Certificate of Incorporation (3)

3(ii)) By-laws(3)

4 Form of subordinated debentures issued to the U.S. Small Business Administration ("SBA") by Elk

Associates Funding Corporation ("EIK") Debenture issued March 26, 1997 - principal amount - $430,000;
Maturity Date- March 1, 2007; Stated Interest Rate - 7.38%.(4)
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101

10.3

104

10.5

10.6

10.7

10.8

10.9

10.10

The following debentures are omitted pursuant to Rule 483:

a Debenture issued September 22, 1993 - principal amount $1,500,000; Maturity Date - September
1, 2003; Stated Interest Rate - 6.12%.

b. Debenture issued September 22, 1993 - principal amount — $2,220,000; Maturity Date -
September 1, 2003; Stated Interest Rate - 6.12%.

C. Debenture issued September 28, 1994 - principal amount $2,690,000; Maturity Date - September
1, 2004; Stated Interest Rate - 8.20%.

d. Debenture issued December 14, 1995 - principal amount $1,020,000; Maturity Date - December 1,
2005; Stated Interest Rate - 6.54%.

e Debenture issued June 26, 1996 - principal amount $1,020,000; Maturity Date - June 1, 2006;
Stated Interest Rate - 7.71%.

Security Agreement between Elk and the SBA, dated September 9, 1993. (4)

1999 Employee Stock Option Plan. (5)

Non-Employee Director Stock Option Plan. (5)

Custodian Agreement among Elk; Bank Leumi Trust Company of New York ("Leumi"), Isragl Discount
Bank of New York ("IDB"), Bank Hapoalim B.M. ("Hapoalim") and Extebank; the SBA, and IDB as
Custodian; dated September 9, 1993 (the " Custodian Agreement").(4)

Agreements between Elk and the SBA.(4)

Intercreditor Agreement among Elk, Leumi, IDB, Hapoalim, Extebank and the SBA dated September 9,
1993 (the"Intercreditor Agreement™) (4)

Amendments to the Custodian and Intercreditor Agreements. (4)

a Amendment removing Hapoalim and Extebank and adding European American Bank ("EAB"),
dated September 28, 1994.

b. Form of Amendment adding bank:

i Amendment adding United Mizrahi Bank and Trust Company ("UMB"), dated June,
1995 was previously filed.

i Amendment adding Sterling National Bank and Trust Company of New York
("Sterling™), dated April, 1996 - omitted pursuant to Rule 483.

Bank Intercreditor Agreement among Elk, Leumi, IDB, Hapoalim and Extebank, dated September 9, 1993
(the "Bank Intercreditor Agreement"). (4)

Amendments to the Bank Intercreditor Agreement. (4)

a Amendment removing Hapoalim and Extebank and adding European American Bank ("EAB"),
dated September 28, 1994.

b. Form of Amendment adding bank:
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

141

211

311

321

99.1
99.2

i Amendment adding UMB, dated June, 1995 was previoudly filed.
ii. Amendment adding Sterling, dated April, 1996 omitted pursuant to Rule 483.
Letter Agreement renewing line of credit for Elk with IDB Bank dated April 13, 2004.(6)

Promissory Note dated March 3, 2003 between Ameritrans and Bank Leumi USA and Letter Agreement
dated March 11, 2003 between aforementioned parties. (6)

Master Note dated October 4, 1999 between Ameritrans and European American Bank.(6)
Line of Credit Agreement dated January 3, 2002 between Elk and Citibank.(7)
Form of indemnity agreement between Ameritrans and each of itsdirectors and officers.(3)

Amended and Restated Employment Agreement dated as of December 31, 2002 between Ameritrans and
Gary Granoff. (8)

Amended and Restated Consulting Agreement dated as of December 31, 2002 between Ameritrans and
Gary Granoff.(8)

Amended and Restated Employment Agreement dated as of February 21, 2006 between Ameritrans and
Lee Forlenza.(29)

Amended and Restated Employment Agreement dated as of February 21, 2006 between Ameritrans and
Ellen Walker.(29)

Employment Agreement dated as of January 1, 2002 between Ameritrans and SilviaMullens.(9)

Amendment dated August 25, 2006 to Silvia Mullens Employment Agreement dated as of January 1, 2002.
(attached hereto)

Employment Agreement dated as of January 1, 2002 between Ameritrans and Margaret Chance.(9)

Amendment dated August 25, 2006 to Margaret Chance Employment Agreement dated as of January 1,
2002. (attached hereto)

Form of Swap Agreement in the principal amount of $5,000,000 at a fixed rate of 6.20% effective October
14, 2005 between Elk Associates Funding Corp. and Citibank, N.A. (attached hereto)

Form of Swap Agreement in the principal amount of $5,000,000 at a fixed rate of 6.23% effective October
14, 2005 between Elk Associates Funding Corp. and Citibank, N.A. (attached hereto)

Code of Ethics of Ameritrans Capital Corporation, as amended. (10)
List of Subsidiaries of Ameritrans. (10)

Certification pursuant to Rule 13a14(a) or Rule 15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002. (attached hereto)

Certification pursuant to 18 USC Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002. (attached hereto)

Ameritrans Audit Committee Charter (10)
Ameritrans Registration Statement on Form N-2 (File No. 333-132438) filed March 15, 2006. (29)



©)

(4)

()

(6)

()

(8

’
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)
(22)
(23)
(24)
(25)
(26)
(27)
(28)

(29)

Incorporated by reference from the Registrant's Current Report on 8-K (Item V) (File No. 333-63951) filed

on May 12, 2000.

Incorporated by reference from the Registrant's Current Report on 8-K (Item V) (File No. 333-63951) filed

on September 6, 2000.

Incorporated by reference from the Registrant's Registration Statement on Form N-14 (File No. 333-63951)

filed September 22, 1998.

Incorporated by reference from the Registrant's Registration Statement filed on Form N-2 (File No. 333-

82693) filed July 12, 1999.

Incorporated by reference from the Registrant's Proxy Statement on Form 14A (File No. 811-08847) filed

on December 14, 2001.

Incorporated by reference from the Registrant's 10-Q (File No. 811-08847) filed May 14, 2004.

Incorporated by reference from the amendment to the Registrant's N-2 (File No. 333-82693) filed March 1,

2002.

Incorporated by reference from the Registrant's 10-Q (File No. 811-08847) filed February 14, 2003.
Incorporated by reference from the Registrant's 10-Q (File No. 811-08847) filed February 14, 2002.
Incorporated by reference from the Registrant's 10-K (File No. 811-08847) filed September 28, 2004.

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
September 20, 2005.

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
July 22, 2005.

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
July 1, 2005.

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
August 4, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
June 21, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
May 16, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
May 11, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
March 21, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
March 2, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
February 15, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
January 24, 2006

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
December 29, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
December 22, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
December 20, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
December 6, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
November 15, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
October 18, 2005

Incorporated by reference from the Registrant's Current Report on form 8-K (File No.
September 29, 2005

811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on
811-08847) filed on

811-08847) filed on

Incorporated by reference from the Registrant's N-2 (File No. 333-132438) filed on March 15, 2006.
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To the Board of Directors and Stockholders of
Ameritrans Capital Corporation and Subsidiaries:

We have audited the accompanying consolidated balance sheets of Ameritrans Capital Corporation
and Subsidiaries (the "Company") as of June 30, 2006 and 2005, and the related consolidated
statements of operations, comprehensive income (loss), stockholders' equity, and cash flows for
each of the three years in the period ended June 30, 2006, and the schedule of loans as of June 30,
2006. These consolidated financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements
and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonabl e assurance about whether the financia statements are free of material misstatement.
The company is not required to have, nor were we engaged to perform, an audit of its interna
control over financial reporting. Our audit included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the company’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, as well as evauating
the overal financia statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

As explained in Note 1, the consolidated financial statements include loans valued at $49,565,230
and $51,910,254 as of June 30, 2006 and 2005, respectively, whose values have been estimated by
the Board of Directors in the absence of readily ascertainable market values. We have reviewed the
procedures used by the Board of Directorsin arriving at their estimate of the value of such loans and
have inspected underlying documentation and, in the circumstances, we believe the procedures are
reasonable and the documentation is appropriate. However, because of the inherent uncertainty of
valuation, those estimated values may differ significantly from the values that would have been used
had a ready market for such loans existed.
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In our opinion, the consolidated financial statements and schedul e referred to above present fairly, in
all material respects, the financial position of Ameritrans Capital Corporation and Subsidiaries as of
June 30, 2006 and 2005, and the results of their operations and their cash flows for each of the three
years in the period ended June 30, 2006, in conformity with U.S. generally accepted accounting

principles.

/s/ Rosen Seymour Shapss Martin & Company LLP
CERTIFIED PUBLIC ACCOUNTANTS

New York, New Y ork
September 26, 2006
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AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

CONSOL IDATED BALANCE SHEETS

June 30, 2006 and 2005

Less unrealized depreciation on loans receivable (290,300) (150,000)

Accrued interest receivable, net of unrealized depreciation
of $31,500 in 2006 and $59,000 in 2005 662,846 756,701

Receivables from debtors on sales of assets acquired in
satisfaction of loan 482,525 455,184

Prepaid expenses and other assets 439,171 531,904

Furniture, equipment and leasehold improvements, net 244,340 329,573
]
Total assets $ 56,018,811 $ 57,886,595
(Continued)
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AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

CONSOL IDATED BALANCE SHEETS (Continued

June 30, 2006 and 2005

Debentures payable to SBA $ 12,000,000 $ 12,000,000

Accrued expenses and other ligbilities 880,203 604,942

Dividends payable 84,375 84,375

Totd liabilities 34,259,543 42,716,254

Commitments and contingencies (Note 15

Stockholders' equity:

9-3/8% cumul ative participating redeemable preferred stock
$.01 par value, $12.00 face value, 500,000 shares
authorized; 300,000 sharesissued and outstandin 3,600,000 3,600,000

Additional paid-in capital 21,119,817 13,869,545

Accumulated other comprehensive loss (207,575) (102,275)

Less. Treasury stock, at cost, 10,000 shares
of common stock (70,000) (70,000)

Tota stockholders' equity 21,759,268 15,170,341
- ]
Total ligbilities and stockholders’ equity $ 56,018,811 $ 57,886,595

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



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

Y ears Ended June 30, 2006, 2005 and 2004

Investment income:
Interest on loans receivable
Gain on sale of equity securities, net (Note 4)
Fees and other income
Leasing income

Total investment income

Operating expenses.

Interest

Salaries and employee benefits

Occupancy costs

Professional fees

Other administrative expenses

Loss and impairments on medallions under lease
and assets acquired in satisfaction of loans, net

Foreclosure expenses, net

Write off and depreciation on interest and loans receivable
Total operating expenses
Operating income (10ss)

Other expense:
Equity in loss of investee
Loss on write-down of equity securities
Loss on sale of taxi

Total other expense

Income (loss) before income taxes

Income taxes

Net income (loss)
Dividends on preferred stock

Net loss available to common shareholders

Weighted Average Number of Common Shar es Outstanding:

Basic
Diluted

Net Loss Per Common Share:
Basic

Diluted

2006 2005 2004
$ 4,681,558  $ 4,771,954  $ 5,195,741
- 688,874 5,665
436,535 459,598 318,559
172,749 211,640 119,527
5,290,842 6,132,066 5,639,492
2,122,815 1,837,633 1,443,416
1,156,308 1,128,963 1,022,964
189,505 188,466 207,079
478,050 675,399 605,168
1,076,423 1,162,457 1,250,435
87,985 198,177 44,362
(8,716) 87,695 362,871
335,466 728,710 1,024,245
5,437,836 6,007,500 5,960,540
(146,994) 124,566 (321,048)
- (4,021) (29,634)
(61,660) - -
- (60) -
(61,660) (4,081) (29,634)
(208,654) 120,485 (350,682)
10,026 7,711 16,501
(218,680) 112,774 (367,183)
(337,500) (337,500) (337,500)
(556,180) (224,726) $  (704,683)
2,653,898 2,035,600 2,035,600
2,653,898 2,035,600 2,035,600
$(0.21) $(0.12) $(0.35)
$(0.21) $(0.12) $(0.35)

The accompanying notes are an integral part of these financial statements.
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AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

Y ears Ended June 30, 2006, 2005 and 2004

2006 2005 2004
Net income (loss) $ (218,680) $ 112,774 $ (367,183)
Other comprehensiveincome (loss):
Unrealized gain (loss) on equity securities arising during the
period (2105,300) 46,583 (13,338)
Reclassification adjustment for (gain) lossincluded in net
income (loss) 100,025 (5,665)
Total comprehensive income (l0ss) $ (323,980) $ 259,382 $ (386,186)

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



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

Y ears Ended June 30, 2006, 2005 and 2004

Balance—June 30, 2003 $ 205 $ 3,600,000 $ 13,869,545 $(70,000 $(1,197,725 $(229,880 $ 15,972,145

Net loss - - - - 367,183 - 367,183

Reclassification adjustment for gain
included in net loss

(5,665) (5,665)

Dividends declared on preferred stock

337,500 337,500

Unrealized gain on equity securities 46,583 46,583

Balance—June 30, 2005 205 3,600,000 13,869,545 (70,000) (2,127,134) (102,275) 15,170,341

Net proceeds from stock offerin - 7,250,272 7,250,407

=
w
H
1
1
1

Unrealized loss on equity securities (105,300) (105,300)

The accompanying notes are an integral part of these financial statements.
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AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Y ears Ended June 30, 2006, 2005 and 2004

Cash flows from oper ating activities:

Adjustments to reconcile net (Ioss) income to net cash provided
by (used in) operating activities:

Gain on sale of equity securities, net - 688,874 5,665

(o]
o
1

Loss on sale of taxi -

Loss on write-down of equity securities 61,660

Changes in operating assets and liabilities:

Accrued interest receivable 121,355 184,711 1,012,179

Accrued expenses and other liabilities 275,261 26,152 157,750

Total adjustments 950,250 (541,614) 782,926

Cash flows from investing activities:

Assets acquired in satisfaction of loans 2,588 751,762 279,534

Proceeds from sales of equity securities 4,870 1,090,774 109,084

Proceeds from sales of taxis 48,000 13,000 60,125

Net cash provided by (used in) investing activities 1,717,505 (184,467) 2,261,036

Net proceeds from stock offerin 7,250,407

Repayment of notes payable, banks 21,858,865 46,535,883 11,811,348

R ment of debentures payable to SBA - - 4,150,000

Net cash (used in) provided by financing activities (1,930,245) 524,500 (2,758,848)

Cash and cash equivalents:

Begmingotyer s 41660 498600

End of year $ 846,623 $ 327,793 $ 416,600

(Continued)



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FL OWS (Continued

Y ears Ended June 30, 2006, 2005 and 2004

Cash paid during the yearsfor:

Supplemental disclosures of non-cash investing activities:

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



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

June 30, 2006, 2005 and 2004

1. Organization and Summary of Significant Accounting Policies

Organization and Principal Business Activity

Ameritrans Capital Corporation (the "Company", "Ameritrans') is a Delaware closed-end
investment company formed in 1998, which through its subsidiary, Elk Associates Funding
Corporation ("EIk"), makes loans to taxi owners to finance the acquisition and operation of taxi
medallions and related assets, and to other small businesses. Ameritrans also makes loans to and
investments in opportunities that Elk has historically been unable to make due to U.S. Small
Business Administration (the "SBA™) Regulation.

Elk, a New York corporation, is licensed by the SBA to operate as a Small Business
Investment Company ("SBIC") under the Small Business Investment Act of 1958, as amended. Elk
is also registered as an investment company under the Investment Company Act of 1940 to make
business |oans.

Basis of Consolidation

The consolidated financia statements include the accounts of Ameritrans, Elk and ElIk’s
wholly owned subsidiaries, EAF Holding Corporation ("EAF"), EAF Enterprises LLC ("EAF
Enterprises”), Medallion Auto Management LLC ("Medallion™), EAF Leasing LLC, EAF Leasing Il
LLC and EAF Leasing Il LLC. All significant inter-company transactions have been eliminated in
consolidation.

EAF began operations in December 1993 and owns and operates certain rea estate assets
acquired in satisfaction of defaulted loans by Elk.

EAF Enterprises owned, leased and resold medallions acquired in satisfaction of
foreclosures by Elk. EAF Enterprises was voluntarily liquidated and dissolved on April 20, 2006.

Medallion owned, leased and resold automobiles in conjunction with the activities of EAF
Enterprises Medallion was voluntarily liquidated and dissolved on April 21, 2006.

EAF Leasing LLC began operations in October 2003 and owns and leases medallions
acquired in satisfaction of foreclosures by Elk.

EAF Leasing Il LLC began operations in October 2003 and owns and leases medallions
acquired in satisfaction of foreclosures by Elk.

EAF Leasing 111 LLC began operations in January 2004 and owns and |eases medallions
acquired in satisfaction of foreclosures by EIKk.
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Ameritrans organized another subsidiary on June 8, 1998, Elk Capital Corporation ("Elk
Capital"), which may engage in lending and investment activities similar to its parent. Since its
inception, Elk Capital has had no operations.

Loan Vauations

The Company’s loan portfolio is carried at fair value. Since no ready market exists for
these loans, the fair value is determined in good faith by the board of directors of the Company ("the
Board"). In determining the fair value, the Board considers factors such as the financial condition of
the borrower, the adequacy of the collateral to support the loans, individua credit risks, historical
loss experience and the relationships between current and projected market rates and portfolio rates
of interest and maturities. The fair value of the loans approximates cost less unrealized depreciation.

Unrealized depreciation in loan values has generally been caused by specific events related
to credit risk. Loans are considered "non-performing” once they become 90 days past due as to
principal or interest. These past due loans are periodically evaluated by management and if, in the
judgment of management, the amount is not collectible and the fair value of the collateral is less than
the amount due, areserveis established. If the fair value of the collateral exceeds the loan balance at
the date of valuation, the Company makes no write-down of the loan amount.

Cash and Cash Equivalents

For the purposes of the statement of cash flows, the Company considers all short-term
investments with an original maturity of three months or less when acquired to be cash equivalents.
The Company maintains its cash balances with various banks with high quality ratings. However, at
times balances may exceed federally insured limits.

Equity Securities

Equity securities are comprised principally of common stock investments in various
companies. The Company currently classifies equity securities as available-for-sale. Securities
classified as availablefor-sale are required to be reported at fair value with unrealized gains and
losses, net of taxes, excluded from earnings and recorded in the statement of comprehensive income
(loss), and separately as a component of accumulated other comprehensive income (loss) within
stockholder’s equity unless an unrealized loss is deemed to be other than temporary, in which case,
the cost basis of the individual security is written down to fair value as a new cost basis and such
loss is charged to earnings. Realized gains and losses on the sale of securities available-for-sale are
determined using the specific-identification method and are reported in earnings. In addition, any
unrealized gains and losses deferred in accumulated other comprehensive income (loss) is
recognized in determining net gain or loss on disposition.
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Income Taxes

The Company has elected to be taxed as a Regulated Investment Company ("RIC") under
the Internal Revenue Code (the "Code"). An RIC generally is not taxed at the corporate level to the
extent its income is distributed to its stockholders. In order to qualify as an RIC, a company must
payout at least 90 percent of its net taxable investment income to its stockholders as well as meet
other requirements under the Code. In order to preserve this election for fiscal 2006, the Company
intends to make the required distributions to its stockholders.

The Company is subject to certain state and local franchise taxes, as well as related
minimum filing fees assessed by state taxing authorities. Such taxes and fees are reported as
provisions for income taxes and reflected in each of the fiscal years presented.

Depreciation and Amortization

Depreciation and amortization are computed using the straight-line method over the useful
lives of the respective assets. Leasehold improvements are amortized over the life of the respective
|eases.

Deferred Loan Costs and Fees

Deferred loan costs are included in prepaid expenses and other assets. Amortization of
deferred loan costs is computed on the straight-line method over the respective loan term.
Amortization of deferred loan costs and fees for the years ended June 30, 2006, 2005 and 2004 was
$41,002, $48,056 and $60,013, respectively. At June 30, 2006 and 2005, deferred loan costs and
commitment fees amounted to $268,878 and $309,880, respectively, net of accumulated
amortization of $151,122 and $354,101, respectively. Fully amortized costs of $243,981 were
written off during the year ended June 30, 2006.

Asseats Acquired in Satisfaction of Loans

Assets acquired in satisfaction of loans are carried at the lower of the net value of the
related foreclosed loan or the estimated fair value less cost of disposal. Losses incurred at the time
of foreclosure are charged to the unrealized depreciation on loans receivable. Subsequent reductions

in estimated net realizable value are charged to operations as |osses on assets acquired in satisfaction
of loans.
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Impairment of Long-Lived Assets and Acquired Intangible Assets

The Company monitors events and changes in circumstances that could indicate carrying
amounts of long-lived assets, including intangible assets, may not be recoverable. When such events
or changes in circumstances occur, the Company assesses the recoverability of long-lived assets by
determining whether the carrying value of such assets will be recovered through undiscounted
expected future cash flows. If the undiscounted cash flows are less than the carrying amount, an
impairment loss is recorded to the extent that the carrying amount exceeds the fair value. During the
fiscal year ended June 30, 2004 the Company obtained medallions through foreclosure of loans and
the value of such medallions was carried a the net value of the related foreclosed loans. The
medallions are being treated as having indefinite lives, therefore, the assets are not being amortized.
However, the Company periodically tests their carrying value for impairment. During the year
ended June 30, 2005, the medallions were written down by $100,000 to their estimated fair value,
based on current market conditions. The amount is included in loss and impairments on medallions
under lease and assets acquired in satisfaction of loans, net, in the accompanying consolidated
statements of operations.

Use of Estimates

The preparation of financia statements in conformity with U.S. generally accepted
accounting principles requires management to make extensive use of estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actua results could differ
from those estimates. Estimates that are particularly susceptible to change relate to the determina-
tion of the fair value of loans receivable and other financial instruments.

Treasury Stock

Treasury stock is carried at cost. Gains and losses on disposition of treasury stock, if any,
are recorded as increases or decreases to additional paid-in capital with losses in excess of
previously recorded gains charged directly to retained earnings.

Earnings Per Share

Basic earnings (loss) per share includes no dilution and is computed by dividing current
income (loss) available to common stockholders by the weighted average number of common shares
outstanding for the period. Diluted earnings per share reflect, in periods in which they have a
dilutive effect, the effect of common shares issuable upon the exercise of stock options and warrants.
The difference between reported basic and diluted weighted average common shares results from the
assumption that all dilutive stock options outstanding were exercised. For the years presented, the
effect of common stock equivalents has been excluded from the diluted calculation since the effect
would be antidilutive.
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Income Recognition

Interest income, including interest on loans in default, is recorded on an accrua basis and
in accordance with loan terms to the extent such amounts are expected to be collected. The
Company recognizes interest income on loans classified as non-performing only to the extent that
the fair market value of the collateral exceeds the loan balance. Loans that are not fully
collateralized and in the process of collection are placed on nonaccrual status when, in the judgment
of management, the collectibility of interest and principal is doubtful.

Stock Options

The Company began applying Statement of Financia Accounting Standards No. 123R
("SFAS No. 123R"), "Accounting for Sock-Based Compensation”, and related interpretations in
accounting for its stock option plans effective January 1, 2006, and accordingly, the Company will
expense these grants as required. Stock-based employee compensation costs pertaining to stock
options will be reflected in net income (loss), for new grants only, since there were no unvested
options outstanding at December 31, 2005, using the fair values established by usage of the Black-
Scholes option pricing model, expensed over the vesting period of the underlying option. Previoudly,
the Company applied APB Opinion No. 25 and related Interpretations in accounting for al the plans.
Accordingly, no compensation cost was recognized under these plans, and the Company followed the
disclosure-only provisions of SFAS No. 123 and SFAS No. 148, Accounting for Stock-Based
Compensation Transition and Disclosure.

The Company elected the modified prospective transition method for adopting SFAS No.
123R. Under this method, the provisions of SFAS 123R apply to al awards granted or modified after
the date of adoption. The compensation cost is then recognized over the vesting period of the options
(see"Recently Issued Accounting Standards" below and Note 17).

Financia Instruments

The carrying value of cash and cash equivalents, accrued interest receivable and payable, and
other receivables and payables approximates fair vaue due to the relative short maturities of these
financia instruments. Loans receivable are carried at their estimated fair value. The estimated fair
values of publicly traded equity securities are based on quoted market prices and the estimated fair
values of privately held equity securities are recorded at the lower of cost or fair value. The carrying
value of the bank debt is a reasonable estimate of their fair value as the interest rates are variable,
based on prevailing market rates. The fair vaue of the SBA debentures were computed using the

discounted amount of future cash flows using the Company’s current incremental borrowing rate for
similar types of borrowings (see Note 13).

Derivatives

The Company from time to time enters into interest rate swap agreementsin order to manage
interest rate risk. The Company does not use interest rate swaps or other derivatives for trading or
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other speculative purposes. In accordance with Statement of Financial Accounting Standards No. 133,
"Accounting for Derivative Instruments and Hedging Activities,” as subsequently amended, all
derivative instruments are recorded at fair value. For derivative instruments designed as cash flow
hedges, the effective portion of that hedge is deferred and recorded as a component of other compre-
hensive income. Any portion of the hedge deemed to be ineffective is recognized promptly in the
consolidated statements of income.

Recently Issued Accounting Standards

In March 2006, the Financial Accounting Standards Board ("FASB") issued SFAS No. 156,
"Accounting for Servicing of Financial Assets — an amendment of FASB Statement No. 140." This
Statement requires that all separately recognized servicing rights be initially measured at fair value.
Subsequently, an entity may either recognize its servicing rights at fair value or amortize its servicing
rights over an estimated life and assess for impairment at least quarterly. SFAS No. 156 aso amends
how gains and losses are computed in transfers or securitizations that qualify for sale treatment in
which the transferor retains the right to service the transferred financial assets. Additional disclosures
for al separately recognized servicing rights are also required. This Statement is effective January 1,
2007 for calendar year companies. The Company is currently in the process of evaluating the impact
that SFAS No. 156 will have on the Company’ s financia position and results of operations.

In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid
Financia Instruments’ an amendment of SFAS No. 133 and 140. This statement permits fair value
remeasurement for any hybrid finanda instrument that contains an embedded derivative that
otherwise would require bifurcation, clarifies which interest-only strips and principa-only strips are
not subject to the requirements of SFAS No. 133, establishes a requirement to evaluate interests in
securitized financia assets to identify interests that are free standing derivatives or that are hybrid
financial instruments that contain an embedded derivative that require bifurcation, clarifies that
concentrations of credit risk in the form of subordination are not embedded derivatives, and amends
SFAS No. 140 to diminate the prohibition on a qualifying specia-purpose entity from holding a
derivative financia instrument that pertains to a beneficia interest other than another derivative
financia instrument. This statement is effective for al financia instruments acquired or issued after
the beginning of an entity’s first fiscal year that begins after September 15, 2006, as defined. The
Company does not expect that the adoption of SFAS No. 155 will have a materia impact on its
consolidated financia position or results of operations.

In June 2005, the FASB issued Statement No. 154, "Accounting Changes and Error
Corrections' ("SFAS No. 154"), which changes the requirements for accounting for and reporting of a
change in accounting principle. SFAS No. 154 requires retrospective application to prior periods
financia statements of a voluntary change in accounting principle unless it is impracticable. SFAS
No. 154 aso requires that a change in method of depreciation, amortization, or depletion for long-
lived, nonfinancial assets be accounted for as a change in accounting estimate that is affected by a
change in accounting principle. SFAS No. 154 is effective for accounting changes and corrections of
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errors made in fiscal years beginning after December 15, 2005, but does not change the transition
provisions of any existing accounting pronouncements, including those that are in atransition phase as
of the effective date of the Statement. The adoption of SFAS No. 154 will not have a materia effect
on results of operations or the Company’ s financia position.

In December 2004, the FASB issued the SFAS No. 123(R), "Share-Based Payment” ("SFAS
123(R)"), which replaced SFAS No. 123, "Accounting for Stock-Based Compensation,” and
superseded APB Opinion 25, "Accounting for Stock Issued to Employees.” SFAS 123(R) requires
that all share-based payments to employees be recognized in the financial statements based on their
fair values on the date of grant. The Company previoudly used the intrinsic value method to measure
compensation expense for stock-based awards. On April 14, 2005, the SEC amended the compliance
dates for SFAS 123(R), which extended the Company’ s required adoption date of SFAS 123(R) to its
fiscal third quarter in its fiscal year ended June 30, 2006. The Company adopted the requirements of
SFAS 123(R) on a modified prospective basis effective January 1, 2006 and expects that its adoption
will not have amaterial impact on its financial position or results of operations and earnings per share.

2. Assets Acquired in Satisfaction of L oans

Assets acquired in satisfaction of loans consist of the following as of June 30, 2006 and

2005:
Assigned
Mortgage
Real Estate and Note Equipment Other Total
Balance—June 30, 2004 $ 573,668 $ 614,939 $ 194,866 $ 38,250 $ 1,421,723
Additions 40,647 - 93,200 - 133,847
Sales (333,626) (612,350) (100,066) - (1,046,042)
Write-offs - (125,000) - (125,000)
Balance—June 30, 2005 280,689 2,589 63,000 38,250 384,528
Sales - (2,589) - - (2,589)
Write-offs (30,688) - (63,000) - (93,688)
Balance—June 30, 2006 $ 250,001 $ - $ - $ 38,250 $ 288,251

3. LoansReceivable

Loans are considered non-performing once they become 90 days past due as to principa or
interest. The Company has loans of approximately $2,323,000 and $2,928,000 at June 30, 2006 and
2005, respectively, which are considered nonperforming. These loans, which were made pre-
dominantly in the Chicago market, are either fully or substantialy collateralized and are personally
guaranteed by the debtor. Included in the total nonperforming loans are approximately $502,000 and
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$720,000 at June 30, 2006 and 2005, respectively, which are no longer accruing interest since the loan
principa and accrued interest exceed the collateral value. The following table sets forth certain in-
formation concerning performing, nonperforming, and nonaccrua loans as of June 30, 2006 and 2005:

Performing loans 47,241,958 48,982,626

Nonperforming loans $ 2323272 $ 2,927,628

Nonperforming loans:
Accrual $ 1,821,555 $ 2,207,220

Changes in the unrealized depreciation on loans receivable and interest receivable are
summarized as follows:

The Company has pledged its loans receivable and all other assets of the Company as
collatera for itslines of credit (see Note 8).

F-18



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENT

June 30, 2006, 2005 and 2004

4. Equity Securities

Equity securities consist of the following as of June 30, 2006 and 2005:

Purchase of securities 4,153 - - 125,000 - - 129,153

Unrealized gain (loss)
on equity securities
arising during the
eriod 27,268

19,315

Purchase of securities - - - 296,297 750,000 - 1,046,297

Write-down of
securities - - (47,660) - - (14,000) (61,660)

In June 2005, the Company received $1,090,774 as proceeds from the liquidation of its
investment in a hotel. The proceeds represented a return of the remaining carrying value of the
investment of $251,875, and the resulting gain for the balance of $838,899 is included in gain on
sale of equity securities net in the accompanying consolidated statements of operations.
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General

The fair value of publicly traded corporate equity securities is based on quoted market
prices. Privately held corporate equity securities are recorded at the lower of cost or fair value. For
these non-quoted investments, the Company reviews the assumptions underlying the financial
performance of the privately held companies in which the investments are held. If and when a
determination is made that a decline in fair value below the cost basis is other than temporary, the
related investment is written down to its estimated fair value.

Certain Investments

Ameritrans invested $100,000 to obtain a 50% stock ownership interest in a company in
August 2003. Since control of the entity resded with the other owner, as evidenced by the
management of the day-to-day operations as well as the number of board seats, this investment was
accounted for using the equity basis of accounting. In February 2005, the Company received
common shares of another entity in lieu of full liquidation of its initial investment. The new shares
represent an immaterial ownership percentage and are, therefore, no longer accounted for by the
equity basis of accounting.

Elk aso obtained a 48% stock ownership interest in another company during December
2003 in exchange for providing 100% financing for this company to acquire and gain title to certain
Chicago medallions from Elk arising from defaulted and foreclosed loans, to purchase vehicles, and
for related start up costs. The profit or loss of this company is to be retained by the maority
stockholder of this company. Commencing on or after July 1, 2007, and for a two and one-half year
period thereafter, the majority stockholder has the right to purchase EIK’ s interest in this company at a
price stipulated in the stockholders’ agreement, by giving notice and exercising its right to repurchase
Elk’ s shares. Elk has the right (put option) under the agreement to require the company to repurchase
Elk’s 48% interest in this company. Under both purchase arrangements, the price is determined by the
difference between the market value of the medallions and the outstanding balance on the loan on the
date the right is exercised.

The financing related to the purchase of medalions amounted to $1,449,000, and is
collateralized by such medalions. The loan originally called for interest a 4% per annum, and
required two interest only payments of $4,830 due on the first of the month beginning February 1,
2004, then fifty-nine monthly payments of $10,718, including interest, based on a 15 year amortization
schedule, with a balloon payment of the balance due on March 1, 2009, the maturity date. However,
the loan was subsequently amended effective July 1, 2005 and then again on July 1, 2006 to require
interest only payments at a fixed rate of 4% and then a rate of 1.5% above LIBOR, respectively. The
Company aso loaned the entity $222,000 on December 31, 2003 related to the purchase of vehicles
and such loan was collateralized by the vehicles. Theloan bore interest at 4% per annum, and required
three interest only payments of $740 due on the first of the month beginning February 1, 2004, then
twenty-six monthly payments of $8,928, including interest, through June 1, 2006, the maturity date.
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Although this loan was due on June 1, 2006, it was paid in full in August 2006. As of June 30, 2006
and 2005, the principal balance outstanding on the loans was $1,446,870 and $1,538,224, respectively.

During the year ended June 30, 2006, Ameritrans made a commitment to make capital
contributions of $500,000 for alimited partnership interest in areal estate partnership. As of June 30,
2006, Ameritrans has contributed $136,297, therefore, a commitment of $363,703 of additiona capital
contributions remains.

The Company invested $750,000 to obtain a member interest in a limited liability company

in June 2006. Since the Company has over a 20% interest, thisinvestment will be accounted for using
the equity basis of accounting.

5.  Furniture, Equipment and L easechold | mpr ovements

Major classes of furniture, equipment and leasehold improvements as of June 30, 2006 and
2005 are as follows:

Estimated
2006 2005 Useful Lives
Furniture and fixtures $ 72,307 $ 66,061 7 years
Office equipment 349,900 308,940 3-5years
Leasehold improvements 175,633 175,633 Life of lease
Automobiles 28,000 110,487 5 years
625,840 661,121
Less accumulated depreciation and
amortization 381,500 331,548
$ 244,340 $ 329,573

Depreciation and amortization expense for the years ended June 30, 2006, 2005 and 2004
was $81,573, $100,621 and $73,672, respectively.

6. Medallions

During the year ended June 30, 2004, Elk transferred City of Chicago taxicab medallions
obtained from defaulted and foreclosed loans to certain newly formed wholly-owned subsidiaries.
The subsidiaries borrowed funds in the amount of $2,382,201 from Elk to complete the purchases of
the medallions and gained title by paying related transfer fees and satisfying outstanding liens with
Elk and the City of Chicago.

The subsidiaries, in turn, lease these medallions to taxicab operators or companies in the
Chicago market under weekly and long-term operating lease terms. By the close of fiscal year ended
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June 30, 2006, there were no leases to individuals in effect and al medallions previously leased to
individual operators were sold. The long-term medallion leases are with taxicab companies, which
expire a various dates between January 31, 2008 and December 31, 2008, and may be canceled by
either party with forty-five days advance written notice. Leasing income under all medallion and
taxicab leases for the years ended June 30, 2006, 2005 and 2004 was $172,749, $211,640, and
$119,527 respectively. The minimum leasing income due under long-term |ease agreements, during
the next three years, are approximately $131,000, $82,000, and $7,000 for the fiscal years ending
June 30, 2007, 2008 and 2009, respectively, subject to any terminations that may occur.

During the year ended June 30, 2005, the medalions were written down by $100,000 to their
estimated fair value, based on current market conditions. The amount is included in loss and
impairments on medallions under lease and assets acquired in satisfaction of loans, net, in the
accompanying consolidated statements of operations. During the year ended June 30, 2006, ten (10)
medallions with a carrying value of $575,000 were sold at a price of $57,500 per medallion. As part
of the purchase contract, Elk agreed to finance the purchaser for the entire purchase price plus
applicable transfer taxes for a period of 8 years with a balloon principal payment at the maturity
date. During thefirst year of the loan, the interest rate is one percent (1%) per annum. Thereafter,
beginning in the second year the interest rate increases to 1.5% above the prime rate of interest
adjusted each time the prime rate changes. No gain or loss was recognized on the sales.

7. Debentures Payableto SBA

At June 30, 2006 and 2005 debentures payable to the SBA consisted of subordinated
debentures with interest payable semiannually, as follows:

Issue Date Due Date % Interest Rate 2006 2005
July 2002 September 2012 467 $ 2,050,000 $ 2,050,000
December 2002 March 2013 4.63 3,000,000 3,000,000
September 2003 March 2014 412" 5,000,000 5,000,000
February 2004 March 2014 412" 1,950,000 1,950,000

$ 12,000,000 $ 12,000,000

Elk isalso required to pay an additional annual user fee of 0.866% on these debentures.

" The fixed rate of 4.12% was determined on the pooling date of March 24, 2004. Prior to that
date, the interim interest rates assigned to the $5,000,000 and the $1,950,000 debentures were
1.682% and 1.595%, respectively.

Under the terms of the subordinated debentures, the Company may not repurchase or retire
any of its capital stock or make any distributions to its stockholders other than dividends out of
retained earnings (as computed in accordance with SBA regulations) without the prior written
approvd of the SBA. Dividends paid in 2006 and 2005 were in accordance with SBA regulations.
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SBA Commitment

In January 2002 the Company and the SBA entered into an agreement whereby the SBA
committed to reserve debentures in the amount of $12,000,000 to be issued by the Company on or
prior to September 30, 2006. A 2% leverage fee will be deducted pro rata as the commitment
proceeds are drawn down. A 1% non-refundable commitment fee of $120,000 was paid by Elk in
2002 at the time of obtaining the $12,000,000 commitment. In February 2004, EIk made the final
draw down under this commitment.

8. Notes Payableto Banks

At June 30, 2006 and 2005 the Company had loan commitments with 3 banks for lines of
credit aggregating $36,000,000 and $40,000,000 respectively. On December 19, 2005, the Company
voluntarily reduced the credit line with one bank from $8,000,000 to $4,000,000. At June 30, 2006 and
2005, the Company had $20,927,500 and $29,770,652, respectively, outstanding under these lines.
The loans, which mature & various dates through December 31, 2006, and bear interest at the lower of
either the reserve adjusted LIBOR rate plus 1.5% or the banks' prime rate minus 0.50%. At June 30,
2006, the weighted average interest rate on outstanding bank debt was approximately 6.65%.

Upon maturity, the Company anticipates that the banks will extend these lines of credit for
another year, as has been the practice in previous years. Pursuant to the terms of the agreements the
Company is required to comply with certain covenants and conditions, as defined in the agreements.
The Company has pledged its loans receivable (see Note 3) and all other assets as collateral for the
above lines of credit. Pursuant to the SBA agreement and an "intercreditor agreement” among the
lending banks, the SBA agreed to subordination in favor of the banks, provided that the Company
maintains certain debt levels based on performance of its portfolio.

9. Preferred Stock

Ameritrans had 1,000,000 shares of "blank check” preferred shares authorized of which
500,000 shares were designated as 9-3/8% cumulative participating preferred stock $.01 par value,
$12.00 face value. The remaining 500,000 shares of these "blank check" preferred shares were
unissued at June 30, 2006 and 2005.

As part of the April 24, 2002 stock offering (see Note 10) Ameritrans issued 300,000
shares of 9-3/8% cumulative participating redeemable preferred stock $.01 par value, $12.00 face
value. These preferred shares are redeemable at the option of the Company at the face value plus a
redemption premium of up to 8% of face value, based on certain criteria, through April 2007.

F-23



AMERITRANS CAPITAL CORPORATION AND SUBSIDIARIES

June 30, 2006, 2005 and 2004

10. Common Stock

Ameritrans had 5,000,000 authorized common shares, $0.0001 par value, of which
1,745,600 were issued and outstanding after the shares exchange with Elk (see Note 1) as of June 30,
2001. As part of stock offerings completed in April 2002 and March 2006, the Company issued an
additional 300,000 and 1,355,608 shares of common stock, respectively (see Note 11).

During the year ended June 30, 2006, the stockholders approved an amendment to the
Company’s Certificate of Incorporation to increase the number of shares of Ameritrans’ authorized
common stock from 5,000,000 shares to 10,000,000 shares. The amendment to the Certificate of
Incorporation was filed with the Delaware Secretary of State on Tuesday, May 9, 2006 and became
effective immediately upon filing.

Pursuant to a foreclosure agreement with a borrower, Elk obtained 10,000 shares of
Ameritrans common stock, which had previously been pledged by the borrower as collateral. At
June 30, 2006 and 2005 these shares are recorded as treasury stock at cost, which was the market
value of the shares at the foreclosure date.

11. Stock Offerings

On April 24, 2002 the Company completed a public offering of 300,000 units, each unit
consisting of one share of common stock, one share of 9-3/8% cumulative participating preferred
stock, $.01 par value, face value $12.00, and one redeemable warrant exercisable into one share of
common stock entitling the holder to purchase one share of common stock at an exercise price of
$6.70, subject to adjustment as defined, until April 2007. The Company has the right to redeem all
the warrants at a price of $0.10 per warrant upon not less than 30 days' prior written notice; provided
that before any redemption of warrants can take place, the average closing price of the Company’s
common stock as reported on NASDAQ shall have been $8.70 per share for 20 consecutive trading
days ending within 30 days prior to the date on which notice of redemption is sent. To date, no
warrants have been exercised. The gross proceeds from the offering were $5,700,000 less costs and
commissions of $1,704,399 resulting in net proceeds of $3,995,601. The underwriter had the option
to increasethis offering by 45,000 units to cover over-allotments through June 2, 2002, which option
was not exercised. The underwriter also earned the right in exchange for $2,500 to purchase up to
30,000 units at an exercise price of $21.45 per unit, each unit consisting of one share of common stock,
one share of 9-3/8% cumulative participating preferred stock, $.01 par vaue, face vaue $12.00, and
one redeemable warrant exercisable at $8.40 per share. These units are exercisable over a fiveyear
period which commenced April 18, 2004. To date, the underwriter has not exercised the right to
purchase these units.

On March 2, 2006, the Company closed on the sale of 1,355,608 shares of common stock,
$.0001 par value of the Company (the "Shares' or "Common Stock") and 338,902 warrants to
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purchase shares of Common Stock ("Private Offering Warrants') for aggregate gross proceeds
totaling $7,930,310 ($7,250,407 net of expenses). Each Private Offering Warrant entitles the holder
thereof to purchase one share of Common Stock at an exercise price of $6.44 per share. The Private
Offering Warrants may be exercised in whole or in part, and expire five (5) years from the date of
issuance. The Common Stock and Private Offering Warrants were issued pursuant to the private
offering by the Company dated July 29, 2005, of which various closings took place throughout
December 2005 and January, February and March of 2006. The increased capital that was raised for
Ameritrans will help the Company significantly in its plans for the continued expansion of the
Company’s business including making loans to and investments in opportunities that Elk has
historically been unable to make due to SBA Regulation.

On March 15, 2006, Ameritrans filed a registration statement (the "March Registration
Statement™) with the SEC to cover the 1,355,608 shares of Common Stock and 338,902 shares of
Common Stock underlying the Private Offering Warrants sold in the private offering. The March
Registration Statement did not cover any authorized but unissued shares of the Company’s Common
Stock or 9 3/8% cumulative Participating redeemable Preferred Stock. The March Registration
Statement was declared effective by the SEC on April 25, 2006.

12. Income Taxes

The provision for income taxes for the years ended June 30, 2006, 2005 and 2004 consists
of the following:

2006 2005 2004
Federa $ - $ - $ 473
State and local 10,026 7,711 7,424

$ 10,026 $ 7,711 $ 7,897

In order to be taxed as a Regulated Investment Company, the Company must payout at
least 90% of its net taxable income to its stockholders in the form of dividends. The above provision
represents income taxes accrued on undistributed income for the respective years.
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13. Financial | nstruments

Fair value is defined as the amount at which the instrument could be exchanged in a
current transaction between willing parties. The fair values presented below have been determined
by using available market information and by applying valuation methodol ogies.

Loans

e Loansreceivable are recorded at their estimated fair value.
Investment securities

e Theestimated fair value of publicly traded equity securitiesis based on quoted market
prices and the estimated fair value of privately held equity securitiesis recorded at the
lower of cost or fair value.

Debt

e The carrying value of the bank debt is a reasonable estimate of fair vaue as the
interest rates are variable, based on prevailing market rates.

e The fair value of the SBA debentures was computed using the discounted amount of
future cash flows using the Company’s current incremental borrowing rate for similar
types of borrowings. The estimated fair values of such debentures as of June 30, 2006
and 2005 were approximately $11,060,000 and $11,440,000, respectively.

Other

e The carrying value of cash and cash equivalents, accrued interest receivable and pay-
able, and other receivables and payables approximates fair value due to the relative
short maturities of these financial instruments.

14. Related Party Transactions

The Company paid approximately $53,000, $115,000 and $21,000 to a law firm related to
the President and other officers and directors of the Company for the years ended June 30, 2006,
2005 and 2004, respectively, for legal services provided.

On July 1, 2001 the Company entered into a sublease agreement with the law firm owned
by the President and other officers and directors of the Company. This sublease, as amended,
expires April 2014. '’ The Company’ s rent shareis currently $8,327 per month and subject to annual
increases as per the master |ease agreement between the landlord and the law firm of Granoff Walker
& Forlenza, P.C., whose stockholders are officers and directors of the Company. The Company is
presently utilizing 37% of the rented space and therefore committed to the minimum 37% utilization
factor on all rent, additional rent and electricity charges hilled to landlord, subject to annual
increases as per the master lease agreement between the landlord and the affiliated entity. In the
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event that more space is utilized, the percentage of the total rent shall be increased accordingly.
Until the Company utilizes the additional space, the affiliated entity sublets the additional space to
unaffiliated tenants. In the event al or a portion of the additional space is vacant, the Company has
agreed to reimburse the affiliated entity for the rent applicable to such vacant space. During the
years ended June 30, 2006, 2005 and 2004 the Company paid the affiliated entity approximately $0,
$0 and $2,200, respectively, relating to this space. Rent expense under the lease amounted to
$86,334, $84,226 and $101,116 for the years ended June 30, 2006, 2005 and 2004, respectively.

In addition, the Company was also obligated to pay for its share of overhead expense as
noted in the above lease agreement. Under the agreement which expired April 30, 2005, minimum
overhead cost payments were $7,333 per month. Under the extended lease agreement, the current
minimum amount is now $3,000 a month, and the Company is aso required to reimburse the
affiliated entity for certain office and salary costs. Overhead costs and reimbursed office and salary
expenses amounted to $59,837, $56,664 and $62,840 for the years ended June 30, 2006, 2005 and
2004, respectively.

Effective July 1, 2003, the Company entered into a new ten-year sublease for additional
office and storage space, as part of the Company’s disaster recovery plan, with another entity in
which an officer and director of the Company has a financial interest. The new sublease calls for
rental payments ranging from $38,500 to $54,776 per annum from the first year ended June 30, 2004
through the year ending June 30, 2013. The sublease contains a provision that either party may
terminate the lease in years seven through ten with six months' notice. Rent expense under the lease
amounted to $43,334, $47,576, and $43,123 for the years ended June 30, 2006, 2005, and 2004
respectively.

Total occupancy costs under the above leases and overhead cost reimbursement
agreements amounted to $189,505, $188,466 and $207,079 for the years ended June 30, 2006, 2005
and 2004, respectively.

The future minimum rental and overhead payments for each of the next five years and in the
aggregate thereafter are asfollows:

Y ear Ending Total
June 30 Rent Overhead Occupancy
2007 $ 146,105 $ 36,000 $ 182,105
2008 147,599 36,000 183,599
2009 150,055 36,000 186,055
2010 156,202 36,000 192,202
2011 159,515 36,000 195,515
Thereafter 415,915 102,000 517,915
$ 1,175,391 $ 282,000 $ 1,457,391
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15. Commitments and Contingencies

Interest Rate Swap

On February 11, 2003, the Company entered into an interest rate swap transaction for
$5,000,000 notional amount which expired February 11, 2005. The swap transaction provided for a
fixed rate of 3.56% for the Company. On October 14, 2005, Elk entered into two (2) interest rate
swap transactions for $5,000,000 each, which expire October 15, 2007 and October 14, 2008
respectively, to hedge against an upward movement in intered rates relating to outstanding bank
debt. The swap transaction expiring October 15, 2007 provides for a fixed rate of 6.20%, and the
swap transaction expiring October 14, 2008 provides for a fixed rate of 6.23%. If the Company’s
floating borrowing rate (the one-month LIBOR rate plus 1.5%) falls below the fixed rate, Elk is
obligated to pay the bank the differences in rates. If the Company’s floating borrowing rate rises
above the fixed rate, the bank is obligated to pay Elk the differences in rates. For the years ended
June 30, 2006, 2005 and 2004, Elk incurred additional interest expense of $17,956, $5,551 and
$47,795, respectively, due to the fluctuation of interest rates, under these agreements.

Employment Agreements

In July 2001, the Company entered into an employment agreement with its chief executive
officer. This agreement was amended and restated in December 2002. The amended and restated
agreement calls for annual compensation of $296,500, $321,500, $336,500, $348,900, and $361,800
respectively, for the five fisca years beginning July 1, 2003. The agreement aso cdls for a
discretionary bonus to be determined by the Board of Directors but in no event less than $15,000 per
year, as well as certain other benefits. The amended and restated agreement expires July 1, 2008 but
will automatically renew for an additiona five (5) years unless either the Company or the executive
gives notice of non-renewal. In July 2001, the Company aso entered into a consulting agreement with
this executive. This agreement was amended and restated in December 2002. The amended and
restated agreement does not become effective unless the employment agreement between the
Company and the executive is terminated. If the employment agreement is terminated under certain
circumstances, as defined, the consulting agreement becomes effective and continues for a period of
five (5) years. The amended and restated consulting agreement calls for compensation of one-half of
the executive' s base sdary in effect at the termination date of the employment agreement plus any
bonus paid.

From October 2001 through December 2002, the Company entered into employment agree-
ments with five other executives of the Company which call for a minimum aggregate base saary,
including minimum bonus of approximately $462,000 per annum plus discretionary bonuses. The
agreements also call for annua increases in base sdary. These employment agreements expire be-
tween December 2006 and July 2011, but will be automatically renewed for an additiona five (5)
years unless either the Company or the executives give notice of non-renewa. On February 21, 2006,
the Company amended employment agreements with two executives which call for a minimum
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aggregate base sadary, including minimum bonus, of approximaely $238,000. These agreements
commence July 1, 2006 and continue through June 30, 2011. On August 25, 2006, the Company and
two employees agreed to amend their agreements in order to allow for notice of nonrenewal to be
given 2 months prior to the end of the initial term as opposed to 4 months prior. This will alow the
Compensation Committee additional time to review the agreements The Company anticipates
renegotiation of a new employment agreements with these individuals no later than November 1, 2006.

16. Defined Contribution Plan

The Company maintains a smplified employee pension plan covering all eigible employees
of the Company. Contributions to the plan are at the discretion of the Board of Directors. During the
years ended June 30, 2006, 2005 and 2004, contributions amounted to $140,018, $127,376 and
$116,610, respectively.

17. Stock Option Plans

Employee Incentive Stock Option Plan

During September 1998, Elk adopted an employee incentive stock option plan. An
aggregate of 125,000 shares of common stock were authorized for issuance under the plan.
Subsequently Ameritrans adopted an employee stock option plan which is substantially identical to
and successor to the Elk plan. During January 2002, the plan was amended to increase the shares of
common stock authorized for issuance to an aggregate of 200,000 shares. The plan provides that
options may be granted to attract and retain key employees of the Company. Options granted under
the plan vest immediately and are exercisable for periods ranging from five to ten years.

Under the plan, each stock option granted will have an exercise price equal to at least the
market value of the common stock on the grant date for all other employees, but 110% of market
value for employeed stockholders who own more than 5% of the common stock. No options were
granted during the year ended June 30, 2004. In January 2004, 30,000 options expired. During the
year ended June 30, 2005, 70,000 options were canceled and 33,800 options were granted with
exercise prices ranging from $4.50 to $4.95 per share. During the fiscal year ended June 30, 2006,
33,800 options were granted with exercise prices ranging from $5.56 to $6.12 per share.

Non-Employee Directors Stock Option Plan

On August 31, 1999, the Company adopted a Non-Employee Directors Stock Option Plan
(the "Plan™) with an aggregate of 75,000 options authorized for issuance. During January 2002, the
Board of Directors and shareholders approved an amendment to the Plan to increase the aggregate of
options authorized for issuance to 125,000 and to provide for automatic grants of options upon re-
election of eligible directors. This amendment is still subject to the approval of the Securities and
Exchange Commission. The Plan provides that options may be granted to attract and retain qualified
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persons to serve as directors of the Company. Options granted under this Plan are exercisable
twelve months from the date of grant and expire five years from the date of grant. In addition, the
option price will not be less than the market value of the common stock on the grant date. In
September 2003, the Company granted 10,917 options to a newly €ligible director at an exercise
price of $4.58 per share. During the year ended June 30, 2005, 22,224 options granted to four
directors expired and 36,040 options were automatically granted with exercise prices ranging from
$4.99 to $6.25 per share. On January 16, 2006, 10,020 options were cancelled because a director
resigned and opted not to exercise.

A summary of both of the Stock Option Plans transactions in fiscal periods 2006, 2005
and 2004 is asfollows:

- sockOptions
Weighted
Shares Average
Available for Number of Exercise Price
Options Options Per Share

Options outstanding at June 30, 2003 152,776 122,224 $9.12

Granted 10,91 10,917 $4.58

Expired 30,000 30,000 $9.76

Canceled

Exercised - - -

Options outstanding at June 30, 2005 194,243 80,757 $5.06

Granted (33,800) 33,800 $5.78

Expired N . _
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The following table summarizes information about the stock options outstanding under the
Company’ s option plans as of June 30, 2006:

Options Outstanding Options Exercisable
Weighted
Number Average Weighted Number Weighted
Range of Outstanding Remaining Average Exercisable Average
Exercise a June 30, Contractual Exercise at June 30, Exercise
Prices 2006 Life Price 2006 Price
$4.50-$4.95 33,800 3.33 years $4.68 33,800 $4.68
$5.56-$6.12 33,800 4.50 years $5.78 33,800 $5.78
$4.58 10,917 2.24 years $4.58 10,917 $4.58
$4.99 10,020 3.17 years $4.99 10,020 $4.99
$6.25 16,000 3.54 years $6.25 16,000 $6.25
$4.50-$6.25 104,537 3.61 years $5.30 104,537 $5.30

Effective January 1, 2006, the Company adopted SFAS 123(R) under the modified
prospective method. The Company previously applied APB Opinion No. 25 and related
Interpretations in accounting for all plans (see Note 1). Since no options were granted or vested after
January 1, 2006, no compensation cost was recognized in the consolidated statements of operations
under these plans for the years ended June 30, 2006, 2005 and 2004 and the Company followed the
disclosure-only provisions of SFAS No. 123. Under SFAS 123, pro forma information regarding net
income (loss) and earnings (loss) per share was required, and has been determined as if the Company
had accounted for its employee stock options under the fair value method required by SFAS 123 for
options that vested prior to January 1, 2006. The fair market value for these options was estimated at
the date of grant using a Black-Scholes option-pricing model and the following assumptions for the
years ended June 30, 2006 and 2005:

2006 2005
Risk-freerate 5.00% 5.00%
Dividend yield 0.00% 0.00%
Volatility factor .07 27
Averagelife 5years 5years

The Black-Scholes option valuation model was developed for use in estimating the fair
value of traded options, which have no vesting restrictions and are fully transferable. In addition,
option valuation models require the input of highly subjective assumptions including the expected
stock price volatility. Because the Company’s employee stock options have characteristics signif-
icantly different from those of traded options, and because changes in the subjective input assump-
tions can materially affect the fair value estimate, in management’s opinion, the existing models do
not necessarily provide areliable single measure of the fair value of its employee stock options.
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For purposes of pro forma disclosures, the estimated fair value of the options is amortized

to expense over the vesting period of the options. The Company’s pro forma information for the
years ended June 30 are as follows:

2006 2005 2004

Net loss available to common shareholders as reported $ (556,180) $ (224,726) $ (704,683)
Deduct: stock-based compensation expense determined

under fair value method $(76,377) (66,028) -
Pro forma net loss available to common shareholders $(632,557) $(290,754) $(704,683)

Net loss per common share:
Basic- as reported $(0.21) $(0.112) $(0.35)
—pro forma $(0.24) $(0.14) $(0.35)
Diluted —asreported $(0.21) $(0.12) $(0.35)
— pro forma $(0.24) $(0.14) $(0.35)

Since no options vested during the year ended June 30, 2004, there is no pro forma net
(loss) income or (loss) income per share effect disclosed for that year.
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18.

Quarterly Financial Data (Unaudited)

For the year ended June 30, 2006:

Operating income (l0ss) 18,668 (44,520) (125,150) 6,875

Net loss available to common
shareholders (75,431) (131,762) (209,827) (139,160)

Basic (0.03) (0.06) (0.07) (0.05)

For the year ended June 30, 2005:

Operating income (10SS).........c.c.... 89,188 (326,432) 41,808 285,289

Net income (loss) available to
common shareholders................... 337 (411,615) (14,075) 200,627

BASIC.vovvveveeeeeeeeeeeeeeeeeeeimeneeen 0.00 (0.20) (0.02) 0.09
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19. Other Matters

SBA Audit

On August 29, 2005, the Company received a letter from the US Small Business
Administration together with a copy of an Examination Report for the period ended March 31, 2004.
The letter and Examination Report contained findings that Elk had potentialy violated certain
provisions of the SBA regulations, relating to (1) the sale of certain foreclosed Chicago medallions
to an associate of Elk without obtaining the SBA’s final written approval, and (2) the creation of
subsidiary companies and completion of certain related financings to those subsidiary companies
without obtaining the SBA’s prior written approval. The letter contained certain other comments
with respect to partial use of proceeds concerning one loan that the Company made to a third party
borrower, and the prepayment provision contained in loan documents to a different borrower.

Certain members of the Company’s management met with the SBA on September 20,
2005 to discuss and resolve these issues. The Company believes that it was acting in good faith
when it effectuated the transactions with respect to the sale of the foreclosed Chicago medallions to
an associate, as it had applied for permission from the SBA prior to completion of the loan in
guestion, had obtained an indication of approval and the SBA was in the process of taking the steps
to obtain formal written approval for the transaction. The Company believes that it was also acting
in good faith when it created the subsidiary companies (deemed "associates' under SBA regulations)
to purchase the foreclosed medallions, as it was having ongoing discussions with the SBA at the
time to obtain the SBA’s approval of the transaction and had received verbal indications that it felt it
had or would, in due course, subsequently obtain the SBA’ s written approval to the transactions.

On February 21, 2006, the Company received a letter (the "SBA Letter") from the SBA
regarding the September 20, 2005 meeting between the SBA and the Company, the Examination
Report and the SBA findings. The Company responded in writing to the SBA Letter on March 29,
2006. The SBA has indicated that the Company should receive a response in October 2006.
Management believes the Company is in a position to finalize this matter and resolve the issues with
the SBA in atimely manner with no significant financial consequence to the Company.
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LOAN PORTFOLIO; VALUATION

Chicago:

New York City:

Radio car service 3 11-12% 1-8 15,324

Taxi medallion 68 7.25-18% 1-72 4,648,128

Taxi medallion 16 6.5-7.5% 1-36 2,199,892

30,381,931

Restaurant/food service 12 9-15.5% 2-69 2,149,471

Dry cleaner 6 5.5-14% 1-60 704,045

N

Black car service (real proper 8.5% 1 410,978

©

Commercial construction

10.5-16% 1-58 3,557,101

Debt collection

N

6- 7% 60-72 381,357

Taxicab distributor

-

6% 12 118,755

Nail salon and spa 9% 42 22,584

Assisted living facilities 11.25% 8-9 1,400,000

Construction and predevel opment real estate

mortgage loans 11-17.5% 12 3,400,000

19,473,599

Total loansreceivable 49,855,530

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