
PENNANTPARK INVESTMENT CORP
Form 10-K
November 18, 2010
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
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(Address of principal executive offices) (Zip Code)
Registrant�s telephone number, including area code (212)-905-1000

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value $0.001 per share The NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x.

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨.

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.   ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer� and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  ¨.     Accelerated filer  x.    Non-accelerated filer  ¨.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x.

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  ¨    No  ¨

The aggregate market value of common stock held by non-affiliates of the Registrant on September 30, 2010 based on the closing price on that
date of $10.61 on the NASDAQ Global Select Market was approximately $375.0 million. For the purposes of calculating this amount only, all
directors and executive officers of the Registrant have been treated as affiliates. There were 36,223,950 shares of the Registrant�s common stock
outstanding as of November 17, 2010.

Documents Incorporated by Reference: Portions of the Registrant�s Proxy Statement relating to the Registrant�s 2011 Annual Meeting of
Stockholders to be filed not later than 120 days after the end of the fiscal year covered by this Annual Report on
Form 10-K are incorporated by reference into Part III of this Report.
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PART I

In this annual report on Form 10-K, except where the context suggests otherwise, the terms �we,� �us,� �our� and �PennantPark
Investment� refer to PennantPark Investment Corporation; �SBIC LP� and �our SBIC� refer to our wholly owned, consolidated Small
Business Investment Company (�SBIC�) subsidiary, PennantPark SBIC LP; �PennantPark Investment Advisers� or the �Investment
Adviser� refers to PennantPark Investment Advisers, LLC; �PennantPark Investment Administration� or the �Administrator� refers to
PennantPark Investment Administration, LLC. References to our portfolio and investments include investments we make through our
consolidated SBIC subsidiary. Some of the statements in this annual report constitute forward-looking statements, which apply to both us
and our consolidated SBIC subsidiary and relate to future events, future performance or financial condition. The forward-looking
statements involve risks and uncertainties for both us and our consolidated SBIC subsidiary and actual results could differ materially from
those projected in the forward-looking statements for any reason, including those factors discussed in �Risk Factors� and elsewhere in this
report (the �Report�).

Item 1. Business
General Business of PennantPark Investment Corporation

PennantPark Investment Corporation is a business development company whose objectives are to generate both current income and capital
appreciation through debt and equity investments primarily in U.S. middle-market companies in the form of senior secured loans, mezzanine
debt and equity investments.

We believe the middle-market offers attractive risk-reward to investors due to the limited amount of capital available for such companies.
PennantPark Investment seeks to create a diversified portfolio that includes senior secured loans, mezzanine debt and equity investments by
investing approximately $10 to $50 million of capital, on average, in the securities of middle-market companies. We use the term �middle-market�
to refer to companies with annual revenues between $50 million and $1 billion. We expect this investment size to vary proportionately with the
size of our capital base. The companies in which we invest are typically highly leveraged, and, in most cases, are not rated by national rating
agencies. If such companies were rated, we believe that they would typically receive a rating below investment grade (between BB and CCC
under the Standard & Poor�s system) from the national rating agencies. In addition, we expect our debt investments to generally range in maturity
from three to ten years.

Our investment activity depends on many factors, including the amount of debt and equity capital available to middle-market companies, the
level of merger and acquisition activity for such companies, the general economic environment and the competitive environment for the types of
investments we make. The turmoil in the credit markets has adversely affected each of these factors and has resulted in a broad-based reduction
in the demand for, and valuation of, middle-market debt instruments. These conditions may present us with attractive investment opportunities,
as we believe that there are many middle-market companies that need senior secured and mezzanine debt financing. We have used, and expect to
continue to use, our credit facility, the Small Business Administration (�SBA�) debentures, proceeds from the rotation of our portfolio and
proceeds from public and private offerings of securities to finance our investment objectives.

For the fiscal year ended September 30, 2010, we purchased $309.5 million of investments issued by 17 new and 12 existing portfolio
companies with an overall weighted average yield of 14.9% on debt investments. This compares to purchasing $112.7 million in 11 new and 8
existing portfolio companies with an overall average yield of 14.5% on debt investments during the fiscal year ended September 30, 2009 and
purchases of $206.8 million of investments, issued by 14 new and 2 existing portfolio companies with an overall average yield of 13.8% on debt
investments for the fiscal year ended September 30, 2008.

For the fiscal year ended September 30, 2010, sales and repayments generated proceeds of $145.2 million. This compares to sales and
repayments that generated proceeds for the fiscal years ended September 30, 2009 and 2008, respectively, of $28.0 and $70.1 million.
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As of September 30, 2010, our portfolio totaled $664.7 million and consisted of $234.6 million of senior secured loans, $156.7 million of second
lien secured debt, $223.9 million of subordinated debt and $49.5 million of preferred and common equity investments. Our portfolio consisted of
75% fixed-rate (including 26% with a London Interbank Offering (�LIBOR�) or prime floor) and 25% variable-rate investments. Overall, the
portfolio had an unrealized appreciation of $8.0 million. Our overall portfolio consisted of 43 companies with an average investment size of
$15.5 million, a weighted average yield on debt investments of 12.7%, and was invested 35% in senior secured loans, 24% in second lien
secured debt, 34% in subordinated debt and 7% in preferred and common equity investments.

As of September 30, 2009, our portfolio totaled $469.8 million and consisted of $150.6 million of senior secured loans, $134.4 million of second
lien secured debt, $157.1 million of subordinated debt and $27.7 million of preferred and common equity investments. Our portfolio consisted of
53% fixed-rate (including 13% with a LIBOR or prime floor) and 47% variable-rate investments. Overall, the portfolio had an unrealized
depreciation of $27.5 million. Our overall portfolio consisted of 42 companies with an average investment size of $11.2 million, a weighted
average yield on debt investments of 11.4%, and was invested 32% in senior secured loans, 29% in second lien secured debt, 33% in
subordinated debt and 6% in preferred and common equity investments.

Organization and Structure of PennantPark Investment Corporation

PennantPark Investment Corporation, a Maryland corporation organized on January 11, 2007, is a closed-end, externally managed,
non-diversified investment company that has elected to be treated as a business development company under the Investment Company Act of
1940 (the �1940 Act�). In addition, for tax purposes we have elected to be treated as a regulated investment company (�RIC�), under the Internal
Revenue Code of 1986, as amended (the �Code�).

Our wholly owned SBIC subsidiary, PennantPark SBIC LP, was organized as a Delaware limited partnership on May 7, 2010 and received a
license from the SBA to operate as an SBIC under Section 301(c) of the Small Business Investment Act of 1958 (the �1958 Act�) on July 30,
2010. Our SBIC�s objective is to generate both current income and capital appreciation through debt and equity investments. SBIC LP, generally,
invests with us in SBA eligible businesses that meet the investment criteria used by PennantPark Investment.

Our Investment Adviser and Administrator

We utilize the investing experience and contacts of PennantPark Investment Advisers in developing an attractive and diversified portfolio. The
senior investment professionals of the Investment Adviser have worked together for many years, and average over 20 years of experience in the
mezzanine lending, leveraged finance, distressed debt and private equity businesses. In addition, our senior investment professionals have been
involved in originating, structuring, negotiating, managing and monitoring investments in each of these businesses across market cycles. We
believe this experience and history has resulted in a strong reputation with financial sponsors, management teams, investment bankers, attorneys
and accountants, which provides us with access to substantial investment opportunities across the capital markets. Our Investment Adviser has a
rigorous investment approach, which is based upon intensive financial analysis with a focus on capital preservation, diversification and active
management. Since our inception in 2007, we have raised nearly $800 million in debt and equity capital, and have invested over $1 billion in 96
companies and 48 different financial sponsors.

Our Administrator has experienced professionals with substantial backgrounds in finance and administration of registered investment
companies. In addition to furnishing us with clerical, bookkeeping and record keeping services, the Administrator also oversees our financial
records as well as the preparation of our reports to stockholders and reports filed with the SEC and the SBA. The Administrator oversees the
determination and publication of our net asset value, oversees the preparation and filing of our tax returns, monitors the payment of our expenses
as well as the performance of administrative and professional services rendered to us by others. Furthermore, our Administrator provides, on our
behalf, managerial assistance to those portfolio companies to which we are required to offer such assistance. See �Risk Factors�Risks Related to
our Business and Structure.�
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Market Opportunity

We believe that the limited amount of capital available to the middle-market companies, coupled with the desire of these companies for flexible
sources of capital, creates an attractive investment environment for PennantPark Investment.

� We believe middle-market companies have faced increasing difficulty in raising debt through the capital markets. While
many middle-market companies were formerly able to raise funds by issuing high-yield bonds, we believe this approach to financing
has become more difficult as institutional investors have sought to invest in larger, more liquid offerings. We believe this has made it
harder for middle-market companies to raise funds by issuing high-yield debt securities.

� We believe middle-market companies have faced difficulty raising debt in private markets. Banks, finance companies, hedge
funds and collateralized loan obligation (�CLO�) funds have withdrawn capital from the middle-market resulting in opportunities for
alternative funding sources.

� We believe that the current credit market dislocation for middle-market companies improves the risk-adjusted returns of
our investments. In the current credit environment, market participants have reduced lending to middle-market and non-investment
grade borrowers. As a result, there is less competition in our market, more conservative capital structures, higher yields and stronger
covenants.

� We believe there is a large pool of uninvested private equity capital likely to seek to combine their capital with sources of
debt capital to complete private investments. We expect that private equity firms will continue to be active investors in
middle-market companies. These private equity funds generally seek to leverage their investments by combining their capital with
senior secured loans and/or mezzanine debt provided by other sources, and we believe that our capital is well-positioned to partner
with such equity investors. We expect such activity to be funded by the substantial amounts of private equity capital that have been
raised in recent years.

� We believe there is substantial supply of opportunities resulting from refinancing. A high volume of financings were completed
between the years 2004 and 2007, which will come due in the next few years. This supply of opportunities coupled with a lack of
demand offers attractive risk-adjusted returns to investors.

Competitive Advantages

We believe that we have the following competitive advantages over other capital providers in middle-market companies:

Experienced Management Team

The senior professionals of the Investment Adviser have worked together for many years and average over 20 years of experience in mezzanine
lending, leveraged finance, distressed debt and private equity businesses. The senior professionals have been involved in originating, structuring,
negotiating, managing and monitoring investments in each of these businesses across economic and market cycles. We believe this extensive
experience and history has resulted in a strong reputation across the capital markets.

Disciplined Investment Approach with Strong Value Orientation

We employ a disciplined approach in selecting investments that meet the long-standing, consistent value-oriented investment criteria employed
by the Investment Adviser. Our value-oriented investment philosophy focuses on preserving capital and ensuring that our investments have an
appropriate return profile in relation to risk. When market conditions make it difficult for us to invest according to our criteria, we are highly
selective in deploying our capital. We believe our approach has and will continue to enable us to build an attractive investment portfolio that
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We believe it is critical to conduct extensive due diligence on investment targets. In evaluating new investments we, through our Investment
Adviser, conduct a rigorous due diligence process that draws from our Investment Adviser�s experience, industry expertise and network of
contacts. Among other things, our due diligence is designed to ensure that each prospective portfolio company will be able to meet its debt
service obligations. See �Business�Investment Selection Criteria.�

In addition to engaging in extensive due diligence, our Investment Adviser seeks to reduce risk by focusing on businesses with:

� strong competitive positions;

� positive cash flow that is steady and stable;

� experienced management teams with strong track records;

� potential for growth and viable exit strategies; and

� capital structures offering appropriate risk-adjusted terms and covenants.
Ability to Source and Evaluate Transactions through our Investment Adviser�s Research Capability and Established Network

The management team of the Investment Adviser has long-term relationships with financial sponsors, management consultants and management
teams that we believe enable us to evaluate investment opportunities effectively in numerous industries, as well as provide us access to
substantial information concerning those industries. We identify potential investments both through active origination and through dialogue with
numerous financial sponsors, management teams, members of the financial community and corporate partners with whom the professionals of
our Investment Adviser have long-term relationships.

Flexible Transaction Structuring

We are flexible in structuring investments and tailor investments to meet the needs of a company while also generating attractive risk-adjusted
returns. We can invest in any part of a capital structure and our adviser has extensive experience in a wide variety of securities for leveraged
companies throughout economic and market cycles.

Our Investment Adviser seeks to minimize the risk of capital loss without foregoing potential for capital appreciation. In making investment
decisions, we seek to invest in companies that we believe can generate positive risk-adjusted returns.

We believe that the in-depth coverage and experience of our Investment Adviser will enable us to invest throughout various stages of the
economic and market cycles and to provide us with ongoing market insights in addition to a significant investment sourcing engine.

Longer Investment Horizon with Attractive Publicly Traded Model

Unlike private equity and venture capital funds, we are not subject to standard periodic capital return requirements. Such requirements typically
stipulate that funds raised by a private equity or venture capital fund, together with any capital gains on such invested funds, can only be
invested once and must be returned to investors after a pre-agreed time period. We believe that our flexibility to make investments with a
long-term view and without the capital return requirements of traditional private investment vehicles enables us to generate attractive returns on
invested capital and to be a better long-term partner for our portfolio companies.

Competition
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they provide an alternative form of financing, private equity funds. Additionally, alternative investment vehicles, such as hedge funds, frequently
invest in middle-market companies. As a result, competition for investment opportunities at middle-market companies can be intense. However,
we believe that there has been a reduction in the amount of debt capital available since the downturn in the credit markets, which began in
mid-2007. We believe this has resulted in a less competitive environment for making new investments.

Many of our competitors are substantially larger and have considerably greater financial, technical and marketing resources than we do. For
example, we believe some competitors have a lower cost of funds and access to funding sources that are not available to us. In addition, some of
our competitors have higher risk tolerances or different risk assessments, which could allow them to consider a wider variety of investments and
establish more relationships than us. Furthermore, many of our competitors are not subject to the regulatory restrictions that the 1940 Act
imposes on us as a business development company.

For additional information concerning the competitive risks we face, please see �Risk Factors�Risks Relating to our Business and Structure�We
operate in a highly competitive market for investment opportunities.�

Leverage

We maintain a five-year, multi-currency $300.0 million senior secured credit facility (the �credit facility�), which matures on June 25, 2012, and is
secured by substantially all of our investment portfolio assets (excluding the assets of SBIC LP) with a group of lenders, under which we had
$233.1 million (including a $5.2 million temporary draw) and $225.1million (including a $7.0 million temporary draw) of indebtedness
outstanding at September 30, 2010 and 2009, respectively. Pricing of borrowings under our credit facility is set at 100 basis points over LIBOR.
We believe that our capital resources will provide us with the flexibility to take advantage of market opportunities when they arise. In addition,
any future additional debt capital we incur, to the extent it is available under current credit market conditions, may be issued at a higher cost and
on less favorable terms and conditions than our current credit facility.

On August 5, 2010, SBIC LP received a debenture commitment from the SBA in the amount of $33.5 million. SBA debentures offer competitive
terms such as being non-recourse to us, having a 10-year maturity, requiring semi-annual interest payments, no required principal payments prior
to maturity and may be prepaid at any time without penalty. The SBA debentures are secured by all the investment portfolio assets of SBIC LP
and have a superior claim over such assets. As of September 30, 2010, SBIC LP had $14.5 million (including $14.0 million of temporary
financing resetting in March 2011) of outstanding SBA debentures. See �Regulation� for more information.

Investment Policy Overview

PennantPark Investment, generally with our SBIC, seeks to create a diversified portfolio that includes senior secured loans, mezzanine debt and
equity by targeting an investment size of $10 to $50 million in securities of middle-market companies. We expect this investment size to vary
proportionately with the size of our capital base. The companies in which we invest are typically highly leveraged, and, in most cases, are not
rated by national rating agencies. If such companies were rated, we believe that they would typically receive a rating below investment grade
(between BB and CCC under the Standard & Poor�s system) from the national rating agencies. In addition, we expect our debt investments to
range in maturity from three to ten years.

Over time, we expect that our portfolio will continue to consist primarily of senior secured loans, mezzanine debt and, to a lesser extent, equity
investments in qualifying assets such as private or thinly traded or small market-cap, public middle-market U.S. companies. In addition, we may
invest up to 30% of our portfolio in non-qualifying assets. See �Regulation�Qualifying Assets.� These investments may include investments in
public companies whose securities are not thinly traded or do not have a market capitalization of less than $250 million, securities of
middle-market companies located outside of the United States and investment companies as defined in the 1940 Act. Moreover, we may acquire
investments in the secondary market. See �Investment Policy Overview�Investment selection criteria.�
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Our board of directors has the authority to modify or waive certain of our operating policies and strategies without prior notice and without
stockholder approval (except as required by the 1940 Act). However, absent stockholder approval, we may not change the nature of our business
so as to cease to be, or withdraw our election as, a business development company. We cannot predict the effect any changes to our current
operating policies and strategies would have on our business, operating results and value of our stock. Nevertheless, the effects may adversely
affect our business and impact our ability to make distributions.

Senior Secured Debt

Structurally, senior secured debt (which we define to include first lien debt) ranks senior in priority of payment to mezzanine debt and equity,
and benefits from a senior collateral interest in the assets of the borrower. As such, other creditors rank junior to our investments in these
securities in the event of insolvency. Due to its lower risk profile and often more restrictive covenants as compared to mezzanine debt, senior
secured debt generally earns a lower return than mezzanine debt. In some cases senior secured lenders receive opportunities to invest directly in
the equity securities of borrowers and from time to time may also receive warrants to purchase equity securities. We evaluate these investment
opportunities on a case-by-case basis.

Mezzanine Debt

Structurally, mezzanine debt (which we define to include second lien secured debt and subordinated debt) usually ranks subordinate in priority
of payment to senior secured loans. Our second lien secured debt is subordinated debt that benefits from a collateral interest in the borrower. As
such, other creditors may rank senior to us in the event of insolvency. However, mezzanine debt ranks senior to common and preferred equity in
a borrowers� capital structures. Due to its higher risk profile and often less restrictive covenants as compared to senior secured loans, mezzanine
debt generally earns a higher return than senior secured loans. In many cases mezzanine investors receive opportunities to invest directly in the
equity investments of borrowers and from time to time may also receive warrants to purchase equity investments. We evaluate these investment
opportunities on a case-by-case basis.

Operating and Regulatory Structure

Our investment activities are managed by PennantPark Investment Advisers. Under our Investment Management Agreement, we have agreed to
pay our Investment Adviser an annual base management fee based on our average adjusted gross total assets as well as an incentive fee based on
our investment performance. See �Business�Investment Management Agreement� for more information.

We have also entered into an Administration Agreement with the Administrator. Under our Administration Agreement, we have agreed to
reimburse the Administrator for our allocable portion of overhead and other expenses incurred by the Administrator in performing its obligations
under our Administration Agreement, including rent and our allocable portion of the costs of compensation and related expenses of our chief
compliance officer, chief financial officer and their respective staffs. See �Business�Administration Agreement� for more information.

If any of our contractual obligations discussed above is terminated, our costs under new agreements that we enter into may increase. In addition,
we will likely incur significant time and expense in locating alternative parties to provide the services we expect to receive under our Investment
Management Agreement and our Administration Agreement. Any new Investment Management Agreement would also be subject to approval by
our stockholders. Our activities are supervised by our board of directors, a majority of whom are independent of us and our Investment Adviser.

As a business development company, we are required to comply with certain regulatory requirements. Also, while we are permitted to finance
investments using debt, our ability to use debt is limited in certain significant respects. We have elected to be treated for federal income tax
purposes under the Code as a RIC. See �Regulation� for more information.

6

Edgar Filing: PENNANTPARK INVESTMENT CORP - Form 10-K

Table of Contents 11



Table of Contents

Our wholly owned subsidiary, SBIC LP, received a license from the SBA to operate as an SBIC under Section 301(c) of the 1958 Act and is
regulated by the SBA. We serve as the investment adviser and administrator to SBIC LP. As an SBIC, the SBA regulates, among other matters,
SBIC LP�s investing activities. See �Regulation� for more information.

Information Available

Our address is 590 Madison Avenue, 15th Floor, New York, NY 10022. Our phone number is (212) 905-1000 and our internet address is
www.pennantpark.com. We make available, free of charge, on our website our annual report on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the U.S. Securities and Exchange Commission (the �SEC�). Information contained on our website is not incorporated by reference
into this annual report on Form 10-K, and you should not consider information contained on our website to be part of this annual report on Form
10-K or any other report we file with the SEC.

Our Consolidated Portfolio

Our principal investment focus is to provide senior secured loans and mezzanine debt to U.S. middle-market companies in a variety of
industries. We generally seek to target companies that generate positive cash flows from the broad variety of industries in which our Investment
Adviser has direct expertise. Since inception we have invested in approximately 32 industries. We may invest in other industries if we are
presented with attractive opportunities. The following is a list of the industries in which we have invested:

� Aerospace and Defense

� Auto Sector

� Broadcasting and Entertainment

� Business Services

� Buildings and Real Estate

� Cable Television

� Cargo Transportation

� Chemicals, Plastics and Rubber

� Communications

� Consumer Products
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� Containers Packaging & Glass

� Distribution

� Diversified/Conglomerate Services

� Diversified/Conglomerate Manufacturing

� Education

� Energy / Utilities

� Environmental Services

� Financial Services

� Grocery

� Healthcare, Education and Childcare

� Home & Office Furnishings, Housewares & Durable Consumer Products

� Hotels, Motels, Inns and Gaming

� Insurance

� Leisure, Amuesement, Motion Picture, Entertainment

� Logistics

� Manufacturing / Basic Industries

� Media

� Oil and Gas
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� Other Media

� Printing and Publishing

� Telecommunications

� Retail Store
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Listed below are our top ten portfolio companies and industries represented as a percentage of our consolidated portfolio assets (excluding cash
equivalents) as of:

Portfolio Company
September 30,

2010 Portfolio Company
September 30,

2009
Learning Care Group, Inc. 5% CT Technologies 6% 
Veritext Corporation 5% i2 Holdings, Ltd. 6% 
CT Technologies 4% UP Acquisition Sub Inc. 6% 
Da-Lite Screen Company, Inc. 4% Affinion Group Holding, Inc. 5% 
i2 Holdings, Ltd. 4% Brand Energy and Infrastructure Services, Inc. 5% 
Instant Web, Inc. 4% Saint Acquisition Corp. 5% 
Saint Acquisition Corp. 4% Specialized Technology

Resources, Inc. 5% 
Sugarhouse HSP Gaming Properties 4% Trizetto Group, Inc. 5% 
Three Rivers Pharmaceutical, L.L.C. 4% IDQ Holdings, Inc. 4% 
Trizetto Group, Inc. 4% Lyondell Chemical Co. 4% 

Industry
September 30,

2010 Industry
September 30,

2009
Business Services 15% Chemicals, Plastics and Rubber 9% 
Healthcare, Education and Childcare 8% Aerospace and Defense 8% 
Hotels, Motels, Inns and Gaming 7% Business Services 7% 
Aerospace and Defense 6% Healthcare, Education and Childcare 7% 
Chemicals, Plastics and Rubber 6% Hotels, Motels, Inns and Gaming 7% 
Home and Office Furnishings, Housewares
and Durable Consumer Products 6% Oil and Gas 6% 
Education 5% Consumer Products 5% 
Insurance 4% Energy/Utilities 5% 
Oil and Gas 4% Insurance 5% 
Transportation 4% Transportation 5% 
We may invest, to the extent permitted by law, in the securities and instruments of other investment companies and companies that would be
investment companies but are excluded from the definition of an investment company provided in Section 3(c) of the 1940 Act. We may also
co-invest in the future on a concurrent basis with affiliates of PennantPark Investment, subject to compliance with applicable regulations and our
trade allocation procedures. Some types of negotiated co-investments may be made only if we receive an order from the SEC permitting us to do
so. There can be no assurance that any such order will be obtained.

On September 30, 2010, our portfolio consisted of 43 companies and was invested 35% in senior secured loans, 24% in second lien secured
debt, 34% in subordinated debt, and 7% in preferred and common equity investments.

Investment Selection Criteria

We are committed to a value oriented philosophy used by the investment professionals who manage our portfolio and seek to minimize the risk
of capital loss without foregoing potential for capital appreciation. Our SBIC subsidiary will invest in SBA eligible investments that otherwise
meet the same investment criteria used by PennantPark Investment.

We have identified several criteria, discussed below, that we believe are important in identifying and investing in prospective portfolio
companies. These criteria provide general guidelines for our investment decisions. However, we caution that not all of these criteria will be met
by each prospective portfolio company in which we choose to invest.
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Generally, we seek to use our experience and access to market information to identify investment candidates and to structure investments
quickly and effectively.

Value orientation and positive cash flow

Our investment philosophy places a premium on fundamental analysis and has a distinct value orientation. We focus on companies in which we
can invest at relatively low multiples of operating cash flow and that are profitable at the time of investment on an operating cash flow basis.
Typically, we do not expect to invest in start-up companies or companies having speculative business plans.

Experienced management and established financial sponsor relationship

We generally require that our portfolio companies have an experienced management team. We also require the portfolio companies to have
proper incentives in place to induce management to succeed and to act in concert with our interests as investors, including having equity
interests. In addition, we focus our investments in companies backed by strong financial sponsors that have a history of creating value and with
whom members of our Investment Adviser have an established relationship.

Strong and defensible competitive market position

We seek to invest in target companies that have developed leading market positions within their respective markets and are well positioned to
capitalize on growth opportunities. We also seek companies that demonstrate significant competitive advantages versus their competitors, which
should help to protect their market position and profitability.

Viable exit strategy

We seek to invest in companies that we believe will provide a steady stream of cash flow to repay our loans and reinvest in their respective
businesses. We expect that such internally generated cash flow, leading to the payment of interest on, and the repayment of the principal of, our
investments in portfolio companies to be a key means by which we exit from our investments over time. In addition, we also seek to invest in
companies whose business models and expected future cash flows offer attractive exit possibilities. These companies include candidates for
strategic acquisition by other industry participants and companies that may repay our investments through an initial public offering of common
stock or other capital market transaction.

Due diligence

We believe it is critical to conduct extensive due diligence on investment targets and in evaluating new investments. Our Investment Adviser
conducts a rigorous due diligence process that is applied to prospective portfolio companies and draws from our Investment Adviser�s
experience, industry expertise and network of contacts. In conducting due diligence, our Investment Adviser uses information provided by
companies, financial sponsors and publicly available information as well as information from relationships with former and current management
teams, consultants, competitors and investment bankers.

Our due diligence typically includes:

� review of historical and prospective financial information;

� on-site visits;

� interviews with management, employees, customers and vendors of the potential portfolio company;
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� review of loan documents;

� background checks; and

� research relating to the company�s management, industry, markets, products and services and competitors.
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Upon the completion of due diligence and a decision to proceed with an investment in a company, the team leading the investment presents the
investment opportunity to our Investment Adviser�s investment committee. This committee determines whether to pursue the potential
investment. All new investments are required to be reviewed by the investment committee of our Investment Adviser. The members of the
investment committee receive no compensation from us. These members are employees of our Investment Adviser and receive compensation
from our Investment Adviser.

Additional due diligence with respect to any investment may be conducted on our behalf by attorneys and independent auditors prior to the
closing of the investment, as well as other outside advisers, as appropriate.

Investment structure

Once we determine that a prospective portfolio company is suitable for investment, we work with the management of that company and its other
capital providers, including senior, junior and equity capital providers, to structure an investment. We negotiate among these parties to agree on
how our investment is structured relative to the other capital in the portfolio company�s capital structure.

We expect our senior secured loans to have terms of three to ten years. We generally obtain security interests in the assets of our portfolio
companies that will serve as collateral in support of the repayment of these loans. This collateral may take the form of first or second priority
liens on the assets of a portfolio company.

Mezzanine debt may have interest-only payments in the early years, cash or payment-in-kind payments with amortization of principal deferred
to the later years of the mezzanine debt. In some cases, we may enter into mezzanine debt that, by its terms, converts into equity or additional
debt securities or defers payments of interest for the first few years after our investment. Also, in some cases our mezzanine debt may be
collateralized by a subordinated lien on some or all of the assets of the borrower. Typically, our mezzanine debt has maturities of three to ten
years.

In the case of our senior secured loan and mezzanine debt investments, we seek to tailor the terms of the investment to the facts and
circumstances of the transaction and the prospective portfolio company, negotiating a structure that protects our rights and manages our risk
while creating incentives for the portfolio company to achieve its business plan and improve its profitability. For example, in addition to seeking
a senior position in the capital structure of our portfolio companies, we seek to limit the downside potential of our investments by:

� requiring a total return on our investments (including both interest and potential equity appreciation) that compensates us for credit
risk;

� incorporating �put� rights and call protection into the investment structure; and

� negotiating covenants in connection with our investments that afford our portfolio companies as much flexibility in managing their
businesses as possible, consistent with preservation of our capital. Such restrictions may include affirmative and negative covenants,
default penalties, lien protection, change of control provisions and board rights, including either observation or participation rights.

Our investments may include equity features, such as direct investments in the equity securities of borrowers or warrants or options to buy a
minority interest in a portfolio company. Any warrants we may receive with our debt securities generally require only a nominal cost to exercise,
so as a portfolio company appreciates in value, we may achieve additional investment return from these equity investments. We may structure
the warrants to provide provisions protecting our rights as a minority-interest holder, as well as puts, or rights to sell such securities back to the
company, upon the occurrence of specified events. In many cases, we may also obtain registration rights in connection with these equity
investments, which may include demand and �piggyback� registration rights.

We expect to hold most of our investments to maturity or repayment, but may sell certain investments earlier if a liquidity event takes place,
such as the sale or refinancing of a portfolio company. We also may turn over investments to better position the portfolio in light of market
conditions.
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Ongoing relationships with portfolio companies

Monitoring

The Investment Adviser monitors our portfolio companies on an ongoing basis. The Investment Adviser monitors the financial trends of each
portfolio company to determine if they are meeting their respective business plans and to assess the appropriate course of action for each
company.

The Investment Adviser has several methods of evaluating and monitoring the performance and fair value of our investments, which may
include the following:

� Assessment of success in adhering to portfolio company�s business plan and compliance with covenants;

� Periodic and regular contact with portfolio company management and, if appropriate, the financial or strategic sponsor, to discuss
financial position, requirements and accomplishments;

� Comparisons to other PennantPark Investment portfolio companies in the industry, if any;

� Attendance at and participation in board meetings or presentations by portfolio companies; and

� Review of monthly and quarterly financial statements and financial projections for portfolio companies.
Valuation of Portfolio Investments

Our investments generally consist of illiquid securities including debt and equity investments of middle-market companies. All of our
investments are recorded using broker/dealers quotes or using fair value as determined in good faith by our board of directors in consultation
with our independent third party valuation firms. Our board of directors generally uses market quotations to assess the value of our investments
for which market quotations are readily available. We obtain these market values from independent pricing services or at the bid prices obtained
from at least two brokers/dealers, if available, or by a principal market maker or a primary market dealer. If the board of directors has a bona
fide reason to believe any such market quote does not reflect the fair value of an investment, it may independently value such investment by
using the valuation procedure that it uses with respect to assets for which market quotations are not readily available. Debt and equity
investments that are not publicly traded or whose market prices are not readily available are valued at fair value as determined in good faith by
or under the direction of our board of directors. Such determination of fair values involves subjective judgments and estimates. Investments of
sufficient credit quality purchased within 60 days of maturity are valued at cost plus accreted discount, or minus amortized premium, which
approximates value. With respect to unquoted securities, our board of directors, in consultation with our independent third party valuation firms,
values each investment considering, among other measures, discounted cash flow models, comparisons of financial ratios of peer companies that
are public and other factors.

When an external event such as a purchase transaction, public offering or subsequent equity sale occurs in connection with one of our portfolio
companies, our board of directors uses the pricing indicated by the external event to corroborate and/or assist us in our valuation of our
investment in such portfolio company. Because there are not always readily available markets for most of the investments in our portfolio, we
value certain of our portfolio investments at fair value as determined in good faith by our board of directors using a documented valuation policy
and a consistently applied valuation process. Due to the inherent uncertainty of determining the fair value of investments that do not have a
readily available market value, the fair value of our investments may differ significantly from the values that would have been used had a readily
available market value existed for such investments, and the differences could be material.
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With respect to investments for which market quotations are not readily available, or for which market quotations are deemed not reflective of
the fair value, our board of directors undertakes a multi-step valuation process each quarter, as described below:

(1) Our quarterly valuation process begins with each portfolio company or investment being initially valued by the investment
professionals of the Investment Adviser responsible for the portfolio investment;

(2) Preliminary valuation conclusions are then documented and discussed with the management of our Investment Adviser;

(3) Our board of directors also engages independent valuation firms to conduct independent appraisals of our investments for which
market quotations are not readily available or are readily available but deemed not reflective of the fair value of the investment. The
independent valuation firms review preliminary management�s valuations in light of their own independent assessment and also in
light of any market quotations obtained from an independent pricing service, broker, dealer or market maker;

(4) The audit committee of our board of directors reviews the preliminary valuations of the Investment Adviser and that of the
independent valuation firms and responds and supplements the valuation recommendations of the independent valuation firms to
reflect any comments; and

(5) The board of directors discusses these valuations and determines the fair value of each investment in our portfolio in good faith
based on the input of our Investment Adviser, the respective independent valuation firms and the audit committee.

The Financial Accounting Standards Board, or FASB, issued guidance related to Fair Value Measurements, or ASC 820, which clarifies the
definition of fair value and requires companies to expand their disclosure about the use of fair value to measure assets and liabilities in interim
and annual periods subsequent to initial recognition. Adoption of ASC 820 requires the use of the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date. ASC 820 is effective for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. We adopted this statement
on October 1, 2008. This adoption did not affect the PennantPark Investment�s financial position or its results of operations for any period prior
to October 1, 2008.

ASC 820 classifies the inputs used to measure these fair values into the following hierarchies:

Level 1: Inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities, accessible by PennantPark
Investment at the measurement date.

Level 2: Inputs that are quoted prices for similar assets or liabilities in active markets, or that are quoted prices for identical or
similar assets or liabilities in markets that are not active and inputs that are observable for the asset or liability, either
directly or indirectly, for substantially the full term, if applicable, of the financial instrument.

Level 3: Inputs that are unobservable for an asset or liability because they are based on PennantPark Investment�s own assumptions
about how market participants would price the asset or liability.

The inputs into the determination of fair value may require significant management judgment or estimation. Even if observable market data are
available, such information may be the result of consensus pricing information or broker quotes which include a disclaimer that the broker would
not be held to such a price in an actual transaction. The non-binding nature of consensus pricing and/or quotes accompanied by a disclaimer
would result in classification as Level 3 information, assuming no additional corroborating evidence.

A financial instrument�s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement. Substantially, all of our investments and long-term credit facility are classified as Level 3.
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Our investments are generally structured as debt and equity investments in the form of senior secured loans, mezzanine debt and equity
co-investments. The transaction price, excluding transaction costs, is typically the best estimate of fair value at inception. When evidence
supports a subsequent change to the carrying value from the original transaction price, adjustments are made to reflect the expected exit values.
Ongoing reviews by our Investment Adviser and independent valuation firms are based on an assessment of each underlying investment,
incorporating valuations that consider the evaluation of financing and sale transactions with third parties, expected cash flows and market-based
information, including comparable transactions, and performance multiples, among other factors. These nonpublic investments are included in
Level 3 of the fair value hierarchy.

Managerial assistance

We offer managerial assistance to our portfolio companies. As a business development company, we are required to make available such
managerial assistance within the meaning of section 55 of the 1940 Act. See �Regulation� for more information.

Staffing

We do not currently have any employees. Our Investment Adviser and Administrator have hired and expect to continue to hire professionals
with skills applicable to our business plan, including experience in middle-market investing, leveraged finance and capital markets.

Investment Management Agreement

PennantPark Investment has entered into an investment management agreement (the �Investment Management Agreement�) with the Investment
Adviser under which the Investment Adviser, subject to the overall supervision of PennantPark Investment�s board of directors, manages the
day-to-day operations of and provides investment advisory services to, PennantPark Investment. PennantPark Investment, through the
Investment Adviser, provides similar services to SBIC LP under its investment management agreement. Under the terms of our Investment
Management Agreement, PennantPark Investment Advisers:

� determines the composition of our portfolio, the nature and timing of the changes to our portfolio and the manner of implementing
such changes;

� identifies, evaluates and negotiates the structure of the investments we make (including performing due diligence on our prospective
portfolio companies); and

� closes and monitors the investments we make.
PennantPark Investment Advisers� services under our Investment Management Agreement are not exclusive, and it is free to furnish similar
services, without the prior approval of our stockholders or our board of directors, to other entities so long as its services to us are not impaired.
Our board of directors would monitor any potential conflicts that may arise upon such a development. For providing these services, the
Investment Adviser receives a fee from PennantPark Investment, consisting of two components�a base management fee and an incentive fee
(collectively, �Management Fees�).

Investment Advisory Fees

The base management fee is calculated at an annual rate of 2.00% of our gross assets (net of U.S. Treasury Bills and/or temporary draws on the
credit facility or �average adjusted gross assets,� if any). Although the base management fee is 2.00% of our average adjusted gross assets, the
Investment Adviser waived a portion of the base management fee such that the base management fee equaled 1.50% from the consummation of
the initial public offering through September 30, 2007 and 1.75% from October 1, 2007 through March 31, 2008. Our base management fee has
been 2.00% since March 31, 2008 and is payable in arrears. The base management fee is
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calculated based on the average value of our average adjusted gross total assets at the end of the two most recently completed calendar quarters,
and appropriately adjusted for any share issuances or repurchases during the current calendar quarter. Base investment advisory fees for any
partial month or quarter are appropriately prorated. For the fiscal years ended September 30, 2010, 2009 and 2008, the Investment Adviser
earned base management fees, after fee waivers, if any, of $11.6 million, $7.7 million and $6.7 million, respectively.

The incentive fee has two parts, as follows:

One part is calculated and payable quarterly in arrears based on our Pre-Incentive Fee Net Investment Income for the immediately preceding
calendar quarter. For this purpose, �Pre-Incentive Fee Net Investment Income� means interest income, distribution income and any other income
(including any other fees (other than fees for providing managerial assistance), such as commitment, origination, structuring, diligence and
consulting fees or other fees that we receive from portfolio companies) accrued during the calendar quarter, minus our operating expenses for the
quarter (including the base management fee, expenses payable under our Administration Agreement, and any interest expense and distributions
paid on any issued and outstanding preferred stock, but excluding the incentive fee). Pre-Incentive Fee Net Investment Income includes, in the
case of investments with a deferred interest feature (such as original issue discount, debt instruments with pay in kind interest and zero coupon
securities), accrued income that we have not yet received in cash. Pre-Incentive Fee Net Investment Income does not include any realized capital
gains, realized capital losses or unrealized capital appreciation or depreciation. Pre-Incentive Fee Net Investment Income, expressed as a rate of
return on the value of our net assets at the end of the immediately preceding calendar quarter, will be compared to a Hurdle of 1.75% per quarter
(7.00% annualized). We have agreed to pay PennantPark Investment Advisers an incentive fee with respect to our Pre-Incentive Fee Net
Investment Income in each calendar quarter as follows: (1) no incentive fee in any calendar quarter in which PennantPark Investment�s
Pre-Incentive Fee Net Income does not exceed the hurdle rate of 1.75%, (2) 100% of our Pre-Incentive Fee Net Investment Income with respect
to that portion of such Pre-Incentive Fee Net Investment Income, if any, that exceeds the Hurdle but is less than 2.1875% in any calendar quarter
(8.75% annualized). We refer to this portion of our Pre-Incentive Fee Net Investment Income (which exceeds the Hurdle but is less than
2.1875%) as the �catch-up.� The �catch-up� is meant to provide our Investment Adviser with 20% of our Pre-Incentive Fee Net Investment Income
as if a Hurdle did not apply if this net investment income exceeds 2.1875% in any calendar quarter, and (3) 20% of the amount of our
Pre-Incentive Fee Net Investment Income, if any, that exceeds 2.1875% in any calendar quarter (8.75% annualized) is payable to our Investment
Adviser (once the Hurdle is reached and the catch-up is achieved, 20% of all Pre-Incentive Fee Investment Income thereafter is allocated to our
Investment Adviser). These calculations are appropriately prorated for any period of less than three months and adjusted for any share issuances
or repurchases during the current quarter.

The following is a graphical representation of calculation of quarterly incentive fee based on Net Investment Income

Pre-incentive fee net investment income

(expressed as a percentage of the value of net assets)

Percentage of pre-incentive fee net investment income

allocated to income-related portion of incentive fee

The second part of the incentive fee is determined and payable in arrears as of the end of each calendar year (or upon termination of the
investment advisory and management agreement, as of the termination date), commencing on December 31, 2007 and equals 20.0% of our
realized capital gains, if any, on a cumulative basis
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from inception through the end of each calendar year, computed net of all realized capital losses and unrealized capital depreciation on a
cumulative basis, less the aggregate amount of any previously paid capital gain incentive fees. For the fiscal years ended September 30, 2010,
2009 and 2008, the Investment Adviser earned $8.0 million, $5.7 million and $3.8 million, respectively, in incentive fees.

Examples of Quarterly Incentive Fee Calculation

Example 1: Income Related Portion of Incentive Fee (*):

Alternative 1

Assumptions

Investment income (including interest, distributions, fees, etc.) = 1.25%

Hurdle(1) = 1.75%

Base management fee(2) = 0.50%

Other expenses (legal, accounting, custodian, transfer agent, etc.)(3) = 0.20%

Pre-Incentive Fee Net Investment Income

(investment income�(base management fee + other expenses)) = 0.55%

Pre-incentive net investment income does not exceed Hurdle; therefore there is no incentive fee.

Alternative 2

Assumptions

Investment income (including interest, distributions, fees, etc.) = 2.70%

Hurdle(1) = 1.75%

Base management fee(2) = 0.50%

Other expenses (legal, accounting, custodian, transfer agent, etc.)(3) = 0.20%

Pre-Incentive Fee Net Investment Income

(investment income�(base management fee + other expenses)) = 2.00%

Incentive fee    = 20% x Pre-Incentive Fee Net Investment Income, subject to �catch-up�
= 2.00% � 1.75%
= 0.25%
= 100% x 0.25%
= 0.25%

Alternative 3

Assumptions
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Investment income (including interest, distributions, fees, etc.) = 3.00%

Hurdle(1) = 1.75%

Base management fee(2) = 0.50%

Other expenses (legal, accounting, custodian, transfer agent, etc.)(3) = 0.20%

Pre-Incentive Fee Net Investment Income
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(investment income�(base management fee + other expenses)) = 2.30%

    Incentive fee    = 20% x Pre-Incentive Fee Net Investment Income, subject to �catch-up�
    Incentive fee = 100% x �catch-up� + (20% x (Pre-Incentive Fee Net Investment Income � 2.1875%))
    Catch-up = 2.1875% � 1.75%

= 0.4375%
= (100% x 0.4375%) + (20% x (2.30% � 2.1875%))
= 0.4375% + (20% x 0.1125%)
= 0.4375% + 0.0225%
= 0.46%

Example 2: Capital Gains Portion of Incentive Fee:

Assumptions

Year 1 = no net realized capital gains or losses

Year 2 = 6% net realized capital gains and 1% realized capital losses and unrealized capital depreciation capital gain incentive fee = 20% x
(realized capital gains for year computed net of all realized capital losses and unrealized capital depreciation at year end)

    Year 1 incentive fee = 20% x (0)
= 0
= no incentive fee

    Year 2 incentive fee = 20% x (6% � 1%)
= 20% x 5%
= 1%

(*) The hypothetical amount of Pre-Incentive Fee Net Investment Income shown is based on a percentage of total net assets.
(1) Represents 7.0% annualized Hurdle.
(2) Represents 2.0% annualized base management fee. Although the management fee is 2.00% of our average adjusted gross total assets, the

Investment Adviser agreed to waive a portion of the base management fee such that the base management fee equaled 1.50% from the
consummation of the initial public offering through September 30, 2007, 1.75% from October 1, 2007 through March 31, 2008, and 2.00%
thereafter.

(3) Excludes organizational and offering expenses.
Duration and Termination

The Investment Management Agreement was re-approved by our board of directors, including a majority of our directors who are not interested
persons of PennantPark Investment, in February 2010. Unless terminated earlier as described below, our Investment Management Agreement
will continue in effect for a period of one year through February 2011. It will remain in effect if approved annually by our board of directors, or
by the affirmative vote of the holders of a majority of our outstanding voting securities, including, in either case, approval by a majority of our
directors who are not interested persons. The Investment Management Agreement will automatically terminate in the event of its assignment.
The Investment Management Agreement may be terminated by either party without penalty upon not more than 60 days� written notice to the
other. See �Risk Factors-Risks relating to our business and structure�We are dependent upon PennantPark Investment Advisers� key personnel for
our future success, and if we are unable to hire and retain qualified personnel or if we lose any member of our management team, our ability to
achieve our investment objectives could be significantly harmed.�

Edgar Filing: PENNANTPARK INVESTMENT CORP - Form 10-K

Table of Contents 29



16

Edgar Filing: PENNANTPARK INVESTMENT CORP - Form 10-K

Table of Contents 30



Table of Contents

Organization of the Investment Adviser

PennantPark Investment Advisers is a registered investment adviser under the Advisers Act of 1940. The principal executive office of
PennantPark Investment Advisers is located at 590 Madison Avenue, 15th Floor, New York, NY 10022.

Administration Agreement

Pursuant to the Administration Agreement, the Administrator furnishes us with office facilities, equipment and clerical, bookkeeping and record
keeping services at such facilities. Under our Administration Agreement, the Administrator performs, or oversees the performance of, our
required administrative services, which include, among other things, being responsible for the financial records which we are required to
maintain and preparing reports to our stockholders and reports filed with the SEC. In addition, the Administrator assists us in determining and
publishing our net asset value, oversees the preparation and filing of our tax returns and the printing and dissemination of reports to our
stockholders, and generally oversees the payment of our expenses and the performance of administrative and professional services rendered to us
by others. PennantPark Investment, through the Administrator, provides similar services to SBIC LP under its administration agreement.
Payments under our Administration Agreement are equal to an amount based upon our allocable portion of the Administrator�s overhead in
performing its obligations under our Administration Agreement, including rent and our allocable portion of the cost of compensation and related
expenses of our Chief Compliance Officer and Chief Financial Officer and their respective staffs. Under our Administration Agreement, the
Administrator offers, on our behalf, managerial assistance to those portfolio companies to which we are required to offer such assistance. To the
extent that our Administrator outsources any of its functions, we will pay the fees associated with such functions on a direct basis without profit
to the Administrator. For the fiscal years ended September 30, 2010, 2009 and 2008, the Investment Adviser and Administrator were reimbursed
$2.1 million, $1.7 million and $2.0 million, respectively, from PennantPark Investment, including expenses it incurred on behalf of the
Administrator for the services described above.

PennantPark Investment entered into an administration agreement with its controlled affiliate, SuttonPark Holdings, Inc. and its subsidiaries
(�SPH�). Under the administration agreement with SPH, or the SPH Administration Agreement, PennantPark Investment through the
Administrator furnishes SPH with office facilities, equipment and clerical, bookkeeping and record keeping services at such facilities.
Additionally, the Administrator performs, or oversees the performance of, SPH�s required administrative services, which include, among other
things, maintaining financial records, preparing financial reports and filing tax returns. Payments under the SPH Administration Agreement are
equal to an amount based upon SPH�s allocable portion of the Administrator�s overhead in performing its obligations under the SPH
Administration Agreement, including rent and allocable portion of the cost of compensation and related expenses of our Chief Financial Officer
and respective staff. For the fiscal year ended September 30, 2010, PennantPark Investment was reimbursed $0.1 million, from SPH expenses it
incurred on behalf of the Administrator for the services described above.

Duration and Termination

The Administration Agreement was re-approved by our board of directors, including a majority of our directors who are not interested persons
of PennantPark Investment, in February 2010. Unless terminated earlier as described below, our Administration Agreement will continue in
effect for a period of one year through February 2011. It will remain in effect if approved annually by our board of directors, or by the
affirmative vote of the holders of a majority of our outstanding voting securities, including, in either case, approval by a majority of our directors
who are not interested persons. The Administration Agreement will automatically terminate in the event of its assignment. The Administration
Agreement may be terminated by either party without penalty upon not more than 60 days� written notice to the other.
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Indemnification

Our Investment Management Agreement and Administration Agreement provide that, absent willful misfeasance, bad faith or gross negligence
in the performance of their duties or by reason of the reckless disregard of their duties and obligations, PennantPark Investment Advisers and
PennantPark Investment Administration and their officers, manager, partners, agents, employees, controlling persons, members and any other
person or entity affiliated with them are entitled to indemnification from PennantPark Investment for any damages, liabilities, costs and expenses
(including reasonable attorneys� fees and amounts reasonably paid in settlement) arising from the rendering of PennantPark Investment Advisers�
and PennantPark Investment Administration�s services under our Investment Management Agreement or Administration Agreement or otherwise
as Investment Adviser or Administrator for PennantPark Investment.

License Agreement

We have entered into the License Agreement with PennantPark Investment Advisers pursuant to which PennantPark Investment Advisers has
granted us a royalty-free, non-exclusive license to use the name �PennantPark.� Under this agreement, we have a right to use the PennantPark
name, for so long as PennantPark Investment Advisers or one of its affiliates remains our Investment Adviser. Other than with respect to this
limited license, we have no legal right to the �PennantPark� name.

REGULATION

Regulated Investment Company and Business Development Company Regulations

We are a business development company under the 1940 Act, which has qualified and intends to continue to qualify to maintain an election to be
treated as a RIC under Subchapter M of the Code. The 1940 Act contains prohibitions and restrictions relating to transactions between business
development companies and their affiliates (including any investment advisers or sub-advisers), principal underwriters and affiliates of those
affiliates or underwriters and requires that a majority of the directors be persons other than �interested persons,� as that term is defined in the 1940
Act. In addition, the 1940 Act provides that we may not change the nature of our business so as to cease to be, or to withdraw our election as, a
business development company unless approved by a majority of our outstanding voting securities.

We may invest up to 100% of our assets in securities acquired directly from issuers in privately negotiated transactions. With respect to such
securities, we may, for the purpose of public resale, be deemed an �underwriter� as that term is defined in the Securities Act. We may purchase or
otherwise receive warrants to purchase the common stock of our portfolio companies in connection with acquisition financing or other
investment. Similarly, in connection with an acquisition, we may acquire rights to require the issuers of acquired securities or their affiliates to
repurchase them under certain circumstances. We also do not intend to acquire securities issued by any investment company that exceed the
limits imposed by the 1940 Act. Under these limits, we generally cannot acquire more than 3% of the voting stock of any investment company,
invest more than 5% of the value of our total assets in the securities of one investment company or invest more than 10% of the value of our total
assets in the securities of more than one investment company. With regard to that portion of our portfolio invested in securities issued by
investment companies, it should be noted that such investments might subject our stockholders to additional expenses. We may enter into
hedging transactions to manage the risks associated with interest rate fluctuations. None of these policies are fundamental and may be changed
without stockholder approval.
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Qualifying Assets

Under the 1940 Act, a business development company may not acquire any asset other than assets of the type listed in Section 55(a) of the 1940
Act, which are referred to as qualifying assets, unless, at the time the acquisition is made, qualifying assets represent at least 70% of the
company�s total assets. The principal categories of qualifying assets relevant to our business are the following:

(1) Securities purchased in transactions not involving any public offering from the issuer of such securities, which issuer (subject to
certain limited exceptions) is an eligible portfolio company, or from any person who is, or has been during the preceding 13 months,
an affiliated person of an eligible portfolio company, or from any other person, subject to such rules as may be prescribed by the
SEC. An eligible portfolio company is defined under the 1940 Act to include any issuer which:

(a) 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 a small business investment company wholly owned by the business development
company) or a company that would be an investment company but is excluded from the definition of an investment company
by Section 3(c) of the 1940 Act; and

(c) does not have any class of securities listed on a national securities exchange; has any class of securities listed on a national
securities exchange subject to a market capitalization maximum of $250.0 million; or is controlled by us which has an
affiliated person who is a director of such portfolio company.

(2) Securities of any eligible portfolio company which we control.

(3) Securities purchased in a private transaction from a U.S. operating company or from an affiliated person of the issuer, or in
transactions incidental thereto, if such issuer is in bankruptcy and subject to reorganization or if the issuer, immediately prior to the
purchase of its securities was unable to meet its obligations as they came due without material assistance other than conventional
lending or financing arrangements.

(4) Securities of an eligible portfolio company purchased from any person in a private transaction if there is no ready market for such
securities and we already own 60% of the outstanding equity of the eligible portfolio company.

(5) Securities received in exchange for or distributed on or with respect to securities described in (1) through (4) above, or pursuant to
the exercise of warrants or rights relating to such securities.

(6) Cash, cash equivalents, U.S. Government securities or high-quality debt securities maturing in one year or less from the time of
investment.

In addition, a business development company must have been organized and have its principal place of business in the United States and must be
operated for the purpose of making investments in the types of securities described in (1), (2) or (3) above.

Managerial Assistance to Portfolio Companies
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As a business development company, we are required to make available managerial assistance to our portfolio companies that constitute a
qualifying asset within the meaning of Section 55 of the 1940 Act. However, if a business development company purchases securities in
conjunction with one or more other persons acting together, one of the other persons in the group may make available such managerial
assistance. Making available managerial assistance means any arrangement whereby the business development company, through its directors,
officers or employees, offers to provide, and, if accepted, does provide, significant guidance and counsel concerning the management, operations
or business objectives and policies of a portfolio company. Our Administrator may provide such assistance on our behalf to portfolio companies
that request such assistance. Officers of our Investment Adviser and Administrator provide assistance to our controlled affiliate.
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Temporary Investments

Pending investments in other types of �qualifying assets,� as described above, may consist of cash, cash equivalents, U.S. Government securities
or high-quality debt securities maturing in one year or less from the time of investment, which we refer to, collectively, as temporary
investments, so that 70% of our assets are qualifying assets. We may invest in U.S. Treasury bills or in repurchase agreements, provided that
such agreements are fully collateralized by cash or securities issued by the U.S. Government or its agencies. A repurchase agreement involves
the purchase by an investor, such as us, of a specified security and the simultaneous agreement by the seller to repurchase it at an agreed-upon
future date and at a price which is greater than the purchase price by an amount that reflects an agreed-upon interest rate. There is no percentage
restriction on the proportion of our assets that may be invested in such repurchase agreements. However, if more than 25% of our total assets
constitute repurchase agreements from a single counterparty, we would not meet the Diversification Tests, as defined later in this report, in order
to qualify as a RIC for federal income tax purposes. Thus, we do not intend to enter into repurchase agreements with a single counterparty in
excess of this limit. Our Investment Adviser will monitor the creditworthiness of the counterparties with which we enter into repurchase
agreement transactions.

Senior Securities

We are permitted, under specified conditions, to issue multiple classes of indebtedness and one class of stock senior to our common stock if our
asset coverage, as defined in the 1940 Act, is at least equal to 200% immediately after each such issuance. In addition, while any senior
securities remain outstanding, we must make provisions to prohibit any distribution to our stockholders or the repurchase of such securities or
shares unless we meet the applicable asset coverage ratios at the time of the distribution or repurchase. We may also borrow amounts up to 5%
of the value of our total assets for temporary or emergency purposes without regard to asset coverage. For a discussion of the risks associated
with leverage, see �Risk Factors�Risks relating to our business and structure�Regulations governing our operation as a business development
company will affect our ability to, and the way in which we, raise additional capital.�

Proxy Voting Policies and Procedures

We have delegated our proxy voting responsibility to our Investment Adviser. The Proxy Voting Policies and Procedures of our Investment
Adviser are set forth below. The guidelines are reviewed periodically by our Investment Adviser and our non-interested directors, and,
accordingly, are subject to change. For purposes of these Proxy Voting Policies and Procedures described below, �we� �our� and �us� refers to our
Investment Adviser.

Introduction

As an Investment Adviser registered under the Advisers Act, we have a fiduciary duty to act solely in the best interests of our clients. As part of
this duty, we recognize that we must vote client securities in a timely manner free of conflicts of interest and in the best interests of our clients.

These policies and procedures for voting proxies for our investment advisory clients are intended to comply with Section 206 of, and Rule
206(4)-6 under, the Advisers Act.

Proxy Policies

We vote proxies relating to our portfolio securities in what we perceive to be the best interest of our clients� stockholders. We review on a
case-by-case basis each proposal submitted to a shareholder vote to determine its impact on the portfolio securities held by our clients. Although
we will generally vote against proposals that may have a negative impact on our clients� portfolio securities, we may vote for such a proposal if
there exists compelling long-term reasons to do so.
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Our proxy voting decisions are made by the senior officers who are responsible for monitoring each of our clients� investments. To ensure that
our vote is not the product of a conflict of interest, we require that: (1) anyone involved in the decision making process disclose to our Chief
Compliance Officer any potential conflict that he or she is aware of and any contact that he or she has had with any interested party regarding a
proxy vote; and (2) employees involved in the decision making process or vote administration are prohibited from revealing how we intend to
vote on a proposal in order to reduce any attempted influence from interested parties.

Proxy Voting Records

You may obtain information about how we voted proxies by making a written request for proxy voting information to: Aviv Efrat, Chief
Financial Officer and Treasurer, 590 Madison Avenue, 15th Floor, New York, New York 10022.

Joint Code of Ethics and Code of Conduct

We and PennantPark Investment Advisers have each adopted joint code of ethics pursuant to Rule 17j-1 under the 1940 Act that establish
procedures for personal investments and restricts certain personal securities transactions. Personnel subject to each code may invest in securities
for their personal investment accounts, including securities that may be purchased or held by us, so long as such investments are made in
accordance with the codes� requirements. Our joint code of ethics and code of conduct are available, free of charge, on our website at
www.pennantpark.com. You may read and copy the code of ethics at the SEC�s Public Reference Room in Washington, D.C. You may obtain
information on the operation of the Public Reference Room by calling the SEC at (202) 551-8090. In addition, the joint code of ethics is attached
as an exhibit to this Report and is available on the EDGAR Database on the SEC�s Internet site at www.sec.gov. You may also obtain copies of
our joint code of ethics, after paying a duplicating fee, by electronic request at the following email address: publicinfo@sec.gov, or by writing
the SEC�s Public Reference Section, 100 F Street, N.E., Washington, D.C. 20549.

Privacy and Protection Principles

We are committed to maintaining the privacy of our stockholders and to safeguarding their non-public personal information. The following
information is provided to help you understand what personal information we collect, how we protect that information and why, in certain cases,
we may share information with select other parties.

Generally, we do not receive any non-public personal information relating to our stockholders, although certain non-public personal information
of our stockholders may become available to us. We do not disclose any non-public personal information about our stockholders or former
stockholders to anyone, except as permitted by law or as is necessary in order to service stockholder accounts (for example, to a transfer agent or
third party Administrator).

We restrict access to non-public personal information about our stockholders to employees of our Investment Adviser and its affiliates with a
legitimate business need for the information. We maintain physical, electronic and procedural safeguards designed to protect the non-public
personal information of our stockholders.

Our privacy and protection policies are available, free of charge, on our website at www.pennantpark.com. In addition, the privacy policy is
available on the EDGAR Database on the SEC�s Internet site at www.sec.gov. You may also obtain copies of our privacy policy, after paying a
duplicating fee, by electronic request at the following email address: publicinfo@sec.gov, or by writing the SEC�s Public Reference Section, 100
F Street, N.E., Washington, D.C. 20549.
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Other

We may also be prohibited under the 1940 Act from knowingly participating in certain transactions with our affiliates without the prior approval
of our board of independent directors and, in some cases, prior approval by the SEC.

We will be periodically examined by the SEC for compliance with the 1940 Act.

We are required by law to provide and maintain a bond issued by a reputable fidelity insurance company to protect us against larceny and
embezzlement. Furthermore, as a business development company, we are prohibited from protecting any director or officer against any liability
to PennantPark Investment or our stockholders arising from willful misfeasance, bad faith, gross negligence or reckless disregard of the duties
involved in the conduct of such person�s office.

We and PennantPark Investment Advisers have each adopted and implemented written policies and procedures reasonably designed to prevent
violation of the federal securities laws. We review these policies and procedures annually for their adequacy and the effectiveness of their
implementation, and we designate a chief compliance officer to be responsible for administering the policies and procedures.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 imposes several regulatory requirements on publicly held companies and their insiders. Many of these
requirements affect us. For example:

� pursuant to Rule 13a-14 of the Exchange Act, our Chief Executive Officer and Chief Financial Officer must certify the accuracy of
the financial statements contained in our periodic reports;

� pursuant to Item 307 of Regulation S-K, our periodic reports must disclose our conclusions about the effectiveness of our disclosure
controls and procedures;

� pursuant to Rule 13a-15 of the Exchange Act, our management must prepare an annual report regarding its assessment of our internal
controls over financial reporting, which must be audited by our independent registered public accounting firm; and

� pursuant to Item 308 of Regulation S-K and Rule 13a-15 of the 1934 Act, our periodic reports must disclose whether there were
significant changes in our internal controls over financial reporting or in other factors that could significantly affect these controls
subsequent to the date of their evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

The Sarbanes-Oxley Act requires us to review our current policies and procedures to determine whether we comply with the Sarbanes-Oxley Act
and the regulations promulgated there-under. We continue to monitor our compliance with all regulations that are adopted under the
Sarbanes-Oxley Act and continue to take actions necessary to ensure that we are in compliance with that act.

Election to be Taxed as a RIC

We have elected to be taxed, and intend to qualify annually to maintain our election to be taxed, as a RIC under Subchapter M of the Code. To
maintain RIC tax benefits, we must, among other requirements, meet certain source-of-income and quarterly asset diversification requirements
(as described below). We also must annually distribute dividends of at least 90% of the sum of our ordinary income and realized net short-term
capital gains, if any, out of the assets legally available for distribution (the �Annual Distribution Requirement�). Although not required for us to
maintain our RIC tax status, in order to preclude the imposition of a 4% nondeductible federal excise tax imposed on RICs, we may distribute
during each calendar year an amount at least equal to the sum of (1) 98% of our ordinary income for the calendar year, (2) 98% of our realized
net short-term capital gains for the
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one-year period ending on October 31 of the calendar year and (3) any ordinary income and net capital gains for preceding years that were not
distributed during such years (the �Excise Tax Avoidance Requirement�). In addition, although we may distribute realized net capital gains (i.e.,
net long-term capital gains in excess of short-term capital losses), if any, at least annually, out of the assets legally available for such
distributions, we may decide to retain such net capital gains or ordinary income to provide us with additional liquidity.

In order to qualify as a RIC for federal income tax purposes, we must:

� maintain an election to be treated as a business development company under the 1940 Act at all times during each taxable year;

� derive in each taxable year at least 90% of our gross income from distributions, interest, payments with respect to certain securities
loans, gains from the sale of stock or other securities, net income from certain qualified publicly traded partnerships or other income
derived with respect to our business of investing in such stock or securities (the �90% Income Test�); and

� diversify our holdings so that at the end of each quarter of the taxable year:

� at least 50% of the value of our assets consists of cash, cash equivalents, U.S. Government securities, securities of other RICs, and
other securities if such other securities of any one issuer neither represents more than 5% of the value of our assets nor more than
10% of the outstanding voting securities of the issuer; and

� no more than 25% of the value of our assets is invested in the securities, other than U.S. Government securities or securities of other
RICs, of one issuer or of two or more issuers that are controlled, as determined under applicable tax rules, by us and that are engaged
in the same or similar or related trades or businesses or in certain qualified publicly traded partnerships (the �Diversification Tests�).

Taxation as a RIC

If we qualify as a RIC, and satisfy the Annual Distribution Requirement, then we will not be subject to federal income tax on the portion of our
investment company taxable income and net capital gain (i.e., realized net long-term capital gains in excess of realized net short-term capital
losses) we distribute to stockholders. We will be subject to U.S. federal income tax at the regular corporate rates on any income or capital gain
not distributed (or deemed distributed) to our stockholders.

We may be required to recognize taxable income in circumstances in which we do not receive cash. For example, if we hold debt obligations
that are treated under applicable tax rules as having original issue discount (such as debt instruments with pay in kind interest or, in certain cases,
increasing interest rates or issued with warrants), we must include in income each year a portion of the original issue discount that accrues over
the life of the obligation, regardless of whether cash representing such income is received by us in the same taxable year. Because any original
issue discount accrued will be included in our investment company taxable income for the year of accrual, we may be required to make a
distribution to our stockholders in order to satisfy the Annual Distribution Requirement, even though we will not have received any
corresponding cash amount.

Gain or loss realized by us from warrants acquired by us as well as any loss attributable to the lapse of such warrants generally will be treated as
capital gain or loss. Such gain or loss generally will be long-term or short-term, depending on how long we held a particular warrant.

Although we do not presently expect to do so, we are authorized to borrow funds and to sell assets in order to satisfy distribution requirements.
However, under the 1940 Act, we are not permitted to make distributions to our stockholders while our debt obligations and other senior
securities are outstanding unless certain �asset coverage� tests are met. Moreover, our ability to dispose of assets to meet our distribution
requirements may be limited by (1) the illiquid nature of our portfolio and/or (2) other requirements relating to our status as a RIC,
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including the Diversification Tests. If we dispose of assets in order to meet the Annual Distribution Requirement or the Excise Tax Avoidance
Requirement, we may make such dispositions at times that, from an investment standpoint, are not advantageous.

Failure to Qualify as a RIC

If we fail to satisfy the Annual Distribution Requirement or fail to qualify as a RIC in any taxable year, we will be subject to tax in that year on
all of our taxable income, regardless of whether we make any distributions to our stockholders. In that case, all of our income will be subject to
corporate-level federal income tax, reducing the amount available to be distributed to our stockholders. In contrast, assuming we qualify as a
RIC, our corporate-level federal income tax should be substantially reduced or eliminated. See �Election to be Taxed as a RIC� above.

If we are unable to maintain our status as a RIC, we would be subject to tax on all of our taxable income at regular corporate rates. We would
not be able to deduct distributions to stockholders, nor would they be required to be made. Distributions would generally be taxable to our
stockholders as ordinary distribution income eligible for the 15% maximum rate to the extent of our current and accumulated earnings and
profits. Subject to certain limitations under the Code, dividends paid by us to corporate distributees would be eligible for the dividends received
deduction. Distributions in excess of our current and accumulated earnings and profits would be treated first as a return of capital to the extent of
the stockholder�s tax basis in our common stock, and any remaining distributions would be treated as a capital gain.

Small Business Administration Regulations

Our consolidated subsidiary, SBIC LP, is licensed under the SBA as a SBIC under Section 301(c) of the 1958 Act. SBIC LP received its license
effective July 30, 2010 and its initial debenture commitment of $33.5 million effective August 5, 2010.

SBICs are designed to stimulate the flow of capital to businesses that meet specified eligibility requirements discussed below. Under SBA
regulations, SBIC LP is subject to regulatory requirements including making investments in SBA eligible businesses, investing at least 25% of
regulatory capital in eligible smaller businesses, placing certain limitations on the financing terms of investments, prohibiting investing in certain
industries, required capitalization thresholds, and is subject to periodic audits and examinations among other regulations. If SBIC LP subsidiary
fails to comply with applicable SBA regulations, the SBA could, depending on the severity of the violation, limit or prohibit its use of
debentures, declare outstanding debentures immediately due and payable, and/or limit SBIC LP from making new investments. In addition, the
SBA can revoke or suspend a license for willful or repeated violation of, or willful or repeated failure to observe, any provision of the 1958 Act
or any rule or regulation promulgated thereunder. These actions by the SBA would, in turn, negatively affect us because SBIC LP subsidiary is
our wholly owned subsidiary.

Eligible Small and Smaller Businesses

Under present SBA regulations, eligible small business include businesses that (together with their affiliates) have tangible net worth not
exceeding $18.0 million and have average annual net income of $6.0 million for the two most recent fiscal years. In addition, an SBIC must
invest at least 25% of investments in �smaller� concerns. A smaller concern is a business that has tangible net worth not exceeding $6.0 million
and has average annual net income not exceeding $2.0 million for the two most recent fiscal years or, as an alternative to the aforementioned
requirement, meet the size requirements based on either the number of employees or gross revenue, which is based on the industry in which the
smaller concern operates. Once an SBIC has invested in a company, it may continue to make follow-on investments in the company, regardless
of the size of the business, up and until the time a business offers its securities in a public market.
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Financing Limitations, Terms and Changes in Control

The SBA prohibits an SBIC from financing small businesses in certain industries such as relending, gambling, oil and gas exploration and other
passive businesses. Additional SBA prohibitions include investing outside the United States, investing more than 20% of regulatory capital in
one company and lending money to any officer, director or employee or to invest in any affiliate thereof. The SBA places certain limits on the
financing terms of investments by SBICs in portfolio companies such as limiting the interest rate on debt securities and loans provided to
portfolio companies of the SBIC. The SBA also limits fees, prepayment terms and other economic arrangements that are typically charged in
lending arrangements.

The SBA also prohibits, without prior written approval, a �change in control� of an SBIC or transfers that would result in any person or group
owning 10% or more of a class of capital stock (or its equivalent in the case of a partnership) of a licensed SBIC. A �change of control� is any
event which would result in the transfer of power, direct or indirect, to direct management and policies of an SBIC, whether through ownership,
contractual arrangements or otherwise.

Idle Funds Limitation

The SBA limits an SBIC from investing idle funds to the following types of securities:

� direct obligations of, or obligations guaranteed as to principal and interest by, the United States government, which mature 15
months from the date of the investment;

� repurchase agreements with federally insured institutions with a maturity of seven days or less (and the securities underlying the
repurchase obligations must be direct obligations of or guaranteed by the federal government);

� certificates of deposit with a maturity of one year or less, issued by a federally insured institution; or

� a deposit account in a federally insured institution that is subject to withdrawl restriction of one year or less;
SBA Leverage or Debentures

SBA-guaranteed debentures are non-recourse to us, have a 10-year maturity, and may be prepaid at any time without penalty. The interest rate of
SBA-guaranteed debentures is fixed at the time of issuance at a market-driven spread over 10-year U.S. Treasury Notes. Leverage through
SBA-guaranteed debentures is subject to required capitalization thresholds. SBA current regulations limit the amount that SBIC LP may borrow
to a maximum of $150 million, which is up to twice its regulatory capital. This means that SBIC LP may access the maximum borrowing if it
has $75 million in regulatory capital, which generally equates to the amount of its equity capital paid-in. However, we have capitalized SBIC LP
with a lesser amount.
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Item 1A. Risk Factors
Before you invest in our securities, you should be aware of various risks, including those described below. You should carefully consider these
risk factors, together with all of the other information included in this Form 10-K, before you decide whether to make an investment in our
securities. The risks set out below are not the only risks we face. Additional risks and uncertainties not currently known to us or that we
currently deem to be immaterial also may materially adversely affect our business, financial condition and/or operating results. If any of the
following events occur, our business, financial condition and results of operations could be materially adversely affected. In such case, our net
asset value and the trading price of our common stock could decline and you may lose all or part of your investment.

RISKS RELATING TO OUR BUSINESS AND STRUCTURE

Global capital markets could enter a period of severe disruption and instability. These market conditions have historically and could again
have a materially adverse affect on debt and equity capital markets in the United States, which could have a negative impact on our business
and operations.

During the past three years, the U.S. capital markets have experienced a period of disruption characterized by the freezing of credit, a lack of
liquidity in the debt capital markets, significant losses in the principal value of investments, the re-pricing of credit risk in the broadly syndicated
credit market and the failure of major financial institutions. During this period of disruption, general economic conditions deteriorated with
material and adverse consequences for the broader financial and credit markets, and the availability of debt and equity capital for the market as a
whole, and financial services firms in particular, was reduced significantly. These conditions could and may reoccur for a prolonged period of
time again or even materially worsen in the future. While current conditions have improved, we may have difficulty accessing debt and equity
capital in order to grow. A return of severe disruption and instability in the global financial markets or deterioration in credit and financing
conditions could have a material adverse effect on our business, financial condition and results of operations.

Volatility or a prolonged disruption in the credit markets could materially damage our business.

We are required to record our assets at fair value, as determined in good faith by our board of directors in accordance with our valuation policy.
As a result, volatility in the capital markets may adversely affect our valuations and our net asset value, even if we intend to hold investments to
maturity. Volatility or dislocation in the capital markets may depress our stock price below our net asset value per share and create a challenging
environment in which to raise debt and equity capital. As a business development company, we are generally not able to issue additional shares
of our common stock at a price less than net asset value without first obtaining approval for such issuance from our stockholders and our
independent directors. Additionally, our ability to incur indebtedness is limited by applicable regulations such that our asset coverage under the
1940 Act must equal at least 200% of total indebtedness immediately after each time we incur indebtedness. Shrinking portfolio values
negatively impact our ability to borrow additional funds under our credit facility because our net asset value is reduced for purposes of the 200%
asset leverage test. If the fair value of our assets declines substantially, we may fail to maintain the asset coverage ratios stipulated by the 1940
Act, which could, in turn, cause us to lose our status as a business development company and materially impair our business operations. A
protracted disruption in the credit markets could also materially decrease demand for our investments.

The significant disruption in the capital markets experienced in the past had and may in the future have a negative effect on the valuations of our
investments, and on the potential for liquidity events involving our investments. The debt capital that will be available to us, if at all, may be at a
higher cost and on less favorable terms and conditions in the future. A prolonged inability to raise capital will require us to reduce the volume of
loans we originate and could have a material adverse impact on our business, financial condition or results of operations. This may also increase
the probability that other structural risks negatively impact us. These situations may arise due to circumstances that we may be unable to control,
such as a protracted disruption in the credit markets, a severe decline in the value of the U.S. dollar, a sharp economic downturn or an
operational problem that affects third parties or us, and could materially damage our business.
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Market developments may adversely affect our business and results of operations by reducing availability under our credit facility and SBIC
LP�s SBA debentures.

In addition to the applicable asset coverage test that restricts our ability to borrow under our credit facility, the credit facility contains various
covenants which, if not complied with, could accelerate repayment under the facility, thereby materially and adversely affecting our liquidity,
financial condition and results of operations. Our borrowings under our credit facility are collateralized by the assets in our investment portfolio,
excluding those portfolio investments held by SBIC LP. The agreements governing the credit facility require us to comply with certain financial
and operational covenants. These covenants include:

� A requirement to retain our status as a RIC;

� A requirement to maintain a minimum amount of shareholder�s equity; and

� A requirement that our outstanding borrowings under the credit facility not exceed a certain percentage of the values of our portfolio
companies.

In addition to the credit facility, SBIC LP has issued SBA debentures that require our SBIC to generate sufficient cash flow to make required
interest payments. Further, SBIC LP must maintain a minimum capitalization that if impaired could materially and adversely affect our liquidity,
financial condition and results of operations by accelerating repayment under the SBA debenture. Our borrowings under our SBA debentures are
collateralized by the assets of SBIC LP.

Our continued compliance with these covenants depends on many factors, some of which are beyond our control. Material net asset devaluation
in connection with additional borrowings could result in an inability to comply with our obligation to restrict the level of indebtedness that we
are able to incur in relation to the value of our assets or to maintain a minimum level of shareholders� equity. This could have a material adverse
effect on our operations, as it would trigger mandatory pre-payment obligations under the terms of the credit facility and SBA debentures.

We rely in part on over-the-counter investments to provide us with adequate liquidity, but even these investments may face liquidity
constraints under adverse market conditions.

The market for other over-the-counter traded securities has weakened in the past as the viability of any over-the-counter secondary market
depends on the continued willingness of dealers and other participants to purchase the investments. Such willingness to transact on investments
has decreased under recent market conditions.

PennantPark Investment incurs credit risk when it loans money or commits to loan money to a portfolio company.

Our primary business exposes us to credit risk, and the quality of our portfolio will have a significant impact on our earnings. Credit risk is a
component part of our fair valuation of our portfolio companies. Negative credit events will lead to a decrease in the fair value of our portfolio
companies.

In addition, current market conditions have affected consumer confidence levels which may result in adverse changes in payment patterns.
Increased delinquencies and default rates would impact our results of operations. Deterioration in the quality of our credit portfolio could have a
material adverse effect on our capital, financial condition and results of operations.
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Any unrealized losses we experience on our investment portfolio may be an indication of future realized losses, which could reduce our
income available for distribution.

As a business development company, we are required to carry our investments at market value or, if no market value is ascertainable or if market
value does not reflect the fair value of such investment in the bona fide determination of our board of directors, then, at fair value as determined
in good faith by or under the direction of our board of directors. Decreases in the market values or fair values of our investments will be
recorded as unrealized depreciation. The fair value of our portfolio companies on the whole has increased over the past two fiscal years.
Unrealized losses of any given portfolio company could be an indication of such company�s inability in the future to meet its repayment
obligations to us. If the fair value of our portfolio companies reflects future realized losses, this would ultimately result in reductions of our
income available for distribution in future periods and could materially harm our results of operations.

Our wholly owned SBIC subsidiary may be unable to make distributions to us that will enable us to meet or maintain RIC status.

In order for us to continue to qualify for RIC tax treatment and to minimize corporate-level taxes, we will be required to distribute substantially
all of our consolidated net ordinary income and net capital gain income, including income from our SBIC subsidiary. We will be partially
dependent on our SBIC subsidiary for cash distributions to enable us to meet the RIC distribution requirements. Our SBIC subsidiary may be
limited by the SBA regulations governing SBICs from making certain distributions to us that may be necessary to maintain our status as a RIC.
We may have to request a waiver of the SBA�s restrictions for our SBIC subsidiary to make certain distributions to maintain our RIC status. We
cannot assure you that the SBA will grant such waiver and if our SBIC subsidiary is unable to obtain a waiver, compliance with the SBA
regulations may result in an entity-level tax on us.

Following periods of volatility in the market price of a company�s securities, securities class action litigation has often been brought against
that company.

If our stock price fluctuates significantly, we may be the target of securities litigation in the future. Securities litigation could result in substantial
costs and divert management�s attention and resources from our business.

Our borrowers may default on their payments, which may have a materially negative effect on our financial performance.

We make long-term loans and invest in equity securities, which may involve a high degree of repayment risk. We invest in companies that may
have limited financial resources, may be highly leveraged and may be unable to obtain financing from traditional sources. Accordingly, a
general economic downturn or severe tightening in the credit markets could materially impact the ability of our borrowers to repay
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