Edgar Filing: PROSPECT CAPITAL CORP - Form 10-Q

PROSPECT CAPITAL CORP
Form 10-Q
February 09, 2010



Edgar Filing: PROSPECT CAPITAL CORP - Form 10-Q

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarter Ended December 31, 2009

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
Commission File Number: 814-00659
PROSPECT CAPITAL CORPORATION
(Exact name of registrant as specified in its charter)

Maryland 43-2048643
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)
10 East 40th Street
44th Floor
New York, New York 10016
(Address of principal executive offices) (Zip Code)

(212) 448-0702

(Registrant s telephone number, including area code)
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. p Yes o No
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 during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). o
Yes o No
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). o
Yes b No
The number of shares of the registrant s common stock, $0.001 par value, outstanding as of February 9, 2010 was
63,586,731.
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PART I: FINANCIAL INFORMATION
Item 1. Financial Statements

PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF ASSETS AND LIABILITIES

December 31, 2009 and June 30, 2009

(in thousands, except share and per share data)

Assets (Note 10)

Investments at fair value (cost of $633,636 and $531,424, respectively,

Note 3)

Control investments (cost of $165,867 and $187,105, respectively)
Affiliate investments (cost of $68,052 and $33,544, respectively)
Non-control/Non-affiliate investments (cost of $399,717 and $310,775,

respectively)

Total investments at fair value

Investments in money market funds

Cash

Receivables for:

Interest, net

Dividends

Other

Prepaid expenses

Due from Prospect Administration (Note 8)
Deferred financing costs, net

Other assets

Total Assets

Liabilities

Credit facility payable (Note 10)
Dividend payable

Due to Prospect Administration (Note 8)

Due to Prospect Capital Management (Note 8)

Accrued expenses
Other liabilities
Total Liabilities

Net Assets

Table of Contents

December 31,
2009
(Unaudited)

$ 191,898
66,479

389,758

648,135

23,418
3,844

5,723
2

359
175
998
5,891
535

$ 689,080

10,000
25,894

7,412
8,039
258

51,603

$ 637,477

June 30,
2009
(Audited)

$ 206,332
32,254

308,582
547,168
98,735
9,942
3,562
28

571

68

6,951

$ 667,025

124,800
842
5,871
2,381
535

134,429

$ 532,596
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Components of Net Assets
Common stock, par value $0.001 per share (100,000,000 and 100,000,000
common shares authorized, respectively; 63,349,746 and 42,943,084 issued

and outstanding, respectively) $ 63 $ 43
Paid-in capital in excess of par 741,520 545,707
Under/(over) distributed net investment income (14,326) 24,152
Accumulated realized losses on investments (104,279) (53,050)
Unrealized appreciation on investments 14,499 15,744
Net Assets $ 637,477 $ 532,596
Net Asset Value Per Share $ 10.06 $ 12.40

See notes to consolidated financial statements.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF OPERATIONS
For The Three and Six Months Ended December 31, 2009 and 2008
(in thousands, except share and per share data)

(Unaudited)
For The Three Months
Ended For The Six Months Ended
December 31, December 31,
2009 2008 2009 2008

Investment Income

Interest Income

Control investments (Net of foreign withholding

tax of ($52), $62, ($19), and $109, respectively) $ 5,052 $ 5,075 $ 9,643 $ 11,797
Affiliate investments (Net of foreign

withholding tax of $0, $0, $0, and $0,

respectively) 1,539 1,075 2,388 1,635
Non-control/non-affiliate investments 11,948 11,091 21,343 21,365
Total interest income 18,539 17,241 33,374 34,797

Dividend income

Control investments 4,160 4,584 10,360 9,168
Money market funds 10 81 28 220
Total dividend income 4,170 4,665 10,388 9,388

Other income: (Note 5)

Control/affiliate investments 75 87 75 831
Gain on Patriot acquisition (Note 2) 5,714 5,714

Non-control/non-affiliate investments 385 220 849 12,996
Total other income 6,174 307 6,638 13,827
Total Investment Income 28,883 22,213 50,400 58,012

Operating Expenses
Investment advisory fees:

Base management fee (Note 8) 3,176 2,940 6,385 5,763
Income incentive fee (Note 8) 4,231 2,990 7,311 8,865
Total investment advisory fees 7,407 5,930 13,696 14,628
Interest and credit facility expenses 1,995 1,965 3,369 3,483
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Sub-administration fees (Including former Chief

Financial Officer and Chief Compliance Officer) 217 467
Legal fees 390 184 390 483
Valuation services 153 110 273 422
Audit, compliance and tax related fees 239 306 501 629
Allocation of overhead from Prospect
Administration (Note 8) 840 588 1,680 1,176
Insurance expense 63 63 126 124
Directors fees 64 62 128 143
Other general and administrative expenses 807 295 994 462
Tax expense 533 533
Total Operating Expenses 11,958 10,253 21,157 22,550
Net Investment Income 16,925 11,960 29,243 35,462
Net realized (loss) gain on investments (51,229) 16 (51,229) 1,661
Net change in unrealized
appreciation/depreciation on investments 17,451 (5,452) (1,245) (16,601)
Net (Decrease) Increase in Net Assets
Resulting from Operations $ (16,853) $ 6,524 $ (23231) $ 20,522
Net (decrease) increase in net assets resulting
from operations per share: (Note 7) $ (0.29) $ 0.22 $ 043) % 0.69
Dividends/distributions declared per share: $ 0.41 $ 040  $ 0.82 $ 0.80
See notes to consolidated financial statements.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS
For The Six Months Ended December 31, 2009 and 2008
(in thousands, except share data)

(Unaudited)
For The Six Months Ended
December
31, December 31,
2009 2008

(Decrease) Increase in Net Assets from Operations:
Net investment income $ 29,243 $ 35,462
Net realized (loss) gain on investments (51,229) 1,661
Net change in unrealized depreciation on investments (1,245) (16,601)
Net (Decrease) Increase in Net Assets Resulting from Operations (23,231) 20,522
Dividends/Distributions to Shareholders: (67,721) (23,848)
Capital Share Transactions:
Net proceeds from capital shares sold 98,833
Less: Offering costs of public share offerings (1,158)
Fair value of equity issued in conjunction with Patriot acquisition 92,800
Reinvestment of dividends/distributions 5,358 1,506
Net Increase in Net Assets Resulting from Capital Share Transactions 195,833 1,506
Total Increase in Net Assets: 104,881 (1,820)
Net assets at beginning of period 532,596 429,623
Net Assets at End of Period $ 637477 $ 427,803
Capital Share Activity:
Shares sold 11,431,797
Shares issued for Patriot acquisition 8,444,068
Shares issued through reinvestment of dividends/distributions 530,797 117,549
Net increase in capital share activity 20,406,662 117,549
Shares outstanding at beginning of period 42,943,084 29,520,379
Shares Outstanding at End of Period 63,349,746 29,637,928

See notes to consolidated financial statements.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For The Six Months Ended December 31, 2009 and 2008
(in thousands, except share data)
(Unaudited)

Cash Flows from Operating Activities:

Net (decrease) increase in net assets resulting from operations

Net realized loss (gain) on investments

Net change in unrealized depreciation on investments
Accretion of original issue discount on investments
Amortization of deferred financing costs

Gain on settlement of net profits interest

Gain on Patriot acquisition

Change in operating assets and liabilities:
Payments for purchases of investments
Payment-in-kind interest

Proceeds from sale of investments and collection of investment principal

Purchases of cash equivalents

Sales of cash equivalents

Net decrease investments in money market funds
Decrease (increase) in interest receivable
Decrease in dividends receivable

Decrease in loan principal receivable

Increase in receivable for managerial assistance
Increase in receivable for potential deal expenses
Decrease (increase) in other receivables

Increase in prepaid expenses

Decrease in due from Prospect Administration
Increase in other assets

Decrease in due to Prospect Administration
Increase (decrease) in due to Prospect Capital Management
(Decrease) increase in accrued expenses
Decrease in other liabilities

Net Cash Provided By (Used In) Operating Activities:

Cash Flows from Investing Activities:
Acquisition of Patriot, net of cash acquired (Note 2)

Net Cash Used In Investing Activities:

Cash Flows from Financing Activities:

Table of Contents

For The Six Months Ended
December 31,
2009 2008
$ (23,231 $ 20,522
51,229 (1,661)
1,245 16,601
(6,670) (2,128)
2,106 360
(12,576)
(5,714)
(7,321) (70,513)
(2,059) (931)
69,735 13,077
(199,997) (19,999)
199,997 19,999
75,317 10,394
163 (336)
26 4,229
71
(25)
(36)
212 (17
(72) (505)
502
(535)
(842) (12)
1,541 (317)
(227) 997
277) (270)
155,128 (23,126)
(106,586)
(106,586)
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Borrowings under credit facility

Payments under credit facility

Financing costs paid and deferred

Net proceeds from issuance of common stock
Offering costs from issuance of common stock
Dividends/distributions paid

Net Cash Provided By Financing Activities:
Total (Decrease) Increase in Cash
Cash balance at beginning of period

Cash Balance at End of Period

Cash Paid For Interest

Non-Cash Financing Activity:
Amount of shares issued in connection with Patriot acquisition

Amount of shares issued in connection with dividend reinvestment plan

See notes to consolidated financial statements.

60,000
(174,800)
(1,046)
98,833
(1,158)
(36,469)
54,640
(6,098)
9,942

$ 3,844

$ 496

$ 92,800

$ 5,358

54,500
(7,000)
(270)

(22,221)
25,009
1,883
555

2,438

2,862

2,901
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS
December 31, 2009 and June 30, 2009
(in thousands, except share data)

December 31, 2009

% of
Principal Fair Net
Portfolio Company Locale / Industry Investments) Value  Cost Value® Assets

LEVEL 3 INVESTMENTS:
Control Investments (25.00% or greater of voting control)

Ajax Rolled Ring & South Carolina/  Senior Secured
Note Tranche
A (10.50%, due
4/01/2013)3- @ $21,266 $21,266 $21,266 3.3%
Machine, Inc. Manufacturing Subordinated
Secured Note
Tranche B
(11.50% plus
6.00% PIK, due
4/01/2013)3-® 12,038 12,038 4536 0.7%
Subordinated
Secured Note
Tranche B
(15.00%, due
10/30/2010) 500 500 0.0%
Convertible
Preferred Stock
Series A (6,143
shares) 6,057 0.0%
Unrestricted
Common Stock
(6 shares) 0.0%

39,861 25,802 4.0%

AWCNC, LLC0) North Carolina/ Members Units
Class A
(1,800,000
units) 0.0%
Machinery Members Units
Class B-1 (1
unit) 0.0%
Members Units 0.0%
Class B-2

Table of Contents 14



C&J Cladding LL.C

Change Clean Energy Holdings, Inc. ( CCEHI)

Coalbed, Inc. / Coalbed, LLC®

Fischbein, LLC

Freedom Marine Services

Table of Contents

Texas / Metal
Services and
Minerals

Maine / Biomass
Power

Tennessee / Oil &
Gas Production

North Carolina /
Machinery

Louisiana /
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(7,999,999
units)

Warrants (400
warrants,
expiring
3/30/2014)

Common Stock
(1,000 shares)

Senior Secured

Note (14.50%,

in non-accrual

status effective
10/21/2009, due
6/30/2010) 10,441
Common Stock

(1,000 shares)

Senior

Subordinated

Debt (12.00%

plus 6.50%

PIK, due

5/01/2013) 3,707
Membership

Interest Class

A (2,800,000

units)

Subordinated

Secured Note

(16.00% PIK,

due

12/31/2011)® 7,960

580

580

2,825

2,825

10,441

10,441

3,508

1,877

5,385

7,899

3,095

3,095

1,976

1,976

3,686

3,686

3,515

1,876

5,391

6,181

0.0%

0.5%

0.5%

0.3%

0.3%

0.6%

0.0%

0.6%

0.5%

0.3%

0.8%

1.0%
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LLC

Gas Solutions Holdings,

Inc.®

Integrated Contract

Services, Inc.®
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Shipping Vessels

Texas / Gas

Gathering and

Processing

North Carolina /

Contracting

Net Profits
Interest
(22.50%
payable on
Equity
distributions)®
)]

Senior Secured
Note (18.00%,
due
12/22/2018)3
Junior Secured
Note (18.00%,
due
12/23/2018)3
Common Stock
(100 shares)®

Senior Demand
Note (15.00%,
due
12/31/2009)10)
Senior Secured
Note (7.00%
plus 7.00% PIK
plus 6.00%
default interest,
in non-accrual
status effective
10/09/2007,
past due)
Junior Secured
Note (7.00%
plus 7.00% PIK
plus 6.00%
default interest,
in non-accrual
status effective
10/09/2007,
past due)
Preferred Stock
Series A (10
shares)
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25,000

5,000

1,170

800

14,003

7,899

25,000

5,000

5,003

35,003

1,170

800

14,003

679

6,181

25,000

5,000

55,187

85,187

1,170

928

3,177

0.0%

1.0%

3.9%

0.8%

8.7%

13.4%

0.2%

0.1%

0.5%

0.0%
0.0%

16
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Common Stock
(49 shares)

16,652 5,275  0.8%

See notes to consolidated financial statements.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

December 31, 2009
% of
Principal Fair Net
Portfolio Company Locale / Industry Investments®) Value Cost Value® Assets
LEVEL 3 INVESTMENTS:
Control Investments (25.00% or greater of voting control)
Iron Horse Coiled Alberta, Canada/ Bridge Loan (15.00% plus
Tubing, Inc. Production 3.00% PIK, in non-accrual
Services status effective 5/01/2009,
due 12/31/2009) $11,418 $ 11,199 $ 10,440 1.6%
Senior Secured Note
(15.00%, in non-accrual
status effective 5/01/2009,
due 12/31/2009) 9,250 9,250 1,878 0.3%
Common Stock (1,781
shares) 268 0.0%
20,717 12,318 1.9%
NRG Texas / Senior Secured Note
Manufacturing, Inc. Manufacturing (16.50%, due 8/31/2011)3:
) 13,080 13,080 13,080 2.1%
Common Stock (800 shares) 2,317 13,610 2.1%
15,397 26,690 4.2%
Nupla Corporation  California/ Home Revolving Line of Credit 1,093 933 929 0.2%
& Office (0.50% 7.25% plus 2.00%
Furnishings, default interest, due
9/04/2012)®
Housewares & Senior Secured Term Loan A
Durable (8.00% plus 2.00% default
interest, due 9/04/2012)® 5,139 1,503 1,503 0.2%

Senior Subordinated Debt
(10.00% plus 5.00% PIK, in
non-accrual status effective

4/01/2009, due 3/04/2013) 3,204 0.0%

Preferred Stock Class A

(475 shares) 0.0%
0.0%

Table of Contents 18



R-V Industries, Inc.

Sidump r Trailer
Company, Inc.

Yatesville Coal
Holdings, Inc.(!D
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Pennsylvania /
Manufacturing

Nebraska /
Automobile

Kentucky /
Mining, Steel,
Iron and
Non-Precious
Metals and Coal
Production

Preferred Stock Class B
(1,045 shares)

Common Stock (1,140,584
shares)

Warrants (200,000 warrants,
expiring 6/30/2017)
Common Stock (545,107
shares)

Revolving Line of Credit
(0.50% 7.25%, in
non-accrual status effective
11/01/2008, due

1/10/201 1)@

Senior Secured Term Loan A
(7.25%, in non-accrual status
effective 11/01/2008, due
1/10/201 1)@

Senior Secured Term Loan B
(8.75%, in-non-accrual status
effective 11/01/2008, due
1/10/201 1)@

Senior Secured Term Loan C
(16.50% PIK, in non-accrual
status effective 9/27/2008,
due 7/10/2011)

Senior Secured Term Loan D
(7.25%, in non-accrual status
effective 11/01/2008, due
7/10/201 1)@

Preferred Stock (49,635
shares)

Common Stock (64,050
shares)

Senior Secured Note
(15.77%, in non-accrual
status effective 1/01/2009,
due 12/31/2010)®

950

2,048

2,321

2,841

1,700

10,000

2,436

1,682
5,086

6,768

404

464

868

1,035

2,432

3,211
8,751

11,962

404

464

868

1,035

0.0%

0.4%

0.5%

1.4%

1.9%

0.0%

0.1%

0.0%

0.0%

0.0%

0.0%

0.0%

0.1%

0.2%

19
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Junior Secured Note
(15.77%, in non-accrual
status effective 1/01/2009,

due 12/31/2010)® 41,836 0.0%

Common Stock (1,000
shares) 0.0%
1,035 1,035 0.2%
Total Control Investments 165,867 191,898 30.1%

See notes to consolidated financial statements.
8
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

December 31, 2009
% of
Principal Fair Net
Portfolio Company Locale / Industry Investments™®) Value Cost  Value® Assets

LEVEL 3 INVESTMENTS:
Affiliate Investments (5.00% to 24.99 % voting control)

Appalachian Energy West Virginia / Senior Secured Debt Tranche $ 2,066 $ 1,897 $ 1,165 0.2%
Holdings LLC(12) Construction A (14.00% plus 3.00% PIK
Services plus 3.00% default interest, in

non-accrual status effective

11/01/2008, due 1/31/2011)

Senior Secured Debt  Tranche 2,120 1,960 0.0%

B (14.00% plus 3.00% PIK plus

3.00% default interest, in

non-accrual status effective

11/01/2008, past due)

Preferred Stock Series A (200

units) 82 0.0%
Preferred Stock Series B (241

units) 241 0.0%
Preferred Stock  Series C (500

units) 500 0.0%
Warrants (6,065 warrants,

expiring 2/13/2016) 176 0.0%
Warrants (6,025 warrants,

expiring 6/17/2018) 172 0.0%
Warrants (25,000 warrants,

expiring 11/30/2018) 0.0%

5,028 1,165 0.2%

Biotronic Michigan / Senior Secured Note (11.50%

NeuroNetwork(!?) Healthcare plus 1.00% PIK, due
2/21/2013)3)- @ 26,227 26,227 27,014 4.2%
Preferred Stock (9,925
shares)(13) 2,300 3,497 0.6%

28,527 30,511 4.8%

0.0%
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Boxercraft Georgia / Textiles Revolving Line of Credit

Incorporated & Leather (0.50%, due 9/16/2013)
Senior Secured Term Loan A
(9.50% 10.50%, due

9/16/2013)® 4,049 3,412 3,140 0.5%
Senior Secured Term Loan B
(10.00% 11.00%, due
9/16/2013)® 4,835 3,750 3,788 0.5%
Senior Secured Term Loan C 7,003 5,468 5,467 0.9%
(12.00% plus 6.50% PIK, due
3/16/2014)
Preferred Stock (1,000,000
shares) 0.0%
Common Stock (10,000 shares) 0.0%
12,630 12,395 1.9%
KTPS Holdings, Colorado / Revolving Line of Credit
LLC Textiles & Leather (0.50%, due 1/31/2012) 0.0%
Senior Secured Term Loan A
(10.50% 11.25%, due
1/31/2012)@® 3,530 3,142 2,840 0.4%
Senior Secured Term Loan B
(12.00%, due 1/31/2012) 445 372 372 0.1%
Senior Secured Term Loan C
(12.00% plus 6.00% PIK, due
3/31/2012) 4,725 4,027 3,959 0.6%
Membership Interest Class A
(730 units) 0.0%
Membership Interest Common
(199,795 units) 0.0%
7,541 7,171 1.1%
Miller Petroleum, Tennessee / Oi1l & Warrants, Common Stock
Inc. Gas Production (2,117,689 warrants, expiring
5/04/2010 to 12/31/2014)14 150 937 0.2%
150 937 0.2%
Smart, LLC( New York / Membership Interest Class B
Diversified / (1,218 units) 0.0%
Conglomerate Membership Interest Class D
Service (1 unit) 0.0%
0.0%
See notes to consolidated financial statements.
9
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY

CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)

December 31, 2009 and June 30, 2009
(in thousands, except share data)

Portfolio Company Locale / Industry Investments)
LEVEL 3 INVESTMENTS:

Affiliate Investments (5.00% to 24.99 % voting control)

Sport Helmets New York / Revolving Line of Credit

Holdings, LLC(>) Personal & (0.50%, due 12/14/2013)
Nondurable Senior Secured Term Loan A
Consumer (4.26% 6.00%, due
Products 12/14/2013)®

Senior Secured Term Loan B
4.76% 6.50%, due
12/14/2013)@

Senior Subordinated Debt
Series A (12.00% plus 3.00%
PIK, due 6/14/2014)

Senior Subordinated Debt
Series B (10.00% plus 5.00%
PIK, due 6/14/2014)
Common Stock (20,000
shares)

Total Affiliate Investments

Non-control/Non-affiliate Investments (less than 5.00% of voting
control)

ADAPCO, Inc. Florida / Common Stock (5,000 shares)
Ecological

Aircraft Fasteners California / Revolving Line of Credit

International, LLC ~ Machinery (0.50%, due 11/01/2012)

Senior Secured Term Loan
3.92% 5.40%, due
11/01/2012)®

Table of Contents

Principal
Value

$ 3,975

7,425

7,215

1,324

5,188

December 31, 2009

Cost

2,302

4,963

5,655

898
358
14,176

68,052

141

141

3,653

Fair
Value®

2,329

5,072

5,646

895
358
14,300

66,479

295

295

3,675

% of
Net
Assets

0.0%

0.3%

0.8%

0.9%

0.1%

0.1%

2.2%

10.4%

0.0%

0.0%

0.0%

0.6%
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Junior Secured Term Loan
(12.00% plus 2.00% PIK, due

5/01/2013) 5,433 4,555 4,613 0.7%
Convertible Preferred Stock
(32,500 units) 396 396 0.1%
8,604 8,684 1.4%
American Gilsonite  Utah / Specialty Senior Subordinated Note
Company Minerals (12.00% plus 3.00% PIK, due
3/14/2013)® 14,783 14,783 15,078 2.4%
Membership Interest Units in
AGC/PEP, LLC
(99.9999%)(16) 1,031 2,728 0.4%
15,814 17,806 2.8%
Arrowhead General California / Junior Secured Term Loan
Insurance Agency, Insurance (10.25% plus 2.50% PIK, due
Inc.(17 2/8/2013) 5,085 3,873 3,871 0.6%
3,873 3,871 0.6%
Borga, Inc. California / Revolving Line of Credit
Mining, Steel, (0.50% 5.00% plus 3.00%
Iron and default interest, due
Non-Precious 5/06/2010)@ 800 701 630 0.1%
Metals and Coal Senior Secured Term Loan B
Production (8.50% plus 3.00% default
interest, due 5/6/2010)@ 1,612 1,411 1,375 0.2%
Senior Secured Term Loan C
(12.00% plus 4.00% PIK plus
3.00% default interest, due
5/06/2010) 8,453 651 622 0.1%
Warrants (33,750 warrants) 0.0%
2,763 2,677 0.4%
See notes to consolidated financial statements.
10
Table of Contents 24



Edgar Filing: PROSPECT CAPITAL CORP - Form 10-Q

Table of Contents

PROSPECT CAPITAL CORPORATION AND SUBSIDIARY

CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)

December 31, 2009 and June 30, 2009
(in thousands, except share data)

Portfolio Company Locale / Industry Investments™®
LEVEL 3 INVESTMENTS:

Non-control/Non-affiliate Investments (less than 5.00% of voting
control)

Caleel + Hayden, Colorado / Junior Secured Term Loan B
LLC (5 Personal & (9.75% 10.00%, due
Nondurable 11/10/2011)®
Consumer Senior Subordinated Debt
Products (12.00% plus 4.50% PIK, due
11/10/2012)

Common Stock (7,500 shares)
Options in Mineral Fusion
Natural Brands, LLC (11,662

options)
Castro Cheese Texas / Food Junior Secured Note (11.00%
Company, Inc. Products plus 2.00% PIK, due
2/28/2013))

Copernicus Group ~ North Carolina/  Revolving Line of Credit
Healthcare (0.50% 10.50%, due

10/08/2013)®
Senior Secured Term Loan A
(10.50% 11.50%, due
10/08/2013)®
Senior Subordinated Debt
(12.00% plus 6.00% PIK
10.00% plus 10.00% PIK, due
4/08/2014)
Preferred Stock  Series A
(1,000,000 shares)

Table of Contents

Principal
Value

Cost

$ 8425 $ 8,399

6,250

7,615

150

6,250

12,741

5,779
351

14,529

7,505

7,505

5,272

10,661

67

December 31, 2009

Fair
Value®

$ 8,416

5,778
351

14,545

7,655

7,655

5,205

11,948

% of
Net
Assets

1.3%

0.9%
0.1%

0.0%

2.3%

1.2%

1.2%

0.0%

0.8%

1.9%

0.0%
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Custom Direct, Inc.

a7

Deb Shops, Inc.(17)

Diamondback
Operating, LP

EXL Acquisition
Corp.

Table of Contents
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Maryland /
Printing &
Publishing

Pennsylvania /
Retail

Oklahoma / Oil &
Gas Production

South Carolina /
Electronics

Preferred Stock  Series C
(212,121 shares)

Senior Secured Term Loan
(3.06%, due 12/31/2013)®
Junior Secured Term Loan
(6.31%, due 12/31/2014)®

Second Lien Debt (1.00% plus
13.00% PIK, in non-accrual
status effective 2/24/2009, due
10/23/2014)

Net Profits Interest (15.00%
payable on Equity
distributions)(”)

Revolving Line of Credit
(0.50%, due 3/15/2012)
Senior Secured Term Loan A
(3.93% 5.50%, due
3/15/2011)@®

Senior Secured Term Loan B
(4.18% 5.75%, due
3/15/2012)@®

Senior Secured Term Loan C
(4.68% 6.25%, due
3/15/2012)@®

Senior Secured Term Loan D
(12.00% plus 3.00% PIK, due
3/15/2012)

Common Stock Class A (2,475

shares)
Common Stock Class B (25
shares)

212
16,215
1,651 1,204
2,000 1243
2,447
16378 14,607
14,607
1,790 1,494
4053 3,680
2,500 2,294
5967 6,039
509
306
14,322

140

17,293

1,219
1,278

2,497

2,318

2,318

404

404

1,473

3,714

2,316

6,085
509
306

14,403

0.0%

2.7%

0.2%

0.2%

0.4%

0.4%

0.4%

0.1%

0.1%

0.0%

0.2%

0.6%

0.4%

0.9%

0.1%

0.1%

2.3%
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Fairchild Industrial ~ North Carolina/  Preferred Stock Class A (378

Products, Co.® Electronics shares) 377 380 0.1%
Common Stock Class B (28
shares) 211 211 0.0%
588 591 0.1%
H&M 01l & Gas, Texas / Oil & Gas Senior Secured Note (13.00%,
LLC Production due 6/30/2010) 49,661 49,661 46,081 7.2%
Net Profits Interest (8.00%
payable on Equity
distributions)” 1,047 0.2%
49,661 47,128 7.4%
See notes to consolidated financial statements.
11
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY

CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)

December 31, 2009 and June 30, 2009

Portfolio Company Locale / Industry

LEVEL 3 INVESTMENTS:

Investments®

Non-control/Non-affiliate Investments (less than 5.00% of voting

control)

Hudson Products Texas / Mining,

Holdings, Inc.(!7) Steel, Iron and
Non-Precious
Metals and Coal
Production

IEC Systems LP Texas / Oilfield
( IEC )/Advanced Fabrication
Rig Services LLC

( ARS )

Impact Products, Ohio / Machinery
LLC

Label Corp Nebraska /
Holdings, Inc. Printing &
Publishing

Table of Contents

Senior Secured Term Loan
(8.00%, due 8/24/2015)®

IEC Senior Secured Note
(12.00% plus 3.00% PIK, due
11/20/2012)3- &

ARS Senior Secured Note
(12.00% plus 3.00% PIK, due
11/20/2012)3 &

Junior Secured Term Loan
(6.25% 8.25%, due
9/09/2012)@

Senior Subordinated Debt
(10.00% plus 5.00%, due
9/09/2012)

Senior Secured Term Loan
(8.50%, due 8/08/2014)*®

(in thousands, except share data)

Principal
Value

$ 7,406

20,209

12,128

8,835

5,548

5,823

Cost

$ 6,729

6,729

20,209

12,128

32,337

7,704

5,259

12,963

5,193

5,193

December 31, 2009

Fair
Value®

$ 6,993

6,993

20,209

12,128

32,337

7,753

5,260

13,013

5,306

5,306

% of
Net
Assets

1.1%

1.1%

3.2%

1.9%

5.1%

1.2%

0.8%

2.0%

0.8%

0.8%
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LHC Holdings
Corp.(17)

Mac & Massey
Holdings, LL.C

Maverick
Healthcare, LLC

Northwestern
Management
Services, LLC
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Florida /
Healthcare

Georgia / Food

Products

Arizona /
Healthcare

Florida /
Healthcare

Revolving Line of Credit
(0.50%, due 11/30/2012)
Senior Secured Term Loan A
431% 5.75%, due
11/30/2012)®

Senior Subordinated Debt
(12.00% plus 2.50% PIK, due
5/31/2013)

Membership Interest (125
units)

Senior Subordinated Debt
(10.00% plus 5.75% PIK, due
2/10/2013)

Common Stock (250 shares)

Second Lien Debt (12.50% plus
3.50% PIK, due 4/30/2014)3
Preferred Units (1,250,000
units)

Common Units (1,250,000
units)

Revolving Line of Credit
(0.50%, due 12/13/2012)

Senior Secured Term Loan A
4.24% 5.75%, due
12/13/2012)®

Senior Secured Term Loan B
4.74% 6.25%, due
12/13/2012)®

Junior Secured Term Loan
(12.00% plus 3.00%, due
6/13/2013)

Common Stock (50 shares)

See notes to consolidated financial statements.
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2,918

4,565

8,426

12,894

5,050

1,228

2,927

2,114

4,157
216

6,487

6,960
169

7,129

12,894

1,252

14,146

4,050

864

2,372

371

7,657

2,177

4,156
216

6,549

6,940
170

7,110

12,894

1,693

14,587

3,936

865

2,370

371

7,542

0.0%

0.3%

0.7%

0.0%

1.0%

1.1%
0.0%

1.1%

2.0%

0.3%

0.0%

2.3%

0.0%

0.6%

0.1%

0.4%

0.1%

1.2%

29
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

December 31, 2009

Principal Fair
Company Locale / Industry Investments™®) Value Cost Value®

 INVESTMENTS:
rol/Non-affiliate Investments (less than 5.00% of voting control)

neral New York / Metal Junior Secured Term Loan (5.29%  7.00%, due 12/21/2012% $11,175 $ 7,633 $ 7,816

Inc. Services and Minerals Senior Subordinated Debt (13.00% plus 1.00%, due 7/21/2013) 12,168 1,279 1,269
8,912 9,085
Alabama /
uticals, Pharmaceuticals
Second Lien Debt (7.78%, due 4/30/2015)3) 4 12,000 11,952 12,000

11,952 12,000

South Carolina /
ent Corp. Financial Services Second Lien Debt (13.00% plus 2.00% PIK, due 6/29/2012)3) 25,685 25,685 24,511

25,685 24,511

orporation  Missouri / Revolving Line of Credit (0.50%, due 2/08/2013)
Manufacturing Senior Secured Term Loan A (3.00% 4.75%, due 2/08/2013% 5,440 4,600 4,456
Senior Secured Term Loan B (4.50% 6.25%, due 5/8/2013% 8,294 7,035 7,263
Senior Subordinated Debt (12.00% plus 3.00% due 8/08/2013) 7,282 6,929 6,939
18,564 18,658
Foods, Inc.Ohio / Food Products Second Lien Debt (15.00%, due 10/31/2013)® 18,000 18,000 18,180
Membership Interest Units in Mistral Chip Holdings, LLC (2,000
units)(1® 2,000 4,467

20,000 22,647

29,500 29,217 28,360
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1ergy, Ohio / Oil & Gas Subordinated Secured Revolving Credit Facility (12.00%, due
Production 12/01/2011)3- &
Overriding Royalty Interests(!?)

sroup(!”) California / Subordinated Unsecured Note (12.00% plus 1.50% PIK, due
Healthcare 10/01/2016)®
Pennsylvania /

Technical Services Second Lien Debt (13.08%, due 12/31/2013)3): 4

er Utah / Oil & Gas
Corp. and Production Senior Secured Note (13.00% plus 3.00% default interest, in
er 11 Corp. non-accrual status effective 12/01/2008, due 7/31/2010)@

Net Profits Interest (5.00% payable on Equity distributions)(”)

15,319

11,500

15,000

29217

15,185

15,185

11,373

11,373

15,000

15,000

Total Non-Control/Non-Affiliate Investments (Level 3 Investments) 399,598

Total Level 3 Portfolio Investments

See notes to consolidated financial statements.

13

633,517

2,762

31,122

15,771

15,771

11,615

11,615

10,627

10,627

389,640

648,017

Table of Contents
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)

December 31, 2009 and June 30, 2009
(in thousands, except share data)

Principal

Portfolio Company Locale / Industry Investments) Value
LEVEL 1 INVESTMENTS:
Non-control/Non-affiliate Investments (less than 5.00% of voting
control)
Allied Defense Virginia / Common Stock (10,000 shares)
Group, Inc. Aerospace &

Defense

Dover Saddlery, Inc. Massachusetts / Common Stock (30,974 shares)
Retail

Total Non-Control/Non-Affiliate Investments (Level 1 Investments)

Total Portfolio Investments

LEVEL 2 INVESTMENTS:

Money Market Funds

Fidelity Institutional Money Market Funds Government Portfolio (Class I)
Fidelity Institutional Money Market Funds ~ Government Portfolio (Class 13

Victory Government Money Market Funds

Total Money Market Funds (Level 2 Investments)

Total Investments

See notes to consolidated financial statements.

Table of Contents

December 31, 2009

Cost

56

56

63

63

119

633,636

16,070
3,347
4,001

23,418

657,054

Fair

Value®

48

48

70

70

118

648,135

16,070
3,347
4,001

23,418

671,553

% of

Net

Assets

0.0%

0.0%

0.0%

0.0%

101.6%

101.6%

2.5%
0.5%
0.7%

3.7%

105.3%
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PROSPECT
CONSO

CAPITAL CORPORATION AND SUBSIDIARY
LIDATED SCHEDULE OF INVESTMENTS
December 31, 2009 and June 30, 2009

(in thousands, except share data)

June 30, 2009

Principal Fair
Portfolio Company Locale / Industry Investments®) Value Cost Value®
LEVEL 3 INVESTMENTS:
Control Investments (25.00% or greater of voting control)
Ajax Rolled Ring & South Carolina/  Senior Secured Note
Machine, Inc. Manufacturing Tranche A (10.50%, due
4/01/2013)3)- 4 $21,487 $ 21,487 $ 21,487
Subordinated Secured Note
Tranche B (11.50% plus
6.00% PIK, due
4/01/2013)3)- 4 11,675 11,675 10,151
Convertible Preferred Stock
Series A (6,143 shares) 6,057
Unrestricted Common Stock
(6 shares)
39,219 31,638
C&J Cladding LLC  Texas / Metal Senior Secured Note
Services and (14.00%, due 3/30/2012)3
Minerals Q) 3,150 2,722 3,308
Warrants (400 warrants,
expiring 3/30/2014) 580 3,825
3,302 7,133
Change Clean Maine / Biomass
Energy Holdings, Power Common Stock (1,000
Inc. shares) 2,530 2,530
( CCEHIP)
2,530 2,530
Gas Solutions Texas / Gas Senior Secured Note
Holdings, Inc.® Gathering and (18.00%, due 12/22/2018)®
Processing 25,000 25,000 25,000
5,000 5,000 5,000

Table of Contents

% of
Net
Assets

4.0%

1.9%

0.0%

0.0%

5.9%

0.6%

0.7%

1.3%

0.5%

0.5%

4.7%
0.9%
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Integrated Contract
Services, Inc.(®

Iron Horse Coiled
Tubing, Inc.

NRG
Manufacturing, Inc.

R-V Industries, Inc.
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North Carolina /
Contracting

Alberta, Canada /
Production
Services

Texas /
Manufacturing

Pennsylvania /
Manufacturing

Junior Secured Note
(18.00%, due 12/23/2018)3)
Common Stock (100
shares)®

Senior Demand Note

(15.00%, due 6/30/2009)(10) 1,170
Senior Secured Note (7.00% 800
plus 7.00% PIK plus 6.00%

default interest, in

non-accrual status effective
10/09/2007, past due)

Junior Secured Note (7.00% 14,003
plus 7.00% PIK plus 6.00%

default interest, in

non-accrual status effective
10/09/2007, past due)

Preferred Stock  Series A (10

shares)

Common Stock (49 shares)

Bridge Loan (15.00% plus
3.00% PIK, due 12/31/2009)

9,826
Senior Secured Note
(15.00%, due 12/31/2009) 9,250
Common Stock (1,781
shares)

Senior Secured Note

(16.50%, due 8/31/2011)3):
) 13,080

Common Stock (800 shares)

Warrants (200,000 warrants,
expiring 6/30/2017)
Common Stock (545,107
shares)

5,003

35,003

1,170
800

14,003

679

16,652

9,826
9,250
268

19,344

13,080
2,317

15,397

1,682

5,086

55,187

85,187

1,170
800

3,030

5,000

9,602

3,004

12,606

13,080
19,294

32,374

4,500

12,267

10.4%

16.0%

0.2%
0.1%

0.6%

0.0%
0.0%

0.9%

1.8%

0.6%

0.0%

2.4%

2.5%
3.6%

6.1%

0.8%

2.3%
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6,768 16,767 3.1%
Yatesville Coal Kentucky / Senior Secured Note
Holdings, Inc.(!D Mining, Steel, (15.72%, in non-accrual
Iron and Non- status effective 1/01/2009,
due 12/31/2010)® 10,000 10,000 10,000 1.9%
Precious Metals  Junior Secured Note
and Coal (15.72%, in non-accrual
Production status effective 1/01/2009,
due 12/31/2010)® 38,463 38,463 3,097 0.6%
Common Stock (1,000
shares) 427 0.0%
48,890 13,097 2.5%
Total Control Investments 187,105 206,332 38.7%
See notes to consolidated financial statements.
15
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

Princip

' Industry Investments) Value
' t0 24.99% voting control)
rginia/  Senior Secured Debt Tranche A (14.00% plus 3.00% PIK plus 3.00% default interest, in non-accrual status $ 1,99
tion effective 11/01/2008, due 1/31/2011)

Senior Secured Debt  Tranche B (14.00% plus 3.00% PIK plus 3.00% default interest, in non-accrual status 2,05

effective 11/01/2008, past due)

Preferred Stock  Series A (200 units)

Preferred Stock Series B (241 units)

Preferred Stock  Series C (500 units)

Warrants (6,065 warrants, expiring 2/13/2016)

Warrants (6,025 warrants, expiring 6/17/2018)

Warrants (25,000 warrants, expiring 11/30/2018)
n/ Senior Secured Note (11.50% plus 1.00% PIK, due 2/21/2013)3)- )
re 26,22

Preferred Stock (9,925 shares)(1%)

Total Affiliate Investmen

vestments (less than 5.00% of voting control)
pecialty  Senior Subordinated Note (12.00% plus 3.00% PIK, due 3/14/2013))

, 14,78
Membership Interest Units in AGC/PEP, LLC (99.9999%)(16)
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~

“ood
: Junior Secured Note (11.00% plus 2.00% PIK, due 2/28/2013)) 7,53

ce / Oil & Senior Secured Note (13.00% plus 4.00% default interest, in non-accrual status effective 4/01/2009, past due)®
luction 10,20
Overriding Royalty Interests(1?)

yania /
Second Lien Debt (8.67%, due 10/23/2014) 15,00

1a/ 0il &
luction  Net Profits Interest (15.00% payable on Equity distributions) (/)

a/ Subordinated Secured Note (12.00% plus 4.00% PIK, due 12/31/2011)®
y Vessels 7,23
Net Profits Interest (22.50% payable on Equity distributions)®: (7)

See notes to consolidated financial statements.

16
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

June 30, 2009

% of
Principal Fair Net
Portfolio Company Locale / Industry Investments) Value Cost  Value® Assets
LEVEL 3 INVESTMENTS:
Non-control/Non-affiliate Investments (less than 5.00% of voting
control)
H&M 01l & Gas, Texas / Oil & Gas Senior Secured Note (13.00%,
LLC® due 6/30/2010)® $49,688 $49,688 $49,697 9.3%
Production Net Profits Interest (8.00%
payable on Equity
distributions)® (1) 1,682 0.3%

49,688 51,379 9.6%

IEC Systems LP Texas / Oilfield IEC Senior Secured Note

( IEC )/Advanced Fabrication (12.00% plus 3.00% PIK, due
Rig 11/20/2012)3- & 21,411 21,411 21,839 4.1%
Services LLC ARS Senior Secured Note
( ARS ) (12.00% plus 3.00% PIK, due
11/20/2012)3- & 12,836 12,836 13,092 2.5%
34,247 34,931 6.6%
Maverick Arizona / Second Lien Debt (12.00% plus
Healthcare, LLC Healthcare 1.50% PIK, due 4/30/2014)® 12,691 12,691 12,816 2.4%
Preferred Units (1,250,000
units) 1,252 1,300 0.2%
Common Units (1,250,000
units) 0.0%
13,943 14,116 2.6%
Miller Petroleum, Tennessee / Oil & Warrants, Common Stock
Inc. Gas Production (1,935,523 warrants, expiring
5/04/2010 to 6/30/2014)(14 150 241 0.1%

150 241 0.1%
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Peerless
Manufacturing

Qualitest
Pharmaceuticals,
Inc.(17

Regional
Management Corp.

Resco Products, Inc.

Shearer s Foods, Inc.

Stryker Energy,
LLC

TriZetto GroupU?
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Texas /
Manufacturing

Alabama /
Pharmaceuticals

South Carolina /
Financial Services

Pennsylvania /
Manufacturing

Ohio / Food
Products

Ohio / Oil & Gas
Production

California /
Healthcare

Subordinated Secured Note
(11.50% plus 3.50% PIK, due
4/29/2013)3 20,000

Second Lien Debt (8.10%, due
4/30/2015)3:
12,000

Second Lien Debt (12.00% plus
2.00% PIK, due 6/29/2012)3 25,424

Second Lien Debt (8.67%, due
6/22/2014)3)- @ 9,750

Second Lien Debt (14.00%,

due 10/31/2013)® 18,000
Membership Interest Units in

Mistral Chip Holdings, LLC

(2,000 units)(1®

Subordinated Secured

Revolving Credit Facility

(12.00%, due 12/01/2011)®-@ 29,500
Overriding Royalty Interests(!?)

Subordinated Unsecured Note
(12.00% plus 1.50% PIK, due
10/01/2016)® 15,205

20,000

20,000

11,949

11,949

25,424

25,424

9,594

9,594

18,000

2,000

20,000

29,154

29,154

15,065

15,065

20,400

20,400

11,452

11,452

23,073

23,073

9,750

9,750

18,360

3,419

21,779

29,554
2,918

32,472

16,331

16,331

3.8%

3.8%

2.2%

2.2%

4.3%

4.3%

1.8%

1.8%

3.5%

0.6%

4.1%

5.5%
0.6%

6.1%

3.1%

3.1%
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Unitek(!?) Pennsylvania / Second Lien Debt (13.08%,
Technical Services due 12/31/2013)3) 4 11,500 11,360 11,730 2.2%
11,360 11,730 2.2%
See notes to consolidated financial statements.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

June 30, 2009
Principal Fair
Portfolio Company Locale / Industry Investments) Value Cost Value®
LEVEL 3 INVESTMENTS:
Non-control/Non-affiliate Investments (less than 5.00% of voting
control)
Wind River Utah / Oil & Gas  Senior Secured Note $15,000 $ 15,000 $ 12,644
Resources Corp. and Production (13.00% plus 3.00% default
Wind River II Corp. interest, in non-accrual status
effective 12/01/2008, due
7/31/2010)®
Net Profits Interest (5.00%
payable on Equity
distributions)(” 192
15,000 12,836
Total Non-Control/Non-Affiliate Investments 310,775 308,582
Total Level 3 Portfolio Investments 531,424 547,168
LEVEL 2 INVESTMENTS:
Money Market Funds
Fidelity Institutional Money Market Funds =~ Government Portfolio
(Class 1) 94,753 94,753
Fidelity Institutional Money Market Funds ~Government Portfolio
(Class D® 3,982 3,982
Total Money Market Funds (Level 2 Investments) 98,735 98,735
Total Investments 630,159 645,903

Table of Contents

% of
Net
Assets

2.4%

0.0%

2.4%

57.9%

102.7%

17.8%

0.7%

18.5%

121.2%
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See notes to consolidated financial statements.

18

Table of Contents

44



Edgar Filing: PROSPECT CAPITAL CORP - Form 10-Q

Table of Contents

PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)
Endnote Explanations for the Consolidated Schedule of Investments as of December 31, 2009 and June 30, 2009

() The securities in which Prospect Capital Corporation ( we , us or our ) has invested were acquired in transaction
that were exempt from registration under the Securities Act of 1933, as amended, or the Securities Act. These
securities may be resold only in transactions that are exempt from registration under the Securities Act.

() Fair value is determined by or under the direction of our Board of Directors. As of December 31, 2009, two of
our portfolio investments, Allied Defense Group, Inc. and Dover Saddlery, Inc., were publically traded and
classified as Level 1 within the valuation hierarchy established by Accounting Standards Codification 820, Fair
Value Measurements and Disclosures ( ASC 820 ). As of December 31, 2009 and June 30, 2009, the fair value of
our remaining portfolio investments was determined using significant unobservable inputs. ASC 820 classifies
such inputs used to measure fair value as Level 3 within the valuation hierarchy. Our investments in money
market funds are classified as Level 2. See Note 3 and Note 4 within the accompanying consolidated financial
statements for further discussion.

() Security, or portion thereof, is held as collateral for the revolving credit facility (see Note 10). The market values
of these investments at December 31, 2009 and June 30, 2009 were $339,012 and $434,069, respectively; they
represent 50.5% and 67.2% of total investments at fair value, respectively.

) Floating rate loan. Stated interest rate was in effect at December 31, 2009 and June 30, 2009.

() There are several entities involved in the Biomass investment. We own 100 shares of common stock in Worcester
Energy Holdings, Inc. ( WEHI ), representing 100% of the issued and outstanding common stock. WEHI, in turn,
owns 51 membership certificates in Biochips LLC ( Biochips ), which represents a 51% ownership stake.

We own 282 shares of common stock in Worcester Energy Co., Inc. ( WECO ), which represents 51% of the
issued and outstanding common stock. We own directly 1,665 shares of common stock in Change Clean Energy
Inc. ( CCEI ), f/k/a Worcester Energy Partners, Inc., which represents 51% of the issued and outstanding common
stock and the remaining 49% is owned by WECO. CCEI owns 100 shares of common stock in Precision Logging
and Landclearing, Inc. ( Precision ), which represents 100% of the issued and outstanding common stock.

During the quarter ended March 31, 2009, we created two new entities in anticipation of the foreclosure
proceedings against the co-borrowers (WECO, CCEI and Biochips) Change Clean Energy Holdings, Inc.

( CCEHI ) and DownEast Power Company, LLC ( DEPC ). We own 1,000 shares of CCEHI, representing 100% of
the issued and outstanding stock, which in turn, owns a 100% of the membership interests in DEPC.

On March 11, 2009, we foreclosed on the assets formerly held by CCEI and Biochips with a successful credit bid
of $6,000 to acquire the assets. The assets were subsequently assigned to DEPC. WECO, CCEI and Biochips are
joint borrowers on the term note issued to Prospect Capital. Effective July 1, 2008, this loan was placed on
non-accrual status.

Biochips, WECO, CCEI, Precision and WEHI currently have no material operations and no significant assets. As
of June 30, 2009, our Board of Directors assessed a fair value of $0 for all of these equity positions and the loan
position. We determined that the impairment of both CCEI and CCEHI as of June 30, 2009 was other than
temporary and recorded a realized loss for the amount that the amortized cost exceeds the fair value at June 30,
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2009. Our Board of Directors set the value of the remaining CCEHI investment at $1,976 and $2,530 as of
December 31, 2009 and June 30, 2009, respectively.

During the three months ended December 31, 2009, we created two new entities, Coalbed Inc. and Coalbed LLC,

to foreclose on the outstanding senior secured loan and assigned rights and interests of Conquest Cherokee, LLC

( Conquest ), as a result of the deterioration of Conquest s financial performance and inability to service debt
payments. We own 1,000 shares of common stock in Coalbed Inc., representing 100% of the issued and
outstanding common stock. Coalbed Inc., in turn owns 100% of the membership interest in Coalbed LLC.

On October 21, 2009, Coalbed LLC foreclosed on the loan formerly made to Conquest. As of December 31,
2009, our Board of Directors assessed a fair value of $3,686 for the equity and the loan position in Coalbed LLC.

In addition to the stated returns, the net profits interest held will be realized upon sale of the borrower or a sale of
the interests.

Gas Solutions Holdings, Inc. is a wholly-owned investment of us.

Entity was formed as a result of the debt restructuring of ESA Environmental Specialist, Inc. In early 2009, we
foreclosed on the two loans on non-accrual status and purchased the underlying personal and real property. We
own 1,000 shares of common stock in The Healing Staff ( THS ), f/k/a Lisamarie Fallon, Inc. representing 100%
ownership. We own 1,500 shares of Vets Securing America, Inc. ( VSA ), representing 100% ownership. VSA is a
holding company for the real property of Integrated Contract Services, Inc. ( ICS ) purchased during the
foreclosure process.

19
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
CONSOLIDATED SCHEDULE OF INVESTMENTS (CONTINUED)
December 31, 2009 and June 30, 2009
(in thousands, except share data)

Endnote Explanations for the Consolidated Schedule of Investments as of December 31, 2009 and June 30, 2009
(Continued)

10)

aan

(12)

Loan is with THS an affiliate of ICS.

On June 30, 2008, we consolidated our holdings in four coal companies into Yatesville Coal Holdings, Inc.

( Yatesville ), and consolidated the operations under one management team. As part of the transaction, the debt
that we held of C&A Construction, Inc. ( C&A ), Genesis Coal Corp. ( Genesis ), North Fork Collieries LLC ( North
Fork ) and Unity Virginia Holdings LLC ( Unity ) were exchanged for newly issued debt from Yatesville, and our
ownership interests in C&A, E&L Construction, Inc. ( E&L ), Whymore Coal Company Inc. ( Whymore ), Genesis
and North Fork were exchanged for 100% of the equity of Yatesville. This reorganization allows for a better
utilization of the assets in the consolidated group. Genesis Coal Corp. ( Genesis ), was not part of the transaction.

At December 31, 2009 and at June 30, 2009, Yatesville owned 100% of the membership interest of North Fork.
In addition, Yatesville held a $9,325 and $8,062, respectively, note receivable from North Fork as of those two
respective dates.

At December 31, 2009 and at June 30, 2009, Yatesville owned 90% and 87%, respectively, of the common stock
of Genesis and held a note receivable of $20,897 and $20,802, respectively, as of those two respective dates.

Yatesville held a note receivable of $4,261 from Unity at December 31, 2009 and at June 30, 2009.

There are several entities involved in Yatesville s investment in Whymore at June 30, 2009. As of June 30, 2009,
Yatesville owned 10,000 shares of common stock or 100% of the equity and held a $14,973 senior secured debt
receivable from C&A, which owns the equipment. Yatesville owned 10,000 shares of common stock or 100% of
the equity of E&L, which leases the equipment from C&A, employs the workers, is listed as the operator with the
Commonwealth of Kentucky, mines the coal, receives revenues and pays all operating expenses. Yatesville
owned 4,900 shares of common stock or 49% of the equity of Whymore, which applies for and holds permits on
behalf of E&L. Yatesville also owned 4,285 Series A convertible preferred shares in each of C&A, E&L and
Whymore. Whymore and E&L are guarantors under the C&A credit agreement with Yatesville.

In August 2009, Yatesville sold its 49% ownership interest in the common shares of Whymore to the 51% holder
of the Whymore common shares ( Whymore Purchaser ). All reclamation liability was transferred to the Whymore
Purchaser. In September 2009, Yatesville completed an auction for all of its equipment.

Yatesville currently has no material operations. As of December 31, 2009, our Board of Directors determined that
the impairment of Yatesville was other than temporary and we recorded a realized loss for the amount that the
amortized cost exceeds the fair value. Our Board of Directors set the value of the remaining Yatesville
investment at $1,035 as of December 31, 2009.

There are several entities involved in the Appalachian Energy Holdings LLC ( AEH ) investment. We own
warrants, the exercise of which will permit us to purchase 37,090 Class A common units of AEH at a nominal
cost and in near-immediate fashion. We own 200 units of Series A preferred equity, 241 units of Series B
preferred equity, and 500 units of Series C preferred equity of AEH. The senior secured notes are with C&S
Operating LLC and East Cumberland L.L.C., both operating companies owned by AEH.
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(3) On a fully diluted basis represents, 11.677% of voting common shares.

(14) Total common shares outstanding of 19,310,956 as of December 9, 2009 from Miller Petroleum, Inc. s Quarterly
Report on Form 10-Q filed on December 21, 2009 as applicable to our December 31, 2009 reporting date. Total
common shares outstanding of 15,811,856 as of March 11, 2009 from Miller s Quarterly Report on Form 10-Q
filed on March 16, 2009.

(15 A portion of the positions listed were issued by an affiliate of the portfolio company.

10 We own 99.9999% of AGC/PEP, LLC. AGC/PEP, LLC owns 2,038 out of a total of 83,639 shares (including
4,932 vested an unvested management options) of American Gilsonite Holding Company which owns 100% of
American Gilsonite Company.

(7 Syndicated investment which had been originated by another financial institution and broadly distributed.

(18)  Mistral Chip Holdings, LLC owns 44,800 shares out of 50,650 total shares outstanding of Chip Holdings, Inc.,
the parent company of Shearer s Foods, Inc., before adjusting for management options.

(19) The overriding royalty interests held receive payments at the stated rates based upon operations of the borrower.
200 On December 31, 2009, we sold our investment in Aylward Enterprises, LLC. AWCNC, LLC is the remaining

holding company with zero assets and our remaining outstanding debt has no value of December 31, 2009.
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PROSPECT CAPITAL CORPORATION AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009
(Unaudited)
(In thousands, except share and per share data)
Note 1. Organization
References hereinto we , us or our referto Prospect Capital Corporation ( Prospect ) and its subsidiary unless
context specifically requires otherwise.
We were formerly known as Prospect Energy Corporation, a Maryland corporation. We were organized on April 13,
2004 and were funded in an initial public offering ( IPO ), completed on July 27, 2004. We are a closed-end investment
company that has filed an election to be treated as a Business Development Company ( BDC ), under the Investment
Company Act of 1940 (the 1940 Act ). As a BDC, we have qualified and have elected to be treated as a regulated
investment company ( RIC ), under Subchapter M of the Internal Revenue Code. We invest primarily in senior and
subordinated debt and equity of companies in need of capital for acquisitions, divestitures, growth, development,
project financings, recapitalizations, and other purposes.
On May 15, 2007, we formed a wholly-owned subsidiary, Prospect Capital Funding, LLC, a Delaware limited liability
company, for the purpose of holding certain of our loan investments in the portfolio which are used as collateral for
our credit facility.
Note 2. Patriot Acquisition
On December 2, 2009, we acquired the outstanding shares of Patriot Capital Funding, Inc. ( Patriot ) common stock for
$201,083. Under the terms of the merger agreement, Patriot common shareholders received 0.363992 shares of our
common stock for each share of Patriot common stock, resulting in 8,444,068 shares of common stock being issued by
us. In connection with the transaction, we repaid all the outstanding borrowings of Patriot, in compliance with the
merger agreement.
On December 2, 2009, Patriot made a final dividend payment equal to its undistributed net ordinary income and
capital gains of $0.38 per share. In accordance with a recent IRS revenue procedure, the dividend was paid 10% in
cash and 90% in newly issued shares of Patriot s common stock. The exchange ratio was adjusted to give effect to the
final income distribution.
The merger has been accounted for as an acquisition of Patriot by Prospect in accordance with acquisition method of
accounting as detailed in ASC 805, Business Combinations ( ASC 805 ). The fair value of the consideration paid was
allocated to the assets acquired and liabilities assumed based on their fair values as of the date of acquisition. As
described in more detail in ASC 805, goodwill, if any, would have been recognized as of the acquisition date, if the
consideration transferred exceeded the fair value of identifiable net assets acquired. As of the acquisition date, the fair
value of the identifiable net assets acquired exceeded the fair value of the consideration transferred, and we recognized
the excess as a gain. A gain of $5,714 was recorded by Prospect in the quarter ended December 31, 2009 related to the
acquisition of Patriot. The acquisition of Patriot was negotiated in July 2009 with the purchase agreement being
signed on August 3, 2009. Between July 2009 and December 2, 2009, our valuation of certain of the investments
acquired from Patriot increased due to market improvement, which resulted in the recognition of the gain at closing.
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Preliminary Purchase Price Allocation

The purchase price has been allocated to the assets acquired and the liabilities assumed based on their estimated fair
values as summarized in the following table:

Cash (to repay Patriot debt) $ 107,313
Cash (to fund purchase of restricted stock from former Patriot employees) 970
Common stock issued (D 92,800
Total purchase price 201,083
Assets acquired:

Investments @ 207,126
Cash and cash equivalents 1,697
Other assets 3,859
Assets acquired 212,682
Other liabilities assumed (5,885)
Net assets acquired 206,797
Preliminary gain on Patriot acquisition (3 $ 5,714

(1) The value of the
shares of
common stock
exchanged with
the Patriot
common
shareholders
was based upon
the closing price
of our common
stock on
December 2,
2009, the price
immediately
prior to the
closing of the
transaction.

@ The fair value of
Patriot s
investments
were determined
by the Board of
Directors in
conjunction
with an
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independent
valuation agent.
This valuation
resulted in a
purchase price
which was
$98,150 below
the amortized
cost of such
investments. For
those assets
which are
performing,
Prospect will
record the
accretion to par
value in interest
income over the
remaining term
of the
investment.

) The preliminary

gain has been

determined

based upon the

estimated value

of certain

liabilities which

are not yet

settled. Any

changes to such

accruals will be

recoded in

future periods as

an adjustment to

such gain. We

do not believe

such

adjustments will

be material.
Preliminary Condensed Statement of Net Assets Acquired
The following condensed statement of net assets acquired reflects the preliminary values assigned to Patriot s net
assets as of the acquisition date, December 2, 2009.

Investment securities $ 207,126
Cash and cash equivalents 1,697
Other assets 3,859
Total assets 212,682
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Other liabilities (5,885)

Preliminary fair value of net assets acquired $ 206,797
22
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The following unaudited pro forma condensed combined financial information does not purport to be indicative of
actual financial position or results of our operations had the Patriot acquisition actually been consummated at the
beginning of each period presented. Certain one-time charges have been eliminated. The pro forma adjustments
reflecting the allocation of the purchase price of Patriot and the gain of $5,714 recognized on the Patriot Acquisition
have been eliminated from all periods presented. Management expects to realize net operating synergies from this
transaction. The pro forma condensed combined financial information does not reflect the potential impact of these
synergies and does not reflect any impact of additional accretion which would have been recognized on the
transaction, except for that which was recorded after the transaction was consummated on December 2, 2009.

Three months ended Six months ended
December 31, December 31,

2009 2008 2009 2008
Total Investment Income $ 30,730 $ 32,384 $ 60,298 $ 78,412
Net Investment Income 18,098 16,392 31,812 44,953
Net Increase (Decrease) in Net Assets Resulting
from Operations (15,901) (11,944) (26,766) 239
Net Increase (Decrease) in Net Assets Resulting
from Operations per share (0.25) (0.23) (0.44) 0.00

Note 3. Significant Accounting Policies

The following are significant accounting policies consistently applied by us:

Basis of Presentation

The accompanying interim financial statements, which are not audited, have been prepared in accordance with
accounting principles generally accepted in the United States of America ( GAAP ) for interim financial information
and pursuant to the requirements for reporting on Form 10-Q and Article 6 and 10 of Regulation S-X, as appropriate.
Use of Estimates

The preparation of GAAP financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts of income and
expenses during the reported period. Changes in the economic environment, financial markets, creditworthiness of our
portfolio companies and any other parameters used in determining these estimates could cause actual results to differ,
and these differences could be material.

Basis of Consolidation

Under the 1940 Act rules, the regulations pursuant to Article 6 of Regulation S-X and the American Institute of
Certified Public Accountants Audit and Accounting Guide for Investment Companies, we are precluded from
consolidating any entity other than another investment company or an operating company which provides
substantially all of its services and benefits to us. Our financial statements include our accounts and the accounts of
Prospect Capital Funding, LLC, our only wholly-owned, closely-managed subsidiary that is also an investment
company. All intercompany balances and transactions have been eliminated in consolidation.

Investment Classification

We are a non-diversified company within the meaning of the 1940 Act. We classify our investments by level of
control. As defined in the 1940 Act, control investments are those where there is the ability or power to exercise a
controlling influence over the management or policies of a company. Control is generally deemed to exist when a
company or individual possesses or has the right to acquire within 60 days or less, a beneficial ownership of 25% or
more of the voting securities of an investee company. Affiliated investments and affiliated companies are defined by a
lesser degree of influence and are deemed to exist through the possession outright or via the right to acquire within
60 days or less, beneficial ownership of 5% or more of the outstanding voting securities of another person.
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Investments are recognized when we assume an obligation to acquire a financial instrument and assume the risks for
gains or losses related to that instrument. Investments are derecognized when we assume an obligation to sell a
financial instrument and forego the risks for gains or losses related to that instrument. Specifically, we record all
security transactions on a trade date basis. Investments in other, non-security financial instruments are recorded on the
basis of subscription date or redemption date, as applicable. Amounts for investments recognized or derecognized but
not yet settled are reported as receivables for investments sold and payables for investments purchased, respectively,
in the Consolidated Statements of Assets and Liabilities.

Investment Risks

The Company s investments are subject to a variety of risks. Those risks include the following:

Market Risk

Market risk represents the potential loss that can be caused by a change in the fair value of the financial instrument.
Credit Risk

Credit risk represents the risk that the Partnership would incur if the counterparties failed to perform pursuant to the
terms of their agreements with the Partnership.

Liquidity Risk

Liquidity risk represents the possibility that the Partnership may not be able to rapidly adjust the size of its positions in
times of high volatility and financial stress at a reasonable price.

Interest Rate Risk

Interest rate risk represents a change in interest rates, which could result in an adverse change in the fair value of an
interest-bearing financial instrument.

Prepayment Risk

Most of the Company s debt investments allow for prepayment of principal without penalty. Downward changes in
interest rates may cause prepayments to occur at a faster than expected rate, thereby effectively shortening the
maturity of the security and making the security less likely to be an income producing instrument.

Investment Valuation

Our Board of Directors has established procedures for the valuation of our investment portfolio. These procedures are
detailed below.

Investments for which market quotations are readily available are valued at such market quotations.

For most of our investments, market quotations are not available. With respect to investments for which market
quotations are not readily available or when such market quotations are deemed not to represent fair value, our Board
of Directors has approved a multi-step valuation process each quarter, as described below:

1) Each portfolio company or investment is reviewed by our investment professionals with the independent
valuation firm;

2) the independent valuation firm engaged by our Board of Directors conducts independent appraisals and makes
their own independent assessment;

3) the audit committee of our Board of Directors reviews and discusses the preliminary valuation of our
Investment Adviser and that of the independent valuation firm; and

4) the Board of Directors discusses 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 firm and the
audit committee.
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Investments are valued utilizing a market approach, an income approach, or both approaches, as appropriate. The
market approach uses prices and other relevant information generated by market transactions involving identical or
comparable assets or liabilities (including a business). The income approach uses valuation techniques to convert
future amounts (for example, cash flows or earnings) to a single present value amount (discounted) calculated based
on an appropriate discount rate. The measurement is based on the net present value indicated by current market
expectations about those future amounts. In following these approaches, the types of factors that we may take into
account in fair value pricing our investments include, as relevant: available current market data, including relevant and
applicable market trading and transaction comparables, applicable market yields and multiples, security covenants,
call protection provisions, information rights, the nature and realizable value of any collateral, the portfolio company s
ability to make payments, its earnings and discounted cash flows, the markets in which the portfolio company does
business, comparisons of financial ratios of peer companies that are public, M&A comparables, the principal market
and enterprise values, among other factors.

In September 2006, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Codification
( ASC ) 820, Fair Value Measurements and Disclosures ( ASC 820 ). ASC 820 defines fair value, establishes a
framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. We adopted
ASC 820 on a prospective basis beginning in the quarter ended September 30, 2008.

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

Level I: Quoted prices in active markets for identical assets or liabilities, accessible by us at the measurement date.
Level 2: Quoted prices for similar assets or liabilities in active markets, or quoted prices for identical or similar assets
or liabilities in markets that are not active, or other observable inputs other than quoted prices.

Level 3: Unobservable inputs for the asset or liability.

In all cases, the level in the fair value hierarchy within which the fair value measurement in its entirety falls has been
determined based on the lowest level of input that is significant to the fair value measurement. Our assessment of the
significance of a particular input to the fair value measurement in its entirety requires judgment and considers factors
specific to each investment. The changes to GAAP from the application of ASC 820 relate to the definition of fair
value, framework for measuring fair value, and the expanded disclosures about fair value measurements. ASC 8§20
applies to fair value measurements already required or permitted by other standards. In accordance with ASC 820, the
fair value of our investments is defined as the price that we would receive upon selling an investment in an orderly
transaction to an independent buyer in the principal or most advantageous market in which that investment is
transacted.

In April 2009, the FASB issued ASC Subtopic 820-10-65, Determining Fair Value When the Volume and Level of
Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly

( ASC 820-10 ). This update provides further clarification for ASC 820 in markets that are not active and provides
additional guidance for determining when the volume of trading level of activity for an asset or liability has
significantly decreased and for identifying circumstances that indicate a transaction is not orderly. ASC 820-10-65 is
effective for interim and annual reporting periods ending after June 15, 2009. The adoption of ASC 820-10-65 for the
three and six months ended December 31, 2009, did not have any effect on our net asset value, financial position or
results of operations as there was no change to the fair value measurement principles set forth in ASC 820.

Valuation of Other Financial Assets and Financial Liabilities

In February 2007, FASB issued ASC Subtopic 820-10-05-1, The Fair Value Option for Financial Assets and
Financial Liabilities ( ASC 820-10-05-1 ). ASC 820-10-05-1 permits an entity to elect fair value as the initial and
subsequent measurement attribute for many of assets and liabilities for which the fair value option has been elected
and similar assets and liabilities measured using another measurement attribute. We adopted this statement on July 1,
2008 and have elected not to value other assets and liabilities at fair value as would be permitted by ASC 820-10-05-1.
Revenue Recognition

Realized gains or losses on the sale of investments are calculated using the specific identification method.

Interest income, adjusted for amortization of premium and accretion of discount, is recorded on an accrual basis.
Origination, closing and/or commitment fees associated with investments in portfolio companies are accreted into
interest income over the respective terms of the applicable loans. Accretion of such purchase discounts or premiums is
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calculated by the effective interest method as of the purchase date and adjusted only for material amendments or
prepayments. Upon the prepayment of a loan or debt security, any prepayment penalties and unamortized loan
origination, closing and commitment fees are recorded as interest income. The purchase discount for portfolio
investments acquired from Patriot was determined based on the difference between par value and fair market value as
of December 2, 2009, and will continue to accrete until maturity or repayment of the respective loans.
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Dividend income is recorded on the ex-dividend date.

Structuring fees and similar fees are recognized as income as earned, usually when paid. Structuring fees, excess deal
deposits, net profits interests and overriding royalty interests are included in other income.

Loans are placed on non-accrual status when principal or interest payments are past due 90 days or more or when
there is reasonable doubt that principal or interest will be collected. Accrued interest is generally reversed when a loan
is placed on non-accrual status. Interest payments received on non-accrual loans may be recognized as income or
applied to principal depending upon management s judgment. Non-accrual loans are restored to accrual status when
past due principal and interest is paid and in management s judgment, are likely to remain current.

Federal and State Income Taxes

We have elected to be treated as a regulated investment company and intend to continue to comply with the
requirements of the Internal Revenue Code of 1986 (the Code ), applicable to regulated investment companies. We are
required to distribute at least 90% of our investment company taxable income and intend to distribute (or retain
through a deemed distribution) all of our investment company taxable income and net capital gain to stockholders;
therefore, we have made no provision for income taxes. The character of income and gains that we will distribute is
determined in accordance with income tax regulations that may differ from GAAP. Book and tax basis differences
relating to stockholder dividends and distributions and other permanent book and tax differences are reclassified to
paid-in capital.

If we do not distribute (or are not deemed to have distributed) at least 98% of our annual taxable income in the
calendar year it is earned, we will generally be required to pay an excise tax equal to 4% of the amount by which 98%
of our annual taxable income exceeds the distributions from such taxable income for the year. To the extent that we
determine that our estimated current year annual taxable income will be in excess of estimated current year dividend
distributions from such taxable income, we accrue excise taxes, if any, on estimated excess taxable income as taxable
income is earned using an annual effective excise tax rate. The annual effective excise tax rate is determined by
dividing the estimated annual excise tax by the estimated annual taxable income.

We adopted FASB ASC 740, Income Taxes ( ASC 740 ). ASC 740 provides guidance for how uncertain tax positions
should be recognized, measured, presented, and disclosed in the financial statements. ASC 740 requires the evaluation
of tax positions taken or expected to be taken in the course of preparing our tax returns to determine whether the tax
positions are more-likely-than-not of being sustained by the applicable tax authority. Tax positions not deemed to
meet the more-likely-than-not threshold are recorded as a tax benefit or expense in the current year. Adoption of ASC
740 was applied to all open tax years as of July 1, 2007. The adoption of ASC 740 did not have an effect on our net
asset value, financial condition or results of operations as there was no liability for unrecognized tax benefits and no
change to our beginning net asset value. As of December 31, 2009 and for the three and six months then ended, we did
not have a liability for any unrecognized tax benefits. Management s determinations regarding ASC 740 may be
subject to review and adjustment at a later date based upon factors including, but not limited to, an on-going analysis
of tax laws, regulations and interpretations thereof.

Dividends and Distributions

Dividends and distributions to common stockholders are recorded on the ex-dividend date. The amount, if any, to be
paid as a dividend or distribution is approved by our Board of Directors each quarter and is generally based upon our
management s estimate of our earnings for the quarter. Net realized capital gains, if any, are distributed at least
annually.

Financing Costs

We record origination expenses related to our credit facility as deferred financing costs. These expenses are deferred
and amortized as part of interest expense using the effective interest method over the stated life of the facility.

We record registration expenses related to shelf filings as prepaid assets. These expenses consist principally of
Securities and Exchange Commission (  SEC ) registration fees, legal fees and accounting fees incurred. These prepaid
assets will be charged to capital upon the receipt of an equity offering proceeds or charged to expense if no offering
completed.

Guarantees and Indemnification Agreements
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We follow FASB ASC 460, Guarantees ( ASC 460 ). ASC 460 elaborates on the disclosure requirements of a
guarantor in its interim and annual financial statements about its obligations under certain guarantees that it has
issued. It also requires a guarantor to recognize, at the inception of a guarantee, for those guarantees that are covered
by ASC 460, the fair value of the obligation undertaken in issuing certain guarantees. ASC 460 did not have a material
effect on the financial statements. Refer to Note 4, Note 8 and Note 11 for further discussion of guarantees and
indemnification agreements.
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Per Share Information

Net increase or decrease in net assets resulting from operations per common share are calculated using the weighted
average number of common shares outstanding for the period presented. Diluted net increase or decrease in net assets
resulting from operations per share are not presented as there are no potentially dilutive securities outstanding.
Subsequent Events

In May 2009, the FASB issued ASC 855, Subsequent Events ( ASC 855 ). ASC 855 establishes general standards of
accounting for and disclosure of events that occur after the balance sheet date but before financial statements are
issued or are available to be issued. The standard, which includes a new required disclosure of the date through which
an entity has evaluated subsequent events, is effective for interim or annual periods ending after June 15, 2009. We
evaluated all events or transactions that occurred after December 31, 2009 up through February 9, 2009, the date we
issued the accompanying financial statements. During this period, we did not have any material recognizable
subsequent events other than those disclosed in our financial statements.

Recent Accounting Pronouncements

In June 2009, the FASB issued ASC 105, Generally Accepted Accounting Principles ( ASC 105 ), which establishes the
FASB Codification which supersedes all existing accounting standard documents and will become the single source of
authoritative non-governmental U.S. GAAP. All other accounting literature not included in the Codification will be
considered non-authoritative. The Codification did not change GAAP but reorganizes the literature. ASC 105 is
effective for interim and annual periods ending after September 15, 2009. We have conformed our financial
statements and related Notes to the new Codification for the quarter ended December 31, 2009.

In June 2009, the FASB issued ASC 860, Accounting for Transfers of Financial Assets an amendment to FAS 140

( ASC 860 ). ASC 860 improves the relevance, representational faithfulness, and comparability of the information that
a reporting entity provides in its financial statements about a transfer of financial assets: the effects of a transfer on its
financial position, financial performance, and cash flows: and a transferor s continuing involvement, if any, in
transferred financial assets. ASC 860 is effective as of the beginning of each reporting entity s first annual reporting
period that begins after November 15, 2009, for interim periods within that first annual reporting period and for
interim and annual reporting periods thereafter. Our management does not believe that the adoption of the amended
guidance in ASC 860 will have a significant effect on our financial statements.

In June 2009, the FASB issued ASC 810, Amendments to FASB Interpretation No. 46(R) ( ASC 810 ). ASC 810 is
intended to (1) address the effects on certain provisions of FASB Interpretation No. 46 (revised December 2003),
Consolidation of Variable Interest Entities, as a result of the elimination of the qualifying special-purpose entity
concept in ASC 860, and (2) constituent concerns about the application of certain key provisions of Interpretation
46(R), including those in which the accounting and disclosures under the Interpretation do not always provided timely
and useful information about an enterprise s involvement in a variable interest entity. ASC 810 is effective as of the
beginning of our first annual reporting period that begins after November 15, 2009. Our management does not believe
that the adoption of the amended guidance in ASC 860 will have a significant effect on our financial statements.

In August 2009, the FASB issued Accounting Standards Update ( ASU ) 2009-05, Measuring Liabilities at Fair Value,
to amend FASB Accounting Standards Codification ASC 820, Fair Value Measurements and Disclosures ( ASC 820 ),
to clarify how entities should estimate the fair value of liabilities. ASC 820, as amended, includes clarifying guidance
for circumstances in which a quoted price in an active market is not available, the effect of the existence of liability
transfer restrictions, and the effect of quoted prices for the identical liability, including when the identical liability is
traded as an asset. We adopted ASU 2009-05 effective October 1, 2009. The amended guidance in ASC 820 does not
have a significant effect on our financial statements for the quarter ended December 31, 2009.

In September 2009, the FASB issued ASU 2009-12, Measuring Fair Value of Certain Investments ( ASU 2009-12 ).
This update provides further amendments to ASC 820 to offer investors a practical expedient for measuring the fair
value of investments in certain entities that calculate net asset value per share. Specifically, measurement using net
asset value per share is reasonable for investments within the scope of ASU 2009-12. We adopted ASU 2009-12
effective October 1, 2009. The amended guidance in ASC 820 does not have a significant effect on our financial
statements for the quarter ended December 31, 2009.
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In January 2010, the FASB issued Accounting Standards Update 2010-06, Fair Value Measurements and Disclosures

(Topic 820): Improving Disclosures about Fair Value Measurements ( ASC 2010-06 ). ASU 2010-06 amends ASC
820-10 and clarifies and provides additional disclosure requirements related to recurring and non-recurring fair value
measurements and employers disclosures about postretirement benefit plan assets. ASU 2010-06 is effective for
interim and annual reporting periods beginning after December 15, 2009. Our management does not believe that the
adoption of the amended guidance in ASC 820-10 will have a significant effect on our financial statements.

Note 4. Portfolio Investments

At December 31, 2009, we had invested in 55 long-term portfolio investments, which had an amortized cost of
$633,636 and a fair value of $648,135. At June 30, 2009, we had invested in 30 long-term portfolio investments,

which had an amortized cost of $531,424 and a fair value of $547,168.

As of December 31, 2009, we own controlling interests in Ajax Rolled Ring & Machine ( Ajax ), AWCNC, LLC, C&J
Cladding, LLC ( C&J ), Change Clean Energy Holdings, Inc. ( CCEHI ), Coalbed, Inc./Coalbed, LLC (formerly
Conquest Cherokee, LLC) ( Coalbed ), Fischbein, LLC ( Fischbein ), Freedom Marine Services LLC ( Freedom Marine )
Gas Solutions Holdings, Inc. ( GSHI ), Integrated Contract Services, Inc. ( ICS ), Iron Horse Coiled Tubing, Inc. ( Iron
Horse ), NRG Manufacturing, In