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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

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
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Exchange Act.

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

The aggregate market value of common stock held by non-affiliates of the Registrant on March 31, 2017 based on the
closing price on that date of $8.14 on the NASDAQ Global Select Market was approximately $567 million. For the

purposes of calculating the aggregate market value of common stock held by non-affiliates, all directors and executive
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officers of the Registrant have been treated as affiliates. There were 71,060,836 shares of the Registrant’s common
stock outstanding as of November 29, 2017.

Documents Incorporated by Reference: Portions of the Registrant’s Proxy Statement relating to the Registrant’s 2018
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, or the Report, except where the context suggests otherwise, the terms “Company,”
“we,” “our” or “us” refer to PennantPark Investment Corporation and its consolidated subsidiaries; “PennantPark Investment”
refers to only PennantPark Investment Corporation; “our SBIC Funds” refers collectively to our consolidated
subsidiaries, PennantPark SBIC LP, or SBIC I, and its general partner, PennantPark SBIC GP, LL.C, and PennantPark
SBIC II LP, or SBIC II, and its general partner, PennantPark SBIC GP II, LLC; “Taxable Subsidiaries” refers to PNNT
Cascade Environmental Holdings, LLC, PNNT CI (Galls) Prime Investment Holdings, LLC, PNNT ecoserve, LLC,
PNNT Investment Holdings, LL.C and PNNT New Gulf Resources, LLC; “PennantPark Investment Advisers” or
“Investment Adviser” refers to PennantPark Investment Advisers, LLC; and “PennantPark Investment Administration” or
“Administrator” refers to PennantPark Investment Administration, LLC. “SBA” refers to the Small Business
Administration; “SBIC” refers to a small business investment company licensed by the SBA; “Credit Facility” refers to
our multi-currency, senior secured revolving credit facility, as amended and restated; “2025 Notes” refers to our 6.25%
senior notes due 2025; “2019 Notes” refers to our 4.50% notes due 2019; “1940 Act” refers to the Investment Company
Act of 1940, as amended; “Code” refers to the Internal Revenue Code of 1986, as amended; “RIC” refers to a regulated
investment company under the Code; and “BDC” refers to a business development company under the 1940 Act.
References to our portfolio, our investments and our business include investments we make through our SBIC Funds

and other consolidated subsidiaries. Some of the statements in this annual report constitute forward-looking

statements, which apply to us and relate to future events, future performance or future financial condition. The
forward-looking statements involve risks and uncertainties for us 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.

Item 1.Business
General Business of PennantPark Investment Corporation

PennantPark Investment Corporation is a BDC whose objectives are to generate both current income and capital
appreciation while seeking to preserve capital through debt and equity investments primarily made to U.S.
middle-market companies in the form of first lien secured debt, second lien secured debt, subordinated debt and equity
investments.

We believe middle-market companies offer attractive risk-reward to investors due to the limited amount of capital
available for such companies. We seek to create a diversified portfolio that includes first lien secured debt, second lien
secured debt, subordinated debt and equity investments by investing approximately $10 million to $50 million of
capital, on average, in the securities of middle-market companies. We expect this investment size to vary
proportionately with the size of our capital base. We use the term “middle-market” to refer to companies with annual
revenues between $50 million and $1 billion. 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. Securities rated below investment grade are often referred to as “leveraged loans” or “high
yield” securities or “junk bonds” and are often higher risk compared to debt instruments that are rated above investment
grade and have speculative characteristics. Our debt investments may generally range in maturity from three to ten
years and, are made to U.S. and to a limited extent, non-U.S. corporations, partnerships and other business entities
which operate in various industries and geographical regions.

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. We have used, and expect to
continue to use, our Credit Facility, SBA debentures, proceeds from the rotation of our portfolio and proceeds from
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public and private offerings of securities to finance our investment objectives.
Organization and Structure of PennantPark Investment Corporation

PennantPark Investment Corporation, a Maryland corporation organized in January 2007, is a closed-end, externally
managed, non-diversified investment company that has elected to be treated as a BDC under the 1940 Act. In addition,
for federal income tax purposes we have elected to be treated, and intend to qualify annually, as a RIC under the Code.

Our wholly owned subsidiaries, SBIC I and SBIC II, were organized as Delaware limited partnerships in May 2010
and July 2012, respectively. SBIC I and SBIC II received licenses from the SBA to operate as SBICs under

Section 301(c) of the Small Business Investment Act of 1958, as amended, or the 1958 Act, in 2010 and 2013,
respectively. Our SBIC Funds’ objectives are to generate both current income and capital appreciation through debt
and equity investments generally by investing with us in SBA-eligible businesses that meet the investment selection
criteria used by PennantPark Investment.

Our Investment Adviser and Administrator

We utilize the investing experience and contacts of PennantPark Investment Advisers in developing what we believe
is an attractive and diversified portfolio. The senior investment professionals of the Investment Adviser have worked
together for many years and average over 25 years of experience in the senior lending, 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 changing economic and 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 Investment Adviser’s inception in 2007, it has invested $6.8 billion
in 455 companies with almost 180 different financial sponsors through its managed funds.

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 Securities and Exchange Commission, or the SEC, and the SBA. The Administrator assists in the
determination and publication of our net asset value, or NAV, oversees the preparation and filing of our tax returns,
and monitors the payment of our expenses as well as the performance of administrative and professional services
rendered to us by others. Furthermore, our Administrator offers, on our behalf, significant managerial assistance to
those portfolio companies to which we are required to offer such assistance. See “Risk Factors—Risks Relating to our
Business and Structure—There are significant potential conflicts of interest which could impact our investment returns’
for more information.

B

Market Opportunity

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

We believe middle-market companies have faced difficulty raising debt in private markets. From time to time, banks,
finance companies, hedge funds and collateralized loan obligation, or CLO, funds have withdrawn, and may again
withdraw, capital from the middle-market, resulting in opportunities for alternative funding sources.
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We believe middle-market companies have faced difficulty in raising debt through the capital markets. Many
middle-market companies look to raise funds by issuing high-yield bonds. We believe this approach to financing
becomes difficult at times when institutional investors seek 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 securities from time to time.
We believe that credit market dislocation for middle-market companies improves the risk-reward on our investments.
From time to time, 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 loans provided by other sources, and we believe that our capital is well-positioned to
partner with such equity investors.
We believe there is a substantial supply of opportunities resulting from maturing loans that seek refinancing. A high
volume of financings will come due in the next few years. Additionally, we believe that demand for debt financing
from middle-market companies will remain strong because these companies will continue to require credit to
refinance existing debt, to support growth initiatives and to finance acquisitions. We believe the combination of
strong demand by middle-market companies and from time to time the reduced supply of credit described above
should increase lending opportunities for us. We believe this supply of opportunities coupled with lack of demand
offers attractive risk-reward to investors.

Competitive Advantages

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

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

Lending to middle-market companies requires in-depth diligence, credit expertise, restructuring experience and active
portfolio management. For example, lending to middle-market companies in the United States is generally more labor
intensive than lending to larger companies due to the smaller size of each investment and the fragmented nature of the
information available with respect to such companies. We are able to provide value-added customized financial
solutions to middle-market companies as a result of specialized due diligence, underwriting capabilities and more
extensive ongoing monitoring required as lenders.

b) Disciplined Investment Approach with Strong Value Orientation
We employ a disciplined approach in selecting investments that meet the long-standing, consistent value-oriented
investment selection criteria employed by our 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 this approach continues to enable us to build an attractive investment portfolio that meets our
return and value criteria over the long-term.

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
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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 “Investment Selection
Criteria” for more information.

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.

c¢) Ability to Source and Evaluate Transactions through our Investment Adviser’s Proactive, Research Capability and

Established Network

The management team of our 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.

d)Flexible Transaction Structuring
We are flexible in structuring investments and tailor investments to meet the needs of a portfolio company while also
generating attractive risk-adjusted returns. We can invest in all parts of a capital structure and our Investment 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 consistent positive
risk-adjusted returns.

We believe that the in-depth 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 opportunity.

10



Edgar Filing: PENNANTPARK INVESTMENT CORP - Form 10-K

Competition

Our primary competitors provide financing to middle-market companies and include other BDCs, commercial and
investment banks, commercial finance companies, CLO funds and, to the extent 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 in middle-market companies can be
intense. However, we believe that from time to time there has been a reduction in the amount of debt capital available
to middle-market companies, which we believe 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 BDC. See “Risk Factors—Risks Relating to our Business and Structure—We operate in a highly competitive market for
investment opportunities” for more information.

Leverage

We maintain a multi-currency $445 million Credit Facility, which matures in May 2022. The Credit Facility is secured
by substantially all of our investment portfolio assets (excluding the assets of our SBIC Funds). We had $79.4 million
and $50.3 million of debt outstanding under the Credit Facility with a weighted average interest rate of 2.42% and
2.76% as of September 30, 2017 and 2016, respectively, excluding undrawn commitment fees. The Credit Facility is a
five-year revolving facility with a stated maturity date of May 25, 2022, with a one-year term-out period following its
fourth year and pricing set at 225 basis points over the London Interbank Offered Rate, or LIBOR. As of September
30,2017 and 2016, we had $365.6 million and $494.7 million, respectively, of unused borrowing capacity under our
Credit Facility subject to the regulatory restrictions. We believe that our capital resources will provide us with the
flexibility to take advantage of market opportunities when they arise. Our use of leverage, as calculated under the asset
coverage requirements of the 1940 Act, may generally range between 60% and 80% of our net assets. As of
September 30, 2017, we were in compliance with the terms of our Credit Facility.

As of September 30, 2017 and 2016, our SBIC Funds had $300.0 million and $225.0 million in debt commitments,
respectively, of which $199.0 million and $197.5 million was drawn, with a weighted average interest rate of 3.70%
and 3.44%, exclusive of the 3.43% of upfront fees. The SBA debentures mature between September 2020 and
September 2027. SBA debentures offer competitive terms such as being non-recourse to us, a 10-year maturity,
semi-annual interest payments, not requiring 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 our SBIC Funds and have a
priority claim over such assets relative to all other creditors. See “Regulation” for more information.

As of September 30, 2017 and 2016, we had $250.0 million in aggregate principal amount of 2019 Notes outstanding.
Interest on the 2019 Notes accrues at a rate of 4.50% per year and is paid semi-annually. The 2019 Notes mature on
October 1, 2019. The 2019 Notes are general, unsecured obligations and rank equal in right of payment with all of our
existing and future senior unsecured indebtedness. The 2019 Notes are structurally subordinated to our SBA
debentures and the assets pledged or secured under our Credit Facility. The 2019 Notes may be repurchased from time
to time in open market purchases and privately-negotiated transactions.

As of September 30, 2016, we had $71.3 million in aggregate principal amount of 6.25% notes due 2025, or 2025
Notes, outstanding. Interest on the 2025 Notes was paid at a rate of 6.25% per year and was paid quarterly. On June
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29, 2017, the 2025 Notes were redeemed in full and no amounts were outstanding as of September 30, 2017. The 2025
Notes had been scheduled to mature on February 1, 2025. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” for more information.

Investment Policy Overview

We seek to create a diversified portfolio that includes first lien secured debt, second lien secured debt, subordinated

debt and, to a lesser extent, equity by targeting an investment size of $10 million to $50 million in securities, on

average, 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 unrated 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.
Securities rated below investment grade are often referred to as “leveraged loans” or “high yield” securities or “junk bonds”
and are often higher risk compared to debt instruments that are rated above investment grade and have speculative
characteristics. 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 first lien secured debt, second lien secured
debt, subordinated debt and, to a lesser extent, equity investments in qualifying assets such as private, or thinly traded
or small market-capitalization, U.S. middle-market public companies. In addition, we may invest up to 30% of our
portfolio in non-qualifying assets. These non-qualifying assets may include investments in public companies whose
securities are not thinly traded or have a market capitalization of greater than $250 million, securities of

middle-market companies located outside of the United States and investment companies as defined in the 1940 Act.
We may acquire investments in the secondary market. See “Regulation—Qualifying Assets” and “Investment Selection
Criteria” for more information.

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, under the 1940 Act we may not change the nature of our business so as to cease to be, or withdraw our
election as, a BDC. 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 securities. Nevertheless, the effects of changes to our
operating policies and strategies may adversely affect our business, our ability to make distributions and the value of
our securities.

First Lien Secured Debt

Structurally, first lien secured debt ranks senior in priority of payment to second lien secured debt, subordinated debt
and equity, and benefits from a senior security 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 second lien secured debt and subordinated debt, first lien secured debt generally
earns a lower return than second lien secured debt and subordinated debt. In some cases first lien 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.

Second Lien Secured Debt

12
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Second lien secured debt usually ranks junior in priority of payment to first lien secured debt. Second lien secured
debt holds a second priority with regard to right of payment in the event of insolvency. Second lien secured debt ranks
senior to subordinated debt and common and preferred equity in borrowers’ capital structures. Due to its higher risk
profile and often less restrictive covenants as compared to first lien secured debt, second lien secured debt generally
earns a higher return than first lien secured debt. In many cases, second lien secured debt investors 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.

13
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Subordinated Debt

Structurally, subordinated debt usually ranks junior in priority of payment to first lien secured debt and second lien
secured debt, and are often unsecured. As such, other creditors may rank senior to us in the event of insolvency.
Subordinated debt ranks senior to common and preferred equity in borrowers’ capital structures. Due to its higher risk
profile and often less restrictive covenants as compared to first lien secured debt and second lien secured debt,
subordinated debt generally earns a higher return than first lien secured debt and second lien secured debt. In many
cases, subordinated debt investors 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.

Investment Selection Criteria

We are committed to a value-oriented philosophy used by the senior investment professionals who manage our
portfolio and seek to minimize the risk of capital loss without foregoing potential for capital appreciation.

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.
Generally, we seek to use our experience and access to market information to identify investment opportunities and to
structure investments efficiently and effectively.

a) Leading and defensible competitive market positions
The Investment Adviser invests in portfolio companies that it believes have developed strong positions within their
markets and exhibit the potential to maintain sufficient cash flows and profitability to service their obligations in a
range of economic environments. The Investment Adviser also seeks to invest in portfolio companies that it believes
possess competitive advantages, for example, in scale, scope, customer loyalty, product pricing or product quality as
compared to their competitors to protect their market position.

b)Investing in stable borrowers with positive cash flow

Our investment philosophy places a premium on fundamental analysis and has a distinct value-orientation. The
Investment Adviser invests in portfolio companies it believes to be stable and well-established, with strong cash flows
and profitability. The Investment Adviser believes these attributes indicate portfolio companies that may be
well-positioned to maintain consistent cash flow to service and repay their liabilities and maintain growth in their
businesses or their relative market share. The Investment Adviser currently does not expect to invest significantly in
start-up companies, companies in turnaround situations or companies with speculative business plans, although we are
permitted to do so.

¢)Proven management teams
The Investment Adviser focuses on investments in which the portfolio company has an experienced management team
with an established track record of success. The Investment Adviser typically requires that portfolio companies have
in place proper incentives to align management’s goals with our goals, including having equity interests.

d)Financial sponsorship
The Investment Adviser may seek to cause us to participate in transactions sponsored by what it believes to be trusted
financial sponsors. The Investment Adviser believes that a financial sponsor’s willingness to invest significant equity
capital in a portfolio company is an implicit endorsement of the quality of that portfolio company. Further, financial
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sponsors of portfolio companies with significant investments at risk may have the ability, and a strong incentive, to
contribute additional capital in difficult economic times should financial or operational issues arise so as to maintain
their ownership position.

e)Investments in different borrowers, industries and geographies
The Investment