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Dear TCAP Shareholders:

What a difference a year makes. In last year's shareholders’ letter, | wrote, “In summary, we
could not be more pleased with our performance, nor could we be more concerned about the
gconomy and the capital markets.” Thankfully, we remain very pleased with TCAP's performance;
and also thankfully, we are now somewnhat less concerned about the economy and much less
concerned about the capital markets.

Fiscal 2009 saw continued operating growth at TCAP. Total investment income increased
30.0%, net investment income increased 32.3%, and our dividends and distributions increased
16.0%. New investment activity slowed considerably in the first half of the year but regained
momentum in the second half of the year. For the full year, we funded $48.5 million in new

investments and continued to establish TCAP as a major player in lower middle market financings.

At year end, our total investment portfolio included 37 investments totaling $201.3 million.

Our portfolio was not immune to the severe general economic recession of 2009. On

January 1, 2009, only 3.2% of the portfolio was on non-accrual, while 8.0% was on non-accrual
at year end. In general, we saw our portfolio companies cut expenses as revenues slowed.
From every aspect, 2009 was a difficult year for operating companies, but we believe our
portfolio generally has been able to weather the downturn quite successfully. As the economy
begins to strengthen — albeit very slowly at this point — we see considerable operating leverage
in the portfolio due to the level of expense reductions implemented in 2009.

Ayear ago, we were quite anxious about the state of the capital markets. Fortunately, these
markets began to stabilize early in the year, and TCAP was able to complete a small equity
offering in April, followed by two additional small equity offerings in August and December. In
total, we raised $47.3 million in new equity capital during 2009. This additional capital allowed
us to remain active in lower middle market financings throughout the year and to continue to
tap additional SBA debt capital at attractive rates.

Perhaps the greatest problem for many Business Development Companies in 2009 was the
lack of debt capital on acceptable terms and the inability to renew expiring debt financings.
Fortunately, TCAP's sole source of debt is ten-year fixed-rate debentures guaranteed by the
U.S. Small Business Administration (SBA). This attractive source of long-term debt has
provided us an important operating benefit, and it was very significant that in 2009, Congress
raised the maximum debt available to companies such as TCAP. We have applied for a
second license from the SBA, which we hope to receive in 2010; with two licenses, TCAP will
have access to a maximum of $225.0 million in SBA debentures.

Finally, we were pleased that our operating performance enabled us to increase our dividends
and distributions per share from $1.44 in 2008 to $1.67 in 2009. We remain committed to the
basic premise that a Business Development Company should earn its dividend and believe that
this somewnhat old-fashioned policy has served our shareholders well.

We enter this new year with renewed commitment to our market, our employees, and our
shareholders. Thank you for your continued support.

Sincerely,

Garland S. Tucker, lll
President & Chief Executive Officer
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EXPLANATORY NOTE

This Form 10-K/A amends the Annual Report on Form 10-K of Triangle Capital Corporation for the year
ended December 31, 2009 filed with the Securities and Exchange Commission on March 10, 2010 (the
“Form 10-K”) for the sole purpose of correcting typographical errors to the Audit and Internal Control Reports
of the Independent Registered Public Accounting Firm included for purposes of Part II, Item 8.

No other change has been made to the Form 10-K. This Form 10-K/A speaks as of the original filing
date of the Form 10-K, does not reflect events that may have occurred subsequent to the original filing date,
and does not modify or update in any way disclosures made in the Form 10-K.

FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements which are subject to the safe harbor provisions
of the Private Securities Litigation Reform Act of 1995. Statements that are not historical are forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. Some of the statements in this Annual Report constitute forward-looking statements
because they relate to future events or our future performance or financial condition. Forward-looking
statements may include, among other things, statements as to our future operating results, our business
prospects and the prospects of our portfolio companies, the impact of the investments that we expect to make,
the ability of our portfolio companies to achieve their objectives, our expected financings and investments, the
adequacy of our cash resources and working capital, and the timing of cash flows, if any, from the operations
of our portfolio companies. Words such as “expect,” “anticipate,” “target,” “goals,” “project,” “intend,”
“plan,” “believe,” “seek,” “estimate,” “continue,” “forecast,” “may,” “should,” “potential,” variations of such
words, and similar expressions indicate a forward-looking statement, although not all forward-looking
statements include these words. Readers are cautioned that the forward-looking statements contained in this
Annual Report are only predictions, are not guarantees of future performance, and are subject to risks, events,
uncertainties and assumptions that are difficult to predict. Our actual results could differ materially from those
implied or expressed in the forward-looking statements for any reason, including the factors discussed in
Item 1A entitled “Risk Factors” in Part I of this Annual Report and elsewhere in this Annual Report. Other
factors that could cause actual results to differ materially include changes in the economy, risks associated
with possible disruption in our operations or the economy generally due to terrorism, and future changes in
laws or regulations and conditions in our operating areas. These statements are based on our current
expectations, estimates, forecasts, information and projections about the industry in which we operate and the
beliefs and assumptions of our management as of the date of this Annual Report. We assume no obligation to
update or revise any forward-looking statements, whether as a result of new information, future events or
otherwise, unless we are required to do so by law. Although we undertake no obligation to revise or update
any forward-looking statements, whether as a result of new information, future events or otherwise, you are
advised to consult any additional disclosures that we may make directly to you or through reports that we in
the future may file with the SEC, including annual reports on Form 10-K, quarterly reports on Form 10-Q and
current reports on Form 8-K.

» o« » o«

» o«
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PART I

Item 1. Business.
Formation of Our Company

We are a Maryland corporation incorporated on October 10, 2006, for the purposes of acquiring 100% of
the equity interests in Triangle Mezzanine Fund LLLP (the “Fund”) and its general partner, Triangle
Mezzanine LLC (“TML”), raising capital in our initial public offering, which was completed in February 2007
(the “IPO”) and thereafter operating as an internally managed business development company (“BDC”) under
the Investment Company Act of 1940 (the “1940 Act”). Unless otherwise noted, the terms “we,” “us,” “our”
and “Triangle” refer to the Fund prior to the IPO and to Triangle Capital Corporation and its subsidiaries,
including the Fund, after the IPO. At the time of closing of the IPO, we consummated the following formation
transactions (“Formation Transactions”):

* We acquired 100% of the limited partnership interests in the Fund, which became our wholly owned
subsidiary, retained its license by the United States Small Business Administration (the “SBA™) to
operate as a small business investment company (an “SBIC”), continued to hold its existing investments
and made new investments with the net proceeds of the IPO.

* We acquired 100% of the equity interests in TML, the general partner of the Fund.

The TPO consisted of the sale of 4,770,000 shares of our common stock at a price of $15.00 per share,
resulting in net proceeds to us of approximately $64.7 million after deducting offering costs. As a result of the
IPO and the Formation Transactions described above, we and the Fund are closed-end, non-diversified
investment companies that have elected to be treated as BDCs under the 1940 Act.

The following chart reflects graphically our organizational structure after the IPO and consummation of
the Formation Transactions:

Former Members of
Triangle Mezzanine
LLC

Former Limited Partners
of Triangle Mezzanine

71.2% Outstanding
Fund LLLP

Shares(1)
21.29 i
7.6% Outstanding gih(zru;:(téll;ldlng
Shares(1)
100% Ownership
Interest
Triangle Capital Corporation »{ New General Partner

99.9% Limited
Partnership
Interest 0.1% General
Partnership
Interest

Triangle Mezzanine Fund LLLP
SBIC Subsidiary

(1) Based on 6,686,760 shares of common stock outstanding immediately after the IPO and consummation of
the Formation Transactions.

Our headquarters are in Raleigh, North Carolina, and our Internet address is www.tcap.com. We are not
including the information contained on our website as a part of, or incorporating it by reference into, this
Annual Report on Form 10-K. We make available free of charge through our website our Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to these reports,
as soon as reasonably practicable after we electronically file such material with, or furnish such material to,

3


%%TRANSMSG*** Transmitting Job: G22395 PCN: 004000000 ***%%PCMSG|3      |00007|Yes|No|03/06/2010 04:40|0|0|Page/graphics valid 03/06/2010 04:40 -- Color: N|


the Securities and Exchange Commission. Copies of this Annual Report and other reports are also available
without charge upon written request to us.

Overview of our Business

We are a specialty finance company that provides customized financing solutions to lower middle market
companies located throughout the United States. We define lower middle market companies as those having
annual revenues between $10.0 and $100.0 million. Our investment objective is to seek attractive returns by
generating current income from our debt investments and capital appreciation from our equity related
investments. Our investment philosophy is to partner with business owners, management teams and financial
sponsors to provide flexible financing solutions to fund growth, changes of control, or other corporate events.
We invest primarily in senior and subordinated debt securities secured by first and second lien security
interests in portfolio company assets, coupled with equity interests.

We focus on investments in companies with a history of generating revenues and positive cash flows, an
established market position and a proven management team with a strong operating discipline. Our target
portfolio company has annual revenues between $20.0 and $75.0 million and annual earnings before interest,
taxes, depreciation and amortization (“EBITDA”) between $3.0 and $20.0 million. We believe that these
companies have less access to capital and that the market for such capital is underserved relative to larger
companies. Companies of this size are generally privately held and are less well known to traditional capital
sources such as commercial and investment banks.

Our investments generally range from $5.0 to $15.0 million per portfolio company. In certain situations,
we have partnered with other funds to provide larger financing commitments. We are continuing to operate the
Fund as an SBIC and to utilize the proceeds of the sale of SBA-guaranteed debentures, referred to herein as
SBA leverage, to enhance returns to our stockholders. As of December 31, 2009, we had investments in 37
portfolio companies, with an aggregate cost of $209.9 million.

Our Business Strategy

We seek attractive returns by generating current income from our debt investments and capital apprecia-
tion from our equity related investments by:

e Focusing on Underserved Markets. We believe that broad-based consolidation in the financial services
industry coupled with operating margin and growth pressures have caused financial institutions to de-
emphasize services to lower middle market companies in favor of larger corporate clients and capital
market transactions. We believe these dynamics have resulted in the financing market for lower middle
market companies to be underserved, providing us with greater investment opportunities.

* Providing Customized Financing Solutions. We offer a variety of financing structures and have the
flexibility to structure our investments to meet the needs of our portfolio companies. Typically we
invest in senior and subordinated debt securities, coupled with equity interests. We believe our ability to
customize financing arrangements makes us an attractive partner to lower middle market companies.

» Leveraging the Experience of Our Management Team. Our senior management team has extensive
experience advising, investing in, lending to and operating companies across changing market cycles.
The members of our management team have diverse investment backgrounds, with prior experience at
investment banks, specialty finance companies, commercial banks, and privately and publicly held
companies in the capacity of executive officers. We believe this diverse experience provides us with an
in depth understanding of the strategic, financial and operational challenges and opportunities of lower
middle market companies. We believe this understanding allows us to select and structure better
investments and to efficiently monitor and provide managerial assistance to our portfolio companies.

» Applying Rigorous Underwriting Policies and Active Portfolio Management. Our senior management
team has implemented rigorous underwriting policies that are followed in each transaction. These
policies include a thorough analysis of each potential portfolio company’s competitive position,
financial performance, management team operating discipline, growth potential and industry

4
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attractiveness, allowing us to better assess the company’s prospects. After investing in a company, we

monitor the investment closely, typically receiving monthly, quarterly and annual financial statements.

We analyze and discuss in detail the company’s financial performance with management in addition to
attending regular board of directors meetings. We believe that our initial and ongoing portfolio review
process allows us to monitor effectively the performance and prospects of our portfolio companies.

* Taking Advantage of Low Cost Debentures Guaranteed by the SBA. Our license to do business as an
SBIC allows us to issue fixed-rate, low interest debentures which are guaranteed by the SBA and sold
in the capital markets, potentially allowing us to increase our net interest income beyond the levels
achievable by other BDCs utilizing traditional leverage.

* Maintaining Portfolio Diversification. While we focus our investments in lower middle market
companies, we seek to invest across various industries. We monitor our investment portfolio to ensure
we have acceptable industry balance, using industry and market metrics as key indicators. By
monitoring our investment portfolio for industry balance we seek to reduce the effects of economic
downturns associated with any particular industry or market sector. However, we may from time to time
hold securities of a single portfolio company that comprise more than 5.0% of our total assets and/or
more than 10.0% of the outstanding voting securities of the portfolio company. For that reason, we are
classified as a non-diversified management investment company under the 1940 Act.

o Utilizing Long-Standing Relationships to Source Deals. Our senior management team maintains
extensive relationships with entrepreneurs, financial sponsors, attorneys, accountants, investment bank-
ers, commercial bankers and other non-bank providers of capital who refer prospective portfolio
companies to us. These relationships historically have generated significant investment opportunities.
We believe that our network of relationships will continue to produce attractive investment
opportunities.

Investments
Debt Investments

We tailor the terms of our debt investments to the facts and circumstances of each transaction and
prospective portfolio company, negotiating a structure that seeks to protect our rights and manage our risk
while creating incentives for the portfolio company to achieve its business plan. To that end, we typically seek
board observation rights with each of our portfolio companies and offer managerial assistance. We also seek to
limit the downside risks of our investments by negotiating covenants that are designed to protect our
investments while affording our portfolio companies as much flexibility in managing their businesses as
possible. Such restrictions may include affirmative and negative covenants, default penalties, lien protection,
change of control provisions and put rights. We typically add a prepayment penalty structure to enhance our
total return on our investments.

We typically invest in senior secured debt and subordinated notes. Senior subordinated notes are junior to
senior secured debt but senior to other series of subordinated notes. Our senior secured debt investments and
subordinated note investments generally have terms of three to seven years. Our senior secured debt
investments generally provide for variable interest at rates ranging from LIBOR plus 350 basis points to
LIBOR plus 950 basis points and our subordinated debt investments generally provide for fixed interest rates
between 12.0% and 17.0% per annum. Our subordinated note investments generally are secured by a second
priority security interest in the assets of the borrower and generally include an equity component, such as
warrants to purchase common stock in the portfolio company. In addition, certain loan investments may have a
form of interest that is not paid currently but is accrued and added to the loan balance and paid at the end of
the term, referred to as payment in kind, or PIK interest. In our negotiations with potential portfolio
companies, we generally seek to minimize PIK interest as we have to pay out such accrued interest as
dividends to our stockholders, and we may have to borrow money or raise additional capital in order to meet
the requirement of having to pay out at least 90.0% of our income to continue to qualify as a Regulated
Investment Company, or RIC, for federal tax purposes. At December 31, 2009, the weighted average yield on
all of our outstanding debt investments (including PIK interest) was approximately 14.7% and the weighted
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average yield on all of outstanding investments (including equity and equity-linked investments) was
approximately 13.5%.

Equity Investments

When we provide financing, we may acquire equity interests in the portfolio company. We generally seek
to structure our equity investments as non-control investments to provide us with minority rights and event-
driven or time-driven puts. We also seek to obtain registration rights in connection with these investments,
which may include demand and “piggyback” registration rights, board seats and board observation rights. Our
investments have in the past and may in the future contain a synthetic equity position pursuant to a formula
typically setting forth royalty rights we may exercise in accordance with such formula.

Investment Criteria

We utilize the following criteria and guidelines in evaluating investment opportunities. However, not all
of these criteria and guidelines have been, or will be, met in connection with each of our investments.

* Established Companies With Positive Cash Flow. We seek to invest in established companies with a
history of generating revenues and positive cash flows. We typically focus on companies with a history
of profitability and minimum trailing twelve month EBITDA of $3.0 million. We do not invest in
start-up companies, distressed situations, “turn-around’situations or companies that we believe have
unproven business plans.

» Experienced Management Teams With Meaningful Equity Ownership. Based on our prior investment
experience, we believe that a management team with significant experience with a portfolio company or
relevant industry experience and meaningful equity ownership is more committed to a portfolio
company. We believe management teams with these attributes are more likely to manage the companies
in a manner that protects our debt investment and enhances the value of our equity investment.

» Strong Competitive Position. We seek to invest in companies that have developed strong positions
within their respective markets, are well positioned to capitalize on growth opportunities and compete
in industries with barriers to entry. We also seek to invest in companies that exhibit a competitive
advantage, which may help to protect their market position and profitability.

* Varied Customer and Supplier Base. 'We prefer to invest in companies that have a varied customer
and supplier base. Companies with a varied customer and supplier base are generally better able to
endure economic downturns, industry consolidation and shifting customer preferences.

o Significant Invested Capital. 'We believe the existence of significant underlying equity value provides
important support to investments. We look for portfolio companies that we believe have sufficient value
beyond the layer of the capital structure in which we invest.

Investment Committees

Triangle Capital Corporation has an investment committee that is responsible for all aspects of our
investment process relating to investments made by Triangle Capital Corporation or any of its subsidiaries,
other than investments made by Triangle Mezzanine Fund. The members of the Triangle Capital Corporation
investment committee are Messrs. Garland S. Tucker III, Brent P.W. Burgess, Steven C. Lilly, Jeffrey A.
Dombcik, Douglas A. Vaughn, and David F. Parker.

Triangle Mezzanine Fund has an investment committee that is responsible for all aspects of our
investment process relating to investments made by Triangle Mezzanine Fund. The members of the Triangle
Mezzanine Fund investment committee are Messrs. Garland S. Tucker III, Brent P.W. Burgess, Steven C. Lilly,
Jeffrey A. Dombcik, Douglas A. Vaughn, and David F. Parker. Douglas A. Vaughn’s appointment to the
Triangle Mezzanine Fund investment committee is contingent upon our receiving confirmation from the
U.S. Small Business Administration. For purposes of the discussion herein, any reference to the “investment
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committee” refers to both the investment committee of Triangle Capital Corporation and the investment
committee of Triangle Mezzanine Fund.
Investment Process

Our investment committee meets once a week but also meets on an as needed basis depending on
transaction volume. Our investment committee has organized our investment process into five distinct stages:

* Origination

* Due Diligence and Underwriting

e Approval

e Documentation and Closing

¢ Portfolio Management and Investment Monitoring

Our investment process is summarized in the following chart:

Origination
Deal Sourcing; Screening Potential Investments; Preliminary Due
Diligence; Structure, Negotiate and Execute Term Sheet

|

Due Diligence and Underwriting
Formal Due Diligence; Create Investment Memorandum

Rejection

A

Approval
Present Investment Memorandum to the Investment Committee;
Investment Committee Members Vote and Approve the Proposed
Investment

.

Documentation and Closing
Drafting and Negotiation of Loan and Transaction Documents

}

Portfolio Management and Investment Monitoring
Tracking; Monitoring; Reviewing; Reporting; Analyzing; Valuing
and Credit Scoring

Origination

The origination process for our investments includes sourcing, screening, preliminary due diligence,
transaction structuring, and negotiation. Our origination process ultimately leads to the issuance of a non-
binding term sheet. Investment origination is conducted by our nine investment professionals who are
responsible for sourcing potential investment opportunities. Our investment professionals utilize their extensive
relationships with various financial sponsors, entrepreneurs, attorneys, accountants, investment bankers and
other non-bank providers of capital to source transactions with prospective portfolio companies.

If a transaction meets our investment criteria, we perform preliminary due diligence, taking into
consideration some or all of the following factors:

* A comprehensive financial model that we prepare based on quantitative analysis of historical financial
performance, financial projections and pro forma financial ratios assuming investment;

e Competitive landscape surrounding the potential investment;

e Strengths and weaknesses of the potential investment’s business strategy and industry;

7
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* Results of a broad qualitative analysis of the company’s products or services, market position, market
dynamics and customers and suppliers; and

* Potential investment structures, certain financing ratios and investment pricing terms.

If the results of our preliminary due diligence are satisfactory, the origination team prepares a Summary
Transaction Memorandum which is presented to our investment committee. If our investment committee
recommends moving forward, we issue a non-binding term sheet to the potential portfolio company. Upon
execution of a term sheet, we begin our formal due diligence and underwriting process as we move toward
investment approval.

Due Diligence and Underwriting

Our due diligence on a prospective investment is completed by a minimum of two investment profession-
als, which we define as the underwriting team. The members of the underwriting team work together to
conduct due diligence and to understand the relationships among the prospective portfolio company’s business
plan, operations and financial performance through various methods, including, among others, on-site visits
with management, in-depth review of historical and projected financial data, interviews with customers and
suppliers, management background checks, third-party accounting reports and review of any material
contracts.

In most circumstances, we utilize outside experts to review the legal affairs, accounting systems and
results, and, where appropriate, we engage specialists to investigate issues like environmental matters and
general industry outlooks. During the underwriting process, significant attention is given to sensitivity analyses
and how companies might be expected to perform in a protracted “downside” operating environment. In
addition, we analyze key financing ratios and other industry metrics, including total debt to EBITDA, EBITDA
to fixed charges, EBITDA to total interest expense, total debt to total capitalization and total senior debt to
total capitalization.

Upon completion of a satisfactory due diligence review and as part of our evaluation of a proposed
investment, the underwriting team prepares an Investment Memorandum for presentation to our investment
committee. The Investment Memorandum includes information about the potential portfolio company such as
its history, business strategy, potential strengths and risks involved, analysis of key customers and suppliers,
working capital analysis, third party consultant findings, expected returns on investment structure, anticipated
sources of repayment and exit strategies, analysis of historical financial statements, and potential capitalization
and ownership.

Approval

The underwriting team for the proposed investment presents the Investment Memorandum to our
investment committee for consideration and approval. After reviewing the Investment Memorandum, members
of the investment committee may request additional due diligence or modify the proposed financing structure
or terms of the proposed investment. Before we proceed with any investment, the investment committee must
approve the proposed investment. Upon receipt of transaction approval, the underwriting team proceeds to
document the transaction.

Documentation and Closing

The underwriting team is responsible for all documentation related to investment closings. In addition, we
rely on law firms with whom we have worked on multiple transactions to help us complete the necessary
documentation associated with transaction closings. If a transaction changes materially from what was
originally approved by the investment committee, the underwriting team requests a formal meeting of the
investment committee to communicate the contemplated changes. The investment committee has the right to
approve the amended transaction structure, to suggest alternative structures or not to approve the contemplated
changes.
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Portfolio Management and Investment Monitoring

Our investment professionals generally employ several methods of evaluating and monitoring the
performance of our portfolio companies, which, depending on the particular investment, may include the
following specific processes, procedures and reports:

* Monthly and quarterly review of actual financial performance versus the corresponding period of the
prior year and financial projections;

* Monthly and quarterly monitoring of all financial and other covenants;
* Review of senior lender loan compliance certificates, where applicable;

e Quarterly review of operating results, and general business performance, including the preparation of a
portfolio monitoring report which is distributed to members of our investment committee;

* Periodic face-to-face meetings with management teams and financial sponsors of portfolio companies;
* Attendance at portfolio company board meetings through board seats or observation rights; and
* Application of our investment rating system to each investment.

In the event that our investment committee determines that an investment is underperforming, or
circumstances suggest that the risk associated with a particular investment has significantly increased, we
undertake more aggressive monitoring of the affected portfolio company. The level of monitoring of an
investment is determined by a number of factors, including, but not limited to, trends in the financial
performance of the portfolio company, the investment structure and the type of collateral securing our
investment, if any.

Investment Rating System

We monitor a wide variety of key credit statistics that provide information regarding our portfolio
companies to help us assess credit quality and portfolio performance. We generally require our portfolio
companies to have annual financial audits in addition to monthly and quarterly unaudited financial statements.
Using these statements, we calculate and evaluate certain financing ratios. For purposes of analyzing the
financial performance of our portfolio companies, we may make certain adjustments to their financial
statements to reflect the pro forma results of the portfolio company consistent with a change of control
transaction, to reflect anticipated cost savings resulting from a merger or restructuring, costs related to new
product development, compensation to previous owners, and other acquisition or restructuring related items.

As part of our valuation procedures we assign an investment rating to all of our investments in debt
securities. Our investment rating system uses a scale of 0 to 10, with 10 being the lowest probability of default
and principal loss. This system is used to estimate the probability of default on our debt securities and the
probability of loss if there is a default. The system is also used to assist us in estimating the fair value of
equity related securities. These types of systems are referred to as risk rating systems and are also used by
banks and rating agencies. Our risk rating system covers both qualitative and quantitative aspects of the
business and the securities we hold.
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Each portfolio company debt investment is rated based upon the following numeric investment rating
system:

Investment
Rating Description
10 Investment is performing above original expectations and possibly 30.0% or more above original

projections provided by the portfolio company. Investment has been positively influenced by an
unforeseen external event. Full return of principal and interest is expected. Capital gain is
expected.

9 Investment is performing above original expectations and possibly 30.0% or more above original
projections provided by the portfolio company. Investment may have been or is soon to be
positively influenced by an unforeseen external event. Full return of principal and interest is
expected. Capital gain is expected.

8 Investment is performing above original expectations and possibly 21.0% to 30.0% above original
projections provided by the portfolio company. Full return of principal and interest is expected.
Capital gain is expected.

7 Investment is performing above original expectations and possibly 11.0% to 21.0% above original
projections provided by the portfolio company. Full return of principal and interest is expected.
Depending on age of transaction, potential for capital gain exists.

6 Investment is performing above original expectations and possibly 5.0% to 11.0% above original
projections provided by the portfolio company. Full return of principal and interest is expected.
Depending on age of transaction, potential for capital gain exists.

5 Investment is performing in line with original expectations. Full return of principal and interest is
expected. Depending on age of transaction, potential for capital gain may be expected.

4 Investment is performing below original expectations, but no covenant defaults have occurred. Full
return of principal and interest is expected. Potential for capital gain may still be expected.

3 Investment is in default of transaction covenants but interest payments are current. No loss of
principal is expected.

2 Investment is in default of transaction covenants and interest (and possibly principal) payments are
not current. A principal loss of between 1.0% and 33.0% is expected.

1 Investment is in default of transaction covenants and interest (and possibly principal) payments are
not current. A principal loss of between 34.0% and 67.0% is expected.

0 Investment is in default and a principal loss of between 68.0% and 100.0% is expected.

Valuation Process and Determination of Net Asset Value
Valuation Process

The most significant estimate inherent in the preparation of our financial statements is the valuation of
investments and the related amounts of unrealized appreciation and depreciation of investments. We have
established and documented processes and methodologies for determining the fair values of portfolio company
investments on a recurring (quarterly) basis. As discussed below, we have engaged an independent valuation
firm to assist us in our valuation process.

On January 1, 2008, we adopted Statement of Financial Accounting Standards No. 157, Fair Value
Measurements, which was later codified as Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (“ASC”) Topic 820, Fair Value Measurements and Disclosures. ASC Topic 820, which
defines fair value, establishes a framework for measuring fair value in accordance with generally accepted
accounting principles and expands disclosures about fair value measurements.

ASC Topic 820 clarifies that the exchange price is the price in an orderly transaction between market
participants to sell an asset or transfer a liability in the market in which the reporting entity would transact for
the asset or liability, that is, the principal or most advantageous market for the asset or liability. The
transaction to sell the asset or transfer the liability is a hypothetical transaction at the measurement date,
considered from the perspective of a market participant that holds the asset or owes the liability. ASC Topic
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820 provides a consistent definition of fair value which focuses on exit price and prioritizes, within a
measurement of fair value, the use of market-based inputs over entity-specific inputs. In addition, ASC Topic
820 provides a framework for measuring fair value, and establishes a three-level hierarchy for fair value
measurements based upon the transparency of inputs to the valuation of an asset or liability as of the
measurement date. The three levels of valuation hierarchy established by ASC Topic 820 are defined as
follows:

Level 1 — inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or
liabilities in active markets.

Level 2 — inputs to the valuation methodology include quoted prices for similar assets and liabilities
in active markets, and inputs that are observable for the asset or liability, either directly or indirectly, for
substantially the full term of the financial instrument.

Level 3 — inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of
input that is significant to the fair value measurement. We invest primarily in debt and equity instruments of
privately held companies for which quoted prices falling within the categories of Level 1 and Level 2 inputs
are not available. Therefore, we value all of our investments at fair value, as determined in good faith by our
Board of Directors, using Level 3 inputs, as further described below. Due to the inherent uncertainty in the
valuation process, our Board of Directors’ estimate of fair value may differ significantly from the values that
would have been used had a ready market for the securities existed, and the differences could be material. In
addition, changes in the market environment and other events that may occur over the life of the investments
may cause the gains or losses ultimately realized on these investments to be different than the valuations
currently assigned. For a discussion of the risks inherent in determining the value of securities for which
readily available market values do not exist, see “Risk Factors — Risks Relating to Our Business and
Structure — Our investment portfolio is and will continue to be recorded at fair value as determined in good
faith by our board of directors and, as a result, there is and will continue to be uncertainty as to the value of
our portfolio investments” included in Item 1A of Part I of this Annual Report.

Debt and equity securities that are not publicly traded and for which a limited market does not exist are
valued at fair value as determined in good faith by our Board of Directors. There is no single standard for
determining fair value in good faith, as fair value depends upon circumstances of each individual case. In
general, fair value is the amount that we might reasonably expect to receive upon the current sale of the
security.

We evaluate the investments in portfolio companies using the most recent portfolio company financial
statements and forecasts. We also consult with the portfolio company’s senior management to obtain further
updates on the portfolio company’s performance, including information such as industry trends, new product
development and other operational issues. Additionally, we consider some or all of the following factors:

* financial standing of the issuer of the security;

e comparison of the business and financial plan of the issuer with actual results;

* the size of the security held as it relates to the liquidity of the market for such security;
* any pending public offering of common stock by the issuer of the security;

* pending reorganization activity affecting the issuer, such as merger or debt restructuring;
* ability of the issuer to obtain needed financing;

* changes in the economy affecting the issuer;

¢ financial statements and reports from portfolio company senior management and ownership;

11
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* the type of security, the security’s cost at the date of purchase and any contractual restrictions on the
disposition of the security;

* discount from market value of unrestricted securities of the same class at the time of purchase;
* special reports prepared by analysts;

* information as to any transactions or offers with respect to the security and/or sales to third parties of
similar securities;

e the issuer’s ability to make payments and the type of collateral;

* the current and forecasted earnings of the issuer;

* statistical ratios compared to lending standards and to other similar securities; and
* other pertinent factors.

In making the good faith determination of the value of debt securities, we start with the cost basis of the
security, which includes any unamortized original issue discount, unamortized loan origination fees, and
payment — in — kind (PIK) interest, if any. We also use the risk rating system discussed above under
“Investment Rating System” to estimate the probability of default on the debt securities and the probability of
loss if there is a default. The risk rating system covers both qualitative and quantitative aspects of the business
and the securities held. In valuing debt securities, we utilize an “income approach” model that considers
factors including, but not limited to, (i) the portfolio investment’s current risk rating, (ii) the portfolio
company’s current trailing twelve months’ (“TTM”) results of operations as compared to the portfolio
company’s TTM results of operations as of the date the investment was made, (iii) the portfolio company’s
current leverage as compared to its leverage as of the date the investment was made, and (iv) current pricing
and credit metrics for similar proposed and executed investment transactions. In valuing equity securities of
private companies, we consider valuation methodologies consistent with industry practice, including (i) valua-
tion using a valuation model based on original transaction multiples and the portfolio company’s recent
financial performance, (ii) valuation of the securities based on recent sales in comparable transactions, and
(iii) a review of similar companies that are publicly traded and the market multiple of their equity securities.

Unrealized appreciation or depreciation on portfolio investments are recorded as increases or decreases in
investments on the balance sheets and are separately reflected on the statements of operations in determining
net increase or decrease in net assets resulting from operations.

Determination of the fair value involves subjective judgments and estimates not susceptible to substanti-
ation by auditing procedures. Accordingly, under current auditing standards, the notes to our financial
statements will refer to the uncertainty with respect to the possible effect of such valuations, and any change
in such valuations, on our financial statements. In addition, the SBA has established certain valuation
guidelines for SBICs to follow when valuing portfolio investments.

Duff & Phelps, LLC (“Duff & Phelps”), an independent valuation firm, provides third party valuation
consulting services to us, which consist of certain limited procedures that we identified and requested Duff &
Phelps to perform (hereinafter referred to as the “procedures”). We generally request Duff & Phelps to perform
the procedures on each portfolio company at least once in every calendar year and for new portfolio
companies, at least once in the twelve-month period subsequent to the initial investment. In certain instances,
we may determine that it is not cost-effective, and as a result is not in our stockholders’ best interest, to
request Duff & Phelps to perform the procedures on one or more portfolio companies. Such instances include,
but are not limited to, situations where the fair value of our investment in the portfolio company is determined
to be insignificant relative to our total investment portfolio. For a further discussion of Duff & Phelps’
procedures, see the section entitled “Investment Valuation” included in “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included in Item 7 of Part II of this Annual
Report.
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Quarterly Net Asset Value Determination

We determine the net asset value per share of our common stock on at least a quarterly basis, and more
frequently if we are required to do so pursuant to an equity offering or pursuant to federal laws and
regulations. The net asset value per share is equal to the value of our total assets minus total liabilities and any
preferred stock outstanding divided by the total number of shares of common stock outstanding.

Managerial Assistance

As a BDC, we offer, and must provide upon request, managerial assistance to certain of our portfolio
companies. This assistance typically involves, among other things, monitoring the operations of our portfolio
companies, participating in board and management meetings, consulting with and advising officers of portfolio
companies and providing other organizational and financial guidance. Our senior management team provides
such services. We believe, based on our management team’s combined experience at investment banks,
specialty finance companies, commercial banks, and operating in executive-level capacities in various
operating companies, we offer this assistance effectively. We may receive fees for these services.

Competition

We compete for investments with a number of BDCs and investment funds (including private equity
funds, mezzanine funds and other SBICs), as well as traditional financial services companies such as
commercial banks and other sources of financing. Many of these entities have greater financial and managerial
resources than we do. We believe we compete with these entities primarily on the basis of our willingness to
make smaller investments, the experience and contacts of our management team, our responsive and efficient
investment analysis and decision-making processes, our comprehensive suite of customized financing solutions
and the investment terms we offer.

We believe that some of our competitors make senior secured loans, junior secured loans and
subordinated debt investments with interest rates that are comparable to or lower than the rates we offer.
Therefore, we do not seek to compete primarily on the interest rates we offer to potential portfolio companies.

Our competitors also do not always require equity components in their investments. For additional
information concerning the competitive risks we face, see “Risk Factors — Risks Relating to Our Business and
Structure — We operate in a highly competitive market for investment opportunities” included in Item 1A of
Part T of this Annual Report.

Brokerage Allocation and Other Practices

Since we generally acquire and dispose of our investments in privately negotiated transactions, we
infrequently use brokers in the normal course of our business. Our management team is primarily responsible
for the execution of any publicly traded securities portion of our portfolio transactions and the allocation of
brokerage commissions. We do not expect to execute transactions through any particular broker or dealer, but
will seek to obtain the best net results for us, taking into account such factors as price (including the
applicable brokerage commission or dealer spread), size of order, difficulty of execution, and operational
facilities of the firm and the firm’s risk and skill in positioning blocks of securities. While we will generally
seek reasonably competitive trade execution costs, we will not necessarily pay the lowest spread or
commission available. Subject to applicable legal requirements, we may select a broker based partly upon
brokerage or research services provided to us. In return for such services, we may pay a higher commission
than other brokers would charge if we determine in good faith that such commission is reasonable in relation
to the services provided. We did not pay any brokerage commissions during the years ended December 31,
2009, 2008 or 2007 in connection with the acquisition and/or disposal of our investments.

Dividend Reinvestment Plan

We have adopted a dividend reinvestment plan that provides for reinvestment of our distributions on
behalf of our stockholders, unless a stockholder elects to receive cash as provided below. As a result, if our
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th)

board of directors authorizes, and we declare, a cash dividend, then our stockholders who have not “opted out
of our dividend reinvestment plan will have their cash dividends automatically reinvested in additional shares
of our common stock, rather than receiving the cash dividends.

No action will be required on the part of a registered stockholder to have his or her cash dividend
reinvested in shares of our common stock. A registered stockholder may elect to receive an entire dividend in
cash by notifying The Bank of New York Mellon, the “Plan Administrator” and our transfer agent and
registrar, in writing so that such notice is received by the plan administrator no later than the record date for
dividends to stockholders. The plan administrator will set up an account for shares acquired through the plan
for each stockholder who has not elected to receive dividends in cash and hold such shares in non-certificated
form. Upon request by a stockholder participating in the plan, received in writing not less than 10 days prior
to the record date, the plan administrator will, instead of crediting shares to the participant’s account, issue a
certificate registered in the participant’s name for the number of whole shares of our common stock and a
check for any fractional share. Those stockholders whose shares are held by a broker or other financial
intermediary may receive dividends in cash by notifying their broker or other financial intermediary of their
election.

We intend to use primarily newly issued shares to implement the plan, so long as our shares are trading
at or above net asset value. If our shares are trading below net asset value, we intend to purchase shares in the
open market in connection with our implementation of the plan. If we use newly issued shares to implement
the plan, the number of shares to be issued to a stockholder is determined by dividing the total dollar amount
of the dividend payable to such stockholder by the market price per share of our common stock at the close of
regular trading on the Nasdaq Global Market on the dividend payment date. Market price per share on that
date will be the closing price for such shares on the Nasdaq Global Market or, if no sale is reported for such
day, at the average of their reported bid and asked prices. If we purchase shares in the open market to
implement the plan, the number of shares to be issued to a stockholder is determined by dividing the total
dollar amount of the dividend payable to such stockholder by the average price per share for all shares
purchased by the Plan Administrator in the open market in connection with the dividend. The number of
shares of our common stock to be outstanding after giving effect to payment of the dividend cannot be
established until the value per share at which additional shares will be issued has been determined and
elections of our stockholders have been tabulated.

There will be no brokerage charges or other charges to stockholders who participate in the plan. We will
pay the plan administrator’s fees under the plan. If a participant elects by written notice to the plan
administrator to have the plan administrator sell part or all of the shares held by the plan administrator in the
participant’s account and remit the proceeds to the participant, the plan administrator is authorized to deduct a
$15.00 transaction fee plus a $0.10 per share brokerage commission from the proceeds.

Stockholders who receive dividends in the form of stock generally are subject to the same federal, state
and local tax consequences as are stockholders who elect to receive their dividends in cash. A stockholder’s
basis for determining gain or loss upon the sale of stock received in a dividend from us will be equal to the
total dollar amount of the dividend payable to the stockholder. Any stock received in a dividend will have a
holding period for tax purposes commencing on the day following the day on which the shares are credited to
the U.S. stockholder’s account.

Participants may terminate their accounts under the plan by notifying the plan administrator via its
website at https://www.bnymellon.com/shareowner/isd, by filling out the transaction request form located at
the bottom of their statement and sending it to the plan administrator at BNY Mellon Shareowner Services,
P.O. Box 358035, Pittsburgh, Pennsylvania 15252-8015, or by calling the plan administrator at
(866) 228-7201.

We may terminate the plan upon notice in writing mailed to each participant at least 30 days prior to any
record date for the payment of any dividend by us. All correspondence concerning the plan should be directed
to the plan administrator by mail at BNY Mellon Shareowner Services, P.O. Box 358035, Pittsburgh,
Pennsylvania 15252-8015.
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Employees

At December 31, 2009, we employed fourteen individuals, including investment and portfolio manage-
ment professionals, operations professionals and administrative staff. We expect to expand our management
team and administrative staff in the future in proportion to our growth.

Election to be Regulated as a Business Development Company and Regulated Investment Company

We and the Fund are closed-end, non-diversified management investment companies that have elected to
be treated as BDCs under the 1940 Act. In addition, we have elected to be treated as a RIC under Subchapter
M of the Internal Revenue Code of 1986, as amended (the “Code”). Our election to be regulated as a BDC
and our election to be treated as a RIC for federal income tax purposes have a significant impact on our
operations. Some of the most important effects on our operations of our election to be regulated as a BDC and
our election to be treated as a RIC are outlined below.

* We report our investments at market value or fair value with changes in value reported through
our statements of operations.

In accordance with the requirements of Article 6 of Regulation S-X, we report all of our investments,
including debt investments, at market value or, for investments that do not have a readily available
market value, at their “fair value” as determined in good faith by our board of directors. Changes in
these values are reported through our statements of operations under the caption of “net unrealized
appreciation (depreciation) of investments.” See “Valuation Process and Determination of Net Asset
Value” above.

* We intend to distribute substantially all of our income to our stockholders. We generally will be
required to pay income taxes only on the portion of our taxable income we do not distribute to
stockholders (actually or constructively).

As a BDC, we have elected to be treated as a RIC under Subchapter M of the Code. As a RIC, so long
as we meet certain minimum distribution, source-of-income and asset diversification requirements, we
generally are required to pay income taxes only on the portion of our taxable income and gains we do
not distribute (actually or constructively) and certain built-in gains. We intend to distribute to our
stockholders substantially all of our income. We may, however, make deemed distributions to our
stockholders of any retained net long-term capital gains. If this happens, our stockholders will be
treated as if they received an actual distribution of the capital gains and reinvested the net after-tax
proceeds in us. Our stockholders also may be eligible to claim a tax credit (or, in certain circumstances,
a tax refund) equal to their allocable share of the tax we pay on the deemed distribution. See ‘“Material
U.S. Federal Income Tax Considerations.” We met our minimum distribution requirements for 2007,
2008 and 2009 and continually monitor our distribution requirements with the goal of ensuring
compliance with the Code.

In addition, we have certain wholly owned taxable subsidiaries (the “Taxable Subsidiaries™), each of
which holds a portion of one or more of our portfolio investments that are listed on the Consolidated
Schedule of Investments. The Taxable Subsidiaries are consolidated for GAAP purposes, such that our
consolidated financial statements reflect our investments in the portfolio companies owned by the
Taxable Subsidiaries. The purpose of the Taxable Subsidiaries is to permit us to hold certain interests
in portfolio companies that are organized as limited liability companies (“LLCs”) (or other forms of
pass — through entities) and still satisfy the RIC tax requirement that at least 90% of the RIC’s gross
income for federal income tax purposes must consist of investment income. Absent the Taxable
Subsidiaries, a proportionate amount of any gross income of an LLC (or other pass — through entity)
portfolio investment would flow through directly to the RIC. To the extent that such income did not
consist of investment income, it could jeopardize our ability to qualify as a RIC and therefore cause us
to incur significant amounts of corporate-level federal income taxes. Where interests in LLCs (or other
pass-through entities) are owned by the Taxable Subsidiaries, however, the income from such interests
is taxed to the Taxable Subsidiaries and does not flow through to the RIC, thereby helping us preserve
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our RIC status and resultant tax advantages. The Taxable Subsidiaries are not consolidated for income
tax purposes and may generate income tax expense as a result of their ownership of the portfolio
companies. This income tax expense, if any, is reflected in our Statement of Operations.

* Qur ability to use leverage as a means of financing our portfolio of investments is limited.

As a BDC, we are required to meet a coverage ratio of total assets to total senior securities of at least
200.0%. For this purpose, senior securities include all borrowings (other than SBA leverage and certain
other short-term borrowings) and any preferred stock we may issue in the future. Additionally, our
ability to continue to utilize leverage as a means of financing our portfolio of investments may be
limited by this asset coverage test.

* We are required to comply with the provisions of the 1940 Act applicable to business development
companies.

As a BDC, we are required to have a majority of directors who are not “interested” persons under the
1940 Act. In addition, we are required to comply with other applicable provisions of the 1940 Act,
including those requiring the adoption of a code of ethics, fidelity bonding and investment custody
arrangements. See “Regulation of Business Development Companies” below.

Exemptive Relief

The 1940 Act prohibits certain transactions between us, the Fund, as well as our and their affiliates,
without first obtaining an exemptive order from the SEC. We and the Fund filed a joint exemptive application
with the SEC in 2007 requesting relief under various Sections of the 1940 Act that would permit us, as the
BDC parent, and the Fund, as a BDC/SBIC subsidiary, to operate effectively as one company for 1940 Act
regulatory purposes. Specifically, the application requested relief for us and the Fund to (a) engage in certain
transactions with each other, (b) invest in securities in which the other is an investor and engage in transactions
with portfolio companies that would not otherwise be prohibited if the BDC and its subsidiary were one
company, (c) be subject to modified consolidated asset coverage requirements for senior securities issued by
the BDC and the BDC/SBIC subsidiary, (d) allow the BDC/SBIC subsidiary to have the maximum amount of
borrowing capacity for SBICs permitted under the SBA and the 1940 Act, and (e) allow the Fund, as the
BDC/SBIC subsidiary, to file reports under the Securities Exchange Act of 1934 (the “Exchange Act”) on a
consolidated basis with us, the parent BDC. In October 2008, the SEC issued an exemptive relief order
approving the above requests.

In addition, under current SEC rules and regulations, BDCs may not grant options or restricted stock to
directors who are not officers or employees of the BDC. Similarly, under the 1940 Act, BDCs cannot issue
stock for services to their executive officers and employees other than options, warrants and rights to acquire
capital stock. In March 2008, we received an exemptive relief order from the SEC that permits us to grant
restricted stock to our independent directors as a portion of their compensation for service on our Board of
Directors and permits us to grant restricted stock in exchange for or in recognition of services by our executive
officers and employees.

Regulation of Business Development Companies

The following is a general summary of the material regulatory provisions affecting BDCs. It does not
purport to be a complete description of all of the laws and regulations affecting BDCs.

Both we and the Fund have elected to be regulated as BDCs under the 1940 Act. The 1940 Act contains
prohibitions and restrictions relating to transactions between BDCs and their affiliates, principal underwriters
and affiliates of those affiliates or underwriters. The 1940 Act requires that a majority of the directors be
persons other than “interested persons,” as that term is defined in the 1940 Act. In addition, the 1940 Act
provides that we may not change the nature of our business so as to cease to be, or to withdraw our election
as, a BDC unless approved by a majority of our outstanding voting securities.
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In addition, the 1940 Act defines “a majority of the outstanding voting securities” as the lesser of
(1) 67.0% or more of the voting securities present at a meeting if the holders of more than 50.0% of our
outstanding voting securities are present or represented by proxy, or (ii) 50.0% of our voting securities.

Qualifying Assets

Under the 1940 Act, a BDC may not acquire any asset other than assets of the type listed in Section 55(a)

of the 1940 Act, which are referred to as qualifying assets, unless, at the time the acquisition is made,
qualifying assets represent at least 70.0% of the company’s total assets. The principal categories of qualifying
assets relevant to our business are any of the following:

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

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

(b) is not an investment company (other than an SBIC wholly owned by the BDC) or a company
that would be an investment company but for exclusions under the 1940 Act for certain financial
companies such as banks, brokers, commercial finance companies, mortgage companies and insurance
companies; and

(c) satisfies any of the following:

(i) does not have any class of securities with respect to which a broker or dealer may extend
margin credit;
(i1) is controlled by a BDC or a group of companies including a BDC and the BDC has an

affiliated person who is a director of the eligible portfolio company;

(iii) is a small and solvent company having total assets of not more than $4.0 million and
capital and surplus of not less than $2.0 million;

(iv) does not have any class of securities listed on a national securities exchange; or

(v) has a class of securities listed on a national securities exchange, but has an aggregate
market value of outstanding voting and non-voting common equity of less than $250.0 million.

(2) Securities in companies that were eligible portfolio companies when we made our initial
investment if certain other requirements are satisfied.

(3) Securities of any eligible portfolio company that we control.

(4) Securities purchased in a private transaction from a U.S. issuer that is not an investment
company or from an affiliated person of the issuer, or in transactions incident thereto, if the issuer is in
bankruptcy and subject to reorganization or if the issuer, immediately prior to the purchase of its
securities was unable to meet its obligations as they came due without material assistance other than
conventional lending or financing arrangements.

(5) Securities of an eligible portfolio company purchased from any person in a private transaction if
there is no ready market for such securities and we already own 60.0% of the outstanding equity of the
eligible portfolio company.

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

(7) Cash, cash equivalents, U.S. government securities or high-quality debt securities maturing in
one year or less from the time of investment.
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In addition, a BDC must have been organized and have its principal place of business in the United States
and must be operated for the purpose of making investments in the types of securities described in (1), (2),
(3), or (4) above.

Managerial Assistance to Portfolio Companies

In order to count portfolio securities as qualifying assets for the purpose of the 70.0% test, we must either
control the issuer of the securities or must offer to make available to the issuer of the securities (other than
small and solvent companies described above) significant managerial assistance; except that, where we
purchase such securities in conjunction with one or more other persons acting together, one of the other
persons in the group may make available such managerial assistance. Making available “significant managerial
assistance” means, among other things, any arrangement whereby we, through our directors, officers or
employees, offer to provide, and, if accepted, do so provide, significant guidance and counsel concerning the
management, operations or business objectives and policies of a portfolio company.

Temporary Investments

Pending investment in other types of “qualifying assets,” as described above, our investments may consist
of cash, cash equivalents, U.S. government securities or high-quality debt securities maturing in one year or
less from the time of investment, which we refer to, collectively, as temporary investments, so that 70.0% of
our assets are qualifying assets. We may invest in U.S. Treasury bills or in repurchase agreements, provided
that such agreements are fully collateralized by cash or securities issued by the U.S. Government or its
agencies. A repurchase agreement involves the purchase by an investor, such as us, of a specified security and
the simultaneous agreement by the seller to repurchase it at an agreed-upon future date and at a price that is
greater than the purchase price by an amount that reflects an agreed-upon interest rate. There is no percentage
restriction on the proportion of our assets that may be invested in such repurchase agreements. However, if
more than 25.0% of our total assets constitute repurchase agreements from a single counterparty, we would not
meet the Diversification Tests in order to qualify as a RIC for federal income tax purposes. Thus, we do not
intend to enter into repurchase agreements with a single counterparty in excess of this limit. Our management
team will monitor the creditworthiness of the counterparties with which we enter into repurchase agreement
transactions.

Senior Securities

We are permitted, under specified conditions, to issue multiple classes of debt and one class of stock
senior to our common stock if our asset coverage, as defined in the 1940 Act, is at least equal to 200.0%
immediately after each such issuance. In addition, while any senior securities remain outstanding, we must
make provisions to prohibit any distribution to our stockholders or the repurchase of such securities or shares
unless we meet the applicable asset coverage ratios at the time of the distribution or repurchase. We may also
borrow amounts up to 5.0% of the value of our total assets for temporary or emergency purposes without
regard to asset coverage. For a discussion of the risks associated with leverage, see “Risk Factors — Risks
Relating to Our Business and Structure — Because we intend to distribute substantially all of our income to
our stockholders to maintain our status as a regulated investment company, we will continue to need additional
capital to finance our growth, and regulations governing our operation as a business development company
will affect our ability to, and the way in which we, raise additional capital” included in Item 1A of Part I of
this Annual Report.

Code of Ethics and Corporate Governance Guidelines

We have adopted a code of ethics, which we call our “Code of Conduct,” and corporate governance
guidelines, which collectively cover ethics and business conduct. These documents apply to our directors,
officers and employees. Our Code of Conduct and corporate governance guidelines are available on the
Investor Relations section of our website at the following URL: http://ir.tcap.com/governance.cfm. We will
report any amendments to or waivers of a required provision of our Code of Conduct and corporate
governance guidelines on our website or in a Current Report on Form 8-K.
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Compliance Policies and Procedures

We have adopted and implemented written policies and procedures reasonably designed to prevent
violation of the U.S. federal securities laws, and are required to review these compliance policies and
procedures annually for their adequacy and the effectiveness of their implementation, and to designate a chief
compliance officer to be responsible for administering such policies and procedures. Steven C. Lilly serves as
our Chief Compliance Officer.

Proxy Voting Policies and Procedures

We vote proxies relating to our portfolio securities in the best interest of our stockholders. We review on
a case-by-case basis each proposal submitted to a stockholder vote to determine its impact on the portfolio
securities held by us. Although we generally vote against proposals that may have a negative impact on our
portfolio securities, we may vote for such a proposal if there exists compelling long-term reasons to do so.

Our proxy voting decisions are made by the investment professionals who are responsible for monitoring
each of our investments. To ensure that our vote is not the product of a conflict of interest, we require that:
(i) anyone involved in the decision making process disclose to our chief compliance officer any potential
conflict that he or she is aware of and any contact that he or she has had with any interested party regarding a
proxy vote; and (ii) employees involved in the decision making process or vote administration are prohibited
from revealing how we intend to vote on a proposal in order to reduce any attempted influence from interested
parties.

Stockholders may, without charge, obtain information regarding how we voted proxies with respect to our
portfolio securities by making a written request for proxy voting information to: Chief Compliance Officer,
3700 Glenwood Avenue, Suite 530, Raleigh, North Carolina 27612.

Other

We may also be prohibited under the 1940 Act from knowingly participating in certain transactions with
our affiliates without the prior approval of our board of directors who are not interested persons and, in some
cases, prior approval by the SEC.

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

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

We are required to adopt and implement written policies and procedures reasonably designed to prevent
violation of the federal securities laws, review these policies and procedures annually for their adequacy and
the effectiveness of their implementation, and to designate a chief compliance officer to be responsible for
administering the policies and procedures.

Small Business Administration Regulations

The Fund is licensed by the Small Business Administration to operate as a Small Business Investment
Company under Section 301(c) of the Small Business Investment Act of 1958. The Fund initially obtained its
SBIC license on September 11, 2003.

SBICs are designed to stimulate the flow of private equity capital to eligible small businesses. Under
SBA regulations, SBICs may make loans to eligible small businesses, invest in the equity securities of such
businesses and provide them with consulting and advisory services. The Fund has typically invested in senior
and subordinated debt, acquired warrants and/or made equity investments in qualifying small businesses.

Under present SBA regulations, eligible small businesses generally include businesses that (together with
their affiliates) have a tangible net worth not exceeding $18.0 million and have average annual net income
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after Federal income taxes not exceeding $6.0 million (average net income to be computed without benefit of
any carryover loss) for the two most recent fiscal years. In addition, an SBIC must devote 20.0% of its
investment activity to “smaller” concerns as defined by the SBA. A smaller concern generally includes
businesses that have a tangible net worth not exceeding $6.0 million and have average annual net income after
Federal income taxes not exceeding $2.0 million (average net income to be computed without benefit of any
net carryover loss) for the two most recent fiscal years. SBA regulations also provide alternative size standard
criteria to determine eligibility for designation as an eligible small business or smaller concern, which criteria
depend on the industry in which the business is engaged and are based on such factors as the number of
employees and gross revenue. However, once an SBIC has invested in a company, it may continue to make
follow on investments in the company, regardless of the size of the portfolio company at the time of the follow
on investment, up to the time of the portfolio company’s initial public offering.

The SBA prohibits an SBIC from providing funds to small businesses for certain purposes, such as
relending and investment outside the United States, to businesses engaged in a few prohibited industries, and
to certain “passive” (non-operating) companies. In addition, without prior SBA approval, an SBIC may not
invest an amount equal to more than 20.0% of the SBIC’s regulatory capital in any one portfolio company.

The SBA places certain limitations on the financing terms of investments by SBICs in portfolio
companies (such as limiting the permissible interest rate on debt securities held by an SBIC in a portfolio
company). Although prior regulations prohibited an SBIC from controlling a small business concern except in
limited circumstances, regulations adopted by the SBA in 2002 now allow an SBIC to exercise control over a
small business for a period of seven years from the date on which the SBIC initially acquires its control
position. This control period may be extended for an additional period of time with the SBA’s prior written
approval.

The SBA restricts the ability of an SBIC to lend money to any of its officers, directors and employees or
to invest in affiliates thereof. The SBA also prohibits, without prior SBA approval, a “change of control” of an
SBIC or transfers that would result in any person (or a group of persons acting in concert) owning 10.0% or
more of a class of capital stock of a licensed SBIC. A “change of control” is any event which would result in
the transfer of the power, direct or indirect, to direct the management and policies of an SBIC, whether
through ownership, contractual arrangements or otherwise.

An SBIC (or group of SBICs under common control) may generally have outstanding debentures
guaranteed by the SBA in amounts up to three times the amount of the regulatory capital of the SBIC(s).
Debentures guaranteed by the SBA have a maturity of ten years, require semi-annual payments of interest, do
not require any principal payments prior to maturity, and, historically, were subject to certain prepayment
penalties. Those prepayment penalties no longer apply as of September 2006. As of December 31, 2009, we,
through the Fund, had issued $121.9 million of SBA-guaranteed debentures, which had an annual weighted
average interest rate of 5.77%, which includes $115.1 million of pooled SBA-guaranteed debentures with a
weighted average fixed interest rate of 6.03% and $6.8 million of unpooled SBA-guaranteed debentures with a
weighted average interim interest rate of 1.41%. As of December 31, 2009, the maximum statutory limit on
the dollar amount of outstanding SBA-guaranteed debentures that may be issued by a single SBIC was
$150.0 million. In June 2009, the Fund received a new leverage commitment from the SBA which increased
the Fund’s ability to issue SBA guaranteed debentures up to the maximum statutory limit of $150.0 million. In
addition, we have applied for a second SBIC license, which application is currently being reviewed by the
SBA. If approved, this license would provide us with the capability to issue an additional $75.0 million of
SBA-guaranteed debentures.

SBICs must invest idle funds that are not being used to make loans in investments permitted under SBA
regulations in the following limited types of securities: (i) direct obligations of, or obligations guaranteed as to
principal and interest by, the United States government, which mature within 15 months from the date of the
investment; (ii) repurchase agreements with federally insured institutions with a maturity of seven days or less
(and the securities underlying the repurchase obligations must be direct obligations of or guaranteed by the
federal government); (iii) certificates of deposit with a maturity of one year or less, issued by a federally
insured institution; (iv) a deposit account in a federally insured institution that is subject to a withdrawal
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restriction of one year or less; (v) a checking account in a federally insured institution; or (vi) a reasonable
petty cash fund.

SBICs are periodically examined and audited by the SBA’s staff to determine its compliance with SBIC
regulations and are periodically required to file certain forms with the SBA. The Fund was audited by the
SBA during 2009, and no findings were disclosed as a result of the audit.

Neither the SBA nor the U.S. government or any of its agencies or officers has approved any ownership
interest to be issued by us or any obligation that we or any of our subsidiaries may incur.

Securities Exchange Act of 1934 and Sarbanes-Oxley Act Compliance

We are subject to the reporting and disclosure requirements of the Exchange Act, including the filing of
quarterly, annual and current reports, proxy statements and other required items. In addition, we are subject to
the Sarbanes-Oxley Act of 2002, which imposes a wide variety of regulatory requirements on publicly-held
companies and their insiders. For example:

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

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

* pursuant to Rule 13a-15 of the Exchange Act, our management is required to prepare a report regarding
its assessment of our internal control over financial reporting, and separately, our independent registered
public accounting firm audits our internal controls over financial reporting; and

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

The Nasdaq Global Market Corporate Governance Regulations

The Nasdaq Global Market has adopted corporate governance regulations that listed companies must
comply with. We believe we are in compliance with such corporate governance listing standards. We intend to
monitor our compliance with all future listing standards and to take all necessary actions to ensure that we
stay in compliance.

Material U.S. Federal Income Tax Considerations

The following discussion is a general summary of the material U.S. federal income tax considerations
applicable to us and to an investment in our shares. This summary does not purport to be a complete
description of the income tax considerations applicable to such an investment. For example, we have not
described tax consequences that may be relevant to certain types of holders subject to special treatment under
U.S. federal income tax laws, including stockholders subject to the alternative minimum tax, tax-exempt
organizations, insurance companies, dealers in securities, pension plans and trusts, and financial institutions.
This summary assumes that investors hold our common stock as capital assets (within the meaning of the
Code). This discussion is based upon the Code, Treasury regulations, and administrative and judicial
interpretations, each as of the date of this Annual Report on Form 10-K and all of which are subject to
change, possibly retroactively, which could affect the continuing validity of this discussion. This summary
does not discuss any aspects of U.S. estate or gift tax or foreign, state or local tax. It does not discuss the
special treatment under U.S. federal income tax laws that could result if we invested in tax-exempt securities
or certain other investment assets.
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A “U.S. stockholder” generally is a beneficial owner of shares of our common stock who is for
U.S. federal income tax purposes:

e A citizen or individual resident of the United States;

A corporation or other entity treated as a corporation, for U.S. federal income tax purposes, created or
organized in or under the laws of the United States or any political subdivision thereof;

e A trust if a court within the United States is asked to exercise primary supervision over the
administration of the trust and one or more United States persons have the authority to control all
substantive decisions of the trust; or

* A trust or an estate, the income of which is subject to U.S. federal income taxation regardless of its
source.

A “Non-U.S. stockholder” is a beneficial owner of shares of our common stock that is not a
U.S. stockholder.

If a partnership (including an entity treated as a partnership for U.S. federal income tax purposes) holds
shares of our common stock, the U.S. federal income tax treatment of a partner in the partnership will
generally depend upon the status of the partner and the activities of the partnership. A prospective stockholder
that is a partner of a partnership holding shares of our common stock should consult his, her or its tax advisors
with respect to the purchase, ownership and disposition of shares of our common stock.

Tax matters are very complicated and the tax consequences to an investor of an investment in our shares
will depend on the facts of his, her or its particular situation. We encourage investors to consult their own tax
advisors regarding the specific consequences of such an investment, including tax reporting requirements, the
applicability of federal, state, local and foreign tax laws, eligibility for the benefits of any applicable tax treaty
and the effect of any possible changes in the tax laws.

Election to be Taxed as a Regulated Investment Company

As a BDC, we have qualified and elected to be treated as a RIC under Subchapter M of the Code. As a
RIC, we generally will not have to pay corporate-level U.S. federal income taxes on any income that we
distribute to our stockholders as dividends. To maintain our RIC status, we must, among other things, meet
certain source-of-income and asset diversification requirements (as described below). In addition, in order to
maintain RIC tax treatment, we must distribute to our stockholders, for each taxable year, at least 90.0% of
our “investment company taxable income,” which is generally our net ordinary income plus the excess of net
short-term capital gains over net long-term capital losses (the “Annual Distribution Requirement”).

Taxation as a Regulated Investment Company

If we qualify as a RIC and satisfy the Annual Distribution Requirement, then we will not be subject to
U.S. federal income tax on the portion of our income we distribute (or are deemed to distribute) to
stockholders. However, we will be subject to U.S. federal income tax at the regular corporate rates on any
income or capital gains not distributed (or deemed distributed) to our stockholders.

We will be subject to a 4.0% nondeductible U.S. federal excise tax on certain undistributed income unless
we distribute in a timely manner an amount at least equal to the sum of (1) 98.0% of our net ordinary income
for each calendar year, (2) 98.0% of our capital gain net income for each calendar year and (3) any income
recognized, but not distributed, in preceding years and on which we paid no U.S. federal income tax (the
“Excise Tax Avoidance Requirement”). We generally will endeavor in each taxable year to avoid any
U.S. federal excise tax on our earnings.
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In order to qualify as a RIC for U.S. federal income tax purposes, we must, among other things:
* continue to qualify as a BDC under the 1940 Act at all times during each taxable year;

* derive in each taxable year at least 90.0% of our gross income from dividends, interest, payments with
respect to certain securities and loans, gains from the sale of stock or other securities, or other income
derived with respect to our business of investing in such stock or securities (the “90.0% Income
Test”); and

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

¢ at least 50.0% of the value of our assets consists of cash, cash equivalents, U.S. Government
securities, securities of other RICs, and other securities if such other securities of any one issuer
do not represent more than 5.0% of the value of our assets or more than 10.0% of the outstanding
voting securities of the issuer; and

* no more than 25.0% of the value of our assets is invested in the securities, other than
U.S. government securities or securities of other RICs, of one issuer or of two or more issuers that
are controlled, as determined under applicable Internal Revenue Code rules, by us and that are
engaged in the same or similar or related trades or businesses (the “Diversification Tests”).

We may be required to recognize taxable income in circumstances in which we do not receive cash. For
example, if we hold debt obligations that are treated under applicable tax rules as having original issue
discount (such as debt instruments with PIK interest or, in certain cases, increasing interest rates or issued
with warrants), we must include in income each year a portion of the original issue discount that accrues over
the life of the obligation, regardless of whether cash representing such income is received by us in the same
taxable year. We may also have to include in income other amounts that we have not yet received in cash,
such as PIK interest and deferred loan origination fees that are paid after origination of the loan or are paid in
non-cash compensation such as warrants or stock. Because any original issue discount or other amounts
accrued will be included in our investment company taxable income for the year of accrual, we may be
required to make a distribution to our stockholders in order to satisfy the Annual Distribution Requirement,
even though we will not have received any corresponding cash amount. As a result, we may have difficulty
meeting the annual distribution requirement necessary to maintain RIC tax treatment under the Code. We may
have to sell some of our investments at times and/or at prices we would not consider advantageous, raise
additional debt or equity capital or forgo new investment opportunities for this purpose. If we are not able to
obtain cash from other sources, we may fail to qualify for RIC tax treatment and thus become subject to
corporate-level U.S. federal income tax.

In order to meet the 90% Income Test, we may establish one or more special purpose corporations to
hold assets from which we do not anticipate earning dividend, interest or other qualifying income under the
90% Income Test. Any such special purpose corporation would generally be subject to U.S. federal income
tax, and could result in a reduced after-tax yield on the portion of our assets held there.

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

Although we do not presently expect to do so, we are authorized to borrow funds and to sell assets in
order to satisfy distribution requirements. However, under the 1940 Act, we are not permitted to make
distributions to our stockholders while our debt obligations and other senior securities are outstanding unless
certain “asset coverage” tests are met. See “Regulation of Business Development Companies — Senior
Securities” above. Moreover, our ability to dispose of assets to meet our distribution requirements may be
limited by (1) the illiquid nature of our portfolio and/or (2) other requirements relating to our status as a RIC,
including the Diversification Tests. If we dispose of assets in order to meet the Annual Distribution
Requirement or the Excise Tax Avoidance Requirement, we may make such dispositions at times that, from an
investment standpoint, are not advantageous.
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We may invest in preferred securities or other securities the U.S. federal income tax treatment of which
may not be clear or may be subject to recharacterization by the IRS. To the extent the tax treatment of such
securities or the income from such securities differs from the expected tax treatment, it could affect the timing
or character of income recognized, requiring us to purchase or sell securities, or otherwise change our
portfolio, in order to comply with the tax rules applicable to RICs under the Code.

The remainder of this discussion assumes that we qualify as a RIC and have satisfied the Annual
Distribution Requirement.

Taxation of U.S. Stockholders

Distributions by us generally are taxable to U.S. stockholders as ordinary income or capital gains.
Distributions of our “investment company taxable income” (which is, generally, our net ordinary income plus
realized net short-term capital gains in excess of realized net long-term capital losses) will be taxable as
ordinary income to U.S. stockholders to the extent of our current or accumulated earnings and profits, whether
paid in cash or reinvested in additional common stock. To the extent such distributions paid by us to non-
corporate stockholders (including individuals) are attributable to dividends from U.S. corporations and certain
qualified foreign corporations, such distributions (“Qualifying Dividends”) may be eligible for a maximum tax
rate of 15.0% (through 2010). In this regard, it is anticipated that distributions paid by us will generally not be
Qualifying Dividends and, therefore, generally will not qualify for the preferential rate applicable to Qualifying
Dividends. Distributions of our net capital gains (which is generally our realized net long-term capital gains in
excess of realized net short-term capital losses) properly designated by us as “capital gain dividends” will be
taxable to a U.S. stockholder as long-term capital gains at a maximum rate of 15.0% (through 2010) in the
case of individuals, trusts or estates, regardless of the U.S. stockholder’s holding period for his, her or its
shares of our common stock and regardless of whether paid in cash or reinvested in additional common stock.
Distributions in excess of our earnings and profits first will reduce a U.S. stockholder’s adjusted tax basis in
such stockholder’s common stock and, after the adjusted basis is reduced to zero, will constitute capital gains
to such U.S. stockholder.

We currently intend to retain some or all of our realized net long-term capital gains in excess of realized
net short-term capital losses, but to designate the retained net capital gain as a “deemed distribution.” In that
case, among other consequences, we will pay tax on the retained amount, each U.S. stockholder will be
required to include his, her or its share of the deemed distribution in income as if it had been actually
distributed to the U.S. stockholder, and the U.S. stockholder will be entitled to claim a credit equal to his, her
or its allocable share of the tax paid thereon by us. Because we expect to pay tax on any retained capital gains
at our regular corporate tax rate, and because that rate is in excess of the maximum rate currently payable by
individuals on long-term capital gains, the amount of tax that individual U.S. stockholders will be treated as
having paid will exceed the tax they owe on the capital gain distribution and such excess generally may be
refunded or claimed as a credit against the U.S. stockholder’s other U.S. federal income tax obligations. The
amount of the deemed distribution net of such tax will be added to the U.S. stockholder’s cost basis for his,
her or its common stock. In order to utilize the deemed distribution approach, we must provide written notice
to our stockholders prior to the expiration of 60 days after the close of the relevant taxable year. We cannot
treat any of our investment company taxable income as a “deemed distribution.”

In any fiscal year, we may elect to make distributions to our stockholders in excess of our taxable
earnings for that fiscal year. As a result, a portion of those distributions may be deemed a return of capital to
our stockholders.

The Internal Revenue Service recently issued guidance that permits certain distributions made by a RIC
consisting of both cash and its stock to be treated as dividend distributions for purposes of satisfying the
annual distribution requirements applicable to RICs. Based on that guidance, if we satisfy certain requirements,
including the requirement that at least 10% of the total value of any such distribution consists of cash, the
cash and our shares that we distribute will be treated as a dividend, to the extent of our earnings and profits. If
we make such a distribution to our stockholders, each of our stockholders will be required to treat the total
value of the distribution that each stockholder receives as a dividend, to the extent of each stockholder’s pro-
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rata share of our earnings and profits, regardless of whether such stockholder receives cash, our shares or a
combination of cash and our shares.

We advise each of our stockholders that the taxes resulting from your receipt of a distribution consisting
of cash and our shares may exceed the cash that you receive in the distribution. We urge each of our
stockholders to consult your tax advisor regarding the specific federal, state, local and foreign income and
other tax consequences of distributions consisting of both cash and our shares.

For purposes of determining (1) whether the Annual Distribution Requirement is satisfied for any year
and (2) the amount of capital gain dividends paid for that year, we may, under certain circumstances, elect to
treat a dividend that is paid during the following taxable year as if it had been paid during the taxable year in
question. If we make such an election, the U.S. stockholder will still be treated as receiving the dividend in
the taxable year in which the distribution is made. However, any dividend declared by us in October,
November or December of any calendar year, payable to stockholders of record on a specified date in such a
month and actually paid during January of the following year, will be treated as if it had been received by our
U.S. stockholders on December 31 of the year in which the dividend was declared.

If an investor purchases shares of our common stock shortly before the record date of a distribution, the
price of the shares will include the value of the distribution and the investor will be subject to tax on the
distribution even though economically it may represent a return of his, her or its investment.

A stockholder generally will recognize taxable gain or loss if the stockholder sells or otherwise disposes
of his, her or its shares of our common stock. The amount of gain or loss will be measured by the difference
between such stockholder’s adjusted tax basis in the common stock sold and the amount of the proceeds
received in exchange. Any gain arising from such sale or disposition generally will be treated as long-term
capital gain or loss if the stockholder has held his, her or its shares for more than one year. Otherwise, it will
be classified as short-term capital gain or loss. However, any capital loss arising from the sale or disposition of
shares of our common stock held for six months or less will be treated as long-term capital loss to the extent
of the amount of capital gain dividends received, or undistributed capital gain deemed received, with respect
to such shares. In addition, all or a portion of any loss recognized upon a disposition of shares of our common
stock may be disallowed if other shares of our common stock are purchased (whether through reinvestment of
distributions or otherwise) within 30 days before or after the disposition.

In general, individual U.S. stockholders are subject to a maximum federal income tax rate of 15.0%
(through 2010) on their net capital gain (i.e., the excess of realized net long-term capital gains over realized
net short-term capital losses), recognized prior to January 1, 2011, including any long-term capital gain derived
from an investment in our shares. Such rate is lower than the maximum rate on ordinary income currently
payable by individuals. Corporate U.S. stockholders currently are subject to federal income tax on net capital
gain at the maximum 35.0% rate also applied to ordinary income. Non-corporate stockholders with net capital
losses for a year (i.e., capital losses in excess of capital gains) generally may deduct up to $3,000 of such
losses against their ordinary income each year; any net capital losses of a non-corporate stockholder in excess
of $3,000 generally may be carried forward and used in subsequent years as provided in the Code. Corporate
stockholders generally may not deduct any net capital losses for a year, but may carry back such losses for
three years or carry forward such losses for five years.

We will send to each of our U.S. stockholders, as promptly as possible after the end of each calendar
year, a notice detailing, on a per share and per distribution basis, the amounts includible in such
U.S. stockholder’s taxable income for such year as ordinary income and as long-term capital gain. In addition,
the federal tax status of each year’s distributions generally will be reported to the Internal Revenue Service
(including the amount of dividends, if any, eligible for the 15.0% maximum rate (through 2010)). Dividends
paid by us generally will not be eligible for the dividends-received deduction or the preferential tax rate
applicable to Qualifying Dividends because our income generally will not consist of Qualifying Dividends.
Distributions may also be subject to additional state, local and foreign taxes depending on a U.S. stockholder’s
particular situation.
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We may be required to withhold U.S. federal income tax (“backup withholding”) at a rate of 28.0%
(through 2010) from all taxable distributions to any non-corporate U.S. stockholder (1) who fails to furnish us
with a correct taxpayer identification number or a certificate that such stockholder is exempt from backup
withholding, or (2) with respect to whom the IRS notifies us that such stockholder has failed to properly report
certain interest and dividend income to the IRS and to respond to notices to that effect. An individual’s
taxpayer identification number is his or her social security number. Any amount withheld under backup
withholding is allowed as a credit against the U.S. stockholder’s federal income tax liability, provided that
proper information is provided to the IRS.

Taxation of Non-U.S. Stockholders

Whether an investment in the shares is appropriate for a Non-U.S. stockholder will depend upon that
person’s particular circumstances. An investment in the shares by a Non-U.S. stockholder may have adverse
tax consequences. Non-U.S. stockholders should consult their tax advisers before investing in our common
stock.

Distributions of our “investment company taxable income” to Non-U.S. stockholders (including interest
income and realized net short-term capital gains in excess of realized long-term capital losses, which generally
would be free of withholding if paid to Non-U.S. stockholders directly) will be subject to withholding of
federal tax at a 30.0% rate (or lower rate provided by an applicable treaty) to the extent of our current and
accumulated earnings and profits unless an applicable exception applies. If the distributions are effectively
connected with a U.S. trade or business of the Non-U.S. stockholder, and, if an income tax treaty applies,
attributable to a permanent establishment in the United States, we will not be required to withhold U.S. federal
tax if the Non-U.S. stockholder complies with applicable certification and disclosure requirements, although
the distributions will be subject to U.S. federal income tax at the rates applicable to U.S. persons. (Special
certification requirements apply to a Non-U.S. stockholder that is a foreign partnership or a foreign trust, and
such entities are urged to consult their own tax advisors.)

Actual or deemed distributions of our net capital gains to a Non-U.S. stockholder, and gains realized by a
Non-U.S. stockholder upon the sale of our common stock, will not be subject to federal withholding tax and
generally will not be subject to U.S. federal income tax unless the distributions or gains, as the case may be,
are effectively connected with a U.S. trade or business of the Non-U.S. stockholder and, if an income tax
treaty applies, are attributable to a permanent establishment maintained by the Non-U.S. stockholder in the
United States.

If we distribute our net capital gains in the form of deemed rather than actual distributions, a
Non-U.S. stockholder will be entitled to a U.S. federal income tax credit or tax refund equal to the
stockholder’s allocable share of the tax we pay on the capital gains deemed to have been distributed. In order
to obtain the refund, the Non-U.S. stockholder must obtain a U.S. taxpayer identification number and file a
U.S. federal income tax return even if the Non-U.S. stockholder would not otherwise be required to obtain a
U.S. taxpayer identification number or file a U.S. federal income tax return. For a corporate Non-U.S. stock-
holder, distributions (both actual and deemed), and gains realized upon the sale of our common stock that are
effectively connected to a U.S. trade or business may, under certain circumstances, be subject to an additional
“branch profits tax” at a 30.0% rate (or at a lower rate if provided for by an applicable treaty). Accordingly,
investment in the shares may not be appropriate for a Non-U.S. stockholder.

A Non-U.S. stockholder who is a non-resident alien individual, and who is otherwise subject to
withholding of U.S. federal tax, may be subject to information reporting and backup withholding of
U.S. federal income tax on dividends unless the Non-U.S. stockholder provides us or the dividend paying
agent with an IRS Form W-8BEN (or an acceptable substitute form) or otherwise meets documentary evidence
requirements for establishing that it is a Non-U.S. stockholder or otherwise establishes an exemption from
backup withholding.

As a RIC, we will be subject to the alternative minimum tax (“AMT”), but any items that are treated
differently for AMT purposes must be apportioned between us and our stockholders and this may affect the
stockholders” AMT liabilities. Although regulations explaining the precise method of apportionment have not
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yet been issued by the Internal Revenue Service, we intend in general to apportion these items in the same
proportion that dividends paid to each stockholder bear to our taxable income (determined without regard to
the dividends paid deduction), unless we determine that a different method for a particular item is warranted
under the circumstances.

Non-U.S. persons should consult their own tax advisors with respect to the U.S. federal income tax and
withholding tax, and state, local and foreign tax consequences of an investment in the shares.

Failure to Qualify as a Regulated Investment Company

If we are unable to qualify for treatment as a RIC, we would be subject to U.S. federal income tax on all
of our taxable income at regular corporate rates, regardless of whether we make any distributions to our
stockholders. Distributions would not be required, and any distributions would be taxable to our stockholders
as Qualifying Dividends to the extent of our current and accumulated earnings and profits. Subject to certain
limitations under the Code, corporate distributees would be eligible for the dividends-received deduction.
Distributions in excess of our current and accumulated earnings and profits would be treated first as a return
of capital to the extent of the stockholder’s tax basis, and any remaining distributions would be treated as a
capital gain.

Available Information

We intend to make this Annual Report, as well as our quarterly reports on Form 10-Q, our current reports
on Form 8-K and, if applicable, amendments to those reports filed or furnished pursuant to Section 13(a) of
the Exchange Act, publicly available on our website (www.tcap.com) without charge as soon as reasonably
practicable following our filing of such reports with the Securities and Exchange Commission (“SEC”). Our
SEC reports can be accessed through the investor relations section of our website. The information found on
our website is not part of this or any other report we file with or furnish to the SEC. We assume no obligation
to update or revise any forward looking statements in this Annual Report or in other reports filed with the
SEC, whether as a result of new information, future events or otherwise, unless we are required to do so by
law. A copy of this Annual Report and our other reports is available without charge upon written request to
Investor Relations, Triangle Capital Corporation, 3700 Glenwood Avenue, Suite 530, Raleigh, North Carolina
27612.

Further, a copy of this Annual Report is obtainable from the SEC’s Public Reference Room at 100 F Street,
N.E., Washington, D.C. 20549. Information on the operation of the Public Reference Room can be obtained
by calling the SEC at 1-800-SEC-0330. The SEC maintains an internet site that contains reports, proxy and
information statements and our other filings at www.sec.gov.

We have adopted a code of ethics for Triangle Capital Corporation and Triangle Mezzanine Fund LLLP,
which we call our “Code of Conduct”), which every director, officer and employee is expected to observe. The
Code of Conduct for Triangle Capital Corporation and Triangle Mezzanine Fund LLLP is publicly available
on our website under “Corporate Governance” at the following URL: http://ir.tcap.com/governance.cfm and is
referenced in this Annual Report as Exhibit 14.1.

Item 1A. Risk Factors.

As indicated above in this Annual Report under “Forward-Looking Statements,” those statements in this
Annual Report that are not historical facts may be forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995. Investing in our common stock involves a number of
significant risks. The risks set out below are not the only risks we face. Additional risks and uncertainties not
presently known to us or not presently deemed material by us might also impair our operations and
performance. If any of the following events occur, our business, financial condition and results of operations
could be materially and adversely affected. In such case, our net asset value and the trading price of our
common stock could decline, and you may lose all or part of your investment.
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Risks Relating to Our Business and Structure

Our financial condition and results of operations will depend on our ability to manage and deploy capital
effectively.

Our ability to continue to achieve our investment objective will depend on our ability to effectively
manage and deploy our capital, which will depend, in turn, on our management team’s ability to continue to
identify, evaluate, invest in, and monitor companies that meet our investment criteria. We cannot assure you
that we will continue to achieve our investment objective.

Accomplishing this result on a cost-effective basis will be largely a function of our management team’s
handling of the investment process, its ability to provide competent, attentive and efficient services and our
access to investments offering acceptable terms. In addition to monitoring the performance of our existing
investments, members of our management team and our investment professionals may also be called upon to
provide managerial assistance to our portfolio companies. These demands on their time may distract them or
slow the rate of investment.

Even if we are able to grow and build upon our investment operations in a manner commensurate with
the increased capital available to us as a result of recent offerings of our common stock, any failure to manage
our growth effectively could have a material adverse effect on our business, financial condition, results of
operations and prospects. The results of our operations will depend on many factors, including the availability
of opportunities for investment, readily accessible short and long-term funding alternatives in the financial
markets and economic conditions. Furthermore, if we cannot successfully operate our business or implement
our investment policies and strategies as described in this Annual Report, it could negatively impact our ability
to pay dividends and cause you to lose all or part of your investment.

Current market conditions have impacted debt and equity capital markets in the United States, and we do
not expect these conditions to improve in the near future.

Since the third quarter of 2007, global credit and other financial markets have suffered substantial stress,
volatility, illiquidity and disruption. These forces reached extraordinary levels in late 2008, resulting in the
bankruptcy of, the acquisition of, or government intervention in the affairs of several major domestic and
international financial institutions. In particular, the financial services sector has been negatively impacted by
significant write-offs as the value of the assets held by financial firms has declined, impairing their capital
positions and abilities to lend and invest. We believe that such value declines were exacerbated by widespread
forced liquidations as leveraged holders of financial assets, faced with declining prices, were compelled to sell
to meet margin requirements and maintain compliance with applicable capital standards. Such forced
liquidations have also impaired or eliminated many investors and investment vehicles, leading to a decline in
the supply of capital for investment and depressed pricing levels for many assets. These events significantly
diminished overall confidence in the debt and equity markets, engendered unprecedented declines in the values
of certain assets, and caused extreme economic uncertainty.

Since March 2009, there have been signs that the global credit and other financial market conditions have
improved as stability has increased throughout the international financial system. Concentrated policy
initiatives undertaken by central banks and governments appear to have curtailed the incidence of large-scale
failures within the global financial system. Concurrently, investor confidence, financial indicators, capital
markets activity and asset prices have shown signs of marked improvement since the second quarter of 2009.
While financial conditions have improved, economic activity has remained subdued and corporate interest rate
risk premiums, otherwise known as credit spreads, remain at historically high levels, particularly in the
commercial loan and high yield bond markets. These conditions could increase our funding costs, limit our
access to the capital markets or result in a decision by lenders not to extend credit to us. These events could
prevent us from increasing our investment originations and negatively impact our operating results.
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Our investment portfolio is and will continue to be recorded at fair value as determined in good faith by
our board of directors and, as a result, there is and will continue to be uncertainty as to the value of our
portfolio investments.

Under the 1940 Act, we are required to carry our portfolio investments at market value or, if there is no
readily available market value, at fair value as determined by our board of directors. Typically there is not a
public market for the securities of the privately held companies in which we have invested and will generally
continue to invest. As a result, we value these securities quarterly at fair value as determined in good faith by
our board of directors based on input from management, a third party independent valuation firm and our audit
committee.

The determination of fair value and consequently, the amount of unrealized gains and losses in our
portfolio, is to a certain degree subjective and dependent on the judgment of our board. Certain factors that
may be considered in determining the fair value of our investments include the nature and realizable value of
any collateral, the portfolio company’s earnings and its ability to make payments on its indebtedness, the
markets in which the portfolio company does business, comparison to comparable publicly-traded companies,
discounted cash flows and other relevant factors. Because such valuations, and particularly valuations of
private securities and private companies, are inherently uncertain, may fluctuate over short periods of time and
may be based on estimates, our determinations of fair value may differ materially from the values that would
have been used if a ready market for these securities existed. Due to this uncertainty, our fair value
determinations may cause our net asset value on a given date to materially understate or overstate the value
that we may ultimately realize upon the sale or disposition of one or more of our investments. As a result,
investors purchasing our common stock based on an overstated net asset value would pay a higher price than
the value of our investments might warrant. Conversely, investors selling shares during a period in which the
net asset value understates the value of our investments will receive a lower price for their shares than the
value of our investments might warrant.

We operate in a highly competitive market for investment opportunities.

A large number of entities compete with us to make the types of investments that we make in target
companies. We compete for investments with other BDCs and investment funds (including private equity funds
and mezzanine funds), as well as traditional financial services companies such as commercial and investment
banks and other sources of funding. Moreover, alternative investment vehicles, such as hedge funds, also invest
in lower middle market companies. As a result, competition for investment opportunities in lower middle
market companies is intense. Many of our competitors are substantially larger and have considerably greater
financial, technical and marketing resources than we do. For example, some competitors may have a lower
cost of capital and access to funding sources that are not available to us. In addition, some of our competitors
may have higher risk tolerances or different risk assessments than we have. These characteristics could allow
our competitors to consider a wider variety of investments, establish more relationships and offer better pricing
and more flexible structuring than we are able to do. We may lose investment opportunities if we do not
match our competitors’ pricing, terms and structure. If we are forced to match our competitors’ pricing, terms
and structure, we may not be able to achieve acceptable returns on our investments or may bear substantial
risk of capital loss. A significant part of our competitive advantage stems from the fact that the market for
investments in lower middle market companies is underserved by traditional commercial banks and other
financing sources. A significant increase in the number and/or the size of our competitors in this target market
could force us to accept less attractive investment terms. Furthermore, many of our competitors have greater
experience operating under, or are not subject to, the regulatory restrictions that the 1940 Act imposes on us
as a BDC.

We are dependent upon our key investment personnel for our future success.

We depend on the members of our senior management team, particularly Garland S. Tucker, III, Brent
P.W. Burgess and Steven C. Lilly, for the final selection, structuring, closing and monitoring of our
investments. These employees have critical industry experience and relationships that we rely on to implement
our business plan. If we lose the services of these individuals, we may not be able to operate our business as
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we expect, and our ability to compete could be harmed, which could cause our operating results to suffer.
Effective February 21, 2009, Messrs. Tucker, Burgess and Lilly are no longer employed by us pursuant to
employment agreements. Rather, each is currently employed by us on an at-will basis.

Our success depends on attracting and retaining qualified personnel in a competitive environment.

We experience competition in attracting and retaining qualified personnel, particularly investment
professionals, and we may be unable to maintain or grow our business if we cannot attract and retain such
personnel. Our ability to attract and retain personnel with the requisite credentials, experience and skills
depends on several factors including, but not limited to, our ability to offer competitive wages, benefits and
professional growth opportunities. Many of the entities, including investment funds (such as private equity
funds and mezzanine funds) and traditional financial services companies, with which we compete for
experienced personnel have greater resources than we have.

The competitive environment for qualified personnel may require us to take certain measures to ensure
that we are able to attract and retain experienced personnel. Such measures may include increasing the
attractiveness of our overall compensation packages, altering the structure of our compensation packages
through the use of additional forms of compensation, or other steps. The inability to attract and retain
experienced personnel could have a material adverse effect on our business.

Our business model depends to a significant extent upon strong referral relationships, and our inability
to maintain or develop these relationships, as well as the failure of these relationships to generate
investment opportunities, could adversely affect our business.

We expect that members of our management team will maintain their relationships with financial
institutions, private equity and other non-bank investors, investment bankers, commercial bankers, attorneys,
accountants and consultants, and we will rely to a significant extent upon these relationships to provide us
with potential investment opportunities. If our management team fails to maintain its existing relationships or
develop new relationships with other sponsors or sources of investment opportunities, we will not be able to
grow our investment portfolio. In addition, individuals with whom members of our management team have
relationships are not obligated to provide us with investment opportunities, and, therefore, there is no assurance
that such relationships will generate investment opportunities for us.

We have limited operating history as a business development company and as a regulated investment
company, which may impair your ability to assess our prospects.

The 1940 Act imposes numerous constraints on the operations of BDCs. Prior to the consummation of
our initial public offering in February 2007, we had not operated, and our management team had no
experience operating, as a BDC under the 1940 Act or as a RIC under Subchapter M of the Code. As a result,
we have limited operating results under these regulatory frameworks that can demonstrate to you either their
effect on our business or our ability to manage our business under these frameworks. Our management team’s
limited experience in managing a portfolio of assets under such constraints may hinder our ability to take
advantage of attractive investment opportunities and, as a result, achieve our investment objective. Further-
more, any failure to comply with the requirements imposed on BDCs by the 1940 Act could cause the SEC to
bring an enforcement action against us. If we do not remain a BDC, we might be regulated as a closed-end
investment company under the 1940 Act, which would further decrease our operating flexibility.

Regulations governing our operation as a business development company will affect our ability to, and
the way in which we raise additional capital.

Our business will require capital to operate and grow. We may acquire such additional capital from the
following sources:

Senior Securities. Currently we, through the Fund, issue debt securities guaranteed by the SBA. In the
future, we may issue debt securities or preferred stock and/or borrow money from banks or other financial

30


%%TRANSMSG*** Transmitting Job: G22395 PCN: 031000000 ***%%PCMSG|30     |00006|Yes|No|03/06/2010 04:40|0|0|Page is valid, no graphics -- Color: N|


institutions, which we refer to collectively as senior securities. As a result of issuing senior securities, we will
be exposed to additional risks, including, but not limited to, the following:

* Under the provisions of the 1940 Act, we are permitted, as a BDC, to issue senior securities only in
amounts such that our asset coverage, as defined in the 1940 Act, equals at least 200% after each
issuance of senior securities. If the value of our assets declines, we may be unable to satisfy this test. If
that happens, we may be required to sell a portion of our investments and, depending on the nature of
our leverage, repay a portion of our debt at a time when such sales and/or repayments may be
disadvantageous.

* Any amounts that we use to service our debt or make payments on preferred stock will not be available
for dividends to our common stockholders.

o It is likely that any senior securities or other indebtedness we issue will be governed by an indenture or
other instrument containing covenants restricting our operating flexibility. Additionally, some of these
securities or other indebtedness may be rated by rating agencies, and in obtaining a rating for such
securities and other indebtedness, we may be required to abide by operating and investment guidelines
that further restrict operating and financial flexibility.

e We and, indirectly, our stockholders will bear the cost of issuing and servicing such securities and other
indebtedness.

 Preferred stock or any convertible or exchangeable securities that we issue in the future may have
rights, preferences and privileges more favorable than those of our common stock, including separate
voting rights and could delay or prevent a transaction or a change in control to the detriment of the
holders of our common stock.

Additional Common Stock. We are not generally able to issue and sell our common stock at a price
below net asset value per share. We may, however, sell our common stock, warrants, options or rights to
acquire our common stock, at a price below the current net asset value of the common stock if our board of
directors determines that such sale is in the best interests of our stockholders, and our stockholders approve
such sale. At our Annual Stockholders Meeting on May 6, 2009, our stockholders voted to allow us to issue
common stock at a price below net asset value per share for a period of one year ending May 5, 2010. Our
stockholders did not specify a maximum discount below net asset value at which we are able to issue our
common stock; however, we do not intend to issue shares of our common stock below net asset value unless
our board of directors determines that it would be in our stockholders’ best interests to do so. In any such
case, however, the price at which our common stock are to be issued and sold may not be less than a price
which, in the determination of our board of directors, closely approximates the market value of such securities
(less any distributing commission or discount). We may also make rights offerings to our stockholders at
prices per share less than the net asset value per share, subject to applicable requirements of the 1940 Act. If
we raise additional funds by issuing more common stock or senior securities convertible into, or exchangeable
for, our common stock, the percentage ownership of our stockholders at that time would decrease, and they
may experience dilution. Moreover, we can offer no assurance that we will be able to issue and sell additional
equity securities in the future, on favorable terms or at all.

The Fund is licensed by the SBA, and therefore subject to SBA regulations.

The Fund is licensed to act as an SBIC and is regulated by the SBA. Under current SBA regulations, a
licensed SBIC can provide capital to those entities that have a tangible net worth not exceeding $18.0 million
and an average annual net income after federal income taxes not exceeding $6.0 million for the two most
recent fiscal years. In addition, a licensed SBIC must devote 20.0% of its investment activity to those entities
that have a tangible net worth not exceeding $6.0 million and an average annual net income after federal
income taxes not exceeding $2.0 million for the two most recent fiscal years. The SBA also places certain
limitations on the financing terms of investments by SBICs in portfolio companies and prohibits SBICs from
providing funds for certain purposes or to businesses in a few prohibited industries. Compliance with SBA
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requirements may cause the Fund, and us, as its parent, to forego attractive investment opportunities that are
not permitted under SBA regulations.

Further, the SBA regulations require that a licensed SBIC be periodically examined and audited by the
SBA to determine its compliance with the relevant SBA regulations. The SBA prohibits, without prior SBA
approval, a “change of control” of an SBIC or transfers that would result in any person (or a group of persons
acting in concert) owning 10.0% or more of a class of capital stock of a licensed SBIC. If the Fund fails to
comply with applicable SBA regulations, the SBA could, depending on the severity of the violation, limit or
prohibit the Fund’s use of debentures, declare outstanding debentures immediately due and payable, and/or
limit the Fund from making new investments. In addition, the SBA can revoke or suspend a license for willful
or repeated violation of, or willful or repeated failure to observe, any provision of the Small Business
Investment Act of 1958 or any rule or regulation promulgated thereunder. Such actions by the SBA would, in
turn, negatively affect us because the Fund is our wholly owned subsidiary.

Because we borrow money, the potential for gain or loss on amounts invested in us is magnified and may
increase the risk of investing in us.

Borrowings, also known as leverage, magnify the potential for gain or loss on invested equity capital. As
we intend to use leverage to partially finance our investments, our stockholders experience increased risks
associated with investing in our common stock. The Fund issues debt securities guaranteed by the SBA and
sold in the capital markets. As a result of its guarantee of the debt securities, the SBA has fixed dollar claims
on the Fund’s assets that are superior to the claims of our common stockholders. We may also borrow from
banks and other lenders in the future. If the value of our assets increases, then leveraging would cause the net
asset value attributable to our common stock to increase more sharply than it would have had we not
leveraged. Conversely, if the value of our assets decreases, leveraging would cause net asset value to decline
more sharply than it otherwise would have had we not leveraged. Similarly, any increase in our income in
excess of interest payable on the borrowed funds would cause our net investment income to increase more
than it would without the leverage, while any decrease in our income would cause our net investment income
to decline more sharply than it would have had we not borrowed. Such a decline could negatively affect our
ability to make common stock dividend payments. Leverage is generally considered a speculative investment
technique.

As a BDC, we are generally required to meet a coverage ratio of total assets to total borrowings and
other senior securities, which include all of our borrowings (other than SBA leverage) and any preferred stock
we may issue in the future, of at least 200%. If this ratio declines below 200%, we may not be able to incur
additional debt and may need to sell a portion of our investments to repay some debt when it is
disadvantageous to do so, and we may not be able to make distributions. Currently, we do not have senior
securities outstanding and therefore are not limited by this ratio.

On December 31, 2009, we had $121.9 million of outstanding indebtedness guaranteed by the SBA,
which had a weighted average annualized interest cost of 5.77%. The calculation of this weighted average
interest rate includes i) the interim rates charged on $6.8 million of SBA guaranteed debentures that have not
yet been pooled and ii) the fixed rates charged on $115.1 million of pooled SBA guaranteed debentures. The
unpooled SBA-guaranteed debentures have a weighted average interim interest rate of 1.41% and the pooled
SBA guaranteed debentures have a weighted average interest rate of 6.03%.

Our ability to achieve our investment objectives may depend in part on our ability to achieve additional
leverage on favorable terms by issuing debentures guaranteed by the SBA or by borrowing from banks, or
insurance companies, and there can be no assurance that such additional leverage can in fact be achieved.

SBA regulations limit the outstanding dollar amount of SBA-guaranteed debentures that may be issued
by an SBIC or group of SBIC’s under common control.

The SBA regulations currently limit the dollar amount of SBA-guaranteed debentures that can be issued
by any one SBIC to $150.0 million or to a group of SBICs under common control to $225.0 million.
Moreover, an SBIC may not borrow an amount in excess of three times its regulatory capital. As of

32


%%TRANSMSG*** Transmitting Job: G22395 PCN: 033000000 ***%%PCMSG|32     |00006|Yes|No|03/06/2010 04:40|0|0|Page is valid, no graphics -- Color: N|


December 31, 2009, the Fund had issued $121.9 million in debentures guaranteed by the SBA and has the
ability to issue up to the statutory maximum of $150.0 million of SBA-guaranteed debentures. While we
cannot presently predict whether or not we will borrow the maximum permitted amount, if we reach the
maximum dollar amount of SBA-guaranteed debentures permitted, and thereafter require additional capital,
our cost of capital may increase, and there is no assurance that we will be able to obtain additional financing
on acceptable terms.

Moreover, the Fund’s current status as an SBIC does not automatically assure that the Fund will continue
to receive SBA-guaranteed debenture funding. Receipt of SBA leverage funding is dependent upon the Fund
continuing to be in compliance with SBA regulations and policies and there being funding available. The
amount of SBA leverage funding available to SBICs is dependent upon annual Congressional authorizations
and in the future may be subject to annual Congressional appropriations. There can be no assurance that there
will be sufficient debenture funding available at the times desired by the Fund.

The debentures guaranteed by the SBA have a maturity of ten years and require semi-annual payments of
interest. The Fund will need to generate sufficient cash flow to make required interest payments on the
debentures. If the Fund is unable to meet its financial obligations under the debentures, the SBA, as a creditor,
will have a superior claim to the Fund’s assets over our stockholders in the event we liquidate the Fund or the
SBA exercises its remedies under such debentures as the result of a default by us. In addition, the SBA must
approve our independent directors before the Fund will be permitted to issue additional debentures guaranteed
by the SBA.

We may experience fluctuations in our quarterly results.

We could experience fluctuations in our quarterly operating results due to a number of factors, including
our ability or inability to make investments in companies that meet our investment criteria, the interest rate
payable on the debt securities we acquire, the level of our expenses, variations in and the timing of the
recognition of realized and unrealized gains or losses, the degree to which we encounter competition in our
markets and general economic conditions. As a result of these factors, results for any period should not be
relied upon as being indicative of performance in future periods.

Our ability to enter into and exit investment transactions with our affiliates will be restricted.

Except in those instances where we have received prior exemptive relief from the SEC, we will be
prohibited under the 1940 Act from knowingly participating in certain transactions with our affiliates without
the prior approval of our independent directors. Any person that owns, directly or indirectly, 5.0% or more of
our outstanding voting securities is deemed our affiliate for purposes of the 1940 Act and we are generally
prohibited from buying or selling any security from or to such affiliate, absent the prior approval of our
independent directors. The 1940 Act also prohibits “joint” transactions with an affiliate, which could include
investments in the same portfolio company (whether at the same or different times), without prior approval of
our independent directors. If a person acquires more than 25.0% of our voting securities, we will be prohibited
from buying or selling any security from or to such person, or entering into joint transactions with such
person, absent the prior approval of the SEC. These restrictions could limit or prohibit us from making certain
attractive investments that we might otherwise make absent such restrictions.

Our board of directors may change our operating policies and strategies without prior notice or
stockholder approval, the effects of which may be adverse.

Our board of directors has the authority to modify or waive our current operating policies and strategies
without prior notice and without stockholder approval. We cannot predict the effect any changes to our current
operating policies, investment criteria and strategies would have on our business, net asset value, operating
results and value of our stock. However, the effects might be adverse, which could negatively impact our
ability to pay you dividends and cause you to lose all or part of your investment. Moreover, we will have
significant flexibility in investing the net proceeds from any future offerings of our common stock and may
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use the net proceeds from such offerings in ways with which investors may not agree or for purposes other
than those currently contemplated.

We will be subject to corporate-level income tax if we are unable to qualify as a regulated investment
company (“RIC”’) under Subchapter M of the Code, which will adversely affect our results of operations
and financial condition.

We have elected to be treated as a RIC under the Code, which generally will allow us to avoid being
subject to an entity level tax. To obtain and maintain RIC tax treatment under the Code, we must meet the
following annual distribution, income source and asset diversification requirements:

* The annual distribution requirement for a RIC will be satisfied if we distribute to our stockholders on
an annual basis at least 90.0% of our net ordinary income and realized net short-term capital gains in
excess of realized net long-term capital losses, if any. We will be subject to a 4.0% nondeductible
federal excise tax, however, to the extent that we do not satisfy certain additional minimum distribution
requirements on a calendar year basis. See “Material U.S. Federal Income Tax Considerations.” Because
we use debt financing, we are subject to certain asset coverage ratio requirements under the 1940 Act
and may in the future become subject to certain financial covenants under loan and credit agreements
that could, under certain circumstances, restrict us from making distributions necessary to satisfy the
annual distribution requirement. If we are unable to obtain cash from other sources, we could fail to
qualify for RIC tax treatment and thus become subject to corporate-level income tax.

* The income source requirement will be satisfied if we obtain at least 90.0% of our income for each
year from distributions, interest, gains from the sale of stock or securities or similar sources.

* The asset diversification requirement will be satisfied if we meet certain asset diversification require-
ments at the end of each quarter of our taxable year. To satisfy this requirement, at least 50.0% of the
value of our assets must consist of cash, cash equivalents, U.S. Government securities, securities of
other RICs, and other acceptable securities; and no more than 25.0% of the value of our assets can be
invested in the securities, other than U.S. government securities or securities of other RICs, of one
issuer, of two or more issuers that are controlled, as determined under applicable Code rules, by us and
that are engaged in the same or similar or related trades or businesses or of certain “qualified publicly
traded partnerships.” Failure to meet these requirements may result in our having to dispose of certain
investments quickly in order to prevent the loss of RIC status. Because most of our investments will be
in private companies, and therefore will be relatively illiquid, any such dispositions could be made at
disadvantageous prices and could result in substantial losses.

If we fail to qualify for or maintain RIC tax treatment for any reason and are subject to corporate income
tax, the resulting corporate taxes could substantially reduce our net assets, the amount of income available for
distribution and the amount of our distributions.

We may not be able to pay you distributions, our distributions may not grow over time, and a portion of
distributions paid to you may be a return of capital.

We intend to pay quarterly distributions to our stockholders out of assets legally available for distribution.
We cannot assure you that we will achieve investment results that will allow us to make a specified level of
cash distributions or year-to-year increases in cash distributions. Our ability to pay distributions might be
harmed by, among other things, the risk factors described in this Annual Report. In addition, the inability to
satisfy the asset coverage test applicable to us as a BDC could, in the future, limit our ability to pay
distributions. All distributions will be paid at the discretion of our board of directors and will depend on our
earnings, our financial condition, maintenance of our RIC status, compliance with applicable BDC regulations,
the Fund’s compliance with applicable SBIC regulations and such other factors as our board of directors may
deem relevant from time to time. We cannot assure you that we will pay distributions to our stockholders in
the future.
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When we make quarterly distributions, we will be required to determine the extent to which such
distributions are paid out of current or accumulated earnings, recognized capital gains or capital. To the extent
there is a return of capital, investors will be required to reduce their basis in our stock for federal tax
purposes.

We may have difficulty paying our required distributions if we recognize income before or without
receiving cash representing such income.

For U.S. federal income tax purposes, we are required to include in income certain amounts that we have
not yet received in cash, such as the accretion of original issue discount, which may arise if we receive
warrants in connection with the origination of a loan or possibly in other circumstances, or contractual PIK
interest, which represents contractual interest added to the loan balance and due at the end of the loan term.
The accretion of such original issue discounts or increases in loan balances as a result of contractual PIK
arrangements will be included in income before we receive any corresponding cash payments. We also may be
required to include in income certain other amounts that we will not receive in cash.

Since, in certain cases, we may recognize income before or without receiving cash representing such
income, we may have difficulty meeting the annual distribution requirement necessary to obtain and maintain
RIC tax treatment under the Code. Accordingly, we may have to sell some of our investments at times and/or
at prices we would not consider advantageous, raise additional debt or equity capital or reduce new investment
originations for this purpose. If we are not able to obtain cash from other sources, we may fail to qualify for
RIC tax treatment and thus become subject to corporate-level income tax. For additional discussion regarding
the tax implications of a RIC, please see “Material U.S. Federal Income Tax Considerations — Taxation as a
Regulated Investment Company.”

The Fund, as an SBIC, may be unable to make distributions to us that may harm our ability to meet
regulated investment company requirements, which could result in the imposition of an entity-level tax.

In order for us to continue to qualify as a RIC, we will be required to distribute on an annual basis
substantially all of our taxable income, including income from our subsidiaries, including the Fund. As the
majority of our investments are held by the Fund, we will be substantially dependent on the Fund for cash
distributions to enable us to meet the RIC distribution requirements. The Fund may be limited by the Small
Business Investment Act of 1958, and SBA regulations governing SBICs, from making certain distributions to
us that may be necessary to enable us to qualify as a RIC. We may have to request a waiver of the SBA’s
restrictions for the Fund to make certain distributions to maintain our status as a RIC. We cannot assure you
that the SBA will grant such waiver and if the Fund is unable to obtain a waiver, compliance with the SBA
regulations may result in loss of RIC status and a consequent imposition of an entity-level tax on us.

Because we intend to distribute substantially all of our income to our stockholders to maintain our status
as a regulated investment company, we will continue to need additional capital to finance our growth,
and regulations governing our operation as a business development company will affect our ability to,
and the way in which we, raise additional capital.

In order to satisfy the requirements applicable to a RIC and to avoid payment of excise taxes, we intend
to distribute to our stockholders substantially all of our net ordinary income and net capital gain income except
for certain net long-term capital gains recognized after we became a RIC, some or all of which we may retain,
pay applicable income taxes with respect thereto, and elect to treat as deemed distributions to our stockholders.
As a BDC, we generally are required to meet a coverage ratio of total assets to total senior securities, which
includes all of our borrowings (other than SBA leverage) and any preferred stock we may issue in the future,
of at least 200.0%. This requirement limits the amount that we may borrow. If the value of our assets declines,
we may be unable to satisfy this test. If that happens, we may be required to sell a portion of our investments
or sell additional common stock and, depending on the nature of our leverage, to repay a portion of our
indebtedness at a time when such sales may be disadvantageous. In addition, issuance of additional securities
could dilute the percentage ownership of our current stockholders in us.
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While we expect to be able to borrow and to issue additional debt and equity securities, we cannot assure
you that debt and equity financing will be available to us on favorable terms, or at all. If additional funds are
not available to us, we could be forced to curtail or cease new investment activities, and our net asset value
could decline. In addition, as a BDC, we generally are not permitted to issue equity securities priced below
net asset value without stockholder approval. At our Annual Stockholders Meeting on May 6, 2009, our
stockholders voted to allow us to issue common stock at a price below net asset value per share for a period
of one year ending May 5, 2010. Our stockholders did not specify a maximum discount below net asset value
at which we are able to issue our common stock; however, we do not intend to issue shares of our common
stock below net asset value unless our board of directors determines that it would be in our stockholders’ best
interests to do so.

Changes in laws or regulations governing our operations may adversely affect our business or cause us
to alter our business strategy.

We, the Fund and our portfolio companies will be subject to regulation at the local, state and federal
level. New legislation may be enacted or new interpretations, rulings or regulations could be adopted,
including those governing the types of investments we are permitted to make, any of which could harm us and
our stockholders, potentially with retroactive effect. In addition, any change to the SBA’s current debenture
program could have a significant impact on our ability to obtain lower-cost leverage and, therefore, our
competitive advantage over other finance companies.

Additionally, any changes to the laws and regulations governing our operations relating to permitted
investments may cause us to alter our investment strategy in order to avail ourselves of new or different
opportunities. Such changes could result in material differences to the strategies and plans set forth in this
Annual Report and may result in our investment focus shifting from the areas of expertise of our management
team to other types of investments in which our management team may have less expertise or little or no
experience. Thus, any such changes, if they occur, could have a material adverse effect on our results of
operations and the value of your investment.

Efforts to comply with the Sarbanes-Oxley Act will involve significant expenditures, and non-compliance
with the Sarbanes-Oxley Act may adversely affect us.

We are subject to the Sarbanes-Oxley Act of 2002, and the related rules and regulations promulgated by
the SEC. Among other requirements, under Section 404 of the Sarbanes-Oxley Act and rules and regulations
of the SEC thereunder, our management is required to report on our internal controls over financial reporting.
We are required to review on an annual basis our internal controls over financial reporting, and on a quarterly
and annual basis to evaluate and disclose significant changes in our internal controls over financial reporting.
We have and expect to continue to incur significant expenses related to compliance with the Sarbanes-Oxley
Act, which will negatively impact our financial performance and our ability to make distributions. In addition,
this process results in a diversion of management’s time and attention. Since we have a limited operating
history as a company subject to the Sarbanes-Oxley Act, we cannot assure you that our internal controls over
financial reporting will continue to be effective. In the event that we are unable to maintain compliance with
the Sarbanes-Oxley Act and related rules, we may be adversely affected.

Risks Relating to Our Investments

Our investments in portfolio companies may be risky, and we could lose all or part of our investment.

Investing in lower middle market companies involves a number of significant risks. Among other things,
these companies:

* may have limited financial resources to meet future capital needs and thus may be unable to grow or
meet their obligations under their debt instruments that we hold, which may be accompanied by a
deterioration in the value of any collateral and a reduction in the likelihood of us realizing any
guarantees from subsidiaries or affiliates of our portfolio companies that we may have obtained in
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connection with our investment, as well as a corresponding decrease in the value of the equity
components of our investments;

* may have shorter operating histories, narrower product lines, smaller market shares and/or more
significant customer concentration than larger businesses, which tend to render them more vulnerable to
competitors’ actions and market conditions, as well as general economic downturns;

 are more likely to depend on the management talents and efforts of a small group of persons; therefore,
the death, disability, resignation or termination of one or more of these persons could have a material
adverse impact on our portfolio company and, in turn, on us;

 generally have less predictable operating results, may from time to time be parties to litigation, may be
engaged in rapidly changing businesses with products subject to a substantial risk of obsolescence, and
may require substantial additional capital to support their operations, finance expansion or maintain
their competitive position; and

 generally have less publicly available information about their businesses, operations and financial
condition. We rely on the ability of our management team and investment professionals to obtain
adequate information to evaluate the potential returns from investing in these companies. If we are
unable to uncover all material information about these companies, we may not make a fully informed
investment decision, and may lose all or part of our investment.

In addition, in the course of providing significant managerial assistance to certain of our portfolio
companies, certain of our officers and directors may serve as directors on the boards of such companies. To
the extent that litigation arises out of our investments in these companies, our officers and directors may be
named as defendants in such litigation, which could result in an expenditure of funds (through our
indemnification of such officers and directors) and the diversion of management time and resources.

The lack of liquidity in our investments may adversely affect our business.

We invest, and will continue to invest in companies whose securities are not publicly traded, and whose
securities will be subject to legal and other restrictions on resale or will otherwise be less liquid than publicly
traded securities. The illiquidity of these investments may make it difficult for us to sell these investments
when desired. In addition, if we are required to liquidate all or a portion of our portfolio quickly, we may
realize significantly less than the value at which we had previously recorded these investments. As a result, we
do not expect to achieve liquidity in our investments in the near-term. Our investments are usually subject to
contractual or legal restrictions on resale or are otherwise illiquid because there is usually no established
trading market for such investments. The illiquidity of most of our investments may make it difficult for us to
dispose of them at a favorable price, and, as a result, we may suffer losses.

We are a non-diversified investment company within the meaning of the 1940 Act, and therefore we are
not limited with respect to the proportion of our assets that may be invested in securities of a single
issuer.

We are classified as a non-diversified investment company within the meaning of the 1940 Act, which
means that we are not limited by the 1940 Act with respect to the proportion of our assets that we may invest
in securities of a single issuer. To the extent that we assume large positions in the securities of a small number
of issuers, our net asset value may fluctuate to a greater extent than that of a diversified investment company
as a result of changes in the financial condition or the market’s assessment of the issuer. We may also be more
susceptible to any single economic or regulatory occurrence than a diversified investment company. Beyond
our regulated investment company asset diversification requirements and certain SBA diversification require-
ments for our investments held by the Fund, we do not have fixed guidelines for diversification, and our
investments could be concentrated in relatively few portfolio companies.
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We may not have the funds or ability to make additional investments in our portfolio companies.

We may not have the funds to make additional investments in our portfolio companies. After our initial
investment in a portfolio company, we may be called upon from time to time to provide additional funds to
such company or have the opportunity to increase our investment through the exercise of a warrant to purchase
common stock. There is no assurance that we will make, or will have sufficient funds to make, follow-on
investments. Any decisions not to make a follow-on investment or any inability on our part to make such an
investment may have a negative impact on a portfolio company in need of such an investment, may result in a
missed opportunity for us to increase our participation in a successful operation or may reduce the expected
yield on the investment.

Our portfolio companies may incur debt that ranks equally with, or senior to, our investments in such
companies.

We invest primarily in senior secured debt and subordinated notes as well as equity issued by lower
middle market companies. Our portfolio companies may have, or may be permitted to incur, other debt that
ranks equally with, or senior to, the debt in which we invest. By their terms, such debt instruments may entitle
the holders to receive payment of interest or principal on or before the dates on which we are entitled to
receive payments with respect to the debt instruments in which we invest. Also, in the event of insolvency,
liquidation, dissolution, reorganization or bankruptcy of a portfolio company, holders of debt instruments
ranking senior to our investment in that portfolio company would typically be entitled to receive payment in
full before we receive any distribution. After repaying such senior creditors, such portfolio company may not
have any remaining assets to use for repaying its obligation to us. In the case of debt ranking equally with
debt instruments in which we invest, we would have to share on an equal basis any distributions with other
creditors holding such debt in the event of an insolvency, liquidation, dissolution, reorganization or bankruptcy
of the relevant portfolio company.

There may be circumstances where our debt investments could be subordinated to claims of other
creditors or we could be subject to lender liability claims.

Even though we may have structured certain of our investments as senior loans, if one of our portfolio
companies were to go bankrupt, depending on the facts and circumstances and based upon principles of
equitable subordination as defined by existing case law, a bankruptcy court could subordinate all or a portion
of our claim to that of other creditors and transfer any lien securing such subordinated claim to the bankruptcy
estate. The principles of equitable subordination defined by case law have generally indicated that a claim
may be subordinated only if its holder is guilty of misconduct or where the senior loan is re-characterized as
an equity investment and the senior lender has actually provided significant managerial assistance to the
bankrupt debtor. We may also be subject to lender liability claims for actions taken by us with respect to a
borrower’s business or instances where we exercise control over the borrower. It is possible that we could
become subject to a lender’s liability claim, including as a result of actions taken in rendering significant
managerial assistance or actions to compel and collect payments from the borrower outside the ordinary course
of business.

Second priority liens on collateral securing loans that we make to our portfolio companies may be subject
to control by senior creditors with first priority liens. If there is a default, the value of the collateral may
not be sufficient to repay in full both the first priority creditors and us.

Certain loans that we make are secured by a second priority security interest in the same collateral
pledged by a portfolio company to secure senior debt owed by the portfolio company to commercial banks or
other traditional lenders. Often the senior lender has procured covenants from the portfolio company
prohibiting the incurrence of additional secured debt without the senior lender’s consent. Prior to and as a
condition of permitting the portfolio company to borrow money from us secured by the same collateral
pledged to the senior lender, the senior lender will require assurances that it will control the disposition of any
collateral in the event of bankruptcy or other default. In many such cases, the senior lender will require us to
enter into an “intercreditor agreement” prior to permitting the portfolio company to borrow from us. Typically
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