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Registration
Fee(7)

Primary Offering:
Common Stock, $0.001 par value per
share(2)
Preferred Stock(2)
Subscription Rights(3)
Debt Securities(4)
Warrants(5)
Primary Offering Total $250,000,000 $28,650
Secondary Offering:
Common Stock, $0.001 par value per
share(2) 1,322,669 $16.00(8) $21,162,704 $2,426
Secondary Offering Total $2,426
Total $31,076(8)

(1) Estimated pursuant to Rule 457 solely for the purpose of calculating the registration fee. Pursuant to Rule 457(o)
of the rules and regulations under the Securities Act of 1933, which permits the registration fee to be calculated
on the basis of the maximum offering price of all the securities listed, the table does not specify by each class
information as to the amount to be registered, proposed maximum offering price per unit or proposed maximum
aggregate offering price.

(2) Subject to Note 7 below, there is being registered hereunder an indeterminate amount of common stock or
preferred stock as may be sold, from time to time. This includes such indeterminate number of shares of common
stock as may, from time to time, be issued upon conversion or exchange of other securities registered hereunder,
to the extent any such securities are, by their terms, convertible or exchangeable for common stock.

(3) Subject to Note 7 below, there is being registered hereunder an indeterminate number of subscription rights as
may be sold from time to time, representing rights to purchase common stock.

(4) Subject to Note 7 below, there is being registered hereunder an indeterminate principal amount of debt securities
as may be sold, from time to time. If any debt securities are issued at an original issue discount, then the offering
price shall be in such greater principal amount as shall result in an aggregate price to investors not to exceed
$250,000,000.

(5) Subject to Note 7 below, there is being registered hereunder an indeterminate number of warrants as may be sold,
from time to time, representing rights to purchase common stock, preferred stock or debt securities.

(6) In no event will the aggregate offering price of all securities issued from time to time pursuant to this registration
statement exceed $271,162,704.

(7) Pursuant to Rule 457(c) of the Securities Act of 1933, as amended, the proposed maximum aggregate offering
price and the amount of the registration fee have been determined on the basis of the high and low market prices
of the Company s common stock reported on the NASDAQ Global Select Market on December 12, 2011.

(8) Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933, as amended, or until this Registration Statement shall become effective on such date as the Securities and
Exchange Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an
offer to sell these securities and is not soliciting an offer to buy these securities in any state where the offer or sale is
not permitted.

PRELIMINARY PROSPECTUS Subject to Completion, dated February 6, 2012
$250,000,000
Horizon Technology Finance Corporation

Common Stock
Preferred Stock
Subscription Rights
Debt Securities
Warrants
and
1,322,669 Shares of Common Stock Offered by the Selling Stockholders

We are a non-diversified closed-end management investment company that has elected to be regulated as a business
development company ( BDC ) under the Investment Company Act of 1940 (the 1940 Act ). We are externally managed
by Horizon Technology Finance Management LLC, a registered investment adviser under the Investment Advisers

Act of 1940 (the Advisers Act ). Our investment objective is to maximize our investment portfolio s return by

generating current income from the loans we make and capital appreciation from the warrants we receive when

making such loans. We make secured loans to development-stage companies in the technology, life science,

healthcare information and services and cleantech industries.

We may offer, from time to time, in one or more offerings or series, together or separately, up to $250,000,000 of our
common stock, preferred stock, subscription rights, debt securities or warrants representing rights to purchase shares
of our common stock, preferred stock or debt securities which we refer to, collectively, as the securities. In addition,
certain of our stockholders may offer for resale, from time to time, up to an aggregate of 1,322,669 shares of common
stock under this prospectus. We will not receive any of the proceeds from the sale of shares of our common stock by
any selling stockholders. Sales of common stock by the selling stockholders may negatively impact the price of our
common stock.

We and/or the selling stockholders may sell our securities through underwriters or dealers, at-the-market to or through
a market maker into an existing trading market or otherwise directly to one or more purchasers or through agents or
through a combination of methods of sale. The identities of such underwriters, dealers, market makers or agents, as

the case may be, will be described in one or more supplements to this prospectus. The securities may be offered at

prices and on terms to be described in one or more supplements to this prospectus. In the event we offer common

stock or warrants or rights to acquire such common stock hereunder, the offering price per share of our common stock
less any underwriting commissions or discounts will not be less than the net asset value per share of our common

stock at the time we make the offering except (1) in connection with the exercise of certain warrants, options or rights
whose issuance has been approved by our stockholders at an exercise or conversion price not less than the market

value of our common stock at the date of issuance (or, if no such market value exists, the net asset value per share of

our common stock as of such date); (2) to the extent such an offer or sale is approved by a majority of our

stockholders and by our board of directors (our Board ); or (3) under such other circumstances as may be permitted
under the 1940 Act or by the Securities and Exchange Commission (the SEC ). We intend to seek stockholder approval
to offer our shares below net asset value in the future. The selling stockholders will not be restricted from selling their
shares when the market price is below net asset value.



Edgar Filing: Horizon Technology Finance Corp - Form N-2/A

The shares of our common stock which are offered for resale by this prospectus are offered for the accounts of one or
more of the selling stockholders named herein, who acquired such shares as described under Selling Stockholders. We
have agreed to bear specific expenses in connection with the registration and sale of the common stock being offered

by the selling stockholders.

Our common stock is listed on The NASDAQ Global Select Market ( NASDAQ ) under the symbol HRZN. On
February 3, 2012, the last reported sale price of a share of our common stock on NASDAQ was $16.66. The net asset
value per share of our common stock at September 30, 2011 (the last date prior to the date of this prospectus on which
we determined net asset value) was $17.36. Shares of our common stock sold by the selling stockholders will
generally be freely tradable. Sales of substantial amounts of our common stock, including by the selling stockholders,
or the availability of such common stock for sale, whether or not sold, could adversely affect the prevailing market
prices for our common stock.

Shares of closed-end investment companies, including BDCs, frequently trade at a discount to their net asset
value. If our shares trade at a discount to net asset value, it may increase the risk of loss for purchasers in this
public offering. See Risk Factors Risks Related to Offerings Under This Prospectus Shares of closed-end
investment companies, including BDCs, frequently trade at a discount to their net asset value, and we cannot
assure you that the market price of our common stock will not decline following an offering on page 31 for
more information.

This prospectus and any accompanying prospectus supplement contain important information you should know before
investing in our securities and should be retained for future reference. We file annual, quarterly and current reports,
proxy statements and other information about us with the SEC. We maintain a website at
www.horizontechnologyfinancecorp.com and intend to make all of the foregoing information available, free of charge,
on or through our website. You may also obtain such information by contacting us at 312 Farmington Avenue,
Farmington, Connecticut 06032, or by calling us at (860) 676-8654. The SEC maintains a website at www.sec.gov
where such information is available without charge. Information contained on our website is not incorporated by
reference into this prospectus, and you should not consider information contained on our website to be part of this
prospectus.

Investing in our securities is highly speculative and involves a high degree of risk, and you could lose your
entire investment if any of the risks occur. For more information regarding these risks, please see Risk Factors
beginning on page 14. The individual securities in which we invest will not be rated by any rating agency. If
they were, they would be rated as below investment grade or junk. Indebtedness of below investment grade
quality has predominantly speculative characteristics with respect to the issuer s capacity to pay interest and
repay principal.

Neither the SEC nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

This prospectus may not be used to consummate sales of securities unless accompanied by a prospectus supplement.

The date of this prospectus is , 2012
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You should rely only on the information contained in this prospectus or any accompanying supplement to this
prospectus. We have not, and the selling stockholders have not, authorized any other person to provide you with
different information. If anyone provides you with different or inconsistent information, you should not rely on it. We
are not, and the selling stockholders are not, making an offer to sell these securities in any jurisdiction where the offer
or sale is not permitted. This prospectus and any accompanying prospectus supplement do not constitute an offer to
sell or a solicitation of any offer to buy any security other than the registered securities to which they relate. You
should assume that the information in this prospectus is accurate only as of the date of this prospectus. Our business,
financial condition and prospects may have changed since that date. We will update this prospectus to reflect material
changes to the information contained herein.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we have filed with the SEC using the shelf registration process.
Under the shelf registration process, we may offer, from time to time, up to $250,000,000 of our common stock,
preferred stock, subscription rights, debt securities, warrants representing rights to purchase shares of our common
stock, preferred stock or debt securities on terms to be determined at the time of the offering, and the selling
stockholders may offer for resale up to 1,322,669 shares of our common stock. This prospectus provides you with a
general description of the securities that we and/or one or more of the selling stockholders may offer. Each time we
and/or one or more of the selling stockholders use this prospectus to offer securities, we will provide a prospectus
supplement that will contain specific information about the terms of that offering. The prospectus supplement may
also add, update or change information contained in this prospectus. Please carefully read this prospectus and any
accompanying prospectus supplement together with the additional information described under Where You Can Find
More Information and Risk Factors before you make an investment decision. During an offering, we will disclose
material amendments to this prospectus through a post-effective amendment or prospectus supplement.

1
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PROSPECTUS SUMMARY

This summary highlights some of the information in this prospectus. It is not complete and may not contain all of the
information that you may want to consider before investing in our common stock. You should read the entire
prospectus and any prospectus supplement carefully, including Risk Factors,  Selected Consolidated Financial and
Other Data, = Management s Discussion and Analysis of Financial Condition and Results of Operations and the
financial statements contained elsewhere in this prospectus.

Horizon Technology Finance Corporation, a Delaware corporation, was formed on March 16, 2010 for the purpose

of acquiring, continuing and expanding the business of its wholly-owned subsidiary, Compass Horizon Funding

Company LLC, a Delaware limited liability company, which we refer to as Compass Horizon, raising capital in its
initial public offering, or IPO, and operating as an externally managed BDC under the 1940 Act. Except where the
context suggests otherwise, the terms we, us, our and Company refer to Compass Horizon and its consolidated
subsidiary prior to our IPO and to Horizon Technology Finance Corporation and its consolidated subsidiaries after

the IPO. In addition, we refer to Horizon Technology Finance Management LLC, a Delaware limited liability

company, as HTFM, our Advisor orour Administrator.

Our Company

We are a specialty finance company that lends to and invests in development-stage companies in the technology, life
science, healthcare information and services, and cleantech industries (collectively, our Target Industries ). Our
investment objective is to generate current income from the loans we make and capital appreciation from the warrants
we receive when making such loans. We make secured loans ( Venture Loans ) to companies backed by established
venture capital and private equity firms in our Target Industries ( Venture Lending ). We also selectively lend to
publicly traded companies in our Target Industries. Venture Lending is typically characterized by, among other things,
(i) the making of a secured loan after a venture capital or equity investment in the portfolio company has been made,
which investment provides a source of cash to fund the portfolio company s debt service obligations under the Venture
Loan, (ii) the senior priority of the Venture Loan which requires repayment of the Venture Loan prior to the equity
investors realizing a return on their capital, (iii) the relatively rapid amortization of the Venture Loan, and (iv) the
lender s receipt of warrants or other success fees with the making of the Venture Loan.

We are an externally managed, closed-end, non-diversified management investment company that has elected to be
regulated as a BDC under the 1940 Act. As a BDC, we are required to comply with regulatory requirements, including
limitations on our use of debt. We are permitted to, and expect to, finance our investments through borrowings.
However, as a BDC, we are only generally allowed to borrow amounts such that our asset coverage, as defined in the
1940 Act, equals at least 200% after such borrowing. The amount of leverage that we employ will depend on our
assessment of market conditions and other factors at the time of any proposed borrowing.

We have elected to be treated for federal income tax purposes as a regulated investment company ( RIC ), under
Subchapter M of the Internal Revenue Code (the Code ). As a RIC, we generally will not have to pay corporate-level
federal income taxes on any net ordinary income or capital gains that we distribute to our stockholders if we meet
certain source-of-income, distribution, asset diversification and other requirements.

We are externally managed and advised by our Advisor. Our Advisor manages our day-to-day operations and also
provides all administrative services necessary for us to operate.

Our Adyvisor
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Our investment activities are managed by our Advisor and we expect to continue to benefit from our Advisor s ability
to identify attractive investment opportunities, conduct diligence on and value prospective investments, negotiate
investments and manage our diversified portfolio of investments. In addition to the experience gained from the years
that they have worked together both at our Advisor and prior to the formation by our Advisor of the Company, the
members of our investment team have broad lending backgrounds, with substantial experience at a variety of
commercial finance companies, technology banks and private debt funds, and have developed a broad

2
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network of contacts within the venture capital and private equity community. This network of contacts provides a
principal source of investment opportunities.

Our Advisor is led by five senior managers, including its two co-founders, Robert D. Pomeroy, Jr., our Chief
Executive Officer, and Gerald A. Michaud, our President. The other senior managers include Christopher M. Mathieu,
our Senior Vice President and Chief Financial Officer, John C. Bombara, our Senior Vice President, General Counsel
and Chief Compliance Officer, and Daniel S. Devorsetz, our Senior Vice President and Chief Credit Officer.

Our Strategy

Our investment objective is to maximize our investment portfolio s total return by generating current income from the
loans we make and capital appreciation from the warrants we receive when making such loans. To further implement
our business strategy, our Advisor will continue to employ the following core strategies:

Structured Investments in the Venture Capital and Private Equity Markets. We make loans to
development-stage companies within our Target Industries typically in the form of secured amortizing loans.
The secured amortizing debt structure provides a lower risk strategy, as compared to equity investments, to
participate in the emerging technology markets because the debt structures we typically utilize provide
collateral against the downside risk of loss, provide return of capital in a much shorter timeframe through
current pay interest and amortization of loan principal and have a senior position in the capital structure to
equity in the case of insolvency, wind down or bankruptcy. Unlike venture capital and private equity
investments, our investment returns and return of our capital do not require equity investment exits such as
mergers and acquisitions or initial public offerings. Instead, we receive returns on our loans primarily through
regularly scheduled payments of principal and interest and, if necessary, liquidation of the collateral supporting
the loan. Only the potential gains from warrants are dependent upon exits.

Enterprise Value Lending. We and our Advisor take an enterprise value approach to the loan structuring and
underwriting process. We secure a senior or subordinated lien position against the enterprise value of a
portfolio company.

Creative Products with Attractive Risk-Adjusted Pricing. Each of our existing and prospective portfolio
companies has its own unique funding needs for the capital provided from the proceeds of our Venture Loans.
These funding needs include, but are not limited to, funds for additional development runways, funds to hire or
retain sales staff or funds to invest in research and development in order to reach important technical

milestones in advance of raising additional equity. Our loans include current pay interest, commitment fees,
final payments, pre-payment fees and non-utilization fees. We believe we have developed pricing tools,
structuring techniques and valuation metrics that satisfy our portfolio companies requirements while mitigating
risk and maximizing returns on our investments.

Opportunity for Enhanced Returns. To enhance our loan portfolio returns, in addition to interest and fees, we
obtain warrants to purchase the equity of our portfolio companies as additional consideration for making loans.
The warrants we obtain generally include a cashless exercise provision to allow us to exercise these rights
without requiring us to make any additional cash investment. Obtaining warrants in our portfolio companies
has allowed us to participate in the equity appreciation of our portfolio companies, which we expect will enable
us to generate higher returns for our investors.

Direct Origination. We originate transactions directly with technology, life science, healthcare information

and services and cleantech companies. These transactions are referred to our Advisor from a number of
sources, including referrals from, or direct solicitation of, venture capital and private equity firms, portfolio

10
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company management teams, legal firms, accounting firms, investment banks and other lenders that represent
companies within our Target Industries. Our Advisor has been the sole or lead originator in substantially all
transactions in which the funds it manages have invested.

Disciplined and Balanced Underwriting and Portfolio Management. We use a disciplined underwriting
process that includes obtaining information validation from multiple sources, extensive knowledge of our
Target Industries, comparable industry valuation metrics and sophisticated financial analysis related to

3
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development-stage companies. Our Advisor s due diligence on investment prospects includes obtaining and
evaluating information on the prospective portfolio company s technology, market opportunity, management
team, fund raising history, investor support, valuation considerations, financial condition and projections. We
seek to balance our investment portfolio to reduce the risk of down market cycles associated with any

particular industry or sector, development-stage or geographic area. Our Advisor employs a hands on approach
to portfolio management requiring private portfolio companies to provide monthly financial information and to
participate in regular updates on performance and future plans.

Use of Leverage. We currently use leverage to increase returns on equity through revolving credit facilities
provided by WestLB AG (the WestLB Facility ) and Wells Fargo Capital Finance, LLC (the Wells Facility and
collectively with the WestLB Facility, the Credit Facilities ). See Management s Discussion and Analysis of
Financial Condition and Results of Operations Liquidity and Capital Resources for additional information

about the Credit Facilities. In addition, we may issue debt securities in one or more series or preferred stock in

the future. The specific terms of each series of debt securities we publicly offer will be described in the

particular prospectus supplement relating to that series and the particular terms of any preferred stock we offer

will be described in the prospectus supplement relating to such preferred stock shares. See Description of Debt
Securities that We May Issue and Description of Preferred Stock that We May Issue for additional information
about the debt securities or preferred stock we may issue.

Market Opportunity

We focus our investments primarily in four key industries of the emerging technology market: technology, life
science, healthcare information and services and cleantech. The technology sectors we focus on include
communications, networking, wireless communications, data storage, software, cloud computing, semiconductor,
internet and media and consumer-related technologies. The life science sectors we focus on include biotechnology,
drug delivery, bioinformatics and medical devices. The healthcare information and services sectors we focus on
include diagnostics, medical record services and software and other healthcare related services and technologies that
improve efficiency and quality of administered healthcare. The cleantech sectors we focus on include alternative
energy, water purification, energy efficiency, green building materials and waste recycling.

We believe that Venture Lending has the potential to achieve enhanced returns that are attractive notwithstanding the
high degree of risk associated with lending to development-stage companies. Potential benefits include:

interest rates that typically exceed rates that would be available to portfolio companies if they could borrow in
traditional commercial financing transactions;

the loan support provided by cash proceeds from equity capital invested by venture capital and private equity
firms;

relatively rapid amortization of loans;
senior ranking to equity and collateralization of loans to minimize potential loss of capital; and
potential equity appreciation through warrants.

We believe that Venture Lending also provides an attractive financing source for portfolio companies, their
management teams and their equity capital investors, as it:

is typically less dilutive to the equity holders than additional equity financing;

12
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extends the time period during which a portfolio company can operate before seeking additional equity capital
or pursuing a sale transaction or other liquidity event; and

allows portfolio companies to better match cash sources with uses.

4
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Competitive Strengths
We believe that we, together with our Advisor, possess significant competitive strengths, which include the following:

Consistently Execute Commitments and Close Transactions. Our Advisor and its senior management and
investment professionals have an extensive track record of originating, underwriting and closing Venture
Loans. Our Advisor has directly originated, underwritten and managed more than 130 Venture Loans with an
aggregate original principal amount over $800 million since it commenced operations in 2004. In our
experience, prospective portfolio companies prefer lenders that have demonstrated their ability to deliver on
their commitments.

Robust Direct Origination Capabilities. Our Advisor s managing directors each have significant experience
originating Venture Loans in our Target Industries. This experience has given each managing director a deep
knowledge of our Target Industries and an extensive base of transaction sources and references. Our Advisor s
brand name recognition in our market has resulted in a steady flow of high quality investment opportunities
that are consistent with the strategic vision and expectations of our Advisor s senior management.

Highly Experienced and Cohesive Management Team. Our Advisor has had the same senior management team
of experienced professionals since its inception. This consistency allows companies, their management teams
and their investors to rely on consistent and predictable service, loan products and terms and underwriting
standards.

Relationships with Venture Capital and Private Equity Investors. Our Advisor has developed strong
relationships with venture capital and private equity firms and their partners. The strength and breadth of our
Advisor s venture capital and private equity relationships would take considerable time and expense to develop.

Well-Known Brand Name. Our Advisor has originated Venture Loans to more than 130 companies in our
Target Industries under the Horizon Technology Finance brand. Each of these companies is backed by one or
more venture capital or private equity firms. We believe that the Horizon Technology Finance brand, as a
competent, knowledgeable and active participant in the Venture Lending marketplace, will continue to result in
a significant number of referrals and prospective investment opportunities in our Target Industries.

Our Portfolio

Since our inception and through September 30, 2011, we have funded 65 portfolio companies and have invested

$337.9 million in loans (including 28 loans that have been repaid). As of September 30, 2011, our total investment
portfolio consisted of 37 loans which totaled $174.4 million and our net assets were $132.4 million. Our existing loans

are secured by all or a portion of the tangible and intangible assets of the applicable portfolio company. The loans in

our loan portfolio generally are not rated by any rating agency. If the individual loans in our portfolio companies were
rated, they would be rated below  investment grade because they are subject to many risks, including volatility, intense
competition, shortened product life cycles and periodic downturns.

For the nine months ended September 30, 2011, our loan portfolio had a dollar-weighted average annualized yield of
approximately 14.6% (excluding any yield from warrants). As of September 30, 2011, our loan portfolio had a
dollar-weighted average term of approximately 38 months from inception and a dollar-weighted average remaining
term of approximately 28 months. In addition, we held warrants to purchase either common stock or preferred stock in
48 portfolio companies. As of September 30, 2011, our loans had an original committed principal amount of between
$1 million and $12 million, repayment terms of between 30 and 48 months and bore current pay interest at annual

14
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interest rates of between 10% and 14%.
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Risk Factors

The values of our assets, as well as the market price of our shares, fluctuate. Our investments may be risky, and you
may lose all or part of your investment in us. Investing in us involves other risks, including the following:

We have a limited operating history and may not be able to achieve our investment objective or generate
sufficient revenue to make or sustain distributions to our stockholders and your investment in us could decline
substantially;

We and our Advisor have limited experience operating under the constraints imposed on a BDC or managing
an investment company, which may affect our ability to manage our business and impair your ability to assess
our prospects;

We are dependent upon key personnel of our Advisor and our Advisor s ability to hire and retain qualified
personnel;

We operate in a highly competitive market for investment opportunities, and if we are not able to compete
effectively, our business, results of operations and financial condition may be adversely affected and the value

of your investment in us could decline;

If we are unable to satisfy the requirements under the Code for qualification as a RIC, we will be subject to
corporate-level federal income tax;

Regulations governing our operation as a BDC affect our ability to, and the way in which we, raise additional
capital, which may expose us to additional risks;

We have not yet identified many of the potential investment opportunities for our portfolio that we will invest
in with the proceeds of an offering under this registration statement;

If our investments do not meet our performance expectations, you may not receive distributions;
Most of our portfolio companies will need additional capital, which may not be readily available;

Economic recessions or downturns could adversely affect our business and that of our portfolio companies
which may have an adverse effect on our business, results of operations and financial condition;

Our investment strategy focuses on investments in development-stage companies in our Target Industries,
which are subject to many risks, including volatility, intense competition, shortened product life cycles and
periodic downturns, and would be rated below investment grade ;

We cannot assure you that the market price of shares of our common stock will not decline following an
offering;

Subsequent sales in the public market of substantial amounts of our common stock by the selling stockholders
may have an adverse effect on the market price of our common stock and the registration of a substantial
amount of insider shares, whether or not actually sold, may have a negative impact on the market price of our

common stock;

Our common stock price may be volatile and may decrease substantially;
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We may allocate the net proceeds from an offering in ways with which you may not agree;

Your interest in us may be diluted if you do not fully exercise subscription rights in any rights offering. In
addition, if the subscription price is less than our net asset value per share, then you will experience an
immediate dilution of the aggregate net asset value of your shares;

Investors in offerings of our common stock may incur immediate dilution upon the closing of such offering;

If we sell common stock at a discount to our net asset value per share, stockholders who do not participate in
such sale will experience immediate dilution in an amount that may be material;

There is a risk that investors in our equity securities may not receive dividends or that our dividends may not
grow over time, and that a portion of distributions paid to you may be a return of capital;

6
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Shares of closed-end investment companies, including BDCs, frequently trade at a discount to their net asset
value, and we cannot assure you that the market price of our common stock will not decline following an
offering;

Stockholders will experience dilution in their ownership percentage if they do not participate in our dividend
reinvestment plan;

The trading market or market value of publicly issued debt securities that we may issue may fluctuate;

The securities in which we invest generally will have no market price and we value them based on estimates.
Our valuations are inherently uncertain and may differ materially from the values that would be assessed if a
ready market for these securities existed.

Terms relating to redemption may materially adversely affect return on any debt securities that we may
issue; and

Credit ratings provided by third party credit rating agencies may not reflect all risks of an investment in any
debt securities that we may issue.

Shares of our common stock sold by the selling stockholders will generally be freely tradable. Sales of
substantial amounts of our common stock, including by the selling stockholders, or the availability of such
common stock for sale, whether or not sold, could adversely affect the prevailing market prices for our
common stock.

See Risk Factors beginning on page 14 and the other information included in this prospectus for a more detailed
discussion of the material risks you should carefully consider before deciding to invest in our securities.

Company Information

Our administrative and executive offices and those of our Advisor are located at 312 Farmington Avenue, Farmington,

Connecticut 06032, and our telephone number is (860) 676-8654. Our corporate website is located at

www.horizontechnologyfinancecorp.com. Information contained on our website is not incorporated by reference into

this prospectus, and you should not consider information contained on our website to be part of this prospectus.
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OFFERINGS

We may offer, from time to time, up to $250,000,000 of our common stock, preferred stock, subscription rights, debt
securities and/or warrants representing rights to purchase shares of our common stock, preferred stock or debt
securities on terms to be determined at the time of the offering. Any debt securities, preferred stock, warrants and
subscription rights offered by means of this prospectus may be convertible or exchangeable into shares of our
common stock, on terms to be determined at the time of the offering. We will offer our securities at prices and on
terms to be set forth in one or more supplements to this prospectus. The selling stockholders may offer, from time to
time, up to 1,322,669 shares of our common stock for resale at prices and on terms to be set forth in one or more
supplements to this prospectus.

We and/or one or more of the selling stockholders may offer our securities directly to one or more purchasers,
including existing stockholders in a rights offering, through agents that we designate from time to time or to or

through underwriters or dealers. The prospectus supplement relating to each offering will identify any agents or
underwriters involved in the sale of our securities and will set forth any applicable purchase price, fee, commission or
discount arrangement between us and our agents or underwriters or among our underwriters or the basis upon which
such amount may be calculated. See Plan of Distribution. We and/or the selling stockholders may not sell any of our
securities through agents, underwriters or dealers without delivery of a prospectus supplement describing the method
and terms of the offering of our securities.

Set forth below is additional information regarding offerings of our securities:

Use of proceeds We intend to use the net proceeds from selling our securities to make new
investments in portfolio companies in accordance with our investment
objective and strategies as described in this prospectus and for working
capital and general corporate purposes. We will not receive any proceeds
from the sale of our common stock by the selling stockholders.

Listing Our common stock is traded on NASDAQ under the symbol HRZN.

Dividends and Distributions We pay quarterly dividends to our stockholders out of assets legally
available for distribution. Our dividends, if any, will be determined by our
Board. Our ability to declare dividends depends on our earnings, our
overall financial condition (including our liquidity position), maintenance
of RIC status and such other factors as our Board may deem relevant from
time to time.

To the extent our taxable earnings fall below the total amount of our
distributions for any given fiscal year, a portion of those distributions may
be deemed to be a return of capital to our common stockholders for

U.S. federal income tax purposes. Thus, the source of a distribution to our
stockholders may be the original capital invested by the stockholder rather
than our income or gains. Stockholders should read any written disclosure
accompanying a dividend payment carefully and should not assume that
the source of any distribution is our ordinary income or gains.

Taxation
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We have elected to be treated as a RIC. Accordingly, we generally will
not pay corporate-level federal income taxes on any net ordinary income
or capital gains that we distribute to our stockholders as dividends. To
maintain RIC tax treatment, we must meet specified source-of-income and
asset diversification requirements and distribute annually at least 90% of
our net ordinary income and realized net short-term capital gains in excess
of realized net long-term capital losses, if any.

Leverage We borrow funds to make additional investments. We use this practice,
which is known as leverage, to attempt to increase returns to our

8
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Trading at a Discount

Dividend Reinvestment Plan

Sales of Common Stock Below Net Asset
Value

Selling Stockholders

stockholders, but it involves significant risks. See Risk Factors. With
certain limited exceptions, we are only allowed to borrow amounts such
that our asset coverage, as defined in the 1940 Act, equals at least 200%
after such borrowing.

Shares of closed-end investment companies frequently trade at a discount
to their net asset value. This risk is separate and distinct from the risk that
our net asset value per share may decline. We cannot predict whether our
common stock will trade above, at or below net asset value.

We have a dividend reinvestment plan for our stockholders. The dividend

reinvestment plan is an opt out dividend reinvestment plan. As a result, if

we declare a dividend, then stockholders cash dividends will be

automatically reinvested in additional shares of our common stock, unless

they specifically opt out of the dividend reinvestment plan so as to receive

cash dividends. Stockholders who receive distributions in the form of

stock will be subject to the same federal, state and local tax consequences

as stockholders who elect to receive their distributions in cash. See
Dividend Reinvestment Plan.

In the event we offer common stock or warrants or rights to acquire such
common stock, the offering price per share of our common stock less any
underwriting commissions or discounts will not be less than the net asset
value per share of our common stock at the time we make the offering
except (1) in connection with the exercise of certain warrants, options or
rights whose issuance has been approved by our stockholders at an
exercise or conversion price not less than the market value of our common
stock at the date of issuance (or, if no such market value exists, the net
asset value per share of our common stock as of such date); (2) to the
extent such an offer or sale is approved by a majority of our stockholders
and our Board; or (3) under such other circumstances as may be permitted
under the 1940 Act or by the SEC. For purposes of (2) above, a majority
of outstanding securities is defined in the 1940 Act as (i) 67% or more of
the voting securities present at a stockholders meeting if the holders of
more than 50% of the outstanding voting securities of the Company are
present or represented by proxy; or (ii) 50% of the outstanding voting
securities of the Company, whichever is less. Restrictions on selling below
net asset value are not applicable to the selling stockholders.

The selling stockholders are Compass Horizon Partners LP and HTF-CHF
Holdings LLC. HTF-CHF Holdings LLC is substantially owned by the
Company s officers, as described under the sections entitled Control
Persons and Principal Stockholders and Selling Stockholders. Prior to
completion of our IPO, the owners of membership interests in Compass
Horizon exchanged their membership interests for shares of our common
stock and we entered into a registration rights agreement with respect to
those shares. Pursuant to the terms of the registration rights agreement, we
have agreed to bear specific expenses of the selling stockholders in
connection with the registration and sale of such shares. HTF-CHF
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Holdings LLC does not currently intend to sell its shares within a year of
the effective date of this Registration Statement. All contractual lock-ups
and other restrictions applicable to sales by insiders have expired.

9
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Certain Anti-Takeover Provisions

Investment Management Agreement

Administration Agreement

Once the shares of the selling stockholders are sold under this registration

statement, the shares will be freely tradable in the hands of persons other

than our affiliates. See Certain Relationships and Related Transactions and
Shares Eligible for Future Sale.

Our certificate of incorporation and bylaws, as well as certain statutory
and regulatory requirements, contain certain provisions that may have the
effect of discouraging a third party from making an acquisition proposal
for us. These anti-takeover provisions may inhibit a change in control in
circumstances that could give the holders of our common stock the
opportunity to realize a premium over the market price for our common
stock. See Description of Common Stock That We May Issue.

We have entered into an investment management agreement (the
Investment Management Agreement ) with our Advisor, under which our
Adpvisor, subject to the overall supervision of our Board, manages our
day-to-day operations and provides investment advisory services to us.
For providing these services, our Advisor receives a base management fee
from us, paid monthly in arrears, at an annual rate of 2% of our gross
assets, including any assets acquired with the proceeds of leverage. The
Investment Management Agreement also provides that our Advisor or its
affiliates may be entitled to an incentive fee under certain circumstances.
The incentive fee has two parts, which are independent of each other, with
the result that one part may be payable even if the other is not. Under the
first part, we will pay our Advisor each quarter 20% of the amount by
which our accrued net income for the quarter after expenses and excluding
the effect of any realized capital gains and losses and any unrealized
appreciation and depreciation for the quarter exceeds 1.75% (which is 7%
annualized) of our average net assets at the end of the immediately
preceding calendar quarter, subject to a catch-up feature. Under the second
part of the incentive fee, we will pay our Advisor at the end of each
calendar year 20% of our realized capital gains from inception through the
end of that year, computed net of all realized capital losses and all
unrealized depreciation on a cumulative basis, less the aggregate amount
of any previously paid capital gain incentive fees. The second part of the
incentive fee is not subject to any minimum return to stockholders. The
Investment Management Agreement may be terminated by either party
without penalty by delivering written notice to the other party upon not
more than 60 days written notice. See Investment Management and
Administration Agreements Investment Management Agreement.

We reimburse our Administrator for the allocable portion of overhead and
other expenses incurred by our Administrator in performing its obligations
under an administration agreement (the Administration Agreement ),
including furnishing rent, the fees and expenses associated with

performing compliance functions and our allocable portion of the costs of
compensation and related expenses of our chief compliance officer and
chief financial officer and their respective staffs. See Investment
Management and Administration Agreements Administration Agreement.
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We are required to file periodic reports, current reports, proxy statements
and other information with the SEC. This information is available on the
SEC s website at www.sec.gov. You can also inspect any

10
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materials we file with the SEC, without charge, at the SEC s Public
Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Please
call the SEC at 1-800-SEC-0330 for further information on the Public
Reference Room. You may also obtain such information by contacting us
at 312 Farmington Avenue, Farmington, Connecticut 06032 or by calling
us at (860) 676-8654. We intend to provide much of the same information
on our website at www.horizontechnologyfinancecorp.com. Information
contained on our website is not part of this prospectus or any prospectus
supplement and should not be relied upon as such.

11
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FEES AND EXPENSES

The following table is intended to assist you in understanding the costs and expenses that an investor will bear directly
or indirectly. However, we caution you that some of the percentages indicated in the table below are estimates and

may vary. The following table and example should not be considered a representation of our future expenses. Actual
expenses may be greater or less than shown. Except where the context suggests otherwise, whenever this prospectus
contains a reference to fees or expenses paid by you or us orthat we will pay fees or expenses, stockholders will
indirectly bear such fees or expenses as investors in the Company.

Stockholder Transaction Expenses

Sales Load (as a percentage of offering price) %D
Offering Expenses (as a percentage of offering price) %2
Dividend Reinvestment Plan Fees None@3)
Total Stockholder Transaction Expenses (as a percentage of offering price) %

Annual Expenses (as a Percentage of Net Assets Attributable to Common

Stock)@

Base Management Fee 3.30%

Incentive Fees Payable Under the Investment Management Agreement 2.15%©

Interest Payments on Borrowed Funds 3.58%D

Other Expenses (estimated for the current fiscal year) 1.81%®

Acquired Fund Fees and Expenses 0.03%®

Total Annual Expenses (estimated) 10.83%(>)10)

(1) In the event that securities to which this prospectus relates are sold to or through underwriters or agents, a

(@)
3)
)
®)

(6)

corresponding prospectus supplement will disclose the applicable sales load.

In the event that we conduct an offering of any of our securities, a corresponding prospectus supplement will
disclose the estimated offering expenses because they will be ultimately borne by the Company.

The expenses of the dividend reinvestment plan are included in Other Expenses in the table. See Dividend
Reinvestment Plan.

Net Assets Attributable to Common Stock equals estimated average net assets for the current fiscal year and is
based on our net assets at September 30, 2011.

Our base management fee under the Investment Management Agreement is based on our gross assets, which
includes assets acquired using leverage, and is payable monthly in arrears. The management fee referenced in the
table above is based on our average gross assets of $218 million for the three months ended September 30, 2011
and includes assets estimated to be acquired in the current fiscal year using leverage. See Investment
Management and Administration Agreements Investment Management Agreement.

Our incentive fee payable under the Investment Management Agreement consists of two parts:

The first part, which is payable quarterly in arrears, equals 20% of the excess, if any, of our Pre-Incentive Fee

Net Investment Income over a 1.75% quarterly (7% annualized) hurdle rate and a catch-up provision measured as
of the end of each calendar quarter. Under this provision, in any calendar quarter, our Advisor receives no
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incentive fee until our net investment income equals the hurdle rate of 1.75% but then receives, as a catch-up,
100% of our Pre-Incentive Fee Net Investment Income with respect to that portion of such Pre-Incentive Fee Net
Investment Income, if any, that exceeds the hurdle rate but is less than 2.1875%. The effect of this provision is
that, if Pre-Incentive Fee Net Investment Income exceeds 2.1875% in any calendar quarter, our Advisor will
receive 20% of our Pre-Incentive Fee Net Investment Income as if a hurdle rate did not apply. The first part of
the incentive fee is computed and paid on income that may include interest that is accrued but not yet received in
cash.

The second part of the incentive fee equals 20% of our Incentive Fee Capital Gains, if any, which will equal our
realized capital gains on a cumulative basis from inception through the end of each calendar year, computed net

of all realized capital losses and unrealized capital depreciation on a cumulative basis, less the aggregate amount
of any previously paid capital gain incentive fees. The second part of the incentive fee is payable, in arrears, at

the end of each calendar year (or upon termination of the Investment Management Agreement, as of the
termination date). For a more detailed discussion of the calculation of this fee, see Investment Management and
Administration Agreements Investment Management Agreement.

The incentive fee payable to our Advisor is based on the actual amount incurred under the first part of the
Investment Management Agreement during the three months ended September 30, 2011, annualized for a full
year. As we cannot predict the occurrence of any capital gains from the portfolio, we have assumed no Incentive
Fee Capital Gains.

(7) We will continue to borrow funds from time to time to make investments to the extent we determine that the
economic situation is conducive to doing so. The costs associated with our outstanding borrowings are indirectly
borne by our investors. For purposes of this

12
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section, we have computed the interest expense using the balance outstanding at September 30, 2011 which
represents an estimate of our interest expense for the current fiscal year. We used the LIBOR rate on

September 30, 2011 and the interest rates on the Credit Facilities. We have also included the estimated
amortization of fees incurred in establishing the Credit Facilities. At September 30, 2011, we had approximately
$66 million outstanding under the WestLB Facility and approximately $16 million outstanding under the Wells
Facility. We also assumed that we increased outstanding borrowings by $25 million at a fixed rate of 7.25% plus
0.45% for the estimated amortization of fees incurred in establishing this additional borrowing. We may also issue
preferred stock, subject to our compliance with applicable requirements under the 1940 Act, however, we have no
current intention to do so during the year following the effective date of this registration statement.

(8)  Includes our overhead expenses, including payments under the Administration Agreement, based on our
allocable portion of overhead and other expenses incurred by the Administrator in performing its obligations
under the Administration Agreement. See Investment Management and Administration Agreements
Administration Agreement.  Other Expenses are based on estimated amounts to be incurred on an annual basis.

(9)  Amount reflects our estimated expenses of the temporary investment of offering proceeds in money market
funds pending our investment of such proceeds in portfolio companies in accordance with the investment
objective and strategies described in this prospectus.

(10)  Total Annual Expenses as a percentage of consolidated net assets attributable to common stock are higher than
the total annual expenses percentage would be for a company that is not leveraged. We borrow money to
leverage our net assets and increase our total assets. The SEC requires that the Total Annual Expenses
percentage be calculated as a percentage of net assets (defined as total assets less indebtedness and after taking
into account any incentive fees payable during the period), rather than the total assets, including assets that have
been funded with borrowed monies.

Example

The following example demonstrates the projected dollar amount of total cumulative expenses that would be incurred
over various periods with respect to a hypothetical investment in our common stock. This example and the expenses in
the table above should not be considered a representation of our future expenses, and actual expenses (including the
cost of debt, if any, and other expenses) may be greater or less than those shown. In calculating the following expense
amounts, we have assumed that our annual operating expenses remain at the levels set forth in the table above. In the
event that shares to which this prospectus relates are sold to or through underwriters or agents, a corresponding
prospectus supplement will restate this example to reflect the applicable sales load.

1 Year 3 Years 5 Years 10 Years

You would pay the following expenses on a $1,000 investment,
assuming a 5% annual return $ 87 $ 250 $ 400 $ 724

The example and the expenses in the tables above should not be considered a representation of our future
expenses, and actual expenses may be greater or lesser than those shown.

While the example assumes, as required by the applicable rules of the SEC, a 5% annual return, our performance will
vary and may result in a return greater or less than 5%. The incentive fee under the Investment Management
Agreement is unlikely to be significant assuming a 5% annual return and is not included in the example. If we achieve
sufficient returns on our investments, including through the realization of capital gains, to trigger an incentive fee of a
material amount, our distributions to our common stockholders and our expenses would likely be higher. See
Investment Management and Administration Agreements Examples of Incentive Fee Calculation for additional
information regarding the calculation of incentive fees. In addition, while the example assumes reinvestment of all
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dividends and other distributions at net asset value, participants in our dividend reinvestment plan receive a number of
shares of our common stock determined by dividing the total dollar amount of the distribution payable to a participant
by the market price per share of our common stock at the close of trading on the valuation date for the distribution.
This price may be at, above or below net asset value. See Dividend Reinvestment Plan for additional information
regarding our dividend reinvestment plan.
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SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

The selected historical financial and other data below reflects our consolidated operations. The selected financial data
for the period from October 29, 2010 to December 31, 2010, the period from January 1, 2010 to October 28, 2010, the
year ended December 31, 2009 and the period from March 4, 2008 to December 31, 2008 have been derived from our
consolidated financial statements that have been audited by McGladrey & Pullen, LLP, an independent registered
public accounting firm. Interim financial information for the nine months ended September 30, 2011 and 2010 is
derived from our unaudited consolidated financial statements, and in the opinion of management, reflects all
adjustments (consisting only of normal recurring adjustments) that are necessary to present fairly the results of such
interim period. Results for the year ended December 31, 2010 and the nine months ended September 30, 2011 are not
necessarily indicative of the results that may be expected for the current year. You should read this selected
consolidated financial and other data in conjunction with our Management s Discussion and Analysis of Financial
Condition and Results of Operations and the consolidated financial statements and notes thereto.

Pre-IPO
Prior
to becoming
Post-IPO as a a Post-IPO as a
Business Business Business
Development Development Development March 4,
Company Company Company 2008
Nine
Nine Months Months October 29, January 1, (Inception)
Ended Ended 2010 to 2010to  Year Ended through
September 30, September 30, December 31, October 28, December 31,December 31,
2011 2010 2010 2010 2009 2008

(Dollar amounts in thousands, except per share data)

Total investment

income $ 17,871 $ 13,250 $ 3,251 $ 14,956 $ 15,326 $ 7,021
Total expenses 10,670 5,372 1,892 5,931 6,769 4,031
Net investment income 7,201 7,878 1,359 9,025 8,557 2,990
Credit (provision) for

loan losses 739 739 (274) (1,650)
Net realized gain (loss)

on investments 5,544 2) 611 69 138 22
Net unrealized

(depreciation)

appreciation on

investments (2,535) 1,549 1,449 1,481 892 (73)

Net increase in net

assets resulting from

operations $ 10210 $ 10,164 $ 3,419 $ 11,314 $ 9,313 $ 1,289
Net investment income
per common share 0.95 N/A $ 0.18 N/A N/A N/A

1.34 N/A $ 0.45 N/A N/A N/A

@ &L
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Net increase in net
assets per common
share

Per share dividend
declared

Dollar amount of
dividends declared
Weighted average
common shares
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$ 0.73
$ 5,551
7,604,345

September 30, September 30, December 31,

2011

Balance sheet data at period end:

Investments
Other assets
Total assets
Total liabilities
Total net assets

$ 180,186
36,685
216,871
84,492
132,379

N/A $ 0.22
N/A $ 1,662
N/A 7,555,722

2010

$ 137,818
22,118
159,936
89,870
70,065

14

2010

$ 136,810
79,395
216,205
89,010
127,195

N/A

N/A

N/A

N/A

N/A

N/A

December 31,

2009

(Dollar amounts in thousands, except per share data)

$ 111,954
12,914
124,868
65,375
59,493

$

N/A
N/A

N/A

2008

92,174
23,041
115,215
65,430
49,785

December 31,
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SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

The following tables set forth certain quarterly financial information for each of the eleven quarters ending with the
quarter ended September 30, 2011. This information was derived from our unaudited consolidated financial
statements. Results for any quarter are not necessarily indicative of results for the past fiscal year or for any future

quarter.

Total investment income

Net investment income

Net realized and unrealized (loss) gain

Net increase in net assets resulting from operations
Earnings per share(!

Net asset value per share at the end of the quarter(?

Total investment income

Net investment income

Net realized and unrealized gain (loss)

Net increase in net assets resulting from operations
Earnings per share®

Net asset value per share at the end of the quarter(®()

Total investment income

Net investment income

Net realized and unrealized gain (loss)

Net increase in net assets resulting from operations
Earnings per share®

Net asset value per share at the end of the quarter®

2011
Q3 Q2 Q1
(Dollar amounts in thousands,
except per share data)

$ 6,441 $ 5,970 $ 5,460
$ 2,993 $ 1,980 $ 2,228
$ (234) $ 1,843 $ 1,400
$ 2,759 $ 3,823 $ 3,628
$ 039 $ 0.26 $ 029
$17.36 $ 17.40 $17.23

2010
Q4 Q3 Q2 Q1
(Dollar amounts in thousands, except per share
data)

$ 4,956 $ 5,189 $ 4,270 $ 3,793
$ 2,507 $ 3,257 $ 2,509 $ 2,113
$ 2,063 $ 1,711 $ (366) $ 202
$ 4,570 $ 5,288 $ 2,259 $ 2,618
$ N/A $ N/A $ N/A $ N/A
$ 16.75 $ N/A $ N/A $ N/A

2009
Q4 Q3 Q2 Q1
(Dollar amounts in thousands, except per share
data)

$ 4,155 $ 4,169 $ 3,746 $ 3,256
$ 2,492 $ 2,393 $ 1,998 $ 1,673
$ 498 $ (55 $ 143 $ 445
$ 3,343 $ 2,004 $ 1,884 $ 2,083
$ N/A $ N/A $ N/A $ N/A
$ N/A $ N/A $ N/A $ N/A

(1) Based on the weighted average shares outstanding for the respective period.
(2) Based on shares outstanding at the end of the respective period.
(3) For periods prior to October 29, 2010, the Company did not have common shares outstanding or an equivalent
and, therefore, cannot calculate earnings per share and net asset value per share.
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RISK FACTORS

Investing in our securities involves a high degree of risk. Before you invest in our securities, you should be aware of
various risks, including those described below. You should carefully consider these risk factors, together with all of
the other information included in this prospectus and any accompanying prospectus supplement, before you decide
whether to make an investment in our securities. The risks set forth below are not the only risks we face. If any of the
following events occur, our business, financial condition and results of operations could be materially adversely
affected. In such case, our net asset value and the trading price of our securities could decline, and you may lose all
or part of your investment.

Risks Relating to Our Business and Structure

We have a limited operating history and may not be able to achieve our investment objective or generate sufficient
revenue to make or sustain distributions to our stockholders and your investment in us could decline substantially.

We commenced operations in March 2008 and became a public company on October 28, 2010. As a result of our
limited operating history, we are subject to certain business risks and uncertainties associated with any recently
formed business enterprise, including the risk that we will not achieve our investment objective and that the value of
your investment in us could decline substantially. As a public company, we are subject to the regulatory requirements
of the SEC, in addition to the specific regulatory requirements applicable to BDCs under the 1940 Act and RICs under
the Code. Our management and our Advisor have limited experience operating under this regulatory framework, and
we may incur substantial additional costs, and expend significant time or other resources, to do so. From time to time
our Advisor may pursue investment opportunities, like equity investments, in which our Advisor has more limited
experience. In addition, we may be unable to generate sufficient revenue from our operations to make or sustain
distributions to our stockholders.

We and our Advisor have limited experience operating under the constraints imposed on a BDC or managing an
investment company, which may affect our ability to manage our business and impair your ability to assess our
prospects.

Prior to becoming a public company in October 2010, we did not operate as a BDC or manage an investment company
under the 1940 Act. As a result, we have limited operating results under this regulatory framework that can

demonstrate to you either its effect on our business or our ability to manage our business within this framework. The
1940 Act imposes numerous constraints on the operations of BDCs. For example, BDCs are required to invest at least
70% of their total assets in specified types of securities, primarily securities of eligible portfolio companies (as defined
in the 1940 Act), cash, cash equivalents, U.S. government securities and other high quality debt investments that
mature in one year or less. See Regulation. Our Advisor s lack of experience in managing a portfolio of assets under
these constraints may hinder our ability to take advantage of attractive investment opportunities and, as a result, could
impair our ability to achieve our investment objective. Furthermore, if we are unable to comply with the requirements
imposed on BDCs by the 1940 Act, the SEC could bring an enforcement action against us and/or we could be exposed
to claims of private litigants. In addition, we could be regulated as a closed-end management investment company
under the 1940 Act, which could further decrease our operating flexibility and may prevent us from operating our
business, either of which could have a material adverse effect on our business, results of operations or financial
condition.

We are dependent upon key personnel of our Advisor and our Advisor s ability to hire and retain qualified
personnel.
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We depend on the members of our Advisor s senior management, particularly Mr. Pomeroy, our Chairman and Chief
Executive Officer, and Mr. Michaud, our President, as well as other key personnel for the identification, evaluation,
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 to originate Venture Loans in our Target
Industries. Our future success depends on the continued service of Mr. Pomeroy and Mr. Michaud as well as the other
senior members of our Advisor s management team. If our Advisor were to lose the services of either
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Mr. Pomeroy or Mr. Michaud or any of the other senior members of our Advisor s management team, we may not be
able to operate our business as we expect, and our ability to compete could be harmed, either of which could cause our
business, results of operations or financial condition to suffer. In addition, if either of Mr. Pomeroy or Mr. Michaud
cease to be employed by us, WestLB AG ( WestLB ) could, absent a waiver or cure, demand repayment of any
outstanding obligations under the WestLB Facility and, if more than one of Mr. Pomeroy, Mr. Michaud or

Mr. Mathieu, our Chief Financial Officer, shall cease to be actively involved in the Company or our Advisor, and are
not replaced by individuals satisfactory to Wells Fargo Capital Finance, LLC ( Wells ) within ninety days, Wells could,
absent a waiver or cure, demand repayment of any outstanding obligations under the Wells Facility. Our future

success also depends, in part, on our Advisor s ability to identify, attract and retain sufficient numbers of highly skilled
employees. Absent exemptive or other relief granted by the SEC and for so long as we remain externally managed, the
1940 Act prevents us from granting options to our employees and adopting a profit sharing plan, which may make it
more difficult for us to attract and retain highly skilled employees. If we are not successful in identifying, attracting

and retaining these employees, we may not be able to operate our business as we expect. Moreover, we cannot assure
you that our Advisor will remain our investment advisor or that we will continue to have access to our Advisor s
investment professionals or its relationships. For example, our Advisor may in the future manage investment funds
with investment objectives similar to ours thereby diverting the time and attention of its investment professionals that
we rely on to implement our business plan.

We operate in a highly competitive market for investment opportunities, and if we are not able to compete
effectively, our business, results of operations and financial condition may be adversely affected and the value of
your investment in us could decline.

We compete for investments with a number of investment funds and other BDCs, as well as traditional financial
services companies such as commercial banks and other financing sources. Some of our competitors are larger and
have greater financial, technical, marketing and other resources than we have. For example, some competitors may
have a lower cost of funds and access to funding sources that are not available to us. This may enable these
competitors to make commercial loans with interest rates that are comparable to, or lower than, the rates we typically
offer. We may lose prospective portfolio companies if we do not match our competitors pricing, terms and structure. If
we do match our competitors pricing, terms or structure, we may experience decreased net interest income and
increased risk of credit losses. In addition, some of our competitors may have higher risk tolerances or different risk
assessments, which could allow them to consider a wider variety of investments, establish more relationships than us
and build their market shares. Furthermore, many of our competitors are not subject to the regulatory restrictions that
the 1940 Act imposes on us as a BDC or that the Code imposes on us as a RIC. If we are not able to compete
effectively, we may not be able to take advantage of attractive investment opportunities that we identify and may not
be able to fully invest our available capital. If this occurs, our business, financial condition and results of operations
could be materially adversely affected.

We borrow money, which magnifies the potential for gain or loss on amounts invested and may increase the risk of
investing in us.

Leverage is generally considered a speculative investment technique, and we intend to continue to borrow money as
part of our business plan. The use of leverage magnifies the potential for gain or loss on amounts invested and,
therefore, increases the risks associated with investing in us. We borrow from and issue senior debt securities to banks
and other lenders. Such senior debt securities include those under the Credit Facilities. See Management s Discussion
and Analysis of Financial Condition and Results of Operations Liquidity and Capital Resources. Lenders of senior
debt securities have fixed dollar claims on our assets that are superior to the claims of our common stockholders. 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. However, any decrease in our income would cause net
income to decline more sharply than it would have had we not leveraged. This decline could adversely affect our
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ability to make common stock dividend payments. In addition, because our investments may be illiquid, we may be
unable to dispose of them, or unable to do so at a favorable price in the event we need to do so, if we are unable to
refinance any indebtedness upon maturity, and, as a result, we may suffer losses.
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Our ability to service any debt that we incur depends largely on our financial performance and is subject to prevailing
economic conditions and competitive pressures. Moreover, as our Advisor s management fee is payable to our Advisor
based on our gross assets, including those assets acquired through the use of leverage, our Advisor may have a
financial incentive to incur leverage which may not be consistent with our stockholders interests. In addition, holders
of our common stock bear the burden of any increase in our expenses as a result of leverage, including any increase in
the management fee payable to our Advisor.

lllustration: The following table illustrates the effect of leverage on returns from an investment in our common stock

assuming various annual returns, net of expenses. The calculations are hypothetical and actual returns may be higher
or lower than those appearing in the table below:

Assumed Return on Our Portfolio

(Net of Expenses)
-10% -5% 0% 5% 10%
Corresponding return to stockholder(!) -1850%  -10.28%  -2.06%  6.16%  14.38%

(1) Assumes $217 million in total assets, $82 million in debt outstanding, $132 million in stockholders equity, and
an average cost of funds of 3.32%. Assumptions are based on our financial condition and our average costs of
funds at September 30, 2011. Actual interest payments may be different.

Based on our outstanding indebtedness of $82 million as of September 30, 2011 and the effective annual interest rate
of 3.32% as of that date, our investment portfolio would have been required to experience an annual return of at least
1.52% to cover annual interest payments on the outstanding debt.

If we are unable to comply with the covenants or restrictions in our Credit Facilities or make payments when due
thereunder, our business could be materially adversely affected.

Our Credit Facilities are secured by a lien on the assets of our wholly owned subsidiaries, Horizon Credit I LLC

( CreditI ) and Horizon Credit I LLC ( Credit I ), which hold substantially all of our assets. The breach of certain of the
covenants or restrictions or our failure to make payments when due under the Credit Facilities, unless cured within the
applicable grace period, would result in a default under the Credit Facilities that would permit the lenders to declare

all amounts outstanding to be due and payable. In such an event, we may not have sufficient assets to repay such
indebtedness and the lenders may exercise rights available to them, including, without limitation, to the extent

permitted under applicable law, the seizure of such assets without adjudication.

The Credit Facilities include covenants that, among other things, restrict the ability of Credit I and Credit II to

(i) make loans to, or investments in, third parties (other than Venture Loans and warrants or other equity participation
rights), (ii) pay dividends and distributions, (iii) incur additional indebtedness, (iv) engage in mergers or
consolidations, (v) create liens on the collateral securing the Credit Facilities, (vi) permit additional negative pledges
on such collateral, (vii) change the business currently conducted by them, and (viii) to have a change of control.

The Credit Facilities also require Credit I, Credit II and our Advisor to comply with various financial covenants,
including, among other covenants, maintenance by our Advisor of a minimum tangible net worth and limitations on
the value of, and modifications to, the loan collateral that secures the Credit Facilities. Complying with these
restrictions may prevent us from taking actions that we believe would help us to grow our business or are otherwise
consistent with our investment objective. These restrictions could also limit our ability to plan for or react to market
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conditions, meet extraordinary capital needs or otherwise restrict corporate activities, and could result in our failing to
qualify as a RIC resulting in our becoming subject to corporate-level income tax. See Management s Discussion and
Analysis of Financial Condition and Results of Operations  Liquidity and Capital Resources for additional information
regarding our credit arrangements.

An event of default or acceleration under the Credit Facilities could also cause a cross-default or cross-acceleration of
another debt instrument or contractual obligation, which would adversely impact our liquidity. We may not be granted
waivers or amendments to the Credit Facilities if for any reason we are unable to comply with it, and we may not be
able to refinance the Credit Facilities on terms acceptable to us, or at all.
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The impact of recent financial reform legislation on us is uncertain.

In light of current conditions in the U.S. and global financial markets and the U.S. and global economy, legislators, the
presidential administration and regulators have increased their focus on the regulation of the financial services
industry. The Dodd-Frank Wall Street Reform and Consumer Protection Act institutes a wide range of reforms that
will have an impact on all financial institutions. Many of these provisions are subject to rule making procedures and
studies that will be conducted in the future. Accordingly, we cannot predict the effect it or its implementing
regulations will have on our business, results of operations or financial condition.

Because we distribute all or substantially all of our income and any realized net short-term capital gains over
realized net long-term capital losses to our stockholders, we will need additional capital to finance our growth, if
any. If additional funds are unavailable or not available on favorable terms, our ability to grow will be impaired.

To satisfy the requirements applicable to a RIC, to avoid payment of excise taxes and to minimize or avoid payment
of corporate-level federal income taxes, we intend to distribute to our stockholders all or substantially all of our net
ordinary income and realized net short-term capital gains over realized net long-term capital losses except that we may
retain certain net long-term capital gains, pay applicable income taxes with respect thereto, and elect to treat such
retained capital gains 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 and any preferred stock we
may issue in the future, of at least 200%. This requirement limits the amount that we may borrow. Because we
continue to need capital to grow our loan and investment portfolio, this limitation may prevent us from incurring debt
and require us to raise additional equity at a time when it may be disadvantageous to do so. We cannot assure you that
debt and equity financing will be available to us on favorable terms, or at all, and debt financings may be restricted by
the terms of any of our outstanding borrowings. In addition, as a BDC, we are limited in our ability to issue equity
securities priced below net asset value. If additional funds are not available to us, we could be forced to curtail or
cease new lending and investment activities, and our net asset value could decline.

If we are unable to obtain additional debt financing, our business could be materially adversely affected.

We may want to obtain additional debt financing, or need to do so upon maturity of the Credit Facilities, in order to
obtain funds which may be made available for investments. We currently may not request new advances under the
WestLB Facility and we must repay the outstanding advances under the WestLB Facility at such times and in such
amounts as are necessary to maintain compliance with the terms and conditions of the WestLB Facility. All
outstanding amounts under the WestLLB Facility are due and payable on March 4, 2015. We may borrow under the
Wells Facility until July 14, 2014, and, after such date, we must repay the outstanding advances under the Wells
Facility in accordance with its terms and conditions. All outstanding advances under the Wells Facility are due and
payable on July 14, 2017, unless such date is extended in accordance with its terms. If we are unable to increase,

renew or replace any such facility and enter into a new debt financing facility on commercially reasonable terms, our
liquidity may be reduced significantly. In addition, if we are unable to repay amounts outstanding under any such
facilities and are declared in default or are unable to renew or refinance these facilities, we may not be able to make
new investments or operate our business in the normal course. These situations may arise due to circumstances that we
may be unable to control, such as lack of access to the credit markets, a severe decline in the value of the U.S. dollar, a
further economic downturn or an operational problem that affects third parties or us, and could materially damage our
business. Moreover, we have withdrawn our application to the Small Business Administration ( SBA ) for a license to
operate as a small business investment company ( SBIC ), which was originally filed on December 6, 2010, and, though
we may in the future submit a new application, we have no present intention to do so and, therefore, do not expect to
be able to access liquidity by issuing SBA-guaranteed debentures.

Changes in interest rates may affect our cost of capital and net investment income.
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Because we currently incur indebtedness to fund our investments, a portion of our income depends upon the
difference between the interest rate at which we borrow funds and the interest rate at which we invest these funds.
Most of our investments have fixed interest rates, while our borrowings have floating interest rates. As a result, a
significant change in interest rates could have a material adverse effect on our net investment income. In periods of
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rising interest rates, our cost of funds could increase, which would reduce our net investment income. We may hedge
against interest rate fluctuations by using hedging instruments such as swaps, futures, options and forward contracts,
subject to applicable legal requirements, including, without limitation, all necessary registrations (or exemptions from
registration) with the Commodity Futures Trading Commission. These activities may limit our ability to benefit from
lower interest rates with respect to the hedged portfolio. Adverse developments resulting from changes in interest rates
or hedging transactions or any adverse developments from our use of hedging instruments could have a material
adverse effect on our business, financial condition and results of operations. In addition, we may be unable to enter
into appropriate hedging transactions when desired and any hedging transactions we enter into may not be effective.

Because many of our investments typically are not and will not be in publicly traded securities, the value of our
investments may not be readily determinable, which could adversely affect the determination of our net asset value.

Our investments consist, and we expect our future investments to consist, primarily of loans or securities issued by
privately held companies. The fair value of these investments that are not publicly traded may not be readily
determinable. In addition, we are not permitted to maintain a general reserve for anticipated loan losses. Instead, we
are required by the 1940 Act to specifically value each investment and record an unrealized gain or loss for any asset
that we believe has increased or decreased in value. We value these investments on a quarterly basis, or more
frequently as circumstances require, in accordance with our valuation policy consistent with generally accepted
accounting principles. Our Board employs an independent third-party valuation firm to assist them in arriving at the
fair value of our investments. Our Board discusses valuations and determines the fair value in good faith based on the
input of our Advisor and the third-party valuation firm. The factors that may be considered in fair value pricing 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, comparisons to
publicly traded companies, discounted cash flow and other relevant factors. Because such valuations are inherently
uncertain and may be based on estimates, our determinations of fair value may differ materially from the values that
would be assessed if a ready market for these securities existed. Our net asset value could be adversely affected if our
determinations regarding the fair value of our investments are materially higher than the values that we ultimately
realize upon the disposal of these investments.

Disruption in the capital markets and the credit markets could adversely affect our business.

Without sufficient access to the capital markets or credit markets, we may be forced to curtail our business operations
or we may not be able to pursue new investment opportunities. The global capital markets are in a period of disruption
and extreme volatility and, accordingly, there has been and will continue to be uncertainty in the financial markets in
general. Ongoing disruptive conditions in the financial industry could restrict our business operations and could
adversely impact our results of operations and financial condition. We are unable to predict when economic and
market conditions may become more favorable. Even if these conditions improve significantly over the long term,
adverse conditions in particular sectors of the financial markets could adversely impact our business.

We may not realize gains from our equity investments.

We may make non-control, equity co-investments in companies in conjunction with private equity sponsors. The
equity interests we receive may not appreciate in value and, in fact, may decline in value. Accordingly, we may not be
able to realize gains from our equity interests, and any gains we do realize on the disposition of any equity interests
may not be sufficient to offset any other losses we experience. We also may be unable to realize any value if a
portfolio company does not have a liquidity event, such as a sale of the business, refinancing or public offering, which
would allow us to sell the underlying equity interests. In addition, our Advisor s significant experience in Venture
Lending may not result in returns on our equity investments.
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From time to time we may also acquire equity participation rights in connection with an investment which will allow
us, at our option, to participate in future rounds of equity financing through direct capital investments in our portfolio
companies. Our Advisor determines whether to exercise any of these rights. Accordingly, you will have no
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control over whether or to what extent these rights are exercised, if at all. If we exercise these rights, we will be
making an additional investment completely in the form of equity which will subject us to significantly more risk than
our Venture Loans and we may not receive the returns that are anticipated with respect to these investments.

We may not realize expected returns on warrants received in connection with our debt investments.

As discussed above, we generally receive warrants in connection with our debt investments. If we do not receive the
returns that are anticipated on the warrants, our investment returns on our portfolio companies, and the value of your
investment in us, may be lower than expected.

Regulations governing our operation as a BDC affect our ability to, and the way in which, we raise additional
capital, which may expose us to additional risks.

Our business plan contemplates a need for a substantial amount of capital in addition to our current amount of capital.
We may obtain additional capital through the issuance of debt securities or preferred stock, and we may borrow
money from banks or other financial institutions, which we refer to collectively as senior securities, up to the
maximum amount permitted by the 1940 Act. If we issue senior securities, we would be exposed to typical risks
associated with leverage, including an increased risk of loss. In addition, if we issue preferred stock, it would rank
senior to common stock in our capital structure and preferred stockholders would have separate voting rights and may
have rights, preferences or privileges more favorable than those of holders of our common stock. We do not presently
intend to issue preferred stock within one year of the effective date of this registration statement.

The 1940 Act permits us to issue senior securities in amounts such that our asset coverage ratio, as defined in the 1940
Act, equals at least 200% after each issuance of senior securities. If our asset coverage ratio is not at least 200%, we
are not permitted to pay dividends or issue additional senior securities. If the value of our assets declines, we may be
unable to satisfy this asset coverage test. If that happens, we may be required to liquidate a portion of our investments
and repay a portion of our indebtedness at a time when we may be unable to do so or unable to do so on favorable
terms. See Note 6 to Consolidated Financial Statements for additional information regarding borrowings.

As a BDC, we generally are not able to issue our common stock at a price below net asset value without first obtaining
the approval of our stockholders and our independent directors, and we intend to seek such approval to sell our
common stock below net asset value in the future. This requirement does not apply to stock issued upon the exercise
of options, warrants or rights that we may issue from time to time. 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 you may experience dilution.

If we are unable to satisfy the requirements under the Code for qualification as a RIC, we will be subject to
corporate-level federal income tax.

To qualify as a RIC under the Code, we must meet certain source-of-income, diversification and other requirements
contained in Subchapter M of the Code and maintain our election to be regulated as a BDC under the 1940 Act. We
must also meet the Annual Distribution Requirement, as defined in Material U.S. Federal Income Tax Considerations
to avoid corporate-level federal income tax in that year on all of our taxable income, regardless of whether we make
any distributions to our stockholders.

The source-of-income requirement is satisfied if we derive in each taxable year at least 90% of our gross income from
dividends, interest (including tax-exempt interest), payments with respect to certain securities loans, gains from the
sale or other disposition of stock, securities or foreign currencies, other income (including but not limited to gain from
options, futures or forward contracts) derived with respect to our business of investing in stock, securities or
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currencies, or net income derived from an interest in a qualified publicly traded partnership. The status of certain
forms of income we receive could be subject to different interpretations under the Code and might be characterized as
non-qualifying income that could cause us to fail to qualify as a RIC, assuming we do not qualify for or take
advantage of certain remedial provisions, and, thus, may cause us to be subject to corporate-level federal income
taxes.
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The Annual Distribution Requirement for a RIC is satisfied if we distribute to our stockholders on an annual basis an
amount equal to at least 90% of our net ordinary income and realized net short-term capital gains in excess of realized
net long-term capital losses, if any. If we borrow money, we may be subject to certain asset coverage ratio
requirements under the 1940 Act and loan covenants that could, under certain circumstances, restrict us from making
distributions necessary to qualify as a RIC. If we are unable to obtain cash from other sources, we may fail to qualify
as a RIC, assuming we do not qualify for or take advantage of certain remedial provisions, and, thus, may be subject
to corporate-level income tax.

To qualify as a RIC, we must also meet certain asset diversification requirements at the end of each calendar quarter.
Failure to meet these tests may result in our having to (i) dispose of certain investments quickly; (ii) raise additional
capital to prevent the loss of RIC status; or (iii) engage in certain remedial actions that may entail the disposition of
certain investments at disadvantageous prices that could result in substantial losses, and the payment of penalties, if
we qualify to take such actions. Because most of our investments are and will be in development-stage companies
within our Target Industries, any such dispositions could be made at disadvantageous prices and may result in
substantial losses. If we raise additional capital to satisfy the asset diversification requirements, it could take a longer
time to invest such capital. During this period, we will invest in temporary investments, such as cash and cash
equivalents, which we expect will earn yields substantially lower than the interest income that we anticipate receiving
in respect of our investments in secured and amortizing loans.

If we were to fail to qualify for the federal income tax benefits allowable to RICs for any reason and become subject
to a corporate-level federal income tax, the resulting taxes could substantially reduce our net assets, the amount of
income available for distribution to our stockholders and the actual amount of our distributions. Such a failure would
have a material adverse effect on us, the net asset value of our common stock and the total return, if any, obtainable
from your investment in our common stock. In addition, we could be required to recognize unrealized gains, pay
substantial taxes and interest and make substantial distributions before requalifying as a RIC. See Regulation.

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

We may be required to recognize taxable income in circumstances in which we do not receive cash. For example, if
we hold debt instruments that are treated under applicable tax rules as having original issue discount (such as debt
instruments with payment-in-kind interest or, in certain cases, increasing interest rates or issued with warrants), we
must include in taxable income each year a portion of the original issue discount that accrues over the life of the debt
instrument, regardless of whether cash representing such income is received by us in the same taxable year. We do not
have a policy limiting our ability to invest in original issue discount instruments, including payment-in-kind loans.
Because in certain cases we may recognize taxable income before or without receiving cash representing such income,
we may have difficulty meeting the requirement that we distribute an amount equal to at least 90% of our net ordinary
income and realized net short-term capital gains in excess of realized long-term capital losses, if any.

Accordingly, we may need to sell some of our assets at times that we would not consider advantageous, raise
additional debt or equity capital or forego new investment opportunities or otherwise take actions that are
disadvantageous to our business (or be unable to take actions that we believe are necessary or advantageous to our
business) in order to satisfy the Annual Distribution Requirement. If we are unable to obtain cash from other sources
to satisfy the Annual Distribution Requirement, we may fail to qualify for the federal income tax benefits allowable to
RICs and, thus, become subject to a corporate-level federal income tax on all our income. The proportion of our
income, consisting of net investment income and our realized gains and losses, that resulted from the portion of
original issue discount not received in cash for the years ended December 31, 2009 and 2010 and the nine months
ended September 30, 2011 was 8.7%, 9.1% and 7.0%, respectively.
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If we do not invest a sufficient portion of our assets in qualifying assets, we could fail to qualify as a BDC or be
precluded from investing according to our current business strategy.

As a BDC, we are prohibited from acquiring any assets other than qualifying assets unless, at the time of and after
giving effect to such acquisition, at least 70% of our total assets are qualifying assets. Substantially all of our assets

are qualifying assets and we expect that substantially all assets that we may acquire in the future will be qualifying
assets, although we may decide to make other investments that are not qualifying assets to the extent permitted by the
1940 Act. If we acquire debt or equity securities from an issuer that has outstanding marginable securities at the time
we make an investment, these acquired assets may not be treated as qualifying assets. This result is dictated by the
definition of eligible portfolio company under the 1940 Act, which in part looks to whether a company has
outstanding marginable securities. See Regulation Qualifying Assets. If we do not invest a sufficient portion of our
assets in qualifying assets, we could lose our status as a BDC, which would have a material adverse effect on our
business, financial condition and results of operations.

Changes in laws or regulations governing our business could adversely affect our business, results of operations
and financial condition.

Changes in the laws or regulations or the interpretations of the laws and regulations that govern BDCs, RICs or
non-depository commercial lenders could significantly affect our operations, our cost of doing business and our
investment strategy. We are subject to federal, state and local laws and regulations and judicial and administrative
decisions that affect our operations, including our loan originations, maximum interest rates, fees and other charges,
disclosures to portfolio companies, the terms of secured transactions, collection and foreclosure procedures, portfolio
composition and other trade practices. If these laws, regulations or decisions change, or if we expand our business into
jurisdictions that have adopted more stringent requirements, we may incur significant expenses to comply with these
laws, regulations or decisions or we might have to restrict our operations or alter our investment strategy. In addition,
if we do not comply with applicable laws, regulations and decisions, we may lose licenses needed for the conduct of
our business and be subject to civil fines and criminal penalties, any of which could have a material adverse effect
upon our business, results of operations or financial condition.

Our Advisor has significant potential conflicts of interest with us and our stockholders.

As a result of our arrangements with our Advisor, there may be times when our Advisor has interests that differ from
those of our stockholders, giving rise to a potential conflict of interest. Our executive officers and directors, as well as
the current and future executives and employees of our Advisor, serve or may serve as officers, directors or principals
of entities that operate in the same or a related line of business as we do. Accordingly, they may have obligations to
investors in those entities, the fulfillment of which might not be in the best interests of our stockholders. In addition,
our Advisor may manage other funds in the future that may have investment objectives that are similar, in whole or in
part, to ours. Our Advisor may determine that an investment is appropriate for us and for one or more of those other
funds. In such an event, depending on the availability of the investment and other appropriate factors, our Advisor will
endeavor to allocate investment opportunities in a fair and equitable manner and act in accordance with its written
conflicts of interest policy to address and, if necessary, resolve any conflicts of interest. It is also possible that we may
not be given the opportunity to participate in these other investment opportunities.

We pay management and incentive fees to our Advisor and reimburse our Advisor for certain expenses it incurs. As a
result, investors in our common stock invest on a gross basis and receive distributions on a net basis after expenses,
resulting in a lower rate of return than an investor might achieve through direct investments. Also, the incentive fee
payable by us to our Advisor may create an incentive for our Advisor to pursue investments on our behalf that are

riskier or more speculative than would be the case in the absence of such compensation arrangements.
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We have entered into a license agreement with Horizon Technology Finance, LLC, pursuant to which it has agreed to
grant us a non-exclusive, royalty-free right and license to use the service mark Horizon Technology Finance. Under
this agreement, we have a right to use the Horizon Technology Finance service mark for so long as the Investment
Management Agreement is in effect between us and our Advisor. In addition, we pay our Advisor our allocable
portion of overhead and other expenses incurred by our Advisor in performing its obligations under
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the Administration Agreement, including rent, the fees and expenses associated with performing compliance
functions, and our allocable portion of the compensation of our chief financial officer and any administrative support
staff. Any potential conflict of interest arising as a result of our arrangements with our Advisor could have a material
adverse effect on our business, results of operations and financial condition.

Our incentive fee may impact our Advisor s structuring of our investments, including by causing our Advisor to
pursue speculative investments.

The incentive fee payable by us to our Advisor may create an incentive for our Advisor to pursue investments on our
behalf that are riskier or more speculative than would be the case in the absence of such compensation arrangement.
The incentive fee payable to our Advisor is calculated based on a percentage of our return on invested capital. This
may encourage our Advisor to use leverage to increase the return on our investments. Under certain circumstances, the
use of leverage may increase the likelihood of default, which would impair the value of our common stock. In
addition, our Advisor receives the incentive fee based, in part, upon net capital gains realized on our investments.
Unlike that portion of the incentive fee based on income, there is no hurdle rate applicable to the portion of the
incentive fee based on net capital gains. As a result, our Advisor may have a tendency to invest more capital in
investments that are likely to result in capital gains as compared to income-producing securities. Such a practice could
result in our investing in more speculative investments than would otherwise be the case, which could result in higher
investment losses, particularly during economic downturns. In addition, the incentive fee may encourage our Advisor
to pursue different types of investments or structure investments in ways that are more likely to result in warrant gains
or gains on equity investments, including upon exercise of equity participation rights, which are inconsistent with our
investment strategy and disciplined underwriting process.

The incentive fee payable by us to our Advisor may also induce our Advisor to pursue investments on our behalf that
have a deferred interest feature, even if such deferred payments would not provide cash necessary to enable us to pay
current distributions to our stockholders. Under these investments, we would accrue interest over the life of the
investment but would not receive the cash income from the investment until the end of the term. Our net investment
income used to calculate the income portion of our investment fee, however, includes accrued interest. Thus, a portion
of this incentive fee would be based on income that we have not yet received in cash. In addition, the catch-up portion
of the incentive fee may encourage our Advisor to accelerate or defer interest payable by portfolio companies from

one calendar quarter to another, potentially resulting in fluctuations in the timing and amounts of dividends. Our
governing documents do not limit the number of loans we may make with deferred interest features or the proportion

of our income we derive from such loans.

Our Advisor s liability is limited, and we have agreed to indemnify our Advisor against certain liabilities, which
may lead our Advisor to act in a riskier manner on our behalf than it would when acting for its own account.

Under the Investment Management Agreement, our Advisor does not assume any responsibility to us other than to
render the services called for under that agreement, and it is not responsible for any action of our Board in following
or declining to follow our Advisor s advice or recommendations. Under the terms of the Investment Management
Agreement, our Advisor, its officers, members, personnel and any person controlling or controlled by our Advisor is
not liable to us, any subsidiary of ours, our directors, our stockholders or any subsidiary s stockholders or partners for
acts or omissions performed in accordance with and pursuant to the Investment Management Agreement, except those
resulting from acts constituting gross negligence, willful misconduct, bad faith or reckless disregard of our Advisor s
duties under the Investment Management Agreement. In addition, we have agreed to indemnify our Advisor and each
of its officers, directors, members, managers and employees from and against any claims or liabilities, including
reasonable legal fees and other expenses reasonably incurred, arising out of or in connection with our business and
operations or any action taken or omitted on our behalf pursuant to authority granted by the Investment Management
Agreement, except where attributable to gross negligence, willful misconduct, bad faith or reckless disregard of such
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person s duties under the Investment Management Agreement. These protections may lead our Advisor to act in a
riskier manner when acting on our behalf than it would when acting for its own account.
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If we are unable to manage our future growth effectively, we may be unable to achieve our investment objective,
which could adversely affect our business, results of operations and financial condition and cause the value of
your investment in us to decline.

Our ability to achieve our investment objective depends on our ability to achieve and sustain growth, which depends,
in turn, on our Advisor s direct origination capabilities and disciplined underwriting process in identifying, evaluating,
financing, investing in and monitoring suitable companies that meet our investment criteria. Accomplishing this result
on a cost-effective basis is largely a function of our Advisor s marketing capabilities, management of the investment
process, ability to provide efficient services and access to financing sources on acceptable terms. In addition to
monitoring the performance of our existing investments, our Advisor 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.
If we fail to manage our future growth effectively, our business, results of operations and financial condition could be
materially adversely affected and the value of your investment in us could decrease.

Our Board may change our operating policies and strategies, including our investment objective, without prior
notice or stockholder approval, the effects of which may adversely affect our business.

Our Board may modify or waive our current operating policies and strategies, including our investment objective,
without prior notice and without stockholder approval (provided that no such modification or waiver may change the
nature of our business so as to cease to be, or withdraw our election as, a BDC as provided by the 1940 Act without
stockholder approval at a special meeting called upon written notice of not less than ten or more than sixty days before
the date of such meeting). We cannot predict the effect any changes to our current operating policies and strategies
would have on our business, results of operations or financial condition or on the value of our stock. However, the
effects of any changes might adversely affect our business, any or all of which could negatively impact our ability to
pay dividends or cause you to lose all or part of your investment in us.

Our quarterly and annual operating results may fluctuate due to the nature of our business.

We could experience fluctuations in our quarterly and annual operating results due to a number of factors, some of
which are beyond our control, including: our ability to make investments in companies that meet our investment
criteria; the interest rate payable on our loans; the default rate on these investments; the level of our expenses,
variations in, and the timing of, the recognition of realized and unrealized gains or losses; and the degree to which we
encounter competition in our markets and general economic conditions. For example, we have historically
experienced greater investment activity during the second and fourth quarters relative to other periods. As a result of
these factors, you should not rely on the results for any prior period as being indicative of our performance in future
periods.

Our business plan and growth strategy depends to a significant extent upon our Advisor s referral relationships. If
our Advisor is unable to develop new or maintain existing relationships, or if these relationships fail to generate
investment opportunities, our business could be materially adversely affected.

We have historically depended on our Advisor s referral relationships to generate investment opportunities. For us to
achieve our future business objectives, members of our Advisor need to maintain these relationships with venture
capital and private equity firms and management teams and legal firms, accounting firms, investment banks and other
lenders, and we rely to a significant extent upon these relationships to provide us with investment opportunities. If
they fail to maintain their existing relationships or develop new relationships with other firms or sources of investment
opportunities, we may not be able to grow our investment portfolio. In addition, persons with whom our Advisor has
relationships are not obligated to provide us with investment opportunities, and, therefore, there is no assurance that
such relationships will lead to the origination of debt or other investments.
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Our Advisor can resign on 60 days notice and we may not be able to find a suitable replacement within that time,
resulting in a disruption in our operations that could adversely affect our business, results of operations or
financial condition.

Under the Investment Management Agreement, our Advisor has the right to resign at any time, including during the
first two years following the Investment Management Agreement s effective date, upon not more than 60 days written

notice, whether we have found a replacement or not. If our Advisor resigns, we may not be able to

25

53



Edgar Filing: Horizon Technology Finance Corp - Form N-2/A

find a new investment advisor or hire internal management with similar expertise and ability to provide the same or
equivalent services on acceptable terms within 60 days, or at all. If we are unable to do so, our operations are likely to
be disrupted, our business, results of operations and financial condition and our ability to pay distributions may be
adversely affected and the market price of our shares may decline. In addition, the coordination of our internal
management and investment activities is likely to suffer if we are unable to identify and reach an agreement with a
single institution or group of executives having the expertise possessed by our Advisor and its affiliates. Even if we
are able to retain comparable management, whether internal or external, the integration of new management and their
lack of familiarity with our investment objective may result in additional costs and time delays that may adversely
affect our business, results of operations or financial condition.

Our ability to enter into transactions with our affiliates is restricted.

As a BDC, we are prohibited under the 1940 Act from participating in certain transactions with our affiliates without
the prior approval of our independent directors and, in some cases, the SEC. Any person that owns, directly or
indirectly, 5% or more of our outstanding voting securities is considered our affiliate for purposes of the 1940 Act. We
are generally prohibited from buying or selling any security from or to an affiliate, absent the prior approval of our
independent directors. The 1940 Act also prohibits certain 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% of our voting securities, we are prohibited from buying or
selling any security from or to that person or certain of that person s affiliates, or entering into prohibited joint
transactions with those persons, absent the prior approval of the SEC. Similar restrictions limit our ability to transact
business with our officers or directors or their affiliates. These restrictions could limit or prohibit us from making
certain attractive investments that we might otherwise make absent such restrictions.

While we have no current intention to enter into any principal transactions or joint arrangements with any affiliates,
we have considered and evaluated, and will continue to consider and evaluate, the potential advantages and
disadvantages of doing so. If we decide to enter into any such transactions in the future we will not do so until we
have requested and received the requisite exemptive relief under Section 57 of the 1940 Act, the filing of which our
Board has previously authorized.

We incur significant costs as a result of being a publicly traded company.

As a publicly traded company, we incur legal, accounting and other expenses, including costs associated with the
periodic reporting requirements applicable to a company whose securities are registered under the Securities Exchange
Act of 1934, as amended (the Exchange Act ), as well as additional corporate governance requirements, including
requirements under the Sarbanes-Oxley Act of 2002 (the Sarbanes Oxley Act ), and other rules implemented by the
SEC.

Efforts to comply with Section 404 of the Sarbanes-Oxley Act may involve significant expenditures, and
non-compliance with Section 404 of the Sarbanes-Oxley Act may adversely affect us and the market price of our
common stock.

Under current SEC rules, we are required to report on our internal control over financial reporting pursuant to

Section 404 of the Sarbanes-Oxley Act and related rules and regulations of the SEC. As a result, we incur additional
expenses that may negatively impact our financial performance and our ability to make distributions. This process also
results in a diversion of management s time and attention. We cannot be certain as to the timing of completion of our
evaluation, testing and remediation actions or the impact of the same on our operations, and we may not be able to
ensure that the process is effective or that our internal control over financial reporting is or will be effective in a timely
manner. In the event that we are unable to maintain or achieve compliance with Section 404 of the Sarbanes-Oxley
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Act and related rules, we and the market price of our securities may be adversely affected.
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Terrorist attacks and other catastrophic events may disrupt the businesses in which we invest and harm our
operations and our profitability.

Terrorist attacks and threats, escalation of military activity or acts of war may significantly harm our results of
operations and your investment. We cannot assure you that there will not be further terrorist attacks against the United
States or United States businesses. Such attacks or armed conflicts in the United States or elsewhere may impact the
businesses in which we invest directly or indirectly, by undermining economic conditions in the United States or
elsewhere. In addition, because many of our portfolio companies operate and rely on network infrastructure and
enterprise applications and internal technology systems for development, marketing, operational, support and other
business activities, a disruption or failure of any or all of these systems in the event of a major telecommunications
failure, cyber-attack, fire, earthquake, severe weather conditions or other catastrophic event could cause system
interruptions, delays in product development and loss of critical data and could otherwise disrupt their business
operations. Losses resulting from terrorist attacks are generally uninsurable.

Risks Related to our Investments
We have not yet identified many of the potential investment opportunities for our portfolio.

We have not yet identified many of the potential investment opportunities for our portfolio. Our future investments
will be selected by our Advisor, subject to the approval of its investment committee. Our stockholders do not have
input into our Advisor s investment decisions. As a result, our stockholders are unable to evaluate any of our future
portfolio company investments. These factors increase the uncertainty, and thus the risk, of investing in our securities.

We are a non-diversified investment company within the meaning of the 1940 Act, and therefore we generally 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, excluding limitations on stake holdings in investment companies. 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 income tax diversification requirements, we do not have fixed guidelines for
diversification, and our investments could be concentrated in relatively few portfolio companies.

If our investments do not meet our performance expectations, you may not receive distributions.

We intend to make distributions of income on a quarterly basis to our stockholders. We may not be able to achieve
operating results that will allow us to make distributions at a specific level or increase the amount of these

distributions from time to time. In addition, due to the asset coverage test applicable to us as a BDC, we may be

limited in our ability to make distributions. See Regulation. Also, restrictions and provisions in any existing or future
credit facilities may limit our ability to make distributions. If we do not distribute a certain percentage of our income
annually, we will suffer adverse tax consequences, including failure to obtain, or possible loss of, the federal income
tax benefits allowable to RICs.

Most of our portfolio companies will need additional capital, which may not be readily available.

Our portfolio companies typically require substantial additional financing to satisfy their continuing working capital
and other capital requirements and service the interest and principal payments on our investments. We cannot predict
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the circumstances or market conditions under which our portfolio companies will seek additional capital. Each round
of institutional equity financing is typically intended to provide a company with only enough capital to reach the next
stage of development. It is possible that one or more of our portfolio companies will not be able to raise additional
financing or may be able to do so only at a price or on terms that are unfavorable to the portfolio company, either of
which would negatively impact our investment returns. Some of these companies may
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be unable to obtain sufficient financing from private investors, public capital markets or lenders, thereby requiring
these companies to cease or curtail business operations. Accordingly, investing in these types of companies generally
entails a higher risk of loss than investing in companies that do not have significant incremental capital raising
requirements.

Economic recessions or downturns could adversely affect our business and that of our portfolio companies which
may have an adverse effect on our business, results of operations and financial condition.

General economic conditions may affect our activities and the operation and value of our portfolio companies.
Economic slowdowns or recessions may result in a decrease of institutional equity investment, which would limit our
lending opportunities. Furthermore, many of our portfolio companies may be susceptible to economic slowdowns or
recessions and may be unable to repay our loans during these periods. Therefore, our non-performing assets are likely
to increase and the value of our portfolio is likely to decrease during these periods. Adverse economic conditions may
also decrease the value of collateral securing some of our loans and the value of our equity investments. Economic
slowdowns or recessions could lead to financial losses in our portfolio and a decrease in revenues, net income and
assets. Unfavorable economic conditions could also increase our funding costs, limit our access to the capital markets
or result in a decision by lenders not to extend credit to us.

A portfolio company s failure to satisfy financial or operating covenants imposed by us or other lenders could lead to
defaults and, potentially, termination of its loans and foreclosure on its secured assets, which could trigger
cross-defaults under other agreements and jeopardize the portfolio company s ability to meet its obligations under the
loans that we hold. We may incur expenses to the extent necessary to recover our investment upon default or to
negotiate new terms with a defaulting portfolio company. These events could harm our financial condition and
operating results.

Our investment strategy focuses on investments in development-stage companies in our Target Industries, which
are subject to many risks, including volatility, intense competition, shortened product life cycles and periodic
downturns, and would be rated below investment grade.

We intend to invest, under normal circumstances, most of the value of our total assets (including the amount of any
borrowings for investment purposes) in development-stage companies, which may have relatively limited operating
histories, in our Target Industries. Many of these companies may have narrow product lines and small market shares,
compared to larger established publicly-owned firms, which tend to render them more vulnerable to competitors
actions and market conditions, as well as general economic downturns. The revenues, income (or losses) and
valuations of development-stage companies in our Target Industries can and often do fluctuate suddenly and
dramatically. For these reasons, investments in our portfolio companies, if rated by one or more ratings agency, would
typically be rated below investment grade, which refers to securities rated by ratings agencies below the four highest
rating categories. These companies may also have more limited access to capital and higher funding costs. In addition,
development-stage technology markets are generally characterized by abrupt business cycles and intense competition,
and the competitive environment can change abruptly due to rapidly evolving technology. Therefore, our portfolio
companies may face considerably more risk than companies in other industry sectors. Accordingly, these factors could
impair their cash flow or result in other events, such as bankruptcy, which could limit their ability to repay their
obligations to us and may materially adversely affect the return on, or the recovery of, our investments in these
businesses.

Because of rapid technological change, the average selling prices of products and some services provided by
development-stage companies in our Target Industries have historically decreased over their productive lives. These
decreases could adversely affect their operating results and cash flow, their ability to meet obligations under their debt
securities and the value of their equity securities. This could, in turn, materially adversely affect our business,

58



Edgar Filing: Horizon Technology Finance Corp - Form N-2/A

financial condition and results of operations.

Any unrealized depreciation we experience on our loan portfolio may be an indication of future realized losses,
which could reduce our income available for distribution.

As a BDC, we are required to carry our investments at fair value which shall be the market value of our investments
or, if no market value is ascertainable, at the fair value as determined in good faith pursuant to
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procedures approved by our Board in accordance with our valuation policy. We are not permitted to maintain a
reserve for loan losses. Decreases in the fair values of our investments are recorded as unrealized depreciation. Any
unrealized depreciation in our loan portfolio could be an indication of a portfolio company s inability to meet its
repayment obligations to us with respect to the affected loans. This could result in realized losses in the future and
ultimately reduces our income available for distribution in future periods.

If the assets securing the loans we make decrease in value, we may not have sufficient collateral to cover losses and
may experience losses upon foreclosure.

We believe our portfolio companies generally are and will be able to repay our loans from their available capital, from
future capital-raising transactions or from cash flow from operations. However, to mitigate our credit risks, we
typically take a security interest in all or a portion of the assets of our portfolio companies, including the equity
interests of their subsidiaries. There is a risk that the collateral securing our loans may decrease in value over time,
may be difficult to appraise or sell in a timely manner and may fluctuate in value based upon the business and market
conditions, including as a result of the inability of a portfolio company to raise additional capital, and, in some
circumstances, our lien could be subordinated to claims of other creditors. In addition, deterioration of a portfolio
company s financial condition and prospects, including its inability to raise additional capital, may be accompanied by
deterioration of the value of the collateral for the loan. Consequently, although such loan is secured, we may not
receive principal and interest payments according to the loan s terms and the value of the collateral may not be
sufficient to recover our investment should we be forced to enforce our remedies.

In addition, because we invest in development-stage companies in our Target Industries, a substantial portion of the
assets securing our investment may be in the form of intellectual property, if any, inventory, equipment, cash and
accounts receivables. Intellectual property, if any, which secures a loan, could lose value if the company s rights to the
intellectual property are challenged or if the company s license to the intellectual property is revoked or expires. In
addition, in lieu of a security interest in a portfolio company s intellectual property, we may sometimes obtain a
security interest in all assets of the portfolio company other than intellectual property and also obtain a commitment

by the portfolio company not to grant liens to any other creditor on the company s intellectual property. In these cases,
we may have additional difficulty recovering our principal in the event of a foreclosure. Similarly, any equipment
securing our loan may not provide us with the anticipated security if there are changes in technology or advances in
new equipment that render the particular equipment obsolete or of limited value or if the company fails to adequately
maintain or repair the equipment. Any one or more of the preceding factors could materially impair our ability to
recover principal in a foreclosure.

We may choose to waive or defer enforcement of covenants in the debt securities held in our portfolio, which may
cause us to lose all or part of our investment in these companies.

We structure the debt investments in our portfolio companies to include business and financial covenants placing
affirmative and negative obligations on the operation of the company s business and its financial condition. However,
from time to time we may elect to waive breaches of these covenants, including our right to payment, or waive or
defer enforcement of remedies, such as acceleration of obligations or foreclosure on collateral, depending upon the
financial condition and prospects of the particular portfolio company. These actions may reduce the likelihood of our
receiving the full amount of future payments of interest or principal and be accompanied by a deterioration in the
value of the underlying collateral as many of these companies may have limited financial resources, may be unable to
meet future obligations and may go bankrupt. These events could harm our financial condition and operating results.

The lack of liquidity in our investments may adversely affect our business, and if we need to sell any of our
investments, we may not be able to do so at a favorable price. As a result, we may suffer losses.
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We plan to generally invest in loans with terms of up to four years and hold such investments until maturity, unless
earlier prepaid, and we do not expect that our related holdings of equity securities will provide us with liquidity
opportunities in the near-term. We expect to primarily invest in companies whose securities are not publicly-traded
and whose securities are subject to legal and other restrictions on resale or are otherwise less liquid than
publicly-traded securities. The illiquidity of these investments may make it difficult for us to sell these investments
when desired. We may also face other restrictions on our ability to liquidate an investment in a public portfolio
company to
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the extent that we possess material non-public information regarding the portfolio company. 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 dispose of our investments in the near
term. However, we may be required to do so in order to maintain our qualification as a BDC and as a RIC if we do not
satisfy one or more of the applicable criteria under the respective regulatory frameworks. Because most of our
investments are illiquid, we may be unable to dispose of them, in which case we could fail to qualify as a RIC and/or
BDC, or we may not be able to dispose of them at favorable prices, and as a result, we may suffer losses.

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

We plan to invest primarily in loans issued by our portfolio companies. Some of our portfolio companies are permitted
to have other debt that ranks equally with, or senior to, our loans in the portfolio company. By their terms, these debt
instruments may provide that the holders thereof are entitled to receive payment of interest or principal on or before
the dates on which we are entitled to receive payments in respect of our loans. These debt instruments may prohibit
the portfolio companies from paying interest on or repaying our investments in the event of, and during, the
continuance of a default under the debt instruments. In addition, 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 payment in respect
of our investment. After repaying senior creditors, a portfolio company may not have any remaining assets to use for
repaying its obligation to us. In the case of debt ranking equally with our loans, 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.

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

Even though certain of our investments are structured as senior loans, if one of our portfolio companies were to go
bankrupt, depending on the facts and circumstances, including the extent to which we actually provided managerial
assistance to that portfolio company, a bankruptcy court might recharacterize our debt investment and subordinate all
or a portion of our claim to that of other creditors. We may also be subject to lender liability claims for actions taken
by us with respect to a portfolio company s business, including in rendering significant managerial assistance, or
instances where we exercise control over the portfolio company.

An investment strategy focused primarily on privately held companies presents certain challenges, including the
lack of available information about these companies, a dependence on the talents and efforts of only a few key
portfolio company personnel and a greater vulnerability to economic downturns.

We currently invest, and plan to invest, primarily in privately held companies. Generally, very little public
information exists about these companies, and we are required to rely on the ability of our Advisor 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 we may lose
money on our investments. Also, privately held companies frequently have less diverse product lines and a smaller
market presence than larger competitors. Thus, they are generally more vulnerable to economic downturns and may
experience substantial variations in operating results. These factors could affect our investment returns.

In addition, our success depends, in large part, upon the abilities of the key management personnel of our portfolio
companies, who are responsible for the day-to-day operations of our portfolio companies. Competition for qualified
personnel is intense at any stage of a company s development. The loss of one or more key managers can hinder or
delay a company s implementation of its business plan and harm its financial condition. Our portfolio companies may
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not be able to attract and retain qualified managers and personnel. Any inability to do so may negatively affect our
investment returns.
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Prepayments of our debt investments by our portfolio companies could adversely impact our results of operations
and reduce our return on equity.

We are subject to the risk that the investments we make in our portfolio companies may be repaid prior to maturity.
For example, most of our debt investments have historically been repaid prior to maturity by our portfolio companies.
At the time of a liquidity event, such as a sale of the business, refinancing or public offering, many of our portfolio
companies have availed themselves of the opportunity to repay our loans prior to maturity. Our investments generally
allow for repayment at any time subject to certain penalties. When this occurs, we generally reinvest these proceeds in
temporary investments, pending their future investment in new portfolio companies. These temporary investments
have substantially lower yields than the debt being prepaid, and we could experience significant delays in reinvesting
these amounts. Any future investment in a new portfolio company may also be at lower yields than the debt that was
repaid. As a result, our results of operations could be materially adversely affected if one or more of our portfolio
companies elects to prepay amounts owed to us. Additionally, prepayments could negatively impact our return on
equity, which could result in a decline in the market price of our common stock.

Our business and growth strategy could be adversely affected if government regulations, priorities and resources
impacting the industries in which our portfolio companies operate change.

Some of our portfolio companies operate in industries that are highly regulated by federal, state and/or local agencies.
Changes in existing laws, rules or regulations, or judicial or administrative interpretations thereof, or new laws, rules
or regulations could have an adverse impact on the business and industries of our portfolio companies. In addition,
changes in government priorities or limitations on government resources could also adversely impact our portfolio
companies. We are unable to predict whether any such changes in laws, rules or regulations will occur and, if they do
occur, the impact of these changes on our portfolio companies and our investment returns.

Our portfolio companies operating in the life science industry are subject to extensive government regulation and
certain other risks particular to that industry.

As part of our investment strategy, we have invested, and plan to invest in the future, in companies in the life science
industry that are subject to extensive regulation by the Food and Drug Administration and to a lesser extent, other
federal and state agencies. If any of these portfolio companies fail to comply with applicable regulations, they could
be subject to significant penalties and claims that could materially and adversely affect their operations. Portfolio
companies that produce medical devices or drugs are subject to the expense, delay and uncertainty of the regulatory
approval process for their products and, even if approved, these products may not be accepted in the marketplace. In
addition, new laws, regulations or judicial interpretations of existing laws and regulations might adversely affect a
portfolio company in this industry. Portfolio companies in the life science industry may also have a limited number of
suppliers of necessary components or a limited number of manufacturers for their products, and therefore face a risk
of disruption to their manufacturing process if they are unable to find alternative suppliers when needed. Any of these
factors could materially and adversely affect the operations of a portfolio company in this industry and, in turn, impair
our ability to timely collect principal and interest payments owed to us.

If our portfolio companies are unable to commercialize their technologies, products, business concepts or services,
the returns on our investments could be adversely affected.

The value of our investments in our portfolio companies may decline if our portfolio companies are not able to
commercialize their technology, products, business concepts or services. Additionally, although some of our portfolio
companies may already have a commercially successful product or product line at the time of our investment,
technology-related products and services often have a more limited market or life span than products in other
industries. Thus, the ultimate success of these companies often depends on their ability to continually innovate in
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increasingly competitive markets. If they are unable to do so, our investment returns could be adversely affected and
their ability to service their debt obligations to us over the life of the loan could be impaired. Our portfolio companies
may be unable to successfully acquire or develop any new technologies and the intellectual property they currently
hold may not remain viable. Even if our portfolio companies are able to develop commercially viable products, the
market for new products and services is highly competitive and rapidly changing. Neither our portfolio
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companies nor we have any control over the pace of technology development. Commercial success is difficult to
predict, and the marketing efforts of our portfolio companies may not be successful.

If our portfolio companies are unable to protect their intellectual property rights, our business and prospects could
be harmed, and if portfolio companies are required to devote significant resources to protecting their intellectual
property rights, the value of our investment could be reduced.

Our future success and competitive position depends in part upon the ability of our portfolio companies to obtain,
maintain and protect proprietary technology used in their products and services. The intellectual property held by our
portfolio companies often represents a substantial portion of the collateral securing our investments and/or constitutes
a significant portion of the portfolio companies value that may be available in a downside scenario to repay our loans.
Our portfolio companies rely, in part, on patent, trade secret and trademark law to protect that technology, but
competitors may misappropriate their intellectual property, and disputes as to ownership of intellectual property may
arise. Portfolio companies may, from time to time, be required to institute litigation to enforce their patents, copyrights
or other intellectual property rights, protect their trade secrets, determine the validity and scope of the proprietary
rights of others or defend against claims of infringement. Such litigation could result in substantial costs and diversion
of resources. Similarly, if a portfolio company is found to infringe or misappropriate a third party s patent or other
proprietary rights, it could be required to pay damages to the third party, alter its products or processes, obtain a
license from the third party and/or cease activities utilizing the proprietary rights, including making or selling products
utilizing the proprietary rights. Any of the foregoing events could negatively affect both the portfolio company s ability
to service our debt investment and the value of any related debt and equity securities that we own, as well as the value
of any collateral securing our investment.

We do not expect to control any of our portfolio companies.

We do not control, or expect to control in the future, any of our portfolio companies, even though our debt agreements
may contain certain restrictive covenants that limit the business and operations of our portfolio companies. We also do
not maintain, or intend to maintain in the future, a control position to the extent we own equity interests in any
portfolio company. As a result, we are subject to the risk that a portfolio company in which we invest may make
business decisions with which we disagree and the management of such company, as representatives of the holders of
their common equity, may take risks or otherwise act in ways that do not serve our interests as debt investors. Due to
the lack of liquidity of the investments that we typically hold in our portfolio companies, we may not be able to
dispose of our investments in the event we disagree with the actions of a portfolio company and we may therefore,
suffer a decrease in the value of our investments.

Risks Related to Offerings Under This Prospectus

There is a risk that investors in our equity securities may not receive dividends or that our dividends may not grow
over time and, a portion of distributions paid to you may be a return of capital.

We intend to make distributions on a quarterly basis 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 dividends might be adversely affected
by, among other things, the impact of one or more risk factors described herein. In addition, due to the asset coverage
test applicable to us as a BDC, we may be limited in our ability to make distributions. All distributions will be paid at
the discretion of our Board and will depend on our earnings, our financial condition, maintenance of our RIC status,
compliance with BDC regulation and such other factors as our Board may deem relevant from time to time. We
cannot assure you that we will pay distributions to our stockholders in the future. Further, if we invest a greater
amount of assets in equity securities that do not pay current dividends, it could reduce the amount available for
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distribution. See Price Range of Common Stock and Distributions.

On an annual basis, we will be required to determine the extent to which any distributions we made were 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 U.S. federal income tax purposes, which will result in higher tax
liability when the shares are sold, even if they have not increased in value or have lost value. In addition,
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any return of capital will be net of any sales load and offering expenses associated with sales of shares of our common
stock. In the future, our distributions may include a return of capital.

We cannot assure you that the market price of shares of our common stock will not decline.
Prior to our IPO, there was no public trading market for our common stock. We cannot predict the prices at which our
common stock will trade. Shares of closed-end management investment companies have in the past frequently traded
at discounts to their net asset values and our common stock has been and may continue to be discounted in the market.
This characteristic of closed-end management investment companies is separate and distinct from the risk that our net
asset value per share may decline. We cannot predict whether shares of our common stock will trade above, at or
below our net asset value. If our common stock trades below its net asset value, we will generally not be able to sell
additional shares of our common stock to the public at its market price without first obtaining the approval of our
stockholders (including our unaffiliated stockholders) and our independent directors.
Our common stock price may be volatile and may decrease substantially.
The trading price of our common stock may fluctuate substantially and the liquidity of our common stock may be
limited, in each case depending on many factors, some of which are beyond our control and may not be directly
related to our operating performance. These factors include the following:

price and volume fluctuations in the overall stock market or in the market for BDCs from time to time;

investor demand for our shares of common stock;

significant volatility in the market price and trading volume of securities of registered closed-end management
investment companies, BDCs or other financial services companies;

our inability to raise capital, borrow money or deploy or invest our capital;
fluctuations in interest rates;

any shortfall in revenue or net income or any increase in losses from levels expected by investors or securities
analysts;

operating performance of companies comparable to us;

changes in regulatory policies or tax guidelines with respect to RICs or BDCs;
losing RIC status;

actual or anticipated changes in our earnings or fluctuations in our operating results;
changes in the value of our portfolio of investments;

general economic conditions, trends and other external factors;

departures of key personnel; or

loss of a major source of funding.
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In the past, following periods of volatility in the market price of a company s securities, securities class action
litigation has often been brought against that company. Due to the potential volatility of our stock price, we may
therefore be the target of securities litigation in the future. Securities litigation could result in substantial costs and
divert management s attention and resources from our business.

Shares of closed-end investment companies, including BDCs, frequently trade at a discount to their net asset value,
and we cannot assure you that the market price of our common stock will not decline following an offering.

We cannot predict the price at which our common stock will trade. Shares of closed-end investment companies
frequently trade at a discount to their net asset value and our stock may also be discounted in the market. This

characteristic of closed-end investment companies is separate and distinct from the risk that our net asset value per
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share may decline. We cannot predict whether shares of our common stock will trade above, at or below our net asset
value. In addition, if our common stock trades below its net asset value, we will generally not be able to issue
additional shares of our common stock at its market price without first obtaining the approval of our stockholders and
our independent directors.

We currently invest a portion of our capital in high-quality short-term investments, which generate lower rates of
return than those expected from investments made in accordance with our investment objective.

We currently invest a portion of the net proceeds of our capital in cash, cash equivalents, U.S. government securities
and other high-quality short-term investments. These securities may earn yields substantially lower than the income
that we anticipate receiving once these proceeds are fully invested in accordance with our investment objective.

Investing in shares of our common stock may involve an above average degree of risk.

The investments we make in accordance with our investment objective may result in a higher amount of risk, volatility
or loss of principal than alternative investment options. Our investments in portfolio companies may be highly
speculative and aggressive, and therefore, an investment in our common stock may not be suitable for investors with
lower risk tolerance.

We may allocate the net proceeds from an offering in ways with which you may not agree.

We have significant flexibility in investing the net proceeds of an offering and may use the net proceeds from an
offering in ways with which you may not agree or for purposes other than those contemplated at the time of the
offering.

We estimate that it will take up to 6 months for us to substantially invest the net proceeds of any offering made
pursuant to this prospectus, depending on the availability of attractive opportunities and market conditions. However,
we can offer no assurances that we will be able to achieve this goal. Pending such use, we will invest the remaining
net proceeds of this offering primarily in cash, cash equivalents, U.S. Government securities and high-quality debt
investments that mature in one year or less from the date of investment. These temporary investments may have lower
yields than our other investments and, may result in lower distributions, if any, during such period. See Regulation
Temporary Investments for additional information about temporary investments we may make while waiting to make
longer-term investments in pursuit of our investment objective.

Anti-takeover provisions in our charter documents and other agreements and certain provisions of the DGCL could
deter takeover attempts and have an adverse impact on the price of our common stock.

The Delaware General Corporation Law (the DGCL ), our certificate of incorporation and our bylaws contain
provisions that may have the effect of discouraging a third party from making an acquisition proposal for us. Among

other things, our certificate of incorporation and bylaws:

provide for a classified board of directors, which may delay the ability of our stockholders to change the
membership of a majority of our Board;

authorize the issuance of blank check preferred stock that could be issued by our Board to thwart a takeover
attempt;

do not provide for cumulative voting;
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provide that vacancies on our Board, including newly created directorships, may be filled only by a majority
vote of directors then in office;

limit the calling of special meetings of stockholders;
provide that our directors may be removed only for cause;

require supermajority voting to effect certain amendments to our certificate of incorporation and our
bylaws; and
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require stockholders to provide advance notice of new business proposals and director nominations under
specific procedures.

These anti-takeover provisions may inhibit a change in control in circumstances that could give the holders of our
common stock the opportunity to realize a premium over the market price of our common stock. Our WestLB Facility
also contains a covenant that prohibits us from merging or consolidating with any other person or selling all or
substantially all of our assets without the prior written consent of WestLB. If we were to engage in such a transaction
without such consent, WestLB could accelerate our repayment obligations under, and/or terminate, our WestLB
Facility. In addition, it is a default under our Wells Facility if (i) a person or group of persons (within the meaning of
the Exchange Act) acquires beneficial ownership of 20% or more of our issued and outstanding stock or (ii) during
any twelve month period individuals who at the beginning of such period constituted our Board cease for any reason,
other than death or disability, to constitute a majority of the directors in office. If either event were to occur, Wells
could accelerate our repayment obligations under, and/or terminate, our Wells Facility.

If we elect to issue preferred stock, holders of any such preferred stock will have the right to elect members of our
Board and have class voting rights on certain matters.

The 1940 Act requires that holders of shares of preferred stock must be entitled as a class to elect two directors at all
times and to elect a majority of the directors if dividends on such preferred stock are in arrears by two years or more,
until such arrearage is eliminated. In addition, certain matters under the 1940 Act require the separate vote of the
holders of any issued and outstanding preferred stock, including changes in fundamental investment restrictions and
conversion to open-end status and, accordingly, preferred stockholders could veto any such changes. Restrictions
imposed on the declarations and payment of dividends or other distributions to the holders of our common stock and
preferred stock, both by the 1940 Act and by requirements imposed by rating agencies, might impair our ability to
maintain our qualification as a RIC for U.S. federal income tax purposes.

Your interest in us may be diluted if you do not fully exercise your subscription rights in any rights offering. In
addition, if the subscription price is less than our net asset value per share, then you will experience an immediate
dilution of the aggregate net asset value of your shares.

In the event we issue subscription rights, stockholders who do not fully exercise their rights should expect that they
will, at the completion of a rights offering pursuant to this prospectus, own a smaller proportional interest in us than
would otherwise be the case if they fully exercised their rights. Such dilution is not currently determinable because it
is not known what proportion of the shares will be purchased as a result of such rights offering. Any such dilution will
disproportionately affect nonexercising stockholders. If the subscription price per share is substantially less than the
current net asset value per share, this dilution could be substantial.

In addition, if the subscription price is less than our net asset value per share, our stockholders would experience an

immediate dilution of the aggregate net asset value of their shares as a result of such rights offering. The amount of

any decrease in net asset value is not predictable because it is not known at this time what the subscription price and
net asset value per share will be on the expiration date of the rights offering or what proportion of the shares will be
purchased as a result of such rights offering. Such dilution could be substantial.

Investors in offerings of our common stock may incur immediate dilution upon the closing of such offering.
If the public offering price for any offering of shares of our common stock is higher than the book value per share of

our outstanding common stock, investors purchasing shares of common stock in any such offering pursuant to this
prospectus will pay a price per share that exceeds the tangible book value per share after such offering.
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If we sell common stock at a discount to our net asset value per share, stockholders who do not participate in such
sale will experience immediate dilution in an amount that may be material.

The issuance or sale by us of shares of our common stock at a discount to net asset value poses a risk of dilution to our
stockholders. In particular, stockholders who do not purchase additional shares at or below the discounted price in
proportion to their current ownership will experience an immediate decrease in net asset value per share (as
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well as in the aggregate net asset value of their shares if they do not participate at all). These stockholders will also
experience a disproportionately greater decrease in their participation in our earnings and assets and their voting
power than the increase we experience in our assets, potential earning power and voting interests from such issuance
or sale. In addition, such sales may adversely affect the price at which our common stock trades. See Sales of
Common Stock Below Net Asset Value.

Stockholders will experience dilution in their ownership percentage if they do not participate in our dividend
reinvestment plan.

All dividends payable to stockholders that are participants in our dividend reinvestment plan are automatically
reinvested in shares of our common stock. As a result, stockholders that do not participate in the dividend
reinvestment plan will experience dilution over time.
The trading market or market value of our publicly issued debt securities that we may issue may fluctuate.
Upon issuance, any publicly issued debt securities that we may issue will not have an established trading market. We
cannot assure you that a trading market for our publicly issued debt securities will ever develop or, if developed, will
be maintained. In addition to our creditworthiness, many factors may materially adversely affect the trading market
for, and market value of, our publicly issued debt securities. These factors include:

the time remaining to the maturity of these debt securities;

the outstanding principal amount of debt securities with terms identical to these debt securities;

the supply of debt securities trading in the secondary market, if any;

the redemption or repayment features, if any, of these debt securities;

the level, direction and volatility of market interest rates generally; and

market rates of interest higher or lower than rates borne by the debt securities.
You should also be aware that there may be a limited number of buyers when you decide to sell your debt securities.
This too may materially adversely affect the market value of the debt securities or the trading market for the debt
securities.
Terms relating to redemption may materially adversely affect your return on the debt securities that we may issue.
If we issue debt securities that are redeemable at our option, we may choose to redeem the debt securities at times
when prevailing interest rates are lower than the interest rate paid on the debt securities. In addition, if such debt
securities are subject to mandatory redemption, we may be required to redeem the debt securities at times when
prevailing interest rates are lower than the interest rate paid on the debt securities. In this circumstance, you may not
be able to reinvest the redemption proceeds in a comparable security at an effective interest rate as high as your debt

securities being redeemed.

Credit ratings provided by third party credit rating agencies may not reflect all risks of an investment in debt
securities that we may issue.
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Credit ratings provided by third party credit rating agencies are an assessment by third parties of our ability to pay our
obligations. Consequently, real or anticipated changes in our credit ratings will generally affect the market value of
debt securities that we may issue. Credit ratings provided by third party credit rating agencies, however, may not
reflect the potential impact of risks related to market conditions generally or other factors discussed above on the
market value of or trading market for any publicly issued debt securities that we may issue.
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Subsequent sales in the public market of substantial amounts of our common stock by the selling stockholders may
have an adverse effect on the market price of our common stock and the registration of a substantial amount of
insider shares, whether or not actually sold, may have a negative impact on the market price of our common stock.

Shares of our common stock sold by the selling stockholders will generally be freely tradeable. Sales of substantial
amounts of our common stock, or the availability of such common stock for sale, whether or not actually sold,
including those registered pursuant to this Registration Statement, could adversely affect the prevailing market price
of our common stock. If this occurs and continues, it could impair our ability to raise additional capital through the
sale of equity securities should we desire to do so. In addition, because shares owned by HTF-CHF Holdings LL.C, an
entity that is primarily owned by certain of our officers, are being registered for resale, a negative perception could be
created in the market about the Company s prospects by such registration.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
In addition to factors previously identified elsewhere in this prospectus, including the Risk Factors section of this
prospectus, the following factors, among others, could cause actual results to differ materially from forward-looking
statements or historical performance:
our future operating results, including the performance of our existing loans and warrants;

the introduction, withdrawal, success and timing of business initiatives and strategies;

changes in political, economic or industry conditions, the interest rate environment or financial and capital
markets, which could result in changes in the value of our assets;

the relative and absolute investment performance and operations of our Advisor;

the impact of increased competition;

the impact of investments we intend to make and future acquisitions and divestitures;

the unfavorable resolution of legal proceedings;

our business prospects and the prospects of our portfolio companies;

the projected performance of other funds managed by our Advisor;

the impact, extent and timing of technological changes and the adequacy of intellectual property protection;
our regulatory structure and tax status;

the adequacy of our cash resources and working capital;

the timing of cash flows, if any, from the operations of our portfolio companies;

the impact of interest rate volatility on our results, particularly because we use leverage as part of our
investment strategy;

the ability of our portfolio companies to achieve their objectives;
our ability to cause a subsidiary to become a licensed SBIC;

the impact of legislative and regulatory actions and reforms and regulatory, supervisory or enforcement actions
of government agencies relating to us or our Advisor;

our contractual arrangements and relationships with third parties;

our ability to access capital and any future financings by us;
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the ability of our Advisor to attract and retain highly talented professionals; and
the impact of changes to tax legislation and, generally, our tax position.

This prospectus, and other statements that we may make, may contain forward-looking statements with respect to

future financial or business performance, strategies or expectations. Forward-looking statements are typically

identified by words or phrases such as trend, opportunity, pipeline, believe, comfortable, expect, anticipate,
intention,  estimate, position, assume, plan, potential, project, outlook, continue, remain, maintaj
achieve and similar expressions, or future or conditional verbs such as will, would, should, could, may or sin

expressions.

Forward-looking statements are subject to numerous assumptions, risks and uncertainties, which change over time.
Forward-looking statements speak only as of the date they are made, and we assume no duty to and do not undertake
to update forward-looking statements. These forward-looking statements do not meet the safe harbor for
forward-looking statements pursuant to Section 27A of the Securities Act or Section 21E of the Exchange Act. Actual
results could differ materially from those anticipated in forward-looking statements and future results could differ
materially from historical performance.
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USE OF PROCEEDS

Unless otherwise specified in any prospectus supplement accompanying this prospectus, we intend to use the net
proceeds from the sale of our securities for investment in portfolio companies in accordance with our investment
objective and strategies as described in this prospectus and for working capital and general corporate purposes. The
supplement to this prospectus relating to an offering will more fully identify the use of proceeds from such offering.
We estimate that it will take up to 6 months for us to substantially invest the net proceeds of any offering made
pursuant to this prospectus, depending on the availability of attractive opportunities and market conditions. However,
we can offer no assurances that we will be able to achieve this goal. Pending such use, we will invest the remaining
net proceeds of this offering primarily in cash, cash equivalents, U.S. Government securities and high-quality debt
investments that mature in one year or less from the date of investment. These temporary investments may have lower
yields than our other investments and, accordingly, may result in lower distributions, if any, during such period. See

Regulation Temporary Investments for additional information about temporary investments we may make while
waiting to make longer-term investments in pursuit of our investment objective. We will not receive any proceeds
from the resale of our common stock by the selling stockholders.
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PRICE RANGE OF COMMON STOCK AND DISTRIBUTIONS

Our common stock is traded on NASDAQ, under the symbol HRZN. The following table sets forth, for each fiscal
quarter since our IPO, the range of high and low sales prices of our common stock as reported on NASDAQ), the sales
price as a percentage of our net asset value and the distributions declared by us for each fiscal quarter.

Premium/ Premium/
discount Discount

of of
High
Sales Low Sales
Price to Price to Cash
Net Asset Net Asset Net Asset Distributions
per
Value® Closing Sales Price Value® Value® Share®
High Low

Year ended December 31, 2012
First Quarter® $ * $ 16.89 $ 15.79 *% *Gp $ =
Year ended December 31, 2011
Fourth Quarter $ * $ 16.32 $ 14.40 *% *P $ =
Third Quarter $17.36 $ 16.25 $ 13.88 94% 80% $ 045
Second Quarter $ 17.40 $16.17 $15.21 93% 87% $ 0.40
First Quarter $17.23 $16.25 $ 14.90 94% 86% $ 0.33
Year ended December 31, 2010
Fourth Quarter® $ 16.75 $ 15.59 $ 13.83 93% 83% $0.22

(1) Net asset value per share is determined as of the last day in the relevant quarter and therefore may not reflect the
net asset value per share on the date of the high and low sales prices. The net asset values shown are based on
outstanding shares at the end of each period.

(2) Calculated as the respective high or low sales price divided by net asset value.
(3) Represents the distribution declared for the specified quarter. We have adopted an opt out dividend reinvestment
plan for our common stockholders. As a result, if we declare a distribution, then stockholders cash distributions

are automatically reinvested in additional shares of our common stock, unless they specifically opt out of the
dividend reinvestment plan so as to receive cash distributions. See Dividend Reinvestment Plan.

(4) From January 1, 2012 to February 3, 2012.
(5) From October 29, 2010 (initial public offering) to December 31, 2010.

* Not yet determined at the time of filing.
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The last reported price for our common stock on February 3, 2012 was $16.66 per share. As of February 3, 2012, we
had four stockholders of record, which does not include stockholders for whom shares are held in nominee or street
name.

Shares of BDCs may trade at a market price that is less than the net asset value that is attributable to those shares. The
possibility that our shares of common stock will trade at a discount from net asset value or at a premium that is
unsustainable over the long term is separate and distinct from the risk that our net asset value will decrease. It is not
possible to predict whether our shares will trade at, above or below net asset value in the future.

We intend to continue making quarterly distributions to our stockholders. The timing and amount of our quarterly
distributions, if any, is determined by our Board. Any distributions to our stockholders are declared out of assets
legally available for distribution. We monitor available net investment income to determine if a tax return of capital
may occur for the fiscal year. To the extent our taxable earnings fall below the total amount of our distributions for
any given fiscal year, a portion of those distributions may be deemed to be a return of capital to our common
stockholders for U.S. federal income tax purposes. Thus, the source of a distribution to our stockholders may be the
original capital invested by the stockholder rather than our income or gains. Stockholders should read any written
disclosure accompanying a dividend payment carefully and should not assume that the source of any distribution is
our ordinary income or gains.

To maintain RIC status, we must, among other things, meet the Annual Distribution Requirement. Depending on the
level of taxable income earned in a tax year, we may choose to carry forward taxable income in excess of
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current year distributions into the next tax year and pay a 4% excise tax on such income. Distributions of any such
carryover taxable income must be made through a dividend declared prior to filing the final tax return related to the
year in which such taxable income was generated in order to count towards the satisfaction of the Annual Distribution
Requirement in the year in which such income was generated. We may, in the future, make actual distributions to our
stockholders of our net capital gains. We can offer no assurance that we will achieve results that will permit the
payment of any cash distributions and, if we issue senior securities, we may be prohibited from making distributions if
doing so causes us to fail to maintain the asset coverage ratios stipulated by the 1940 Act or if distributions are limited
by the terms of any of our borrowings. See Material U.S. Federal Income Tax Considerations.

In January 2010, the Internal Revenue Service (the IRS ) extended a revenue procedure that temporarily allows a RIC
to distribute its own stock as a dividend for the purpose of fulfilling its distribution requirements. Pursuant to this
revenue procedure, a RIC may treat a distribution of its own stock as a dividend if (1) the stock is publicly traded on

an established securities market, (2) the distribution is declared on or before December 31, 2012 with respect to a
taxable year ending on or before December 31, 2011 and (3) each stockholder may elect to receive his or her entire
distribution in either cash or stock of the RIC subject to a limitation on the aggregate amount of cash to be distributed
to all stockholders, which must be at least 10% of the aggregate declared distribution. If too many stockholders elect

to receive cash, each stockholder electing to receive cash will receive a pro rata amount of cash (with the balance of

the distribution paid in stock). In no event will any stockholder electing to receive cash receive less than 10% of his or
her entire distribution in cash. We have not elected to distribute stock as a dividend but reserve the right to do so.

In order to qualify as a RIC and to avoid corporate level tax on the income we distribute to our stockholders, we are
required under the Code to distribute at least 90% of our net ordinary income and net short-term capital gains in
excess of net long-term capital losses, if any, to our stockholders on an annual basis. Additionally, we must distribute
at least 98% of our ordinary income and 98% (or, for our taxable years beginning in 2011, 98.2%) of our capital gain
net income on an annual basis and any net ordinary income and net capital gains for preceding years that were not
distributed during such years and on which we previously paid no U.S. federal income tax to avoid a U.S. federal
excise tax. If we do not distribute a certain percentage of our income annually, we will suffer adverse tax
consequences, including the possible loss of our qualification as a RIC. We cannot assure stockholders that they will
receive any distributions.

We have adopted an opt out dividend reinvestment plan for our common stockholders. As a result, if we declare a
distribution, then stockholders cash distributions are automatically reinvested in additional shares of our common
stock unless a stockholder specifically opts out of our dividend reinvestment plan. If a stockholder opts out, that
stockholder receives cash distributions. Although distributions paid in the form of additional shares of our common
stock are generally subject to U.S. federal, state and local taxes in the same manner as cash distributions, stockholders
participating in our dividend reinvestment plan do not receive any corresponding cash distributions with which to pay
any such applicable taxes.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

In this section, except where the context suggests otherwise, the terms we, us, our and Horizon Technology Finance
refer to Horizon Technology Finance Corporation and its consolidated subsidiaries. The information contained in this
section should be read in conjunction with our consolidated financial statements and related notes thereto appearing
elsewhere in this registration statement on Form N-2. For periods prior to October 28, 2010, the consolidated

financial statements and related footnotes reflect the performance of our predecessor, Compass Horizon, and its
wholly-owned subsidiary, Horizon Credit I LLC, both of which were formed in January 2008 and commenced

operations in March 2008. Amounts are stated in thousands, except shares and per share data and where otherwise

noted. Our actual results could differ materially from those anticipated by forward-looking information due to factors
discussed under Risk Factors and Cautionary Note Regarding Forward-Looking Statements appearing elsewhere
herein.

Overview

We are a specialty finance company that lends to and invests in development-stage companies in the technology, life
science, healthcare information and services and cleantech industries. Our investment objective is to generate current
income from the loans we make and capital appreciation from the warrants we receive when making such loans. We
make Venture Loans to companies backed by established venture capital and private equity firms in our Target
Industries. We also selectively lend to publicly traded companies in our Target Industries.

We are an externally managed, closed-end, non-diversified management investment company that has elected to be
regulated as a BDC under the 1940 Act. As a BDC, we are required to comply with regulatory requirements, including
limitations on our use of debt. We are permitted to, and expect to, finance our investments through borrowings.
However, as a BDC, we are only generally allowed to borrow amounts such that our asset coverage, as defined in the
1940 Act, equals at least 200% after such borrowing.

Compass Horizon, our predecessor company, commenced operation in March 2008. We were formed in March 2010
for the purpose of acquiring Compass Horizon and continuing its business as a public entity.

Portfolio Composition and Investment Activity

The following table shows our portfolio by asset class as of September 30, 2011 and December 31, 2010.

September 30, 2011 December 31, 2010
% of % of
# of Fair Total # of Fair Total
Investments Value Portfolio Investments Value Portfolio
($ in thousands)
Term loans 35 $ 170,187 94.5% 31 $ 127,949 93.5%
Revolving loans 1 2,933 1.6%
Equipment loans 1 1,282 0.7% 1 2,285 1.6%
Total loans 37 174,402 96.8% 32 130,234 95.1%
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48 5,091 2.8%
2 693 0.4%
$ 180,186 100.0%
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$

6,225
351

136,810

4.6%
0.3%

100.0%
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Total portfolio investment activity for the three and nine month periods ended September 30, 2011 and 2010 was as
follows:

For the Three Months
Ended For the Nine Months Ended
September 30, September 30, September 30, September 30,
2011 2010 2011 2010
($ in thousands)

Beginning portfolio $ 186,029 $ 143,008 $ 136,810 $ 113,878
New loan funding 7,000 15,000 86,833 75,517
Less refinanced balances (8,677) (10,909)
Net new loan funding 7,000 15,000 78,156 64,608
Principal and stock payments received on
investments (8,559) (11,278) (22,666) (28,104)
Early pay-offs 4,315) (9,777) (9,908) (13,231)
Accretion of loan fees 527 451 1,356 934
New loan fees (40) (134) (967) (651)
New equity investments 79 577 79
Net depreciation on investments (456) 1,654 (3,172) 1,490
Ending portfolio $ 180,186 $ 139,003 $ 180,186 $ 139,003

We receive payments in our loan portfolio based on scheduled amortization of the outstanding balances. In addition,
we receive repayments of some of our loans prior to their scheduled maturity date. The frequency or volume of these
repayments may fluctuate significantly from period to period.

The following table shows our debt investments by industry sector as of September 30, 2011 and December 31, 2010:

September 30, 2011 December 31, 2010
Loans at  Percentage Loans at Percentage
Fair of Total Fair of Total
Value Portfolio Value Portfolio
($ in thousands)
Life Science
Biotechnology $ 28,118 16.1% $ 30,470 23.4%
Medical Device 26,499 15.2% 19,572 15.0%
Technology
Consumer-related Technologies 2,574 1.5% 4,460 3.4%
Networking 1,282 0.7% 2,285 1.8%
Semiconductors 9,739 5.6% 0.0%
Software 23,719 13.6% 8,745 6.7%
Data Storage 4,929 2.8% 7,912 6.1%
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Communications

Cleantech

Energy Efficiency

Waste Recycling

Healthcare Information and Services

Diagnostics

Other Healthcare Related Services and Technologies

Total

5,648

25,479
4,889

22,584
18,942

$ 174,402
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3.2% 7,591 5.9%
14.6% 16,570 12.7%
2.8% 2,363 1.8%
13.0% 20,472 15.7%
10.9% 9,794 7.5%
100.0% $ 130,234 100.0%
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The largest loans may vary from year to year as new loans are recorded and repaid. Our five largest loans represented
approximately 27% and 31% of total loans outstanding as of September 30, 2011 and December 31, 2010,
respectively. No single loan represented more than 10% of our total loans as of September 30, 2011 and December 31,
2010.

As of September 30, 2011 and December 31, 2010, interest receivable was $2.5 million and $1.9 million, respectively,
which represents one month of accrued interest income on loans. The increase in 2011 was due to a larger loan
portfolio relative to 2010.

Loan Portfolio Asset Quality

We use a credit rating system which rates each loan on a scale of 4 to 1, with 4 being the highest credit quality rating
and 3 being the rating for a standard level of risk. A rating of 2 or 1 represents a deteriorating credit quality and
increased risk. The following table shows the classification of our loan portfolio by credit rating as of September 30,
2011 and December 31, 2010:

September 30, 2011 December 31, 2010
Loans at Percentage Loans at Percentage
Fair of Loan Fair of Loan
Value Portfolio Value Portfolio
($ in thousands)
Credit Rating
4 $ 34,161 19.6% $ 29,054 22.3%
3 126,168 72.3% 94,200 72.3%
2 14,073 8.1% 6,980 5.4%
1
Total $ 174,402 100.0% $ 130,234 100.0%

As of September 30, 2011 and December 31, 2010, our loan portfolio had a weighted average credit rating of 3.2. As
of September 30, 2011 and December 31, 2010, no investments were on non-accrual status.

Results of Operations

The consolidated results of operations set forth below include historical financial information of our predecessor,
Compass Horizon, prior to our election to become a BDC and our election to be treated as a RIC. As a BDC and a
RIC for U.S. federal income tax purposes, we are also subject to certain constraints on our operations, including
limitations imposed by the 1940 Act and the Code. Also, the management fee that we pay to our Advisor under the
Investment Management Agreement is determined by reference to a formula that differs materially from the
management fee paid by Compass Horizon in prior periods. For these and other reasons set forth below, the results of
operations described below may not be indicative of the results we report in future periods.

44

87



Edgar Filing: Horizon Technology Finance Corp - Form N-2/A

Consolidated Results of Operations for the Three Months Ended September 30, 2011 and 2010

Consolidated operating results for the three months ended September 30, 2011 and 2010 are as follows:

For the Three Months
Ended September 30,
2011 2010
($ in thousands)

Total investment income $ 6,441 $ 5,189
Total expenses 3,448 1,932
Net investment income 2,993 3,257
Net realized loss on investments (17
Net unrealized (depreciation) appreciation on investments 217) 1,711
Credit for loan losses 320
Net increase in net assets resulting from operations $ 2,759 $ 5,288
Average debt investments, at fair value $ 180,951 $ 137,867
Average borrowings outstanding $ 80,871 $ 91,640

Net investment income for the three months ended September 30, 2011 was $3.0 million or $0.39 per share.
Excluding the impact of the reduction in the second part of the incentive fee expense of $0.2 million, net investment
income totaled $2.8 million or $0.37 per share.

Investment Income

Investment income increased by $1.3 million, or 24.1%, for the three months ended September 30, 2011 as compared
to the three months ended September 30, 2010. For the three months ended September 30, 2011, total investment
income consisted primarily of $6.1 million in interest income from investments, which included $0.5 million in
income from the amortization of discounts and origination fees on investments. Interest income on investments and
other investment income increased primarily due to the increased average size of the loan portfolio. Fee income on
investments was primarily comprised of prepayment fees collected from our portfolio companies. For the three
months ended September 30, 2010, total investment income consisted primarily of $5.0 million in interest income
from investments, which included $0.5 million in income from the amortization of discounts and origination fees on
investments. For the three months ended September 30, 2011 and 2010, our dollar-weighted average annualized yield
on average loans was approximately 14.2% and 15.0%, respectively.

Investment income, consisting of interest income and fees on loans, can fluctuate significantly upon repayment of
large loans. Interest income from the five largest loans accounted for approximately 27% and 31% of investment

income for the three months ended September 30, 2011 and 2010, respectively.

Expenses
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Total expenses increased by $1.5 million, or 78.5%, to $3.4 million for the three months ended September 30, 2011 as
compared to the three months ended September 30, 2010. Total operating expenses for each period consisted
principally of management fees, incentive and administrative fees and interest expense and, to a lesser degree,
professional fees and general and administrative expenses. Interest expense, which includes the amortization of debt
issuance costs, decreased for the three months ended September 30, 2011 compared to the three months ended
September 30, 2010 primarily due to the end of our WestLB Facility s revolving term and the scheduled amortization
of the remaining balance.

Effective with the completion of our IPO in October 2010, we pay management and incentive fees under the
Investment Management Agreement, which provides a higher management fee base as compared to amounts
previously paid by Compass Horizon. Base management fee expense for the three months ended September 30, 2011
increased by approximately $0.4 million compared to the three months ended September 30, 2010 primarily due to the
higher management fee base. Incentive fees for the three months ended September 30, 2011 totaled
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approximately $0.6 million compared to no incentive fees for the three months ended September 30, 2010. The
incentive fees for the three months ended September 30, 2011 consisted of approximately $0.7 million for part one of
the incentive fee offset by a reduction of previously accrued part two incentive fees. In connection with the
Administration Agreement, we incurred $0.4 million of administrative expenses for the three months ended
September 30, 2011. We did not pay an administrative servicing fee for the three months ended September 30, 2010.

Professional fees and general and administrative expenses include legal and audit fees, insurance premiums, and
miscellaneous other expenses. These expenses for the three months ended September 30, 2011 increased by
approximately $0.6 million compared to the three months ended September 30, 2010 primarily due to the increased
cost of being a public company and the expensing of $0.2 million of previously capitalized costs related to our efforts
to obtain a license to operate a SBIC.

Net Realized Gain (Loss) and Net Unrealized Appreciation (Depreciation)

Realized gains or losses are measured by the difference between the net proceeds from the repayment or sale and the
cost basis of our investments without regard to unrealized appreciation or depreciation previously recognized, and
includes investments charged off during the period, net of recoveries. The net change in unrealized appreciation or
depreciation primarily reflects the change in portfolio investment fair values during the reporting period, including the
reversal of previously recorded unrealized appreciation or depreciation when gains or losses are realized.

Consolidated Results of Operations for the Nine Months Ended September 30, 2011 and 2010

For the Nine Months

Ended September 30,

2011 2010

($ in thousands)

Total investment income $ 17,871 $ 13,250
Total expenses 10,670 5,372
Net investment income 7,201 7,878
Net realized gain (loss) on investments 5,544 2)
Net unrealized (depreciation) appreciation on investments (2,535) 1,549
Credit for loan losses 739
Net increase in net assets resulting from operations $ 10,210 $ 10,164
Average debt investments, at fair value $ 162,623 $ 123,298
Average borrowings outstanding $ 82,606 $ 78,195

Net investment income for the nine months ended September 30, 2011 was $7.2 million or $0.95 per share. Excluding
the impact of the capital gains incentive fee expense of $0.7 million, net investment income totaled $7.9 million or

$1.04 per share.

Investment Income
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Investment income increased by $4.6 million, or 34.9%, for the nine months ended September 30, 2011 as compared
to the nine months ended September 30, 2010. For the nine months ended September 30, 2011, total investment
income consisted primarily of $16.9 million in interest income from investments, which included $1.3 million in
income from the amortization of discounts and origination fees on investments. Interest income on investments and
other investment income increased primarily due to the increased average size of the loan portfolio. Fee income on
investments was primarily comprised of a one-time success fee received upon the completion of an acquisition of one
of our portfolio companies and from prepayment fees collected from our portfolio companies. For the nine months
ended September 30, 2010, total investment income consisted primarily of $12.9 million in interest income from
investments, which included $0.9 million in income from the amortization of discounts and
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origination fees on investments. For the nine months ended September 30, 2011 and 2010, our dollar-weighted
average annualized yield on average loans was approximately 14.6% and 14.3%, respectively.

Investment income, consisting of interest income and fees on loans, can fluctuate significantly upon repayment of
large loans. Interest income from the five largest loans accounted for approximately 25% and 19% of investment
income for the nine months ended September 30, 2011 and 2010, respectively.

Expenses

Total expenses increased by $5.3 million, or 98.6%, to $10.6 million for the nine months ended September 30, 2011 as
compared to the nine months ended September 30, 2010. Total operating expenses for each period consisted
principally of management fees, incentive and administrative fees, interest expense and, to a lesser degree,
professional fees and general and administrative expenses. Interest expense, which includes the amortization of debt
issuance costs, decreased for the nine months ended September 30, 2011 compared to the nine months ended
September 30, 2010 primarily due to the expiration of our WestLB Facility s revolving term and the amortization of
the remaining balance.

Effective with the completion of our IPO in October 2010, we pay management and incentive fees under the
Investment Management Agreement, which provides a higher management fee base as compared to amounts
previously paid by Compass Horizon. Base management fee expense for the nine months ended September 30, 2011
increased by approximately $1.4 million compared to the nine months ended September 30, 2010 primarily due to the
higher management fee base. Incentive fees for the nine months ended September 30, 2011 totaled approximately
$2.7 million compared to no incentive fees for the nine months ended September 30, 2010. The incentive fees for the
nine months ended September 30, 2011 consisted of approximately $2.0 million and $0.7 million for part one and part
two of the incentive fee, respectively. In connection with the Administration Agreement, we incurred $0.9 million of
administrative expenses for the nine months ended September 30, 2011. We did not pay an administrative servicing
fee for the nine months ended September 30, 2010.

Professional fees and general and administrative expenses include legal and audit fees, insurance premiums and
miscellaneous other expenses. These expenses for the nine months ended September 30, 2011 increased by
approximately $1.5 million compared to the nine months ended September 30, 2010 primarily due to the increased
cost of being a public company and the expensing of previously capitalized costs related to our efforts to obtain a
license to operate a SBIC.

Net Realized Gain (Loss) and Net Unrealized Appreciation (Depreciation)

Realized gains or losses are measured by the difference between the net proceeds from the repayment or sale and the
cost basis of our investments without regard to unrealized appreciation or depreciation previously recognized, and
includes investments charged off during the period, net of recoveries. Net change in unrealized appreciation or
depreciation primarily reflects the change in portfolio investment fair values during the reporting period, including the
reversal of previously recorded unrealized appreciation or depreciation when gains or losses are realized.

During the nine months ended September 30, 2011, we had $5.5 million in net realized gain on investments. Net
realized gain on investments resulted primarily from the sale of stock through the exercise of warrants in portfolio

companies.

Credit for Loan Losses
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For the three and nine months ended September 30, 2010, the credit for loan losses was $0.3 million and $0.7 million,
respectively. The loan portfolio had a weighted average credit rating of 3.1 as of September 30, 2010. See ~ Loan
Portfolio Asset Quality. As of October 28, 2010, the date of our election to be treated as a BDC, we no longer record a
credit or provision for loan losses. We record each individual loan and investment on a quarterly basis at fair value.
Changes in fair value are recorded through our statement of operations.
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Consolidated Results of Operations for the Years Ended December 31, 2010 and 2009, and the Period from
March 4, 2008 (Inception) to December 31, 2008

Compass Horizon, our predecessor for accounting purposes, was formed as a Delaware limited liability company in
January 2008 and had limited operations through March 3, 2008. As a result, there is no period with which to compare
our results of operations for the period from January 1, 2008 through March 3, 2008 or for the period from March 4,
2008 through December 31, 2008.

Consolidated operating results for the years ended December 31, 2010 and 2009, and the period from March 4, 2008
(inception) to December 31, 2008 are as follows:

2010 2009 2008
($ in thousands)
Total investment income $ 18,207 $ 15,326 $ 7,021
Total expenses 7,823 6,769 4,031
Net investment income 10,384 8,557 2,990
Net realized gains 680 138 22
Net unrealized appreciation (depreciation) on investments 2,930 892 (73)
Credit (provision) for loan losses 739 274) (1,650)
Net income $ 14,733 $ 9,313 $ 1,289
Average debt investments, at fair value $ 124,027 $ 109,561 $ 63,111
Average borrowings outstanding $ 77,174 $ 70,582 $ 37,010

Net income can vary substantially from period to period for various reasons, including the recognition of realized
gains and losses and unrealized appreciation and depreciation. As a result, annual comparisons of net income may not
be meaningful.

Investment Income

Investment income increased by $2.9 million, or 19.0%, for the year ended December 31, 2010 as compared to the
year ended December 31, 2009. For the year ended December 31, 2010, total investment income consisted primarily
of $17.4 million in interest income from investments, which included $1.4 million in income from the amortization of
discounts and origination fees on investments. Interest income on investments and other investment income increased
primarily due to the increased average size of the loan portfolio. Other investment income was primarily comprised of
loan prepayment fees collected from our portfolio companies and increased primarily due to a higher number of
prepayments in 2010.

Investment income increased by $8.3 million, or 118.3%, for the year ended December 31, 2009 as compared to the
period from March 4, 2008 (inception) to December 31, 2008. For the year ended December 31, 2009, total
investment income consisted primarily of $14.9 million in interest income from investments, which included

$1.0 million in income from the amortization of discounts and origination fees on investments. Interest income on
investments and other investment income increased primarily due to (i) the increased average size of the loan portfolio
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and (ii) there being a full 12 months of income in 2009 compared to only 10 months in 2008 in light of when we
commenced operations. Other investment income was primarily comprised of loan prepayment fees collected from
our portfolio companies.

For the years ended December 31, 2010, December 31, 2009 and the ten month period ended December 31, 2008, our
dollar-weighted average annualized yield on average loans was approximately 14.6%, 13.9% and 12.7%, respectively.
We compute the yield on average loans as (i) total investment interest and other investment income divided by

(b) average gross loans receivable. We used month end loan balances during the period to compute average loans
receivable. Since we commenced operations in March 2008, the results for the period ended December 31, 2008 were
annualized.
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Investment income, consisting of interest income and fees on loans, can fluctuate significantly upon repayment of
large loans. Interest income from the five largest loans accounted for approximately 22%, 23% and 21% of investment
income for the years ended December 31, 2010, December 31, 2009 and the period from March 4, 2008 (inception) to
December 31, 2008, respectively.

Expenses

Total expenses increased by $1.1 million, or 15.6%, to $7.8 million for the year ended December 31, 2010 as
compared to the year ended December 31, 2009. Total expenses increased by $2.7 million, or 67.9%, to $6.8 million
for the year ended December 31, 2009 as compared to the period from March 4, 2008 to December 31, 2008.

Total operating expenses for each period consisted principally of management fees and interest expense and, to a
lesser degree, professional fees and general and administrative expenses. Interest expense, which includes the
amortization of debt issuance costs, increased in 2010 from 2009 primarily from higher average outstanding debt
balances on the WestLB Facility. Interest expense increased in 2009 from the ten months ended December 31, 2008
primarily due to higher average outstanding debt balances on the WestLB Facility, partially offset by lower rates
charged on the WestLB Facility due to a lower level of the WestLB Facility s index rate, one-month LIBOR.

Effective with the completion of our IPO in October 2010, we now pay management and incentive fees under the
Investment Management Agreement which provides a higher management fee base as compared to amounts
previously paid by Compass Horizon. Management fee expense in 2010 increased compared to 2009 primarily due to
an increase in the average loan portfolio in 2010 from 2009 and increased in 2009 compared to the ten months ended
December 31, 2008 due to a full twelve months of expense in 2009 compared to only ten months in 2008. Incentive
fees for the period since our IPO totaled approximately $414,000 compared to no incentives fees prior to the TPO.

In connection with the Administrative Agreement, we have incurred $88,000 for the period since our IPO through
December 31, 2010. We did not pay an administrative servicing fee prior to our IPO.

Professional fees and general and administrative expenses include legal, accounting fees, insurance premiums and
miscellaneous other expenses. These expenses increased in 2010 from 2009 primarily from the increased cost as a
public company. These expenses increased in 2009 from the ten months ended December 31, 2008 primarily because
of the longer period in 2009.

Net Realized Gains and Net Unrealized Appreciation and Depreciation

During the years ended December 31, 2010 and 2009, we had $0.7 million and $0.1 million in net realized gains on
investments, respectively. During the same periods, we had $2.9 million and $0.9 million in unrealized appreciation
on investments, respectively. Net realized gain on warrants resulted from the sale of stock through the exercise of
warrants in portfolio companies. For these periods, the net increase in unrealized appreciation on investments was
primarily from our warrant investments. Net unrealized appreciation on warrants is the difference between the net
changes in warrant fair values from the prior determination date and the reversal of previously recorded unrealized
appreciation or depreciation when gains or losses are realized. The increase in net unrealized appreciation on warrants
in 2010 and 2009 is primarily due to an increase in the enterprise value of a number of private companies for which
we hold warrants. In addition, the increased net appreciation on warrants is due to the increase in the share value of
the public company warrants held.

Credit or Provision for Loan Losses

96



Edgar Filing: Horizon Technology Finance Corp - Form N-2/A

For the period from January 1, 2010 through October 28, 2010 the credit for loan losses was $0.7 million and for the
year ended December 31, 2009 and the period from March 4, 2008 to December 31, 2008 the provision for loan losses
was $0.3 million and $1.6 million, respectively. The credit rose from December 31, 2009 through October 28, 2010
primarily due to improved portfolio asset quality during 2010 across all Credit Ratings within the loan portfolio. The
loan portfolio had a weighted average credit rating of 3.1 and 2.9 as of October 28, 2010 and December 31, 2009,
respectively. See  Loan Portfolio Asset Quality. The decrease in the provision for loan losses in 2009 compared to
2008 was due to less significant loan growth in 2009. As of our election to be treated as a BDC, we no longer record a
credit or provision for loan losses. We record each individual loan and investment on a quarterly basis at fair value.
Changes in fair value are recorded through our statement of operations.
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Liquidity and Capital Resources

As of September 30, 2011 and December 31, 2010, we had cash and cash equivalents of $32.6 million and
$76.8 million, respectively. Cash and cash equivalents are available to fund new investments, reduce borrowings
under the Credit Facilities, pay operating expenses and pay dividends. To date, our primary sources of capital have

been from our IPO, use of the Credit Facilities and the private placement for $50 million of equity capital completed
on March 4, 2008.

The WestLB Facility had a three year initial revolving term and on March 3, 2011 the revolving term ended. The
balance as of September 30, 2011 of $66 million will be amortized based on loan investment payments received
through March 3, 2015.

As of September 30, 2011, we had available borrowing capacity of approximately $59.2 million under our Wells
Facility, subject to existing terms and advance rates.

Our operating activities used cash of $32.4 million for the nine months ended September 30, 2011, and our financing
activities used cash of $11.8 million for the same period. Our operating activities used cash primarily for investing in
portfolio companies. Such cash was provided primarily from proceeds from our IPO and draws under the Credit
Facilities.

Our operating activities used cash of $15.5 million for the nine months ended September 30, 2010, and our financing
activities provided net cash proceeds of $24.8 million for the same period. Our operating activities used cash primarily
for investing in portfolio companies that was provided primarily from our availability under our WestLB Facility.

Our operating activities used cash of $8 million for the year ended December 31, 2010 and our financing activities
provided net cash proceeds of $75 million for the same period. Our operating activities used cash primarily for
investing in portfolio companies. Such cash was provided primarily from proceeds from our IPO and draws under the
WestLB Facility.

Our operating activities used cash of $11 million for the year ended December 31, 2009 and our financing activities
provided net cash proceeds of $0.5 million for the same period. Our operating activities used cash primarily for
investing in portfolio companies that was provided primarily from our availability on our WestLB Facility.

Our operating activities used cash of $90 million for the 10 month period ended December 31, 2008 and our financing
activities provided net cash proceeds of $110 million for the same period. Our operating activities used cash primarily
for investing in portfolio companies that was provided primarily from proceeds from an equity private placement and
draws under the WestLB Facility.

Our primary use of available funds is investments in portfolio companies and cash distributions to holders of our
common stock. We seek to opportunistically raise additional capital as needed, and subject to market conditions, to
support our future growth through future equity offerings, issuances of senior securities and/or future borrowings, to
the extent permitted by the 1940 Act.

In order to satisfy the Code requirements applicable to a RIC, we intend to distribute to our stockholders all or
substantially all of our income except for certain net capital gains. In addition, as a BDC, we generally are required to

meet an asset coverage ratio of 200%. This requirement limits the amount that we may borrow.

Distributions
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In order to qualify as a RIC and to avoid corporate level tax on the income we distribute to our stockholders, we are
required under the Code to distribute at least 90% of our net ordinary income and net short-term capital gains in
excess of net long-term capital losses, if any, to our stockholders on an annual basis. Additionally, we must distribute
at least 98% of our ordinary income and 98% (or, for our taxable years beginning in 2011, 98.2%) of our capital gain
net income on an annual basis and any net ordinary income and net capital gains for preceding years that were not
distributed during such years and on which we previously paid no U.S. federal income tax to avoid a U.S. federal
excise tax. We intend to distribute quarterly dividends to our stockholders as determined by our Board.
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We may not be able to achieve operating results that will allow us to make distributions at a specific level or to
increase the amount of our distributions from time to time. In addition, we may be limited in our ability to make
distributions due to the asset coverage requirements applicable to us as a BDC under the 1940 Act. If we do not
distribute a certain percentage of our income annually, we will suffer adverse tax consequences, including the possible
loss of our qualification as a RIC. We cannot assure stockholders that they will receive any distributions.

To the extent our taxable earnings fall below the total amount of our distributions for that fiscal year, a portion of
those distributions may be deemed a return of capital to our stockholders for U.S. federal income tax purposes. Thus,
the source of a distribution to our stockholders may be the original capital invested by the stockholder rather than our
income or gains. Stockholders should read any written disclosure accompanying a dividend payment carefully and
should not assume that the source of any distribution is our ordinary income or gains.

We have adopted an opt out dividend reinvestment plan for our common stockholders. As a result, if we declare a
distribution, then stockholders cash distributions will be automatically reinvested in additional shares of our common
stock unless a stockholder specifically opts out of our dividend reinvestment plan. If a stockholder opts out, that
stockholder will receive cash distributions. Although distributions paid in the form of additional shares of our
common stock will generally be subject to U.S. federal, state and local taxes in the same manner as cash distributions,
stockholders participating in our dividend reinvestment plan will not receive any corresponding cash distributions
with which to pay any such applicable taxes.

Current Borrowings

We, through our wholly-owned subsidiary, Credit I, entered into the WestLB Facility. Per this agreement, base rate
borrowings bear interest at one-month LIBOR (0.24% as of September 30, 2011 and 0.26% as of December 31,

2010) plus 2.50%. The rates were 2.74% and 2.76% as of September 30, 2011 and December 31, 2010, respectively.
We were able to request advances under the WestLB Facility through March 4, 2011. We may not request new
advances and we must repay the outstanding advances under the WestLB Facility as of such date and at such times
and in such amounts as are necessary to maintain compliance with the terms and conditions of the WestLB Facility,
particularly the condition that the principal balance of the WestLB Facility does not exceed 75% of the aggregate
principal balance of our eligible loans to our portfolio companies. All outstanding advances under the WestLB Facility
are due and payable on March 4, 2015.

The WestLB Facility is collateralized by all loans and warrants held by Credit I and permits an advance rate of up to
75% of eligible loans held by Credit I. The WestLLB Facility contains covenants that, among other things, require the
Company to maintain a minimum net worth and to restrict the loans securing the WestLB Facility to certain criteria
for qualified loans, and includes portfolio company concentration limits as defined in the related loan agreement.

We, through our wholly-owned subsidiary, Credit II, entered into the Wells Facility. Per this agreement, the interest
rate is based upon the one-month LIBOR plus a spread of 4%, with a LIBOR floor of 1%. The rate was 5% as of
September 30, 2011.

We may request advances under the Wells Facility through July 14, 2014 (the Revolving Period ). After the Revolving
Period, we may not request new advances and we must repay the outstanding advances under the Wells Facility as of
such date, at such times and in such amounts as are necessary to maintain compliance with the terms and conditions of
the Wells Facility. All outstanding advances under the Wells Facility are due and payable on July 14, 2017.

The Wells Facility is collateralized by loans held by Credit II and permits an advance rate of up to 50% of eligible

loans and warrants held by Credit II. The Wells Facility contains covenants that, among other things, require the
Company to maintain a minimum net worth, to restrict the loans securing the Wells Facility to certain criteria for
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qualified loans and to comply with portfolio company concentration limits as defined in the related loan agreement.

Interest Rate Swaps and Hedging Activities

In 2008, we entered into two interest rate swap agreements with WestLB, fixing the rate of $10 million at 3.58% and
$15 million at 3.2% on the first advances of a like amount of variable rate WestLB Facility borrowings.
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As of September 30, 2011, only the $10 million interest rate swap was still outstanding, which expired in October
2011.

Contractual Obligations and Off-Balance Sheet Arrangements

A summary of our significant contractual payment obligations as of September 30, 2011 is as follows:

Payments due by period
(in thousands)
More
than
Less than 5
3.

Contractual Obligations Total 1 year 1- 3 years 5 years years
Borrowings $ 81,885 $ 36278 $ 45607 $ $
Unfunded commitments 18,667 9,834 8,833
Total contractual obligations $ 100,552 $ 46,112 $ 54,440 $ $

In the normal course of business, we are party to financial instruments with off-balance sheet risk. These consist
primarily of unfunded commitments to extend credit, in the form of loans, to our portfolio companies. Unfunded
commitments to provide funds to portfolio companies are not reflected on our balance sheet. Our unfunded
commitments may be significant from time to time. As of September 30, 2011, we had unfunded commitments of
approximately $18.7 million. These commitments are subject to the same underwriting and ongoing portfolio
maintenance as are the balance sheet financial instruments that we hold. Since these commitments may expire without
being drawn upon, the total commitment amount does not necessarily represent future cash requirements.

In addition to the Credit Facilities, we have certain commitments pursuant to the Investment Management Agreement
entered into with our Advisor. We have agreed to pay a fee for investment advisory and management services
consisting of two components  a base management fee and an incentive fee. Payments under the Investment
Management Agreement are equal to (1) a base management fee equal to a percentage of the value of our average
gross assets and (2) a two-part incentive fee. We have also entered into a contract with our Advisor to serve as our
administrator. Payments under the Administration Agreement are equal to an amount based upon our allocable portion
of our Advisor s overhead in performing its obligation under the agreement, including rent, fees and other expenses
inclusive of our allocable portion of the compensation of our chief financial officer and any administrative staff. See
Note 3 to Consolidated Financial Statements for additional information regarding the Investment Management
Agreement and the Administration Agreement.

Critical Accounting Policies

The discussion of our financial condition and results of operation is based upon our financial statements, which have
been prepared in accordance with GAAP. The preparation of these consolidated financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and
expenses. Changes in the economic environment, financial markets and any other parameters used in determining such
estimates could cause actual results to differ. In addition to the discussion below, we describe our significant
accounting policies in the notes to our consolidated financial statements.
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We have identified the following items as critical accounting policies.
Valuation of Investments

Investments are recorded at fair value. Our Board determines the fair value of our portfolio investments. Prior to our
election to become a BDC, loan investments were stated at current unpaid principal balances adjusted for the
allowance for loan losses, unearned income and any unamortized deferred fees or costs.

We apply fair value to substantially all of our investments in accordance with relevant GAAP, which establishes a
framework used to measure fair value and requires disclosures for fair value measurements. We have categorized our
investments carried at fair value, based on the priority of the valuation technique, into a three-level fair value
hierarchy. Fair value is a market-based measure considered from the perspective of the market
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participant who holds the financial instrument rather than an entity-specific measure. Therefore, when market
assumptions are not readily available, our own assumptions are set to reflect those that management believes market
participants would use in pricing the financial instrument at the measurement date.

The availability of observable inputs can vary depending on the financial instrument and is affected by a wide variety
of factors, including, for example, the type of product, whether the product is new, whether the product is traded on an
active exchange or in the secondary market and the current market conditions. To the extent that the valuation is based
on models or inputs that are less observable or unobservable in the market, the determination of fair value requires
more judgment. The three categories within the hierarchy are as follows:

Level 1 Quoted prices in active markets for identical assets and liabilities.

Level 2 Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities in
active markets, quoted prices in markets that are not active and model-based valuation techniques for
which all significant inputs are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities. Level 3 assets and liabilities include financial instruments whose value
is determined using pricing models, discounted cash flow methodologies or similar techniques, as well
as instruments for which the determination of fair value requires significant management judgment or
estimation.

See Note 5 to Consolidated Financial Statements for further information regarding fair value.
Income Recognition

Interest on loan investments is accrued and included in income based on contractual rates applied to principal amounts
outstanding. Interest income is determined using a method that results in a level rate of return on principal amounts
outstanding. When a loan becomes 90 days or more past due, or if we otherwise do not expect to receive interest and
principal repayments, the loan is placed on non-accrual status and the recognition of interest income is discontinued.
Interest payments received on loans that are on non-accrual status are treated as reductions of principal until the
principal is repaid.

We receive a variety of fees from borrowers in the ordinary course of conducting our business, including advisory
fees, commitment fees, amendment fees, non-utilization fees and prepayment fees. In a limited number of cases, we
may also receive a non-refundable deposit earned upon the termination of a transaction. Loan origination fees, net of
certain direct origination costs, are deferred, and along with unearned income, are amortized as a level yield
adjustment over the respective term of the loan. Fees for counterparty loan commitments with multiple loans are
allocated to each loan based upon each loan s relative fair value. When a loan is placed on non-accrual status, the
amortization of the related fees and unearned income is discontinued until the loan is returned to accrual status.

Certain loan agreements also require the borrower to make an end-of-term payment that is accrued into income over
the life of the loan to the extent such amounts are expected to be collected. We generally cease accruing the income if
there is insufficient value to support the accrual or if we do not expect the borrower to be able to pay all principal and
interest due.

In connection with substantially all lending arrangements, we receive warrants to purchase shares of stock from the
borrower. The warrants are recorded as assets at estimated fair value on the grant date using the Black-Scholes
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valuation model. The warrants are considered loan fees and are also recorded as unearned loan income on the grant
date. The unearned income is recognized as interest income over the contractual life of the related loan in accordance
with our income recognition policy. Subsequent to loan origination, the warrants are also measured at fair value using
the Black-Scholes valuation model. Any adjustment to fair value is recorded through earnings as net unrealized gain
or loss on warrants. Gains from the disposition of the warrants or stock acquired from the exercise of warrants are
recognized as realized gains on warrants.
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Allowance for Loan Losses

Prior to our election to become a BDC, the allowance for loan losses represented management s estimate of probable
loan losses inherent in the loan portfolio as of the balance sheet date. The estimation of the allowance was based on a
variety of factors, including past loan loss experience, the current credit profile of our borrowers, adverse situations
that had occurred that may affect individual borrowers ability to repay, the estimated value of underlying collateral
and general economic conditions. The loan portfolio is comprised of large balance loans that are evaluated
individually for impairment and are risk-rated based upon a borrower s individual situation, current economic
conditions, collateral and industry-specific information that management believes is relevant in determining the
potential occurrence of a loss event and in measuring impairment. The allowance for loan losses was sensitive to the
risk rating assigned to each of the loans and to corresponding qualitative loss factors that we used to estimate the
allowance. Those factors were applied to the outstanding loan balances in estimating the allowance for loan losses. If
necessary, based on performance factors related to specific loans, specific allowances for loan losses were established
for individual impaired loans. Increases or decreases to the allowance for loan losses were charged or credited to
current period earnings through the provision (credit) for loan losses. Amounts determined to be uncollectible were
charged against the allowance for loan losses, while amounts recovered on previously charged-off loans increased the
allowance for loan losses.

A loan was considered impaired when, based on current information and events, it was probable that we were unable
to collect the scheduled payments of principal or interest when due according to the contractual terms of the loan
agreement. Factors considered by management in determining impairment included payment status, collateral value
and the probability of collecting scheduled principal and interest payments when due. Loans that experienced
insignificant payment delays and payment shortfalls generally were not classified as impaired. Management
determined the significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the
reasons for the delay, the borrower s prior payment record and the amount of the shortfall in relation to the principal
and interest owed. Impairment was measured on a loan by loan basis by either the present value of expected future
cash flows discounted at the loan s effective interest rate, the loan s observable market price or the fair value of the
collateral, if the loan was collateral dependent.

Impaired loans also inclu
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