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Business Development Company Terms Explained 
 

March 2024   
 

Demystifying the fees and terms used by Business Development Companies (BDCs) 
 

BDC investing comes with several investment terms and fees that can be difficult to decipher. 
Understanding the terms, what they mean, and how they are applied can help investors 
determine if an investment is suitable for them.  When deciding to commit to a fund, ensuring 
alignment of interest between the investment manager and the investor is crucial. 
 
Below, we explain many terms one would see when evaluating an investment in a BDC.  
 
Management Fee: A Management Fee, also known as an "Advisory Fee," is charged to cover the 
costs of managing and overseeing a fund. It covers employee compensation, overhead costs, 
and related fund expenses. For BDCs, it is essential to note whether the fund charges fees on the 
Net Asset Value (NAV) or its Gross Asset Value (GAV). The difference depends on the leverage 
applied to the fund. When a fund charges fees on the GAV, they are charging fees on a larger 
capital base, which will increase the fees paid. 
 
Incentive Fee: The investment manager earns the Incentive Fee based on the fund's 
performance. This fee is designed to align the interests of the investors and the investment 
manager because investment managers only receive the Incentive Fee when the fund achieves 
a certain return threshold called a Hurdle Rate (defined below).  
 
Hurdle Rate: The Hurdle Rate is the rate of return the investment manager must pay investors 
before the manager can earn an Incentive Fee.  
 
Catch-Up: A catch-up provision allows an investment manager to realize a portion of their 
Incentive Fee above the Hurdle Rate. For BDCs that make regular cash distributions, the Catch-
Up applies to quarterly net income distributions. Once the BDC pays investors the quarterly 
Hurdle Rate, the remaining funds are distributed based on the contractual split. 
 
At PennantPark we are thoughtful about the fees that we charge on our funds, with a special 
focus on ensuring alignment of interest between us and our investors. We welcome a 
conversation; please contact invest@pennantpark.com or the professionals listed below. 
 

Contact Us 

mailto:invest@pennantpark.com
mailto:invest@pennantpark.com?subject=Online%20Inquiry
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About PennantPark: 
 
PennantPark is an independent middle market credit platform founded in 2007 by private credit industry 
veteran Art Penn (most recently Managing Partner at Apollo Credit). As of March 2024, PennantPark has 
invested $18.5B in over 700 private credit transactions since its inception. We have $7.0B in AUM today 
from some of the world’s largest and most sophisticated institutional investors. The Firm is headquartered 
in Miami with additional offices in New York, Chicago, Houston, Los Angeles, and Amsterdam. 
PennantPark primarily invests in the core middle market, defined as companies with earnings of $10 
million to $50 million. Our industries of focus include business services, government services, healthcare, 
consumer, and software/technology. In addition to middle market CLOs, the firm offers its investment 
strategies through a range of public and private fund structures. 
 
PennantPark Contacts: 
 
 

 

 Scott McCabe 
Managing Director; Head of Private Wealth Distribution 

mccabe@pennantpark.com 

 

 Juan Ledezma 
Associate 

ledezma@pennantpark.com  

 

Important Information: 

©2024 PennantPark Investment Advisers, LLC (‘PennantPark’) is an investment adviser registered with the US Securities and 
Exchange Commission (‘SEC’).  Registration is not an endorsement by the SEC nor an indication of any specific level of skill. 
Products or services referenced in this document may not be licensed in all jurisdictions, and unless otherwise indicated, no 
regulator or government authority has reviewed this document, or the merits of the products and services referenced herein. 
This document and the information contained herein has been made available in accordance with the restrictions and/or 
limitations implemented by applicable laws and regulations.  

In considering the past performance information contained herein, recipients should bear in mind that past performance is not 
a guarantee, projection or prediction and it is not a guarantee or indication of future results. Invested capital is at risk. There can 
be no assurance that any product or service referenced herein will achieve comparable results, or that they will be able to 
implement their investment strategies or achieve their investment objectives. 

An investment with PennantPark in any advised fund is suitable only for sophisticated investors and requires the financial ability 
and willingness to accept the risks and lack of liquidity that are characteristic of an investment in such funds. Investors must be 
prepared to bear such risks for an extended period. There can be no assurance that any investment will be profitable, not lose 
money, or achieve the other intended purposes for which they are made.  Investing with PennantPark will expose the investor to 

http://www.pennantpark.com
mailto:mccabe@pennantpark.com
mailto:ledezma@pennantpark.com
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various risks including, but not limed to, the following: 1) Lack of Liquidity Risks including lack of permitted withdrawals, lack of 
secondary market, and lack of transferability  2) Interest Rate Volatility Risks 3) Use of Leverage Risks 4) Securitization Risks 5) 
Credit Market Disruption Risks 6) Investing within a Highly Competitive Market Risks 7) Default by Borrowers Risks 8) Recovery 
on Bad Debt Risks including cost of recovery 9) International Market Exposure Risks 10) Inflation and Deflation Exposure Risks. 
This is not intended to be a complete description of the risks of investing with PennantPark. Investors should rely on their own 
examination of the potential risks and rewards. The firm brochure (Form ADV 2A) is available online at www.adviserinfo.sec.gov 
or upon request and discusses these and other important risk factors and considerations that should be carefully evaluated 
before making an investment.  

This document is directed at and intended for sophisticated investors.  The information contained here does not constitute, and 
is not intended to constitute, an offer of securities and accordingly should not be construed as such. Information in this document 
does not constitute legal, tax, or investment advice.  Before acting on any information in this document, current and prospective 
investors should inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions or obtain 
independent tax, legal, or investment advice.   

Statements in this document are made as of the date hereof unless stated otherwise herein, and neither the delivery of this 
Document at any time, nor any sale hereunder, shall under any circumstances create an implication that the information 
contained herein is correct as of any time after such date. Certain information contained herein concerning economic trends and 
performance is based on or derived from information provided by independent third-party sources. PennantPark believes that 
such information is accurate and that the sources from which it has been obtained are reliable. PennantPark cannot guarantee 
the accuracy of such information, however, and has not independently verified the assumptions on which such information is 
based. Certain statements contained in this Document, including without limitation, statements containing the words “believes,” 
“anticipates,” “intends,” “expects,” and words of similar import constitute “forward looking statements.” Additionally, any forecasts 
and estimates provided herein are forward-looking statements. Such statements and other forward-looking statements are 
based on available information and the views of PennantPark as of the date hereof. Accordingly, such statements are inherently 
speculative as they are based on assumptions that may involve known and unknown risks and uncertainties. Actual results and 
events may differ materially from those in any forward-looking statements. Further, any opinions expressed are the current 
opinions of PennantPark only and may be subject to change, without notice. There is no undertaking to update any of the 
information in this document.  No person has been authorized in connection with this document to give any information or to 
make any representations other than as contained in this document and, if given or made, such information or representation 
must not be relied upon as having been authorized by PennantPark Investment Advisers, LLC (“PennantPark”) or PennantPark’s 
affiliates.  

 

 
 

 

http://www.pennantpark.com
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