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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2013

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from             to            

Commission file number 814-00861

Fidus Investment Corporation

(Exact Name of Registrant as Specified in its Charter)
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Maryland 27-5017321
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

1603 Orrington Avenue, Suite 1005

Evanston, Illinois 60201
(Address of Principal Executive Offices) (Zip Code)

(847) 859-3940

(Registrant�s telephone number, including area code)

n/a

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  þ    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    Yes  ¨    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer þ

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
¨ No þ

As of November 7, 2013, the Registrant had outstanding 13,734,336 shares of common stock, $0.001 par value.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements.

FIDUS INVESTMENT CORPORATION

Consolidated Statements of Assets and Liabilities

(In thousands, except shares and per share data)

September 30,
2013

(unaudited)
December 31,

2012
ASSETS

Investments, at fair value
Control investments (cost: $0 and $20,709, respectively) $ �  $ 30,613
Affiliate investments (cost: $76,713 and $64,336, respectively) 70,820 62,938
Non-control/non-affiliate investments (cost: $203,177 and $175,249,
respectively) 206,569 180,698

Total investments, at fair value (cost: $279,890 and $260, 294, respectively) 277,389 274,249
Cash and cash equivalents 85,896 52,042
Interest receivable 3,065 3,307
Deferred financing costs (net of accumulated amortization of $1,970 and
$1,590, respectively) 3,284 3,414
Prepaid expenses and other assets 1,328 837

Total assets 370,962 333,849

LIABILITIES
SBA debentures 144,500 144,500
Accrued interest payable 541 2,137
Due to affiliates 5,865 3,646
Accounts payable and other liabilities 647 475

Total liabilities 151,553 150,758

Net assets $ 219,409 $ 183,091

ANALYSIS OF NET ASSETS
Common stock, $0.001 par value (100,000,000 shares authorized, 13,734,336
and 11,953,847 shares issued and outstanding at September 30, 2013 and
December 31, 2012, respectively) $ 14 $ 12
Additional paid-in capital 207,385 177,498
(Distributions in excess of) Under distributed net investment income (2,349) 455
Accumulated net realized gain on investments 18,194 1,493
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Accumulated net unrealized (depreciation) appreciation on investments (3,835) 3,633

Total net assets $ 219,409 $ 183,091

Net asset value per common share $ 15.98 $ 15.32

See Notes to Consolidated Financial Statement (unaudited).
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FIDUS INVESTMENT CORPORATION

Consolidated Statements of Operations (unaudited)

(In thousands, except shares and per share data)

Three Months Ended September 30,Nine Months Ended September 30,
2013 2012 2013 2012

Investment income:
Interest and fee income
Control investments $ 125 $ 744 $ 1,823 $ 2,194
Affiliate investments 2,344 1,992 6,788 5,554
Non-control/non-affiliate investments 7,293 6,023 20,622 15,842

Total interest and fee income 9,762 8,759 29,233 23,590
Dividend income
Control investments �  �  124 �  
Affiliate investments 31 31 92 91
Non-control/non-affiliate investments 448 156 972 429

Total dividend income 479 187 1,188 520
Interest on idle funds and other income 22 34 131 95

Total investment income 10,263 8,980 30,552 24,205

Expenses:
Interest expense 1,787 1,651 5,287 4,663
Base management fee 1,329 1,099 3,940 3,044
Incentive fee 1,134 1,644 5,643 3,567
Administrative service expenses 314 219 815 672
Professional fees 211 159 644 572
Other general and administrative expenses 212 198 808 699

Total expenses 4,987 4,970 17,137 13,217

Net investment income before income taxes 5,276 4,010 13,415 10,988
Income tax expense 2 8 54 14

Net investment income 5,274 4,002 13,361 10,974

Net realized and unrealized (losses) gains on
investments:
Realized gain on control investments 22,107 �  22,107 �  

2,532 1,975 3,585 1,975
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Realized gain on non-control/non-affiliate
investments
Net change in unrealized (depreciation)
appreciation on investments (25,376) 600 (16,459) 1,346

Net (loss) gain on investments (737) 2,575 9,233 3,321

Net increase in net assets resulting from
operations $ 4,537 $ 6,577 $ 22,594 $ 14,295

Per common share data:
Net investment income per share-basic and
diluted $ 0.38 $ 0.40 $ 0.99 $ 1.14

Net increase in net assets resulting from
operations per share - basic and diluted $ 0.33 $ 0.66 $ 1.68 $ 1.49

Dividends declared per share $ 0.42 $ 0.38 $ 1.18 $ 1.08

Weighted average number of shares
outstanding�basic and diluted 13,717,527 9,939,307 13,452,768 9,599,029

See Notes to Consolidated Financial Statement (unaudited).
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FIDUS INVESTMENT CORPORATION

Consolidated Statements of Changes in Net Assets (unaudited)

(In thousands, except shares and per share data)

Common Stock
Additional

Paid in
Capital

(Distributions in
excess of)

Undistributed
Net

Investment
Income

Accumulated
Net

Realized
Gain (Loss) on

Investments

Accumulated
Net Unrealized
(Depreciation)
Appreciation

on Investments

Total
Net

Assets
Number of

Shares
Par

Value
Balances at December 31,
2011 9,427,021 $ 9 $ 138,649 $ 422 $ (482) $ 1,884 $ 140,482
Public offering of common
stock, net of expenses 2,472,500 3 37,949 �  �  �  37,952
Net increase in net assets
resulting from operations �  �  �  10,974 1,975 1,346 14,295
Dividends declared and paid 30,563 �  512 (11,121) �  �  (10,609) 

Balances at September 30,
2012 11,930,084 $ 12 $ 177,110 $ 275 $ 1,493 $ 3,230 $ 182,120

Balances at December 31,
2012 11,953,847 $ 12 $ 177,498 $ 455 $ 1,493 $ 3,633 $ 183,091
Public offering of common
stock, net of expenses 1,725,000 2 28,855 �  �  �  28,857
Net increase in net assets
resulting from operations �  �  �  13,361 16,701 (7,468) 22,594
Dividends declared and paid 55,489 �  1,032 (16,165) �  �  (15,133) 

Balances at September 30,
2013 13,734,336 $ 14 $ 207,385 $ (2,349) $ 18,194 $ (3,835) $ 219,409

See Notes to Consolidated Financial Statements (unaudited).
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FIDUS INVESTMENT CORPORATION

Consolidated Statements of Cash Flows (unaudited)

(In thousands)

Nine Months Ended September 30,
2013 2012

Cash Flows from Operating Activities:
Net increase in net assets resulting from operations $ 22,594 $ 14,295
Adjustments to reconcile net increase in net assets resulting from
operations to net cash provided by (used in) operating activities:
Net change in unrealized appreciation on investments 16,459 (1,346) 
Realized gain on investments (25,692) (1,975) 
Interest and dividend income paid-in-kind (4,152) (3,490) 
Accretion of original issue discount (854) (850) 
Accretion of loan origination fees (254) (153) 
Amortization of deferred financing costs 380 332
Purchase of investments (79,559) (57,688) 
Proceeds from sale and repayment of investments 90,336 17,883
Proceeds from loan origination fees 576 447
Changes in operating assets and liabilitie 13 3 32 33

Consolidated capital expenditures $ 107 $ 58 $ 498 $ 323

September 30,
2006

December 31,
2005

(unaudited)
Identifiable Assets
Information Technology $ 3,192 $ 3,746
Industrial Products 3,860 2,913

Consolidated segments 7,052 6,659
Corporate 9,003 4,778

Consolidated assets $ 16,055 $ 11,437

Page 10
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8. Concentration of Revenue � The following table indicates the percentage of consolidated revenue represented by
each customer for any period in which such customer represented more than 10% of consolidated revenue.

Three Months Ended Sept.
30,

Nine Months Ended Sept.
30,

(unaudited) 2006 2005 2006 2005

VISaer Customer A � � 15% �
VISaer Customer B � 14% � 13%
ChemFree Customer C 12% 13% 11% �
ChemFree Customer D 14% � � �

9. Contract Settlement � In March 2006, our VISaer subsidiary reached a mutual agreement with one of its
customers to terminate a Software License Agreement between them. The Settlement and Release Agreement
assigns no fault to either party and provides for a refund to the customer of $512,000 of certain prepaid
maintenance and other expenses, with such refund to be paid interest-free in monthly installments of $14,222 over
a three year period. Accordingly, since VISaer had completed all of the requirements for revenue recognition, in
the quarter ended March 31, 2006, VISaer recognized $1,779,000 in services revenue and $827,174 in cost of
sales related to this contract, and recorded the refund amount as a liability of which $135,000 was recorded in
other current liabilities and $311,000 in long-term liabilities at March 31, 2006, ($446,000 in total, which is equal
to $512,000 discounted at 9.25%). At September 30, 2006, the amount related to this settlement that is included in
current and long-term liabilities is $135,000 and $245,000, respectively. The liability, which is an obligation of
VISaer, is not secured by any assets or guaranteed by the parent company.

10. Commitments and Contingencies � Please refer to Note 8 to our Consolidated Financial Statements included in
our 2005 Form 10-KSB for a description of our commitments and contingencies. There has been no material
change since December 31, 2005 in the commitments described in such note, except that (i) the Contract
Settlement referenced in Note 9 above involves a commitment by our VISaer subsidiary to make monthly
payments of $14,222 each beginning April 1, 2006 until the $512,000 refund due its customer is paid in full and
(ii) as a result of the sale of the QS operations and the assumption by the buyer of the QS facility lease, the
amount of the Company�s noncancelable operating leases shown in the above referenced Note 8 in the 2005 Form
10-KSB will be reduced by approximately $80,000-$88,000 annually through February 2011.

On August 11, 2006, the maturity date for the Company�s $2 million bank line of credit was extended from
September 1, 2006 to December 1, 2006 on the same terms and conditions.

Legal Matters � In December 2004, ChemFree filed a patent infringement action against J. Walter Co. Ltd. and J.
Walter, Inc. in the United States Court for the Northern District of Georgia. The complaint alleges that certain of
the defendant�s products infringe various U.S. patents held by ChemFree and seeks a ruling to compel defendant
to cease its infringing activities. The defendant has asserted various defenses and a counterclaim. The case is
pending and no trial date has been set. In 2005, ChemFree participated in an arbitration proceeding versus ZYMO
International, Inc. (�Zymo�), a patent co-owner, that resulted in the issuance of a favorable arbitration ruling for
ChemFree. In December 2005, ChemFree initiated a proceeding under the Federal Arbitration Act in the United
States District Court for the Northern District of Georgia to obtain judicial confirmation of the arbitration ruling
and to arbitrate a number of other disputes between ChemFree and Zymo that fall within the arbitration
provisions of the co-ownership agreement between the parties. In July 2006, the judge issued a ruling confirming
ChemFree�s request to compel arbitration. In the third quarter of 2006, an arbitrator was assigned and the initial
submissions of the parties to the arbitrator are due in November 2006. While the resolution and timing of any
legal action is not predictable, ChemFree believes it has sufficient grounds to prevail in these actions although
there can be no assurance that the disputes will be resolved in its favor.
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ISC Guarantees - In conjunction with a Software License Agreement entered into on June 12, 2003 between our
majority owned subsidiary, CoreCard Software, Inc. and a CoreCard customer, ISC entered into a letter of
guarantee with the CoreCard customer. Under the guarantee, in the event that the Software License is terminated
due to CoreCard discontinuing operations, ISC has guaranteed to make available at its expense up to four
employees to provide technical assistance to the customer during a transition period of up to one year. The
guarantee is limited to the amount paid by the customer to CoreCard under the Software License Agreement at
the time of termination. The guarantee phases out upon the achievement of certain operational milestones by
CoreCard or after five years, whichever occurs sooner. As of September 30, 2006, it does not appear probable that
the guarantee will be paid; thus no amounts have been accrued with respect to this guarantee.

Page 11
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In connection with and to facilitate a contract between Ardext Technologies, Inc., a privately held company in
which ISC held a minority ownership, and an Ardext customer, ISC entered into agreements with Ardext and the
customer to hold milestone payments by the customer totaling $150,000. During the quarter ended September 30,
2006, the customer requested a refund of the payments and ISC returned the $150,000 to the customer. ISC has
no further obligations under the agreements.

11. New Accounting Pronouncements � In December 2004, the FASB issued FASB Statement No. 123R, �Share Based
Payment�, which replaces APB No. 25 and SFAS No. 123. The change is effective for small business issuers for
the first interim or annual reporting period that begins after December 15, 2005. SFAS No. 123R requires
companies to recognize in financial statements the cost of employee services received in exchange for awards of
equity instruments based on the grant-date fair value of those awards. We adopted SFAS No. 123R effective
January 1, 2006. There was no material impact on our results of operations or financial condition. For a full
discussion of the affect of the Company�s adoption of SFAS No. 123R, see Note 6.

In December 2004, the FASB issued FASB Statement No. 151, �Inventory Costs � an amendment of ARB No. 43,
Chapter 4�. SFAS No. 151 clarifies that certain abnormal amounts of production related expenses should be
expensed as incurred and not included in overhead. Further, it requires that allocation of fixed production
overheads to conversion costs should be based on normal capacity of production facilities. FASB No. 151 is
effective for fiscal years beginning after June 15, 2005. We adopted SFAS No. 151 effective January 1, 2006. The
adoption of this standard did not have a material impact on our financial position and results of operations.

In September 2006, the FASB issued FASB Statement No. 157, �Fair Value Measurements� to increase consistency
and comparability in fair value measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value, and expands disclosures about fair value measurements of certain assets, liabilities and
items in stockholders� equity that are measured at fair value. FASB No. 157 is effective for financial statements
issued for fiscal years beginning after November 15, 2007, although early adoption is encouraged. The Company
has not yet determined when it will adopt the standard or the impact that the adoption of the standard will have on
its financial statements.

Item 2. Management�s Discussion and Analysis or Plan of Operation
In addition to historical information, this Form 10-QSB may contain forward-looking statements relating to ISC. All
statements, trend analyses and other information relative to markets for our products and trends in revenue, gross
margins and anticipated expense levels, as well as other statements including words such as �anticipate�, �believe�,
�plan�, �estimate�, �expect�, and �intend�, and other similar expressions, constitute forward-looking statements.
Prospective investors are cautioned that any such forward-looking statements are not guarantees of future
performance and involve risks and uncertainties, and that actual results may differ materially from those
contemplated by such forward-looking statements including those factors described below under �Factors That May
Affect Future Operations�. ISC undertakes no obligation to update or revise forward-looking statements to reflect
changed assumptions, the occurrence of unanticipated events or changes in future operating results.
For purposes of this discussion and analysis, we are assuming and relying upon the reader�s familiarity with the
information contained in Item 6�Management�s Discussion and Analysis or Plan of Operation�in the Form 10-KSB
for the year ended December 31, 2005, as filed with the SEC on March 31, 2006.
Overview
As explained in more detail in Note 3 to the consolidated financial statements, in accordance with Financial
Accounting Standards Board Statement No. 144, �Accounting for the Impairment or Disposal of Long-Lived Assets�,
the QS business is presented as Discontinued Operations in the consolidated statements of operations for the three and
nine months ended September 30, 2006 and all prior periods have been reclassified to conform to this presentation.
With respect to our continuing operations, our consolidated subsidiaries operate in two industry segments: Information
Technology Products and Services and Industrial Products. Included in the Information Technology sector in the
periods reported herein are VISaer, Inc. (software for maintenance, repair and overhaul operations in the commercial
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aviation industry) and CoreCard Software, Inc. (software for managing credit and debit cards). The Industrial Products
segment includes ChemFree Corporation (bio-remediating parts washers).
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We derive our product revenue from sales of software licenses in our Information Technology sector and sales and
leases of equipment and supplies in our Industrial Products sector. Our service revenue consists of fees for
implementation, consulting, training, maintenance and support for software products in our Information Technology
sector. Our consolidated revenue is the aggregate of the revenue generated at our three subsidiary companies. Our
revenue fluctuates from period to period and our results are not necessarily indicative of the results to be expected in
future periods. Period-to-period comparisons may not be meaningful and it is difficult to predict the level of
consolidated revenue on a quarterly or annual basis for a number of reasons, including the following:

� A change in revenue level at one of our subsidiaries may impact consolidated revenue or be offset by an
opposing change at another subsidiary.

� Economic and marketplace trends may impact our subsidiaries differently or not at all and two of our software
subsidiaries have very limited experience in their marketplaces which makes it difficult to identify and evaluate
trends that may impact their business.

� Two of our software subsidiaries, CoreCard Software and VISaer, have been involved in major new product
development initiatives for the past five years and have limited experience delivering and installing their new
products at customer sites, making it difficult to predict with certainty when they will recognize revenue on
individual software contracts.

� Our subsidiaries are relatively small in revenue size and, in the Information Technology sector, license revenue
at a subsidiary in a given period may consist of a relatively small number of contracts. Consequently, even small
delays in a subsidiary�s delivery under a software contract (which may be out of its control) could have a
significant and unpredictable impact on consolidated revenue that we can recognize in a given quarterly or
annual period.

Frequently we recognize consolidated operating losses on a quarterly and annual basis and may do so in the future
from time to time. Our operating expenses consist of the aggregate of our three subsidiaries� expenses and our
corporate office expenses. Our ChemFree subsidiary usually generates an operating profit on an annual basis but our
early stage subsidiaries, VISaer and CoreCard, are not consistently profitable, mainly due to significant research and
development expense that is invested to complete their new product offerings and the deferral of revenue recognition
until such products are delivered to customers. Depending upon the size and number of software licenses recognized
in a particular period and the level of expenses incurred to support development and sales activities, our subsidiaries
may report operating profits on an irregular basis as they build their customer base. A significant portion of our
subsidiaries� expense is related to personnel which is relatively fixed in the short-term. We continually evaluate and
strive to balance our financial resources with the resources required to complete products under development and
support our subsidiaries� customers. For these and other reasons, our subsidiary and consolidated operating profits or
losses may vary from quarter to quarter and at the present time are generally not predictable with any degree of
certainty.
We also frequently generate income or losses from other sources and we may do so from time to time in the future. As
exemplified by the sale of our interest in Horizon Software in the third quarter ended September 30, 2006, and as
explained in more detail in Note 4 to the consolidated financial statements, occasionally we derive income from sales
of holdings in affiliate and other minority-owned companies or we record a charge if we believe the value of a
non-consolidated company is impaired. We also recognize on a quarterly basis our pro rata share of the income or
losses of affiliate companies accounted for by the equity method. The timing and amount of gain or loss recognized as
a result of a sale or the amount of equity in the income or losses of affiliates generally are not under our control and
are not necessarily indicative of future results, either on a quarterly or annual basis.
In recent years, the majority of our cash has been generated on an irregular basis from sales of assets, as exemplified
by the recent sales of our QS operations and investment in Horizon Software. We have used a significant amount of
the cash received from such sales to support the operations of our CoreCard Software and VISaer subsidiaries.
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As explained in previous filings, we received a letter from The American Stock Exchange (�AMEX�) notifying us that
AMEX had determined that we do not meet certain of the AMEX continued listing standards. Specifically, AMEX
noted we were not in compliance with Section 1003(a)(ii) of the AMEX Company Guide because our shareholders�
equity was less than $4,000,000 and we had sustained losses in three out of four of our most recent fiscal years. In
May 2006, we submitted a plan to AMEX to achieve compliance with the continued listing standards and on July 21,
2006, AMEX notified us that it had determined we made a reasonable demonstration in the plan of our ability to
regain compliance with the continued listing standards by October 27, 2007. As a result of the QS and Horizon sales,
as of September 30, 2006, our shareholders� equity is $7,784,000, exceeding the minimum standard. The AMEX rules
require two consecutive quarters of shareholders� equity in excess of the minimum of $4,000,000 before AMEX will
determine whether the Company has regained compliance with continued listing standards.
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Results of Operations
The following discussion should be read in conjunction with the Consolidated Financial Statements and the Notes to
Consolidated Financial Statements presented in this quarterly report on Form 10-QSB. As explained in more detail in
the discussion that follows, our results of continuing operations for the third quarter and year-to-date periods in 2006
reflect a reduction in losses from operations compared to the prior year periods as well as an increase in investment
income. In addition, our reported results for the current year include significant income related to the gain on the sale
of the discontinued QS operations.
Continuing Operations:
Revenue - Total consolidated revenue in the three month period ended September 30, 3006 was $3,460,000, a
31 percent increase compared to the third quarter of 2005. Revenue from products, which includes sales of equipment
in our Industrial Products segment as well as software license fees related to the Information Technology segment,
was $2,464,000 in the three month period ended September 30, 2006 compared to $1,541,000 in the three months
ended September 30, 2005. Product revenue contributed by the Industrial Products segment grew by 58 percent
quarter-to-quarter and represented 91 percent of total product revenue in the third quarter of 2006 compared to
92 percent of total product revenue in the same quarter last year. The revenue growth in the Industrial Product sector
is due mainly to an increase in the volume of Smartwasher® parts washers sold in both domestic and international
markets as well as an increase in revenue from leased equipment in the domestic market. Consolidated revenue from
products in the first nine months of 2006 was $6,656,000, a 14 percent increase as compared to the same nine month
period of 2005. The Industrial Products segment grew by 34 percent in the year-to-date period in 2006 compared to
the year-to-date period in 2005, mainly due to increased volume of products sold in the domestic U.S. market in both
the distributor channel and large corporate end-user channel. The Information Technology segment recorded an
increase in new license revenue in the third quarter ended September 30, 2006 and a decline in the number of new
software licenses recognized in the first nine months of 2006 as compared to the respective periods in 2005. For a
number of reasons, the timing and amounts of software license recognized varies considerably from quarter to quarter
and is expected to do so for the foreseeable future.
Service revenue associated with the Information Technology segment was $996,000, down nine percent from
$1,093,000 in the three month period ended September 30, 2006, as compared with the same period in 2005. This
decrease was mainly due to a lower level of professional services delivered during the quarter. For the year-to-date
period in 2006, service revenue increased sixty percent to $5,233,000 compared to $3,276,000 in the nine month
period ended September 30, 2005. Most of the increase is attributed to a single multi-year contract at the VISaer
subsidiary that was completed and recognized in the first quarter of 2006, contributing $1,779,000 in services revenue
in the year-to-date results.
Cost of Sales - Total cost of sales was 46 percent and 49 percent of total revenue in the three and nine month periods
ended September 30, 2006, respectively, compared to total cost of sales of 51 percent and 48 percent in the three and
nine month periods ended September 30, 2005, respectively. Cost of product revenue was 47 percent and 51 percent
of product revenue in the three and nine month periods ended September 30, 2006, respectively, compared to
48 percent and 42 percent, respectively, of product revenue in the corresponding periods in 2005. The principal
reasons for the difference in product costs in the year-to-date 2006 period include higher costs for transportation and
certain plastic components due to increased gas and petroleum products prices, as well as more temporary facility and
labor expenses required to support higher production output to meet current and anticipated order levels. These cost
increases were more pronounced in the first half of 2006 than in the third quarter of 2006. Cost of service revenue
(which relates to the Information Technology segment only) was 44 percent and 46 percent of service revenue in the
three and nine month periods, respectively, ending September 30, 2006 compared to 55 percent and 60 percent,
respectively, of service revenue in the comparable periods in 2005. The change between periods is due mainly to
fewer employees and increased productivity in the professional services department at VISaer.
Operating Expenses - Consolidated marketing expenses were 37 percent ($148,000) higher in the third quarter of
2006 than in the same period in 2005 and were 15 percent ($203,000) higher in the year-to-date period in 2006 as
compared to the same period in 2005. The principal reasons for the increased marketing expenses in 2006 include
higher commission and advertising expenses at the ChemFree subsidiary related to the substantial period-to-period
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increase in the subsidiary�s revenue. Consolidated general and administrative expenses increased by 5 percent
($41,000) and 20 percent ($473,000), respectively, in the three and nine month periods ended September 30, 2006 as
compared to the corresponding periods in 2005. Most of the year-to-date G&A increase relates to higher legal
expenses at the ChemFree subsidiary and higher accounting and audit fees at the corporate office. Consolidated
research and development expenses were lower by 11 percent ($172,000) and six percent ($260,000), respectively, in
the three and nine month periods in 2006 as compared to the same periods in 2005. Although the Company increased
the number of development and quality assurance employees at
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our subsidiaries in Romania and India, the increased cost was offset by fewer domestic personnel and third party
contractors. In addition, at the VISaer subsidiary, more of the R&D personnel costs were allocated to cost of sales and
work-in-process for specific contracts in the year-to-date period of 2006 as compared to the same period in 2005.
Interest Income (Expense) - In the three and nine months ended September 30, 2006, we recorded $7,000 and
$68,000, respectively, in net interest expense compared to $1,000 and $20,000, respectively, in net interest income in
the corresponding periods in 2005. The net interest expense in 2006 reflects greater utilization of our line of credit at a
higher interest rate than in the corresponding periods of 2005, whereas the net interest income in 2005 includes
interest income recorded at a subsidiary reflecting a finance charge on a customer contract, offset in part by interest
expense related to the Company�s borrowings under its bank line of credit. The Company paid off its line of credit in
September 2006.
Investment Income (Expense) - We recorded $2,638,000 and $2,645,000 in investment income in the three and nine
month periods ended September 30, 2006, respectively, compared to investment loss of $48,000 and investment
income of $1,908,000, respectively, in the corresponding periods in 2005. The investment income in 2006 in the third
quarter and year-to-date periods includes a gain of $2,638,000 on the sale of our interest in Horizon Software, as
explained in Note 4 to the consolidated financial statements. The year-to-date investment income in 2005 reflects cash
distributions received in the first and second quarters of 2005 related to an asset sale completed in June 2004, as
explained in more detail in Note 2 to the Consolidated Financial Statements in our Form 10-KSB for the year ended
December 31, 2005.
Equity Earnings (Losses) of Affiliate Companies - On a quarterly basis, we recognize our pro rata share of the
earnings or losses of affiliate companies that we record on the equity method. We recorded $188,000 and $351,000,
respectively, in equity in earnings of affiliate companies in the three and nine months ended September 30, 2006
compared to $358,000 and $393,000, respectively in equity in earnings of affiliate companies in the comparable
periods in 2005. The difference between periods reflects changes in profitability at the affiliate companies and the fact
that we did not include any equity in earnings of Horizon Software for September 2006 as a result of the sale of our
interest in Horizon effective August 31, 2006.
Income Taxes - We did not accrue for any income tax liability year-to-date in 2006 because we have adequate net
operating loss carryforwards to offset any taxable income and we believe our deferred tax assets should be fully
reserved given their character and our historical losses. In the nine months ended September 30, 2005, the tax liability
recorded reflects $4,000 in estimated alternative minimum tax.
Net Income (Loss) from Continuing Operations � We recorded net income from continuing operations of $1,826,000
and $322,000 in the three and nine months ended September 30, 2006, respectively, compared to net loss from
continuing operations of $1,199,000 and $1,244,000, respectively, in the corresponding periods in 2005. The
improved results reflect a combination of a reduction in operating losses and an increase in investment income.
Discontinued Operations:
Net Income from Discontinued Operations � The amounts recorded in the third quarter and year-to-date periods in
2006 and 2005, $317,000 and $41,000, and $600,000 and $562,000, respectively, reflect the results of operations of
the QS Technologies subsidiary which has been classified as a discontinued operation as a result of the sale of the QS
business, as disclosed in more detail in Note 3 to the consolidated financial statements.
Gain on Sale of Discontinued Operations � In the quarter ended September 30, 2006, we recorded a gain of
$4,873,000 on the sale of the QS business.
Liquidity and Capital Resources
As permitted under Financial Accounting Standards Board Statement No. 95, the Consolidated Cash Flow Statements
for the nine month periods ended September 30, 2006 and 2005 do not separately disclose the cash flows for
discontinued operations. Historically, the QS Discontinued Operations have contributed varying amounts of positive
cash flow from operations on an annual basis; however, the Company does not anticipate any negative impact on
liquidity for the year ended December 31, 2006 as a result of the QS sale since the proceeds of the QS transaction
more than offset its historical cash flow contribution.
Our cash balance at September 30, 2006 is $2,994,000 compared to our cash balance of $378,000 at December 31,
2005. In addition, we have a total of $4,250,000 in notes receivable issued to the Company by the buyers of the QS
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and Horizon assets, of which $3,292,000 is expected to be collected within 12 months. Our principal sources of cash
during the nine month period ended September 30, 2006 were cash proceeds from the QS and Horizon sales
aggregating $4,750,000 and borrowings under our line of credit aggregating $2,220,000. Our principal uses of cash in
the first nine months of 2006 were
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an aggregate of approximately $2,475,000 to support the CoreCard domestic and overseas software development
operations and the VISaer operations and $2,320,000 to pay off our line of credit balance in September 2006. Based
on current projections, we presently believe that scheduled customer payments on existing and pending software
contracts will reduce these subsidiary cash requirements, although monthly cash flows are expected to continue to be
irregular.
We have historically sold assets or acquired new ones from time to time, as exemplified by the QS and Horizon
transactions, and may do so in the future, but the timing and consideration related to such transactions are not
predictable in advance.
We presently project that we will have sufficient liquidity from cash on hand, payments due on notes receivable and
milestone payments on software contracts to meet our operating needs in the foreseeable future. We presently do not
have any borrowing under our bank line of credit, which expires on December 1, 2006 and we do not anticipate
significant borrowings in the foreseeable future. We expect that the line of credit will be renewed but if the bank elects
not to renew our line of credit, we may not be able to find a replacement line of credit on acceptable terms, if at all.
Certain software customer contracts tie cash payments to delivery dates of various software deliverables. Delays in
meeting project milestones or software delivery commitments could cause customers to postpone payments and
increase our need for cash during 2006 and 2007. Presently, we do not believe there is a material risk to successfully
performing under these contracts. However, if customer payments are delayed for any reason, and we do not control
costs or encounter unforeseen technical or quality problems, then we could require more cash than planned which
could require us to increase the use of our bank line of credit.
Beyond the next twelve months, we currently expect that consolidated operations will generate sufficient cash to fund
requirements with use of our credit facility to accommodate short-term needs. Other long-term sources of liquidity
include potential sales of investments, subsidiaries or other assets although the timing and amount of any such
transactions are uncertain and, to the extent they involve non-consolidated companies, are generally not within our
control.
We do not currently have any off balance sheet arrangements that are reasonably likely to have a current or future
material effect on our financial condition, liquidity or results of operations.
Critical Accounting Policies and Estimates
The discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires us to make estimates and judgments that affect
the reported amount of assets, liabilities, revenues and expenses. We consider certain accounting policies related to
revenue recognition, valuation of acquired intangibles and impairment of long-lived assets, and valuation of
investments to be critical policies due to the estimation processes involved in each. Management discusses its
estimates and judgments with the Audit Committee of the Board of Directors. For a detailed description on the
application of these and other accounting policies, see Note 1 to the Consolidated Financial Statements contained in
our annual report on Form 10-KSB for the fiscal year ended December 31, 2005. Reference is also made to the
discussion of the application of these critical accounting policies and estimates contained in Management�s Discussion
and Analysis in our annual report on Form 10-KSB for 2005. During the three and nine month periods ended
September 30, 2006, there were no significant or material changes in the application of critical accounting policies
that would require an update to the information provided in the Form 10-KSB for 2005.
Factors That May Affect Future Operations
Future operations in both the Information Technology and Industrial Products segments are subject to risks and
uncertainties that may negatively impact our future results of operations or projected cash requirements. It is difficult
to predict future quarterly and annual results with any certainty mainly because several of our subsidiaries are early
stage companies with limited revenue and experience in their respective markets, all are relatively small in size and,
particularly in the Information Technology sector, revenue tends to be associated with fewer and larger sales than in
the Industrial Products segment. Thus any trend or delay that affects even one of our subsidiaries could have a
negative impact on the Company�s consolidated results of operations or cash requirements on a quarterly or annual
basis. In addition, the carrying value of our investments is impacted by a number of factors which are generally
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beyond our control since we are typically a non-control shareholder in a private company with limited liquidity.
Among the numerous factors that may affect our consolidated results of operations or financial condition are the
following:
� Delays in software development projects which could cause our customers to delay implementations, delay

payments or cancel contracts, which would increase our costs and reduce our revenue.
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� Undetected software errors or poor quality control which may delay product releases, increase our costs, result in

non-acceptance of our software by customers or delay revenue recognition.
� Competitive pressures (including pricing, changes in customer requirements and preferences, and competitor

product offerings) which may cause prospective customers to choose an alternative product solution, resulting in
lower revenue and profits (or increased losses).

� The inability of our CoreCard or VISaer subsidiaries to establish a base of referenceable customers for their new
product offerings, resulting in lower revenue and profits (or increased losses), increased cash needs and possibly
leading to restructuring or cutting back of the subsidiary�s operations.

� Failure of our products� specifications and features to achieve market acceptance.
� The inability of our software subsidiaries to retain key software developers who have accumulated years of

know-how in our target markets and Company products, or failure to attract and train a sufficient number
of new software developers and testers to support our product development plans and customer
requirements at projected cost levels.

� Further increases in the price of oil, which could increase ChemFree�s product costs and which could affect VISaer�s
results if potential aviation customers delay or cancel purchases of software or services in the face of declining
industry trends or poor financial condition.

� Delays in anticipated customer payments for any reason which would increase our cash requirements and possibly
our losses.

� Declines in performance, financial condition or valuation of minority-owned companies which could cause us to
write-down the carrying value of our investment or postpone an anticipated liquidity event, which could negatively
impact our earnings and cash.

� Increased operating expenses and diversion of resources related to compliance with the internal control over
financial reporting requirements of Section 404 of the Sarbanes-Oxley Act of 2002.

� Negative trends affecting the commercial aviation industry worldwide which could impact VISaer�s short-term
customer purchases, thus increasing its losses and need for cash.

� In the Industrial Products market, failure by ChemFree to protect its intellectual property assets or to prevail in legal
matters described in Note 10 to the consolidated financial statements, which could increase competition in the
market place and result in greater price pressure and lower margins, thus impacting sales, profits and projected cash
flow.

� An insufficient number of potential CoreCard customers decide to purchase and run an in-house software system
and instead choose to outsource their account transaction processing which could result in lower revenue and
greater cash requirements.

� Other general economic and political conditions, particularly those which may cause international business and
domestic government customers to delay or cancel software purchases.

We have certain lease commitments, legal matters and contingent liabilities described in detail in Note 10 to the
consolidated financial statements herein. We are not aware presently of any facts or circumstances related to these that
are likely to have a material negative impact on our results of operations or financial condition.
Item 3. Controls and Procedures
As of the end of the period covered by this report, the Company carried out an evaluation, under the supervision and
with the participation of the Company�s management, including the Company�s Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the design and operation of the Company�s disclosure controls and procedures
pursuant to Rule 13a-15(b) under the Exchange Act. Based upon that evaluation, the Chief Executive Officer and
Chief Financial Officer concluded that the Company�s disclosure controls and procedures are effective. There were no
changes in the Company�s internal controls over financial reporting or in other factors identified in connection with
this evaluation that occurred during the period covered by this report that have materially affected, or are reasonably
likely to materially affect, the Company�s internal control over financial reporting.

Page 17

Edgar Filing: FIDUS INVESTMENT Corp - Form 10-Q

Table of Contents 23



Table of Contents

Part II. OTHER INFORMATION
Item 1. Legal Proceedings
A description of the Company�s material pending legal proceedings is included in Note 10 to the accompanying
consolidated financial statements, which is incorporated herein by reference thereto. Other than as set forth above or
as previously reported in our Annual Report on Form 10-KSB for the fiscal year ended December 31, 2005, as filed
with the SEC on March 31, 2006, we are not currently subject to any material legal proceedings, nor, to our
knowledge, is any material legal proceeding threatened against us. However, from time to time, we may become a
party to certain legal proceedings in the ordinary course of business. We do not believe any ongoing legal
proceedings, including those summarized above, will have a material adverse effect on our consolidated financial
position.
Item 6. Exhibits
The following exhibits are filed or furnished with this report:
3(i) Amended and Restated Articles of Incorporation of the Registrant dated November 14, 1991, as amended

November 25, 1997. (Incorporated by reference to Exhibit 3.1 to the Registrant�s Annual Report on Form 10-K
for the year ended December 31, 1991 and to Exhibit 3.1 to the Registrant�s Report on Form 8-K dated
November 25, 1997 and filed on December 16,1997.)

3(ii) Bylaws of the Registrant dated June 6, 1997. (Incorporated by reference to Exhibit 3(ii) of the Registrant�s Form
10-K/A for the year ended December 31, 1997 and filed on May 21, 1998.)

4.1 Rights Agreement dated as of November 25, 1997 between the Registrant and American Stock Transfer & Trust
Company as Rights Agent. (Incorporated by reference to Exhibit 4.1 of the Registrant�s Report on Form 8-K
dated November 25, 1997 and filed on December 16, 1997.)

4.2 Form of Rights Certificate. (Incorporated by reference to Exhibit 4.2 of the Registrant�s Report on Form 8-K
dated November 25, 1997 and filed on December 16, 1997.)

31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer and Chief Financial Officer furnished as required by Section 906 of the
Sarbanes-Oxley Act of 2002.

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, hereunto duly authorized.

INTELLIGENT SYSTEMS CORPORATION
Registrant

Date: November 14, 2006      By: /s/ J. Leland Strange
     J. Leland Strange 
     Chief Executive Officer, President 

Date: November 14, 2006      By: /s/ Bonnie L. Herron
     Bonnie L. Herron 
     Chief Financial Officer 
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