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PART |

Iltem 1. Business

FORWARD-LOOKING STATEMENTS

Some of the statements in this Annual Repoi~orm 10-K (the "Annual Report") constitutevi@rd-looking statements, which relate to
future events or our future performance or finanodmdition. The forward-looking statements congairin this Annual Report involve risks
and uncertainties, including statements as to:

. our future operating results;

. our business prospects and the prospects of otfoli@companies;

. the impact of investments that we expect to make;

. our contractual arrangements and relationships thitd parties;

. the dependence of our future success on the geemrabmy and its impact on the industries in whighinvest;
. the ability of our portfolio companies to achieheit objectives;

. our expected financings and investments;

. the adequacy of our cash resources and workingatapi

. the timing of cash flows, if any, from the operasoof our portfolio companies; and

the ability of our investment adviser to locatetabiie investments for us and to monitor and adrt@nisur investments.

We use words such as "anticipates,” "bebgV'expects," "intends" and similar expressiangléntify forward-looking statements. Our
actual results could differ materially from thosejpcted in the forward-looking statements for aegson, including the factors set forth in
"Risk Factors" and elsewhere in this Annual Report.

GENERAL

Ares Capital Corporation, a Maryland cogimn (together with its subsidiaries, where agtile, "Ares Capital,” the "Company" or the
"Registrant," which may also be referred to as "Wes," or "our") is a specialty finance compangttis a closed-end, non-diversified
management investment company that is regulatadoasiness development company or a "BDC" undeintresstment Company Act of
1940, or the "1940 Act." We were founded in Apfii02 and completed our initial public offering ontGlwer 8, 2004. Ares Capital's
investment objectives are to generate both cumenime and capital appreciation through debt andtgivestments by primarily investing
in U.S. middle market companies, where we beliGeesupply of primary capital is limited and theéstment opportunities are most
attractive.

We primarily invest in first and secondligenior loans and long-term mezzanine debt. &irdtsecond lien senior loans generally are
senior debt instruments that rank ahead of subateléhdebt of a given portfolio company. These ladss have the benefit of security
interests on the assets of the portfolio compaiychvmay rank ahead of or be junior to other ségimterests. Mezzanine debt is
subordinated to senior loans and is generally unséc In some cases, we may also receive warramigtions in connection with our debt
instruments. Our investments have generally rahgégeen $10 million and $50 million each, althotigh investment sizes may be more or
less than the targeted range and are expectedwovgth our capital availability. We also, to ades extent, make equity investments in
private middle market companies. These investnieate generally been less than
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$10 million each (but may grow with our capital #akility) and are usually made in conjunction wittans we make to these companies. In
this Annual Report, we generally use the term "r@ddarket” to refer to companies with annual EBITBétween $5 million and
$50 million. EBITDA represents net income beforéineerest expense, income tax expense, depretiatid amortization.

The first and second lien senior loans gahehave stated terms of three to ten years hadrtezzanine debt investments generally have
stated terms of up to ten years, but the expectexhge life of such first and second lien loans medzanine debt is generally between three
and seven years. However, there is no limit omthéurity or duration of any security in our porilThe debt that we invest in typically is
not initially rated by any rating agency, but wéidee that if such investments were rated, theyld/dne below investment grade (rated lower
than "Baa3" by Moody's Investors Service or lovam "BBB" by Standard & Poor's Corporation). We nragally invest without limit in
debt of any rating, as well as in debt that hasyeen rated by any nationally recognized statistating organization.

We believe that our investment adviser,sACapital Management LLC ("Ares Capital Managenighg "Investment Adviser" or
"investment adviser"), is able to leverage theentrinvestment platform, resources and existingtia@iships with financial sponsors, finan
institutions, hedge funds and other investmentdiohAres Partners Management Company LLC andfiteted companies (collectively,
"Ares") to provide us with attractive investmertsaddition to deal flow, the Ares investment pbath assists our investment adviser in
analyzing, structuring and monitoring investmeAt®s' senior principals have worked together fonyngears and have substantial
experience investing in senior loans, high yielddm) mezzanine debt and private equity. The Companyaccess to the Ares staff of
approximately 66 investment professionals and éc5th administrative professionals employed by Avke provide assistance in accounting,
legal, compliance and investor relations.

While our primary focus is to generate eatrincome and capital appreciation through investsiin first and second lien senior loans
and mezzanine debt and, to a lesser extent, espatyrities of private companies, we also may inupgb 30% of the portfolio in
opportunistic investments. Such investments malpétecinvestments in high-yield bonds, debt and tycgécurities in collateralized debt
obligation vehicles and distressed debt or equitusties of public companies. We expect that thmeasic companies generally will have
debt that is non-investment grade. As part of 30i% of the portfolio, we may also invest in debtafldle market companies located outside
of the United States, which investments are natipated to be in excess of 10% of the portfolithat time such investments are made.

About Ares

Ares is an independent Los Angeles basedJiith approximately $12.0 billion of total comneitl capital and over 150 employees. Ares
was founded in 1997 by a group of highly experignioeestment professionals.

Ares specializes in originating and manggissets in both the leveraged finance and pre@éy markets. Ares' leveraged finance
activities include the acquisition and managemésteaior loans, high yield bonds, mezzanine andiapsituation investments. Ares' private
equity activities focus on providing flexible, jumicapital to middle market companies. Ares hastfility to invest across a capital structure,
from senior secured floating rate debt to commaritgq

Ares is comprised of the following groups:

. Capital Markets Group . The Ares Capital Markets Group currently manageariety of funds and investment vehicles that
have approximately $7.4 billion of committed cahifacusing primarily on syndicated senior secudhs, high yield bonds,
distressed debt, other liquid fixed income investtaeand other publicly traded debt securities.
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. Private Debt Group . The Ares Private Debt Group manages the asséteesfCapital. The Private Debt Group focu
primarily on non-syndicated first and second lienisr loans and mezzanine debt.

. Private Equity Group . The Ares Private Equity Group manages the Arap@ate Opportunities Fund, L.P. and the Ares
Corporate Opportunities Fund I, L.P. (collectivegferred to as "ACOF"), which together have apprately $2.8 hillion of
committed capital. ACOF generally makes privateitggnvestments in companies in amounts substaytiaiger than the
private equity investments anticipated to be madAres Capital. The Private Equity Group generfdiguses on control-
oriented equity investments in under-capitalizechpanies or companies with capital structure issues.

Ares' senior principals have been workioggether as a group for many years and have angevefaver 20 years of experience in
leveraged finance, private equity, distressed deb¢stment banking and capital markets. They ackéd by a large team of highly-
disciplined professionals. Ares' rigorous investtragproach is based upon an intensive, indepeffidamcial analysis, with a focus on
preservation of capital, diversification and actpartfolio management. These fundamentals undAarks' investment strategy and have
resulted in large pension funds, banks, insuranogpanies, endowments and high net worth individimsasting in Ares funds.

Ares Capital Management

Ares Capital Management, our investmentsadyis served by a dedicated origination andstation development team of 19
investment professionals, including our Presidetithael J. Arougheti, which team is augmented bgsArndditional investment
professionals, primarily its 31 member Capital MaskGroup. Ares Capital Management's investmentnuittee has five members, including
Mr. Arougheti and four founding members of Aresatidition, Ares Capital Management leverages ofir&fs' entire investment platform
and benefits from Ares' investment profession@giiicant capital markets, trading and researgbegtise developed through Ares industry
analysts. Ares funds have made investments in €0 companies in over 30 different industries amndently hold over 450 investments in
over 30 different industries.

MARKET OPPORTUNITY
We believe the environment for investingriiddle market companies is attractive for thedwihg reasons:

. We believe that many senior lenders have, in regeats, de-emphasized their service and produetioffs to middle market
businesses in favor of lending to large corporliemts and managing capital markets transactions.

. We believe there is increased demand among pniwatdle market companies for primary capital. Mangafe market firms
have faced increased difficulty raising debt in ¢apital markets, due to a continuing preferencdsiger size high yield bond
issuances.

. We believe there is a large pool of uninvestedate\equity capital for middle market companies. &xpect private equity
firms will seek to leverage their investments byndxining capital with senior secured loans and meireadebt from other

sources.




COMPETITIVE ADVANTAGES
We believe that we have the following cotitpee advantages over other capital providers iddie market companies:
Existing investment platform

Ares currently manages approximately $12ldn of committed capital in the related asslesses of syndicated loans, high yield bo
mezzanine debt and private equity. We believe Anasent investment platform provides a competiideantage in terms of access to
origination and marketing activities and diligerioe Ares Capital.

Seasoned management team

Antony Ressler, Bennett Rosenthal, Johsikksand David Sachs are all founding members eSAvho serve on Ares Capital
Management's investment committee. These profeslsitimve an average of over 20 years experierlegénaged finance, including
substantial experience in investing in leveragea$ high yield bonds, mezzanine debt, distresebtlahd private equity securities. In
addition, our President, Michael J. Arougheti asoves on the investment committee and leads aatediorigination and transaction
development team of 19 investment professionatdu@ing Mr. Arougheti and the partners of Ares Galpilanagement: Eric Beckman, Ki
de Veer, Mitch Goldstein and Michael Smith), whielm is augmented by Ares' additional investmeofiggsionals, primarily its 31 member
Capital Markets Group. As a result of Ares' exteasnvestment experience, Ares and its senior jrals have developed a strong reputation
in the capital markets. We believe that this expere affords Ares Capital a competitive advantagdentifying and investing in middle
market companies with the potential to generatéipeseturns.

Experience and focus on middle market companies

Ares has historically focused on investraéntmiddle market companies and we benefit froim élkperience. Our investment adviser
uses Ares' extensive network of relationships witermediaries focused on middle market compaimet)iding management teams,
members of the investment banking community, peivetuity groups and other investment firms with mh&res has had long-term
relationships. We believe this network enablesouatract well-positioned prospective portfolio quemy investments. In particular, our
investment adviser works closely with the Ares' i@dplarkets Group investment professionals whorsee a portfolio of investments in
over 450 companies and provide access to an ex&énsiwork of relationships and special insights industry trends and the state of the
capital markets.

Disciplined investment philosophy

In making its investment decisions, ourgstment adviser has adopted Ares' long-standimgistent investment approach that was
developed over 15 years ago by several of its fetsidires Capital Management's investment philog@pid portfolio construction involves
an assessment of the overall macroeconomic envenfrfinancial markets and company-specific researa analysis. Our investment
approach emphasizes capital preservation, lowilittand minimization of downside risk. In additido engaging in extensive due diligence
from the perspective of a long-term investor, ACapital Management's approach seeks to reduceriekestments by focusing on:

. Businesses with strong franchises and sustainabhpetitive advantages;

. Industries with positive long-term dynamics;

. Cash flows that are dependable and predictable;

. Management teams with demonstrated track recomige@wmnomic incentives;
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. Rates of return commensurate with the perceivéd;rend

. Securities or investments that are structured afiropriate terms and covenants.
Extensive industry focus

We concentrate our investing activitiegnidustries with a history of predictable and degdid cash flows and in which the Ares
investment professionals historically have had msitee investment experience. Since its inceptiohd@7, Ares investment professionals
have invested in over 1,100 companies in over §8rdnt industries. Ares' Capital Markets Groupvides a large team of in-house analysts
with significant expertise and relationships inustties in which we are likely to invest. Ares istreent professionals have developed long-
term relationships with management teams and mamagteconsultants in these industries, as well bstantial information concerning these
industries and potential trends within these indest The experience of Ares' investment profesdim investing across these industries
throughout various stages of the economic cycleiges our investment adviser with access to ongoiagket insights and favorable
investment opportunities.

Flexible transaction structuring

We are flexible in structuring investmerits types of securities in which we invest andtémms associated with such investments. The
principals of Ares have extensive experience iridewariety of securities for leveraged companiéh & diverse set of terms and conditions.
This approach and experience should enable oustment adviser to identify attractive investmenpapunities throughout the economic
cycle and across a company's capital structurbatore can make investments consistent with otedtzbjectives.

OPERATING AND REGULATORY STRUCTURE

Our investment activities are managed bgsACapital Management and supervised by our bdatextors, a majority of whom are
independent of Ares and its affiliates. Ares Cdpitanagement is an investment adviser that is tegid under the Investment Advisers Act
of 1940, or the "Advisers Act." Under our investrhadvisory and management agreement, we have agrgay Ares Capital Management
an annual base management fee based on our te¢dd &sther than cash and cash equivalents, Huting assets purchased with borrowed
funds), and an incentive fee based on our perfocman

As a BDC, we are required to comply withtaim regulatory requirements. For example, we wawdt generally be permitted to invest in
any portfolio company in which Ares or any of iffilates currently has an investment (althoughmay co-invest on a concurrent basis with
funds managed by Ares, subject to compliance wéitiag regulatory guidance, applicable regulatiand our allocation procedures). Some
of these co-investments would only be permittegspant to an exemptive order from the Securitiestathange Commission and we have
currently determined not to pursue obtaining sucbraer.

Also, while we are permitted to financeastments using debt, our ability to use debt igdichin certain significant respects. We bori
funds to make additional investments. We have etetd be treated for federal income tax purposesragulated investment company, or a
"RIC", under Subchapter M of the Internal Revenoe€of 1986, or the "Code."

INVESTMENTS

We have created a diversified portfoliottinaludes first and second lien senior loans aedzanine debt by investing a range of
$10 million to $50 million of capital, on averagdthough the investment sizes may be more or led@ee expected to grow with our capital
availability. We also, to a lesser extent, maketggnvestments in private middle market companiggese investments have
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generally been less than $10 million each (but gray with our capital availability) and are usuathade in conjunction with loans we make
to these companies. In addition to originating staeents, we acquire investments in the secondarlena

Structurally, mezzanine debt usually rasikdsordinate in priority of payment to senior loansl is often unsecured. However, mezzanine
debt ranks senior to common and preferred equityborrowers' capital structure. Typically, mezreniebt has elements of both debt and
equity instruments, offering the fixed returnshie form of interest payments associated with sdaars, while providing lenders an
opportunity to participate in the capital appreaoiatof a borrower, if any, through an equity insrérhis equity interest typically takes the
form of warrants. Due to its higher risk profiledanften less restrictive covenants as comparedrimsloans, mezzanine debt generally earns
a higher return than senior secured debt. The wiressociated with mezzanine debt are typicaligatable, which allows lenders to receive
repayment of their principal on an agreed amoitinaschedule while retaining their equity intenesthe borrower. Mezzanine debt also may
include a "put” feature, which permits the holdesell its equity interest back to the borrowea @rice determined through an agreed
formula.

In making an equity investment, in addittorconsidering the factors discussed below unihe’Stment Selection,” we also consider the
anticipated timing of a liquidity event, such agublic offering, sale of the company or redemptiéour equity securities.

Our principal focus is investing in firgsicasecond lien senior loans and mezzanine debtaadesser extent, equity capital, of middle
market companies in a variety of industries. Weegelty target companies that generate positive iasls. Ares has a staff of 18 investment
professionals who specialize in specific industri¥e generally seek to invest in companies fromintdastries in which Ares' investment
professionals have direct expertise. The followitg representative list of the industries in whiels has invested:

. Aerospace and Defense
. Airlines

. Broadcasting/Cable

. Cargo Transport

. Chemicals

. Consumer Products

. Containers/Packaging

. Education

. Energy

. Environmental Services
. Farming and Agriculture
. Financial

. Food and Beverage

. Gaming

. Health Care

. Homebuilding
. Lodging and Leisure

. Manufacturing




. Metals/Mining
. Paper and Forest Products

. Printing/Publishing/Media

. Retall
. Restaurants
. Supermarket and Drug

. Technology
. Utilities
. Wireless and Wireline Telecom

However, we may invest in other industifage are presented with attractive opportunities.

The industry and geographic characterigtfidbe portfolio as of December 31, 2006 and 208%¢ as follows:

December 31

2006 2005
Industry
Health Care 14.4% 13.1%
Other Service 12.2 12.C
Printing/Publishing/Medi 9.5 2.8
Consumer Produc 8.C 11.2
Manufacturing 7.7 9.5
Containers/Packagir 6.7 12.C
Restaurant 6.4 10.€
Retail 6.C 0.C
Financial 5.€ 3.C
Environmental Service 5.4 11.C
Education 5.1 5.€
Beverage/Food/Tobac« 4.3 0.C
Aerospace and Defen 2.1 2.7
Broadcasting/Cabl 2.1 0.8
Computers/Electronic 1.8 0.C
Cargo Transpol 1.C 2.1
Farming and Agricultur 0.¢ 1.8
Homebuilding 0.8 1.7
Total 100.%  100.(%

I
December 31

2006 2005
Geographic Region
Mid-Atlantic 29.4% 24.%%
West 21.€ 38.¢
Southeas 21.2 10.2
Midwest 19.2 12.z
Northeas 5.7 11.z
International 2.8 3.C
Total 100.%  100.(%




As a result of regulatory restrictions, &re not permitted to invest in any portfolio compamwhich Ares or any affiliate currently has
an investment (although we may co-invest on a coantibasis with funds managed by Ares, subjecbtopliance with existing regulatory
guidance, applicable regulations and our allocgpi@mtedures). Some of these co-investments woujdbEnpermitted pursuant to an
exemptive order from the Securities and Exchangar@igsion and we have currently determined not tsymiobtaining such an order.

In addition to such investments, we mayestwp to 30% of the portfolio in opportunistic @tments in high-yield bonds, debt and
equity securities in collateralized debt obligatiahicles, distressed debt or equity securitigsubllic companies. We expect that these public
companies generally will have debt that is non-strent grade. We also may invest in debt of midaieket companies located outside of
the United States, which are not anticipated tmhlexcess of 10% of the portfolio at the time surolestments are made.

INVESTMENT SELECTION

Ares' investment philosophy was developest ¢the past 15 years and has remained consistenighout a number of economic cycles.
In managing the Company, Ares Capital Managemepliays the same investment philosophy and portimlamagement methodologies u:
by the investment professionals of Ares in Ared/gie investment funds.

Ares Capital Management's investment pbhjpby and portfolio management involve:

. an assessment of the overall macroeconomic envienhand financial markets;
. company-specific research and analysis; and
. with respect to each individual company, an emghasicapital preservation, low volatility and min@ation of downside risk.

The foundation of Ares' investment phildspfs intensive credit investment analysis, a staes discipline based on both market
technicals and fundamental value-oriented researuhdiversification strategy. Ares Capital Managatrfollows a rigorous process based
on:

. a comprehensive analysis of issuer creditworthirieskiding a quantitative and qualitative assesdroéthe issuer's business;
. an evaluation of management;

. an analysis of business strategy and industry $;eamt

. an in-depth examination of capital structure, fitiahresults and projections.

Ares Capital Management seeks to identibsé issuers exhibiting superior fundamental reskard profiles and strong defensible
business franchises while focusing on relative aifithe security across the industry as well ashfe specific issuer.

Intensive due diligence

The process through which Ares Capital Mgmaent makes an investment decision involves extengsearch into the target company,
its industry, its growth prospects and its abitiywithstand adverse conditions. If the senior gtrent professional responsible for the
transaction determines that an investment oppdytshiould be pursued, Ares Capital Managementemifjage in an intensive due diligence
process. Though each transaction will involve aeashat different approach, the regular due diligesteps generally to be undertaken
include:

. meeting with management to get an insider's vieth@hbusiness, and to probe for potential weakiseasdeusiness prospects;
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. checking management backgrounds and refere

. performing a detailed review of historical finarigi@rformance and the quality of earnings;

. visiting headquarters and company operations aretingetop and middle level executives;

. contacting customers and vendors to assess bateBagprospects and standard practices;

. conducting a competitive analysis, and comparirggluer to its main competitors on an operatiimgyicial, market share and

valuation basis;

. researching the industry for historic growth treads future prospects (including Wall Street resieandustry association
literature and general news);

. assessing asset value and the ability of physiéastructure and information systems to handlegated growth; and

. investigating legal risks and financial and accoumbsystems.
Selective investment process

Ares Capital Management employs Ares' ¢nediommendation process, which is focused on Bedbge narrowing investment
opportunities through a process designed to idetié# most attractive opportunities. Ares reviewd analyzes numerous investment
opportunities on behalf of its funds to determirteichi investments should be consummated.

After an investment has been identified diigence has been completed, a credit researttaaalysis report is prepared. This report
will be reviewed by the senior investment profesaian charge of the potential investment. If ssehior and other investment professionals
are in favor of the potential investment, thersifiist presented to an underwriting committee Whéccomprised of Mr. Arougheti and the
partners of Ares Capital Management. If the undigivg committee approves of the potential investtrieis then presented to the investment
committee. Members of the investment committee lzavaverage of over 20 years of experience ineberaged finance markets. The
investment generally requires the substantial amseof the investment committee. Additional ddigeince with respect to any investment
may be conducted on our behalf by attorneys anebieddent accountants prior to the closing of thestment, as well as other outside
advisers, as appropriate.

Investment structure

Once we have determined that a prospeptivifolio company is suitable for investment, werkvaith the management of that company
and its other capital providers, including senjonjor, and equity capital providers, to structareinvestment. We negotiate among these
parties to agree on how our investment is expact@erform relative to the other capital in thetfmio company's capital structure.

Debt investments

We invest in portfolio companies primaiiythe form of first and second lien senior loand &ng-term mezzanine debt. The first and
second lien senior loans generally have termsrektto ten years. We generally obtain securityésts in the assets of our portfolio
companies that will serve as collateral in suppbthe repayment of the first and second lien seleians. This collateral may take the forrr
first or second priority liens on the assets obefplio company.

We structure our mezzanine investments gmilgnas unsecured, subordinated loans that prdeideslatively high, fixed interest rates
that provide us with significant current interestame. The mezzanine debt investments generally tegins of up to ten years. These loans
typically have




interest-only payments in the early years, with dipation of principal deferred to the later yeafshe mezzanine debt. In some cases, we
may enter into loans that, by their terms, coniwed equity or additional debt or defer paymentintérest (or at least cash interest) for the
first few years after our investment. Also, in sotases our mezzanine debt will be collateralized bybordinated lien on some or all of the
assets of the borrower.

In some cases our debt investments mayigeder a portion of the interest payable to berpagt-in-kind interest. To the extent interest
is payment-in-kind, it will be payable through therease of the principal amount of the loan byah®unt of interest due on the then-
outstanding aggregate principal amount of such.|lrathe case of our first and second lien seran$ and mezzanine debt, we tailor the
terms of the investment to the facts and circunt&aif the transaction and the prospective pootfmimpany, negotiating a structure that
aims to protect our rights and manage our riskevbikating incentives for the portfolio companybhieve its business plan and improve its
profitability. For example, in addition to seekiagenior position in the capital structure of oartfplio companies, we will seek, where
appropriate, to limit the downside potential of cwestments by:

. requiring a total return on our investments (inahgdboth interest and potential equity apprecigtihiat compensates us for
credit risk;

. incorporating "put” rights and call protection intte investment structure; and

. negotiating covenants in connection with our inwestts that afford our portfolio companies as mdekilbility in managing

their businesses as possible, consistent with pratsen of our capital. Such restrictions may imtgwaffirmative and negative
covenants, default penalties, lien protection, geasf control provisions and board rights, inclggeither observation or
participation rights.

In general, we require financial covenamtd terms that require an issuer to reduce levethge=by enhancing credit quality. These
methods include: (i) maintenance leverage covenanisiring a decreasing ratio of debt to cash fliiymaintenance cash flow covenants
requiring an increasing ratio of cash flow to thensof interest expense and capital expenditureb{idjpdebt incurrence prohibitions, limitir
a company's ability to re-lever. In addition, liatibns on asset sales and capital expendituresdshmyvent a company from changing the
nature of its business or capitalization withoutsent.

Our debt investments may include equityuess, such as warrants or options to buy a miaorierest in the portfolio company.
Warrants we receive with our debt may require @nhominal cost to exercise, and thus, as a pasté@impany appreciates in value, we may
achieve additional investment return from this gginterest. We may structure the warrants to gteyirovisions protecting our rights as a
minority-interest holder, as well as puts, or rights to seth securities back to the portfolio company,nuihe occurrence of specified evel
In many cases, we also obtain registration rightsonnection with these equity interests, which majude demand and "piggyback”
registration rights.

Equity investments

Our equity investments may consist of pref equity that is expected to pay dividends ooraent basis or preferred equity that does
not pay current dividends. Preferred equity gehelals a preference over common equity as to diddeand distributions on liquidation. In
some cases, we may acquire common equity. In gewoaraequity investments are not control-orienitagestments and in many cases we
acquire equity securities as part of a group ofgié equity investors in which we are not the lieagstor. With respect to preferred or
common equity investments, these investments hawerglly been less than $10 million each (but nraygwnith our capital availability) and
are usually
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made in conjunction with loans we make to thesepanes. In many cases, we will also obtain redistnarights in connection with these
equity interests, which may include demand andd¥yiigck" registration rights.

ON-GOING RELATIONSHIPS WITH AND MONITORING OF PORTF OLIO COMPANIES

Ares Capital Management closely monitoichdavestment we make, maintains a regular dialegtieboth the management team and
other stakeholders and seeks specifically tailéirethcial reporting. In addition, senior investmentfessionals of Ares sometimes take b
seats or obtain board observation rights. As ofdbdzer 31, 2006, Ares Capital Management had baats ©r board observation rights on
more than 33% of the operating companies in oufqa.

Post-investment, in addition to covenamis ather contractual rights, Ares seeks to exgrticant influence through board
participation, when appropriate, and by activelykireg with management on strategic initiatives. #\adten introduces managers of
companies in which they have invested to otherfplastcompanies to capitalize on complementary hess activities and best practices.

In addition to various risk management amahitoring tools, we grade all loans on a scalé tf 4. This system is intended to reflect the
performance of the borrower's business, the collht®verage of the loans and other factors consitieelevant. Under this system, loans '
a grade of 4 involve the least amount of risk in portfolio. The borrower is performing above exja¢ions and the trends and risk factors are
generally favorable. Loans graded 3 involve a l@felsk that is similar to the risk at the timeaigination. The borrower is performing as
expected and the risk factors are neutral to fbteraAll new loans are initially graded 3. Loansded 2 involve a borrower performing be
expectations and indicates that the loan's riskri@sased materially since origination. The bomrows generally out of compliance with debt
covenants, however, loan payments are generallynoot than 120 days past due. For loans gradeé 2xpect to increase procedures to
monitor the borrower and the fair value generalily e lowered. A loan grade of 1 indicates that Borrower is performing materially below
expectations and that the loan risk has substhniiedreased since origination. Most or all of thebt covenants are out of compliance and
payments are substantially delinquent. Loans gradame not anticipated to be repaid in full. AdD&fcember 31, 2006, the weighted average
investment grade of the debt in our portfolio wak 3

MANAGERIAL ASSISTANCE

As a BDC, we offer, and must provide upeguest, managerial assistance to our portfolio emnggs. This assistance could involve,
among other things, monitoring the operations afgmrtfolio companies, participating in board andnmagement meetings, consulting with
and advising officers of portfolio companies andyding other organizational and financial guidanéte may receive fees for these servi
Ares Technical Administration, LLC ("Ares Adminiation") provides such managerial assistance otbelalf to portfolio companies that
request this assistance.

INVESTMENT ADVISORY AND MANAGEMENT AGREEMENT
Management service

Ares Capital Management serves as our imerg adviser. Ares Capital Management is an imrest adviser that is registered as an
investment adviser under the Investment AdviseitsoA@940. Subject to the overall supervision of baard of directors, the investment
adviser manages the
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day-to-day operations of, and provides investmedwisary and management services to, Ares Capitadlethe terms of an investment
advisory and management agreement, Ares Capitahfytanent:

. determines the composition of our portfolio, théuna and timing of the changes to our portfolio &melmanner of
implementing such changes;

. identifies, evaluates and negotiates the struatfitkee investments we make (including performing diligence on our
prospective portfolio companies);

. closes and monitors the investments we make; and

. determines the securities and other assets thptivebase, retain or sell.

Ares Capital Management's services undeirntbestment advisory and management agreemenbasxclusive, and it is free to furnish
similar services to other entities.

Management fee

Pursuant to the investment advisory andagament agreement, we pay Ares Capital Managenfestfar investment advisory and
management services consisting of two componentsasa management fee and an incentive fee.

The base management fee is calculated atraumal rate of 1.5% of our total assets (othen teesh or cash equivalents but including
assets purchased with borrowed funds). The basagearent fee is payable quarterly in arrears. Tke bsnagement fee is calculated based
on the average value of our total assets (other¢hah or cash equivalents but including assetshpsed with borrowed funds) at the end of
the two most recently completed calendar quarserd,appropriately adjusted for any share issuamce=purchases during the current
calendar quarter. Base management fees for anglgadnth or quarter will be appropriately pro chte

The incentive fee has the following twotpar

One part is calculated and payable quarterarrears based on our pre-incentive fee natstmaent income. Pre-incentive fee net
investment income means interest income, dividandme and any other income (including any othes {ether than fees for providing
managerial assistance), such as commitment, otigmastructuring, diligence and consulting fee®ftirer fees that we receive from portfolio
companies) accrued during the calendar quarteysronr operating expenses for the quarter (incyttie base management fee, expenses
payable under the administration agreement, andre@sest expense and dividends paid on any outstgmpreferred stock, but excluding the
incentive fee). Pre-incentive fee net investmeatbine includes, in the case of investments withfarded interest feature (such as market
discount, debt instruments with payment-in-kinetiest, preferred stock with payment-in-kind dividemand zero coupon securities), accrued
income that we have not yet received in cash. mhestment adviser is not under any obligation tmberse us for any part of the incentive
fee it received that was based on accrued incoatem@ never receive as a result of a default bgrdity on the obligation that resulted in the
accrual of such income.

Pre-incentive fee net investment incomesdu#t include any realized capital gains, realizaggital losses or unrealized capital
appreciation or depreciation. Because of the siraatf the incentive fee, it is possible that weymay an incentive fee in a quarter where we
incur a loss. For example, if we receive pre-incenfee net investment income in excess of thelbuate for a quarter, we will pay the
applicable incentive fee even if we have incurrdalsa in that quarter due to realized and unredléapital losses.

Pre-incentive fee net investment incomeyressed as a rate of return on the value of ouassetts at the end of the immediately
preceding calendar quarter, will be compared taedf"hurdle rate" of 2.00% per quarter. If markeerest rates rise, we may be able to
invest our funds in debt instruments that proviatesf higher return, which would increase our preittive fee net investment

12




income and make it easier for our investment ad¥ssurpass the fixed hurdle rate and receivenegntive fee based on such net investment
income. Our pre-incentive fee net investment incaised to calculate this part of the incentive feal$o included in the amount of our total
assets (other than cash and cash equivalentsdbudliing assets purchased with borrowed funds) tsedlculate the 1.5% base management
fee.

We will pay Ares Capital Management an irtee fee with respect to our pre-incentive feeineéstment income in each calendar
quarter as follows:

. no incentive fee in any calendar quarter in whighmgre-incentive fee net investment income doeeroted the hurdle rate;

. 100% of our pre-incentive fee net investment incavite respect to that portion of such pre-incenfige net investment
income, if any, that exceeds the hurdle rate blass than 2.50% in any calendar quarter. We tefthis portion of our pre-
incentive fee net investment income (which excebdsurdle rate but is less than 2.50%) as theHeap." The "catch-up" is
meant to provide our investment adviser with 20%wf pre-incentive fee net investment income ashifirdle rate did not
apply if this net investment income exceeds 2.50%niy calendar quarter; and

. 20% of the amount of our pre-incentive fee net gteent income, if any, that exceeds 2.50% in aignciar quarter.

These calculations will be appropriatelg prted for any period of less than three monthkaatjusted for any share issuances or
repurchases during the current quarter.

The second part of the incentive fee igBined and payable in arrears as of the end &f e@endar year (or upon termination of the
investment advisory and management agreement,tas términation date) and will equal 20.0% of malized capital gains for the calendar
year, if any, computed net of all realized cagditabes and unrealized capital depreciation for yecin.

Payment of our expense

All investment professionals of the investinadviser and its staff when and to the extegaged in providing investment advisory and
management services, and the compensation andeaterhead expenses of such personnel allocablectoservices, are provided and paid
for by Ares Capital Management. We bear all otlosts and expenses of our operations and transactimhuding those relating to:
organization; calculation of our net asset valuel(ding the cost and expenses of any independeuation firm); expenses incurred by Ares
Capital Management payable to third parties, incdgégents, consultants or other advisers, in rodntg our financial and legal affairs anc
monitoring our investments and performing due difige on our prospective portfolio companies; irstiepayable on debt, if any, incurred to
finance our investments; offerings of our commartktand other securities; investment advisory andagement fees; administration fees;
fees payable to third parties, including agentasatiants or other advisers, relating to, or asdediwith, evaluating and making investments;
transfer agent and custodial fees; registratios; figting fees; taxes; independent directors' faebexpenses; costs of preparing and filing
reports or other documents of the Securities arth&xge Commission; the costs of any reports, pstadgments or other notices to
stockholders, including printing costs; to the extee are covered by any joint insurance poliaies,allocable portion of the insurance
premiums for such policies; direct costs and expgind administration, including auditor and legadts; and all other expenses incurred b
or Ares Administration in connection with administg our business, such as our allocable portioovefhead under the administration
agreement, including rent and our allocable portibthe salary and cost of our officers (includmg chief compliance officer, our chief
financial officer, and our vice president of invastelations and treasurer) and their staffs (idiclg travel).
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Duration and termination

Unless terminated earlier as describedvineloe investment advisory and management agreemikkmémain in effect from year to year
if approved annually by our board of directors pithe affirmative vote of the holders of a majoiitiyour outstanding voting securities,
including, in either case, approval by a majoritypor directors who are not interested persons.ififestment advisory and management
agreement will automatically terminate in the evefrits assignment. The investment advisory andagament agreement may be terminated
by either party without penalty upon 60 days' writhotice to the other.

Indemnification

The investment advisory and managemeneaggat provides that, absent willful misfeasancd, fa@h or gross negligence in the
performance of its duties or by reason of the eskidisregard of its duties and obligations, Aragital Management, its members and their
respective officers, managers, partners, agentslogees, controlling persons, members and any qitieson or entity affiliated with it are
entitled to indemnification from Ares Capital fanyadamages, liabilities, costs and expenses (imfucasonable attorneys' fees and amc
reasonably paid in settlement) arising from thelezimg of Ares Capital Management's services uttdemvestment advisory and
management agreement or otherwise as an invesadeiser of Ares Capital.

Organization of the investment adviser

Ares Capital Management LLC is a Delawarstéd liability company that is registered as ameistment adviser under the Advisers Act.
The principal executive offices of Ares Capital Mgement are located at 1999 Avenue of the Staite $200, Los Angeles, California
90067.

ADMINISTRATION AGREEMENT

Pursuant to a separate administration aggag Ares Administration furnishes us with offeguipment and clerical, bookkeeping and
record keeping services at our office facilitiender the administration agreement, Ares Adminigtrealso performs, or oversees the
performance of, our required administrative serjeehich include, among other things, being resjida$or the financial records which we
are required to maintain and preparing reportaitostockholders and reports filed with the Secesitind Exchange Commission. In addition,
Ares Administration assists us in determining anblishing our net asset value, oversees the prépar@nd filing of our tax returns and the
printing and dissemination of reports to our stadlkrs, and generally oversees the payment ofxperees and the performance of
administrative and professional services rendeyedtby others. Payments under the administratioeeanent will be equal to an amount
based upon our allocable portion of Ares Administras overhead in performing its obligations unther administration agreement, includ
our allocable portion of the cost of our officerslaheir respective staffs. Under the administratigreement, Ares Administration also
provides on our behalf managerial assistance tetportfolio companies to which we are requiredrtvide such assistance. The
administration agreement may be terminated by efibgy without penalty upon 60-days' written netio the other party.

Indemnification

The administration agreement provides thiasent willful misfeasance, bad faith or negligeircthe performance of its duties or by
reason of the reckless disregard of its dutiesadnfigations, Ares Administration, its members anelit respective officers, managers,
partners, agents, employees, controlling persoeslmers and any other person or entity affiliatetth wiare entitled to indemnification from
Ares Capital for any damages, liabilities, costd erpenses (including reasonable
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attorneys' fees and amounts reasonably paid ilesetnt) arising from the rendering of Ares Admirasibn's services under the
administration agreement or otherwise as admingtfar Ares Capital.

COMPETITION

Our primary competitors to provide finargiio middle market companies include public angaia funds, commercial and investment
banks, commercial financing companies and privgtete funds. Many of our competitors are substdigtiarger and have considerably
greater financial and marketing resources thanavé-dr example, some competitors may have accdasding sources that are not availe
to us. In addition, some of our competitors mayehhigher risk tolerances or different risk assesgmevhich could allow them to consider a
wider variety of investments and establish morati@hships than us. Furthermore, many of our coitgustare not subject to the regulatory
restrictions that the 1940 Act imposes on us aB&.BNe use the industry information of Ares' invesht professionals to which we have
access to assess investment risks and determinepaiappe pricing for our investments in portfoliompanies. In addition, we believe that the
relationships of the members of Ares Capital Managg's investment committees and of the seniociméts of Ares, enable us to learn
about, and compete effectively for, financing oppoities with attractive middle market companieshia industries in which we seek to
invest.

LEVERAGE

On November 3, 2004, through our wholly edrsubsidiary, Ares Capital CP Funding LLC ("Arempial CP"), we entered into a
revolving credit facility (the "CP Funding Facilifythat, as amended, allows Ares Capital CP toeisguto $350.0 million of variable funding
certificates ("VFC").

Under the CP Funding Facility, funds ar@nked to Ares Capital CP by or through Wachovia aMarkets, LLC at prevailing
commercial paper rates, or if the commercial paparket is at any time unavailable at prevailing QIB rates, plus, in each case, an
applicable spread. The funds are used for the samebus purchase by Ares Capital CP from the Coynphlvan investments originated or
otherwise acquired by the Company. Through thisikameous purchase from the Company by Ares CapRalvith funds obtained by Ares
Capital CP from the CP Funding Facility, the Companable to obtain the benefits of the CP Fundkagility.

As part of the CP Funding Facility, we aubject to limitations as to how borrowed funds rbayused including restrictions on
geographic concentrations, sector concentratioas, $ize, payment frequency and status, averagetflateral interests and investment
ratings as well as regulatory restrictions on lagerwhich may affect the amount of funds that AZapital CP may obtain. There are also
certain requirements relating to portfolio performoe, including required minimum portfolio yield alghitations on delinquencies and
charge-offs, violation of which could result in tearly amortization of the CP Funding Facility dimeit further advances under the CP
Funding Facility and in some cases could be antesfestefault. Such limitations, requirements, asdaxiated defined terms are as provided
for in the documents governing the CP Funding RgciThe CP Funding Facility expires on October 3007 unless extended prior to such
date with the consent of the lender. If the CP Fuméacility is not extended, any principal amoutisn outstanding will be amortized over a
24 month period through a termination date of Oetd®, 2009. Under the terms of the CP FundingliBgave were required to pay a
0.375% renewal fee for each of the two years falgwhe closing date of the CP Funding Facilitypdyment in the amount of $843,750 was
made in both 2005 and in 2006 related to this rehése.

The interest rate charged on the fundirigaised on the commercial paper rate plus 70 baisspand payable quarterly. As of
December 31, 2006, the commercial paper rate véd8%%. The
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commitment fee for any unused portions of the CRding Facility ranges from 0.10% to 0.125%, depegdin funding levels.
As of December 31, 2006, the principal amiautstanding under the CP Funding Facility was.@illion.

On December 28, 2005, we entered into aseacured revolving facility (the "Revolving Cit8acility") with the lenders party thereto
and JPMorgan Chase Bank, N.A., as Administrativergtogether with various supporting documentatiociuding a guarantee and secu
agreement.

Under the Revolving Credit Facility, thadkers initially agreed to extend credit to Ares iGdpn an initial aggregate principal amount
not exceeding $250 million at any one time outsitagndThe Revolving Credit Facility provides also fesuing letters of credit. The
Revolving Credit Facility is a five-year revolvitigcility (with a stated maturity date of Decemb& 2010) and with certain exceptions is
secured by substantially all of the assets in autfgio (other than investments held by Ares Calp@P under the CP Funding Facility and
investments held by ARCC CLO under the Debt Seeatibn (each as defined below)).

Subject to certain exceptions, the interatst payable under the Revolving Credit Faciktyl®0 basis points over LIBOR and the
commitment fee for unused portions of the creditlity of 0.20%.

As of December 31, 2006, the principal ami@utstanding under the Revolving Credit Faciigs $193.0 million. In addition, as of
December 31, 2006, the Company had $3.7 millicstamdby letters of credit issued through the RewuglCredit Facility.

Under the Revolving Credit Facility, we leanade certain representations and warrantiesramgguired to comply with various
covenants, reporting requirements and other custoraguirements for similar revolving credit fatiéis, including, without limitation,
covenants related to: (a) limitations on the inence of additional indebtedness and liens, (b}diticins on certain investments, (c) limitati
on certain restricted payments, (d) maintainingmain minimum stockholders' equity, (e) maintagnaratio of total assets (less total
liabilities) to total indebtedness, of Ares Capd#al its subsidiaries, of not less than 2.0:1)andintaining minimum liquidity, and
(9) limitations on the creation or existence ofesgnents that prohibit liens on certain propertfe&res Capital and its subsidiaries.

In addition to the asset coverage raticdesd above, borrowings under the Revolving CrEditility (and the incurrence of certain ol
permitted debt) will be subject to compliance withorrowing base that will apply different advanates to different types of assets in our
portfolio. The Revolving Credit Facility also indeas an "accordion" feature that allows us to ireeehe size of the Revolving Credit Facility
to a maximum of $500 million under certain circuamstes. Effective March 1, 2007, under this "acanrdfeature, the aggregate principal
amount of the Revolving Credit Facility was increéi$o $350 million. The Revolving Credit Facilitisa includes usual and customary ev
of default for senior secured revolving credit fidieis of this nature.

On July 7, 2006, through our newly formetiplly owned Delaware subsidiary, ARCC CLO 2006 L{&RCC CLO"), we completed
$400.0 million debt securitization (the "Debt Setzation") where approximately $314.0 million peipal amount of asset-backed notes
(including $50.0 million revolving notes, of whid#0.0 million have not been drawn down as of Decam3ii, 2006) (the "CLO Notes") we
issued to third parties and secured by a pool dfifeimarket loans that have been purchased onatig by the Company. We retained
approximately $86.0 million of certain BBB and nmted securities in the debt securitization (thetdted Notes"). The blended pricing of
the CLO Notes, excluding fees, is approximately @th LIBOR plus 34 basis points. The Debt Secwaiiton is an on-balance-sheet
financing for the Company. As of December 31, 208#,4.0 million was outstanding under the Debt &&zation (not including the
Retained Notes). The CLO Notes mature on Decenbe2®19.
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We intend to continue borrowing under tlagifties and our CLO Notes in the future and weynmarease the size of the Facilities or
otherwise issue debt securities or other evideataxlebtedness in the future.

STAFFING

We do not currently have any employeesdmdot expect to have any employees. Services sagefor our business are provided by
individuals who are employees of Ares Capital Mamagnt and Ares Administration, pursuant to the seofithe management agreement and
the administration agreement. Each of our executifieers described under "Management" is an engBayf Ares Administration and/or
Ares Capital Management. Our day-to-day investroperations are managed by our investment advisest bf the services necessary for
the origination and administration of our investingortfolio are provided by investment professienaiployed by Ares Capital
Management. Including Michael J. Arougheti, ourditent who also serves on Ares Capital Managemiergstment committee, Ares
Capital Management has 19 investment professiavtadsfocus on origination and transaction developnaed monitoring of our
investments. In addition, we reimburse Ares Adntiatson for our allocable portion of expenses imedrby it in performing its obligations
under the administration agreement, including serat our allocable portion of the cost of our officand their respective staffs.

REGULATION

We are a BDC under the 1940 Act and hawgetedl to be treated as a RIC under Subchapterthedfode. As with other companies
regulated by the 1940 Act, a BDC must adhere taitesubstantive regulatory requirements. The 1®gtCcontains prohibitions and
restrictions relating to transactions between tegsrdevelopment companies and their affiliatedu@ieg any investment advisers or sub-
advisers), principal underwriters and affiliatestodse affiliates or underwriters and requires thatajority of the directors be persons other
than "interested persons," as that term is definéde 1940 Act. In addition, the 1940 Act provideat we may not change the nature of our
business so as to cease to be, or to withdrawlecti@n as, a BDC unless approved by a majoritywsfoutstanding voting securities. A
majority of the outstanding voting securities afeampany is defined under the 1940 Act as the lexfsél) 67% or more of such company's
shares present at a meeting if more than 50% dafutstanding shares of such company are presemeanesented by proxy or (i) more than
50% of the outstanding shares of such company.

We may invest up to 100% of our asset®austies acquired directly from issuers in prilateegotiated transactions. With respect to
such securities, we may, for the purpose of pubkale, be deemed an "underwriter" as that tedefiaed in the Securities Act of 1933. Our
intention is to not write (sell) or buy put or caftions to manage risks associated with the plytliaded securities of our portfolio
companies, except that we may enter into hedgargstictions to manage the risks associated witrestteate fluctuations. However, we may
purchase or otherwise receive warrants to purctiesseommon stock of our portfolio companies in @xtion with acquisition financing or
other investment. Similarly, in connection withaquisition, we may acquire rights to require gmiers of acquired securities or their
affiliates to repurchase them under certain cirdamses. We also do not intend to acquire secuiiigeged by any investment company that
exceed the limits imposed by the 1940 Act. Undes¢hlimits, we generally cannot acquire more tHaro8the voting stock of any registered
investment company, invest more than 5% of theevafwour total assets in the securities of onesiment company or invest more than 10%
of the value of our total assets in the securitfdavestment companies in general. With regarthéd portion of our portfolio invested in
securities issued by investment companies, it shbelnoted that such investments might subjecstmakholders to additional expenses.
None of these policies are fundamental and mayhbaged without stockholder approv
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PRIVACY PRINCIPLES

We are committed to maintaining the privaépur stockholders and to safeguarding their poblic personal information. The
following information is provided to help you undtand what personal information we collect, howpaaect that information and why, in
certain cases, we may share information with seltr parties.

Generally, we do not receive any non-pupécsonal information relating to our stockholdedthough certain non-public personal
information of our stockholders may become avadlablus. We do not disclose any nmmblic personal information about our stockholdmn
former stockholders to anyone, except as permitiyeldw or as is necessary in order to service $tolcker accounts (for example, to a tran
agent or third party administrator).

We restrict access to npublic personal information about our stockholderemployees of our investment adviser and itdiais with
a legitimate business need for the information.idéntain physical, electronic and procedural sadeds designed to protect the non-public
personal information of our stockholders.

AVAILABLE INFORMATION

Our Internet addresshitip://www.arescapitalcorp.comWe make available free of charge on our websiteAmnual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, CuriiReports on Form 8 and amendments to those reports as soon as edaggmacticabl
after we electronically file such material with,farnish it to, the Securities and Exchange Comimisdnformation contained on our website
is not incorporated by reference into this Annuep®&t and you should not consider information ciorezh on our website to be part of this
Annual Report.

Iltem 1A. Risk Factors
RISK FACTORS THAT MAY AFFECT FUTURE RESULTS

You should carefully consider these risk factavgether with all of the other information includiecthis Annual Report on Form 10-K,
including our consolidated financial statements dimel related notes thereto before making a decigigrurchase our common stock. The
risks set out below are not the only risks we féailitional risks and uncertainties not currentlyokvn to us or that we currently deem to be
immaterial also may materially adversely affect business, financial condition and/or operatinguks. If any of the following events occur,
our business, financial condition and results oéigtions could be materially adversely affectedsuich case, our net asset value and the
trading price of our common stock could declined gou may lose all or part of your investment.

A failure on our part to maintain our status as a BDC would significantly reduce our operating flexibiity.

If we do not continue to qualify as a BDX@& might be regulated as a closed-end investmenpany under the 1940 Act, which would
significantly decrease our operating flexibility.

The Company may not replicate Ares' historical sucess.

Our primary focus in making investmentdetdi from those of other private funds that arbare been managed by Ares' investment
professionals. Further, our stockholders do notlavinterest in other Ares funds. While Ares Gapitay consider potential co-investment
participation in portfolio investments with otheres funds (other than ACOF), no investment oppditsiare currently under consideration
and any such investment activity could be subcatnong other things, regulatory and independeatdmember approvals, the receipt of
which, if sought, cannot be assured. Accordingly,
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we cannot assure you that Ares Capital will repdicares' historical success, and we caution youdhainvestment returns could be
substantially lower than the returns achieved lpgéhprivate funds.

We are dependent upon Ares Capital Management's kgyersonnel for our future success and upon their @ess to Ares investment
professionals.

We depend on the diligence, skill and nekngd business contacts of the members of Arest@hldianagement's investment committee.
We also depend, to a significant extent, on Argsit@aManagement's access to the investment piiofesls of Ares and the information and
deal flow generated by Ares' investment profesdsoimathe course of their investment and portfalianagement activities. Our future succ
will depend on the continued service of Ares Cdpitanagement's investment committee. The depadiuagy of the members of Ares
Capital Management's investment committee, orgfaificant number of the investment professiomalpartners of Ares, could have a
material adverse effect on our ability to achieueiavestment objectives. In addition, we canngsuas you that Ares Capital Management
will remain our investment adviser or that we witintinue to have access to Ares' investment priofesis or its information and deal flow.

Our financial condition and results of operation wil depend on our ability to manage future growth efectively.

Our ability to achieve our investment okijges depends on our ability to acquire suitablegiments and monitor and administer those
investments, which depends, in turn, on Ares Chplenagement's ability to identify, invest in an@mitor companies that meet our
investment criteria. Accomplishing this result ooast-effective basis is largely a function of A@spital Management's structuring of the
investment process and its ability to provide corape attentive and efficient services to us. Owrcative officers and the members of Ares
Capital Management have substantial responsilsilitiecconnection with their roles at Ares and witk bther Ares funds as well as
responsibilities under the investment advisory mmasthagement agreement. They may also be calledtogmovide managerial assistance to
our portfolio companies on behalf of our adminisiraThese demands on their time, which will inseas the number of investments grow,
may distract them or slow the rate of investmembrider to grow, Ares Capital Management will nezdire, train, supervise and manage
new employees. However, we cannot assure you tiyasizch employees will be retained. Any failurertanage our future growth effectively
could have a material adverse effect on our busjrigmncial condition and results of operations.

Our ability to grow will depend on our ability to r aise capital.

We will need to periodically access theitzdpnarkets to raise cash to fund new investmeasgavorable economic conditions could
increase our funding costs, limit our access tactygtal markets or result in a decision by lendwristo extend credit to us. An inability to
successfully access the capital markets could tinitability to grow our business and fully execote business strategy and could decrease
our earnings, if any. With certain limited excepspwe are only allowed to borrow amounts suchdhatasset coverage, as defined in the
1940 Act, equals at least 200% after such borrowiing amount of leverage that we employ will depenaur investment adviser's and our
board of directors' assessment of market and &dlotors at the time of any proposed borrowing. \Wienot assure you that we will be able to
maintain our current Facilities or obtain anothee lof credit at all or on terms acceptable to us.

We operate in a highly competitive market for invesment opportunities.

A number of entities compete with us to m#ie types of investments that we make in middieket companies. We compete with of
business development companies, public and prfuats,
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commercial and investment banks, commercial fimagncompanies, insurance companies, high yield tovgshedge funds, and, to the exi
they provide an alternative form of financing, e equity funds. Many of our competitors are sattslly larger and have considerably
greater financial and marketing resources thanavé&sdme competitors may have a lower cost of famdsaccess to funding sources that are
not available to us. In addition, some of our cotitpes may have higher risk tolerances or diffenésit assessments, which could allow them
to consider a wider variety of investments andi@isia more relationships than us. Furthermore, nargur competitors are not subject to
regulatory restrictions that the 1940 Act will inggoon us as a BDC. We cannot assure you that thpatdive pressures we face will not
have a material adverse effect on our businesandial condition and results of operations. Alsoaaesult of this competition, we may no
able to take advantage of attractive investmenbrdppities from time to time, and we cannot assune that we will be able to identify and
make investments that meet our investment objextive

We do not seek to compete primarily bagethe interest rates we offer and we believe thatesof our competitors may make loans
with interest rates that will be comparable toawér than the rates we offer.

We may lose investment opportunities ifdeenot match our competitors' pricing, terms amndcstire. If we match our competitors'
pricing, terms and structure, we may experienceadsed net interest income and increased riskeditdoss. As a result of operating in such
a competitive environment, we may make investmtrasare on better terms to our portfolio compatfies what we may have originally
anticipated, which may impact our return on thesestments.

We will be subject to corporate-level income tax ifve are unable to qualify as a RIC.
To qualify as a RIC under the Code, we muesét certain income source, asset diversificaimhannual distribution requirements.

The annual distribution requirement forl€ s satisfied if we distribute to our stockhols@n a timely basis an amount equal to at least
90% of our ordinary income and realized net shemttcapital gains in excess of realized net lomgrteapital losses, if any, reduced by
deductible expenses, for each year. Because wausggebt financing in the future, we may be sulifecertain asset coverage ratio
requirements under the 1940 Act and financial cam&under loan agreements that could, under parit@iumstances, restrict us from
making distributions necessary to qualify as a Ri@e are unable to obtain cash from other soynsesmay fail to qualify as a RIC and,
thus, may be subject to corporate-level income tax.

To qualify as a RIC, we must also meetaierasset diversification requirements at the drehoh calendar quarter. Failure to meet these
tests may result in our having to (i) dispose ofaia investments quickly or (ii) raise additioralpital to prevent the loss of RIC status. If we
fail to qualify as a RIC for any reason and becameemain subject to corporate income tax, theltiegucorporate taxes could substantially
reduce our net assets, the amount of income alailabdistribution and the amount of our distriloas. Such a failure would have a material
adverse effect on us and our stockholders.

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

For federal income tax purposes, we incindacome certain amounts that we have not yetived in cash, such as original issue
discount, which may arise if we receive warrantsannection with the making of a loan or possiblyther circumstances, or contracted
payment-in-kind interest, which represents contraldnterest added to the loan balance and dueeagrd of the loan term. Such original
issue discount or increases in loan balances ahgdied in income before we receive any correspandash payments. We also may be
required to include in income certain other amounts
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that we will not receive in cash, including, foraexple, non-cash income from pay-in-kind securiied deferred payment securities.

Since in certain cases we may recognizenrecbefore or without receiving cash representiredp sSncome, we may have difficulty
meeting the tax requirement to distribute an amequial to at least 90% of our ordinary income aadized net short-term capital gains in
excess of realized net long-term capital lossemyf, reduced by deductible expenses, to maintaistatus as a RIC. Accordingly, we may
have to sell some of our investments at times weldvoot consider advantageous, raise additional alebquity capital or reduce new
investment originations to meet these distributeeguirements. If we are not able to obtain casimfather sources, we may fail to qualify ¢
RIC and thus be subject to corporate-level incoame t

If a portfolio company defaults on a lohattis structured to provide accrued interesg iassible that accrued interest previously us
the calculation of the incentive fee will becomeaitectible. The investment adviser is not under aloligation to reimburse us for any par
the incentive fee it received that was based oruacdcincome that we never receive as a resulidefault by an entity on the obligation that
resulted in the accrual of such income.

Regulations governing our operation as a BDC affeaiur ability to, and the way in which, we raise adidional capital.

We may issue debt securities or prefertecks which we refer to collectively as "senior seties,” and borrow money from banks or
other financial institutions up to the maximum ambpermitted by the 1940 Act. Under the provisiohthe 1940 Act, we will be permitted,
as a BDC, to incur indebtedness or issue seniarrisies only in amounts such that our asset cowerag defined in the 1940 Act, equals at
least 200% after such incurrence or issuanceeli/#iiue of our assets declines, we may be unalsiatigfy this test, which would prohibit us
from paying dividends and could prevent us fromntaning our status as a RIC. If we cannot satisfy test, we may be required to sell a
portion of our investments and, depending on thareaf our leverage, repay a portion of our inddhbess at a time when such sales may be
disadvantageous. As of December 31, 2006, our eassetage for senior securities was 263%.

We are not generally able to issue andosglcommon stock at a price below net asset yadueshare. We may, however, sell our
common stock, or warrants, options or rights tauregour common stock, at a price below the curnettasset value of the common stock if
our board of directors determines that such saleadsir best interests and the best interests n$tmekholders, and our stockholders approve
such sale. In any such case, the price at whiclsecurities are to be issued and sold may notdsethen a price which, in the determination
of our board of directors, closely approximatesrttaket value of such securities (less any commnissi discount). If our common stock
trades at a discount to net asset value, thisetsir could adversely affect our ability to raisspital.

In addition, we have and may in the futwegk to securitize our loans to generate castufiging new investments. To securitize loans,
we may create a wholly owned subsidiary and coutigila pool of loans to the subsidiary. This coaldiude the sale of interests in the
subsidiary on a norecourse basis to purchasers who we would expéds tailling to accept a lower interest rate to isivi@ investment grac
loan pools, and we would retain a portion of theiggin the securitized pool of loans. An inability successfully securitize our loan portfolio
could limit our ability to grow our business, fukkecute our business strategy and decrease oungsrif any. The securitization market is
subject to changing market conditions and we mayaable to access this market when we would wikerdeem appropriate. Moreover,
successful securitization of our loan portfolio titigxpose us to losses as the residual loans ichwire do not sell interests will tend to be
those that are riskier and more apt to generagefod he 1940 Act may also impose restrictionerstructure of any securitization.
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We borrow money, which magnifies the potential foigain or loss on amounts invested and may increadeet risk of investing with us.

As of December 31, 2006, we had $208.0ionilbf outstanding borrowings under our Faciliteesl $274.0 million of outstanding notes.
In order for us to cover our annual interest payisien indebtedness, we must achieve annual redmrosir December 31, 2006 total asse!
at least 1.24%. The average interest rate changedioborrowings as of December 31, 2006 was 6.88%intend to continue borrowing
under the Facilities in the future and we may iaseethe size of the Facilities or otherwise issel# decurities or other evidences of
indebtedness in the future. Our ability to servioe debt depends largely on our financial perforoeaand will be subject to prevailing
economic conditions and competitive pressures.arheunt of leverage that we employ at any particiitae will depend on our investment
adviser's and our board of directors' assessmantdiet and other factors at the time of any pregdsorrowing.

Our Facilities impose financial and opergtcovenants that restrict our business activitreduding limitations that could hinder our
ability to finance additional loans and investmeastt$o make the distributions required to maintam status as a regulated investment
company under Subchapter M of the Internal Revé&uage. A failure to renew our Facilities, or to adrlv or replacement debt facilities
could have a material adverse effect on our busjf@mncial condition and results of operations.

Borrowings, also known as leverage, magttié/potential for gain or loss on amounts invested, therefore, increase the risks
associated with investing in our securities. Weentty borrow under our Facilities and in the fitunay borrow from or issue senior debt
securities to banks, insurance companies, and tghéers. Lenders of senior securities have fixathdclaims on our consolidated assets
are superior to the claims of our common stockhsldé the value of our consolidated assets in@gathen leveraging would cause the net
asset value attributable to our common stock toee more sharply than it would have had we nver#éged. Conversely, if the value of our
consolidated assets decreases, leveraging woudt ceat asset value to decline more sharply thathérwise would have had we not
leveraged. Similarly, any increase in our consééidancome in excess of consolidated interest dayatithe borrowed funds would cause
net income to increase more than it would withbetleverage, while any decrease in our consolidatmime would cause net income to
decline more sharply than it would have had welmotowed. Such a decline could negatively affectahility to make common stock
dividend payments. There is no assurance thatemdging strategy will be successful.

The following table illustrates the effect return to a holder of our common stock of theefage created by our use of borrowing at the
interest rate of 6.06% and assumes (i) our totalevaf net assets as of December 31, 2006; (ii2®0H,000 debt outstanding as of
December 31, 2006 and (iii) hypothetical annualmet on our portfolio of minus 15 to plus 15 petcen

Assumed Return on Portfolio

(Net of Expenses)(] -15.(% -10.C% -5.C% — 5.0% 10.(% 15.(%
Corresponding Return to Common
Stockholders(2 -29.%% -20.8% -12.2%  -3.7% 4.8% 13.2% 21.%%

(1) The assumed portfolio return based on SecuritidsEchange Commission regulations and is not aigtied of, and does not
represent, our projected or actual performance.

2 In order to compute the "Corresponding Return tm@on Stockholders," the "Assumed Return on Podfa multiplied by the tote

value of our assets at December 31, 2006 to obtasssumed return to us. From this amount, theesitexpense calculated by
multiplying the interest rate of 6.06% times th&3$4£€00,000 debt is subtracted to determine thenetwailable to
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stockholders. The return available to stockhold®tken divided by the total value of our net assestof December 31, 2006 to
determine the "Corresponding Return to Common S$toiclers."

We will be exposed to risks associated with changisinterest rates.

General interest rate fluctuations may hagebstantial negative impact on our investmemdsiavestment opportunities and,
accordingly, may have a material adverse effedheestment objectives and our rate of return orgted capital. Because we borrow money
to make investments, our net investment incomejpgeddent upon the difference between the rate ishwie borrow funds and the rate at
which we invest these funds. As a result, therebsano assurance that a significant change in marterest rates will not have a material
adverse effect on our net investment income. Tgagiices for debt that pays a fixed rate of retemd to fall as interest rates rise. Trading
prices tend to fluctuate more for fixed-rate se@sgithat have longer maturities. Although we haggolicy governing the maturities of our
investments, under current market conditions weselkghat we will invest in a portfolio of debt geaky having maturities of up to 10 years.
This means that we will be subject to greater (igker things being equal) than a fund investedlgdh shorter-term securities. A decline in
the prices of the debt we own could adversely atfee trading price of our shares.

Many of our portfolio investments are not publiclytraded and, as a result, there will be uncertaintyas to the value of our portfolio
investments.

A large percentage of our portfolio investits are not publicly traded. The fair value ofestments that are not publicly traded may not
be readily determinable. We value these investnaumsterly at fair value as determined in goocdhfliy our board of directors based on the
input of our management and audit committee. Howave may be required to value our investments rfreguently as determined in good
faith by our board of directors to the extent neeegto reflect significant events affecting theitue. In addition, the board of directors
currently receives input from independent valuafioms that have been engaged at the directiohebbard to value each portfolio security
at least once during a trailing 12 month perioce Vhluation process is conducted at the end of fisadl quarter, with approximately a
quarter of our portfolio companies subject to vahraby the independent valuation firm each quarée types of factors that may be
considered in valuing our investments include thieire and realizable value of any collateral, thefplio company's ability to make
payments and its earnings, the markets in whiclptiiffolio company does business, comparison tdigiytiraded companies, discounted
cash flow and other relevant factors. Because galthations, and particularly valuations of privateestments and private companies, are
inherently uncertain, may fluctuate over short @asiof time and may be based on estimates, oumdetgtions of fair value may differ
materially from the values that would have beerduta ready market for these investments existetimay differ materially from the values
that we may ultimately realize.

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

As we generally make investments in privampanies, substantially all of these investmeiiltde subject to legal and other
restrictions on resale or otherwise are less ligjuéh publicly traded securities. The illiquidityyaur investments may make it difficult for us
to sell such investments if the need arises. Iritiaddl if we are required to liquidate all or a flon of our portfolio quickly, we may realize
significantly less than the value at which we hpxeviously recorded our investments. In additioa,may face other restrictions on our
ability to liquidate an investment in a portfoliorapany to the extent that we or an affiliated manag Ares has material non-public
information regarding such portfolio company.
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We may experience fluctuations in our quarterly reslts.

We could experience fluctuations in ourrterdy operating results due to a number of factiorduding the interest rate payable on the
debt investments we make, the default rate on swastments, the level of our expenses, variatiorahd the timing of the recognition of
realized and unrealized gains or losses and theedeg which we encounter competition in our markatd general economic conditions. /
result of these factors, results for any periodutdhoot be relied upon as being indicative of perfance in future periods.

There are significant potential conflicts of interest that could impact our investment returns.

Certain of our executive officers and diogs, and members of the investment committee ofriestment adviser serve or may serve as
officers, directors or principals of other entiteasd affiliates of our adviser and investment fummdsiaged by our affiliates. Accordingly, they
may have obligations to investors in those entities fulfillment of which might not be in the bésterests of us or our stockholders or that
may require them to devote time to services foeo#ntities, which could interfere with the timeadiable to provide services to us. For
example, Messrs. Ressler, Rosenthal, Kissick astsSeach are and, will continue to be, founding trens of Ares with significant
responsibilities for other Ares funds. Mr. Resslad Mr. Rosenthal are required to devote a subatangjority of their business time, and
Mr. Kissick is required to devote a majority of higsiness time, to the affairs of ACOF. Ares bad®that the efforts of Messrs. Ressler,
Rosenthal and Kissick relative to Ares Capital A&DF are synergistic with and beneficial to theaaff of each of Ares Capital and ACOF.

Although other Ares funds generally haviéedént primary investment objectives than Ares i@dpthey may from time to time invest in
asset classes similar to those targeted by AregaCajpres Capital Management endeavors to allotatestment opportunities in a fair and
equitable manner, and in any event consistent avithfiduciary duties owed to Ares Capital. Neveldhs, it is possible that we may not be
given the opportunity to participate in certainéstments made by investment funds managed by meestmanagers affiliated with Ares
Capital Management.

We pay management and incentive fees ts Bapital Management, and reimburse Ares Capitaldgament for certain expenses it
incurs. As a result, investors in our common stedkinvest on a "gross" basis and receive disttitms on a "net" basis after expenses,
resulting in, among other things, a lower ratestfim than one might achieve through direct investis

Ares Capital Management's management feased on a percentage of our total assets (d¢thercash or cash equivalents but including
assets purchased with borrowed funds) and Areg&dpanagement may have conflicts of interest inr@xtion with decisions that could
affect the Company's total assets, such as desisi®to whether to incur debt.

The incentive fees payable to our investragviser are subject to certain hurdles. To therewe or Ares Capital Management are able
to exert influence over our portfolio companiegdh hurdles may provide Ares Capital Managemebijdsuto its fiduciary duty to us) with
an incentive to induce our portfolio companiesdoederate or defer interest or other obligatione@dwo us from one calendar quarter to
another under circumstances where accrual wouldthetrwise occur, such as acceleration or defefrile declaration of a dividend or the
timing of a voluntary redemption.

Acceleration of obligations may result inckholders recognizing taxable gains earlier thaticipated, while deferral of obligations
creates incremental risk of an obligation becomingollectible in whole or in part if the issuertb&é security suffers subsequent deterioration
in its financial condition. Any such inducementthg investment adviser solely for the purpose @istohg the incentive fees would be a
breach of the investment adviser's fiduciary datyg.
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The part of the incentive fee payable byhas relates to our priecentive fee net investment income is computedgaid on income th.
may include interest that is accrued but not yegired in cash. If a portfolio company defaultsaoiwan that is structured to provide accrued
interest, it is possible that accrued interestipresly used in the calculation of the incentive fék become uncollectible.

Our investment advisory and managementeageat automatically renews for successive annuageif approved by our board of
directors or by the affirmative vote of the holdefsaa majority of our outstanding voting securitiseluding, in either case, approval by a
majority of our directors who are not interestedspes. However, both we and Ares Capital Manageimav the right to terminate the
agreement without penalty upon 60 days' writteficedb the other party. Moreover, conflicts of netgt may arise if our investment adviser
seeks to change the terms of our investment agvesut management agreement, including, for exantipdeterms for compensation. While
any material change to the investment advisoryraadagement agreement must be submitted to stoekisdiok approval under the 1940
Act, we may from time to time decide it is apprepei to seek stockholder approval to change thestefrthe agreement.

Pursuant to a separate administration aggag Ares Administration, an affiliate of Ares @apManagement, furnishes us with
administrative services and we pay Ares Adminigirabur allocable portion of overhead and otheremges incurred by Ares Administration
in performing its obligations under the administratagreement, including our allocable portionh## tost of our officers and their respective
staffs. Furthermore, in connection with our inifiiblic offering our investment adviser paid to timelerwriters, on our behalf, an additional
sales load with respect to the offering of our shan the aggregate amount of $2,475,000. Thisreiegursed with accrued interest in
February 2006. As a result of these arrangemdrdse imay be times when the management team of@api#al Management has interests
that differ from those of our stockholders, givitige to a conflict.

Our stockholders may have conflicting irtwesnt, tax and other objectives with respect tir theestments in us. The conflicting
interests of individual stockholders may relatetarise from, among other things, the nature ofiovestments, the structure or the
acquisition of our investments, and the timing ispdsition of our investments. As a consequenceflicts of interest may arise in connect
with decisions made by our investment adviser uidiclg with respect to the nature or structuringaf investments, that may be more
beneficial for one stockholder than for anotheckhmlder, especially with respect to stockholdedividual tax situations. In selecting and
structuring investments appropriate for us, ouestient adviser will consider the investment amdtgectives of Ares Capital and our
stockholders as a whole, not the investment, tattoer objectives of any stockholder individually.

Our investment adviser's liability is limited under the investment management agreement, and we wildemnify our investment
adviser against certain liabilities, which may leadur investment adviser to act in a riskier mannemon our behalf than it would when
acting for its own account.

Our investment adviser has not assumedesponsibility to us other than to render the sawidescribed in the investment managemen
agreement, and it will not be responsible for actyoa of our board of directors in declining toléal our investment adviser's advice or
recommendations. Pursuant to the investment maregeagreement, our investment adviser and its niagagembers, officers and
employees will not be liable to us for their actsder the investment management agreement, abgkulk nvisfeasance, bad faith, gross
negligence or reckless disregard in the performantieeir duties. We have agreed to indemnify, ddfand protect our investment adviser
and its managing members, officers and employettssregpect to all damages, liabilities, costs armkases resulting from acts of our
investment adviser not arising out of willful miagance, bad faith, gross negligence or recklessgdisd in the performance of their duties
under the investment management agreement.
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These protections may lead our investment advisact in a riskier manner when acting on our bethah it would when acting for its own
account.

We may be obligated to pay our manager incentive agpensation even if we incur a loss.

Our investment adviser is entitled to itbencompensation for each fiscal quarter in an@amequal to a percentage of the excess ¢
investment income for that quarter (before dedggciiitentive compensation, net operating lossescartdin other items) above a threshold
return for that quarter. Our pre-incentive feeingestment income for incentive compensation pugp@xcludes realized and unrealized
capital losses that we may incur in the fiscal tpraeven if such capital losses result in a ngt lin our statement of operations for that
quarter. Thus, we may be required to pay our managentive compensation for a fiscal quarter eifé¢mere is a decline in the value of our
portfolio or we incur a net loss for that quarter.

Under the investment advisory and managéagmeement, we will defer cash payment of anyritige fee otherwise earned by our
investment adviser if, during the most recent folircalendar quarter period ending on or priottte date such payment is to be made, the
sum of (a) our aggregate distributions to our stoblters and (b) our change in net assets (defiad¢dtal assets less indebtedness) is less tha
8.0% of our net assets at the beginning of suclogeFhese calculations will be adjusted for angrehissuances or repurchases.

Changes in laws or regulations governing our operains, or changes in the interpretation thereof, andny failure by us to comply with
laws or regulations governing our operations may agersely affect our business.

We and our portfolio companies are sulj@cegulation by laws at the local, state and feldewels. These laws and regulations, as well
as their interpretation, may be changed from tiongénte.

Accordingly, any change in these laws gutations, or their interpretation, or any faillmgus to comply with these laws or regulations
may adversely affect our business. As discussedealbioere is a risk that certain investments thatrwend to treat as qualifying assets wil
determined to not be eligible for such treatmemty Auch determination would have a material adveffeet on our business.

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

We are prohibited under the 1940 Act framowingly participating in certain transactions withr affiliates without the prior approval
our independent directors. Any person that ownegctly or indirectly, 5% or more of our outstandwafing securities is our affiliate for
purposes of the 1940 Act and we are generally pitgul from buying or selling any security from orduch affiliate, absent the prior apprc
of our independent directors. The 1940 Act alsditits "joint" transactions with an affiliate, wiicould include investments in the same
portfolio company (whether at the same or diffeténes), without prior approval of our independdinectors. If a person acquires more than
25% of our voting securities, we are prohibitedrirbuying or selling any security from or to suchgos, or entering into joint transactions
with such person, absent the prior approval ofSbeurities and Exchange Commission.

We are a new company with a limited operating histy.

We were incorporated in April 2004, comptebur initial public offering in October 2004 anave a limited operating history. We are
subject to all of the business risks and unceitgrassociated with any new business, includingitethat we will not achieve our
investment objectives and that the value of ourroem stock could decline substantially.
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Our investment adviser and the members of its invésmient committee have limited experience managing BRDC.

The 1940 Act imposes numerous constrainthe operations of business development compafiesexample, business development
companies are required to invest at least 70%a@df thtal assets primarily in securities of privatehinly traded U.S. public companies, cash,
cash equivalents, U.S. government securities amer ditigh quality debt investments that mature ia pear or less. Our investment adviser
and the majority of the members of our senior mansnt only have limited experience managing or igiog management consultant
services to an operating company, such as maydoéreel of a BDC. Our investment adviser's and tieentmers of its investment committee's
lack of experience in managing a portfolio of assetder such constraints may hinder their abitittake advantage of attractive investment
opportunities and, as a result, achieve our investrabjectives.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

We do not own any real estate or other jghyproperties materially important to our opavatiOur headquarters are currently located at
280 Park Avenue, 2% Floor, Building East, New York, New York, where Vease office facilities (the "ARCC Office Spacefettly from
a third party. In addition, we have a subleaseagent with Ares Management LLC ("Ares Managemewntiereby Ares Management
subleases approximately 25% of the ARCC Office 8gaca fixed rent equal to 25% of the basic anmeld payable by us under our lease,
plus certain additional costs and expenses.

Item 3. Legal Proceedings
We are not subject to any pending legateeding, and no such proceedings are known to e rplated.
Item 4. Submission Of Matters To A Vote Of SecurityHolders

No matters were submitted to a vote ofldiolders through the solicitation of proxies oresthise during the fourth quarter of the fiscal
year ending December 31, 20!
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PART Il

Item 5. Market For Registrant's Common Equity, Relaed Stockholder Matters And Issuer Purchases Of Eqty Securities

PRICE RANGE OF COMMON STOCK

Our common stock is quoted on The NASDAQWal Select National Market under the symbol "ARO@e completed our initial
public offering on October 8, 2004 at the pricette public of $15.00 per share. Prior to such tlegee was no public market for our common
stock. Our common stock continues to trade in exxoéset asset value. There can be no assuranseyvhn that our shares will continue to
trade at a premium to our net asset value.

The following table sets forth the rangénigh and low closing sales prices per share otoutmon stock as reported on The NASDAQ
Global Select National Market and the dividenddated by us for each fiscal quarter since of oitrahpublic offering. The stock quotations
are interdealer quotations and do not include maskmarkdowns or commissions and may not necegsapfesent actual transactions.

Price Range
Cash Dividend
NAV(1) High Low Per Share(2)
Fiscal 2004
Fourth quarte $ 144 $ 19.7¢  $ 15.0C $ 0.3C
Fiscal 2005
First quartel $ 149¢ $ 1874 $ 1557 $ 0.3C
Second quarte $ 1497 $ 1814 $ 159 $ 0.32
Third quartel $ 15.0¢ $ 19.2F  $ 16.1¢ $ 0.3¢
Fourth quarte $ 15.0: $ 16.7: $ 15.0¢ $ 0.34
Fiscal 2006
First quartel $ 15.0: $ 1797 $ 16.2: $ 0.3¢
Second quarte $ 151C $ 17.5C $ 16.3¢ $ 0.3¢
Third quartel $ 15.0¢6 $ 1751 $ 1567 $ 0.4C
Fourth quarte $ 1517 $ 1931 $ 17.3¢ % 0.5((3)
Fiscal 2007
First quarter (through March 6, 20C $ *$ 2046 $ 1837 $ 0.41

1) Net asset value per share is determined as oa#telay in the relevant quarter and therefore nodyeilect the net asset value per
share on the date of the high and low closing gaiiess. The net asset values shown are basedtstanding shares at the end of each
period.

2 Represents the dividend declared in the specifiedter.

3 Includes an additional cash dividend of $0.10 peres.

* Net asset value has not yet been calculated feptiod

HOLDERS
As of March 6, 2007, there were 12 holdg#nsecord of our common stock (including Cede &)Co.
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We currently intend to distribute quartedlyidends to our stockholders. Our quarterly dévids, if any, will be determined by our board

of directors.

The following table summarizes our dividsmclared during 2005 and 2006:

DIVIDEND POLICY

Date Declared Record Date Payment Date Amount

February 23, 200 March 7, 200 April 15, 200¢ $ 0.3C
June 20, 200 June 30, 20C July 15,200 $ 0.3
September 6, 20C September 16, 20 September 30, 200 $ 0.34
December 12, 20C December 22, 20! January 16, 20( $ 0.34
Total declared for 200 $ 1.3C
February 28, 200 March 24, 200 April 14, 200¢ $ 0.3¢€
May 8, 200€ June 15, 20C June 30, 20C $ 0.3¢
August 9, 200¢ September 15, 20 September 29, 200 $ 0.4C
November 8, 200 December 15, 20! December 29, 20( $ 0.4C
November 8, 200 December 15, 20! December 29, 20( $ 0.1C
Total declared for 200 $ 1.64
|

Of the dividends declared during the yeatesl December 31, 2006, $1.47 comprised ordinagnie and $0.17 comprised long-term
capital gains. All of the dividends declared durthg year ended December 31, 2005 were comprisediofary income.

To maintain our RIC status, we must timdiktribute an amount equal to at least 90% of edinary income and realized net short-term
capital gains in excess of realized net long-teapital losses, if any, reduced by deductible expgnsut of the assets legally available for
distribution, for each year. To avoid certain egdisxes imposed on RICs, we are generally reqtireistribute during each calendar year an
amount at least equal to the sum of (1) 98% ofoedinary income for the calendar year, (2) 98%wf@apital gains in excess of capital
losses for the one-year period ending on Octobaf 3ie calendar year and (3) any ordinary incongeraet capital gains for preceding years
that were not distributed during such years. i tigiquirement is not met, we will be required tg panondeductible excise tax equal to 4% of
the amount by which 98% of the current year's thexatztome exceeds the distribution for the yeae fxable income on which an excise tax
is paid is generally carried forward and distrilolite stockholders in the next tax year. Dependimghe level of taxable income earned in a
tax year, we may choose to carry forward taxabdenme in excess of current year distributions ihtoriext tax year and pay a 4% excise tax
on such income, as required. Excise tax liabilitythe year ended December 31, 2006 was approXy$6€0,000 compared to
approximately $158,000 for December 31, 2005.

We cannot assure you that we will achi@saiits that will permit the payment of any casliritigtions and, if we incur indebtedness or
issue senior securities, we will be prohibited frovaking distributions if doing so causes us totfainaintain the asset coverage ratios
stipulated by the 1940 Act or if distributions &ireited by the terms of any of our borrowings.

We maintain an "opt out" dividend reinvestrplan for our common stockholders. As a refulie declare a dividend, then
stockholders' cash dividends will be automaticediyvested in additional shares of our common stanless they specifically "opt out" of 1
dividend reinvestment plan so as to receive cagletids.
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RECENT SALES OF UNREGISTERED SECURITIES

We did not sell any securities during tleeiqgd covered by this report that were not regestarnder the Securities Act.

ISSUER PURCHASES OF EQUITY SECURITIES

We did not repurchase any of our securdigsng any month within the year ended Decembef806.

COMPARISON OF CUMULATIVE TOTAL RETURN AMONG ARES CA PITAL
CORPORATION, S&P 500 AND S&P SPECIALIZED FINANCE IN DEX

$250
—&8— Ares Capital Corporation
—@— S&P 500 Index
§500 |- —dr— S&P Specialized Financeingeey ]

3180

B b o m o
SD 1 1
10/8/04 12/31/04 12/31/05 12/31/06
SOURCE: Standard & Poor's Institutional Market Servi
NOTES: Assumes $100 invested on 10/8/2004 (the date@d Eapital Corporation's initial public offerinig) Ares Capital
Corporation, in S&P 500 and in S&P Specialized Rowlndex All dividends are reinvested on a monbasgis
Oct04 Dec04 Dec05 Dec06
Ares Capital Corporatio 10C 132 11¢€ 152
S&P 500 10C 10¢ 114 132
S&P Specialized Finance Ind 10C 11¢€ 154 162

The graph and other information furnisheder this Part Il Item 5 (d) of this Form 10-K dhadt be deemed to be "soliciting material
or to be "filed" with the Commission or subjectRegulation 14A or 14C, or to the liabilities of #en 18 of the Exchange Act of 1934, as
amended.
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Item 6. Selected Consolidated Financial Dat

The following selected financial and otdata for the years ended December 31, 2006 anchidege31, 2005, and for the period from
June 23, 2004 (inception) through December 31, 2084lerived from our consolidated financial stagrts which have been audited by
KPMG LLP, an independent registered public accagntirm whose report thereon is included withirstAinnual Report. The data should be
read in conjunction with our consolidated finana&tements and notes thereto and "Managementsd3isn and Analysis of Financial
Condition and Results of Operations,” which arduided elsewhere in this Annual Report.

ARES CAPITAL CORPORATION AND SUBSIDIARIES
SELECTED FINANCIAL DATA
As of and For the Years Ended December 31, 2006 ame:cember 31, 2005 and As of and For the Period Jer23, 2004 (inception)
Through December 31, 2004

As of and For the

Period
June 23, 2004
As of and For the As of and For the (inception)
Year Ended Year Ended Through
December 31, 2006 December 31, 2005 December 31, 2004
Total Investment Incom $ 120,020,90 $ 41,850,47 $ 4,380,84
Net Realized and Unrealized Gain on Investm 13,063,71 14,727,27 475,39:
Total Expense (63,389,30) (14,726,67) (1,665,75)

Net Increase in Stockholders' Equity Resulting fi
Operations $ 69,695,32 $ 41,851,07 $ 3,190,48!
| | I
Per Share Dat:
Net Increase in Stockholder's Equity Resul
from Operations

Basic: $ 161 $ 1.7¢  $ 0.2¢
Diluted: $ 161 $ 1.7¢  $ 0.2¢
Cash Dividend Declare $ 164 $ 1.3C $ 0.3C
Total Asset: $ 1,347,990,95 $ 613,645,14 $ 220,455,61
Total Debt $ 482,000,00 $ 18,000,00 $ 55,500,00
Total Stockholders' Equit $ 789,433,40 $ 569,612,19 $ 159,708,30
Other Data
Number of Portfolio Companies at Period E 60 38 20
Principal Amount of Investments Purchasec $ 1,087,507,00 $ 504,299,00 $ 234,102,00
Principal Amount of Investments Sold and
Repayments(Z $ 430,021,000 $ 108,415,000 $ 52,272,00
Total Return Based on Market Value 29.12% (20.60% 31.5%%
Total Return Based on Net Asset Value 10.7°% 12.0/% (1.80%
Weighted Average Yield of Debt and Income
Producing Equity Securities(t 11.95% 11.25% 12.36%

(1)  The information presented for the period June BB4Xinception) through December 31, 2004 inclukie$0.8 million of the assets
purchased from Royal Bank of Canada and excludesiBlion of publicly traded fixed income secueii.

(2)  The information presented for the period June BB4Xinception) through December 31, 2004 excl&$e$ million of publicly trade
fixed income securities.

(3)  Total return based on market value for the yeaedrdecember 31, 2006 equals the increase of thagnthrket value at

December 31, 2006 of $19.11 per share over thengmdarket value at December 31, 2005 of $16.05pare plus the declared
dividends of $1.64 per share for the year endeceBéer 31, 2006. Total return based on market Valuthe year ended

31




December 31, 2005 equals the decrease of the endinget value at December 31, 2005 of $16.07 parestiver the ending market
value at December 31, 2004 of $19.43 per sharetipdudeclared dividends of $1.30 per share foy#ds ended December 31, 2005.
Total return based on market value for the perigte 23, 2004 (inception) through December 31, 2Gfifals the increase of the
ending market value at December 31, 2004 of $1Pet3hare over the offering price of $15.00 peresiptus the declared dividend of
$0.30 per share (includes return of capital of $qér share) for holders of record on DecembeRQ@4, divided by the offering pric
Total return based on market value is not annuglize

(4) Total return based on net asset value for the g:eded December 31, 2006 equals the change insett\adue during the period
(adjusted for share issuances) plus the declaxédedids of $1.64 per share for the year ended DeeeBi, 2006, divided by the
beginning net asset value. Total return based basset value for the year ended December 31, 2§0als the change in net asset
value during the period (adjusted for share issesnplus the declared dividends of $1.30 per stoarthe year ended December 31,
2005, divided by the beginning net asset valueallreturn based on net asset value for the petind 23, 2004 (inception) through
December 31, 2004 equals the change in net adsetdaring the period plus the declared dividen8@BO0 per share (includes return
of capital of $0.01 per share) for holders of relcon December 27, 2004, divided by the beginnirtgaaset value. Total return based
on net asset value is not annualized.

(5) Weighted average yield on debt and income produeindty securities is computed as (a) the annatédtinterest rate or yield earr
plus the net annual amortization of original isdiszount and market discount on accruing debt dibidy (b) total income producing
equity securities and debt at fair value.

Item 7. Management's Discussion And Analysis Of Fancial Condition And Results Of Operations

The information contained in this section shouldd@ed in conjunction with the Selected Financiatlather Data and our financial
statements and notes thereto appearing elsewhetaesiiinnual Report.

OVERVIEW

We are a specialty finance company thatdksed-end, non-diversified management investw@mipany incorporated in Maryland that
is regulated as a business development company thel&940 Act. We were founded on April 16, 2004 avere initially funded on June Z
2004 and on October 8, 2004 completed our initiddlis offering (the "IPO").

Our investment objective is to generatdlwnfrrent income and capital appreciation througiht énd equity investments. We invest
primarily in first and second lien senior loans #mug-term mezzanine debt, which in some casesintdtyde an equity component, and, to a
lesser extent, in equity investments in private.n@ldle market companies.

We are externally managed by Ares Capitahdjement, an affiliate of Ares Management LLCinglependent investment management
firm that manages investment funds. Ares Adminigira an affiliate of Ares Management, provides dlgieninistrative services necessary for
us to operate.

As a BDC, we are required to comply withtai® regulatory requirements. For instance, weegaly have to invest at least 70% of our
total assets in "qualifying assets," including sé@s of private U.S. companies, cash, cash edgring, U.S. government securities and high-
quality debt investments that mature in one yedess.

We have elected to be treated as a reglilatestment company, or a RIC, under Subchaptef tie Internal Revenue Code of 1986
amended. To qualify as a RIC, we must, among dttiegs, meet certain source-of-income and assetslfication requirements. Pursuant to
these elections, we generally will not have to pagporate-level taxes on any income that we disteitto our stockholders.
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CRITICAL ACCOUNTING POLICIES
Basis of Presentatiol

The accompanying consolidated financiakstents have been prepared on the accrual baaizofinting in conformity with accounti
principles generally accepted in the United Staasd, include the accounts of the Company and itlwbwned subsidiaries. The
consolidated financial statements reflect all atipests and reclassifications which, in the opiredbmanagement, are necessary for the fair
presentation of the results of the operations arah€ial condition for the periods presented. Adh#icant intercompany balances and
transactions have been eliminated.

Investments

Investment transactions are recorded ofr#lie date. Realized gains or losses are compigiad the specific identification method.
Investments for which market quotations are reaaligilable are valued at such market quotationbt Bed equity securities that are not
publicly traded or whose market price is not readilailable are valued at fair value as determinegbod faith by our board of directors
based on the input of our management and audit ¢tbe@amin addition, the board of directors currgméceives input from independent
valuation firms that have been engaged at thetireof the board to value each portfolio secuaityeast once during a trailing 12 month
period. The valuation process is conducted at tideoé each fiscal quarter, with approximately artgreof our portfolio companies without
market quotations subject to valuation by the irmhefent valuation firm each quarter. The types cfofis that the board may take into acce
in fair value pricing of our investments includs,relevant, the nature and realizable value ofcatlgteral, the portfolio company's ability to
make payments and its earnings and discountedficashthe markets in which the portfolio companyeddusiness, comparison to publicly
traded securities and other relevant factors.

When an external event such as a purchassstction, public offering or subsequent equitg sacurs, we use the pricing indicated by
the external event to corroborate our private gqeatuation. Because there is not a readily avielafarket value for most of the investments
in our portfolio, we value substantially all of gqoortfolio investments at fair value as determimedood faith by our board under a valuation
policy and a consistently applied valuation proc&sse to the inherent uncertainty of determining f&ir value of investments that do not
have a readily available market value, the faiugadf our investments may differ significantly frahe values that would have been used had
a ready market existed for such investments, aadlifferences could be material.

With respect to investments for which méaudgotations are not readily available, we undertaknulti-step valuation process each
quarter, as described below:

. Our quarterly valuation process begins with eaatfpla company or investment being initially vatliey the investment
professionals responsible for the portfolio invesitin

. Preliminary valuation conclusions are then documeaind discussed with our management.

. The audit committee of our board of directors rexiehese preliminary valuations as well as valuegtiwith respect to
approximately a quarter of our portfolio comparpespared by an independent valuation firm.

. The board of directors discusses valuations aretétes the fair value of each investment in outfplio in good faith based
on the input of our management and audit commétekthe independent valuation firms.
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Interest Income Recognitiol

Interest income, adjusted for amortizatdbpremium and accretion of discount, is recorde@mo accrual basis to the extent that such
amounts are expected to be collected. The Comgapyg accruing interest on its investments whes dsitermined that interest is no longer
collectible. If any cash is received after it igatenined that interest is no longer collectible, wil treat the cash as payment on the principal
balance until the entire principal balance has vepnid, before any interest income is recognipéscounts and premiums on securities
purchased are accreted/amortized over the lifaeféspective security using the effective yieldirod. The amortized cost of investments
represents the original cost adjusted for the éicecref discounts and amortizations of premium onds.

Payment in Kind Interes

The Company has loans in its portfolio tt@atain a payment-in-kind ("PIK") provision. ThéHnterest, computed at the contractual
rate specified in each loan agreement, is add#tktprincipal balance of the loan and recordechi&seést income. To maintain the Company's
status as a RIC, this na&sh source of income must be paid out to stockislish the form of dividends even though the Comgdaas not ye
collected the cash.

Capital Structuring Service Fees

The Company's Investment Adviser seeksdwige assistance to the portfolio companies imeation with the Company's investments
and in return the Company may receive fees fortabgiructuring services. These fees are normalig pt the closing of the investments, are
generally non-recurring and are recognized as gv@&hen earned upon closing of the investment.sEneices that the Company's
Investment Adviser provides vary by investment, dgeeterally consist of reviewing existing creditifidies, arranging bank financing,
arranging equity financing, structuring financimgri multiple lenders, structuring financing fromuéy investors, restructuring existing
loans, raising equity and debt capital, and praxgdieneral financial advice, which concludes udosing of the loan. The Company's
Investment Adviser may also take a seat on thedbofadirectors of a portfolio company, or observe meetings of the board of directors
without taking a formal seat. Any services of thewe nature subsequent to the closing would gdyeyaherate a separate fee payable to the
Company. In certain instances where the Compamyited to participate as a co-lender in a trarisacand in the event that the Company
does not provide significant services in connectidth the investment, a portion of loan fees paithe Company in such situations will be
deferred and amortized over the estimated lifdeflban.

Foreign Currency Translation

The Company's books and records are maeddan U.S. dollars. Any foreign currency amountstaanslated into U.S. dollars on the
following basis:

@ Market value of investment securities, other assetkliabilities—at the exchange rates prevailitha end of the day.

2 Purchases and sales of investment securities, meom expenses—at the rates of exchange prevaititige respective dates
of such transactions.

Although the net assets and the fair vahregpresented at the foreign exchange rates anthef the day, the Company does not isolate
the portion of the results of the operations r@sglfrom changes in foreign exchange rates on invessts from the fluctuations arising from
changes in fair value of investments. Such fluétwmestare included with the net realized and unzedligains or losses from investments.
Foreign security and currency translations may lwevgertain considerations and risks not typicakbgociated with investing in U.S.
companies and U.S. Government securities. These
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risks include but are not limited to revaluatiorcafrencies and future adverse political and ecanaevelopments which could cause
investments in their markets to be less liquid prides more volatile than those of comparable dagpanies.

Federal Income Taxes

The Company has qualified and elected atehds to continue to qualify for the tax treatmagoplicable to regulated investment
companies under Subchapter M of the Code and, amthieg things, has made and intends to continmeatke the requisite distributions to
stockholders which will relieve the Company frondEral income taxes. In order to qualify as a Riipag other factors, the Company is
required to timely distribute to its stockholdetdemst 90% of investment company taxable incoraelgdined by the Code, for each year.

In accordance with U.S. generally accepiazbunting principles, book and tax basis diffeesnelating to stockholder distributions and
other permanent book and tax differences are r&iled between, distributions less than (in exadyset investment income, accumulated
net realized gain on sale of investments and dapitxcess of par. In addition, the charactemgbime and gains to be distributed is
determined in accordance with income tax regulatibiat may differ from accounting principles getigraccepted in the United States of
America, as highlighted in Note 6 to our consokdktinancial statements.

Certain of our wholly owned subsidiaries aubject to Federal and state income taxes.
Dividends

Dividends and distributions to common stuzlkiers are recorded on the record date. The antolr& paid out as a dividend is
determined by the board of directors each quartéri@generally based upon the earnings estimat@ddmagement. Net realized capital
gains, if any, are generally distributed at leastumlly, although we may decide to retain suchtehpgains for re-investment.

We have adopted a dividend reinvestment filat provides for reinvestment of our distribn8an behalf of our stockholders, unless a
stockholder elects to receive cash. As a resuitlifboard of directors authorizes, and we declagsh dividend, then our stockholders who
have not "opted out" of our dividend reinvestmdanpwill have their cash dividends automaticalljnvested in additional shares of our
common stock, rather than receiving the cash dindde

Use of Estimates in the Preparation of Financial&@éments

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfizitthe reported amounts of actual and contingssets and liabilities at the date of
financial statements and the reported amountsooihie or loss and expenses during the reportingghefictual results could differ from
those estimates. Significant estimates includesétheation of investments.

Fair Value of Financial Instruments

The carrying value of the Company's finahristruments approximate fair value. The carryiafyie of interest and open trade
receivables, accounts payable and accrued exparsse®ll as the credit facility payable approxintfaie value due to their short maturity.

PORTFOLIO AND INVESTMENT ACTIVITY

For the year ended December 31, 2006, suet54 new commitments in an aggregate amourit. dftsfllion ($812.5 million to new
portfolio companies and $297.5 million to existpgrtfolio companies). During the year ended Decer3tie 2006, we funded $1.0 billion of
such commitments
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($736.1 million to new portfolio companies and $29&illion to existing portfolio companies). In atddn, as of December 31, 2006, we had
remaining contractual obligations for $35.7 milliaith respect to the $59.3 million of commitmergsued and not funded during the year
ended December 31, 2006. The weighted averagegfieldbt and income producing equity securitieglhin connection with such
investments was approximately 12.14%. When we teféne "weighted average yield" in this report, @a@npute it with respect to particular
securities by taking the (a) annual stated intaegstor yield earned plus the net annual amoitizaif original issue discount and market
discount earned on accruing debt included in sachrities, and dividing it by (b) total income pusthg securities and debt at fair value
included in such securities.

For the year ended December 31, 2006, tmepany purchased (a) $726.4 million aggregate jpah@mount of senior term debt,
(b) $249.4 million aggregate principal amount afiee subordinated debt, (c) $110.8 million of intresnts in equity securities and
(d) $855,000 of investments in collateralized dattgations.

During the same period, (1) $175.4 millagregate principal amount of senior term debt$82).2 million aggregate principal amount
of senior subordinated debt and (3) $9.0 milliomnekstments in collateralized debt obligationseverdeemed. Additionally, we sold
(A) $80.0 million aggregate principal amount of iseterm debt, (B) $17.0 million aggregate prindipemount of senior subordinated debt
(C) $65.6 million of investments in equity seca#i

For the year ended December 31, 2005, suei31 new commitments in an aggregate amouri2.$ million ($464.9 million to new
portfolio companies and $64.0 million to existingrifolio companies). During the year ended Decen®igi2005, we funded $504.3 million
of such commitments ($440.3 million to new portfatiompanies and $64.0 million to existing portfammpanies). The weighted average
yield of debt and income producing equity secwsifiended in connection with such investments wasapmately 10.50%

For the year ended December 31, 2005, ¢mepany purchased (a) $339.3 million aggregate ah@amount of senior term debt,
(b) $76.6 million aggregate principal amount ofisesubordinated debt, (c) $61.4 million of invesmts in equity securities,
(d) $18.0 million aggregate principal amount ofisemotes and (e) $9.0 million of investments iflateralized debt obligations.

During the same period, (1) $38.4 milligygeegate principal amount of senior term debt &&27.2 million aggregate principal
amount of senior subordinated debt were redeemaditidnally, (A) $25.0 million aggregate principaiount of senior term debt,
(B) $14.0 million aggregate principal amount ofisemotes and (C) $3.5 million of investments iruig securities were sold. As of
December 31, 2005, the Company held investmer88 jmortfolio companies.

The Investment Adviser employs an investnnating system to categorize our investmentsdititaon to various risk management and
monitoring tools, we grade all loans on a scalé tf 4 no less frequently than quarterly. Thiseysts intended to reflect the performance of
the borrower's business, the collateral coveragheofoans and other factors considered relevamdetthis system, loans with a grade of 4
involve the least amount of risk in our portfolithe borrower is performing above expectations &edrends and risk factors are generally
favorable. Loans graded 3 involve a level of risittis similar to the risk at the time of origirtati The borrower is performing as expected
and the risk factors are neutral to favorable.n®&llv loans are initially graded 3. Loans gradedv@lire a borrower performing below
expectations and indicates that the loan's riskri@eased materially since origination. The bomrows generally out of compliance with debt
covenants, however, loan payments are generalljnoot than 120 days past due. For loans gradeé Hyatease procedures to monitor the
borrower. A loan grade of 1 indicates that the &war is performing materially below expectations #éimat the loan risk has substantially
increased since origination. Most or all of thetdmdvenants are out of compliance and paymentsurstantially delinquent. Loans graded 1
are not anticipated to be repaid in full. As of Bexber 31, 2006, the
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weighted average investment grade of the debtiiporifolio was 3.0. The weighted average investngeade of the debt in our portfolio as
of December 31, 2005 was 3.1. The distributiorhefdgrades of our portfolio companies as of DecerBlhe2006 and December 31, 2005 is
as follows:

December 31, 2006 December 31, 2005

Number of Number of

Fair Value Companies Fair Value Companies
Grade 1 $ 504,20t 1 $ — —
Grade z 14,206,41 1 29,789,13 2
Grade & 1,189,399,64 56 463,428,66 32
Grade 4 31,711,56 2 92,750,57 4
$ 1,235,821,83 60 $ 585,968,37 38

As of December 31, 2006, the weighted ayesaeld of the debt and income producing equitusiges in our portfolio was
approximately 11.95%. As of December 31, 2006 weighted average yield on our entire portfolasvi0.79%. The weighted average
yield on our senior term debt, senior subordinalelok and income producing equity securities waS2b, 13.16% and 10.00%, respectivt
Of the senior term debt, the weighted average yathibutable to first lien senior term debt anda® lien senior term debt was 11.22% and
11.94%, respectively.

As of December 31, 2005, the weighted ayesaeld of the debt and income producing equitusiéies in our portfolio was
approximately 11.25%. As of December 31, 20086 weighted average yield on our entire portfolassvi0.88%. The weighted average
yield on our senior term debt, senior subordinalelok and income producing equity securities waSe6P@, 14.71% and 8.82%, respective
Of the senior term debt, the weighted average a#tibutable to first lien senior term debt andas®l lien senior term debt was 9.38% and
11.49%, respectively.

RESULTS OF OPERATIONS
For the years ended December 31, 2006 and Decer8theP005

Operating results for the years ended Déesi81, 2006 and December 31, 2005 are as follows:

For the Year Ended December 31,

2006 2005
Total Investment Incom $ 120,020,900 $ 41,850,47
Total Expense 58,458,01 14,568,67
Net Investment Income Before Income Ta 61,562,89 27,281,80
Income Tax Expense, Including Excise 7 4,931,28! 158,00(

Net Investment Incom 56,631,60 27,123,80
Net Realized Gain 27,616,43 10,341,71
Net Unrealized Gains (Losse (14,552,71) 4,385,56.

Net Increase in Stockholders' Equity Resulting F
Operations $ 69,695,32 $ 41,851,07
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Investment Income

For the year ended December 31, 2006, itotakstment income increased $78.2 million, or 18@%er the year ended December 31,
2005. Interest income from investments increasdd4s@illion, or 190%, to $98.3 million for the yeanded December 31, 2006 from
$34.0 million for the comparable period in 2005eThcrease in interest income from investments prissarily due to the increase in the size
of the portfolio. The average investments, atvaiue, for the year increased from $323.2 millionthe year ended December 31, 2005 to
$871.0 million in the comparable period in 2006.t@F approximately $64.4 million in interest incofnem investments, non-cash PIK
interest income was $6.3 million. Capital struatgrservice fees increased $10.8 million, or 20&%416.0 million for the year ended
December 31, 2006 from $5.2 million for the compéegperiod in 2005. The increase in capital stmictuservice fees was primarily due to
the increased number of originations. The numb@&oaimitments increased from 31 during the year @mcember 31, 2005 to 54 during
the comparable period in 2006.

Operating Expenses

For the year ended December 31, 2006, ¢sfanses increased $43.9 million, or 301%, ovey#ar ended December 31, 2005. Base
management fees increased $8.5 million, or 165%186 million for the year ended December 31, 2066 $5.1 million for the
comparable period in 2005, primarily due to theéase in the size of the portfolio. Incentive fesdated to pre-incentive fee net investment
income increased $12.8 million, or 399%, to $16illion for the year ended December 31, 2006 fron23$8illion for the comparable period
in 2005, primarily due to the increase in the sizthe portfolio and the related increase in ngegiment income. Incentive fees related to
realized gains increased $2.5 million, or 252%$3at million for the year ended December 31, 2066f$979,000 for the comparable per
in 2005, primarily due to lower net realized gaamsl higher gross unrealized depreciation recogrdeeihg the year ended December 31,
2006 as compared to the year ended December 31, R@drealized gains increased from $10.3 millioning the year ended December 31,
2005 to $27.6 million during the year ended Decen3ig 2006. Gross unrealized depreciation increfreed $6.8 million during the year
ended December 31, 2005 to $8.9 million duringyts&r ended December 31, 2006. Interest expenseradd facility fees increased
$17.1 million, or 1,175%, to $18.6 million for tiyear ended December 31, 2006 from $1.5 milliortiercomparable period in 2005,
primarily due to the significant increase in therbwings outstanding. The average outstanding Bongs during the year ended
December 31, 2005 was $17.9 million compared toaaeoutstanding borrowings of $262.4 million floe tomparable period in 2006. The
increase in interest expense and credit faciligsf@as also due to an increase in the amortizafidebt issuance costs, which was
$1.8 million for the year ended December 31, 20@@mared to $465,000 for the comparable period 052The increase in the amortization
of debt issuance costs was primarily due to aduilidebt issuance costs capitalized during theo2005 as a result of entering into the
Revolving Credit Facility and increasing the bormogvcapacity of the CP Funding Facility, and alse tb additional debt issuance costs
capitalized during the year ended December 31, 28ldaged to the Debt Securitization.

Income Tax Expense, Including Excise Tax

The Company has qualified and elected atehds to continue to qualify and elect for thettaatment applicable to regulated
investment companies under Subchapter M of theraté&kevenue Code of 1986 (the "Code"), as amerat®at],among other things, has
made and intends to continue to make the requdistabutions to its stockholders which will relethe Company from Federal income ta:

Depending on the level of taxable incommed in a tax year, we may choose to carry forviaxeble income in excess of current year
dividend distributions into the next tax year ay p 4%
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excise tax on such income, as required. To thene#tat the Company determines that its estimateot year annual taxable income will
in excess of estimated current year dividend dhstibns, the Company accrues excise tax, if anygstimated excess taxable income as
taxable income is earned. For the years ended Oemedd, 2006 and December 31, 2005 provisions fcaqmately $570,000 and
$158,000, respectively, were recorded for Feder@ike tax.

Certain of our wholly owned subsidiaries aubject to Federal and state income taxes. Egraair ended December 31, 2006, we
recorded a tax provision of approximately $4.4 imnillfor these subsidiaries. There was no provisgmorded for the year ended
December 31, 2005.

Net Realized Gains/Losses

During the year ended December 31, 20@6Cthmpany had $457.7 million of sales and repaysnesulting in $27.6 million of net
realized gains. Net realized gains were comprigeék2®.7 million of gross realized gains and $100,00gross realized losses. The most
significant realized gains during the year endedddaber 31, 2006 were as a result of the salesegrayments of the investments in CICQ,
LP ("CICQ"), United Site Services, Inc. and GCABees Group, Inc. of $18.6 million, $4.5 million&#&1.0 million, respectively. During t
year ended December 31, 2005, the Company had&tiiion of sales and repayments resulting in $I@illion of net realized gains. N
realized gains were comprised of $10.5 million fs$ realized gains and $145,000 of gross realozess. The most significant realized
gains during the period were as a result of thessal the investments in Reef Holdings, Inc. ("Redsselte, Inc. ("Esselte") and Billing
Concepts, Inc. ("BCI") of $4.8 million, $2.4 millioand $1.8 million, respectively.

Net Unrealized Gains/Losses on Investments

For the year ended December 31, 2006, tepany's investments had a decrease in net urgda&ins/losses of $14.6 million, which
was comprised of $9.2 million in unrealized appséon, $8.9 million in unrealized depreciation &1id.9 million relating to the reversal of
prior period net unrealized appreciation. The nsagtificant changes in net unrealized appreciatiere the unrealized appreciation for the
investment in CICQ of $4.0 million, the unrealizagbreciation for the investment in Universal Tramrporation ("Universal") of
$3.4 million and the unrealized appreciation fa thvestment in Varel Holdings, Inc. of $1.0 mitlicoffset by the unrealized depreciation of
$6.5 million for the investment in Berkline/BenchftrHoldings LLC ("Berkline") and unrealized depiaon of $2.4 million for the
investment in Making Memories Wholesale, Inc. Taeersal of the prior period net unrealized apptariavas primarily due to the reversal
of the appreciation of $13.3 million for the invesnt in CICQ.

For the year ended December 31, 2005, thepg@ny's investments had an increase in net upegladjains/losses of $4.4 million, which
was comprised of $15.5 million in unrealized apfatéan, $6.8 million in unrealized depreciation &%l 3 million relating to the reversal of
prior period unrealized net appreciation. The nsigatificant changes in net unrealized appreciatiere unrealized appreciation of
$9.3 million for the investment in CICQ and $4.8lion for the investment in Reef, offset by the emlized depreciation in Berkline of
$1.8 million and Universal of $3.4 million. The ergal of the prior period net unrealized appreeoratias primarily due to the reversal of the
appreciation of $4.8 million for the investmentReef which was realized during 2005.

Net Increase in Stockholders' Equity Resulting FromOperations

Net increase in stockholders' equity résglfrom operations for the year ended DecembePBQ6 was $69.7 million. Based on the
weighted average shares outstanding during thegyeled December 31, 2006, our net increase infstbadrs' equity resulting from
operations per common share was $1.61.
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Net increase in stockholders' equity résglfrom operations for the year ended DecembeB8@5 was $41.9 million. Based on the
weighted average shares outstanding during thegyaed December 31, 2005, our net increase infstdadrs' equity resulting from
operations per common share was $1.78.

For the year ended December 31, 2005 and the pefioch June 23, 2004 (inception) through December, 2D04

Set forth below is a comparison of our fssof operations for the year ended December B@52nd the period from June 23, 2004
(inception) through December 31, 2004. We wererpa@ted on April 16, 2004, initially funded on &u23, 2004 and commenced operat
in October 2004. Therefore, there is no prior mkrdgth which to compare the results of operatiardtiie period from June 23, 2004
(inception) through December 31, 2004.

Operating results for the year ended Deezrh, 2005 and the period from June 23, 2004 (ithae) through December 31, 2004 are as
follows:

For the Period from
June 23, 2004

For the Year Ended (inception) Through

December 31, 2005 December 31, 2004
Total Investment Incom $ 41,850,47 $ 4,380,884
Total Expense 14,568,67 1,665,75.
Net Investment Income Before Income Ta 27,281,80 2,715,09!
Income Tax Expense, Including Excise 7 158,00( —
Net Investment Incom 27,123,80 2,715,09!
Net Realized Gain 10,341,71 244,44¢
Net Unrealized Gain 4,385,56:. 230,94°

Net Increase in Stockholders' Equity Resul
From Operation $ 41,851,07 $ 3,190,48:

| |
Investment Income

Investment income for the year ended Deeerth, 2005 was approximately $41.9 million compareapproximately $4.4 million for
the period from June 23, 2004 (inception) througit&mber 31, 2004. The increase was primarily fioernuse of the proceeds from the
additional common stock offerings completed in 26®%und additional investments, and as a resudt fofll year of operations for the year
ended December 31, 2005 as compared to our lirajtedations during the prior period. For the yeateshDecember 31, 2005 investment
income consisted of approximately $34.0 millionriterest income from investments, $1.5 millionnterest income from cash and cash
equivalents, $745,000 in dividend income, $5.2imilin capital structuring service fees from thesohg of newly originated loans, and
$447,000 in facility fees and other income. Of éipproximately $34.0 million in interest income framvestments, non-cash PIK interest
income was $3.1 million. For the period from JuBe 2004 (inception) through December 31, 2004 itnaeat income consisted of
approximately $3.6 million in interest income franvestments, $39,000 in interest income from cashaash equivalents, $191,000 in
dividend income, $542,000 in capital structuringvsee fees from the closing of newly originatedrisaand $34,000 in facility fees and other
income. Of the approximately $3.6 million in interéncome from investments, non-cash PIK intemesbine was $509,000.
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Operating Expenses

Total operating expenses for the year efisgember 31, 2005 were approximately $14.7 miliompared to approximately
$1.7 million for the period from June 23, 2004 @ption) through December 31, 2004.

For the year ended December 31, 2005, tpgrexpenses consisted of approximately $5.1 omilin base management fees,
$3.2 million in incentive management fees relatedre-incentive fee net investment income and $8X®in incentive management fees
related to realized capital gains compared to apmrately $472,000 in base management fees, $600@@entive management fees related
to pre-incentive fee net investment income and®3B®%jn incentive management fees related to rehtizgital gains for the period from
June 23, 2004 (inception) through December 31, 20hd increase in base management fees and ineenimagement fees related to pre-
incentive fee net investment income reflects tigaificantly increased size of our portfolio duritige year ended December 31, 2005 as a
result of the add-on offerings completed in 2001 also reflects a full year of operations for yiear ended December 31, 2005 as compared
to our limited operations during the prior peridthe increase in incentive management fees relatezhtized capital gains was a result of the
sales and paydowns of several investments duringehr ended December 31, 2005. Additionally, baseagement fees and incentive
management fees were only payable beginning onb@c® 2004 (the date of the IPO and the commenteaisubstantial investment
operations).

For the year ended December 31, 2005, opdating expenses also consisted of $888,008riergl and administrative expenses,
$1.4 million in professional fees, $310,000 foredior fees, $631,000 in insurance expenses, $llidnmn interest expense and facility fees,
$154,000 in interest payable to the investmentsatty 465,000 in amortization of debt issuance, &3it1,000 in other expense and $158
in excise tax related to excess taxable incomeethforward into 2006. For the period from June 2ZK)4 (inception) through December 31,
2004 total expenses consisted of $136,000 in geapdsadministrative expenses, $336,000 in pradessifees, $120,000 for director fees,
$162,000 in insurance expenses, $96,000 in intergsnse and facility fees, $41,000 in amortizatibdebt issuance cost, $8,000 in other
expense, and a one-time charge of $199,000 in mational expenses. The increases are primarigsaltr of the larger size of our portfolio
and also reflect a full year of operations for ylear ended December 31, 2005 as compared to tregaiod.

Net Realized Gains/Losses

During the year ended December 31, 20@5Cihmpany had $118.8 million of sales and repaysnesulting in $10.3 million of net
realized gains compared to the period from Jun€@34 (inception) through December 31, 2004 whiett $53.5 million of sales and
repayments resulting in $244,000 of net realizadggd he increase in net realized gains was prignamesult of the sales and paydowns of
several investments during the year ended DeceB81het005.

Net Unrealized Gains/Losses on Investments

During the year ended December 31, 20@5Cihmpany's investments had an increase in netlimed gains/losses on investments of
$4.4 million as compared to $231,000 for the peffodh June 23, 2004 (inception) through Decembe2804. The increase in net unreali
gains/losses on investments was primarily a resuhlie appreciation of one investment offset bydbpreciation of several other investments
during the year ended December 31, 2005.

Net Increase in Stockholders' Equity Resulting FromOperations

Net increase in stockholders' equity résglfrom operations for the year ended DecembeRB8@5 was approximately $41.9 million
compared to $3.2 million for the period from Jui®e 2004 (inception) through December 31, 2004. @trincrease in stockholders' equity
resulting from
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operations per common share for the year endedrleere31, 2005 was $1.78 compared to $0.29 for ¢hieg from June 23, 2004
(inception) through December 31, 2004.

FINANCIAL CONDITION, LIQUIDITY, AND CAPITAL RESOURC ES

Since the Company's inception, the Comsdiqiidity and capital resources have been gee@natimarily from the net proceeds of its
initial public offering and subsequent add-on pulbliferings of common stock, the Debt Securitizaijas defined below), advances from the
CP Funding Facility and the Revolving Credit Fagjlas well as cash flows from operations. We neztiapproximately $156.4 million in
proceeds net of underwriting and offering costs @i&2.5 million in underwriting costs originalpaid by the Investment Adviser and
subsequently reimbursed by the Company in 200@&) fsar October 8, 2004 initial public offering, appimately $183.9 million in proceeds
net of underwriting and offering costs from our Eta23, 2005 add-on public offering, $213.5 milliorproceeds net of underwriting and
offering costs from our October 18, 2005 add-onlipudffering, $162.0 million in proceeds net of wmdriting and offering costs from our
July 18, 2006 add-on public offering and $57.3 imnillin proceeds net of underwriting and offeringtsdrom our December 19, 2006 add-on
public offering (the "December Add-on Offering"hé¢iuding proceeds received after December 31, 28@6result of the underwriter
exercising its over-allotment option). As of DecanB1, 2006, total market capitalization for thex@any was $994.4 million compared to
$609.2 million as of December 31, 2005.

On July 7, 2006, through ARCC CLO, we coatgdl a $400.0 million debt securitization whererapinately $314.0 million principal
amount of asset-backed notes (including $50.0anilievolving notes, of which $40.0 million have heen drawn down as of December 31,
2006) were issued to third parties and securedpdnohof middle market loans that have been pumthas originated by the Company. We
retained approximately $86.0 million of certain BBBd non-rated securities in the debt securitinafldve blended pricing of the CLO Notes,
excluding fees, is approximately 3-month LIBOR pB4sbasis points. The Debt Securitization is arbalance-sheet financing for the
Company. As of December 31, 2006, $274.0 millionutstanding notes was outstanding under the Detir8ization (not including the
Retained Notes). The CLO Notes mature on Decenbe2®19.

A portion of the proceeds from our publftedngs and the Debt Securitization were usecefay outstanding indebtedness under the CF
Funding Facility and the Revolving Credit Facilifhe remaining unused portion of the proceeds foompublic offerings was used to fund
investments in portfolio companies in accordandd wur investment objectives and strategies.

The weighted average interest rate andhtethaverage maturity of all our outstanding boings as of December 31, 2006 were 6.06%
and 9.0 years, respectively. As of December 316200 December 31, 2005, the fair value of investmand cash and cash equivalents, anc
the outstanding borrowings under the Debt Secatitim, CP Funding Facility and the Revolving Crdditility were as follows:

December 31, 2006 December 31, 2005

Cash and cash equivalel $ 91,538,87 $ 16,613,33
Senior term dek 791,677,72 338,467,06
Senior note! 10,000,00 10,000,00
Senior subordinated de 299,877,75 130,042,69
Collateralized debt obligatior — 17,386,56
Equity securitie: 134,266,35 90,072,05
Total $ 1,327,360,71 $ 602,581,70
I I

Outstanding borrowing $ 482,000,00 $ 18,000,00
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As of December 31, 2006, the available amhfar borrowing under the CP Funding Facility vi&50.0 million (see Note 7 to the
consolidated financial statements for more defaihe CP Funding Facility arrangement). As of Deben1, 2006, there was $15.0 million
outstanding under the CP Funding Facility. The @Rding Facility expires on October 31, 2007 unkedgnded prior to such date with the
consent of the lenders. As of December 31, 20@6attailable amount for borrowing under the Revay@redit Facility was $250 million
(see Note 8 to the consolidated financial statesfemtmore detail of the Revolving Credit Facilagrangement). As of December 31, 2006,
there was $193.0 million outstanding under the Rewg Credit Facility. The Revolving Credit Facjliexpires on December 28, 2010.

For the year ended December 31, 2006, gedrdal assets was $944.5 million. The ratio tdltdebt outstanding to stockholders' equity
as of December 31, 2006 was 0.61:1.00 compared®®1000 as of December 31, 2005.

A summary of our contractual payment olilmzs as of December 31, 2006 are as follows:

Payments Due by Period

Less than After
Total 1 year 1-3 years 4-5 years 5 years
CP Funding Facility payab $ 15,000,00 $ 15,000,00 — — —
Revolving Credit Facility payabl $ 193,000,00 — — $ 193,000,00 —
CLO Notes $ 274,000,00 — — — 3 274,000,00
Total Debt $ 482,000,000 $ 15,000,00 — % 193,000,00 $ 274,000,00

OFF BALANCE SHEET ARRANGEMENTS

As of December 31, 2006, the Company haxinsitted to make a total of approximately $79.0 imillof investments in various
revolving senior secured loans. As of Decembe806, $45.2 million was unfunded. Included witHie $79.0 million commitment in
revolving secured loans is a commitment to issu§8.7 million in standby letters of credit thghua financial intermediary on behalf of
certain portfolio companies. Under these arrangésnéime Company would be required to make paynterttsrd-party beneficiaries if the
portfolio companies were to default on their religpayment obligations. As of December 31, 2006 Gbmpany had $2.8 million in standby
letters of credit issued and outstanding on betdfdlie portfolio companies, of which no amountsevercorded as a liability. Of these letters
of credit, $2.3 million expire on September 30, 2@dd $500,000 expire on July 31, 2007. Theserettiecredit may be extended under
substantially similar terms for additional one-y&ams at the Company's option until the revohing of credit, under which the letters of
credit were issued, matures on September 30, 2011.

As of December 31, 2006, the Company wasestito a subscription agreement to fund up taGtlllion of equity commitments in a
private equity investment partnership. As of Decen®i, 2006, $225,000 was funded to this partnershi

As of December 31, 2005, the Company haxinsitted to make a total of approximately $43.0 imillof investments in various
revolving senior secured loans. As of Decembe2B05, $28.8 million was unfunded. Included witHie $43.0 million commitment in
revolving secured loans is a commitment to issutou8.2 million in standby letters of credit thghua financial intermediary on behalf of a
portfolio company. Under these arrangements, thegamy would be required to make payments to thindypbeneficiaries if the portfolio
company was to default on its related payment alibgs. As of December 31, 2005, the Company ha2li$flion in standby letters of cre:
issued and outstanding on behalf of the portfatimpany, of which no amounts were recorded as difiab
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RECENT DEVELOPMENTS

On January 8, 2007, the underwriter exettits over-allotment option of 409,500 sharesamfimon stock granted in the December Add-
on Offering at $18.50 per share less an underwrifiscount and commissions totaling $0.19 per sHatal proceeds received from the sale
of common stock pursuant to the over-allotmentasptnet of the underwriter's discount and offegogts, were approximately $7.5 million.

On February 9, 2007, we completed a pudadit-on offering (the "February Add-on Offering") h882,078 shares of common stock
(including the underwriter's over-allotment optimil80,271 shares) at $19.95 per share, less arwriting discount and commissions
totaling $0.25 per share. Total proceeds receiv@u the February Add-on Offering, net of the und&ew's discount and offering costs, were
approximately $27.0 million.

On March 1, 2007, in accordance with thectadion” feature of the Revolving Credit Facilitye increased the aggregate principal
amount of the Revolving Credit Facility by $100.0lion to a total of $350.0 million.

ltem 7A. Quantitative And Qualitative Disclosures Aout Market Risk
We are subject to financial market riskgJuding changes in interest rates and the valositid our investment portfolio.
Interest Rate Risl

As of December 31, 2006, approximately 4if%he investments at fair value in our portfoliens at fixed rates while approximately
50% were at variable rates. In addition, the Féediand the CLO Notes are variable rate debt.

To illustrate the potential impact of chaagn interest rates, we have performed the follgvainalysis based on our December 31, 2006
balance sheet and assuming no changes in ourineesand borrowing structure. Under this analysi00 basis point, or 1%, increase in
various base rates would result in an increasetarest income of approximately $7,959,000 ancharease in interest expense of $4,820,000
over the next 12 months. A 100 basis point decrzaee various base rates would result in a deer@ainterest income of approximately
$7,959,000 and a decrease in interest expense&=2h800 over the next 12 months.

On January 7, 2005, we entered into aessitollar agreement in order to manage the expéswhanging interest rates related to the
Company's fixed rate investments. The costlesarcalireement was for a notional amount of $20 omjlhas a cap of 6.5%, a floor of 2.72%
and matures in 2008. The costless collar agreeatlents us to receive an interest payment when thwBth LIBOR exceeds 6.5% and
obligates us to pay an interest payment when tmeBth LIBOR is less than 2.72%. The costless co#laets quarterly based on the 3-month
LIBOR. As of December 31, 2006, the 3-month LIBORsvb.36%. As of December 31, 2006, these derivatiae no fair value.

While hedging activities may mitigate oupesure to adverse fluctuations in interest rategain hedging transactions that we may ¢
into in the future, such as interest rate swapeagemts, may also limit our ability to participatetihe benefits of lower interest rates with
respect to our portfolio investments.

Portfolio Valuation

Investments for which market quotationsragedily available are valued at such market qigstat Debt and equity securities that are not
publicly traded or whose market price is not readilailable are valued at fair value as determinegbod faith by our board of directors
based on the
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input of our management and audit committee. Iritanfg the board of directors currently receiveglinfrom independent valuation firms t
have been engaged at the direction of the boavdlt® each portfolio security at least once dudrtpiling 12 month period. The valuation
process is conducted at the end of each fiscatepiavith approximately a quarter of our portfatiompanies subject to valuation by the
independent valuation firm each quarter. The tygfdactors that the board may take into accourfinvalue pricing of our investments
include, as relevant, the nature and realizableevaf any collateral, the portfolio company's apito make payments and its earnings and
discounted cash flow, the markets in which thefpbot company does business, comparison to publielgled securities and other relevant
factors.

When an external event such as a purchassstction, public offering or subsequent equitg sacurs, we use the pricing indicated by
the external event to corroborate our private gqeatuation. Because there is not a readily avielafarket value for most of the investments
in our portfolio, we value substantially all of gqoortfolio investments at fair value as determiiredood faith by our board under a valuation
policy and a consistently applied valuation proc&sse to the inherent uncertainty of determining f&ir value of investments that do not
have a readily available market value, the faiugadf our investments may differ significantly frahe values that would have been used had
a ready market existed for such investments, aadlifferences could be material.

In addition, changes in the market envirentrand other events that may occur over the fith@investments may cause the gains or
losses ultimately realized on these investmenketdifferent than the valuations currently assigned

With respect to investments for which méaudgotations are not readily available, we undertaknulti-step valuation process each
quarter, as described below:

. Our quarterly valuation process begins with eaatfglad company or investment being initially vatliey the investment
professionals responsible for the portfolio invesitin

. Preliminary valuation conclusions are then documémaind discussed with our management.

. The audit committee of our board of directors resi¢hese preliminary valuations as well as valuetiwith respect to
approximately a quarter of our portfolio comparpespared by an independent valuation firm.

. The board of directors discusses valuations areriates the fair value of each investment in outfplio in good faith based
on the input of our management and audit commétekthe independent valuation firms.

Item 8. Financial Statements And Supplementary Data
See the Index to Consolidated Financiale®tants on page F-1.

Item 9. Changes In And Disagreements With Accountas On Accounting And Financial Disclosure
None.

Item 9A. Controls And Procedures

(a) Evaluation of Disclosure Controls and Procedure¥he Company's management, with the participaifdhe Company's Presid
and Chief Financial Officer, has evaluated thecatifeness of the Company's disclosure controlspradedures (as defined in Rules 13a-15
(e) and 15d-15(e) of the Securities Exchange Adi934) as of the end of the period covered byrdp®rt. Based upon such evaluation, the
Company's President and Chief Financial Officerchathed that our disclosure controls and procedwas effective, as of December 31,
2006, to provide assurance that information thatdgiired to be disclosed by the Company in thentspihat it files or submits under the
Exchange Act
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of 1934 is recorded, processed, summarized, arutegh within the time periods specified by the B#ies and Exchange Commission's r
and forms. Disclosure controls and proceduresydelithout limitation, controls and proceduresigiesd to ensure that information requi

to be disclosed by the Company in the reportsittiés or submits under the Exchange Act of 1&3d4ccumulated and communicated to the
Company's management, including its Chief Execufifficer and Chief Financial Officer, or personsfpaming similar functions, as
appropriate to allow timely decisions regardinguiegd disclosure.

(b) Management's Report on Internal Controls over Finaial Reporting. The Company's management is responsible for lestaiy
and maintaining adequate internal control ovenfaial reporting (as defined in Rules 13a-15(f) abd-15(f) of the Securities Exchange Act
of 1934). Under the supervision and with the pgréiton of management, including the President@higf Financial Officer, the Company
conducted an evaluation of the effectiveness ofXwnpany's internal control over financial repaytirased on the criteria established in
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatidribe Treadway Commission (COSO). Based
on the Company's evaluation under the framewotktigrnal Control—Integrated Frameworknanagement concluded that the Company's
internal control over financial reporting was etfee as of December 31, 2006. Management's assassifithe effectiveness of the
Company's internal control over financial reportagyof December 31, 2006, has been audited by KBPM& an independent registered
public accounting firm, as stated in its report ethis included herein.

Because of its inherent limitations, intdroontrol over financial reporting may not prevendetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdenaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

(c) Attestation Report of the Registered Public Accoimgt Firm . Our independent registered public accounting,fikBMG LLP, has
issued an attestation report on management's agseissf the Company's internal control over finahogporting, which is set forth under the
heading "Report of Independent Registered Publmofnoting Firm" on page F-3.

(d) Changes in Internal Control over Financial Reportgn. There have been no changes in our internal domeer financial reportin
(as defined in Rules 13a-15(f) and 15d-15(f) of $leeurities Exchange Act of 1934) during our mesently completed fiscal quarter, that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.

Item 9B. Other Information
Departure of Directors or Principal Officers; Eleain of Directors; Appointment of Principal Officers

Effective on March 6, 2007, Richard S. Bawplaced Daniel F. Nguyen as Chief Financialg@ffof the Company. Mr. Nguyen will
continue to serve as an officer of the Companywasl appointed Treasurer by our board of directors.

Mr. Davis joined Ares Management LLC in 8006 as Executive Vice President—Finance and ief©perating Officer. From
December 1997 to May 2006, Mr. Davis was with Ar@Raalty, Inc., a real estate investment trust,isgras its Executive Vice President ¢
Chief Financial Officer from July 2000. From 19961997, Mr. Davis was with Catellus Developmentfgooation where he was responsible
for accounting and finance for the asset managearahtievelopment divisions. From 1985 to 1996, Davis served as a member of the
audit staff of both KPMG LLP and Price Waterhousd’LMr. Davis is a Certified Public Accountant amdhember of the American Institute
of CPAs. Mr. Davis received his Bachelor of ScieBagree in Accounting from the University of Missioat Kansas City.
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PART Ill
Item 10. Directors And Executive Officers Of The Rgistrant

The information required by this item vk contained in the Registrant's definitive Protat@nent for its 2007 Annual Stockholder
Meeting, to be filed with the Securities and Exapa@ommission within 120 days after December 3062@nd is incorporated herein by
reference.

Item 11. Executive Compensation

The information required by this item Wik contained in the Registrant's definitive Protat&nent for its 2007 Annual Stockholder
Meeting, to be filed with the Securities and Exapa@ommission within 120 days after December 3062@nd is incorporated herein by
reference.

Item 12. Security Ownership Of Certain Beneficial Qvners And Management And Related Stockholder Mattes

The information required by this item Wik contained in the Registrant's definitive Protat@nent for its 2007 Annual Stockholder
Meeting, to be filed with the Securities and Exa@ommission within 120 days after December 3062and is incorporated herein by
reference.

Item 13. Certain Relationships And Related Transadbns

The information required by this item Wk contained in the Registrant's definitive Protat@nent for its 2007 Annual Stockholder
Meeting, to be filed with the Securities and Exap@@ommission within 120 days after December 3062@nd is incorporated herein by
reference.

Item 14. Principal Accountant Fees And Services

The information required by this item Wik contained in the Registrant's definitive Protgt&nent for its 2007 Annual Stockholder
Meeting, to be filed with the Securities and Exap@@ommission within 120 days after December 3062@nd is incorporated herein by
reference.
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PART IV

Iltem 15. Exhibits And Financial Statement Schedules

The following documents are filed as pdrthis Annual Report:

1. Financial Statements—See the Index to Consolidgitemhcial Statements on Page F-1.
2. Financial Statement Schedules—None. We have onfitiadcial statement schedules because they aneqgoired or are not
applicable, or the required information is showrha financial statements or notes to the finarat@lements.
3. Exhibits.
Number Description
3.1  Articles of Amendment and Restatemen
3.2 Amended and Restated Bylaws
4.1  Form of Stock Certificate(z
10.1  Investment Advisory and Management Agreement batweaes Capital Corporation and Ares Capital Managieini.LC(1)
10.z  Administration Agreement between Ares Capital Coation and Ares Technical Administration LLC
10.2  License Agreement between Ares Capital Corporatiwh Ares Management LLC(
10.4  Form of Indemnification Agreement between Ares @dorporation and directors and certain offic):
10.t  Form of Indemnification Agreement between Ares @dlorporation and the members of the Ares Captahagement
LLC investment committee(:
10.€  Dividend Reinvestment Plan(
10.7  Custodian Agreement between Registrant and U.Sk Rational Association(2
10.¢  Amended and Restated Agreement Regarding Repayh8ales Load Advance by and between Ares Capiigb@ation
and Ares Capital Management LLC|
10.¢  Purchase and Sale Agreement, dated as of NovemB6038, by and among Ares Capital Corporation aresACapital CP
Funding LLC(3)
10.1C  Sale and Servicing Agreement, dated as of Nove®p2004, among Ares Capital CP Funding LLC, asdwer, Ares
Capital Corporation as servicer, certain conduits iastitutional lenders agented by Wachovia Capliarkets, LLC, U.S.
Bank National Association, as trustee, and Lyorafamal Services, Inc. (D/B/A U.S. Bank Portfoliorees), as the
backup servicer(s
10.11  Amendment No. 2 to Sale and Servicing Agreemenégddas of April 8, 2005, among Ares Capital CP RogdLC, Ares
Capital Corporation, each of the Conduit PurchasedsInstitutional Purchasers from time to timetyp#rereto, each of the
Purchaser Agents from time to time party theretacWbvia Capital Markets, LLC, as administrativerdge.S. Bank
National Association, as trustee, and Lyon Findrigavices, Inc. (D/B/A U.S. Bank Portfolio Servi}eas the backu
servicer(6)
48
10.1z Amendment No. 3 to Sale and Servicing Agreemenégddas of October 31, 2005, among Ares Capital @ilirg LLC,

Ares Capital Corporation, each of the Conduit Paseis and Institutional Purchasers from time te frarty thereto, each
of the Purchaser Agents from time to time partyate Wachovia Capital Markets, LLC, as administetgent, U.S.
Bank National Association, as trustee, and Lyorafamal Services, Inc. (D/B/A U.S. Bank PortfoliorBees), as the
backup servicer(¢



10.1<

10.14

10.1¢

10.1¢

10.17

10.1¢

10.1¢

10.2C

10.21

10.2Z

14.1

21.1

31.1

Amendment No. 4 to Sale and Servicing Agreemenéeddas of November 14, 2005, among Ares CapitaF@iling LLC,
Ares Capital Corporation, each of the Conduit Paseins and Institutional Purchasers from time te frarty thereto, each
of the Purchaser Agents from time to time partydhl® Wachovia Capital Markets, LLC, as administeatgent, U.S.
Bank National Association, as trustee, and LyoraRaial Services, Inc. (D/B/A U.S. Bank Portfolior@ees), as the
backup servicer(7

Senior Secured Revolving Credit Agreement, dateaf &ecember 28, 2005, among Ares Capital Corpamathe lenders
party thereto and JPMorgan Chase Bank, N.A., asiAidtrative Agent(8

Sale and Servicing Agreement, dated as of Julfp@62among ARCC Commercial Loan Trust 2006, a®isSARCC CLC
2006 LLC, as trust depositor, Ares Capital Corpgorgtas originator and as servicer, U.S. Bank Netiéd\ssociation, as
trustee and as collateral administrator, Lyon FamgrServices, Inc. (D/B/A U.S. Bank Portfolio Sees), as backup
servicer, and Wilmington Trust Company, as ownestee(10

Commercial Loan Sale Agreement, dated as of JUAD@6, between Ares Capital Corporation and ARCE& QD06 LLC
(10)

Indenture, dated as of July 7, 2006, between ARG @ercial Loan Trust 2006 and U.S. Bank Nationao&sation(10

Amended and Restated Trust Agreement, dated agyo?,J2006, among ARCC CLO 2006 LLC, Wilmingtorust
Company and U.S. Bank National Association(

Collateral Administration Agreement, dated as d§ Jy 2006, among ARCC Commercial Loan Trust 200&s Capital
Corporation and U.S. Bank National Association(

Master Participation Agreement, dated as of JuBODG, between Ares Capital CP Funding LLC and Arapital
Corporation(10

Class A-1A VFN Purchase Agreement, dated as of Ju&006, among ARCC Commercial Loan Trust 2008, Bank
National Association and other Clas-1A VFN noteholders party thereto(1

Amendment No. 6 to Sale and Servicing Agreemengddas of November 1, 2006, among Ares Capital @Rlig LLC,
Ares Capital Corporation, each of the Conduit Paseis and Institutional Purchasers from time te frarty thereto, each
of the Purchaser Agents from time to time partyate Wachovia Capital Markets, LLC, as administetgent, U.S.
Bank National Association, as trustee, and Lyorafamal Services, Inc. (D/B/A U.S. Bank Portfoliorees), as the
backup servicer(11

Code of Conduct of Ares Capital Corporatior

Subsidiaries of the registrar

Certification by President pursuant to ExchangeRule 13a-14(a), as adopted pursuant to SectioroBOz Sarbanes-
Oxley Act of 2002*
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31.z Certification by Chief Financial Officer pursuantExchange Act Rule 13a-14(a), as adopted pursad@ction 302 of the
Sarbane-Oxley Act of 2002*

32.1 Certification by President and Chief Financial ©éfi pursuant to 18 U.S.C. Section 1350, as adqptesliant to
Section 906 of the Sarbar-Oxley Act of 2002*

(1)

(2)

(3)
(4)

()
(6)
(7)
(8)
(9)
(10)

(11)

Previously filed with the Registrant's pre-effeetikmendment No. 1 to the Registration Statemenéutiok Securities Act of 1933, as
amended, on Form N-2, filed on September 17, 2004.

Previously filed with the Registrant's pre-effeetikmendment No. 2 to the Registration Statemenéutiok Securities Act of 1933, as
amended, on Form N-2, filed on September 28, 2004.

Previously filed with the Registrant's Form 8-Kethtis of November 8, 2004.

Previously filed with the Registrant's pre-effeetikmendment No. 2 to the Registration Statemenéutiok Securities Act of 1933, as
amended, on Form N-2, filed on March 9, 2005.

Previously filed with the Registrant's Form 8-Keathbs of October 12, 2004.

Previously filed with the Registrant's Form 8-Kethis of April 8, 2005.

Previously filed with the Registrant's Form 8-Keathtas of November 14, 2005.

Previously filed with the Registrant's Form 8-Kethas of December 28, 2005.

Previously filed with the Registrant's Form 10-K fbe year ended December 31, 2005.

Previously filed with the Registrant's Form 10-Qedbas of August 9, 2006 as Exhibit Numbers 10:@uiph 10.8, as applicable.
Previously filed with the Registrant's Form 10-Qedbas of November 8, 2006, as Exhibit Number 10.1.

Filed herewith.
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Report of Independent Registered Public Accountindrirm

The Board of Directors
Ares Capital Corporation:

We have audited the accompanying cons@itiaalance sheets of Ares Capital Corporation gahdidiaries) (the Company) as of
December 31, 2006 and 2005, including the cons@idachedule of investments as of December 31, 206&005, and the related
consolidated statements of operations, stockhdldgtsty, and cash flows for each of the years dridiecember 31, 2006 and 2005 and the
period from June 23, 2004 (inception) through Deoen81, 2004. These consolidated financial statésreme the responsibility of the
Company's management. Our responsibility is to@sgan opinion on these consolidated financiadistants and financial highlights based
on our audits.

We conducted our audits in accordance thitghstandards of the Public Company Accounting Slgat Board (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated finanattements and financial highlights referred tovaboresent fairly, in all material respects, the
financial position of Ares Capital Corporation (asubsidiaries) as of December 31, 2006 and 20@btrenresults of their operations and
their cash flows for the years ended December @26 2nd 2005 and the period from June 23, 2004 fien) through December 31, 2004,
in conformity with U.S. generally accepted accoogprinciples.

We also have audited, in accordance wighstandards of the Public Company Accounting Oghtdoard (United States), the
effectiveness of the Company's internal controkdivencial reporting as of December 31, 2006, Hasecriteria established in Internal
Control—Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Cassion (COSO), and our report
dated March 6, 2007 expressed an unqualified opiaiomanagement's assessment of, and the effeg@ration of, internal control over
financial reporting.

KPMG LLP

Los Angeles, CA
March 6, 2007
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Report of Independent Registered Public Accountingrirm on
Internal Control over Financial Reporting

The Board of Directors
Ares Capital Corporation:

We have audited management's assessmentjex in the accompanying Annual Report, that AZapital Corporation (and
subsidiaries) (the Company) maintained effectiterimal control over financial reporting as of Det®m31, 2006, based on criteria
established in Internal Control—Integrated Framédwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission
(COSO0). The Company's management is responsibladartaining effective internal control over fingaaeporting and for its assessmen
the effectiveness of internal control over finahcgporting. Our responsibility is to express amign on management's assessment and an
opinion on the effectiveness of the Company's irgtecontrol over financial reporting based on audlif

We conducted our audit in accordance withstandards of the Public Company Accounting Ogietr8oard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe@is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management's assessment, testing ahang the design and operating effectivenessitafrnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company's internal control over finanaigborting is a process designed to provide redderssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company's internal control over fioai reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financatkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jde reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the compang&sets that could have a material effect on thenfiizd statements.

Because of its inherent limitations, intdroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periagssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, management's assessmenftiea Capital Corporation (and subsidiaries) naidd effective internal control over
financial reporting as of December 31, 2006, idyatated, in all material respects, based orctheria established in Internal Control—
Integrated Framework issued by the Committee ohSpiing Organizations of the Treadway CommissioB$0). Also, in our opinion, Are
Capital Corporation (and subsidiaries) maintaine|l material respects, effective internal cohtreer financial reporting as of December
31, 2006, based on the criteria established indateControl—ntegrated Framework issued by the Committee ohSpiong Organizations «
the Treadway Commission (COSO).

We also have audited, in accordance wighstandards of the Public Company Accounting Ogatdoard (United States), the
consolidated balance sheets of Ares Capital Cotijporéand subsidiaries) as of December 31, 20062&0&, and the related consolidated
statements of operations, stockholders' equitycaisti flows for the years ended December 31, 2002885 and the period from June 23,
2004 (inception) through December 31, 2004, ouortegated March 6, 2007 expressed an unqualifiégtiapon those consolidated financial
statements.

KPMG LLP

Los Angeles, CA
March 6, 2007
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Investments at fair value (amortized cost of $1,288,040 and
$581,351,865, respectivel

Non-control/Nor-affiliate investment:

Affiliate investments

Total investments at fair valt
Cash and cash equivalel
Receivable for open trad
Interest receivabl
Other asset

Total asset

LIABILITIES

Debt

Reimbursed underwriting costs payable to the Inmest Advisel
Dividend payable

Payable for open tradi

Accounts payable and accrued expet

Management and incentive fees payz

Interest and facility fees payal

Interest payable to the Investment Advi

Total liabilities

Commitments and contingencies (Note

STOCKHOLDERS' EQUITY

Common stock, par value $.001 per share, 100,00@G066hmon shares

authorized, 52,036,527 and 37,909,484 common slegesd and
outstanding, respective

Capital in excess of par vall

Accumulated undistributed net investment incc

Accumulated net realized gain on sale of invests

Net unrealized (depreciation) appreciation on itwesits

Total stockholders' equi
Total liabilities and stockholders' equ

NET ASSETS PER SHARE

See accompanying notes to consolidated financitdsients.

As of

December 31, 2006

December 31, 2005

991,529,46 515,184,99
244,292,37 70,783,38
1,235,821,83 585,968,37
91,538,87 16,613,33
1,026,05: 1,581,75!
10,121,10 5,828,09
9,483,08: 3,653,58!
1,347,990,95 613,645,14

482,000,00 18,000,00
— 2,475,001

— 12,889,22

60,000,00 5,500,001

2,027,94: 1,222,67

12,485,01 3,478,03.

2,044,58 313,93(

— 154,07

558,557,55 44,032,94

52,03 37,91(

785,192,57 559,192,55
7,038,46! —

7,086,52! 5,765,22!
(9,936,20) 4,616,51(
789,433,40 569,612,19
1,347,990,95 613,645,14
| |
1517 $ 15.0¢




ARES CAPITAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED SCHEDULE OF INVESTMENTS

As of December 31, 2006

Percentagt
Initial
Acquisition Amortized Fair Value of Net
Company(1) Industry Investment Interest(17) Date Cost Fair Value Per Unit Assets
Healthcare—Services
American Renal Dialysis Senior secured loan 9.37% (Libor+ 12/14/0¢ $ 2,688,52. $ 2,688,52: $ 1.0((3)
Associates, Inc provider ($2,688,524 par due 12/201 4.00%/S)
Senior secured loan 10.75% (Base 12/14/0¢ 377,04¢ 377,04¢ $ 1.0((3)
($377,049 par due 12/201 Rate + 2.50%/D
Senior secured loan 9.87% (Libor + 12/14/0¢ 5,803,27! 5,803,27' $ 1.0((3)
($5,803,279 par due 12/201 4.50%/S)
Senior secured loan ($54,098 |  11.25% (Base 12/14/0¢ 54,09¢ 54,09¢ $ 1.00(3)
due 12/2011 Rate + 3.00%/D
Senior secured loan 12.37% (Libor + 12/14/0¢ 393,74: 393,74: $ 1.0((3)
($393,741 par due 12/201 7.00%/S)
Senior secured loan 12.37 (Libor + 12/14/0¢ 261,99 261,99° $ 1.00(3)
($261,997 par due 12/201 7.00%IS)
Senior secured loan 12.37% (Libor + 12/14/0¢ 3,937,401 3,937,400 $ 1.0C
($3,937,406 par due 12/201 7.00% /Q)
Senior secured loan 12.37% (Libor + 12/14/0¢ 2,619,97. 2,619,97. $ 1.00(3)
($2,619,971 par due 12/201 7.00% /Q)
Capella Healthcare Acute care Junior secured loan 11.36% (Libor 12/1/0¢ 31,000,00 31,000,000 $ 1.0C
Inc. hospital operatc ($31,000,000 par due 11/201 +6.00%/Q)
DSI Renal, Inc. Dialysis Senior subordinated note 12.00% Cash, 4/4/0€ 60,940,86 60,940,86 $ 1.0C(4)
provider ($60,940,868 par due 4/201 2.00% PIK
Senior subordinated note 12.00% Cash, 4/4/0¢ 5,050,12! 5,050,12! $ 1.00(4)
($5,050,125 par due 4/201 2.00% PIK 3)
Senior secured revolving loan 8.38% (Libor + 4/4/0¢ 4,000,001 4,000,001 $ 1.0C
($4,000,000 par due 3/201 3.00%/Q)
Senior secured revolving loan 8.38% (Libor + 4/4/0¢ 960,00( 960,000 $ 1.0C
($960,000 par due 3/201 3.00%/Q)
Senior secured revolving loan 8.38% (Libor + 4/4/0¢ 1,600,00! 1,600,000 $ 1.0C
($1,600,000 par due 3/201 3.00%/Q)
Senior secured revolving loan 8.38% (Libor + 4/4/0¢ 1,600,00! 1,600,000 $ 1.0C
($1,600,000 par due 3/201 3.00%/Q)
Senior secured revolving loan 10.75% (Base 4/4/0€ 2,096,001 2,096,000 $ 1.0C
($2,096,000 par due 3/201 Rate + 2.50%/D
OnCURE Medical Radiation Senior subordinated note 11.00% cash, 8/18/0¢ 23,318,08 23,318,08 $ 1.00(4)
Corp. oncology care  ($23,318,089 par due 8/201 1.50% PIK
provider Senior secured loan 8.94% (Libor + 8/23/0¢ 3,403,75! 3,403,751 $ 1.0C
($3,403,750 par due 8/201 3.50%/S)
Common stock (857,143 shart 8/18/0¢ 3,000,001 3,000,000 $ 3.5((5)
Triad Laboratory  Laboratory Senior subordinated note 12.00% cash, 12/21/0¢ 14,829,35 14,829,35 $ 1.00(4)
Alliance, LLC services ($14,829,356 par due 12/201 1.75% PIK
Senior secured loan 8.61% (Libor + 12/21/0¢ 6,930,001 6,930,000 $ 1.0C
($6,930,000 par due 12/201 3.25%/Q)
Senior secured loan 8.61% (Libor + 12/21/0¢ 2,970,001 2,970,000 $ 1.00(3)
($2,970,000 par due 12/201 3.25%/Q)
177,834,25 177,834,25 22.5%
Printing, Publishing and Media
Canon Print Junior secured loan 12.10% (Libor + 5/25/0¢ 7,525,001 7,525,000 $ 1.0C
Communication: publications ($7,525,000 par due 11/201 6.75%/M)
LLC services Junior secured loan 12.10% (Libor + 5/25/0¢ 4,250,001 4,250,000 $ 1.00(2)
($4,250,000 par due 11/201 6.75%/M)
Junior secured loan 12.10% (Libor + 5/25/0¢ 12,000,00 12,000,000 $ 1.0C(3)
($12,000,000 par due 11/201 6.75%/M)
Daily Candy, Inc. Internet Senior secured loan 10.36% (Libor + 5/25/0¢ 12,744,55 12,422,11 $ 1.0C
(12) publication ($12,422,111 par due 5/20C 5.00%/S)
provider Senior secured loan 10.36% (Libor + 5/25/0¢ 11,878,41 11,577,88 $ 1.0((3)
($11,577,889 par due 5/20C 5.00%/S)
F-5
Senior secured loan 10.36% (Libor + 5/25/0¢ 398,26° 388,19. $ 1.0C
($388,191 par due 5/200 5.00%/Q)
Senior secured loan 10.36% (Libor + 5/25/0¢ 371,20( 361,80¢ $ 1.0((3)
($361,809 par due 5/200 5.00%Q)
Senior secured loan ($64,698 1  12.25% (Base 5/25/0¢ 66,37¢ 64,69¢ $ 1.0C
due 5/2009 Rate + 4.00%/D
Senior secured loan ($60,302 12.25% (Base 5/25/0¢ 61,867 60,30: $ 1.0((3)
due 5/2009 Rate + 4.00%/D
Common stock 5/25/0¢ 2,375,00! 2,375,000 $ 1.9((5)

(1,250,000 share:



Warrants to purchase 5/25/0¢ 2,624,99! 2,624,99: $ 1.9((5)
1,381,578 share
National Print Printing Senior secured revolving loan 10.75% (Base 3/2/0€ 2,336,17. 2,336,17. $ 1.0C
Group, Inc. managemer ($2,336,173 par due 3/201 Rate + 2.50%/D
services Senior secured loan 8.86% (Libor + 3/2/0¢ 5,295,65; 5,295,65. $ 1.0((3)
($5,295,652 par due 3/201 3.50%/Q)
Senior secured loan 10.75% (Base 3/2/0¢€ 273,91: 273,910 $ 1.0((3)
($273,913 par due 3/201 Rate + 2.50%/D
Senior secured loan 8.85% (Libor + 3/2/0¢ 5,295,65; 5,295,65; $ 1.0((3)
($5,295,652 par due 3/201 3.50%/B)
Senior secured loan 12.37% (Libor + 3/2/0¢ 2,319,36! 2,319,36i $ 1.0C
($2,319,368 par due 8/201 7.00%/Q)
Senior secured loan 12.37% (Libor + 3/2/0¢€ 419,76: 419,76: $ 1.0((3)
($419,763 par due 8/201 7.00%/Q)
Senior secured loan 12.38% (Libor + 3/2/0¢ 1,932,801 1,932,801 $ 1.0C
($1,932,806 par due 8/201 7.00%/Q)
Senior secured loan 12.38% (Libor + 3/2/0¢€ 349,80: 349,80: $ 1.0C(3)
($349,802 par due 8/201 7.00%/Q)
Preferred stock (9,344 shar 3/2/0¢ 2,000,001 2,000,000 $ 214.045)
The Teaching Education Senior secured loan 10.50% 9/29/0¢ 28,000,00 28,000,000 $ 1.0C
Company, LLC anc publications ($28,000,000 par due 9/2012) 10.50% 9/29/0¢ 12,000,00 12,000,00 $ 1.0((3)
The Teaching provider Senior secured loan 9/29/0¢ 2,996,92 2,996,92 $ 100.0((5)
Company Holdings ($12,000,000 par due 9/2012) 9/29/0¢ 3,07¢ 3,07¢ $ 1.00(5)
Inc.(18) Preferred stock (29,969 shares
Common stock (15,393 shar¢
117,518,80 116,873,12 14.8(%
Manufacturing
Arrow Group Residential and Senior secured loan 10.36% (Libor + 3/28/0¢ 6,038,28: 6,000,000 $ 1.0((3)
Industries, Inc. outdoor shed  ($6,000,000 par due 4/2010) 5.00%/Q)
manufacture
Emerald Polymers and  Senior secured loan 9.60% (Libor + 5/16/0¢ 10,421,05 10,421,05 $ 1.0((3)
Performance performance ($10,421,053 par due 5/2011) 4.25%/B)
Materials, LLC
materials Senior secured loan 11.35% (Libor + 5/16/0¢ 3,736,84; 3,736,84, $ 1.0C
manufacture ($3,736,842 par due 5/201 6.00%/M)
Senior secured loan 11.35% (Libor + 5/16/0¢ 1,526,311 1,526,311 $ 1.0((3)
($1,526,316 par due 5/201 6.00%/M)
Senior secured loan 13.00% 5/16/0¢ 4,210,521 4,210,521 $ 1.0C
($4,210,526 par due 5/201
Qualitor, Inc. Automotive Senior secured loan 9.61% (Libor + 12/29/0: 1,960,001 1,960,000 $ 1.0((3)
aftermarke ($1,960,000 par due 12/201 4.25%/Q)
components Junior secured loan 12.61% (Libor + 12/29/0: 5,000,00! 5,000,001 $ 1.0((3)
supplier ($5,000,000 par due 6/201 7.25%IQ)
Professional Paint, Paint Junior secured loan 11.13% (Libor + 5/25/0¢ 4,500,001 4,500,000 $ 1.0C
Inc. manufacture ($4,500,000 par due 5/201 5.75%IS)
Junior secured loan 11.13% (Libor + 5/25/0¢ 12,000,00! 12,000,000 $ 1.0((3)
($12,000,000 par due 5/201 5.75%IS)
Reflexite Developer and Senior subordinated loan 11.00% cash, 12/30/0¢ 10,616,95 10,616,95 $ 1.00(2)
Corporation(10 manufacturer o ($10,616,954 par due 12/201 3.00% PIK 4)
high visibility Common Stock 3/28/0¢ 25,682,89 25,682,89 $ 14.85(5)
reflective (1,729,627 shares)
products
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Universal Trailer Livestock and  Common stock (50,000 shares’ 10/8/0¢ 6,424,64! 5,500,000 $ 110.0((5)
Corporation(6;
specialty trailer Warrants to purchase 10/8/0¢ 1,505,771 2,442,881 $ 110.0((5)
manufacture 22,208 share
Varel Holdings, Inc Drill bit Common stock (30,451 shares 5/18/0¢ 3,04¢ 1,011,56! $ 33.2%(5)
manufacture
93,626,33 94,609,03 11.9¢%
Services—Other
American Plumbing, Senior subordinated note 12.00% Cash, 11/9/0¢ 8,767,42! 8,767,42! $ 1.00(4)
Residential heating and air- ($8,767,425 par due 9/2013) 3.00% PIK
Services, LLC conditioning
services
Diversified Collections Senior secured loan 9.60% (Libor + 2/2/0¢ 5,242,02 5,242,021 $ 1.0((3)
Collection services ($5,242,026 par due 2/201 4.25%/M)
Services, Inc. Senior secured loan 11.35% (Libor + 2/2/0¢ 1,742,021 1,742,021 $ 1.00(2)
($1,742,026 par due 8/201 6.00%/M)
Senior secured loan 11.35% (Libor + 2/2/0¢ 6,757,97. 6,757,97. $ 1.0((3)
($6,757,974 par due 8/201 6.00%/M)
Preferred stock (14,927 shar 5/18/0¢ 169,12: 169,120 $ 11.35(5)
Common stock (114,004 shart 2/2/0¢ 295,27( 295,27( $ 2.5¢(5)
GCA Services Custodial Senior secured loan 12.00% 12/15/0¢ 50,000,00 50,000,000 $ 1.00(4)
Group, Inc. services ($50,000,000 par due 12/201
NPA Acquisition, Powersport Senior secured loan 8.57% (Libor + 8/28/0¢ 4,533,33: 4,533,33. $ 1.0C



LLC vehicle ($4,533,333 par due 8/201 3.25%/S)
auction operato Senior secured loan 8.60% (Libor + 8/28/0¢ 400,00( 400,000 $ 1.0C
($400,000 par due 8/201 3.25%/Q)
Senior secured loan ($66,667 | 10.25% (Base 8/28/0¢ 66,667 66,667 $ 1.0C
due 8/2012 Rate + 2.00%/D
Junior secured loan 12.11% (Libor + 8/23/0¢ 2,000,001 2,000,001 $ 1.0C
($2,000,000 par due 2/201 6.75%/Q)
Junior secured loan 12.11% (Libor + 8/23/0¢ 12,000,00! 12,000,000 $ 1.0((3)
($12,000,000 par due 2/201 6.75%/Q)
Common units (1,709 unit: 8/23/0¢ 1,000,001 1,000,000 $ 585.14(5)
92,973,84 92,973,84 11.7¢%
Containers-Packaging
Captive Plastics, Plastics Junior secured loan 12.63% (Libor + 12/19/0¢ 15,500,00! 15,500,000 $ 1.0C
Inc. containet ($15,500,000 par due 2/201 7.25%/Q)
manufacturer  Junior secured loan 12.63% (Libor + 12/19/0¢ 12,000,000 12,000,000 $ 1.0((3)
($12,000,000 par due 2/201 7.25%/Q)
Industrial Containe Industrial Senior secured loan 11.94% (Libor + 9/30/0¢ 11,939,54 11,939,54 $ 1.0((3)
Services, LLC(8 containet ($11,939,547 par due 9/201 6.50%/S)
manufacturer,  Senior secured loan 11.94% (Libor + 6/21/0¢ 16,504,74 16,504,74 $ 1.0C
($16,504,747 par due 9/201 6.50%/S)
reconditioner Senior secured loan 11.94% (Libor + 9/30/0¢ 9,950,001 9,950,000 $ 1.0C
and service ($9,950,000 par due 9/201 6.50.%/S)
Senior secured revolving loan 9.88% (Libor + 9/30/0¢ 4,130,43! 4,130,43! $ 1.0C
($4,130,435 par due 9/201 4.50%/Q)
Senior secured revolving loan 11.25% (Base 9/30/0¢ 1,239,131 1,239,131 $ 1.0C
($1,239,130 par due 9/201 Rate + 3.00%/D
Common stock 9/29/0¢ 1,800,00! 1,800,000 $ 1.0((5)
(1,800,000 share:
LabelCorp Consumer Senior subordinated notes 12.00% cash, 3/16/0¢ 9,320,23! 9,320,23! $ 1.00(4)
Holdings, Inc. product labels  ($9,320,235 par due 9/201 3.00% PIK
manufacturer
82,384,09 82,384,09 10.4%%
Restaurants
ADF Capital, Inc. & Restaurant Senior secured revolving loan 10.25% (Base 11/27/0¢ 4,236,72! 4,236,721 $ 1.0C
ADF Restauran owner anc ($4,236,726 par due 11/201 Rate + 2.00%/D
Group, LLC operator Senior secured loan 10.25% (Base 11/27/0¢ 4,937,501 4,937,500 $ 1.0C
($4,937,500 par due 11/201 Rate + 2.00%/D
Senior secured loan 14.75% (Base 11/27/0¢ 23,060,00 23,060,000 $ 1.0C
($23,060,000 par due 11/201 Rate + 6.50%/D
F-7
Senior secured loan 14.75% (Base 11/27/0¢ 11,940,00 11,940,000 $ 1.0((3)
($11,940,000 par due 11/201 Rate + 6.50%/D
Warrants to purchase 9,500,00 6/1/0¢ 9,488,201 9,500,001 $ 1.0((5)
units
Encanto Restaurant Junior secured loan 7.50% Cash, 8/16/0¢ 13,170,62 13,170,62 $ 1.00(4)
Restaurants, Inc.  owner and ($13,170,625 par due 8/2013) 3.50% PIK
(15)
operator Junior secured loan 7.50% Cash, 8/16/0¢ 12,157,50 12,157,50 $ 1.0((3)
($12,157,500 par due 8/201 3.50% PIK 4)
78,990,55 79,002,35 10.01%
Retail
Savers, Inc and SA For-profit thrift ~ Senior subordinated note 10.00% cash, 8/8/0¢ 28,220,88 28,220,88 $ 1.00(4)
Acquisition retailer ($28,220,888 par due 8/201 2.00% PIK
Corporation Common stock 8/8/0¢ 4,500,001 4,500,000 $ 3.85(5)
(1,170,182 share:
Things Personalized Senior secured loan 10.10% (Libor + 9/28/0¢ 4,800,001 4,800,000 $ 1.0((3)
Remembered, Inc. gifts retailer ($4,800,000 par due 9/2012) 4.75%/M)
and TRM
Holdings Senior secured loan 11.35% (Libor + 9/28/0¢ 28,000,00 28,000,000 $ 1.0C
Corporatior ($28,000,000 par due 9/201 6.00%/M)
Senior secured loan 11.35% (Libor + 9/28/0¢ 7,200,001 7,200,000 $ 1.0((3)
($7,200,000 par due 9/201 6.00%/M)
Preferred stock (80 share 9/28/0¢ 1,800,00! 1,800,000 $ 22,500.0i(5)
Common stock (800 share 9/28/0¢ 200,00( 200,000 $ 250.0((5)
74,720,88 74,720,88 9.47%
Consumer Products—Non-Durable
AWTP, LLC Water treatmen Junior secured loan 12.86% (Libor + 12/21/0¢ 1,600,001 1,600,000 $ 1.0C
services ($1,600,000 par due 12/201 7.50%/Q)
Junior secured loan 12.86% (Libor + 12/21/0¢ 12,000,00! 12,000,000 $ 1.0((3)
($12,000,000 par due 12/201 7.50%/Q)
Making Memories  Scrapbooking  Senior secured loan 9.88% (Libor + 5/5/0¢ 7,758,33: 7,758,33. $ 1.0((3)
Wholesale, Inc.(7) branded ($7,758,333 par due 3/2011) 4.50%/Q)



products

manufacturer  Senior subordinated loan 12.50% cash, 5/5/0¢ 10,204,322 10,204,32 $ 1.0C(4)
($10,204,325 par due 5/201 2.00% PIK
Preferred stock (3,759 shar 5/5/0¢ 3,758,801 1,320,000 $ 351.1¢5)
Shoes for Crews, Safety footwear Senior secured loan 8.61% (Libor + 10/8/0¢ 1,256,02' 1,256,02° $ 1.01(3)
LLC and slii-related ($1,248,680 par due 7/201 3.25%IS)
mats Senior secured loan ($60,747 1 8.61% (Libor + 10/8/0¢ 61,10« 61,10: $ 1.01(3)
due 7/2010 3.25%/Q)
Senior secured loan ($60,747 10.25% (Base 10/8/0¢ 61,10« 61,10 $ 1.01(3)
due 7/2010 Rate + 2.00%/D
Senior secured revolving loan 10.25% (Base 6/16/0¢ 3,333,33: 3,333,33. $ 1.0C
($3,333,333 par due 7/201 Rate + 2.00%/D
Tumi Holdings, Inc Branded luggac Senior secured loan 8.11% (Libor + 5/24/0t 2,500,00t 2,500,001 $ 1.0((3)
($2,500,000 par due 12/201 2.75%/Q)
designer, Senior secured loan 8.61% (Libor + 3/14/0¢ 5,000,001 5,000,000 $ 1.0((3)
marketer ant ($5,000,000 par due 12/201 3.25%/Q)
distributor Senior subordinated loan 16.36% (Libor + 3/14/0¢ 13,682,83 13,682,83 $ 1.00(2)
($13,682,839 par due 12/2014) 6.00% cash, 4)
5.00% PIK/Q)
UCG Paper Crafts, Scrapbooking Senior secured loan 8.60% (Libor + 2/23/0¢ 1,985,001 1,985,000 $ 1.0((3)
Inc. materials ($1,985,000 par due 2/201 3.25%/M)
manufacturer  Junior secured loan 12.85% (Libor + 2/23/0¢ 2,952,62! 2,952,62! $ 1.0C
($2,952,625 par due 2/201 7.50%/M)
Junior secured loan 12.85% (Libor + 2/23/0¢ 9,949,87! 9,949,87! $ 1.0((3)
($9,949,875 par due 2/201 7.50%/M)
76,103,36 73,664,56 9.32%
Financial
Abingdon Investment Ordinary shares (948,500 shar¢ 12/15/0¢ 9,032,97 9,485,000 $ 10.0((5)
Investments Limite company
(13)(15)(16)
Firstlight Financial Investment Senior subordinated loan 10.00% PIK 12/31/0¢ 36,000,00 36,000,000 $ 1.00(4)
company ($36,000,000 par due 12/201
Corporation(14)(16 Common stock (6,000 share 12/31/0¢ 6,000,00! 6,000,001 $ 1,000.0((5)
F-8
Common stock (18,000 share 12/31/0¢ 18,000,00 18,000,00 $ 1,000.0((5)
Partnership Capita Investment Limited partnership interest (25 6/16/0¢ 225,26( 225,26( (5)
Growth partnershig interest)
Fund I, L.P.(16)
69,258,23 69,710,26 8.8%
Environmental Services
Mactec, Inc. Engineering ani Common stock (186 shares) 11/3/0¢ — — $ —(5)
environmental
services
Waste Pro USA, Waste Senior subordinated loan 11.50% 11/9/0¢ 25,000,00 25,000,000 $ 1.0C
Inc. management  ($25,000,000 par due 11/2013)
services
Preferred stock (15,000 shar 10.00% PIK 11/9/0¢ 15,000,00 15,000,00 $ 1,000.0((4)
Warrants to purchase 11/9/0¢ — — $ —(5)
882,671 share
Wastequip, Inc. Waste Junior secured loan 10.85% (Libor + 8/4/0¢ 15,000,000 15,000,000 $ 1.0C
management  ($15,000,000 par due 7/2012) 5.50%/M)
equipmen
manufacturer  Junior secured loan 10.85% (Libor + 8/4/0¢ 12,000,00 12,000,000 $ 1.0((3)
($12,000,000 par due 7/201 5.50%/M)
67,000,00 67,000,00 8.4%%
Education
Equinox SMU Medical school Senior secured revolving loan 13.25% (Base 1/26/0¢ 1,932,34. 1,932,34. $ 1.0C
Partners LLC ani  operator ($1,932,342 par due 12/201 Rate + 5.00%/Q
SMU Acquisition Senior secured revolving loan 11.36% (Libor + 1/26/0¢ 3,000,001 3,000,001 $ 1.0C
Corp.(9)(15) ($3,000,000 par due 12/201 6.00%/B)
Senior secured loan 11.37% (Libor + 1/26/0¢ 4,858,111 4,858,111 $ 1.0C
($4,858,118 par due 12/201 6.00%/Q)
Senior secured loan 11.37% (Libor + 1/26/0¢ 4,966,88; 4,966,88, $ 1.0((3)
($4,966,882 par due 12/201 6.00%/Q)
Senior secured loan 11.37% (Libor + 1/26/0¢ 1,500,001 1,500,000 $ 1.0C
($1,500,000 par due 12/201 6.00%/Q)
Senior secured loan 11.37% (Libor + 1/26/0¢ 1,500,001 1,500,000 $ 1.0((3)
($1,500,000 par due 12/201 6.00%/Q)
Limited liability company 1/25/0¢ 4,000,001 4,000,001 (5)
membership interest (17.39%
interest)
ELC Acquisition Developer, Junior secured loan 12.37% (Libor + 11/30/0¢ 8,333,33: 8,333,33. $ 1.0((3)
Corporation manufacturer  ($8,333,333 par due 11/2013) 7.00%/Q)

and retailer of



educational

products
Lakeland Finance, Private school Senior secured note 11.50% 12/13/0¢ 33,000,00 33,000,000 $ 1.0C
LLC operatot ($33,000,000 par due 12/201
63,090,67 63,090,67 7.9%%
Business Services
Investor Group Financial Senior secured loan 12.00% 6/22/0¢ 1,500,00! 1,500,000 $ 1.0((3)
Services, LLC services ($1,500,000 par due 6/201
Senior secured revolving loan 11.04% (Libor + 6/22/0¢ 500,00( 500,00( $ 1.0C
($500,000 par due 6/201 5.50%/S)
Limited liability company 6/22/0¢ — — (5)
membership interest (10.00%
interest)
Miller Heiman, Inc. Sales consultini Senior secured loan 8.60% (Libor + 6/20/0¢ 3,093,78! 3,093,78! $ 1.0((3)
services ($3,093,785 par due 6/201 3.25%/M)
Senior secured loan 9.12% (Libor + 6/20/0¢ 4,017,59. 4,017,59. $ 1.0((3)
($4,017,591 par due 6/201 3.75%/Q)
MR Processing Bankruptcy and Senior subordinated note 12.00% Cash, 3/23/0¢ 20,303,74 20,303,74 $ 1.00(4)
Holding Corp. foreclosure ($20,303,747 par due 2/201 2.00% PIK
processing Senior secured loan 9.02% (Libor + 3/28/0¢ 1,990,00! 1,990,000 $ 1.0C
services ($1,990,000 par due 2/201 3.50%/S)
Preferred stock (30,000 shar 4/11/0¢ 3,000,001 3,000,000 $ 100.0((5)
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Primis Marketing Database Senior subordinated note 11.00% Cash, 8/25/0¢ 10,085,79 10,085,79 $ 1.0C(4)
Group, Inc. and marketing ($10,085,790 par due 2/2013) 2.50% PIK
services
Primis Holdings, Preferred units (4,000 units) 8/25/0¢ 3,600,001 3,600,001 $ 9.0((5)
LLC(12)
Common units (4,000,000 unit 8/25/0¢ 400,00( 400,000 $ 0.1((5)
Summit Business  Business medic Junior secured loan 12.35% (Libor + 12/18/0¢ 10,000,00r 10,000,00 $ 1.0C
Media, LLC consulting ($10,000,000 par due 11/201 7.00%/M)
services
58,490,91 58,490,91 7.41%
Beverage, Food and Tobacco
Best Brands Baked goods Junior secured loan 11.85% (Libor + 12/14/0¢ 40,000,00! 40,000,000 $ 1.0C
Corporatior manufacture ($40,000,000 par due 6/201 6.50%/M)
Charter Baking Baked goods  Preferred stock (6,258 shares) 9/1/0€ 2,500,00t 2,500,001 $ 399.4¢(5)
Company, Inc manufacture
Farley's & Sathers Branded candy Junior secured loan 11.36% (Libor + 3/23/0¢ 10,000,00r 10,000,00 $ 1.0((3)
Candy manufacture ($10,000,000 par due 3/201 6.00%/S)
Company, Inc.
52,500,00 52,500,00 6.65%
Aerospace & Defense
ILC Industries, Inc. Industrial Junior secured loan 11.50% 6/27/0¢ 12,000,000 12,000,000 $ 1.0((3)
products ($12,000,000 par due 8/2012)
provider
Junior secured loan 11.50% 6/27/0¢ 3,000,001 3,000,001 $ 1.0C
($3,000,000 par due 8/201
Thermal Solutions Thermal Senior secured loan 9.37% (Libor + 3/28/0¢ 3,225,62! 3,225,62! $ 1.0((3)
LLC and management a1 ($3,225,625 par due 3/201 4.00%/Q)
TSI Group, Inc. electronics Senior secured loan ($8,125 pe¢ ~ 11.25% (Base 3/28/0¢ 8,12¢ 8,12t $ 1.0((3)
packaging due 3/2012 Rate + 3.00%/D
manufacturer  Senior secured loan 9.02% (Libor + 3/28/0¢ 1,611,84; 1,611,84' $ 1.0((3)
($1,611,842 par due 3/201 3.50%/Q)
Senior secured loan ($46,053 1 10.75% (Base 3/28/0¢t 46,05 46,05: $ 1.0((3)
due 3/2011 Rate + 2.50%/D
Senior subordinated notes 11.50% cash, 3/28/0¢ 3,137,94! 3,126,80: $ 1.00(2)
($3,126,808 par due 9/201 2.75% PIK 4)
Senior subordinated notes 11.50% cash, 3/21/0¢ 2,548,75; 2,548,75. $ 1.00(2)
($2,548,751 par due 3/201 2.50% PIK )
Preferred stock (53,900 shar 3/28/0¢ 539,00( 539,00( $ 10.0((5)
Common stock 3/28/0¢ 11,00( 11,00 $ 0.01(5)
(1,100,000 share:
26,128,34 26,117,21 3.31%
Broadcasting and Cable
Patriot Media & Cable services Junior secured loan 10.50% (Libor + 10/6/0¢ 5,000,001 5,000,001 $ 1.0((3)
Communications ($5,000,000 par due 10/2013) 5.00%/S)
CNJ, LLC
Pappas Telecastini Television Senior secured loan 14.73% (Libor + 3/1/0€ 11,695,69 11,695,69 $ 1.0C(4)
Incorporated broadcasting  ($11,695,696 par due 2/2010) 4.48% cash, 3)
5.00% PIK/Q)
Senior secured loan 14.73% (Libor + 3/1/0¢ 8,129,40! 8,129,40! $ 1.00(4)

($8,129,405 par due 2/2010)

4.48% cash,



Consumer Products—Durable

Senior secured loan
($369,212 par due 2/2010)

Senior secured loan
($531,180 par due 2/2010)

5.00% PIK/Q)
14.25% (Libor + 3/1/0¢€ 369,21:
4.00% cash,
5.00% PIK/Q)
14.25% (Libor + 3/1/0€ 531,18(
4.00% cash,
5.00% PIK/Q)

369,21: $

531,18( $

25,725,49

25,725,49
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1.0((4)

1.00(4)
(3)

3.26%




Berkline/Benchcraf Furniture Junior secured loan 15.25% (Base 11/3/0¢ 5,000,001 504,20t $ 0.1¢(2)
Holdings LLC manufacturer  ($5,000,000 par due 5/2012) Rate + 5.00%,
and 2.00%PIK/D)
distributor Preferred units (2,536 unit 10/8/0¢« 1,046,34. — 3 —(5)
Warrants to purchase 483,020 10/8/0¢ 2,752,55! — $ —(5)
units
Innovative Brands, Consumer Senior Secured Loan 11.13% 10/12/0¢ 13,000,000 13,000,000 $ 1.0C
LLC products and  ($13,000,000 par due 9/2011)
persona
care Senior Secured Loan 11.13% 10/12/0¢ 12,000,000 12,000,000 $ 1.0((3)
manufacture ($12,000,000 par due 9/201
33,798,90 25,504,20 3.2%%
Computers and Electronics
RedPrairie Software Junior secured loan 11.87% (Libor + 7/13/0¢ 12,000,000 12,000,000 $ 1.0((3)
Corporatior manufacture ($12,00,000 par due 1/201 6.50%/Q)
X-rite, Incorporatec Artwork Junior secured loan 10.37% (Libor + 7/6/0¢€ 10,000,00! 10,000,000 $ 1.0C
software ($10,000,000 par due 7/2013) 5.00%/Q)
manufacture
22,000,00 22,000,00 2.7%
Cargo Transport
The Kenan Fuel Senior subordinated notes 9.5% cash, 3.50¢ 12/15/0¢ 9,198,13! 9,198,131 $ 1.00(4)
Advantage Group, transportation  ($9,198,136 par due 12/2013) PIK
Inc. provider
Senior secured loan 8.36% (Libor + 12/15/0¢ 2,475,00! 2,475,00i $ 1.0((3)
($2,475,008 par due 12/201 3.00%/Q)
Preferred stock (10,984 shar 12/15/0¢ 1,098,401 1,098,401 $ 100.0((5)
Common stock (30,575 share 12/15/0¢ 30,57¢ 30,57 $ 1.0((5)
12,802,11 12,802,11 1.62%
Farming and Agriculture
The GSI Group, Inc Agricultural Senior notes ($10,000,000 par 12.00% 5/11/0¢ 10,000,000 10,000,000 $ 1.0C
equipmen due 5/2013
manufacture Common stock (7,500 share 5/12/0¢ 750,00( 750,000 $ 100.0((5)
10,750,00 10,750,00 1.36%
Housing—Building Materials
HB&G Building Synthetic and  Senior subordinated loan 13.00% cash, 10/8/0¢ 8,655,82! 8,663,41' $ 1.01(2)
Products wood produc ($8,655,829 par due 3/201 2.00% PIK 4)
manufacture Common stock (2,743 share 10/8/0¢ 752,88t 752,88¢ $ 274.445)
Warrants to purchase 10/8/0¢« 652,50: 652,50 $ 146.1(5)
(4,464 shares
10,061,22 10,068,80 1.28%
Total $ 1,245,758,04 $ 1,235,821,83
I
1) We do not "Control" any of our portfolio companies, defined in the Investment Company Act of 194@eneral, under the 1940 Act, we would "Contlortfolio company

if we owned 25% or more of its voting securitiedl. & our portfolio company investments are subjeckegal restriction on sales which as of Decen#ier2006 represented
157% of the Company's net assets.

) Pledged as collateral for the CP Funding Facilitgt anless otherwise noted, all other investmergpirdged as collateral for the Revolving Creditiktg (see Note 8 to the
consolidated financial statements).

3) Pledged as collateral for the ARCC CLO and unl¢bsravise noted, all other investments are pledgetbiiateral for the Revolving Credit Facility (siete 8 to the consolidat
financial statements).

(4) Has a payment-in-kind interest feature (see NdtetBe consolidated financial statements).

(5) Non-income producing at December 31, 2006.

(6) As defined in the 1940 Act, we are an "Affiliatef"this portfolio company because we own more th#nds the portfolio company's outstanding votingwsétes. For the year

ended December 31, 2006, for this portfolio comptueye were total purchases of $5,000,000, redemptf $7,528,880 (cost), sales of $6,054,725 Jcwgerest income of
$176,732, other income of $3,125, net realizedgafr$47,283 and net unrealized gains of $3,440,585

©) As defined in the 1940 Act, we are an "Affiliate"this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2006, for this portfolio comptueye were total redemptions of $1,385,417 (castigrest income of $2,356,449 other income of $83,and net unrealized
losses of $2,438,800.
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(8) As defined in the 1940 Act, we are an "Affiliatef"'this portfolio company because we own more th#nd the portfolio company's outstanding votingwséies. For the yee
ended December 31, 2006, for this portfolio comptueye were total purchases of $23,754,739 redemptf $13,065,631 (cost), interest income of $3,821, capital
structuring service fees of $350,000 and otherrimeof $124,297.

9) As defined in the 1940 Act, we are an "Affiliate"this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2006, for this portfolio comptueye were total purchases of $41,782,342, redengpof $20,025,000 (cost), interest income of 62,840, capital
structuring service fees of $583,810 and otherrimeof $19,219.

(10) As defined in the 1940 Act, we are an "Affiliate'this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2006, there were total purcluds25,682,89, interest income of $1,4,58,918 dinitlend income of $242,148.

(11) As defined in the 1940 Act, we are an "Affiliatef"this portfolio company because we own more th#nds the portfolio company's outstanding votingwsétes. For the year
ended December 31, 2006, there were total purcteds80,000,000, redemptions of $125,000 (costgrest income of $1,647,946 and capital structusienyice fees of
$250,000.

(12) As defined in the 1940 Act, we are an "Affiliatef'this portfolio company because we own more th#nds the portfolio company's outstanding votingwsétes. For the year
ended December 31, 2006, there were total purctedsgist, 000,000, interest income of $463,266 amitabstructuring service fees of $200,000.

(13) As defined in the 1940 Act, we are an "Affiliatef"this portfolio company because we own more th#nds the portfolio company's outstanding votingwsétes. For the year
ended December 31, 2006, there were total purclud032,978.

(14) As defined in the 1940 Act, we are an "Affiliate"this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2006, there were total purcluis60,000,000.

(15) Non-U.S. company or principal place of businessideatthe U.S.

(16) Non-registered investment company.

17 A majority of the variable rate loans to our polifiaccompanies bear interest at a rate that mayelerchined by reference to either Libor or an alézrBase Rate (commonly
based on the Federal Funds Rate or the Prime Ratie borrower's option, which reset semi-angu@), quarterly (Q), bi-monthly (B) monthly (M) diaily (D). For each such
loan, we have provided the current interest rateffiact at December 31, 2006.

(18) In addition to the interest earned based on thediaterest rate of this security, we are entitedeceive an additional interest amount of 2.50%$24,166,667 aggregate
principal amount of the portfolio company's seri@am debt previously syndicated by us.

See accompanying notes to consolidated financ#tsients.
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS

As of December 31, 2005

Percentagt
Initial
Acquisition Amortized Fair Value of Net
Company(1) Industry Investment Interest(10) Date Cost Fair Value Per Unit Assets
Healthcare—Services
American Renal Dialysis Senior secured loan ($3,426,230 ¢ 8.68% (Libor+ 12/14/0F $ 3,426,231 $ 3,426,231 $ 1.0C
Associates, Inc provider due 12/2010 4.00%/Q)
Senior secured loan ($180,328 pali 8.50% (Libor+ 12/14/0¢ 180,32¢ 180,32¢ $ 1.0C
due 12/2010 4.00%/Q)
Senior secured loan ($5,886,885 ¢ 9.18% (Libor 12/14/0¢ 5,886,88! 5,886,88! $ 1.0C
due 12/2011 + 4.50%/Q)
Senior secured loan ($14,754 par = 9.00% (Libor+4 12/14/0¢ 14,75¢ 14,75¢ $ 1.0C
12/2011) 4.50%/Q)
Senior secured loan ($7,213,115 ¢ 11.68% (Libo 12/14/0¢ 7,213,11! 7,213,11!' $ 1.0C
due 12/2011 + 7.00%/Q)
Capella Healthcare, Acute care Junior secured loan ($29,000,000 10.45% (Libol 12/1/0¢ 29,000,00 29,000,000 $ 1.0C
Inc. hospital operatc due 11/2013 + 6.00%/Q)
PHNS, Inc. Information Senior subordinated loan 13.50% cash 10/29/0« 15,785,66 16,000,000 $ 1.0((3)
technology and ($16,000,000 par due 11/2011) 2.5% PIK
business proce:
outsourcing
Triad Laboratory Laboratory Senior subordinated loan ($9,714,i 12.00% cash 12/21/0¢ 9,714,88! 9,714,88! $ 1.00(3)
Alliance, LLC services par due 12/2012 1.75% PIK
Senior secured loan ($3,000,000 ¢ 7.78% (Libor 12/21/0¢ 3,000,001 3,000,000 $ 1.0C
due 12/2011 + 3.25%/Q)
74,221,86 74,436,20 13.0™%
Containers-Packaging
Captive Plastics, Inc Plastics Junior secured loan ($16,000,000 11.62% (Libol 12/19/0¢ 16,000,00 16,000,000 $ 1.0C
container due 2/2012) + 7.25%/M)
manufacture
Industrial Container Industrial Senior secured loan ($26,728,663 11.00% (Libo 9/30/0¢ 26,728,66 26,728,66. $ 1.0C
Services, LLC(7 containel due 9/2011 + 6.50%/Q)
manufacturer,  Senior secured loan ($4,643,479 ¢ 8.88% (Libor 9/30/0¢ 4,643,47! 4,643,47" $ 1.0C
reconditionel due 9/2011 + 4.50%/M)
and servicer Senior secured revolving loan 10.25% (Bas! 9/30/0¢ 1,160,87! 1,160,871 $ 1.0C
($1,160,870 par due 9/2011) Rate +
3.00%/Q)
Senior secured revolving loan 10.25% (Bas! 9/30/0¢ 541,73¢ 541,73¢ $ 1.0C
($541,739 par due 9/2011) Rate +
3.00%/Q)
Common stock (1,800,000 shar 9/29/0¢ 1,800,00! 1,800,001 $ 1.00(4)
York Label Holdings, Consumer Senior subordinated loan 10.00% cash 11/3/0¢ 10,362,90 10,368,79 $ 1.00(2)
Inc. product label:  ($10,368,791 par due 2/201 4.00% PIK 3)
manufacture Preferred stock (650 share 10.00% 11/3/0¢ 3,742,44! 3,742,44! $ 5,757.6:(3)
Warrants to purchase 156,000 shg¢ 11/3/0¢ 5,320,40! 5,320,40! $ 34.114)
70,300,50 70,306,39 12.3%
Environmental Services
Mactec, Inc. Engineering an. Common stock (186 shares) 11/3/0¢ — — $ 0.0C(4)
environmental
consulting
services
United Site Services Portable Senior secured loan ($5,061,957 ¢ 7.37% (Libor 9/14/0¢ 5,061,95 5,061,95 $ 1.0C
Inc. restroom ant due 8/2011 + 3.00%/M)
site services Senior secured loan ($3,043,478 ¢ 7.41% (Libor 9/14/0¢ 3,043,47: 3,043,471 $ 1.0C
due 8/2011 + 3.00%/Q)
Senior secured loan ($1,869,565  7.28% (Libor 9/14/0¢ 1,869,56! 1,869,56! $ 1.0C
due 8/2011 + 3.00%/Q)
Junior secured loan ($13,461,538 12.44% (Libo 12/1/0¢ 13,419,06 13,461,53 $ 1.00(2)
due 6/2010 + 8.00%/Q)
F-13
Common stock (216,795 shart 10/8/0¢ 1,353,85. 1,353,85. $ 6.24(4)
Wastequip, Inc. Waste Junior secured loan ($15,000,000 10.53% (Libol 8/4/0t 15,000,00! 15,000,000 $ 1.0C
management  due 7/2012) + 6.00%/Q)
equipment

manufacture



WCA Waste System: Waste Junior secured loan ($25,000,000 10.53% (Libol 4/25/0¢ 25,000,00 25,000,000 $ 1.0((2)

Inc. management  due 10/2011) + 6.00%/Q)
services

64,747,91 64,790,38 11.3%

Restaurants

CiCcQ, LP Restaurant Limited partnership interest (26.5% 8/15/0¢ 53,000,00 62,284 ,54
franchisor, interest)
owner anc
operator

53,000,00 62,284,54 10.9%%

Services—Other

Diversified Collectior Collections Senior secured loan ($6,300,000 p  8.38% (Libor 2/2/0% 6,300,001 6,300,001 $ 1.00(2)
services due 2/2011 + 4.00%/M)

Services, Inc. Senior secured loan ($8,500,000 p 10.00% (Libol 2/2/0t 8,500,001 8,500,001 $ 1.0¢(2)
due 8/2011 + 6.00%/Q)
Preferred stock (114,004 shar 2/2/0¢ 295,27( 295,27( $ 2.5¢(4)

Event Rentals, Inc.  Party rental Senior secured loan ($2,676,136 p 9.91% (Libor+ 11/17/0¢ 2,676,13! 2,676,131 $ 1.0C
services due 11/2011 5.25%/S)

Senior secured loan ($2,897,727 p  9.92% (Libor 11/17/0¢ 2,897,72 2,897,72° $ 1.0C
due 11/2011 + 5.25%Q)
Senior secured loan ($170,455 par  11.50% (Bast 11/17/0¢ 170,45} 170,45 $ 1.0C
due 11/2011) Rate +

4.25%/D)
Senior secured loan ($8,011,363 p  9.91% (Libor 11/17/0¢ 8,011,36: 8,011,36. $ 1.0C
due 11/2011 + 5.25%/S;

GCA Services, Inc. Custodial Senior subordinated loan 12.00% cash 7/25/0¢ 32,743,75 32,743,75 $ 1.0((3)
services ($32,743,750 par due 1/201 3.00% PIK

61,594,70 61,594,70 10.81%

Manufacturing

Arrow Group Residential and Senior secured loan ($6,000,000 p  9.53% (Libor 3/28/0¢ 6,040,15: 6,000,001 $ 1.0C

Industries, Inc outdoor shel due 4/2010 + 5.00%/Q)
manufacturer  Senior secured loan ($6,000,000 p 14.03% (Libol 3/28/0¢ 6,000,001 6,000,001 $ 1.0C

due 10/2010 +9.50%/Q)

Quialitor, Inc. Automotive Senior secured loan ($827,059 par  8.27% (Libor 12/29/0: 827,05¢ 827,05¢ $ 1.00(2)
aftermarke due 12/2011 + 4.00%/Q)
components Senior secured loan ($1,152,941 p 8.53% (Libor 12/29/0: 1,152,94. 1,152,94. $ 1.0((2)
supplier due 12/2011 + 4.00%/Q)

Junior secured loan ($5,000,000 p. 11.53% (Libol 12/29/0: 5,000,001 5,000,001 $ 1.00(2)
due 6/2012 + 7.00%/Q)

Reflexite Corporatior Developer and Senior subordinated loan 11.00% cash 12/30/0¢ 10,304,322 10,304,32 $ 1.00(2)
manufacturer of ($10,304,329 par due 12/2011) 3.00% PIK 3)
high visibility
reflective
products

Universal Trailer Livestock and  Senior secured loan ($1,048,960 p  8.39% (Libor 10/8/0¢« 1,054,72! 1,054,72! $ 1.01

Corporation(5 specialty trailer  due 3/2007 + 4.00%/M)
manufacturer  Senior subordinated loan ($7,500,( 13.50% 10/8/0¢« 7,522,76. 7,528,88 $ 1.0C

par due 9/2008
Common stock (50,000 shar¢ 10/8/0¢ 6,424,64! 3,113,335 $ 62.27(4)
Warrants to purchase 22,208 she 10/8/0¢ 1,505,771 1,382,821 $ 62.27(4)

Varel Holdings, Inc.  Drill bit Senior secured loan ($6,643,750 p  8.58% (Libor 5/18/0¢ 6,643,75! 6,643,751 $ 1.00(2)

manufacture due 12/2010 + 4.00%/S,

Senior secured loan ($2,333,333 p  8.47% (Libor 5/18/0¢ 2,333,33 2,333,33. $ 1.00(2)

due 12/2010 +4.00%/Q)

Senior secured loan ($3,333,333 p 12.48% (Libol 5/18/0¢ 3,333,33: 3,333,33. $ 1.00(2)

due 12/2011 + 8.00%/Q)

F-14
Preferred stock (30,451 shar 5/18/0¢ 1,046,56: 1,046,56! $ 34.3%(3)
Common stock (30,451 shar¢ 5/18/0¢ 3,04¢ 3,048 $ 0.1((4)
59,192,41 55,724,14 9.7¢%

Consumer Products—Non-Durable

Making Memories Scrapbooking  Senior secured loan ($9,143,750 p  8.50% (Libor 5/5/0¢ 9,143,75! 9,143,75 $ 1.0((2)

Wholesale, Inc.(6 brandec due 3/2011 + 4.00%/Q)
products Senior subordinated loan 12.00% cash 5/5/0¢ 10,000,000 10,000,000 $ 1.0((3)
manufacture ($10,000,000 par due 5/201 2.50% PIK

Preferred stock (3,500 shart 5/5/0¢ 3,685,101 3,685,101 $ 1,052.8¢(3)
Shoes for Crews, LL Safety footwear Senior secured loan ($1,478,167 p  9.00% (Base 10/8/0¢« 1,486,86! 1,486,86' $ 1.01(2)
and slip-related due 7/2010) Rate +
1.75%/D)
mats Senior secured loan ($47,247 par «  7.78% (Libor 10/8/04 47,52¢ 47,52t $ 1.01(2)
manufacture 7/2010) + 3.25%/Q)
Tumi Holdings, Inc.  Branded luggac Senior secured loan ($2,500,000 p  7.28% (Libor 5/24/0¢ 2,500,001 2,500,001 $ 1.00(2)



due 12/2012 +2.75%/Q)

designer, Senior secured loan ($5,000,000 p  7.78% (Libor 3/14/0¢ 5,000,001 5,000,000 $ 1.0¢(2)
marketer ant due 12/2013 + 3.25%/Q)
distributor Senior subordinated loan 15.53% (Libol 3/14/0¢ 13,008,79 13,008,79 $ 1.00(2)
($13,008,799 par due 12/2014) + 6.00% cast 3)
5.00% PIK/Q)
44,872,03 44,872,03 7.8%
Education
Lakeland Finance, Private school  Senior secured note ($33,000,000 11.50% 12/13/0¢ 33,000,00 33,000,000 $ 1.0C
LLC operatot due 12/2012
33,000,00 33,000,00 5.7%
Consumer Products—Durable
AWTP, LLC Water treatmen Junior secured loan ($13,600,000 13.50% (Bast 12/21/0¢ 13,600,00 13,600,000 $ 1.0C
services due 12/2012) Rate +
6.25%/Q)
Berkline/Benchcraft Furniture Junior secured loan ($5,000,000 p. 14.05% (Libol 11/3/0¢ 5,000,00! 4,500,000 $ 0.9((2)
Holdings LLC manufacture due 5/2012 +10.00%/Q);
and distributol  Preferred stock (2,536 shart 10/8/0¢ 1,046,34. 677,64: $ 267.2(4)
Warrants to purchase 483,020 sh: 10/8/0¢ 2,752,55! 1,782,641 $ 3.65(4)
22,398,90 20,560,28 3.61%
Financial
Foxe Basin CLO Collateralized  Preference shares (3,000 shares) 10/8/0¢ 2,743,441 2,743,441 $ 914.448)
2003, Ltd. debt obligatior 9)
Hudson Straits CLO Collateralized  Preference shares (5,750 shares) 10/8/0¢ 5,217,33. 5,143,12. $ 894.4¢@8)
2004, Ltd. debt obligatior 9)
MINCS-Glace Bay, Collateralized Secured notes ($9,500,000 par dur  7.79% (Libor 10/8/0¢ 9,019,81! 9,500,000 $ 1.0((8)
Ltd. debt obligatior  7/2014) + 3.60%/Q) 9)
16,980,59 17,386,56 3.05%
Printing, Publishing and Media
Canon Print Junior secured loan ($16,250,000 12.03% (Libol 5/25/0¢ 16,250,00 16,250,000 $ 1.00(2)
Communications LLC publications due 11/2011) + 7.50%/Q)
services
16,250,00 16,250,00 2.85%
Aerospace & Defense
ILC Industries, Inc.  Industrial Junior secured loan ($6,500,000 p. 10.28% (Libol 8/30/0¢ 6,529,23: 6,500,000 $ 1.0C
products due 8/2012) + 5.75%/Q)
provider
Thermal Solutions Thermal Senior secured loan ($5,973,529 p  9.71% (Libor 3/28/0¢ 5,973,52! 5,973,52! $ 1.00(2)
LLC management a1 due 3/2011) + 5.25%/Q)
electronics
packaging Senior subordinated loan ($3,062,” 11.50% cash 3/28/0¢ 3,067,22! 3,062,76! $ 1.00(2)
manufacture par due 3/2012 2.75% PIK 3)
Preferred stock (29,400 shar 3/28/0¢ 294,00( 294,000 $ 10.0((4)
Common stock (600,000 shart 3/28/0¢ 6,00( 6,00C $ 0.01(4)
15,869,98 15,836,29 2.7%
F-15
Cargo Transport
Kenan Advantage Fuel Senior subordinated loan ($8,870,¢ 13.00% 12/15/0¢ 8,870,96! 8,870,96: $ 1.0C
Group, Inc. transportatior  par due 12/2012
provider Senior secured loan ($2,500,000 p  7.50% (Libor 12/15/0¢ 2,500,001 2,500,000 $ 1.0C
due 12/2011 + 3.00%/Q)
Preferred stock (10,984 shar 12/15/0¢ 1,098,401 1,098,400 $ 100.0((4)
Common stock (30,575 shar¢ 12/15/0¢ 30,57t 30,57 $ 1.00(4)
12,499,94 12,499,94 2.1%%
Farming and Agriculture
The GSI Group, Inc. Agricultural Senior notes ($10,000,000 par due 12.00% 5/11/0¢ 10,000,00! 10,000,000 $ 1.0C
equipmen: 5/2013)
manufacture Common stock (7,500 share 5/12/0¢ 750,00( 750,000 $ 100.0((4)
10,750,00 10,750,00 1.8<%




Housing—Building Materials

HB&G Building Synthetic and  Senior subordinated loan ($8,439,! 13.00% cash 10/8/0¢« 8,435,64! 8,439,52' $ 1.00(2)
Products wood produc par due 3/2011 4.00% PIK 3)
manufacture Common stock (2,743 share 10/8/0¢ 752,88t 752,88¢ $ 274.444)
Warrants to purchase 4,464 she 10/8/0¢ 652,50: 652,50: $ 146.1%(4)

9,841,03! 9,844,921 1.7%

Business Services

Miller Heiman, Inc.  Sales consultini Senior secured loan ($4,521,687 p  8.14% (Libor 6/20/0¢ 4,521,68 4,521,68 $ 1.00(2)
services due 6/2010 + 3.75%/M)
Senior secured loan ($4,058,379 p  8.78% (Libor 6/20/0¢ 4,058,37! 4,058,37" $ 1.00(2)
due 6/2012 + 4.25%/Q)
8,580,06! 8,580,06! 1.51%

Cable Television

Patriot Media & Cable services Junior secured loan ($5,000,000 p. 9.50% (Libor 10/6/0¢ 5,000,001 5,000,000 $ 1.0C
Communications CN due 10/2013) + 5.00%/Q)
LLC

5,000,001 5,000,001 0.88%

Healthcare—Medical Products

Aircast, Inc. Manufacturer oi Senior secured loan ($1,251,902 p  7.20% (Libor 12/2/0¢ 1,251,90; 1,251,90: $ 1.00(2)
orthopedic due 12/2010 + 2.75%/Q)
braces, support Junior secured loan ($1,000,000 p. 11.45% (Libol 12/2/0¢ 1,000,001 1,000,000 $ 1.0¢(2)
and vascular due 6/2011) + 7.00%/Q)
systems
2,251,90: 2,251,90: 0.4C%
Total $ 581,351,86 $ 585,968,37

@

@

©)

4)

®)

©)

@)

®)
)

We do not "Control" any of our portfolio companies,defined in the Investment Company Act of 194@eneral, under the 1940 Act, we would "Cont@ortfolio company
if we owned 25% or more of its voting securitiedl. & our portfolio company investments are subjectegal restriction on sales which as of Decen#ier2005 represented
103% of the Company's net assets.

Pledged as collateral for the credit facility pagagsee Note 8 to the consolidated financial states).

Has a payment-in-kind interest feature (see NdtetBe consolidated financial statements).

Non-income producing at December 31, 2005.

As defined in the 1940 Act, we are an "Affiliate"this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2005, for this portfolio comptueye were total purchases of $2,000,000, redemptf $2,919,939 (cost), interest income of $1,137, other income of
$143,667, net realized losses of $4,278 and netalined losses of $3,429,198.

As defined in the 1940 Act, we are an "Affiliate"this portfolio company because we own more th#nds the portfolio company's outstanding votingwséees. For the year
ended December 31, 2005, for this portfolio compéueye were total purchases of $26,000,000, s4i$3,000,000 (cost), redemptions of $237,500 (cdst@rest income of
$1,514,431, capital structuring services fees &23800 and other income of $2,068.

As defined in the 1940 Act, we are an "Affiliatef"this portfolio company because we own more th#nds the portfolio company's outstanding votingwsétes. For the year
ended December 31, 2005, for this portfolio comptueye were total purchases of $54,647,808, taleksof $19,000,000 (cost), redemptions of $706(@69t), interest income
of $943,631, capital structuring services feesg0$8,750 and other income of $44,426.

Non-U.S. company or principal place of businessidetthe U.S.

Non-registered investment company.
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(10) A majority of the variable rate loans to our polifia&companies bear interest at a rate that mayelerchined by reference to either Libor or an aliégrBase Rate (commor
based on the Federal Funds Rate or the Prime Ratie borrower's option, which reset semi-angu@), quarterly (Q), monthly (M) or daily (D). Feach such loan, we have
provided the current interest rate in effect at@wsber 31, 2005.

See accompanying notes to consolidated financssients.
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS

INVESTMENT INCOME:
From nor-control/nor-affiliate investments
Interest from investmen
Interest from cash & cash equivale
Dividend income
Capital structuring service fe
Other income

Total investment income from non-control/non-aéfié
investment:
From affiliate investment:
Interest from investmen
Dividend income
Capital structuring service fe
Other income

Total investment income from affiliate investme
Total investment incom

EXPENSES
Organizational expenst
Base management fe
Incentive management fe
Administrative
Professional fee
Directors fee:
Insurance
Interest and credit facility fee
Interest to the Investment Advis
Depreciatior
Other

Total expense
NET INVESTMENT INCOME BEFORE INCOME TAXE!

Income tax expense, including excise
NET INVESTMENT INCOME

REALIZED AND UNREALIZED NET GAINS ON
INVESTMENTS:
Net realized gains (losse!
Net realized gains from n-control/non-affiliate investment
transaction:
Net realized gains (losses) from affiliate investir
transaction:

Net realized gains from investment transacti
Net unrealized gains (losse
Investment transactions from non-control/non-affai
investment
Investment transactions from affiliate investme

Net unrealized gains (losses) from investment aetisns
Net realized and unrealized gain on investm

NET INCREASE IN STOCKHOLDERS' EQUITY RESULTIN!
FROM OPERATIONS

BASIC AND DILUTED EARNINGS PER COMMON SHARE (se
Note 4)

WEIGHTED AVERAGE SHARES OF COMMON STOCK
OUTSTANDING (see Note 4

For the Year
Ended
December 31, 2006

For the Year
Ended
December 31, 2005

For the Period
June 23, 2004
(inception)
through
December 31, 2004

$ 85,641,99 $ 30,360,31 $ 3,289,25!
2,419,541 1,457,831 39,32t
2,227,84: 744,81 191,13(

14,633,69 3,314,441 542,35
553,02 256,46 27,88¢
105,476,09 36,133,86 4,089,951
12,688,65 3,605,201 285,05
242,141 — —
1,383,811 1,921,250 —
230,20 190,16 5,83:
14,544,81 5,716,61 290,89
120,020,90 41,850,47 4,380,84
— — 199,18
13,645,72 5,147,49; 471,56
19,516,39 4,202,07: 95,47:
953,40( 888,08: 135,94:
3,016,21' 1,398,12! 336,18
250,16 309,53 119,96
866,211 630,51 161,85!
18,583,81 1,528,061 137,39
25,87¢ 154,07¢ —
258,56 — —
1,341,63 310,71 8,18¢
58,458,01 14,568,67 1,665,75:
61,562,89 27,281,80 2,715,09!
4,931,28 158,00 —
56,631,60 27,123,80 2,715,00!
27,569,14 10,345,99 245,341
47,28: 4,279 (899)
27,616,43 10,341,71 244,44(
(15,554,49) 7,814,76: 229,87
1,001,78! (3,429,19) 1,072
(14,552,71) 4,385,56: 230,94
13,063,71 14,727,27 475,39;
$ 69,69532 $ 41,851,07 $ 3,190,48

©»
=
o
pad

43,156,46

©
P
u
m

23,487,93

©
o
N
125

11,066,76



See accompanying notes to consolidated financgtstents.
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Common Stock

Accumulated Accumulated Net Unrealized

Capital in Undistributed Net Realized (Depreciation) Total
Excess of Net Investment Gain on Sale of Appreciation of Stockholders'
Shares Amount Par Value income Investments Investments Equity
Balance at June 23, 20 10C $ — $ 1,50C $ — $ — $ — $ 1,50(C
Issuance of common stor 11,066,66 11,067 165,988,93 166,000,00
Offering and underwriting cos (8,638,65) (8,638,65)
Underwriting cost paid by the
Investment Adviser (see Note 1 2,475,001 2,475,001
Net increase in stockholders' eqt
resulting from operatior 2,715,09! 244,44¢ 230,94° 3,190,48!
Dividend declared ($0.28 per she (2,851,51() (244,44¢) (3,095,95i)
Return on capital ($0.02 per sha — — (224,079 — (224,07
Balance at December 31, 20 11,066,76 $ 11,067 $ 159,602,70 $ (136,419 $ — $ 230,94 $ 159,708,30
5§, ¥ ____§ ___§F N N ]
Issuance of common stock from
add-on offerings (net of offering
and underwriting costs 26,575,000 26,57 397,373,74 — — — 397,400,32
Reimbursement of underwriting
costs paid by the Investment
Adviser (see Note 1( (2,475,00i) — — — (2,475,001
Shares issued in connection with
dividend reinvestment ple 267,71 26¢& 4,691,10. — — — 4,691,36!
Net increase in stockholders' equ
resulting from operation — — — 27,123,801 10,341,71 4,385,56: 41,851,07
Dividend declared ($1.30 per she — — — (26,987,38) (4,576,48)) (31,563,87)
Balance at December 31, 20 37,909,48 $ 37,91 $ 559,192,55 $ — $ 5,765,22! $ 4,616,511 $ 569,612,19
5§, ¥ ____§ ___§F N N ]
Issuance of common stock from
add-on offerings (net of offering
and underwriting costs 13,511,25 13,51 211,739,15 — — — 211,752,66
Shares issued in connection with
dividend reinvestment ple 615,79: 61€ 10,701,63 — — — 10,702,25
Net increase in stockholders' equ
resulting from operation — — — 56,631,60! 27,616,43 (14,552,71) 69,695,32
Dividend declared ($1.64 per she — — — (56,631,60) (15,697,42) — (72,329,03)
Tax reclassification of stockholde
equity in accordance with genera
accepted accounting principl — — 3,5659,23: 7,038,46! (10,597,70) —
Balance at December 31, 20 52,036,52 $ 52,037 $ 785,192,57 $ 7,038,46' $ 7,086,52! $ (9,936,20,) $ 789,433,40
. ____________=» & N | & |

See accompanying notes to consolidated financa#tsients.
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES:
Net increase in stockholders' equity resuli
from operation:
Adjustments to reconcile net increase in
stockholders' equity resulting from operatio
Net realized gains from investme
transaction:
Net unrealized gains/(losses) from investn
transaction:
Net accretion of discount on securit
Increase in accrued paymentkimd dividends
and interes
Amortization of debt issuance co
Depreciatior
Proceeds from sale and redemption of
investment:
Purchases of investmer
Changes in operating assets and liabilit
Interest receivabl
Other asset
Accounts payable and accrued expet
Management and incentive fees pay:
Interest and facility fees payalt
Interest payable to the Investment Advi

Net cash used in operating activit

FINANCING ACTIVITIES:
Net proceeds from issuance of common s
Borrowings on dek
Repayments on credit facility payal
Credit facility financing cost
Underwriting costs payable to the Investment
Adviser
Dividends paid in cas

Net cash provided by financing activiti

CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS,
BEGINNING OF PERIOLC

CASH AND CASH EQUIVALENTS, END OF
PERIOD

Supplemental Informatior
Interest paid during the peri
Taxes paid during the peric
Dividends declared during the peri

For the Year
Ended
December 31, 2006

For the Year
Ended
December 31, 2005

For the Period
June 23, 2004
(inception)
through
December 31, 2004

69,695,32 $

(27,616,43)

14,552,71
(673,27¢)

(6,288,73)
1,822,24¢
258,56

458,243,82
(1,033,015,85)

(4,293,00)
(2,336,37)
805,27(
9,006,98:
1,730,65!
(154,079

41,851,07 $

(10,341,71)

(4,385,56)
(85,899

(3,113,03)
465,398

126,029,44
(498,798,73)

(4,687,60)
(147,20)
(333,769

3,203,37
217,75«
154,07

3,190,48!

(244,44

(230,94)
9,091

(508,76
41,22

53,480,44
(243,860,00)

(1,140,49)
(417,33)
1,556,441
274,65
96,17¢

(518,262,17)

(349,972,39)

(187,753,46)

211,752,66 397,400,32 159,836,34
977,000,00 123,500,00 55,500,001
(513,000,00) (161,000,00) —
(5,573,93) (2,817,44) (778,22)
(2,475,001 — —
(74,516,00) (17,303,30) —
593,187,72 339,779,57 214,558,12
74,925,54 (10,192,82) 26,804,66
16,613,33 26,806,16 1,50(
91,538,87 $ 16,613,33 $ 26,806,16

14,357,97 $
4,519,331 $

72,329,03

638,20«

31,563,87 $

See accompanying notes to consolidated finanassients.
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ARES CAPITAL CORPORATION AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2006
1. ORGANIZATION

Ares Capital Corporation (the "Company™ARCC" or "we") is a specialty finance company tisaé closed-end, non-diversified
management investment company incorporated in Madythat is regulated as a business developmergamgnmunder the Investment
Company Act of 1940 (1940 Act"). We were incorpgedhon April 16, 2004 and were initially funded &ume 23, 2004. On October 8, 2004,
we completed our initial public offering (the "IPDOnN the same date, we commenced substantialtimees operations.

The Company has qualified and has electdxtireated for tax purposes as a regulated imeggtcompany, or a "RIC", under the
Internal Revenue Code of 1986 (the "Code"), as aeenThe Company expects to continue to qualifytarelect to be treated for tax
purposes as a RIC. Our investment objective isteeate both current income and capital apprecigtimugh debt and equity investments.
We invest primarily in first and second lien sermans and mezzanine debt, which in some casesnuolaygle an equity component, and, to a
lesser extent, in equity investments in privatedi@dnarket companies.

We are externally managed by Ares Capitahdyement LLC (the "Investment Adviser"), an &if#éi of Ares Management LLC ("Ares
Management"), an independent investment manageiinanhat manages investment funds. Ares Techrickhinistration, LLC ("Ares
Administration"), an affiliate of Ares Managemeptpvides the administrative services necessarygdp operate.

2.  SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying consolidated financiaksteents have been prepared on the accrual baacsofinting in conformity with accountil
principles generally accepted in the United Stadad,include the accounts of the Company and ialwbwned subsidiaries. The
consolidated financial statements reflect all atpesnts and reclassifications which, in the opiredbmanagement, are necessary for the fair
presentation of the results of the operations arah€ial condition for the periods presented. Adh#icant intercompany balances and
transactions have been eliminated.

Cash and Cash Equivalents

Cash and cash equivalents include shamt;téquid investments in a money market fund. Casth cash equivalents are carried at cost
which approximates fair value.

Concentration of Credit Risk

The Company places its cash and cash dguigawith financial institutions and, at timesskdeld in money market accounts may
exceed the Federal Deposit Insurance Corporatsuréa limit.

Investments

Investment transactions are recorded ofr#lie date. Realized gains or losses are compigiad the specific identification method.
Investments for which market quotations are reaalifgilable are valued at such market quotationbt Bled equity securities that are not
publicly traded or whose market price is not readilailable are valued at fair value as determinegbod faith by our board of directors
based on the input of our management and audit ¢tbe@min addition, the board of
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directors currently receives input from independertiation firms that have been engaged at thetitire of the board to value each portfolio
security at least once during a trailing 12 morghiqa. The valuation process is conducted at tideogeach fiscal quarter, with approxima
a quarter of our portfolio companies without marfedtations subject to valuation by the indepengahtation firm each quarter. The types
of factors that the board may take into accoufiiinvalue pricing of our investments include, alevant, the nature and realizable value of
any collateral, the portfolio company's abilityrtmke payments and its earnings and discountedficasthe markets in which the portfolio
company does business, comparison to publicly tradeurities and other relevant factors.

When an external event such as a purchassaction, public offering or subsequent equitg sacurs, we use the pricing indicated by
the external event to corroborate our private gquatuation. Because there is not a readily avialatarket value for most of the investments
in our portfolio, we value substantially all of gqoortfolio investments at fair value as determimedood faith by our board under a valuation
policy and a consistently applied valuation proc&sse to the inherent uncertainty of determining fir value of investments that do not
have a readily available market value, the faiugadf our investments may differ significantly frahe values that would have been used had
a ready market existed for such investments, aadlifferences could be material.

With respect to investments for which maidgotations are not readily available, we undertaknulti-step valuation process each
quarter, as described below:

. Our quarterly valuation process begins with eaatfglad company or investment being initially vatliey the investment
professionals responsible for the portfolio invesitin

. Preliminary valuation conclusions are then documeaind discussed with our management.

. The audit committee of our board of directors rexi¢hese preliminary valuations as well as valuetiwith respect to
approximately a quarter of our portfolio comparpespared by an independent valuation firm.

. The board of directors discusses valuations aretiates the fair value of each investment in outfplio in good faith based
on the input of our management and audit committekthe independent valuation firms.

Interest Income Recognition

Interest income, adjusted for amortizatdbpremium and accretion of discount, is recorde@mo accrual basis to the extent that such
amounts are expected to be collected. The Comgapyg accruing interest on its investments whes dstermined that interest is no longer
collectible. If any cash is received after it isetenined that interest is no longer collectible, wil treat the cash as payment on the principal
balance until the entire principal balance has vepnid, before any interest income is recognibascounts and premiums on securities
purchased are accreted/amortized over the lifaeféspective security using the effective yieldirod. The amortized cost of investments
represents the original cost adjusted for the éicecref discounts and amortizations of premium onds.

Payment in Kind Interest

The Company has loans in its portfolio tt@atain a payment-in-kind ("PIK") provision. ThéHnterest, computed at the contractual
rate specified in each loan agreement, is add#tktprincipal balance of the loan and recordechi&sest income. To maintain the Company's
status as a RIC, this non-cash source of income beugaid out to stockholders in the form of divids, even though the Company has not
yet collected the cash. For the years ended Deae®ih@006 and December
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2005, $6,288,733 and $3,113,035, respectively]hknifcome were recorded. For the period from JuBeZB04 (inception) through
December 31, 2004, $508,762 in PIK income was thsgbr

Capital Structuring Service Fees

The Company's Investment Adviser seeksdwige assistance to the portfolio companies imeation with the Company's investments
and in return the Company may receive fees fortaagiructuring services. These fees are normaligl pt the closing of the investments, are
generally non-recurring and are recognized as gv@rhen earned upon closing the investment. Thecssrthat the Company's Investment
Adviser provides vary by investment, but generabipsist of reviewing existing credit facilitiesyanging bank financing, arranging equity
financing, structuring financing from multiple lezrs, structuring financing from equity investoestructuring existing loans, raising equity
and debt capital, and providing general financisliee, which concludes upon closing of the loane Tompany's Investment Adviser may
also take a seat on the board of directors of Hgdiorcompany, or observe the meetings of the #adirdirectors without taking a formal seat.
Any services of the above nature subsequent toltising would generally generate a separate fealpayo the Company. In certain
instances where the Company is invited to partteipa a co-lender in a transaction and in the ehenhthe Company does not provide
significant services in connection with the investiy a portion of loan fees paid to the Compansuich situations may be deferred and
amortized over the estimated life of the loan.

Foreign Currency Translation

The Company's books and records are maedén U.S. dollars. Any foreign currency amountstaanslated into U.S. dollars on the
following basis:

Q) Market value of investment securities, other asaetsliabilities—at the exchange rates prevailinthe end of the day.

2 Purchases and sales of investment securities, e expenses—at the rates of exchange prevailitige respective dates
of such transactions.

Although the net assets and the fair valuegresented at the foreign exchange rates anthef the day, the Company does not isolate
the portion of the results of the operations ré@sglfrom changes in foreign exchange rates on invests from the fluctuations arising from
changes in fair value of investments. Such fluétwmestare included with the net realized and unzedligains or losses from investments.
Foreign security and currency translations may lwvevgertain considerations and risks not typicakgociated with investing in U.S.
companies and U.S. Government securities. Thelsginslude but are not limited to revaluation ofremcies and future adverse political and
economic developments which could cause investmerkgeir markets to be less liquid and prices marlatile than those of comparable
U.S. companies.

Organizational Expenses

Approximately $200,000 in organizationaperses were expensed as incurred for the periad Jume 23, 2004 (inception) through
December 31, 2004.

Offering Expenses

The Company's offering costs were chargginst the proceeds from the IPO, the Add-on Qffgfas defined in Note 11), the October
Add-on Offering (as defined in Note 11), the Julgddon Offering (as defined in Note 11) and the Deloser Add-on Offering (as defined in
Note 11) when received and were approximately $108, $635,000, $553,000, $556,000 and $236,@8pectively (see Note 1!
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Debt Issuance Cost

Debt issuance costs are being amortizedtbedife of the related credit facility using teFaight line method, which closely
approximates the effective yield method.

Federal Income Taxes

The Company has qualified and elected atehds to continue to qualify for the tax treatmagmplicable to regulated investment
companies under Subchapter M of the Code and, amthieg things, has made and intends to continueatke the requisite distributions to
stockholders which will relieve the Company frondEral income taxes. In order to qualify as a Riipag other factors, the Company is
required to timely distribute to its stockholdetdemst 90% of investment company taxable incorsaledined by the Code, for each year.

Depending on the level of taxable incommed in a tax year, we may choose to carry forviaxeble income in excess of current year
dividend distributions into the next tax year alg p 4% excise tax on such income, as requirethd extent that the Company determines
that its estimated current year annual taxablenrewill be in excess of estimated current yearddind distributions, the Company accrues
excise tax, if any, on estimated excess taxablenigcas taxable income is earned. For the yearsiddeeember 31, 2006 and December 31,
2005, provisions of approximately $570,000 and $2@8, respectively were recorded for Federal exteises. As of December 31, 2006, the
entire $570,000 was unpaid and included in accaueyable on the accompanying consolidated baldmeet s

Certain of our wholly owned subsidiaries aubject to Federal and state income taxes. Eorgér ended December 31, 2006 we
recorded a provision of approximately $4,360,000tiese subsidiaries. For the year ended Decenih@085, and for the period from
June 23, 2004 (inception) through December 31, 20®4ecorded no provision for these subsidiaries.

Dividends

Dividends and distributions to common stazlklers are recorded on the record date. The antoune paid out as a dividend is
determined by the board of directors each quartérisgenerally based upon the earnings estimatadadmagement. Net realized capital
gains, if any, are distributed at least annualhoaigh we may decide to retain such capital giingnvestment.

We have adopted a dividend reinvestment flat provides for reinvestment of our distribngmn behalf of our stockholders, unless a
stockholder elects to receive cash. As a resuitlifboard of directors authorizes, and we declagsh dividend, then our stockholders who
have not "opted out" of our dividend reinvestmdanpwill have their cash dividends automaticallyhnvested in additional shares of our
common stock, rather than receiving the cash dindde

Use of Estimates in the Preparation of Financialé&@ements

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfezitthe reported amounts of actual and contingssets and liabilities at the date of
financial statements and the reported amountsoofire or loss and expenses during the reportingghetictual results could differ from
those estimates. Significant estimates includevétheation of investments.

Fair Value of Financial Instruments

The carrying value of the Company's finahtistruments approximate fair value. The carryiatiie of interest and open trade
receivables, accounts payable and accrued exparsse®ll as the credit facility payable approxintfaie value due to their short maturity.
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3. AGREEMENTS

The Company has entered into an investagvisory agreement (the "Advisory Agreement") with Investment Adviser under which
the Investment Adviser, subject to the overall svis@n of our board of directors, provides investihadvisory services to ARCC. For
providing these services, the Investment Adviseeires a fee from us, consisting of two componeradase management fee and an
incentive fee. The base management fee is calcuddatan annual rate of 1.5% of our total assetsefdhan cash or cash equivalents but
including assets purchased with borrowed fundsg. Bdse management fee is payable quarterly inrarfBae base management fee is
calculated based on the average value of ourastats (other than cash or cash equivalents Hutling assets purchased with borrowed
funds) at the end of the two most recently compleendar quarters.

The incentive fee has two parts. One gachlculated and payable quarterly in arrears baseuir pre-incentive fee net investment
income. Pre-incentive fee net investment incomemaéaterest income, dividend income and any othesre (including any other fees such
as commitment, origination, structuring, diligerss® consulting fees or other fees that we receom portfolio companies but excluding fi
for providing managerial assistance) accrued dutiegcalendar quarter, minus operating expensdbdoguarter (including the base
management fee, any expenses payable under theisttation agreement, and any interest expensdiaitends paid on any outstanding
preferred stock, but excluding the incentive f&rg-incentive fee net investment income includeshé case of investments with a deferred
interest feature such as market discount, debuims&nts with payment-in-kind interest, preferraztktwith payment-in-kind dividends and
zero coupon securities, accrued income that we havget received in cash. The Investment Adviserat under any obligation to reimburse
us for any part of the incentive fee it receivedttivas based on accrued income that we never eztawa result of a default by an entity on
the obligation that resulted in the accrual of sinciome.

Pre-incentive fee net investment incomesdu# include any realized capital gains, realizaggital losses or unrealized capital
appreciation or depreciation. Pre-incentive feeim&tstment income, expressed as a rate of retutheovalue of our net assets at the end of
the immediately preceding calendar quarter, is @megbto a fixed "hurdle rate" of 2.00% per quarter.

We pay the Investment Adviser an incenteewith respect to our pre-incentive fee net itwment income in each calendar quarter as
follows:

. no incentive fee in any calendar quarter in whiah ppre-incentive fee net investment income doegxgged the hurdle rate;

. 100% of our pre-incentive fee net investment incavite respect to that portion of such pre-incenfige net investment
income, if any, that exceeds the hurdle rate blgsis than 2.50% in any calendar quarter. We tefthis portion of our pre-
incentive fee net investment income (which excebdsurdle rate but is less than 2.50%) as theHeap" provision. The
"catch-up" is meant to provide our Investment Adviwith 20% of the pre-incentive fee net investnianbme as if a hurdle
rate did not apply if this net investment incomeeeds 2.50% in any calendar quarter; and

. 20% of the amount of our pre-incentive fee net gtrent income, if any, that exceeds 2.50% in afgnciar quarter.
These calculations are adjusted for anyesisauances or repurchases during the quarter.

The second part of the incentive fee igBined and payable in arrears as of the end &f e@endar year (or upon termination of the
Advisory Agreement, as of the termination datejnoeencing with the calendar year ending on Decer@be2004, and equals 20% of our
realized
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capital gains for the calendar year, if any, coragutet of all realized capital losses and unredlcapital depreciation for such year.

We defer cash payment of any incentiveotberwise earned by the Investment Adviser if dytime most recent four full calendar
quarter periods ending on or prior to the date gamment is to be made the sum of (a) the aggrelstiibutions to the stockholders and
(b) the change in net assets (defined as totalsaless indebtedness) is less than 8.0% of ouassets at the beginning of such period. These
calculations were appropriately pro rated durirgyftlst three calendar quarters following Octobe2@)4 and are adjusted for any share
issuances or repurchases.

For the year ended December 31, 2006, waiied $13,645,724 in base management fees, $1683¥6ih incentive management fees
related to pre-incentive fee net investment incame $3,448,462 in incentive management fees retateshlized capital gains. As of
December 31, 2006, $12,485,016 was unpaid anddedlin management and incentive fees payable indbempanying consolidated
balance sheet.

For the year ended December 31, 2005, waried $5,147,492 in base management fees, $3#2h6ncentive management fees
related to pre-incentive fee net investment incame $979,388 in incentive management fees relategilized capital gains.

For the period from October 8, 2004 (theedd the IPO and the commencement of substantiastment operations) through
December 31, 2004, we incurred $471,565 in baseaganent fees and $59,904 in incentive managemesréated to pre-incentive fee net
investment income and $35,567 in incentive managefees related to realized capital gains.

We also entered into a separate administraigreement (the "Administration Agreement”) wittes Administration under which Ares
Administration furnishes us with office, equipmamid clerical, bookkeeping and record keeping sesvat our office facilities. Payments
under the Administration Agreement will be equahtoamount based upon our allocable portion of Administration's overhead in
performing its obligations under the Administratidgreement, including our allocable portion of tiwst of our officers and their respective
staffs. Under the Administration Agreement, Aregviwlistration also performs or oversees the perfowaaf our required administrative
services, which include, among other things, be@sponsible for the financial records which weraeguired to maintain and preparing
reports to our stockholders and reports filed ligh SEC. In addition, Ares Administration assistsrudetermining and publishing the net
asset value, oversees the preparation and filimgiofax returns and the printing and disseminatioreports to our stockholders, and
generally oversees the payment of our expensethamtrformance of administrative and professisealices rendered to us by others.
Under the Administration Agreement, Ares Adminiitra also provides on our behalf, managerial amscst to those portfolio companies to
which we are required to provide such assistanie.Administration Agreement may be terminated tiyegiparty without penalty upon 60-
days' written notice to the other party.

For the year ended December 31, 2006, wgiad $953,400 in administrative fees. As of Delcen81, 2006, $385,613 was unpaid and
included in accounts payable and accrued expengbs eccompanying consolidated balance sheet.

For the year ended December 31, 2005, wigiiad $888,081 in administrative fees. For théopkfrom October 8, 2004 (the date of the
IPO and the commencement of substantial investmegerations) through December 31, 2004 we incurfeb®41 in administrative fees.
Prior to October 8, 2004, we incurred no administesfees.
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4. EARNINGS PER SHARE

The following information sets forth theneputation of basic and diluted net increase inldtolders' equity per share resulting from the
year ended December 31, 20

Numerator for basic and diluted net increase inldtolders' equit
resulting from operations per sha $ 69,695,32

Denominator for basic and diluted net increasdankdolders' equity
resulting from operations per sha 43,156,46

Basic and diluted net increase in stockholdersitggesulting from
operations per shar $ 1.61

The following information sets forth theneputation of basic and diluted net increase inldtolders' equity per share resulting from the
year ended December 31, 20

Numerator for basic and diluted net increase inldtolders' equit
resulting from operations per sha $ 41,851,07

Denominator for basic and diluted net increasdanldolders' equity
resulting from operations per sha 23,487,93

Basic and diluted net increase in stockholdersitggesulting from
operations per shar $ 1.7¢

The following information sets forth thensputation of basic and diluted net increase inlgdtolders' equity per share resulting from
October 8, 2004 (the date of the IPO and the conseraent of substantial investment operations) thiddbgcember 31, 2004:

Numerator for basic and diluted net increase inldtolders' equit
resulting from operations per sha $ 3,190,48!

Denominator for basic and diluted net increasdanlkdolders' equity
resulting from operations per sha 11,066,76

Basic and diluted net increase in stockholdersitggesulting from
operations per shar $ 0.2¢

If the above computation had been dondghferperiod from June 23, 2004 (inception) througit@nber 31, 2004, the numerator would
have remained the same, but the denominator wad heen 4,905,916 resulting in a basic and dilnétdncrease in stockholders' equity
resulting from operations per share of $0.65.

5. INVESTMENTS

For the year ended December 31, 2006, tmepany purchased (A) $726.4 million aggregate fpal@amount of senior term debt,
(B) $249.4 million aggregate principal amount afise subordinated debt, (C) $110.8 million of infreents in equity securities, and
(D) $855,000 of investments in collateralized datiigations.

In addition, for the year ended December28D6, (1) $175.4 million aggregate principal amtoaf senior term debt, (2) $82.2 million
aggregate principal amount of senior subordinatdt dnd (3) $9.0 million of investments in collaiéred debt obligations were redeemed.
Additionally, (A) $80.0 million aggregate principamount of senior term debt, (B) $17.0 million aegate principal amount of senior
subordinated debt and (C) $65.6 million of invegiteen equity securities were sold.
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As of December 31, 2006, investments aisti end cash equivalents consisted of the following:

Cash and cash equivalel
Senior term dek

Senior note!

Senior subordinated de
Equity securitie:

Total

Amortized Cost Fair Value
91,538,87 $ 91,538,87
796,857,47 791,677,72
10,000,00 10,000,00
299,881,311 299,877,75
139,019,25 134,266,35
1,337,296,91 $ 1,327,360,71

As of December 31, 2005, investments aisti eand cash equivalents consisted of the following:

Cash and cash equivalel
Senior term dek

Senior note!

Senior subordinated de
Collateralized debt obligatior
Equity securitie:

Total

The amortized cost represents the originat adjusted for the accretion of discounts andrimation of premiums on debt using the

effective interest method.

The industry and geographic compositionthefportfolio at fair value at December 31, 2066 Becember 31, 2005 were as follows:

Industry

Amortized Cost Fair Value

$ 16,613,333 $ 16,613,33
338,993,97 338,467,06
10,000,00 10,000,00
129,816,92 130,042,69
16,980,59 17,386,56
85,560,37 90,072,05

$ 597,965,19 $ 602,581,70

December 31,200 December 31, 200

Health Care

Other Service
Printing/Publishing
Consumer Produc
Manufacturing
Containers/Packagir
Restaurant

Retail

Financial
Environmental Service
Education
Beverage/Food/Tobac«
Aerospace and Defen
Broadcasting/Cabl
Computers/Electronic
Cargo Transpol
Farming and Agricultur
Homebuilding

Total
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14.2% 13.1%
12.2 12.C
oS 2.8
8.C 11.2
7.7 )3
6.7 12.C
6.4 10.€
6.C 0.C
5.€ 3.C
5.4 11.C
5.1 5.€
4.2 0.C
2.1 2.7
2.1 0.8
1.8 0.C
1.C 2.1
0.6 1.8
0.8 1.7

100.(% 100.(%

Geographic Region

December 31,200 December 31, 200

Mid-Atlantic
West

29.4%
21.¢

24.2%
38.¢



Southeas 21.Z 10.2

Midwest 19.2 12.:

Northeas 5.7 11.z

International 2.8 3.C
Total 100.(% 100.(%

6. INCOME TAXES

The following reconciles net increase imc&holders' equity resulting from operations tcetale income for the year ended December 31,
2006:

Net increase in stockholders' equity resulting figmerations $ 69,695,32
Net unrealized gain on investments transactionsaxatble 14,552,71
Other income not currently taxalk (24,661,43)
Other taxable incom 16,256,58
Expenses not currently deductil 5,704,84
Other deductible expens (1,106,919
Taxable income before deductions for distributi $ 80,441,122

I

Excluded from taxable income before dedundtifor distributions are $238,668 of capital Iessslized by the Company after
October 31, 2006, which were deferred for tax psgsao the first day of the following fiscal yeBuring the year ended December 31, 2006,
as a result of permanent book-to-tax differencéenamily due to the recharacterization of distrilout, differences in the book and tax basis of
investments sold, dividends paid by portfolio comipa to the Company in excess of portfolio compaagnings and nondeductible federal
taxes, the Company increased accumulated undistdmet investment income by $7,038,469, decreasedimulated net realized gain on
sale of investments by $10,597,702 and increasgithti excess of par value by $3,559,233. Aggregtockholders' equity was not affec
by this reclassification. As of December 31, 2006, cost of investments for tax purposes was $18825583 resulting in a gross unrealized
appreciation and depreciation of $2,482,828 and3gR575, respectively.

For income tax purposes, distributions paidtockholders are reported as ordinary incorar;taxable, capital gains, or a combination
thereof. Dividends paid per common share for tre yaded December 31, 2006 were taxable as follomaudited):

Ordinary income $ 64,551,09
Capital gains 7,777,94
Return of capita —
Total $ 72,329,03
|

F-29




The following reconciles net increase imc&holders' equity resulting from operations tcetale income for the year ended December 31,
2005:

Net increase in stockholders' equity resulting figmerations $ 41,851,07
Net unrealized gain on investments transactionsaxatble (4,385,56)
Other income not currently taxat (2,751,14,
Other taxable incom 3,035,57
Expenses not currently deductil 93,20
Other deductible expens (172,179
Taxable income before deductions for distributi $ 37,670,97

I

As of December 31, 2005, the cost of inmesits for tax purposes was $582,201,478 resultirrggross unrealized appreciation and
depreciation of $10,037,426 and $6,270,529, resmdgt

For income tax purposes, distributions paidtockholders are reported as ordinary incorae;taxable, capital gains, or a combination
thereof. Dividends paid per common share for thar ymded December 31, 2005 were taxable as follomsudited):

Ordinary income $ 31,563,87
Capital gains —
Return of capita —
Total $ 31,563,87
I

The following reconciles net increase wc&holders' equity resulting from operations toatale income for the period from June 23,
2004 (inception) through December 31, 2004:

Net increase in stockholders' equity resulting figmerations $ 3,190,48!
Net unrealized gain on investments transactionsaxatble (230,94
Other taxable incom 186,32t
Expenses not currently deductil 189,27!
Other deductible expens (417,33)
Taxable income before deductions for distributi $ 2,917,811

I

For income tax purposes, distributions paidtockholders are reported as ordinary incorar;taxable, capital gains, or a combination
thereof. Dividends paid per common share for theoddrom June 23, 2004 (inception) through Decendde 2004 were taxable as follows
(unaudited):

Ordinary income $ 3,095,95
Capital gains —
Return of capita 224,07
Total $ 3,320,031
I

7. COMMITMENTS AND CONTINGENCIES

As of December 31, 2006, the Company hadnaitted to make a total of approximately $79.0 imillof investments in various
revolving senior secured loans. As of Decembe2806, $45.2 million was unfunded. Included witHie $79.0 million commitment in
revolving secured loans is a commitment to issuu§8.7 million in standby letters of credit thghua financial intermediary on behalf of
certain portfolio companies. Under these arrangésnéme Company would be required to make paynterttsird-party beneficiaries if the
portfolio companies were to default on their religpayment obligations. As of December 31, 2006 Gbmpany had $2.8 million in standby
letters of credit issued and outstanding on betdfdlie portfolio companies, of which no amountsevercorded as a liability. Of these letters
of credit, $2.3 million expire on September 30, 2@nHd
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$500,000 expire on July 31, 2007. These lettersedit may be extended under substantially sinldems for additional one-year terms at the
Company's option until the revolving line of credihder which the letters of credit were issuedtunes on September 30, 2011.

As of December 31, 2006, the Company wagestito a subscription agreement to fund up taGillion of equity commitments in a
private equity investment partnership. As of Decen®i, 2006, $225,000 was funded to this partnershi

As of December 31, 2005, the Company haxinsitted to make a total of approximately $43.0 imillof investments in various
revolving senior secured loans. As of Decembe£805, $28.8 million was unfunded. Included witHie $43.0 million commitment in
revolving secured loans is a commitment to issuu§8.2 million in standby letters of credit thghua financial intermediary on behalf of a
portfolio company. Under these arrangements, thegamy would be required to make payments to thindypbeneficiaries if the portfolio
company was to default on its related payment alibgs. As of December 31, 2005, the Company ha2i is#lion in standby letters of cre:
issued and outstanding on behalf of the portfaimpany, of which no amounts were recorded as difyab

8. BORROWINGS

In accordance with the 1940 Act, with cerlanited exceptions, we are only allowed to bevrramounts such that our asset coverage, as
defined in the 1940 Act, is at least 200% aftethsoarrowing. On October 29, 2004, we formed Arepi@hCP Funding LLC ("Ares Capital
CP"), a wholly owned subsidiary of the Companyotigh which we established a revolving credit faci{the "CP Funding Facility”). On
November 3, 2004 (the "Facility Effective Date")e wntered into the CP Funding Facility that, asrated, allows Ares Capital CP to iss
up to $350.0 million of variable funding certifiest ("VFC"). As part of the CP Funding Facility, e subject to limitations as to how
borrowed funds may be used including restrictiomgieographic concentrations, sector concentratloan,size, payment frequency and
status, average life, collateral interests andstraent ratings as well as regulatory restrictiom$ewerage which may affect the amount of
VFC that we may issue from time to time. Therease certain requirements relating to portfoliofpamance, including required minimum
portfolio yield and limitations on delinquenciesdacharge-offs, violation of which could result lretearly amortization of the CP Funding
Facility and limit further advances under the Chding Facility and in some cases could be an evedéfault. Such limitations,
requirements, and associated defined terms armasled for in the documents governing the CP Fogdiacility. As of December 31, 2006,
there was $15.0 million outstanding under the CRding Facility and the Company continues to beompliance with all of the limitations
and requirements of the CP Funding Facility. ADetember 31, 2005, there was $18.0 million outstendnder the CP Funding Facility.

The CP Funding Facility is scheduled toiexpn October 31, 2007 and is secured by all @fassets held by Ares Capital CP, which as
of December 31, 2006 consisted of eight investméiitexpiration, at our election, any principal amgs then outstanding will be amortized
over a 24-month period from the termination datedér the terms of the CP Funding Facility, we aguired to pay a renewal fee of 0.375%
of the total amount available for borrowing on cound each November 3rd.

The interest charged on the VFC is basetherrommercial paper rate plus 0.70%. The intetestged on the VFC is payable quarterly.
As of December 31, 2006 the commercial paper rate W3481% and as of December 31, 2005 the comathpaper rate was 4.3223%. For
the years ended December 31, 2006 and Decemb20@8, the average interest rates (i.e. commerajéprate plus the spread) were 5.80%
and 4.26%, respectively. For the years ended DeeeBh 2006 and December 31, 2005, the averagtandisg balances were $45,620,822
and $17,939,726, respectively. The average inteagsiduring the period from the Facility Effectidate through December 31, 2004 was
1.78% (from date of first borrowing through DecemBg&, 2004, the average interest rate was 3.50%}r@naverage outstanding balance
$10,466,102.
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For the years ended December 31, 2006 acember 31, 2005 the interest expense incurrecb;845,244 and $799,307, respectively.
For the period from June 23, 2004 (inception) tgftoDecember 31, 2004 the interest expense incwasdb60,532. Cash paid for interest
expense during the years ended December 31, 2@DBecember 31, 2005 were $2,603,286 and $638,26gectively. There was no cash
paid for interest during the period from June ZK4 (inception) through December 31, 2004.

The Company is also required to pay a camenit fee for any unused portion of the CP Funéfagility. Initially, the commitment fee
was 0.175% per annum. On April 8, 2005 the CP Fuméacility was amended pursuant to which amongrathings, the commitment fee
was temporarily reduced to 0.11% per annum urgilgdrlier of (a) the date the total borrowings tautding exceed $150.0 million or
(b) October 3, 2005, after which the commitmentviees 0.175% per annum. On November 14, 2005 thEuEing Facility was further
amended pursuant to which among other things,dhevdtment fee was reduced to 0.10% per annum twitire first time that the
borrowings outstanding under the CP Funding Faaitual or exceed $200.0 million and 0.125% peuanon and after the first time that
the borrowings outstanding under the CP Fundindiaexceed $200.0 million. On July 13, 2006 thE €unding Facility was further
amended pursuant to which among other things,dhevdtment fee was increased to 0.125% per annuculeaéd based on an amount equal
to $200.0 million less the borrowings outstandingler the CP Funding Facility. As soon as the boimga/outstanding under the CP Funding
Facility equal or exceed $200.0 million, the feeadculated based on an amount equal to $350.bmléss the borrowings outstanding un
the CP Funding Facility. For the years ended Deegrh, 2006 and December 31, 2005, the commitneerstihcurred were $260,355 and
$257,800, respectively. For the period from June2P®4 (inception) through December 31, 2004 thrern@ment fee incurred was $35,644.

In December 2005, we entered into a ses@oured revolving credit facility (the "Revolvingedit Facility") under which the lenders
have agreed to extend credit to the Company imiginliaggregate principal amount not exceedingdh2lion at any one time outstanding.
The Revolving Credit Facility expires on Decemb®y 2010 and with certain exceptions is securedubgtaintially all of the assets in our
portfolio (other than investments held by Ares @apCP under the CP Funding Facility and those held part of the Debt Securitization,
discussed below) which as of December 31, 2006isteasof 108 investments. Under the Revolving GrEdcility, we have made certain
representations and warranties and are requirednply with various covenants, reporting requiretae@md other customary requirements
similar revolving credit facilities, including, wibut limitation, covenants related to: (a) limiteits on the incurrence of additional
indebtedness and liens, (b) limitations on cerir@estments, (c) limitations on certain restricggyments, (d) maintaining a certain minimum
stockholders' equity, (e) maintaining a ratio dat@ssets (less total liabilities) to total indmbiess, of the Company and its subsidiaries, of
not less than 2.0:1.0, (f) maintaining minimum lijty, and (g) limitations on the creation or eriste of agreements that prohibit liens on
certain properties of the Company and its subsefar

In addition to the asset coverage rati@desd above, borrowings under the Revolving CrEditility (and the incurrence of certain ot
permitted debt) will be subject to compliance watborrowing base that will apply different advanages to different types of assets in our
portfolio. The Revolving Credit Facility also incles an "accordion” feature that allows us to ireedhe size of the Revolving Credit Facility
to a maximum of $500 million under certain circuamtes. The Revolving Credit Facility also includssal and customary events of default
for senior secured revolving credit facilities bist nature. As of December 31, 2006, there was $198lion outstanding under the Revolv
Credit Facility and the Company continues to bedmpliance with all of the limitations and requiremts of the Revolving Credit Facility.
of December 31, 2005, there were no amounts oulisigmunder the Revolving Credit Facility.

The interest charged under the Revolvingd@acility is generally based on LIBOR (one, ttiwee or six month) plus 1.00%. As of
December 31, 2006, the one, two, three and six ImiolBOR
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were 5.32%, 5.35%, 5.36% and 5.37%, respectivalyttre year ended December 31, 2006 the averagresttrate was 6.44%. For the year
ended December 31, 2006, the average outstandiagdeawas $89,021,918. For the year ended Decedih@006, the interest expense
incurred was $5,732,028. Cash paid for intereserge during the year ended December 31, 2006 wa$&853. As of December 31, 2005,
the one, two, three and six month LIBOR were 4.39%8%, 4.54% and 4.70%, respectively. The Comj@ajso required to pay a
commitment fee of 0.20% for any unused portiorhef Revolving Credit Facility. For the years endegt&mber 31, 2006 and December 31,
2005, the commitment fees incurred were $317,549680555, respectively.

As of December 31, 2006, the Company had 88llion in standby letters of credit issued thgh the Revolving Credit Facility. There
were no letters issued as of December 31, 2005.

On July 7, 2006, through our wholly ownedhsidiary, ARCC CLO 2006 LLC ("ARCC CLO"), we conepbd a $400.0 million debt
securitization (the "Debt Securitization") and isdwapproximately $314.0 million principal amountasket-backed notes (including a
$50.0 million revolver of which $40.0 million hastrbeen drawn down as of December 31, 2006) (th©"Notes") to third parties that were
secured by a pool of middle market loans that lien purchased or originated by the Company. THe Bates are included in the
December 31, 2006 consolidated balance sheet. ileaed approximately $86.0 million of certain BBBdanon-rated securities in the Debt
Securitization (the "Retained Notes"). The CLO Nateature on December 20, 2019, and, as of DeceBih@006, there is $274.0 million
outstanding under the Debt Securitization (exclgdhe Retained Notes). The blended pricing of th® Glotes, excluding fees, is
approximately 3-month LIBOR plus 34 basis points.

The classes, amounts, ratings and inteag=t (expressed as a spread to LIBOR) of the Chtesd\are:

Amount Rating LIBOR Spread
Class (millions) (S&P/Moody's) (basis points)
A-1A $ 75  AAA/Aaa 25
A-1A VFN 50(1) AAA/Aaa 28
A-1B 14 AAA/Aaa 37
A-2A 75  AAA/Aaa 22
A-2B 33 AAA/Aaa 35
B 23  AA/Aa2 43
C 44  AIA2 70
Total $ 314
I

() Revolving class, $10.0 million of which was dravenad December 31, 2006.

During the first five years from the clogidate, principal collections received on the ulyileg collateral may be used to purchase new
collateral, allowing us to maintain the initial Erage in the securitization for the entire fivedypariod. Under the terms of the securitization,
up to 15% of the collateral may be subordinatedddhat are neither first nor second lien loans.

The Class A-1A VFN Notes are a revolvingssl of secured notes and allow us to borrow ara/rApA/Aaa financing over the initial
five-year period thereby providing more efficierinyfunding costs. All of the notes are securedhgydassets of ARCC Commercial Loan
Trust 2006, including commercial loans totaling $30million as of the closing date, currently whighre sold to the trust by the Company,
the originator and servicer of the assets. As afdbeber 31, 2006, there were 62 investments sectirengotes. Additional commercial loans
will be purchased by the trust from the Companyngrily using the proceeds from the Class A-1A VFbté$. The pool of commercial loans
in the trust must meet certain requirements, irndout not limited to, asset mix and concentratiwollateral coverage, term, agency rating,
minimum coupon, minimum spread and sector diversitgirements.
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The interest charged under the ARCC CLQ deburitization is based on 3-month LIBOR whicto®ecember 31, 2006 was 5.36%.
For the year ended December 31, 2006, the effeatieeage interest rate was 5.99%. For the yeardeDdeember 31, 2006, we incurred
$7,714,178 of interest expense and the cash paidtérest was $7,235,837. The Company is alsoiredjto pay a commitment fee of
0.175% for any unused portion of the Class A-1A Rbdtes. For the year ended December 31, 2006 atmenitment fee incurred was
$42,063 on these notes.

9. DERIVATIVE INSTRUMENTS

In 2005, we entered into a costless calgarement in order to manage the exposure to ahgurgerest rates related to the Company's
fixed rate investments. The costless collar agregisdor a notional amount of $20 million, hasapof 6.5%, a floor of 2.72% and matures
in 2008. The costless collar agreement allows wedeive an interest payment for any quarterlyquevwhen the 3-month LIBOR exceeds
6.5%, and requires us to pay an interest paymerarfp quarterly period when the 3-month LIBOR issl¢han 2.72%. The costless collar
resets quarterly based on the 3-month LIBOR. ABaefember 31, 2006, the 3-month LIBOR was 5.36%0fA3ecember 31, 2006 these
derivatives had no fair value.

10. RELATED PARTY TRANSACTIONS

The underwriting costs related to the IP€en$7,425,000 or $0.675 per share. As a parteoftld, the Investment Adviser, on our
behalf, agreed to pay the underwriters $0.225 @675 per share in underwriting discount androgsions for a total of approximately
$2.5 million. We were obligated to repay this amiptwgether with accrued interest (charged at theo&th LIBOR plus 2% starting on
October 8, 2004) (a) if during any four calendaarger period ending on or after October 8, 2005stima of (i) the aggregate distributions,
including return of capital, if any, to the stockdters and (ii) the change in net assets (definadtatassets less indebtedness) equals or
exceeds 7.0% of the net assets at the beginnisgabf period (as adjusted for any share issuanaeporchases) or (b) upon the Company's
liquidation. On March 8, 2005, the Company's bazrdirectors approved entering into an amendedrasigited agreement with the
Investment Adviser whereby the Company would bégalid to repay the Investment Adviser for the apjpnate $2.5 million only if the
conditions for repayment referred to above werelmeétre the third anniversary of the IPO. If onemmre such events did not occur on or
before October 8, 2007, we would not be obligatepay this amount to the Investment Adviser.tReryear ended December 31, 2005, the
sum of our aggregate distributions to our stockbidlcind our change in net assets exceeded 7.086 a$sets as of December 31, 2004 (as
adjusted for any share issuances). As a resufglmuary 2006 we repaid this amount together witimeed interest.

In accordance with the Advisory Agreemevd,bear all costs and expenses of the operatitrea€ompany and reimburse the
Investment Adviser for all such costs and expeirsrsred in the operation of the Company. For tharyended December 31, 2006, the
Investment Adviser incurred such expenses totéiBiB,435. As of December 31, 2006, $54,807 wasidrgyal such payable is included in
accounts payable and accrued expenses in the aaogimg consolidated balance sheet. For the yeaceBécember 31, 2005, the
Investment Adviser incurred such expenses tot#iRu,377.

During 2006, we entered into a subleaseeagent with Ares Management, whereby Ares Managesudateases approximately 25% of
the office facilities that we lease, for a fixestrequal to 25% of the basic annual rent payablesoynder our lease, plus certain additional
costs and expenses. For the year ended Decemhb2d(,, such amounts payable to the Company tof2B07. As of December 31, 2006,
the entire amount was unpaid and included as avedale in other assets in the accompanying conas@itibalance sheet.
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As of December 31, 2006, Ares Managemdmhich the Investment Adviser is a wholly ownedbsidiary, owned 666,667 shares of
the Company's common stock representing approxiynaig% of the total shares outstanding as of Ddxem31, 2006.

See Note 3 for a description of other eglgtarty transactions.
11. STOCKHOLDERS' EQUITY

On March 23, 2005, we completed a publit-ad offering (the "Addsn Offering") of 12,075,000 shares of common stiekluding the
underwriters' over-allotment option of 1,575,00@rgs) at $16.00 per share, less an underwritirgpdig and commissions totaling $0.72 per
share. Total proceeds received from the Add-onrffie net of the underwriters' discount and offgraosts, were $183.9 million.

On October 18, 2005, we completed a puddlid-on offering (the "October Add-on Offering") 4,500,000 shares of common stock at
$15.46 per share, less an underwriting discountcantmissions totaling $0.6957 per share. Totalgeds received from the October Add-on
Offering, net of the underwriters' discount andeafig costs, were approximately $213.5 million.

On July 18, 2006, we completed a public-adaffering (the "July Add-on Offering"), of 10,2250 shares of common stock (including
the underwriters' over-allotment option of 1,40® 2hares) at $15.67 per share, less an underwdisogunt and commissions totaling $0.58
per share. Total proceeds received from the Julj-éw Offering, net of the underwriters' discound affering costs, were approximately
$162.0 million.

On December 19, 2006, we completed a pualoliton offering (the "December Add-on Offering),2,730,000 shares of common stock
at $18.50 per share, less an underwriting discandtcommissions totaling $0.19 per share. Totalgeds received from the December Add-
on Offering, net of the underwriter's discount afféring costs, were approximately $49.8 million.

12. DIVIDEND

For the three months ended December 35,206 Company declared a dividend on Novembe086 f $0.40 per share and an
additional dividend of $0.10 per share for a tofe$20,814,611 and $5,203,653, respectively. Thercedate for the dividends was
December 15, 2006 and the dividends were distribateDecember 29, 2006. For the three months eGdptember 30, 2006, the Company
declared a dividend on August 9, 2006 of $0.40spare for a total of $19,595,399. The record date Beptember 15, 2006 and the dividend
was distributed on September 29, 2006. For theethmenths ended June 30, 2006, the Company dedat®iiend on May 8, 2006 of $0.38
per share for a total of $14,481,380. The recotd deas June 15, 2006 and the dividend was distibah June 30, 2006. For the three
months ended March 31, 2006, the Company decladeddend on February 28, 2006 of $0.36 per share fiotal of $13,682,573. The
record date was March 24, 2006 and the dividenddigtsbuted on April 14, 2006.

For the three months ended December 35,2688 Company declared a dividend on Decembe20@5 of $0.34 per share for a total of
$12,889,224. The record date was December 22, 200%he dividend was distributed on January 1762B86r the three months ended
September 30, 2005, the Company declared a dividergeptember 6, 2005 of $0.34 per share for &db&%v,940,174. The record date was
September 16, 2005 and the dividend was distribome8eptember 30, 2005. For the three months ehdwsz 30, 2005, the Company decl:

a dividend on June 20, 2005 of $0.32 per shara fotal of $7,413,951. The record date was Jun2@T5 and the dividend was distributed
on July 15, 2005. For the three months ended Mai¢t2005, the Company declared a dividend on Fep&@ 2005 of $0.30 per share for a
total of $3,320,524. The record date was March0®52and the dividend was distributed on April 1802.
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13. FINANCIAL HIGHLIGHTS

The following is a schedule of financiaghiights as of and for the years ended Decembe2(16 and December 31, 2005 and for the
period from June 23, 2004 (inception) through Deoen81, 2004:

For the period from

As of and for As of and for June 23,2004

the year ended the year ended (inception) through
Per Share Data: December 31, 2006 December 31, 2005 December 31, 2004
Net asset value, beginning of period $ 15.0: % 14.4: 3 15.0C
Issuance of common sto 0.2C 0.3¢ (0.7¢)
Effect of antidilution (0.03) (0.1¢) —
Underwriting costs (reimbursed to)/paid
the Investment Adviser (see Note 10) — (0.17) 0.22
Net investment income for period( 1.31 1.1t 0.2t
Net realized and unrealized gains for pe
2 0.3C 0.6: 0.04
Net increase in stockholders' equ 1.61 1.9C (0.27)
Distributions from net investment incor (1.37) (1.15) (0.25)
Distributions in excess of net investmeni
income — — (0.00)
Distributions from net realized capital ga
on securitiet (0.39) (0.15) (0.02)

Total distributions to stockholders before
return of capita (1.69) (2.30 (0.2¢)

Tax return of capite — (0.02)
Total distributions (1.69) (2.30 (0.30
Net asset value at end of period $ 1517 $ 15.0: $ 14.4:
Per share market value at end of pe $ 19.11 $ 16.01 $ 19.4:
Total return based on market value 29.12% (10.60% 31.5%%
Total return based on net asset valu 10.7% 12.04% (12.80%
Shares outstanding at end of per 52,036,52 37,909,48 11,066,76
Ratio/Supplemental Dat

Net assets at end of peri $ 789,433,40 $ 569,612,19 $ 159,708,30
Ratio of operating expenses to average

assets(5)(6 8.84% 4.11% 5.2%
Ratio of net investment income to avera

net assets(5)(i 9.1%% 7.5€% 8.5%
Portfolio turnover rate(t 49% 34% 215%

(1) The net assets used equals the total stockhoktpriy on the consolidated balance sheets.
(2)  Weighted average basic per share data.

3) For the year ended December 31, 2006, the totairdiased on market value for the year ended Deeegih 2006 equals the incre
of the ending market value at December 31, 2006L6f11 per share over the ending market value e¢mber 31, 2005 of $16.07
share plus the declared dividend of $0.36 per sloarigolders of record on March 24, 2006, the dedalividend of $0.38 per share
for holders of record on June 15, 2006, the dedldireidend of $0.40 per share for holders of reamdSeptember 15, 2006, the
declared dividend of $0.40 per share for holdengobrd on December 15, 2006 and the declaredadidiedf $0.10 per share for
holders of record on December 15, 2006. For the geded December 31, 2005, the total return basedavket value equals the
decrease of the ending market value at December 31,
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(4)

()
(6)

(7)

14.

2005 of $16.07 per share over the ending marketeval December 31, 2004 of $19.43, plus the detidirédend of $0.30 per share
for holders of record on March 7, 2005, the dedlati@idend of $0.32 per share for holders of reardlune 30, 2005, the declared
dividend of $0.34 per share for holders of recardSeptember 16, 2005 and the declared dividen@®.84%per share for holders of
record on December 22, 2005, divided by the marélte at December 31, 2004. For the period frone 28) 2004 (inception)
through December 31, 2004, the total return basetiarket value equals the increase of the endingehaalue at December 31,
2004 of $19.43 per share over the offering pric1d per share, plus the declared dividend of $pe8Ghare (includes return of
capital of $0.01 per share) for holders of recardecember 27, 2004, divided by the offering pribetal return based on market
value is not annualized.

For the year ended December 31, 2006, the totairéiased on net asset value equals the chang¢ &sset value during the period
plus the declared dividend of $0.36 per share édddrs of record on March 24, 2006, the declaredidnd of $0.38 per share for
holders of record on June 15, 2006, the declanddetid of $0.40 per share for holders of recoreptember 15, 2006, the declared
dividend of $0.40 per share for holders of recardd@cember 15, 2006 and the declared dividend dfd®0er share for holders of
record on December 15, 2006. The calculation wasstatl for shares issued in connection with divitlexinvestment plan, the
issuances of common stock in connection with the Add-on Offering and the December Add-on Offerifkgr the year ended
December 31, 2005, the total return based on et aalue equals the change in net asset valuegiiié period plus the declared
dividend of $0.30 per share for holders of recardvarch 7, 2005, the declared dividend of $0.32gbare for holders of record on
June 30, 2005, the declared dividend of $0.34 pparesfor holders of record on September 16, 2005tfa® declared dividend of $0.34
per share for holders of record on December 225 2@®ided by the beginning net asset value dutliregperiod. The calculation was
adjusted for shares issued in connection with dvitireinvestment plan, the issuances of commoik stazonnection with the Addn
Offering and October Add-on Offering, and the reimgement of underwriting costs paid by the Invesitn#alviser. For the period
from June 23, 2004 (inception) through Decembe2B0D4 the total return based on net asset valugl®the change in net asset value
during the period plus the declared dividend oB8(er share (includes return of capital of $0.8d.ghare) for holders of record on
December 27, 2004, divided by the beginning nettasdue during the period. Total return based @rasset value is not annualized.

The ratios reflect an annualized amount.

For the year ended December 31, 2006, the ratipefating expenses to average net assets consi2dib% of base management
fees, 2.95% of incentive management fees, 2.81#teofost of borrowing and other operating expen$ds02%. For the year ended
December 31, 2005, the ratio of operating expettsaserage net assets consisted of 1.44% of basagement fees, 1.17% of
incentive management fees, 0.43% of the cost abladgng and other operating expenses of 1.07%. Thraaes reflect annualized
amounts.

The ratio of net investment income to average sg¢t@ excludes income taxes related to realizets gai

IMPACT OF NEW ACCOUNTING STANDARDS

In July 2006, the Financial Accounting Stards Board ("FASB") released FASB Interpretatian 8B, "Accounting for Uncertainty in

Income Taxes," ("FIN 48"). FIN 48 provides guidammcehow uncertain tax positions should be recoghimeeasured, presented, and
disclosed in the financial statements. FIN 48 rnexguthe evaluation of tax positions taken or exgrbtd be taken in the course of preparing
Company's tax returns to determine whether th@oasitions are "more-likely-than-not" of being suiséal by the applicable tax authorities.
Tax positions not deemed to satisfy the "more-jikblan-not" threshold would be recorded as a tanefieor expense in the current year.
FASB required adoption of FIN 48 for fiscal yeaegmning after December 15, 2006, and FIN 48 tsat@pplied to all open tax years as of
the effective date. However, on December 22, 20@6Securities and Exchange Commission delayecethéred implementation date of F
48 for business development companies until Madgt2807. The Company is currently evaluating thplications of FIN 48, and its impact
in the consolidated financial statements has nbbgen determined.
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In September 2006, the FASB issued Stateofdfinancial Accounting Standards No. 157, Faatué Measurement ("SFAS No. 157").
SFAS No. 157 defines fair value, establishes a émmark for measuring fair value in generally accd@ecounting principles, and expands
disclosures about fair value measurements, but moequire any new fair value measurements. SNASL57 is effective for fiscal years
beginning after November 15, 2007 and interim giviwithin those fiscal years. At this time, the Qamy is evaluating the implications of
SFAS No. 157, and its impact in the consolidatedricial statements has not yet been determined.

In February 2007, the FASB issued StateroBRtnancial Accounting Standards No. 159, The Malue Option for Financial Assets ¢
Financial Liabilities ("SFAS 159"), which providesmpanies with an option to report selected finalnessets and liabilities at fair value. The
objective of SFAS 159 is to reduce both compleiitgccounting for financial instruments and theatitity in earnings caused by measuring
related assets and liabilities differently. SFAS £stablishes presentation and disclosure requinsngesigned to facilitate comparisons
between companies that choose different measureatteibutes for similar types of assets and litibli and to more easily understand the
effect of the company's choice to use fair valué®earnings. SFAS 159 also requires entitiesdplaly the fair value of the selected assets
and liabilities on the face of the balance sheEAS$ 159 does not eliminate disclosure requiremehtgher accounting standards, including
fair value measurement disclosures in SFAS 15% Shatement is effective as of the beginning ofmtity's first fiscal year beginning after
November 15, 2007. Early adoption is permittedfat® beginning of the previous fiscal year proddkat the entity makes that choice in
first 120 days of that fiscal year and also eléztapply the provisions of Statement 157. At tiiset, the Company is evaluating the
implications of SFAS No. 159, and its impact in temsolidated financial statements has not yet degrmined.

15. SELECTED QUARTERLY DATA (Unaudited)

2006

Q4 Q3 Q2 Q1
Total Investment Incom $ 37,508,05 $ 31,831,79 $ 30,489,755 $ 20,191,30
Net investment income before net reali:
and unrealized gain on investments and
incentive compensatic $ 23,508,14 $ 21,792,13 $ 16,233,29 $ 14,614,41
Incentive compensatic $ 5,188,96! $ 4,464,14. $ 6,940,39° $ 2,922,88
Net investment income before net reali.
and unrealized gain on investme $ 18,319,18 $ 17,327,99 $ 9,292,89° $ 11,691,53
Net realized and unrealized gain
investments $ 2,699,30° $ 813,12° $ 7,399,78 $ 2,151,49:
Net increase in stockholders' equity resuli
from operation: $ 21,018,48 $ 18,141,12 $ 16,692,68 $ 13,843,03
Basic and diluted earnings per common sl $ 04z $ 03¢ $ 04z $ 0.3€
Net asset value per share as of the end ¢
quarter $ 1517 $ 15.0¢ $ 151C $ 15.0¢
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2005 Q4(1)

Q4 Q3 Q2 Q1 2004

Total Investment Incom $ 14,890,28 $ 11,607,988 $ 9,601,61! $ 5,750,59. $ 4,380,84i

Net investment income before net realized

unrealized gain on investments and incentive

compensatiol $ 11,071,08 $ 8,887,63. $ 7,567,05. $ 3,800,11. $ 3,009,74!

Incentive compensatic $ (510,479 $ 2,643,35 $ 1,798,991 $ 270,28: $ 95,471

Net investment income before net realized

unrealized gain on investmer $ 11,581,555 $ 6,244270 $ 5,768,13. $ 3,529,82' $ 2,914,27:

Net realized and unrealized gain on investm $ 4,281,460 $ 3,637,61. $ 1,834,12. $ 497407 $ 475,39:

Net increase in stockholders' equity resulting fi

operations $ 15,863,02 $ 9,881,891 $ 7,602,251 $ 8,503,901 $ 3,389,67.

Basic and diluted earnings per common sl $ 04t $ 04z $ 03z $ 0.6 $ 0.34

Net asset value per share as of the end of theeq $ 15.0: % 15.0¢ $ 1497 $ 149¢ $ 14.4%
1) The Company was initially funded on June 23, 200deption) but had no significant operations uthité fourth quarter of 2004. The sole activity foe second and third quarters

of 2004 was the incurrence of $199,183 in orgaiunal expenses.
16. SUBSEQUENT EVENTS

On January 8, 2007, the underwriter exettits over-allotment option of 409,500 sharesamfimon stock granted in the December Add-
on Offering at $18.50 per share less an undengritiscount and commissions totaling $0.19 per siartal proceeds received from the sale
of common stock pursuant to the over-allotmentaptnet of the underwriter's discount and offeitogts, were approximately $7.5 million.

On February 9, 2007, we completed a puddid-on offering (the "February Add-on Offering") 882,078 shares of common stock
(including the underwriter's over-allotment optiminl80,271 shares) at $19.95 per share, less arwriting discount and commissions
totaling $0.25 per share. Total proceeds receikad the February Add-on Offering, net of the undéewr's discount and offering costs, were
approximately $27.0 million.

On March 1, 2007, in accordance with thectadion” feature of the Revolving Credit Facilitye increased the aggregate principal
amount of the Revolving Credit Facility by $100.0lion to a total of $350.0 million.
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Pursuant to the requirements of Sectionr1B5(d) of the Securities Exchange Act of 1934am&nded, the Registrant has duly caused
this Annual Report to be signed on its behalf lydhdersigned, thereunto duly authorized, on M8r@007.

ARES CAPITAL CORPORATION

By: /s/ MICHAEL J. AROUGHETI

Michael J. Arougheti
President

Pursuant to the requirements of the Seeariixchange Act of 1934, as amended, this AnnepbR has been signed below by the
following persons on behalf of the Registrant amthe capacities indicated on March 8, 2007.

Signature Title(s)

/sl MICHAEL J. AROUGHETI President (principal executive officer)

Michael J. Aroughet

/sl RICHARD S. DAVIS Chief Financial Officer (principal financial and
accounting officer)

Richard S. Davit

/s/ DOUGLAS E. COLTHARP Director

Douglas E. Colthar
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Frank E. O'Bryai

/s/ ROBERT L. ROSEN Director

Robert L. Rosel
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Bennett Rosenth:

/s/ ERIC B. SIEGEL Director

Eric B. Siege
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Exhibit 21.1

SUBSIDIARIES OF ARES CAPITAL CORPORATION

Name Jurisdiction
ARCC Cervantes Corporatic Delaware
ARCC Cervantes LL( Delaware
ARCC CLO 2006 LLC Delaware
Ares Capital CP Funding LL Delaware

Ares Capital FL Holdings LL( Delaware
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Exhibit 31.1

Certification of President
of Periodic Report Pursuant to Rule 13a-14(a) and Re 15d-14(a)

I, Michael J. Arougheti, certify that:
1. I have reviewed this Annual Repartrorm 10-K of Ares Capital Corporation;

2. Based on my knowledge, this repodsdnot contain any untrue statement of a matfacalor omit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldidh this report, fairly present in all mate|
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifyindiadr and | are responsible for establishing anéhtaiing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls@ondedures, or caused such disclosure controlprenuddures to be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly durithg tperiod in which this report is being prepared;

(b) Designed such internal control ovealfficial reporting, or caused such internal cordxar financial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of thgsteant's disclosure controls and procedures agsepted in this report our conclusions
about the effectiveness of the disclosure contiots procedures, as of the end of the period coveyehis report based on such
evaluation; and

(d) Disclosed in this report any changéhie registrant's internal control over financggorting that occurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially affected,
is reasonably likely to materially affect, the igant's internal control over financial reportimgd

5. The registrant's other certifyin§iadr and | have disclosed, based on our most temeiuation of internal control over financial
reporting, to the registrant's auditors and thdtaamnmittee of the registrant's board of direci@spersons performing the equivalent
functions):

(a) All significant deficiencies and miad weaknesses in the design or operation of malezontrol over financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial information;
and

(b) Any fraud, whether or not materiait involves management or other employees who aaignificant role in the
registrant's internal control over financial repugt

Date: March 8, 2007

/sl MICHAEL J. AROUGHETI

Michael J. Arougheti
President
(Principal Executive Officer
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Exhibit 31.2

Certification of Chief Financial Officer
of Periodic Report Pursuant to Rule 13a-14(a) and Re 15d-14(a)

I, Richard S. Davis, certify that:
1. I have reviewed this Annual Repartrorm 10-K of Ares Capital Corporation;

2. Based on my knowledge, this repodsdnot contain any untrue statement of a matfacalor omit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldidh this report, fairly present in all mate|
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifyindiadr and | are responsible for establishing anéhtaiing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls@ondedures, or caused such disclosure controlprenuddures to be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly durithg tperiod in which this report is being prepared;

(b) Designed such internal control ovealfficial reporting, or caused such internal cordxar financial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of thgsteant's disclosure controls and procedures agsepted in this report our conclusions
about the effectiveness of the disclosure contiots procedures, as of the end of the period coveyehis report based on such
evaluation; and

(d) Disclosed in this report any changéhie registrant's internal control over financggorting that occurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially affected,
is reasonably likely to materially affect, the igant's internal control over financial reportimgd

5. The registrant's other certifyin§iadr and | have disclosed, based on our most temeiuation of internal control over financial
reporting, to the registrant's auditors and thdtaamnmittee of the registrant's board of direci@spersons performing the equivalent
functions):

(a) All significant deficiencies and miad weaknesses in the design or operation of malezontrol over financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaize report financial information;
and

(b) Any fraud, whether or not materiait involves management or other employees who aaignificant role in the
registrant's internal control over financial repugt

Date: March 8, 2007

/s/ RICHARD S. DAVIS

Richard S. Davis
Chief Financial Officer
(Principal Financial Officer
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Exhibit 32.1
Certification of President and Chief Financial Officer

Pursuant to
18 U.S.C. Section 1350

In connection with the Annual Report on Form 10{fkAces Capital Corporation (the "Company") for tyear ended December 31, 2006 as
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), Michael J. Arcefgjlas President of the Company, and
Richard S. Davis, as Chief Financial Officer of ®empany, each hereby certifies, pursuant to 18QJ.Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, tleethe best of his knowledge:

1. The Report fully complies with treuirements of Section 13(a) or 15(d) of the SéiegriAct of 1934; and

2. The information contained in the Betffairly presents, in all material respects, financial condition and results of operations of
the Company.

Date: March 8, 2007

/sl MICHAEL J. AROUGHETI

Michael J. Arougheti
President
(Principal Executive Officer

/sl RICHARD S. DAVIS

Richard S. Davis
Chief Financial Officer
(Principal Financial Officer

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withindgleetronic version of this written statement regdiby Section 906, has been provided to
Ares Capital Corporation and will be retained by#Capital Corporation and furnished to the Seesrind Exchange Commission or its
staff upon request.
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