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PART I

Item 1. Business

FORWARD-LOOKING STATEMENTS

Some of the statements in this Annual Repof~orm 10-K (the "Annual Report") constituteard-looking statements, which relate to
future events or our future performance or finahotmdition. The forwardeoking statements contained in this Annual Repostlve risks ani
uncertainties, including statements as to:

. our future operating result

. our business prospects and the prospects of otfoj@icompanies;

. the impact of investments that we expect to make;

. our contractual arrangements and relationships thitt parties

. the dependence of our future success on the gesmyabmy and its impact on the industries in whiehinvest;

. the ability of our portfolio companies to achieteit objectives;

. our expected financings and investments;

. the adequacy of our cash resources and workingatz

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

. the ability of our investment adviser to locatetablie investments for us and to monitor and adr@nisur investments.

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

GENERAL

Ares Capital Corporation, a Maryland cogimm (together with its subsidiaries, where aggile, "Ares Capital”" or the "Company,"
which may also be referred to as "we," "us," orr"pis a specialty finance company that is a clesed, non-diversified management
investment company. We have elected to be reguésedbusiness development company or a "BDC" uhddnvestment Company Act of
1940, or the "Investment Company Act." We were firthin April 2004 and completed our initial pubdiffering on October 8, 2004. Ares
Capital's investment objective is to generate loatihent income and capital appreciation through del equity investments. We invest
primarily in U.S. middle market companies, whereheéieve the supply of primary capital is limitendethe investment opportunities are most
attractive, however, we may from time to time iviedarger companies. In this Annual Report, waeagally use the term "middle market" to
refer to companies with annual EBITDA between $8iom and $50 million. EBITDA represents net incoimefore net interest expense,
income tax expense, depreciation and amortization.

We invest primarily in first and secondhligenior loans and long-term mezzanine debt. &irdtsecond lien senior loans generally are
senior debt instruments that rank ahead of subatelihdebt of a given portfolio company. These ladss have the benefit of security interests
on the assets of the portfolio company, which naakrahead of or be junior to other security intexedlezzanine debt is subordinated to se
loans and is generally unsecured. In some casesyayelso receive warrants or
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options in connection with our debt instrumentsr @uestments have generally ranged between $llbmand $50 million each, although the
investment sizes may be more or less than theteatgange and are expected to grow with our capitailability. We also, to a lesser extent,
make equity investments in private middle markehpanies. These investments have generally beethi@s$10 million each but may grow
with our capital availability and are usually madeonjunction with loans we make to these comparieaddition, the proportion of these
investments will change over time given our views among other things, the economic and creditrenwient we are operating in. In
connection with our investing activities, we mayka@ommitments with respect to indebtedness orrgesuof a potential portfolio company
substantially in excess of our final investmentsilich situations, while we may initially agree tiod up to a certain dollar amount of an
investment, we may syndicate a portion of such arhtauthird parties prior to closing such investtanch that we make a smaller investment
than what was reflected in our original commitment.

The first and second lien senior loans gahehave stated terms of three to 10 years aadrtbzzanine debt investments generally have
stated terms of up to 10 years, but the expecterhge life of such first and second lien loansmedzanine debt is generally between three
and seven years. However, there is no limit omih&urity or duration of any security in our portélThe debt that we invest in typically is not
initially rated by any rating agency, but we beédhat if such investments were rated, they woelthdlow investment grade (rated lower than
"Baa3" by Moody's Investors Service or lower th8BB" by Standard & Poor's Corporation). We may stwgithout limit in debt of any
rating, as well as debt that has not been rateghlgynationally recognized statistical rating orgatibn.

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 existingtigships with financial sponsors, financial
institutions, hedge funds and other investmentdiohAres Partners Management Company LLC andfitmed 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 investmeAi®s' senior principals have worked together fonyngears and have substantial experience
investing in senior loans, high yield bonds, merzanlebt and private equity. The Company has adoeb® Ares staff of approximately 94
investment professionals and to the 91 adminisegirofessionals employed by Ares who provide &msi€ in accounting, legal, compliance,
technology and investor relations.

While our primary focus is to generate eatrincome and capital appreciation through investsiin first and second lien senior loans
mezzanine debt and, to a lesser extent, equityrieswof private companies, we also may investaup0% of the portfolio in opportunistic
investments. Such investments may include, amdmgrstinvestments in high-yield bonds, debt andtggecurities and distressed debt or
equity securities of public companies. We expeat these public companies generally will have deat is non-investment grade. As part of
this 30% of the portfolio, we may also invest irbtlef middle market companies located outside eflinited States.

In addition to making investments in theedCapital portfolio, we manage a senior debt fimdHill Middle Market Credit Fund, Ltd.
("lvy Hill"), which we established during 2007. Owholly owned subsidiary, vy Hill Asset ManagementP., manages Ivy Hill.

About Ares

Ares is an independent international inwestt management firm with approximately $20 billafrtotal committed capital and over 220
employees as of the date of this report. Ares wanded in 1997 by a group of highly experience@#tment professionals.
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Ares specializes in originating and manggissets in both the leveraged finance and praguéy markets. Ares' leveraged finance
activities include the acquisition and manageméseaior loans, high yield bonds, mezzanine andiapsituation investments. Ares' private
equity activities focus on providing flexible, jumicapital to middle market companies. Ares hasatikity 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 manageargety of funds and investment vehicles 1
have approximately $13.5 billion of committed capifocusing primarily on syndicated senior secuoeths, high yield bonds,
distressed debt, other liquid fixed income investta@nd other publicly traded debt securities.

. Private Debt Group. The Ares Private Debt Group manages the assetsesf@apital and Ares' private debt mic-market
financing activities in Europe, Ares Capital Eur@p&CE"). The Private Debt Group focuses primanly non-syndicated first
and second lien senior loans and mezzanine delthwhsome cases may include an equity compomeut, to a lesser extent,
in equity investments, in private middle market pamies.

. Private Equity Group. The Ares Private Equity Group manages Ares Corpdbgiportunities Fund, L.P. and Ares Corpo
Opportunities Fund I, L.P. (collectively referremlas "ACOF"), which together have approximately8#allion of total
committed capital. ACOF generally makes privateitggavestments in companies in amounts substdyteiger than the
private equity investments anticipated to be madArdes Capital. The Private Equity Group generédiguses on control-
oriented equity investments in under-capitalizeghpanies or companies with capital structure issues.

Ares' senior principals have been workimgether as a group for many years and have angs/efaover 20 years of experience in
leveraged finance, private equity, distressed debéstment banking and capital markets. They ackdd by a large team of hightiysciplined
professionals. Ares' rigorous investment approadiased upon an intensive, independent financaysis, with a focus on preservation of
capital, diversification and active portfolio maeagent. These fundamentals underlie Ares' investstestiegy and have resulted in large
pension funds, banks, insurance companies and endots investing in Ares funds.

Ares Capital Management

Ares Capital Management, our investmentsayis served by a dedicated origination andstration development team of 31 investment
professionals led by our President, Michael Arotiglaed the partners of Ares Capital Managemernt, Beckman, Kipp deVeer, Mitchell
Goldstein and Michael Smith. Ares Capital Managentererages off of Ares' entire investment platfand benefits from the significant
capital markets, trading and research expertisdl of Ares' investment professionals. Ares fundgently hold over 600 investments in over
30 different industries and have made investmentver 1,600 companies since inception. Ares Cllitamagement's investment committee
has eight members, including Mr. Arougheti, sevérals Capital Management partners, and four foundiembers of Ares.

MARKET OPPORTUNITY
We believe the environment for investingrilddle market companies is attractive for thediwihg reasons:

. We believe that many senior lenders have, in regeats, d-emphasized their service and product offeringsittdie market
businesses in favor of lending to large corporéiéats and managing capital markets transactions.
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. We believe there is increased demand among pnwatdle market companies for primary capital. Mangafe-market firms
have faced increased difficulty raising debt in ¢hpital markets, due to a continuing preferencégimer size high yield bond
and loan issuances.

. We believe there is a large pool of uninvestedagigwequity capital for middle market companies. &pect private equity firm
will seek to leverage their investments by comtgniapital with senior secured loans and mezzarghe flom other sources.

. We believe that current credit market dislocatias hrought a reduction in competition, a widenifighterest spreads,
increasing fees and generally more conservativeatagructures and deal terms.

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 $20ln of committed capital in the related asslasses of syndicated loans, high yield bonds,
mezzanine debt and private equity. We believe Anaisent investment platform provides a competitideantage in terms of access to
origination and marketing activities and diligerfoe Ares Capital.

Seasoned management team

Antony Ressler, Bennett Rosenthal, Johsiklksand David Sachs are all founding members eSAvho serve on Ares Capital
Management's investment committee. These profeasitiave an average of over 20 years experierlegénaged finance, including
substantial experience in investing in leverageah$p high yield bonds, mezzanine debt, distresebtlahd private equity securities. In
addition, our President, Michael Arougheti, leadtedicated origination and transaction developrtearn of 31 investment professionals,
including Mr. Arougheti and the partners of Arepa Management, Eric Beckman, Kipp deVeer, Mi@bldstein and Michael Smith. As a
result of Ares' extensive investment experiencethadistory of its seasoned management team, feesleveloped a strong reputation in the
capital markets. We believe that Ares' long hisfarthe market and the extensive experience opthipals investing across market cycles
provides Ares Capital Management with real competihdvantage in identifying, investing in, and ragimg a portfolio of investments in
middle market companies.

Experience and focus on middle market companies

Ares has historically focused on investraentmiddle market companies and we benefit frois élkperience. In sourcing and analyzing
deals, our investment adviser uses Ares' extem&tgork of relationships with intermediaries foctiss middle market companies, including
management teams, members of the investment baoc&mgunity, private equity groups and other investtrfirms with whom Ares has had
long-term relationships. We believe this networkldes us to attract well-positioned prospectivafpio company investments. Our
investment adviser works closely with the Areseistynent professionals who oversee a portfolio wéstments in over 600 companies and
provide access to an extensive network of relatijmssand special insights into industry trends tredstate of the capital markets.

Members of our Investment Committee andiovestment adviser have significant experiencesting across market cycles.
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Disciplined investment philosophy

In making its investment decisions, ourgsiment adviser has adopted Ares' long-standimgistent investment approach that was
developed over 15 years ago by its founders. Spaltjf, Ares Capital Management's investment plujdsy and portfolio construction and
portfolio management involves an assessment aftbeall macroeconomic environment, financial maskatd company-specific research and
analysis. Our investment approach emphasizes tapéservation, low volatility and minimization dbwnside risk. In addition to engaging in
extensive due diligence from the perspective aingterm investor, Ares Capital Management's approaekssto reduce risk in investments
focusing on:

. Businesses with strong franchises and sustainaloietitive advantages;

. Industries with positive lor-term dynamics

. Cash flows that are dependable and predicti

. Management teams with demonstrated track recomigemnomic incentives;

. Rates of return commensurate with the perceivéd;rand

. Securities or investments that are structured ajithropriate terms and covenai

Extensive industry focus

We concentrate our investing activitiegnidustries with a history of predictable and degzdnd cash flows and in which the Ares
investment professionals historically have had msiie investment experience. Since its inceptioh987, Ares investment professionals have
invested in over 1,600 companies in over 30 diffenedustries. Ares' Capital Markets Group providdarge team of in-house analysts with
significant expertise and relationships in indestrin which we are likely to invest. Ares investtngrofessionals have developed long-term
relationships with management teams and managesoastltants in these industries, as well as sutigtamormation concerning these
industries and potential trends within these indeist The experience of Ares' investment profesggim investing across these industries,
throughout various stages of the economic cycleyiges our investment adviser with access to orggoiarket insights and favorable
investment opportunities.

Flexible transaction structuring

We are flexible in structuring investmerike types of securities in which we invest andtérms 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 structurbatose can make investments consistent with otedibjective. In addition, we have the
ability to hold larger investments than many of oiddle market competitors. The ability to undetessyndicate and hold larger investments
(i) increases flexibility, (ii) potentially increas net fee income and earnings through syndicafigrhroadens market relationships and deal
flow and (iv) allows us to optimize portfolio comgition. We also focus on acting as agent for adilggamany of our investments. In these
situations we tend to have (i) greater control alesl terms, pricing and structure and (ii) a alasationship with issuers leading to more
active portfolio management.

OPERATING AND REGULATORY STRUCTURE

Our investment activities are managed bgsACapital Management and supervised by our bdatieztors, a majority of whom are
independent of Ares and its affiliates. Ares Cdptanagement is an investment adviser that is tegid under the Investment Advisers Act of
1940, or the "Advisers




Act." Under our amended and restated investmerisagvand management agreement, referred to hasedur investment advisory and
management agreement, we have agreed to pay Apiglddanagement an annual base management fed baswur total assets, as defined
under the Investment Company Act (other than cashcash equivalents, but including assets purchagbdorrowed funds), and an incent
fee based on our performance.

As a BDC, we are required to comply withtaim regulatory requirements. For example, we wadt generally be permitted to invest in
any portfolio company in which Ares or any of iffileates currently has an investment (althoughmay co-invest on a concurrent basis with
funds managed by Ares, subject to compliance wittieg regulatory guidance, applicable regulatiand our allocation procedures). Som
these co-investments would only be permitted pursteaan exemptive order from the Securities andhiarge Commission (the "SEC") and
we have currently determined not to pursue obtgisirch an order.

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

INVESTMENTS
Ares Capital Corporation portfolio

We have created a diversified portfolicttinaludes 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 ledslapending on capital availability, are
expected to grow. We also, to a lesser extent, ragkigy investments in private middle market comeanThese investments have generally
been less than $10 million each but may grow withaapital availability and are usually made injootion with loans we make to these
companies. In addition, the proportion of theseestinents will change over time given our viewsamegng other things, the economic and
credit environment we are operating in. In conrmectvith our investing activities, we may make cormants with respect to indebtedness or
securities of a potential portfolio company subB#dlly in excess of our final investment. In sudtuations, while we may initially agree to fu
up to a certain dollar amount of an investmentyweg syndicate a portion of such amount to thirdieaiprior to closing such investment, such
that we make a smaller investment than what waeatefl in our original commitment. In addition toginating investments, we may acquire
investments in the secondary market.

Structurally, mezzanine debt usually rasikdsordinate in priority of payment to senior loamsl is often unsecured. However, mezzanine
debt ranks senior to common and preferred equigybprrowers' capital structure. Typically, mezrpaniebt has elements of both debt and
equity instruments, offering the fixed returnstlie form of interest payments associated with sdaams, while providing lenders an
opportunity to participate in the capital appreioiatof a borrower, if any, through an equity intrélhis equity interest typically takes the fc
of warrants. Due to its higher risk profile andesfiiess restrictive covenants as compared to skxans, mezzanine debt generally earns a
higher return than senior secured debt. The wagrasgociated with mezzanine debt are typicallyathetisle, which allows lenders to receive
repayment of their principal on an agreed amoittraschedule while retaining their equity intenesthe borrower. Mezzanine debt also may
include a "put” feature, which permits the holdeseéll its equity interest back to the borrowea atrice determined through an agreed formula.

In making an equity investment, in addittorconsidering the factors discussed below unifee’stment Selection," we also consider the
anticipated timing of a liquidity event, such agublic offering, sale of the company or redemptiérour equity securities.
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Our principal focus is investing in firsidasecond lien senior loans and mezzanine debtamdesser extent, equity capital, of middle
market companies in a variety of industries. Weegalty target companies that generate positive flasls. Ares has a staff of 94 investment
professionals who specialize in specific industrite generally seek to invest in companies fromirtdestries in which Ares' investment
professionals have direct expertise. The followithg representative list of the industries in whiaks has invested:

. Aerospace and Defen

. Airlines

. Broadcasting/Cable

. Cargo Transport

. Chemicals

. Consumer Produc

. Containers/Packaging

. Education

. Energy

. Environmental Services
. Farming and Agriculture
. Financial

. Food and Beverac

. Gaming

. Health Care

. Homebuilding

. Lodging and Leisur

. Manufacturing

. Metals/Mining

. Paper and Forest Produ

. Printing/Publishing/Media

. Retail
. Restaurant
. Supermarket and Drt

. Technology
. Utilities
. Wireless and Wireline Teleco

However, we may invest in other industifase are presented with attractive opportunities.
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The industry and geographic characterigtfdbe portfolio at fair value as of December 2007 and 2006 were as follows:

December 31

2007 2006
Industry

Health Care 17.1% 14.2%
Financial 9.9 5.€
Business Service 8.5 4.7
Printing/Publishing/Medi 7.3 9.5
Educatior 6.S 5.1
Retalil 6.5 6.C
Beverage/Food/Tobact 6.2 4.3
Other Service 5.8 7.5
Consumer Produc 5.€ 8.C
Environmental Service 4.9 54
Manufacturing 4.7 7.7
Restaurant 4.2 6.4
Containers/Packagir 2.7 6.7
Aerospace and Defen 2.t 2.1
Computers/Electronic 2.C 1.8
Health Clubs 1.6 —
Grocery 1.t —
Cargo Transpol 0.8 1.C
Homebuilding 0.t 0.8
Telecommunication 0.t —
Broadcasting/Cabl — 2.1
Farming and Agricultur — 0.8

Total 100.(% 100.(%
| |

December 31,

2007 2006
Geographic Region
Mid-Atlantic 22.9% 29.4%
Midwest 22.¢ 19.2
West 19.C 21.€
Southeas 18.: 21.2
International 12.7 2.8
Northeas Al 13 5.7
Total 100.(% 100.(%

As a result of regulatory restrictions, are not permitted to invest in any portfolio compémwhich Ares or any affiliate currently has an
investment (although we may co-invest on a conotitvasis with funds managed by Ares, subject topdimmce with existing regulatory
guidance, applicable regulations and our allocgti@tedures). Some of these co-investments wolidlenpermitted pursuant to an
exemptive order from the SEC and we have curratgtgrmined not to pursue obtaining such an order.

In addition to such investments, we mayestwp to 30% of the portfolio in opportunistic @ments in high-yield bonds, debt and equity
securities in collateralized debt obligation vebsgl




distressed debt or equity securities of public canigs. We expect that these public companies giynesil have debt that is non-investment
grade. We also may invest in debt of middle mackatpanies located outside of the United States.

Managed funds portfolio

On November 19, 2007, we established a Imiadirket credit fund, Ivy Hill, which is managed lvy Hill Asset Management, L.P. in
exchange for a 0.50% management fee on the avesegassets of vy Hill. lvy Hill primarily investin first and second lien bank debt of
middle market companies. Ivy Hill was initially fded with $404.0 million of capital including a $86nillion investment by the Company
consisting of $40.0 million of Class B notes an® $1million of subordinated notes.

Ivy Hill purchased $133.0 million of invesénts from the Company in the fourth quarter of280d may from time to time, buy
additional loans from the Company.

INVESTMENT SELECTION

Ares' investment philosophy was developest the past 16 years and has remained consistenighout a number of economic cycles
managing the Company, Ares Capital Management grapilee same investment philosophy and portfolioagament methodologies used by
the investment professionals of Ares in Ares' gevavestment funds.

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

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

The foundation of Ares' investment phildspjs intensive credit investment analysis, a sgades discipline based on both market
technicals and fundamental value-oriented researahdiversification strategy. Ares Capital Managatfollows a rigorous process based on:

. a comprehensive analysis of issuer creditworthiriasfiding a quantitative and qualitative assesgréthe issuer's busine:
. an evaluation of manageme

. an analysis of business strategy and industry $;egmt

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

Ares Capital Management seeks to identibse issuers exhibiting superior fundamental reskard profiles and strong defensible
business franchises while focusing on relative e@fithe security across the industry as well aghfe specific issuer.

Intensive due diligence

The process through which Ares Capital Mgmaent makes an investment decision involves extenssearch into the target company,
its industry, its growth prospects and its abitdywithstand adverse conditions. If the senior gtreent professional responsible for the
transaction determines that an investment oppdytshiould be pursued, Ares Capital Managementemijage in an intensive due diligence
process. Approximately 30-40% of the investmenitiaity reviewed make it to the next
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phase where they undergo this process. Thoughtemtaction will involve a somewhat different apmb, the regular due diligence steps
generally to be undertaken include:

. meeting with management to get an insider's viethebusiness, and to probe for potential weaksdgadausiness prospects;
. checking management backgrounds and refere

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

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

. contacting customers and vendors to assess boitiesgprospects and standard practi

. conducting a competitive analysis, and comparimgidbuer to its main competitors on an operatingyicial, market share ai

valuation basis;

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

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

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

Ares Capital Management employs Ares' tiested credit recommendation process, which issedwn selectively narrowing investment
opportunities through a process designed to idetiié most attractive opportunities. Ares reviewd analyzes numerous investment
opportunities on behalf of its funds to determir@ch investments should be consummated.

After an investment has been identified difigence has been completed, a credit researdfaaalysis report is prepared. This report will
be reviewed by the senior investment professionaharge of the potential investment. If such seaia other investment professionals are in
favor of the potential investment, then it is fipgesented to an underwriting committee which imosed of Mr. Arougheti and the partners of
Ares Capital Management. If the underwriting contedtapproves of the potential investment it is thesented to the investment committee.

After the investment is approved by theamditing committee, a more extensive due diligepiazess is employed by the transaction
team, consisting of primary due diligence on theegtiment. Additional due diligence with respecaty investment may be conducted on our
behalf by attorneys, independent accountants, ret third party consultants and research firmsrgn the closing of the investment, as
appropriate on a case by case basis. Approxim@t&% of all investments initially reviewed by thederwriting committee will be presented
to the investment committee. Approval of an investirfor funding generally requires the consensub@fnvestment committee including a
majority of the members of Ares serving on the gtaeent committee.

Investment structure

Once we have determined that a prospeptivolio company is suitable for investment, werkvavith 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 expect@erform relative to the other capital in thetfamdio company's capital structure.
Approximately 5% of the investments initially rewied eventually result in the issuance of formal wotments.

10




Debt investments

We invest in portfolio companies primatiiitythe form of first and second lien senior loand &ng-term mezzanine debt. The first and
second lien senior loans generally have termsrektlo 10 years. We generally obtain security @gtsrin the assets of our portfolio companies
that will serve as collateral in support of theagment of the first and second lien senior loarss €ollateral may take the form of first or
second priority liens on the assets of a portfotimpany.

We structure our mezzanine investments gmilgnas unsecured, subordinated loans that prdeideelatively high, fixed interest rates that
provide us with significant current interest incarfiae mezzanine debt investments generally hawestef up to 10 years. These loans
typically have interest-only payments in the egears, with amortization of principal deferred e ater years of the mezzanine debt. In some
cases, we may enter into loans that, by their tecorsvert into equity or additional debt or defayments of interest (or at least cash interest)
for the first few years after our investment. Alsbsome cases our mezzanine debt will be collbtedby a subordinated lien on some or a
the assets of the borrower.

In some cases our debt investments mayigeduor a portion of the interest payable to berpegt-inkind interest. To the extent interes
payment-in-kind, it will be payable through theriease of the principal amount of the loan by theam of interest due on the then-
outstanding aggregate principal amount of such.ltrathe case of our first and second lien serdans and mezzanine debt, we tailor the te
of the investment to the facts and circumstancekefransaction and the prospective portfolio canyp negotiating a structure that aims to
protect our rights and manage our risk while crepincentives for the portfolio company to achiggdousiness plan and improve its
profitability. For example, in addition to seekiagenior position in the capital structure of oortfplio companies, we will seek, where
appropriate, to limit the downside potential of aurestments by:

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

. incorporating "put" rights and call protection irttee investment structure; and

. negotiating covenants in connection with our inrrestts that afford our portfolio companies as muekilbility in managing

their businesses as possible, consistent with pratien of our capital. Such restrictions may imguaffirmative and negative
covenants, default penalties, lien protection, geaof control provisions and board rights, inclgd@ither observation or
participation rights.

In general, we require financial covenamtd terms that require an issuer to reduce levethgeeby enhancing credit quality. These
methods include: (i) maintenance leverage coverreqisiring a decreasing ratio of debt to cash flfiymaintenance cash flow covenants
requiring an increasing ratio of cash flow to thensof interest expense and capital expenditurebji@phdebt incurrence prohibitions, limiting
a company's ability to re-lever. In addition, liatibns on asset sales and capital expenditureddshmyent 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 minarierest in the portfolio company. Warra
we receive with our debt may require only a nomaeat to exercise, and thus, as a portfolio compepyeciates in value, we may achieve
additional investment return from this equity itgl: We may structure the warrants to provide gioks protecting our rights as a minority-
interest holder, as well as puts, or rights to seth securities back to the portfolio company,ruhee occurrence of specified events. In many
cases, we also obtain registration rights in cotimeavith these equity interests, which may inclagenand and "piggyback” registration rig|
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Equity investments

Our equity investments may consist of prefé equity that is expected to pay dividends cnraent basis or preferred equity that does not
pay current dividends. Preferred equity generadly & preference over common equity as to dividanddistributions on liquidation. In some
cases, we may acquire common equity. In generakequity investments are not control-oriented itwvests and in many cases we acquire
equity securities as part of a group of privateitygavestors in which we are not the lead invesWith respect to preferred or common equity
investments, these investments have generally lessrthan $10 million each (but may grow with oapital availability) and are usually made
in conjunction with loans we make to these compariiemany cases, we will also obtain registratights in connection with these equity
interests, which may include demand and "piggybaegistration rights.

ON-GOING RELATIONSHIPS WITH AND MONITORING OF PORTF OLIO COMPANIES

Ares Capital Management closely monitorshéavestment we make, maintains a regular dialagtie both the management team and
other stakeholders and seeks specifically tailfirexhcial reporting. In addition, senior investmenbfessionals of Ares sometimes take board
seats or obtain board observation rights. As ofdbdzer 31, 2007, of the 76 funded portfolio compamees Capital Management had board
seats or board observation rights on more than @¥tem.

Post-investment, in addition to covenamid ather contractual rights, Ares seeks to exgrtiicant influence through board participation,
when appropriate, and by actively working with mgeraent on strategic initiatives. Ares often introglsimanagers of companies in which
have invested to other portfolio companies to edigié on complementary business activities and fesitices.

In addition to various risk management arahitoring tools, the Investment Adviser gradesralestments on a scale of 1 to 4 no less
frequently than quarterly. This system is intentteceflect the performance of the portfolio compdginess, the collateral coverage of the
investments and other factors considered releldmder this system, investments with a grade ofvélire the least amount of risk in our
portfolio. The portfolio company is performing aleogxpectations and the trends and risk factorgemerally favorable, including a potential
exit. Investments graded 3 involve a level of tis&t is similar to the risk at the time of origilet. The portfolio company is performing as
expected and the risk factors are neutral to fateraAll new investments are initially graded 3véstments graded 2 involve a portfolio
company performing below expectations and indicdtasthe investments risk has increased matesalige origination. The portfolio
company may be out of compliance with debt coves)dmdwever, payments are generally not more th@ndags past due. For investments
graded 2, we increase procedures to monitor thigatiorcompany and we will write down the fair valof the investment if it is deemed to be
impaired. An investment grade of 1 indicates thatgortfolio company is performing materially belewpectations and that the investment
has substantially increased since origination. Mostll of the debt covenants are out of complizeneg payments are substantially delinquent.
Investments graded 1 are not anticipated to badépdull and we will reduce the fair market valaéthe investment to the amount we
anticipate will be recovered. The Investment Advesaploys half-point increments to reflect undartytrends in portfolio company operating
or financial performance, as well as the generdbold. As of December 31, 2007, the weighted aveiagestment grade of the investments in
our portfolio was 3.0 and one loan was past dusnaron-accrual.

MANAGERIAL ASSISTANCE

As a BDC, we offer, and must provide upeguest, managerial assistance to our portfolio eomeg. This assistance could involve,
among other things, monitoring the operations af ou
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portfolio companies, participating in board and agement meetings, consulting with and advisingefé of portfolio companies and
providing other organizational and financial guidanWe may receive fees for these services.

INVESTMENT ADVISORY AND MANAGEMENT AGREEMENT
Management service

Ares Capital Management serves as our imax#t adviser. Ares Capital Management is an imvest adviser that is registered as an
investment adviser under the Advisers Act. Suliethe overall supervision of our board of direstdhe investment adviser manages the day-
to-day operations of, and provides investment anlyiand management services to, Ares Capital. Utieterms of the investment advisory
and management agreement, Ares Capital Management:

. determines the composition of our portfolio, théuna and timing of the changes to our portfolio #mel manner of implementi
such changes;

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

. closes and monitors the investments we make

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

Ares Capital Management was initially fodrte provide investment advisory services to usighds not previously provided investment
advisory services to anyone else. However, itsisesuvo us under the investment advisory and manageagreement are not exclusive, and it
is free to furnish similar services to other es#ti

Management fes

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

The base management fee is calculated abaumal rate of 1.5% of our total assets (othem tf@sh or cash equivalents but including assets
purchased with borrowed funds). The base managei@erig payable quarterly in arrears. The base genant fee is calculated based on the
average value of our total assets (other than @ashsh equivalents but including assets purchagtécdborrowed funds) at the end of the two
most recently completed calendar quarters, andogpiptely adjusted for any share issuances or olases during the current calendar qua
Base management fees for any partial month or guatl be appropriately pro rated.

The incentive fee has the following twotpar

One part is calculated and payable quarierarrears based on our pre-incentive fee netstiment income for the quarter. Pre-incentive
fee net investment income means interest incomrédetid income and any other income (including atiyepfees (other than fees for provid
managerial assistance), such as commitment, otigimatructuring, diligence and consulting feeothrer fees that we receive from portfolio
companies) accrued during the calendar quartersronr operating expenses for the quarter (inctutiie base management fee, expenses
payable under the administration agreement, andraesest expense and dividends paid on any oustgmpreferred stock, but excluding the
incentive fee). Pre-incentive fee net investmeabime includes, in the case of investments withfarded interest feature (such as market
discount, debt instruments with payment-in-kineiest, preferred stock with payment-in-kind dividemnd zero coupon securities), accrued
income that we have not yet received in cash. ithestment adviser is not under any
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obligation to reimburse us for any part of the mtoege fee it received that was based on accruezhiecthat we never receive as a result of a
default by an entity on the obligation that resdiite the accrual of such income.

Preincentive fee net investment income does not ireladly realized capital gains, realized capitaldess unrealized capital apprecial
or depreciation. Because of the structure of tkertive fee, it is possible that we may pay anritive fee in a quarter where we incur a loss.
For example, if we receive pieeentive fee net investment income in excess ®hilrdle rate for a quarter, we will pay the agdie incentivi
fee even if we have incurred a loss in that quatterto realized and unrealized capital losses.

Pre-incentive fee net investment incom@ressed as a rate of return on the value of ouassts (defined as total assets less
indebtedness) at the end of the immediately pregectilendar quarter, will be compared to a fixegrtite rate" of 2.00% per quarter. If market
interest rates rise, we may be able to investwudg in debt instruments that provide for a higleéurn, which would increase our preentive
fee net investment income and make it easier foiruestment adviser to surpass the fixed hurdke aad receive an incentive fee based on
such net investment income. Our pre-incentive ftanvestment income used to calculate this pat@incentive fee is also included in the
amount of our total assets (other than cash arfdegsvalents but including assets purchased vatiolwed funds) used to calculate the 1.5%
base management fee.

We will pay Ares Capital Management an irtoee fee with respect to our pieeentive fee net investment income in each calegdartel
as follows:

. no incentive fee in any calendar quarter in whighgre-incentive fee net investment income does not exteetiurdle rate

. 100% of our pre-incentive fee net investment incavith respect to that portion of such pneentive fee net investment incor
if any, that exceeds the hurdle rate but is leaa t150% in any calendar quarter. We refer toghition of our pre-incentive fee
net investment income (which exceeds the hurdebat is less than 2.50%) as the "catch-up." Th&cteup” is meant to
provide our investment adviser with 20% of our preentive fee net investment income as if a hurdte did not apply if this
net investment income exceeds 2.50% in any calequater; and

. 20% of the amount of our f-incentive fee net investment income, if any, thateeds 2.50% in arcalendar quarte

These calculations will be appropriately pated for any period of less than three montlusaafjusted for any share issuances or
repurchases during the current quarter.

The second part of the incentive fee igieined and payable in arrears as of the end &f ealendar year (or upon termination of the
investment advisory and management agreement,the términation date) and will equal 20.0% of cealized capital gains for the calendar
year, if any, computed net of all realized caditakes and unrealized capital depreciation for yeein.

Payment of our expense

All investment professionals of the investrhadviser and its staff when and to the extegaged in providing investment advisory and
management services, and the compensation andeanterhead expenses of such personnel allocabletoservices, are provided and paid
for by Ares Capital Management. We bear all otlusts and expenses of our operations and transactimtuding those relating to:
organization; calculation of our net asset valuel(iding the cost and expenses of any indepenagmation firm); expenses incurred by Ares
Capital Management payable to third parties, inidgegents, consultants or other advisers, in mani our financial and legal affairs and in

14




monitoring our investments and performing due ditige on our prospective portfolio companies; irdigpayable on debt, if any, incurred to
finance our investments; offerings of our commatktand 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; registratiog; fiesting fees; taxes; independent directors' feebexpenses; costs of preparing and filing
reports or other documents of the SEC; the cosampfreports, proxy statements or other noticesdokholders, including printing costs; to
extent we are covered by any joint insurance pegdicour allocable portion of the insurance premifonsuch policies; direct costs and
expenses of administration, including auditor aeghl costs; and all other expenses incurred by Ases Administration in connection with
administering our business, such as our allocatiom of overhead under the administration agregmecluding our allocable portion of the
salary and cost of our officers (including our ¢ldempliance officer, our chief financial officeand our vice president of investor relations and
treasurer) and their respective staffs (includnagel).

Duration and termination

Unless terminated earlier as describedvibetioe investment advisory and management agreewikkmémain in effect from year to year if
approved annually by our board of directors ortmy affirmative vote of the holders of a majorityonfr outstanding voting securities, includi
in either case, approval by a majority of our dioes who are not interested persons. The investasirisory and management agreement will
automatically terminate in the event of its assigninThe investment advisory and management agraamay be terminated by either party
without penalty upon 60 days' written notice to tiieer.

Indemnification

The investment advisory and managemeneageat provides that, absent willful misfeasancd,faéh or gross negligence in the
performance of its duties or by reason of the rexkidisregard of its duties and obligations, Aragital Management, its members and their
respective officers, managers, partners, agentslogees, controlling persons, members and any q@teson or entity affiliated with it are
entitled to indemnification from Ares Capital fanyadamages, liabilities, costs and expenses (intjucgasonable attorneys' fees and amounts
reasonably paid in settlement) arising from thelegimg of Ares Capital Management's services utfdemvestment advisory and managen
agreement or otherwise as an investment advisgresf Capital.

Organization of the investment adviser

Ares Capital Management LLC is a Delawaretéd liability company that is registered as amgstment 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 900

ADMINISTRATION AGREEMENT

We are also party to a separate administraigreement, referred to herein as the admitistragreement, with Ares Operations LLC
("Ares Administration") an affiliate of Ares Managent. Pursuant to the administration agreements Administration furnishes us with
office equipment and clerical, bookkeeping and réé@eping services at our office facilities. Untteg administration agreement, Ares
Administration also performs, or oversees the perémce of, our required administrative servicesctvinclude, among other things, being
responsible for the financial records which weraguired to maintain and preparing reports to ¢taekholders and reports filed with the SEC.
In addition, Ares Administration assists us in deti@ing and publishing our net asset value, oversiee preparation and filing of our tax
returns and the printing and dissemination of respiar
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our stockholders, and generally oversees the payofieur expenses and the performance of admitilstrand professional services rendered
to us by others. Payments under the administratizaement are equal to an amount based upon ouablé portion of Ares Administration's
overhead in performing its obligations under thmauistration agreement, including our allocabletipar of the cost of our officers and their
respective staffs. The administration agreement beaterminated by either party without penalty upordays' written notice to the other

party.
Indemnification

The administration agreement provides thiasent willful misfeasance, bad faith or negligeircthe performance of its duties or by re¢
of the reckless disregard of its duties and ohiliget Ares Administration, its members and thespeztive officers, managers, partners, agents,
employees, controlling persons, members and arer gierson or entity affiliated with it are entitleindemnification from Ares Capital for
any damages, liabilities, costs and expenses (lirgureasonable attorneys' fees and amounts rdalggred in settlement) arising from the
rendering of Ares Administration's services undher administration agreement or otherwise as adtrads for Ares Capital.

COMPETITION

Our primary competitors to provide finargito middle market companies include public angigig funds, commercial and investment
banks, commercial financing companies and privgtete funds. Many of our competitors are substdigtiarger and have considerably gre:
financial and marketing resources than we do. kample, some competitors may have access to fursdinges that are not available to us. In
addition, some of our competitors may have higlsdrtolerances or different risk assessments, wbathd allow them to consider a wider
variety of investments and establish more relatigpssthan us. Furthermore, many of our competiwoesnot subject to the regulatory
restrictions that the Investment Company Act imgase us as a BDC. We use the industry informatfofres’ investment professionals to
which we have access to assess investment riskdeaadnine appropriate pricing for our investmentgortfolio companies. In addition, we
believe that the relationships of the members @&sACapital Management's investment committees atie @enior principals of Ares, enable
us to learn about, and compete effectively forafficing opportunities with attractive middle mar&etmpanies in the industries in which we
seek to invest.

LEVERAGE

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

Under the CP Funding Facility, funds ar@nled to Ares Capital CP by or through Wachovia taaplarkets, LLC at prevailing
commercial paper rates, or if the commercial paparket is at any time unavailable at prevailing OIB rates, plus, in each case, an applicable
spread. The funds are used for the simultaneowhpse by Ares Capital CP from the Company of lo&estments originated or otherwise
acquired by the Company. Through this simultangaushase from the Company by Ares Capital CP wittd§ obtained by Ares Capital CP
from the CP Funding Facility, the Company is ableltain the benefits of the CP Funding Facility.

As part of the CP Funding Facility, we aubject to limitations as to how borrowed funds rhayused including restrictions on geogra
concentrations, sector concentrations, loan segment frequency and status, average life, colateterests and investment ratings as well as
regulatory restrictions on leverage which may dffae amount of funds that Ares Capital CP mayiabfBhere are also certain requirements
relating to portfolio performance, including reqdrminimum portfolio
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yield and limitations on delinquencies and ch-offs, violation of which could result in the eadynortization of the CP Funding Facility and
limit further advances under the CP Funding Facditd in some cases could be an event of defawth Simitations, requirements, and
associated defined terms are as provided for imltlt@ments governing the CP Funding Facility. TReROinding Facility expires on Octobe
2008 unless extended prior to such date with timseat of the lender. If the CP Funding Facilitpid extended, any principal amounts then
outstanding will be amortized over a 24 month ptlorough a termination date of October 6, 2010désrthe terms of the CP Funding
Facility, we were required to pay a 0.375% rendealfor each of the two years following the closiétage of the CP Funding Facility. A
payment in the amount of $843,750 was made in POt and in 2006 related to this renewal fee.

The interest rate charged on the fundirizaged on the commercial paper rate plus 100 paBits and payable quarterly. As of
December 31, 2007, the commercial paper rate wid218%. The commitment fee for any unused portidrteke@oCP Funding Facility ranges
from 0.10% to 0.125%, depending on funding levels.

As of December 31, 2007, the principal amautstanding under the CP Funding Facility was.@nillion.

On December 28, 2005, we entered into seacured revolving facility (the "Revolving Cieacility") with the lenders party thereto
and JPMorgan Chase Bank, N.A., as Administrativerigtogether with various supporting documentatiocluding a guarantee and security
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 outstandifite Revolving Credit Facility provides also fosudéng letters of credit. The Revolving
Credit Facility is a five-year revolving facilityvith a stated maturity date of December 28, 201d)with certain exceptions is secured by
substantially all of the assets in our portfolith@r than investments held by Ares Capital CP uttteiICP Funding Facility and investments
held by ARCC CLO under the Debt Securitization feas defined below)). The Revolving Credit Facititgo includes an "accordion" feature
that allows us to increase the size of the Revgl@nedit Facility under certain circumstances. &ifee March 1, 2007, under this "accordion”
feature, the aggregate principal amount of the Réawp Credit Facility was increased to $350 millidbn November 13, 2007, the aggregate
principal amount of the Revolving Credit Facilityasvincreased to $510.0 million and the "accordfeature was amended allowing us to
increase the size of the Revolving Credit Factiitp. maximum of $765.0 million under certain cir@iances.

Subject to certain exceptions, the interatst payable under the Revolving Credit Facikty 00 basis points over LIBOR and the
commitment fee for unused portions of the creditlity of 0.20%.

As of December 31, 2007, the principal antautstanding under the Revolving Credit Faciigs $282.5 million. In addition, as of
December 31, 2007, the Company had $11.4 millicstandby letters of credit issued through the RérglCredit Facility.

Under the Revolving Credit Facility, we lkeawnade certain representations and warrantiesrangguired to comply with various
covenants, reporting requirements and other custoreguirements for similar revolving credit fatiis, including, without limitation,
covenants related to: (a) limitations on the inence of additional indebtedness and liens, (b)éitiins on certain investments, (c) limitations
on certain restricted payments, (d) maintainingrain minimum stockholders' equity, (e) maintagnanratio of total assets (less total
liabilities) to total indebtedness, of Ares Capd#al its subsidiaries, of not less than 2.0:1)anéintaining minimum liquidity, and
(9) limitations on the creation or existence ofesgnents that prohibit liens on certain propertie&res Capital and its subsidiaries.
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In addition to the asset coverage raticdesd above, borrowings under the Revolving CrEditility (and the incurrence of certain other
permitted debt) will be subject to compliance vatborrowing base that will apply different advanates to different types of assets in our
portfolio. The Revolving Credit Facility also indes usual and customary events of default for seeicured revolving credit facilities of this
nature.

On July 7, 2006, through our newly formetiplly owned Delaware subsidiary, ARCC CLO 2006 L{BRCC CLO"), we completed a
$400.0 million debt securitization (the "Debt Setmation") where approximately $314.0 million peipal amount of asset-backed notes
(including $50.0 million revolving notes, all of vam was drawn down as of December 31, 2007) (tHeO'Glotes") were issued to third parties
and secured by a pool of middle market loans thaeleen purchased or originated by the Companyetsimed approximately $86.0 million
of certain BBB and nomated securities in the Debt Securitization (thetdhed Notes"). The blended pricing of the CLOddpexcluding fee
is approximately 3-month LIBOR plus 34 basis paiiiise Debt Securitization is an on-balance-sheemniting for the Company. As of
December 31, 2007, $314.0 million was outstandimdeun the Debt Securitization (not including thed®etd Notes). The CLO Notes mature
on December 20, 2019.

We intend to continue borrowing under tlaeikties and our CLO Notes in the future and weynmerease the size of the Facilities or
otherwise issue debt securities or other evideatawlebtedness in the future.

STAFFING

We do not currently have any employeesdmdot expect to have any employees. Services s&gefor our business are provided by
individuals who are employees of Ares Capital Marmagnt and Ares Administration, pursuant to the geofithe management agreement and
the administration agreement. Each of our execuiffieers described under "Management” is an ermggayf Ares Administration and/or Ares
Capital Management. Our day-to-day investment dfersiare managed by our investment adviser. Mioidteoservices necessary for the
origination and administration of our investmenttfmio are provided by investment professionalgpéyed by Ares Capital Management.
Including Michael Arougheti, our President, Arep@al Management has 30 investment professionatsfatus on origination and transact
development and the ongoing monitoring of our itwvests. In addition, we reimburse Ares Administratfor our allocable portion of
expenses incurred by it in performing its obliga§ainder the administration agreement, includimg aad our allocable portion of the cost of
our officers and their respective staffs.

REGULATION

We are a BDC under the Investment CompartyaAd have elected to be treated as a RIC undmh@pter M of the Code. As with other
companies regulated by the Investment CompanyaBDC must adhere to certain substantive regulatmyirements. The Investment
Company Act contains prohibitions and restrictioglating to transactions between business developomnpanies and their affiliates
(including any investment advisers or sub-advisgnshcipal underwriters and affiliates of thosélaftes or underwriters and requires that a
majority of the directors be persons other thatetigsted persons,” as that term is defined inrithestment Company Act. In addition, the
Investment Company Act provides that we may nohgeahe nature of our business so as to cease ¢tw tiewithdraw our election as, a BDC
unless approved by a majority of our outstandingngosecurities. A majority of the outstanding wgtisecurities of a company is defined ur
the Investment Company Act as the lesser of: @& more of such company’s shares present at tingéemore than 50% of the
outstanding shares of such company are preseneanesented by proxy or (i) more than 50% of thtstanding shares of such company.
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We may invest up to 100% of our asset®austies acquired directly from issuers in prilatgegotiated transactions. With respect to
such securities, we may, for the purpose of pulelale, be deemed an "underwriter” as that texefised in the Securities Act of 1933. Our
intention is to not write (sell) or buy put or caftions to manage risks associated with the plylttiaded securities of our portfolio companies,
except that we may enter into hedging transactiomsanage the risks associated with interest hat¢ufations. However, we may purchase or
otherwise receive warrants to purchase the comitoahk ®f our portfolio companies in connection wattquisition financing or other
investment. Similarly, in connection with an acdfias, we may acquire rights to require the issudracquired securities or their affiliates to
repurchase them under certain circumstances. Vedalsiot intend to acquire securities issued byiangstment company that exceed the
limits imposed by the Investment Company Act. Urttheise limits, we generally cannot acquire more 8% of the voting stock of any
registered investment company, invest more tharob#fte value of our total assets in the securitiesne investment company or invest more
than 10% of the value of our total assets in tleigees of investment companies in general. Wethyard to that portion of our portfolio
invested in securities issued by investment congsaiit should be noted that such investments nsighjiect our stockholders to additional
expenses. None of these policies are fundamendairay be changed without stockholder approval.

PRIVACY PRINCIPLES

We are committed to maintaining the priva€pur stockholders and to safeguarding their poblic personal information. The following
information is provided to help you understand wetsonal information we collect, how we proteetttinformation and why, in certain cases,
we may share information with select other parties.

Generally, we do not receive any non-pupécsonal information relating to our stockholdalthough certain non-public personal
information of our stockholders may become avaddblus. We do not disclose any non-public persimfiatmation about our stockholders or
former stockholders to anyone, except as permitadquired by law or as is necessary in ordeetwise stockholder accounts (for example
a transfer agent or third party administrator).

We restrict access to npoblic personal information about our stockholderemployees of our investment adviser and itdiatiis with ¢
legitimate business need for the information. Wéntaén physical, electronic and procedural safeds@esigned to protect the non-public
personal information of our stockholders.

AVAILABLE INFORMATION

Our Internet addressvisvw.arescapitalcorp.comWe make available free of charge on our websiteAmnual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports@m 8-K and amendments to those reports as somaasnably practicable after we
electronically file such material with, or furnighto, the SEC. Information contained on our websstnot incorporated by reference into this
Annual Report and you should not consider infororattontained on our website to be part of this AaifiReport.
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Iltem 1A. Risk Factors
RISK FACTORS THAT MAY AFFECT FUTURE RESULTS

You should carefully consider these risk factasgether with all of the other information includedthis Annual Report on Form 10-K,
including our consolidated financial statements &nel related notes thereto before making a decigiggurchase our common stock. The risks
set out below are not the only risks we face. Aalubtl risks and uncertainties not currently knowrus or that we currently deem to be
immaterial also may materially adversely affect business, financial condition and/or operatinguis. If any of the following events occur,
our business, financial condition and results ofi@tions 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 flexiblity.

If we do not continue to qualify as a BD@& might be regulated as a closed-end investmenpany under the Investment Company Act,
which would significantly decrease our operatirexibility.

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

We depend on the diligence, skill and neknaf business contacts of the members of Arest@hljdianagement's investment committee.
We also depend, to a significant extent, on Aregit@aManagement's access to the investment priofesls of Ares and the information and
deal flow generated by Ares' investment profesdsimathe course of their investment and portfalianagement activities. Our future success
depends on the continued service of Ares Capitaldgdament's investment committee. The departurayobhthe members of Ares Capital
Management's investment committee, or of a sigaitiemumber of the investment professionals or pastof Ares, could have a material
adverse effect on our ability to achieve our inmesit objective. In addition, we cannot assure yat Ares Capital Management will remain
our investment adviser or that we will continuénive access to Ares' investment professionals arfiormation and deal flow.

Our financial condition and results of operation dgend on our ability to manage future growth effectvely.

Our ability to achieve our investment olijgz depends on our ability to acquire suitableegtments and monitor and administer those
investments, which depends, in turn, on Ares Chpienagement's ability to identify, invest in andmitor companies that meet our investn
criteria. Accomplishing this result on a cost-effee basis is largely a function of Ares CapitalMgement's structuring of the investment
process and its ability to provide competent, aitterand efficient services to us. Our executiviicefs and the members of Ares Capital
Management have substantial responsibilities imeotion with their roles at Ares and with the otAees funds as well as responsibilities
under the investment advisory and management agrgeifhey may also be called upon to provide manegessistance to our portfolio
companies on behalf of our administrator. Theseatet®s on their time, which will increase as the nendj investments grow, may distract
them or slow the rate of investment. In order tovgrAres Capital Management will need to hire, rtraupervise and manage new employees.
However, we cannot assure you that any such emgdoydl be retained. Any failure to manage our fatgrowth effectively could have a
material adverse effect on our business, finarmgatlition and results of operations. In additionye grow, we may open up new offices in
new geographic regions that may increase our dingetating expenses without corresponding revenmsty.
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Our ability to grow depends on our ability to raisecapital.

We will need to periodically access theizdpnarkets to raise cash to fund new investmeasit$avorable economic conditions could
increase our funding costs, limit our access toctygtal markets or result in a decision by lenaeatsto extend credit to us. An inability to
successfully access the capital markets could bonitability 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 suchdhaiasset coverage, as defined in the
Investment Company Act, equals at least 200% afteh borrowing. The amount of leverage that we egngepends on our investment
adviser's and our board of directors' assessmantadfet and other factors at the time of any pregddsorrowing. We cannot assure you tha
will be able to maintain our current Facilitiesaditain other lines of credit at all or on termsegatable to us.

We operate in a highly competitive market for inveiment opportunities.

A number of entities compete with us to méhke types of investments that we make in middieket companies. We compete with other
business development companies, public and prfuatts, commercial and investment banks, commefiaiahcing companies, insurance
companies, high yield investors, hedge funds, tnthe extent they provide an alternative forminéficing, private equity funds. Many of our
competitors are substantially larger and have cemnably greater financial and marketing resourbas tve do. Some competitors may have a
lower cost of funds and access to funding soutltaisare not available to us. In addition, somewfapmpetitors may have higher risk
tolerances or different risk assessments, whictdcailow them to consider a wider variety of invashts and establish more relationships than
us. Furthermore, many of our competitors are nbjes to the regulatory restrictions that the Inreent Company Act imposes on us as a
BDC. We cannot assure you that the competitivegures we face will not have a material adverseceffe our business, financial condition
and results of operations. Also, as a result &f tbimpetition, we may not be able to take advantdgdétractive investment opportunities from
time to time, and we cannot assure you that webeilable to identify and make investments that maetnvestment objective.

We do not seek to compete primarily basethe interest rates we offer and we believe tbatesof our competitors may make loans with
interest rates that will be comparable to or lotiran the rates we offer. We also compete with oangetitors based on an existing investment
platform, our seasoned management team, our exgerand focus on middle market companies, ourgligeid investment philosophy, our
extensive industry focus and our flexible transacstructuring.

We may lose investment opportunities ifdeenot match our competitors' pricing, terms amdcstire. If we match our competitors'
pricing, terms and structure, we may experienceedsed net interest income and increased riskeditdoss. As a result of operating in such a
competitive environment, we may make investmerdsdhe on better terms to our portfolio compartiesitwhat 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 nmuesét certain income source, asset diversificatimhannual distribution requirements.

The annual distribution requirement forl€ ks satisfied if we distribute to our stockholslen a timely basis an amount equal to at least
90% of our ordinary income and net short-term egjain in excess of net long-term capital losgesmy, reduced by deductible expenses, for
each year. Because we use debt financing, we bjec$tio certain asset coverage ratio requiremamigr the Investment Company Act and
financial covenants under our loan agreementscthaltl, under certain circumstances, restrict usifnraaking distributions necessary to qualify
as a RIC. If we are unable to obtain cash fromragberces, we may fail to qualify as a RIC andsthmay be subject to corporate level income
tax. Because we must make distributions to ourkéiolders as described above, such
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amounts, to the extent a stockholder is not padtaig in our dividend reinvestment plan, will @ available to fund investment originations.

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 afaie 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 al@ilabdistribution and the amount of our distrilpats. 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 reéeing 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 warrantsdnnection with the making of a loan or possiblyther circumstances, or contracted
payment-in-kind interest, which represents contraldnterest added to the loan balance and dueeartd of the loan term. Such original issue
discount or increases in loan balances are includettome before we receive any corresponding pasiments. We also may be required to
include in income certain other amounts that wé mat receive in cash, including, for example, re@sh income from pay-in-kind securities
and deferred payment securities.

Since in certain cases we may recognizenmecbefore or without receiving cash representirgih sncome, we may have difficulty meet
the tax requirement to distribute an amount ecuat teast 90% of our ordinary income and realizetdshort-term capital gains in excess of
realized net long-term capital losses, if any, osduby deductible expenses, to maintain our sewsRIC. Accordingly, we may have to sell
some of our investments at times we would not amrshdvantageous, raise additional debt or eqajjtal or reduce new investment
originations to meet these distribution requireraetitwe are not able to obtain cash from otherses; we may fail to qualify as a RIC and
thus be subject to corporate-level income tax.

If a portfolio company defaults on a lo&attis structured to provide accrued interess iassible that accrued interest previously used in
the calculation of the incentive fee will becomeaifectible. The investment adviser is not under abligation to reimburse us for any part of
the incentive fee it received that was based oruaccincome 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 affeatur ability to, and the way in which, we raise addional 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 Investment Company Act. Untlergrovisions of the Investment
Company Act, we are permitted, as a BDC, to inndebtedness or issue senior securities only in ata@uch that our asset coverage, as
defined in the Investment Company Act, equalsattl@00% after such incurrence or issuance. I#hee of our assets declines, we may be
unable to satisfy this test, which would prohitstftom paying dividends and could prevent us froaimaining our status as a RIC. If we
cannot satisfy this test, we may be required tbaspbrtion of our investments and, depending enntéture of our leverage, repay a portion of
our indebtedness at a time when such sales maisbgvdntageous. As of December 31, 2007, our assetage for senior securities was
265%.

We are not generally able to issue andosglcommon stock at a price below net asset yadueshare. We may, however, sell our com
stock, or warrants, options or rights to acquire@mmon stock, at a price below the current ne¢tagalue of the common stock if our board
of directors
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determines that such sale is in our best inteegsishe best interests of our stockholders, anceiitain instances, our stockholders approve
such sale. In any such case, the price at whiclsezurities are to be issued and sold may notdsetihan a price which, in the determination of
our board of directors, closely approximates theketavalue of such securities (less any commissiogiscount). If our common stock trade

a discount to net asset value, this restrictioddcadversely affect our ability to raise capital.

In addition, we have securitized and mathafuture seek to securitize our loans to gererash for funding new investments. To
securitize loans, we may create a wholly ownedididry and contribute a pool of loans to the sutasid This could include the sale of
interests in the subsidiary on a non-recourse agisrchasers who we would expect to be willingtoept a lower interest rate to invest in
investment grade loan pools, and we would retgioréion of the equity in the securitized pool ofuhs. An inability to successfully securitize
our loan portfolio could limit our ability to growur business, fully execute our business stratedydacrease our earnings, if any. The
securitization market is subject to changing madcetditions and we may not be able to access tarkeh when we would otherwise deem
appropriate. Moreover, the successful securitimadioour loan portfolio might expose us to losseshe residual loans in which we do not sell
interests will tend to be those that are riskied amore apt to generate losses. The Investment Qoymjet may also impose restrictions on the
structure of any securitization.

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, 2007, we had $367.5wnilbf outstanding borrowings under our Faciligesl $314.0 million of outstanding CLO
Notes. In order for us to cover our annual intepastments on indebtedness, we must achieve aretuahs on our December 31, 2007
assets of at least 1.92%. The weighted averagesgiteate charged on our borrowings as of Dece®be2007 was 5.66%. We intend to
continue borrowing under the Facilities in the fetand we may increase the size of the Facilitiextoerwise issue debt securities or other
evidences of indebtedness. Our ability to servigedebt depends largely on our financial perforneasied is subject to prevailing economic
conditions and competitive pressures. The amouldveirage that we employ at any particular time dépend on our investment adviser's and
our board of directors' assessment of market amer dactors at the time of any proposed borrowing.

Our Facilities impose financial and opergtcovenants that restrict our business activitredyding limitations that could hinder our
ability to finance additional loans and investmetso make the distributions required to maintaim status as a RIC under Subchapter M of
the Internal Revenue Code. A failure to renew @uriliies, or to add new or replacement debt faesicould have a material adverse effect on
our business, financial condition and results adrafions.

Borrowings, also known as leverage, magthié/potential for gain or loss on amounts invested, therefore, increase the risks associatec
with investing in our securities. We currently lmwrunder our Facilities and in the future may barfoom or issue senior debt securities,
including unsecured notes, to banks, insurance aaiap, and other lenders. Lenders of senior séshiive fixed dollar claims on our
consolidated assets that are superior to the clafraar common stockholders. If the value of ounsidated assets increases, then leveraging
would cause the net asset value attributable t@oommon stock to increase more sharply than it dibalve had we not leveraged. Conversely,
if the value of our consolidated assets decredéesaging would cause net asset value to declire sharply than it otherwise would have
had we not leveraged. Similarly, any increase inoansolidated income in excess of consolidatesf@st payable on the borrowed funds w:
cause our net income to increase more than it wwitltbut the leverage, while any decrease in omsobidated income would cause net
income to decline more sharply than it would haad tve not borrowed. Such a decline could negatia#ct our ability to make common
stock dividend payments. There is no assurancetteteraging strategy will be successful.
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The following table illustrates the effeet return to a holder of our common stock of theetage created by our use of borrowing at the
interest rate of 5.66% and assumes (i) our totialevaf net assets as of December 31, 2007; (il &6aillion debt outstanding as of
December 31, 2007 and (iii) hypothetical annualmes on our portfolio of minus 15 to plus 15 petcen

Assumed Return on Portfol

(Net of Expenses)(1 -15.(% -10.(% -5.C% —% 5.C% 10.(% 15.(%
Corresponding Return to Common
Stockholders(2 -27.&% -19.€% -11.5% -3.4% 4.7% 12.&% 20.9%

(1)  The assumed portfolio return is required by regofadf the SEC and is not a prediction of, and dugsepresent, our projected or
actual performance.

2) In order to compute the "Corresponding Return tm@mn Stockholders," the "Assumed Return on Podfd$ multiplied by the tote
value of our assets at December 31, 2007 to obtassumed return to us. From this amount, theesitexpense calculated by
multiplying the interest rate of 5.66% times th&$& million debt is subtracted to determine thameavailable to stockholders. The
return available to stockholders is then dividedhmytotal value of our net assets as of Decembe2@®)7 to determine the
"Corresponding Return to Common Stockholders."

We may in the future determine to fund a portion ofour investments with preferred stock, which wouldmagnify the potential for gain
or loss and the risks of investing in us in the saenway as our borrowings.

Because preferred stock is another fortewdrage and the dividends on any preferred stackssue must be cumulative, preferred stock
has the same risks to our common stockholders@eveings. Payment of such dividends and repaymegtiteoliquidation preference of such
preferred stock must take preference over any eidd or other payments to our common stockholdeis preferred stockholders are not
subject to any of our expenses or losses and arentided to participate in any income or appréoiain excess of their stated preference.

We are exposed to risks associated with changesiiterest rates.

General interest rate fluctuations may hegebstantial negative impact on our investmemtsimvestment opportunities and, accordingly,
may have a material adverse effect on our investoigiective and our rate of return on invested tzdpBecause we borrow money to make
investments, our net investment income is depenggm the difference between the rate at which eveolw funds and the rate at which we
invest these funds. As a result, there can be sirasce that a significant change in market inteeges will not have a material adverse effect
on our net investment income. Trading prices fditdleat pays a fixed rate of return tend to falirdaerest rates rise. Trading prices tend to
fluctuate more for fixed-rate securities that hboreger maturities. Although we have no policy goweg the maturities of our investments,
under current market conditions we expect that \ilenvest in a portfolio of debt generally havimgaturities of up to 10 years. This means
that we are subject to greater risk (other thingiadpequal) than a fund invested solely in shartem securities. A decline in the prices of the
debt we own could adversely affect the tradingepdtour shares.

Many of our portfolio investments are not publiclytraded and, as a result, there is uncertainty as tthe value of our portfolio
investments.

A large percentage of our portfolio investrts are not publicly traded. The fair value ofdstiments that are not publicly traded may not
be readily determinable. We value these investngunsterly at fair value as determined in goocdhfaiy our board of directors based on the
input of our
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management and audit committee. However, we magdpgred to value our investments more frequerdlgetermined in good faith by our
board of directors to the extent necessary toaeflignificant events affecting their value. In #itah, the board of directors currently receives
input from independent valuation firms that haverbengaged at the direction of the board to vahwh @ortfolio security at least once durir
trailing 12 month period. The valuation processasducted at the end of each fiscal quarter, wigr@ximately a quarter of our portfolio
companies without market quotation subject to vadumeby the independent valuation firm each quafée types of factors that may be
considered in valuing our investments include thiemgrise value of the portfolio company, the natand realizable value of any collateral, the
portfolio company's ability to make payments asceiarnings, the markets in which the portfolio campdoes business, comparison to
publicly traded companies, discounted cash flow@her relevant factors. Because such valuatiors particularly valuations of private
investments and private companies, are inherenthgain, may fluctuate over short periods of teme may be based on estimates, our
determinations of fair value may differ materidilgm the values that would have been used if ayreaarket for these investments existed and
may differ materially from the values that we mdtynoately realize.

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

As we generally make investments in priv@mpanies, substantially all of these investmargssubject to legal and other restrictions on
resale or otherwise are less liquid than publickgéd securities. The illiquidity of our investmemtay make it difficult for us to sell such
investments if the need arises. In addition, ifare required to liquidate all or a portion of oortfolio quickly, we may realize significantly
less than the value at which we have previouslgnded our investments. In addition, we may faceothstrictions on our ability to liquidate
an investment in a portfolio company to the extaat we or an affiliated manager of Ares has maken-public information regarding such
portfolio company.

We may experience fluctuations in our quarterly reslts.

We could experience fluctuations in ourrnterdy 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, variatiorsd the timing of the recognition of
realized and unrealized gains or losses and theedeg which we encounter competition in our magleatd general economic conditions. As a
result of these factors, results for any periodugthaot 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 dioes, and members of the investment committee ofruestment adviser, serve or may serve as
officers, directors or principals of other entitesd affiliates of our investment adviser and invest funds managed by our affiliates.
Accordingly, they may have obligations to investiorghose entities, the fulfillment of which mighot be in the best interests of us or our
stockholders or that may require them to devote tionservices for other entities, which could ifesr with the time available to provide
services to us. For example, Messrs. Ressler, RudeKissick and Sachs each are and, will contiiouge, founding members of Ares with
significant responsibilities for other Ares fundiéessrs. Ressler and Rosenthal are required to @evebstantial majority of their business
time, and Mr. Kissick is required to devote a miyoof his business time, to the affairs of ACOFowkver, Ares believes that the efforts of
Messrs. Ressler, Rosenthal and Kissick relativerés Capital and ACOF are synergistic with and [fiera to the affairs of each of Ares
Capital and ACOF.

Although other Ares funds generally havifedént primary investment objectives than Ares i@Gapthey may from time to time invest in
asset classes similar to those targeted by Aregalafres Capital Management endeavors to alloratestment opportunities in a fair and
equitable
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manner, and in any event consistent with any fiaycduties owed to Ares Capital. Nevertheless ftdassible that we may not be given the
opportunity to participate in certain investmentsd® by investment funds managed by investment neasadfiliated with Ares Capital
Management.

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

Ares Capital Management's management feased on a percentage of our total assets (dtaercash or cash equivalents but including
assets purchased with borrowed funds) and Ares@adpanagement 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 investraeiviser are subject to certain hurdles. To thergxve or Ares Capital Management are able
to exert influence over our portfolio companiegsh hurdles may provide Ares Capital Managemebigstito its fiduciary duty to us) with an
incentive to induce our portfolio companies to d&ede or defer interest or other obligations oweds from one calendar quarter to another
under circumstances where accrual would not otlseretcur, such as acceleration or deferral of dugadation of a dividend or the timing of a
voluntary redemption.

Acceleration of obligations may result tackholders recognizing taxable gains earlier thiaticipated, while deferral of obligations
creates incremental risk of an obligation becomingollectible in whole or in part if the issuerth&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 dotyg.

The part of the incentive fee payable byhad relates to our pre-incentive fee net investnmecome is computed and paid on income that
may include interest that is accrued but not yegeireed in cash. If a portfolio company defaultsaolean that is structured to provide accrued
interest, it is possible that accrued interestiouesly used in the calculation of the incentive fél 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 holdefs majority of our outstanding voting securitigeluding, in either case, approval by a
majority of our directors who are not interestedspas. However, both we and Ares Capital Manageimave the right to terminate the
agreement without penalty upon 60 days' writtercedb the other party. Moreover, conflicts of ietgt may arise if our investment adviser
seeks to change the terms of our investment agviatt management agreement, including, for exartipdeterms for compensation. While
any material change to the investment advisoryraadagement agreement must be submitted to stoadsdiok approval under the Investm
Company Act, we may from time to time decide ijgpropriate to seek stockholder approval to chémgeéerms of the agreement.

Pursuant to the administration agreemeesAdministration furnishes us with administratbezvices and we pay Ares Administration
our allocable portion of overhead and other expeirseurred by Ares Administration in performing d@sligations under the administration
agreement, including our allocable portion of thetwf our officers and their respective staffs. M&se office facilities directly (the "ARCC
Office Space") from a third party. We have entdrgd a sublease with Ares Management LLC ("Ares Btgement") whereby Ares
Management subleases approximately 25% of the AREiCe Space for a fixed rent equal to 25% of thsib annual rent payable by us under
our lease, plus certain additional costs and exgsess a result of these arrangements, there mégnbs when the management team of Ares
Capital Management has interests that differ froosé of our stockholders, giving rise to a conflict
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Our stockholders may have conflicting irtmeant, tax and other objectives with respect tir theestments in us. The conflicting interests
of individual stockholders may relate to or arisenf, among other things, the nature of our invests)ehe structure or the acquisition of our
investments, and the timing of disposition of aurdstments. As a consequence, conflicts of intenastarise in connection with decisions
made by our investment adviser, including with ezgpo the nature or structuring of our investmetiiat may be more beneficial for one
stockholder than for another stockholder, espgciaih respect to stockholders' individual tax ations. In selecting and structuring
investments appropriate for us, our investmentsawivill consider the investment and tax objectioeAres Capital and our stockholders as a
whole, not the investment, tax or other objectiotany stockholder individually.

Our investment adviser's liability is limited under the investment management agreement, and we witldemnify our investment advise
against certain liabilities, which may lead our inestment adviser to act in a riskier manner on our bhalf than it would when acting for
its own account.

Our investment adviser has not assumedesponsibility to us other than to render the smwidescribed in the investment management
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 maregesgreement, our investment adviser and its niagagembers, officers and
employees will not be liable to us for their actader the investment management agreement, abgkuakt misfeasance, bad faith, gross
negligence or reckless disregard in the performaftieeir duties. We have agreed to indemnify, ddfand protect our investment adviser and
its managing members, officers and employees wipect to all damages, liabilities, costs and exgenesulting from acts of our investment
adviser not arising out of willful misfeasance, Baith, gross negligence or reckless disregartiénperformance of their duties under the
investment management agreement. These protectiandead our investment adviser to act in a riskianner when acting on our behalf than
it would when acting for its own account.

We may be obligated to pay our investment advisencentive compensation even if we incur a loss.

Our investment adviser is entitled to inocencompensation for each fiscal quarter in an@mequal to a percentage of the excess of our
investment income for that quarter (before dedggiicentive compensation, net operating lossescartdin other items) above a threshold
return for that quarter. Our pireentive fee net investment income for incentisenpensation purposes excludes realized and uredatapita
losses that we may incur in the fiscal quarterndf/such capital losses result in a net loss anstatement of operations for that quarter. Thus,
we may be required to pay our manager incentivepemsation for a fiscal quarter even if there i®elide in the value of our portfolio or we
incur a net loss for that quarter.

Under the investment advisory and managéagneement, we will defer cash payment of anyritice fee otherwise earned by our
investment adviser if, during the most recent fiolircalendar quarter period ending on or priottte date such payment is to be made, the sun
of (a) our aggregate distributions to our stockemddand (b) our change in net assets (defineda@sasets less indebtedness) is less than 8.0%
of our net assets at the beginning of such pefiibdse calculations will be adjusted for any sheseances or repurchases.

Changes in laws or regulations governing our oper&ns, or changes in the interpretation thereof, an@ny failure by us to comply with
laws or regulations governing our operations may a¢ersely affect our business.

We and our portfolio companies are suliiecegulation by laws at the local, state and fablevels. These laws and regulations, as wi
their interpretation, may be changed from timearwet
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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 discussedegltioere is a risk that certain investments thairtend to treat as qualifying assets will be
determined to not be eligible for such treatmemty Auch determination would have a material adveffget on our business.

The Company may not replicate Ares' historical sucess.

Our primary focus in making investmentdeti from those of other private funds that arbare been managed by Ares' investment
professionals. Further, our stockholders do nottavinterest in other Ares funds. While Ares Gapitay consider potential co-investment
participation in portfolio investments with otheres funds (other than ACOF), no investment oppdtiesnare currently under consideration
and any such investment activity could be subcamong other things, regulatory and independeatdmember approvals, the receipt of
which, if sought, cannot be assured. Accordinglg,cannot assure you that Ares Capital will repdcates' historical success, and we caution
you that our investment returns could be substint@ver than the returns achieved by those pevands.

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

We are prohibited under the Investment CamypAct from knowingly participating in certain trgactions with our affiliates without the
prior approval of our independent directors. Anyspa that owns, directly or indirectly, 5% or mafeour outstanding voting securities is our
affiliate for purposes of the Investment Company &ud we are generally prohibited from buying dlirsg any security from or to such
affiliate, absent the prior approval of our indegent directors. The Investment Company Act alsdipits "joint” transactions with an affilial
which could include investments in the same pddfobmpany (whether at the same or different time#hout prior approval of our
independent directors. If a person acquires mae #5% of our voting securities, we are prohibftedh buying or selling any security from
to such person, or entering into joint transactiwith such person, absent the prior approval ofSBE.

Iltem 1B. Unresolved Staff Comments

None.

Item 2. Properties

We do not own any real estate or other jghyproperties materially important to our opesatiOur headquarters are currently located at
280 Park Avenue, 2% Floor, Building East, New York, New York, where Vease office facilities (the "ARCC Office Spaceljectly from a
third party. In addition, we have a sublease agezgwith Ares Management whereby Ares Managemesieases approximately 25% of the
ARCC Office Space for a fixed rent equal to 25%hef basic annual rent payable by us under our |@hse certain additional costs and
expenses.
Item 3. Legal Proceedings

We are not subject to any pending legateeding, and no such proceedings are known to termplated.

Item 4. Submission Of Matters To A Vote Of SecurityHolders

No matters were submitted to a vote ofldtolders through the solicitation of proxies oreathise during the fourth quarter of the fiscal
year ending December 31, 20l
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PART Il
Item 5. Market For Registrant's Common Equity, Relaed Stockholder Matters And Issuer Purchases Of Edity Securities
PRICE RANGE OF COMMON STOCK

Our common stock is quoted on The NASDA®@Ial Select Market under the symbol "ARCC." We ctetgd our initial public offering
on October 8, 2004 at the price to the public &.8Q per share. Prior to this date there was négmotarket for our common stock. Our
common stock has historically traded at prices laditbve and below its net asset value. It is nosiptesto predict whether our common stock
will trade at, above or below net asset value.

The following table sets forth the rangéhigh and low closing sales prices per share ofcourmon stock as reported on The NASDAQ
Global Select Market and the dividends declaredsfor each fiscal quarter since of our initial feibffering. The stock quotations are
interdealer quotations and do not include markamgkdowns or commissions and may not necessaphgsent actual transactions. As of
February 27, 2008, the last reported sales pricmioEommon stock on The NASDAQ Global Select Mavkas $14.00 per share.

Price Range
Cash Dividend
NAV(1) High Low Per Share(2)
Fiscal 2006
First quartel $ 15.0: % 1797 $ 16.2: $ 0.3¢
Second quarte $ 15.1C $ 175C $ 16.3¢ $ 0.3¢
Third quartel $ 15.0¢ $ 1751 $ 1567 $ 0.4C
Fourth quarte $ 15.17 $ 19.31 $ 17.3¢  $ 0.5((3)
Fiscal 2007
First quarte! $ 153¢ $ 204¢ $ 1782 $ 0.41
Second quarte $ 1582 % 1882 $ 16.8:8 $ 0.41
Third quartel $ 15.7¢  $ 175 $ 149: $ 0.42
Fourth quarte $ 1547 $ 1747 % 14.4C % 0.4z

Q) Net asset value per share is determined as oé#iedy in the relevant quarter and therefore noayeflect the net asset value per share
on the date of the high and low closing sales priGée net asset values shown are based on outgasidires at the end of each per

2) Represents the dividend declared in the specifieditgr.

3) Includes an additional cash dividend of $0.10 pares.

HOLDERS

As of February 27, 2008, there were 22 éaaf record of our common stock (including Ced€@).

DIVIDEND POLICY

We currently intend to distribute quartediyidends to our stockholders. Our quarterly dérids, if any, are determined by our board of
directors.
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The following table summarizes our dividemt#clared during 2006 and 2007:

Date Declared Record Date Payment Date Amount
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
March 8, 2007 March 19, 200 March 30,200 $ 0.41
May 10, 2007 June 15, 20C June 29,20C $ 0.41
August 9, 200° September 14, 20! September 28, 200 $ 0.4z
November 8, 200 December 14, 20( December 31, 20( $ 0.4z
Total declared for 200 $ 1.6¢€
|

Of the dividends declared during the yeatesl December 31, 2007, $1.59 comprised ordinagnie and $0.07 comprised long-term
capital gains. Of the dividends declared duringytsar ended December 31, 2006, $1.47 comprisedamdincome and $0.17 comprised long-
term capital gains.

To maintain our RIC status, we must timditribute 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 egdizxes imposed on RICs, we are generally reqtireldstribute during each calendar year an
amount at least equal to the sum of (1) 98% ofoodinary income for the calendar year, plus (2) 98%ur capital gains in excess of capital
losses for the one-year period ending on Octobef 3ie calendar year plus (3) any ordinary inc@ne net capital gains for preceding years
that were not distributed during such years. i tlieiquirement is not met, we will be required tyg panondeductible excise tax equal to 4% of
the amount by which 98% of the current year's texattome exceeds the distribution for the yeae Txable income on which an excise tax
is paid is generally carried forward and distrilabite stockholders in the next tax year. Dependimghe level of taxable income earned in a tax
year, we may choose to carry forward taxable incomexcess of current year distributions into teatrtax year and pay a 4% excise ta>
such income, as required. Our excise tax liabibtythe year ended December 31, 2007 was approgiynd1 00,000 compared to
approximately $570,000 for December 31, 2006. Waotassure you that we will achieve results thdtpgrmit the payment of any cash
distributions.

We maintain an "opt out" dividend reinvestrhplan for our common stockholders. As a refulie declare a dividend, then stockhold:
cash dividends will be automatically reinvesteaduitional shares of our common stock, unless spegifically "opt out" of the dividend
reinvestment plan so as to receive cash dividends.

RECENT SALES OF UNREGISTERED SECURITIES

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

ISSUER PURCHASES OF EQUITY SECURITIES

In December 2007, as a part of the Compatiyldend reinvestment plan for our common stotddas, we purchased 237,686 shares of
our common stock for $3.6 million in the open marike
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order to satisfy the reinvestment portion of owiadiends. The following chart outlines repurchasesus common stock during the quarter
ended December 31, 2007.

Total Number of Maximum (or
Shares Purchased as Approximate Dollar Value)
Total Number Average Price Part of Publicly of Shares that May Yet Be
of Shares Paid Per Announced Plans Purchased Under the Plans
Period Purchased Share or Programs or Programs

October 1, 2007 through October .

2007 — — — —
November 1, 2007 throuc

November 30, 200 — — — —
December 1, 2007 through

December 31, 200 237,68((1)$ 15.0C — —

1) Pursuant to our Dividend Reinvestment Plan, wectiaour plan administrator to purchase 237,686esha the open market in order
to satisfy our obligations to deliver shares of coon stock to our stockholders with respect to auiddnd for the fourth quarter of

2007.
COMPARISON OF CUMULATIVE TOTAL RETURN AMONG ARES CA PITAL
CORPORATION, S&P 500 AND S&P SPECIALIZED FINANCE IN DEX
5250
—@— Ares Capital Corporation
—— S&P 500 Index
$200 |- | —u— 58P Specialized Finance Index |~~~ — " " T T T T T T T T o - o - == ===
$150
£100
M ———— e e e e e e e e e e e e e = = —
50 . ; :
10/8/04 12/31/04 12/31/05 12/31/086 12/31/07
SOURCE: Standard & Poor's Institutional Market Servir
NOTES: Assumes $100 invested on 10/8/2004 (the datees$ £apital Corporation's initial public offerinig) Ares Capital
Corporation, in S&P 500 and in S&P Specialized Rewindex All dividends are reinvested on a monbasis
Oct04 Dec04 Dec05 Dec06 Dec07
Ares Capital Corporatio 10C 13z 11¢ 15z 13C
S&P 500 10C 10¢ 114 13z 13¢
S&P Specialized Finance Ind 10C 11¢ 154 162 152

The graph and other information furnisheder this Part 1l Item 5 (d) of this Form 10-K dhadt be deemed to be "soliciting material” or
to be "filed" with the Commission or subject to R&gion 14A or 14C, or to the liabilities of Secti@8 of the Securities Exchange Act of 1934
(the "Exchange Act"), as amended.
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Item 6. Selected Consolidated Financial Data

The following selected financial and otHata for the years ended December 31, 2007, 20D@@0b, and for the period from June 23,
2004 (inception) through December 31, 2004 arevddrfrom our consolidated financial statements Wwinave been audited by KPMG LLP,
independent registered public accounting firm whegsrt thereon is included within this Annual Rep®he data should be read in
conjunction with our consolidated financial statemseand notes thereto and "Management's Discuasidrinalysis of Financial Condition &
Results of Operations,” which are included elsewliethis Annual Report.

ARES CAPITAL CORPORATION AND SUBSIDIARIES
SELECTED FINANCIAL DATA
As of and For the Years Ended December 31, 2007,and 2005 and As of and For the
Period June 23, 2004 (inception) Through Decemberl32004

As of and For the
Period
June 23, 2004
As of and For the (inception)
Year Ended Through
December 31, 2005 December 31, 2004

As of and For the
Year Ended
December 31, 2006

As of and For the
Year Ended
December 31, 2007

Total Investment Incom $ 188,873,22 $ 120,020,90 $ 41,850,47 $ 4,380,84!
Net Realized and Unrealizt

Gains (Losses) on Investments

and Foreign Currencie (4,116,58) 13,063,71 14,727,27 475,39:
Total Expense 94,750,61 58,458,01 14,568,67 1,665,75:
Income Tax Expense (Benefi

Including Excise Ta: (826,43) 4,931,28! 158,00( —
Net Increase in Stockholde

Equity Resulting from Operatior $ 90,832,46 $ 69,695,32 $ 41,851,07 $ 3,190,48:

Per Share Dat:
Net Increase in Stockholde
Equity Resulting from

Operations

Basic: $ 137 % 161 $ 1.7¢ % 0.2¢

Diluted: $ 137 $ 161 $ 1.7¢ % 0.2¢

Cash Dividend Declares $ 166 $ 162 $ 13C % 0.3C
Total Assets $ 1,829,404,73 $ 1,347,990,95 $ 613,645,14 $ 220,455,61
Total Debt $ 681,528,05 $ 482,000,00 $ 18,000,000 $ 55,500,00
Total Stockholders' Equit $ 1,124,549,92 $ 789,433,40 $ 569,612,19 $ 159,708,30
Other Data

Number of Portfolic

Companies at Period End( 78 60 38 20

Principal Amount of

Investments Purchased| $ 1,251,300,00 $ 1,087,507,00 $ 504,299,000 $ 234,102,00

Principal Amount of

Investments Sold and

Repayments(2 $ 718,695,000 $ 430,021,00 $ 108,415,000 $ 52,272,00

Total Return Based on Marke

Value(3) (14.70% 29.12% (10.60% 31.5%

Total Return Based on Net

Asset Value(4 8.9¢% 10.7%% 12.0/% (1.80)%

Weighted Average Yield ¢

Debt and Income Producing

Equity Securities(5) 11.68% 11.9%% 11.25% 12.36%

(1)  The information presented for the period June BB4Xinception) through December 31, 2004 incluble$0.8 million of the asse

purchased from Royal Bank of Canada and excludesréillion of publicly traded fixed income secueis.
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(2)  The information presented for the period June BB4Xinception) through December 31, 2004 excl&$eg million of publicly trade«
fixed income securities.

3) Total return based on market value for the yeaedridlecember 31, 2007 equals the decrease of tlmgemarket value at
December 31, 2007 of $14.63 per share over thangmdarket value at December 31, 2006 of $19.1Elpare plus the declared
dividends of $1.66 per share for the year endecebéer 31, 2007. Total return based on market Valuihe year ended December 31,
2006 equals the increase of the ending market \&l®Ecember 31, 2006 of $19.11 per share ovegridang market value at
December 31, 2005 of $16.07 per share plus theuwdtHividends of $1.64 per share for the year émbxember 31, 2006. Total
return based on market value for the year endeé@mber 31, 2005 equals the decrease of the endifgmalue at December 31,
2005 of $16.07 per share over the ending markefeval December 31, 2004 of $19.43 per share puddblared dividends of $1.30
per share for the year ended December 31, 2008l fiegtirn based on market value for the period 2H&004 (inception) through
December 31, 2004 equals the increase of the emdmiget value at December 31, 2004 of $19.43 paresbwver the offering price of
$15.00 per share plus the declared dividend of3pe8 share (includes return of capital of $0.0dgbere) for holders of record on
December 27, 2004, divided by the offering pricetal return based on market value is not annualized

(4)  Total return based on net asset value for the geded December 31, 2007 equals the change in sett\adue during the period
(adjusted for share issuances) plus the declaxedeedids of $1.66 per share for the year ended Dbeeefil, 2007, divided by the
beginning net asset value. Total return based baseet value for the year ended December 31, 2§0éls the change in net asset
value during the period (adjusted for share isseghplus the declared dividends of $1.64 per stoarthe year ended December 31,
2006, divided by the beginning net asset valueallreturn based on net asset value for the yearceBeécember 31, 2005 equals the
change in net asset value during the period (agljustr share issuances) plus the declared divideh$i$.30 per share for the year
ended December 31, 2005, divided by the beginngtgsset value. Total return based on net assgt @l the period June 23, 2004
(inception) through December 31, 2004 equals tlaagh in net asset value during the period plusiéictéared dividend of $0.30 per
share (includes return of capital of $0.01 per shfor holders of record on December 27, 2004 déigiby the beginning net asset va
Total return based on net asset value is not aizedal

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

(6) Includes commitments to portfolio companies for ethiunding has yet to occt
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Item 7. Management's Discussion And Analysis Of Fancial Condition And Results Of Operations

The information contained in this section shouldded in conjunction with the Selected Financiati@ther Data and our financial
statements and notes thereto appearing elsewheahgesiinnual Report.

OVERVIEW

We are a specialty finance company thatdksed-end, non-diversified management investm@mipany incorporated in Maryland. We
have elected to be regulated as a business deveftmompany under the Investment Company Act. We feinded on April 16, 2004 and
were initially funded on June 23, 2004 and on Oetd) 2004 completed our initial public offering€t"IPO").

Our investment objective is to generatdnlmotrrent income and capital appreciation througit @nd equity investments. We invest
primarily in first and second lien senior loans &mnly-term mezzanine debt, which in some casesintdyde an equity component, and, to a
lesser extent, in equity investments in private.Un&ldle market companies.

We are externally managed by Ares Capitahbdyement, an affiliate of Ares Management LLCinalependent international investment
management firm that manages investment funds. Adesinistration, an affiliate of Ares Managementyyides the administrative services
necessary for us to operate.

As a BDC, we are required to comply withtam regulatory requirements. For instance, weegaty have to invest at least 70% of our
total assets in "qualifying assets," including sdéims and indebtedness of private U.S. compagi&sh), cash equivalents, U.S. government
securities and high-quality debt investments thatume in one year or less.

We have qualified and elected to be treated RIC, under Subchapter M of the Code of 198Gjualify as a RIC, we must, among other
things, meet certain source-of-income and assetsification requirements and timely distributeoto stockholders at lease 90% of our
investment company taxable income, as defined &yCitde, for each year. Pursuant to these electismgenerally will not have to pay
corporate level taxes on any income that we distilto our stockholders.

CRITICAL ACCOUNTING POLICIES
Basis of Presentatiol

The accompanying consolidated financigiestents have been prepared on the accrual baatxofinting in conformity with accounting
principles generally accepted in the United Stdt@&HAP"), and include the accounts of the Compang &s wholly owned subsidiaries. The
consolidated financial statements reflect all amjients and reclassifications which, in the opiredbmanagement, are necessary for the fair
presentation of the results of the operations arah€tial condition for the periods presented. Adh&ficant intercompany balances and
transactions have been eliminated.

Investments

Investment transactions are recorded oftr#iie date. Realized gains or losses are compigiag 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 readitailable are valued at fair value as determinegbod faith by our board of directors based
on the input of our management and audit committeaddition, the board of directors currently riges input from independent valuation
firms that have been engaged at the directionebtiard to assist in the valuation of each podfwivestment at least once during a trailing
12 month period. The valuation process is conduatede end of each fiscal quarter, with
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approximately a quarter of our valuations of pditfeompanies without market quotations subjecetdgew by an independent valuation firm
each quarter. The types of factors that the boayl tieke into account in determining the fair vadd®ur investments include, as relevant, the
enterprise value of a portfolio company, the naturd realizable value of any collateral, the pdidfoompany's ability to make payments and
its earnings and discounted cash flow, the maiiketgich the portfolio company does business, camspa to publicly traded securities and
other relevant factors.

When an external event such as a purchassaiction, public offering or subsequent equitg sacurs, we use the pricing indicated by the
external event to corroborate our valuation. Beedhsre is not a readily available market valuenfosst of the investments in our portfolio, we
value substantially all of our portfolio investmetatt fair value as determined in good faith bylmeaird under a valuation policy and a
consistently applied valuation process. Due tdrtherent uncertainty of determining the fair vabiénvestments that do not have a readily
available market value, the fair value of our iwesnts may differ significantly from the valuesttivauld have been used had a ready market
existed for such investments and may differ maltgrieom the values that we may ultimately realize.

With respect to investments for which maudggotations are not readily available, our bodrdiectors undertakes a multi-step valuation
process each quarter, as described below:

. Our quarterly valuation process begins with eaalf@i@d company or investment being initially vatliby the investmer
professionals responsible for the portfolio investinin conjunction with our portfolio managemerarte

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

. The audit committee of our board of directors resighese preliminary valuations, as well as theiirgh an independent
valuation firm with respect to the valuations opegximately a quarter of our portfolio companies.

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

Interest Income Recognitiol

Interest income, adjusted for amortizatibpremium and accretion of discount, is recordedwo accrual basis. Discounts and premiums
on securities purchased are accreted/amortizedtbedife of the respective security using the éffe yield method. The amortized cost of
investments represents the original cost adjustethé accretion of discounts and amortizationrehgums.

Loans are generally placed on non-acctaalis when principal or interest payments are @ast30 days or more or when there is
reasonable doubt that principal or interest willdolected. Accrued interest is generally reversbén a loan is placed on non-accrual status.
Interest payments received on non-accrual loansbheagcognized as income or applied to princippkdding upon management's judgment.
Non-accrual loans are restored to accrual status whshdue principal and interest is paid and, inagament's judgment, are likely to remain
current. The Company may make exceptions to thiseiloan has sufficient collateral value and ithie process of collection.

Paymen-in-Kind Interest

The Company has loans in its portfolio thattain a payment-ikind ("PIK") provision. The PIK interest, computatithe contractual ra
specified in each loan agreement, is added toriheipal balance of the loan and recorded as isténeome. To maintain the Company's st
as a RIC, this
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non-cash source of income must be paid out to btwdkrs in the form of dividends even though thenany has not yet collected the cash.
Capital Structuring Service Fees and Other Income

The Company's Investment Adviser seeksdagige assistance to our portfolio companies innemtion with the Company's investments
and in return the Company may receive fees fortabgiructuring services. These fees are normaligt pt the closing of the investments, are
generally non-recurring and are recognized as rtgyv@rhen earned upon closing of the investment.sEngices that the Company's Investment
Adviser provides vary by investment, but generatipsist of reviewing existing credit facilitiesyanging bank financing, arranging equity
financing, structuring financing from multiple lezxd, structuring financing from multiple equity @stors, restructuring existing loans, raising
equity and debt capital, and providing generalrfiial advice, which concludes upon closing of theestment. Any services of the above
nature subsequent to the closing would generaliegee a separate fee payable to the Companyrtlircenstances where the Company is
invited to participate as a co-lender in a trarieacind does not provide significant services inragtion with the investment, a portion of loan
fees paid to the Company in such situations wiltlbgerred and amortized over the estimated liftnefloan. The Company's Investment
Adviser may also have the right to designate aquets take a seat on the board of directors ofrdglim company, or observe the meetings of
the board of directors without taking a formal seat

Other income includes fees for asset managg consulting, loan guarantees, commitment#met services rendered by the Company
to portfolio companies. Such fees are recognizédasne when earned or the services are rendered.

Foreign Currency Translation

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

(1) Market value of investment securities, other asaetkliabilities—at the exchange rates prevailintha end of the day.

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

Results of operations based on changewd@igh exchange rates are separately disclosduistatement of operations. Foreign security
and currency translations may involve certain adergitions and risks not typically associated witresting in U.S. companies and U.S.
government securities. These risks include, buhatdimited to, currency fluctuation and revaloat and future adverse political, social and
economic developments which could cause investnmenkegir markets to be less liquid and prices maratile than those of comparable U.S.
companies or U.S. government securities.

Federal Income Taxes

The Company has qualified and elected atehds to continue to qualify for the tax treatmagmplicable to RICs under Subchapter M of
the Code and, among other things, has made amtisite continue to make the requisite distributitmigs stockholders which will relieve the
Company from Federal income taxes. In order toifyuat a RIC, among other factors, the Compangagiired to timely distribute to its
stockholders at least 90% of investment compangtiiexincome, as defined by the Code, for each year.

Depending on the level of taxable incommed in a tax year, we may choose to carry forviaxdble income in excess of current year
dividend distributions into the next tax year amy p. 4% excise tax on such income, as requireth& extent that the Company determines
that its estimated
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current year annual taxable income will be in ega#fsestimated current year dividend distributidhe, Company accrues an excise tax
estimate, if any, on estimated excess taxable iscom

In accordance with GAAP, book and tax bds#ferences relating to stockholder distributi@ml other permanent book and tax
differences are reclassified between, distributiess than (in excess of) net investment incomeyraalated net realized gain on sale of
investments and capital in excess of par. In anldithe character of income and gains to be digibis determined in accordance with inc
tax regulations that may differ from GAAP, as highted in Note 6 to our consolidated financial staénts.

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

Dividends and distributions to common stazlkers are recorded on the record date. The antolna paid out as a dividend is determi
by the board of directors each quarter and is gélydyased upon the earnings estimated by manageienrealized capital gains, if any, are
generally distributed at least annually, althoughmay decide to retain such capital gains for vestment.

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

Use of Estimates in the Preparation of Financial&@ements

The preparation of financial statementsdnformity with GAAP requires management to makéreges and assumptions that affect the
reported amounts of actual and contingent assetfiabilities at the date of the financial statetsesind the reported amounts of income or loss
and expenses during the reporting period. Actuallte could differ from those estimates. Significastimates include the valuation of
investments.

Fair Value of Financial Instruments
The carrying value of the Company's finahgistruments approximate fair value.

37




PORTFOLIO AND INVESTMENT ACTIVITY

Year End December 31
(in millions, except number of companies, terms and

percentages)
2007 2006 2005

New investments(1

New portfolio companie $ 1,091.¢ $ 812t $  464.(

Existing portfolio companie 256.( 297.t 64.C

Total new investment 1,347.¢ 1,110.( 528.¢
Less:

Investments exite 654.1 404.¢ 105.2

Net investment $ 693.t $ 705.1 $ 423
New investments funde

New portfolio companie $ 876.¢ $ 736.1 $  440.

Existing portfolio companie 253.( 292.1 64.C

Total $ 1,129.¢ $ 1,028 $ 504.:
Principal amount of investments purchas

Senior term dek $ 886.7 $ 726.£ $  339.

Senior subordinated de 187.1 249.¢ 76.€

Equity and othe 177.¢ 111.5 88.4

Total $ 1,251 $ 1,087t $ 504.:
Principal amount of investments sold or rep:

Senior term dek $ 608.2 $ 2558 $ 63.4

Senior subordinated de 89.¢ 99.2 27.2

Equity and othe 20.€ 75.% 17.¢

Total $ 718.71 $ 430.C $ 108«
Number of new investments( 47 54 31
Average new investment amot $ 28.71 $ 19.C $ 17.1
Weighted average term for new investments (in nmej 69 69 78
Weighted average yield of debt and income produsewyrities funde
during the period(3 11.6(% 12.1%% 10.5(%
Weighted average yield of debt and income produsewyrities sold or
repaid during the period(: 11.72% 11.9%% 11.2%

Q) New investments includes new agreements to funalvieng credit facilities or delayed draw loans.
2) Number of new investments represents each committoenparticular portfolio compan

3) When we refer to the "weighted average yield" is teport, we compute it with respect to particecurities by taking the (a) anni
stated interest rate or yield earned plus the meti@ amortization of original issue discount ararket discount earned on accruing (
included in such securities, and dividing it by {@al income producing securities and debt atvfaiue included in such securities.

The Investment Adviser employs an investimating system to categorize our investmentsdifiteon to various risk management and
monitoring tools, the Investment Adviser gradesralestments on a scale of 1 to 4 no less frequéimtin quarterly. This system is intended to
reflect the performance of the portfolio compangibass, the collateral coverage of the investmamtsother factors considered relevant.
Under this system, investments with a grade ofvélire the least amount of risk in our portfolio.€Tportfolio company is performing above
expectations and the trends and
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risk factors are generally favorable, includingogemtial exit. Investments graded 3 involve a ledfaisk that is similar to the risk at the time of
origination. The portfolio company is performingegected and the risk factors are neutral to tvler All new investments are initially
graded 3. Investments graded 2 involve a portfodimpany performing below expectations and indictitasthe investments risk has increased
materially since origination. The portfolio compamgay be out of compliance with debt covenants, h@ngoayments are generally not more
than 120 days past due. For investments gradee tarease procedures to monitor the portfolio camypand we will write down the fair
value of the investment if it is deemed to be imgehi An investment grade of 1 indicates that thefplio company is performing materially
below expectations and that the investment riskshilastantially increased since origination. Mosalbof the debt covenants are out of
compliance and payments are substantially delinguieestments graded 1 are not anticipated taepaid in full and we will reduce the fair
market value of the investment to the amount weeipatte will be recovered. The Investment Advisempdoys half-point increments to reflect
underlying trends in portfolio company operatindginancial performance, as well as the generalooktl As of December 31, 2007, the
weighted average investment grade of the invessriardur portfolio was 3.0 and two loans were ghst-or on non-accrual. The weighted
average investment grade of the investments imporifolio as of December 31, 2006 was 3.0. Theidistion of the grades of our portfolio
companies as of December 31, 2007 and 2006 idlaw$o

December 31, 2000 December 31, 2001

Number of Number of

Fair Value Companies Fair Value Companies
Grade 1 $ 13,927,20 1 3 504,20t 1
Grade 2 115,584,88 4 14,206,41 1
Grade & 1,581,810,87 68 1,189,399,64 56
Grade 4 62,878,89 3 31,711,56 2
1,774,201,84 76 $ 1,235,821,83 6C
I ——

As of December 31, 2007, the weighted ayesaeld of the debt and income producing equigusiées in our portfolio was
approximately 11.68%. As of December 31, 2007 vthigghted average yield on our entire portfolio W@22%. The weighted average yield
on our senior term debt, senior subordinated dedbircome producing equity securities was 11.1984223% and 10.36%, respectively. Of the
senior term debt, the weighted average yield aitizible to first lien senior term debt and secoed Senior term debt was 10.53% and 12.38%,
respectively.

As of December 31, 2006, the weighted ayesaeld of the debt and income producing equitiusées in our portfolio was
approximately 11.95%. As of December 31, 2006 vthigghted average yield on our entire portfolio i@s79%. The weighted average yield
on our senior term debt, senior subordinated dedbircome producing equity securities was 11.528418% and 10.00%, respectively. Of the
senior term debt, the weighted average yield aitzible to first lien senior term debt and secoad Benior term debt was 11.22% and 11.94%,
respectively.
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RESULTS OF OPERATIONS
For the years ended December 31, 2007, 2006 anc200

Operating results for the years ended Déeer@l, 2007, 2006 and 2005 are as follows:

For the Year Ended December 31

2007 2006 2005
Total Investment Incom $ 188,873,22 $ 120,020,90 $ 41,850,47
Total Expense 94,750,61 58,458,01 14,568,67
Net Investment Income Before Income Ta 94,122,61 61,562,89 27,281,80
Income Tax Expense (Benefit), Including Excise (826,43 4,931,28! 158,00(

Net Investment Incom 94,949,04 56,631,60 27,123,80
Net Realized Gain 6,544,49. 27,616,43 10,341,71
Net Unrealized Gains (Losse (10,661,07) (14,552,71) 4,385,56:
Net Increase in Stockholders' Equity Resulting F@perations $ 90,832,46. $ 69,695,32 $ 41,851,07

Investment Income

For the year ended December 31, 2007, itotaktment income increased $68.9 million, or 5#%m the year ended December 31, 2006.
Interest income from investments increased $64llomj or 65%, to $162.4 million for the year endedcember 31, 2007 from $98.3 million
for the comparable period in 2006. The increadatarest income from investments was primarily thuthe increase in the size of the
portfolio. The average investments, at fair vafoethe year increased to $1.5 billion for the yeaded December 31, 2007 from $871.0 mi
for the comparable period in 2006. Of the approxélya$64.1 million in interest income from investmtg, non-cash PIK interest income was
$16.2 million. Capital structuring service feesragsed $2.0 million, or 12%, to $18.0 million fbetyear ended December 31, 2007 from
$16.0 million for the comparable period in 2006€eTihcrease in capital structuring service fees pvasarily due to the increased amount of
new investments made. The amount of new investnmeatke increased to $1.3 billion during the yearendecember 31, 2007 from
$1.1 billion for the comparable period in 2006.

For the year ended December 31, 2006, itotaktment income increased $78.2 million, or 18@%er the year ended December 31, 2!
Interest income from investments increased $64lomi or 190%, to $98.3 million for the year end@dcember 31, 2006 from $34.0 million
for the comparable period in 2005. The increadatarest income from investments was primarily thuthe increase in the size of the
portfolio. The average investments, at fair vafoethe year increased from $323.2 million for tlemar ended December 31, 2005 to
$871.0 million in the comparable period in 2006.tk¥ approximately $64.4 million in interest incofmem investments, non-cash PIK interest
income was $6.3 million. Capital structuring seeviees increased $10.8 million, or 206%, to $16I0am for the year ended December 31,
2006 from $5.2 million for the comparable periodB05. The increase in capital structuring serfeées was primarily due to the increased
number of originations. The number of new investraémcreased from 31 during the year ended DeceBthe2005 to 54 during the
comparable period in 2006.

Operating Expenses

For the year ended December 31, 2007, ¢sganses increased $36.3 million, or 62%, fromytrer ended December 31, 2006. Base
management fees increased $9.9 million, or 72%28&5 million for the year ended December 31, 206/ $13.6 million for the comparable
period in 2006, primarily due to the increase ia ¢fize of the portfolio. Incentive fees relategte-incentive fee net
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investment income increased $7.5 million, or 468423.5 million for the year ended December 31,7200m $16.1 million for the
comparable period in 2006, primarily due to thedéase in the size of the portfolio and the relatedease in net investment income. Interest
expense and credit facility fees increased $18lf8omj or 99%, to $36.9 million for the year endedcember 31, 2007 from $18.6 million for
the comparable period in 2006, primarily due toghgmificant increase in the outstanding borrowingse average outstanding borrowings
during the year ended December 31, 2007 was $56illion compared to average outstanding borrowioig$262.4 million for the comparat
period in 2006. The increase in total expensespaesally offset by the decline in incentive feetated to realized gains. There were no
incentive fees related to realized gains duringyder ended December 31, 2007 compared to $3.lomftr the year ended December 31,
2006, due to gross unrealized depreciation offsgtiiet realized gains for the period. Net realigaiths were $6.6 million during the year en
December 31, 2007 whereas gross unrealized depioeciacognized was $61.2 million.

For the year ended December 31, 2006, ¢sfanses increased $43.9 million, or 301%, oweytar 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 the increase ia ¢fize of the portfolio. Incentive fees relategte-incentive fee net investment income
increased $12.8 million, or 399%, to $16.1 million the year ended December 31, 2006 from $3.4anifor the comparable period in 2005,
primarily due to the increase in the size of thafptio and the related increase in net investnieobme. Incentive fees related to realized gains
increased $2.5 million, or 252%, to $3.4 milliom fbe year ended December 31, 2006 from $979,00théocomparable period in 2005,
primarily due to lower net realized gains and higi®ss unrealized depreciation recognized dutiegyear ended December 31, 2006 as
compared to the year ended December 31, 2005 eldkted gains increased from $10.3 million during year ended December 31, 2005 to
$27.6 million during the year ended December 3062@ross unrealized depreciation increased froi@ #fllion during the year ended
December 31, 2005 to $8.9 million during the yeatesl December 31, 2006. Interest expense and €aedity fees increased $17.1 million,
or 1,175%, to $18.6 million for the year ended Deber 31, 2006 from $1.5 million for the comparapdgiod in 2005, primarily due to the
significant increase in the borrowings outstandifige average outstanding borrowings during the gaded December 31, 2005 was
$17.9 million compared to average outstanding hairrgs of $262.4 million for the comparable period2006. The increase in interest expe
and credit facility fees was also due to an inazéaghe amortization of debt issuance costs, wivak $1.8 million for the year ended
December 31, 2006 compared to $465,000 for the acabfe period in 2005. The increase in the amditizaf debt issuance costs was
primarily due to additional debt issuance coststaiped during the end of 2005 as a result of emgeinto the Revolving Credit Facility and
increasing the borrowing capacity of the CP Fundiagility, and also due to additional debt issuaswsts capitalized during the year ended
December 31, 2006 related to the Debt Securitinatio

Income Tax Expense, Including Excise Tax

The Company has qualified and elected atehds to continue to qualify and elect for thettaatment applicable to RICs under
Subchapter M of the Code, and, among other thimgs made and intends to continue to make the iiggdistributions to its stockholders
which will relieve the Company from federal incomages.

Depending on the level of taxable incommed in a tax year, we may choose to carry forvi@xdble income in excess of current year
dividend distributions into the next tax year amy p 4% excise tax on such income, as requiredhd 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 taxablenircas taxable income is earned.
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For the years ended December 31, 2007, 2006 ari@l@0@isions of approximately $100,000, $570,000 $058,000 respectively, were
recorded for federal excise tax.

Certain of our wholly owned subsidiaries aubject to federal and state income taxes. leoyear ended December 31, 2007, we recordec
a tax benefit of approximately $900,000 for thesiestdiaries. For the year ended December 31, 2086ecorded a tax provision of
$4.4 million, for these subsidiaries. There wagpravision recorded for the year ended Decembe2G05.

Net Realized Gains/Losses

During the year ended December 31, 20@7Cibimpany had $725.2 million of sales and repaysnesulting in $6.6 million of net
realized gains. These sales and repayments incthéefil 33.0 million of loans sold to Ivy Hill. Netalized gains were comprised of
$16.2 million of gross realized gains and $9.7 rofsg realized losses. The most significant realgaeds during the year ended December 31,
2007 were as a result of the sales and repaymetite mvestments in The GSI Group, Inc. ("GSI"grel Holdings, Inc. ("Varel") and Equin
SMU Partners LLC of $6.2 million, $4.0 million a88.5 million, respectively, offset by an $8.8 nuhirealized loss in Berkline/Benchcraft
Holdings LLC ("Berkline™).

During the year ended December 31, 20@6Ctimpany had $457.7 million of sales and repaysnesulting in $27.6 million of net
realized gains. Net realized gains were compriséi2d.7 million of gross realized gains and $100,060gross realized losses. The most
significant realized gains during the year endededaber 31, 2006 were as a result of the saleseggayments of the investments in CICQ, LP
("CICQ"), United Site Services, Inc. and GCA Seesddroup, Inc. of $18.6 million, $4.5 million and.@ million, respectively.

During the year ended December 31, 20@5Ctmpany had $118.8 million of sales and repaysnesulting in $10.3 million of net
realized gains. Net realized gains were compriséil 0.5 million of gross realized gains and $148,060gross realized losses. The most
significant realized gains during the period weseaaesult of the sales of the investments in Rieddings, Inc. ("Reef"), Esselte, Inc. and
Billing Concepts, Inc. of $4.8 million, $2.4 milland $1.8 million, respectively.

Net Unrealized Gains/Losses

For the year ended December 31, 2007, tepany's investments had net unrealized losse$lob$nillion, which was comprised of
$52.5 million in unrealized appreciation, $61.2lioil in unrealized depreciation and $2.8 milliofateng to the reversal of prior period net
unrealized appreciation. The most significant cleasng unrealized appreciation were $27.2 milliontfe investment in Reflexite Corporation,
$5.6 million for the investment in GSI, $4.0 millidor the investment in Waste Pro, Inc., $3.6 willfor the investment in Daily Candy, Inc.,
$3.2 million for the investment in Industrial Coimear Services, Inc., and $3.0 million for the intvesnt in Varel. The most significant changes
in unrealized depreciation were $10.5 million floe investment in MPBP Holdings, Inc., $10.0 million the investment in FirstLight
Financial Corporation, $8.0 million for the invesnt in Wear Me Apparel, LLC, $7.2 million for theviestment in Universal Trailer
Corporation ("Universal"), $5.6 million for the iagtment in Primis Marketing Group, Inc., $5.0 roiflifor the investment in Making Memor
Wholesale, Inc. ("Making Memories") and $3.2 miflitor the investment in WasteQuip, Inc. The reviea$arior period not unrealized
appreciation was primarily due to the reversallffierappreciation of $5.6 million for the investmenGSI and $4.0 million for the investment
in Varel offset by the reversal of depreciatior$8f3 million for the investment in Berkline.

For the year ended December 31, 2006, tepany's investments had a decrease in net uredajans/losses of $14.6 million, which
was comprised of $9.2 million in unrealized appaon, $8.9 million in unrealized depreciation &1dl.9 million relating to the reversal of
prior period net
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unrealized appreciation. The most significant clegng net unrealized appreciation were the unredlapreciation for the investment in ClI
of $4.0 million, the unrealized appreciation foe thvestment in Universal of $3.4 million and theeglized appreciation for the investment in
Varel of $1.0 million, offset by the unrealized degiation of $6.5 million for the investment in B&ne and unrealized depreciation of

$2.4 million for the investment in Making Memorid$e reversal of the prior period net unrealizegrapiation was primarily due to the
reversal of the appreciation of $13.3 million fhetinvestment in CICQ.

For the year ended December 31, 2005, thepany's investments had an increase in net unegiagjains/losses of $4.4 million, which
was comprised of $15.5 million in unrealized apptaon, $6.8 million in unrealized depreciation &3 million relating to the reversal of
prior period unrealized net appreciation. The nsigrtificant changes in net unrealized appreciatiere unrealized appreciation of $9.3 mill
for the investment in CICQ and $4.8 million for ineestment in Reef, offset by the unrealized dejpt®n in Berkline of $1.8 million and
Universal of $3.4 million. The reversal of the preriod net unrealized appreciation was primatilg to the reversal of the appreciation of
$4.8 million for the investment in Reef which waslized during 2005.

Net Increase in Stockholders' Equity Resulting FromOperations

Net increase in stockholders' equity résglfrom operations for the year ended DecembeRB@7 was $90.8 million. Based on the
weighted average shares outstanding during thegrested December 31, 2007, our net increase in lstdadrs' equity resulting from operati
per common share was $1.37 for the year ended Omsredd, 2007.

Net increase in stockholders' equity résglfrom operations for the year ended DecembeRB@6 was $69.7 million. Based on the
weighted average shares outstanding during thegreled December 31, 2006, our net increase inlsddadrs' equity resulting from operatis
per common share was $1.61 for the year ended Omredd, 2006.

Net increase in stockholders' equity résglfrom operations for the year ended DecembefB8@5 was $41.9 million. Based on the
weighted average shares outstanding during thegreled December 31, 2005, our net increase intsbdadrs' equity resulting from operatis
per common share was $1.78 for the year ended Omredd, 2005.

FINANCIAL CONDITION, LIQUIDITY, AND CAPITAL RESOURC ES

Since the Company's inception, the Comsdiguidity and capital resources have been geeénatimarily from the net proceeds of our
initial public offering and subsequent add-on publiferings of common stock, the Debt Securitizatiadvances from the CP Funding Facility
and the Revolving Credit Facility, as well as cfistvs from operations.

We expect to continue to raise new capitalrder to fund our investment objectives by iaguboth debt and equity securities in the fu
by amending our Facilities or by recycling loweelding investments. However, the terms of any fitlebt and equity issuances, amendments
or our ability to recycle cannot be determined Hrate can be no assurances that the debt or eqaityets or the ability to recycle will be
available to us on terms we deem favorable ordgbatost of capital will not increase.
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Equity Offerings

The following table summarizes the totarals issued and proceeds we received net of uritiegrand offering costs for the years ended
December 31, 2007, 2006 and 2005 (in millions, pkper share amounts):

Proceeds net of

Offering price underwriting and
Shares issuet per share offering costs

August 2007 public offerin 26 $ 16.3C $ 42.%
April 2007 public offering 158 $ 17.97 267.z
February 2007 public offerin 14 $ 19.9¢ 27.2
Underwriters over-allotment option related to
December 2006 public offerir 04 $ 18.5( 7.5

Total for the year ended December 31, 2 20.C $ 344.%
December 2006 public offerir 27 $ 18.5C $ 49.¢
July 2006 public offering 10.8 $ 15.67 162.(

Total for the year ended December 31, 2 13. $ 211.¢
October 2005 public offerin 145 % 15.46 $ 213.F
March 2005 public offerini 121  $ 16.0(C 183.¢

Total for the year ended December 31, 2 26.€ $ 397.¢

Part of the proceeds from our public offgs in 2007, 2006 and 2005 were used to repayamdtistg indebtedness. The remaining unused
portions of the proceeds from our public offerimgere used to fund investments in portfolio compaiteaccordance with our investment
objective and strategies and market conditions.

As of December 31, 2007, total market @diziation for the Company was $1.1 billion compat@$994.4 million as of December 31,
2006.

Debt Capital Activities

Our debt obligations consisted of the faitog as of December 31, 2007 and 2006 (in millions)

December 31, 200 December 31, 200!

Revolving Credit Facility $ 282t % 193.(
CP Funding Facility 85.C 15.C
Debt Securitizatiol 314.( 314.(
$ 681t $ 522.(

I

The weighted average interest rate andhtetbaverage maturity of all our outstanding boings as of December 31, 2007 were 5.66%
and 6.9 years, respectively.

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.

The ratio of total debt outstanding to &tuaders' equity as of December 31, 2007 was 0:60:dompared to 0.61:1.00 as of
December 31, 2006.

44




A summary of our contractual payment olilmyas as of December 31, 2007 are as follows (ihiang):

Payments Due by Perioc

Less than
Total 1year 1-3 years 4-5 years After 5 years
Revolving Credit Facility $ 282t $ — $ 282t $ — 3 —
CP Funding Facility 85.C 85.C — — —
Debt Securitizatiol 314.( — — — 314.(
Total Debt $ 681t $ 85.C $ 282t $ — 8 314.(

As of December 31, 2007, there was $282lltomoutstanding under the Revolving Credit Figi(see Note 8 to the consolidated
financial statements for more detail of the RevadvCredit Facility arrangement). The Revolving Gré&dcility expires on December 28, 20
In November 2007, we entered into an amendmeihietdrevolving Credit Facility to increase the aggtegrincipal amount of the Revolving
Credit Facility from $350.0 million to $510.0 mdin. In March 2007, we entered into an amendmetitedrevolving Credit Facility to increa
the aggregate principal amount of the Revolvingd@reacility from $250.0 million to $350.0 million.

As of December 31, 2007, the available améar borrowing under the CP Funding Facility v&50.0 million (see Note 8 to the
consolidated financial statements for more detaifh® CP Funding Facility arrangement). As of Delgen81, 2007, there was $85.0 million
outstanding under the CP Funding Facility. The @QRding Facility expires on October 8, 2008 unlegermded prior to such date with the
consent of the lenders.

In July 2006, through ARCC CLO, we comptete$400.0 million debt securitization, which wéergo as the Debt Securitization, where
approximately $314.0 million principal amount obasbacked notes (including $50.0 million revolving estall of which were drawn down
of December 31, 2007) were issued to third padiessecured by a pool of middle market loans thaetbeen purchased or originated by the
Company. We retained approximately $86.0 milliorceftain BBB and non-rated securities in the debustization. The blended pricing of
the CLO Notes, excluding fees, is approximately @th LIBOR plus 34 basis points. The Debt Secwiiton is an on-balance-sheet financing
for the Company. As of December 31, 2007, $31410amiin outstanding notes was outstanding under@ebt Securitization (not including
the Retained Notes). The CLO Notes mature on Deeef, 2019.

In July 2007, we received a long-term issaéng of Baa3 from Moody's Investor Service andng-term counterparty credit rating from
Standard & Poor's Ratings Service of BBB, whichbeeve will provide access to broader financingrses and further diversify our capital
raising alternatives.

OFF BALANCE SHEET ARRANGEMENTS

As of December 31, 2007, the Company hadnsitted to make a total of approximately $323.6ioml of investments in various
revolving senior secured loans. As of Decembe280y, $244.4 million was unfunded. Included witttie $323.6 million commitment in
revolving secured loans is a commitment to issutouil 1.0 million in standby letters of credit thgh a financial intermediary on behalf of
certain portfolio companies. Under these arrangésnéime Company would be required to make paynterttsird-party beneficiaries if the
portfolio companies were to default on their redgpayment obligations. As of December 31, 2007 Gbmpany had $8.8 million in standby
letters of credit issued and outstanding on bedfalie portfolio companies, of which no amountsevercorded as a liability. Of these letters of
credit, $1.3 million expire on June 10, 2013, $500, expire on August 31, 2010, $4.6 million exmireFebruary 28, 2009 and $2.4 million
expire on September 30, 2008. These letters oftarey be extended under substantially similar tefan additional one-year
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terms at the Company's option until the Revolvimgdit Facility, under which the letters of credién® issued, matures on December 28, 2010.

As of December 31, 2007, the Company wagestito subscription agreements to fund up to $ ifillion of equity commitments,
substantially all at the discretion of the Companprivate equity investment partnerships. As ot8aber 31, 2007, $1.3 million was funded
to these partnerships.

As of December 31, 2006, the Company hadnsitted to make a total of approximately $174.0ioml of investments in various
revolving senior secured and subordinated loanfA¥cember 31, 2006, $117.0 million was unfundedtlitionally, $129.8 million of the
$174.0 million in commitments extended beyond ttaurity date of our Revolving Credit Facility. luded within the $174.0 million in
commitments in revolving secured and subordinatadd were commitments to issue up to $3.8 milliostandby letters of credit through a
financial intermediary on behalf of certain porifotompanies. Under these arrangements, the Compaunlg be required to make payment
third-party beneficiaries if the portfolio compasieere to default on their related payment oblayegi As of December 31, 2006, the Company
had $2.8 million in standby letters of credit iss@ed outstanding on behalf of the portfolio comesnof which no amounts were recorded
liability.

As of December 31, 2006, the Company wagestito a subscription agreement to fund up taGfillion of equity commitments,
substantially all at the discretion of the Compamg private equity investment partnership. As ecBmber 31, 2006, $225,000 was funded to
this partnership.

We intend to fund these commitments andgotive investment opportunities with existinghcdkrough cash flow from operations
before new investments, through borrowings undeiFailities or other long-term debt agreementshosugh the sale or issuance of new
equity capital.

RECENT DEVELOPMENTS

On February 7, 2008, the Company filedgasteation statement with the SEC regarding a pakoffering of rights to purchase common
stock for a proposed maximum aggregate offeringuarnof $350.0 million. On February 8, 2008, the @amy filed a new shelf registration
statement with the SEC covering the offer and $edey time to time, of shares of our common stquieferred stock, subscription rights to
purchase shares of our common stock, debt secuoitizzarrants representing rights to purchase shareur common stock, preferred stock or
debt securities, separately or as units, in omaare offerings up to a total offering price of $aDnillion at prices and on terms determined by
market conditions at the time of any offering madeler the shelf registration statement. Neithehe$e registration statements have been
declared effective by the SEC and the terms otwaduoffering, if any, would be described in an adment to the registration statement,
prospectus upplement or prospectus to be filed ththSEC.

Effective February 11, 2008, the Companygiaded its charter to increase the number of slrdresmmon stock the Company is
authorized to issue from 100,000,000 to 200,0009020es of common stock.

As of February 27, 2008, the Company haden$136.1 million of new investments since Decen®ier2007. In addition, as of
February 27, 2008, the Company has an investmehtdzpand pipeline of approximately $244.0 milliand $314.4 million, respectively. The
Company expects to syndicate a portion of theseuatsdo third parties. The consummation of anyhefinvestments in this backlog and
pipeline depends upon, among other things, oneose f the following: satisfactory completion ofraue diligence investigation of the
prospective portfolio company, our acceptance eftéims and structure of such investment and theution and delivery of satisfactory
transaction documentation. The Company cannot asgu that we will make any of these investments.
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Iltem 7A. Quantitative And Qualitative Disclosures Aout Market Risk
We are subiject to financial market riskgluding changes in interest rates and the valogitid our investment portfolio.

Interest Rate Risl

Interest rate sensitivity refers to thergfein earnings that may result from changes idethel of interest rates. Because we fund a po
of our investments with borrowings, our net invesirtnincome is affected by the spread between teeatavhich we invest and the rate at
which we borrow. As a result, there can be no asse that a significant change in market intergtstsrwill not have a material adverse effect
on our net investment income.

As of December 31, 2007, approximately 3f%he investments at fair value in our portfoliens at fixed rates while approximately 52%
were at variable rates and 12% were non-interesirea In addition, the Debt Securitization, the Blhding Facility and the Revolving Credit
Facility all feature variable rates.

We regularly measure our exposure to istaae risk. We assess interest rate risk and geaoar interest rate exposure on an ongoing
basis by comparing our interest rate sensitivetagseur interest rate sensitive liabilities. Bhsa that review, we determine whether or not
any hedging transactions are necessary to mit@gaiesure to changes in interest rates.

On January 7, 2005, we entered into aessitollar agreement in order to manage the expaswhanging interest rates related to the
Company's fixed rate investments. The costlesaicaireement was for a notional amount of $20 omiJlhas a cap of 6.5%, a floor of 2.72%
and matures in 2008. The costless collar agreeallents us to receive an interest payment when thro8th LIBOR exceeds 6.5% and
obligates us to pay an interest payment when tmo8th LIBOR is less than 2.72%. The costless codlaets quarterly based on the 3-month
LIBOR. As of December 31, 2007, the 3-month LIBORswt.70%. As of December 31, 2007, this agreermaghtb fair value.

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

Based on our December 31, 2007 balance,shedollowing table shows the impact on net imeoof base rate changes in interest rates
assuming no changes in our investment and borrostigture (in millions).

Basis Point Change Interest Income Interest Expense Net Income

Up 300 basis point $ 244 $ 204 % 4.C
Up 200 basis point $ 16.2  $ 13€ $ 2.7
Up 100 basis point $ 81 $ 6.8 $ 1.3
Down 100 basis point $ 81 $ 6.8 $ 1.3
Down 200 basis point $ (16.9) $ (13.6) $ 2.7
Down 300 basis point $ (24.9) % (20.9 % (4.0

Portfolio Valuation

Investments for which market quotationsraaily available are valued at such market gigitat Debt and equity securities that are not
publicly traded or whose market price is not readitailable are valued at fair value as determinggbod faith by our board of directors based
on the input of our management and audit committeaddition, the board of directors currently riges input from independent valuation
firms that have been engaged at the directionebthard to assist
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in the valuation of each portfolio investment adtonce during a trailing 12 month period. Theigtibn process is conducted at the end of
each fiscal quarter, with approximately a quarfeswr valuations of portfolio companies subjectegiew by an independent valuation firm
each quarter. The types of factors that the boayl take into account in fair value valuation of owestments include, as relevant, the
enterprise value of a portfolio company, the nataurd realizable value of any collateral, the pdidfoompany’s ability to make payments and
its earnings and discounted cash flow, the maiiketgich the portfolio company does business, camspa to publicly traded securities and
other relevant factors.

When an external event such as a purchassatction, public offering or subsequent equitg sacurs, we use the pricing indicated by the
external event to corroborate our valuation. Beedhsre is not a readily available market valuenfost of the investments in our portfolio, we
value substantially all of our portfolio investmetatt fair value as determined in good faith bylmeaird under a valuation policy and a
consistently applied valuation process. Due tdrtherent uncertainty of determining the fair vabfénvestments that do not have a readily
available market value, the fair value of our inweants may differ significantly from the valuesttgould have been used had a ready market
existed for such investments and may differ maltgrieom the values that we may ultimately realize.

In addition, changes in the market envirentmsuch as inflation, and other events that ntayioover the life of the investments may
cause the gains or losses ultimately realized esetfinvestments to be different than the valuatomsently assigned.

With respect to investments for which maudggotations are not readily available, our bodrdiectors undertakes a multi-step valuation
process each quarter, as described below:

. Our quarterly valuation process begins with eaalf@d company or investment being initially vatliby the investment
professionals responsible for the portfolio investinin conjuction with our portfolio managementrtea

. Preliminary valuation conclusions are then documeiaind discussed with our managem

. The audit committee of our board of directors resighese preliminary valuations, as well as theiirgh an independent
valuation firm with respect to the valuations opegximately a quarter of our portfolio companies.

. The board of directors discusses valuations arerihines the fair value of each investment in outfplio in good faith base
on the input of our management and audit commétekindependent 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 Procedwe The Company's management, with the participaticche Company's
President and Chief Financial Officer, has evaldidite effectiveness of the Company's disclosuréralsnand procedures (as defined in
Rules 13a-15(e) and 15d-15(e) of the Exchange @sctf the end of the period covered by this ref@ased upon such evaluation, the
Company's President and Chief Financial Officerchasted that our disclosure controls and procedwess effective, as of December 31,
2007, to provide assurance that information thagdgiired to be
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disclosed by the Company in the reports thatesfibr submits under the Exchange Act is recordedegsed, summarized, and reported, w
the time periods specified by the SEC's rules anah$. Disclosure controls and procedures, includleout limitation, controls and procedures
designed to ensure that information required tdibelosed by the Company in the reports thatésfibr submits under the Exchange Act is
accumulated and communicated to the Company's reameat, including its Chief Executive Officer andi€ft-inancial Officer, or persons
performing similar functions, as appropriate t@alltimely decisions regarding required disclosure.

(b) Management's Report on Internal Controls oveirfancial Reporting. The Company's management is responsible for
establishing and maintaining adequate internalrobover financial reporting (as defined in Rul&ail5(f) and 15d-15(f) of the Exchange
Act). Under the supervision and with the participatof management, including the President and fChiencial Officer, the Company
conducted an evaluation of the effectiveness ofdbmpany's internal control over financial repagtbrased on the criteria established in
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatiodribe Treadway Commission (COSO). Based
on the Company's evaluation under the framewothkternal Control—Integrated Frameworknanagement concluded that the Company's
internal control over financial reporting was effee as of December 31, 2007. The Company's inteararol over financial reporting as of
December 31, 2007, has been audited by our indep¢negistered public accounting firm, KPMG LLP stated in its report titled "Report of
Independent Registered Public Accounting Firm" ageF-2.

Because of its inherent limitations, inedroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

(c) Attestation Report of the Registered Public Aoating Firm.  Our independent registered public accountirmg,fKPMG LLP,
has issued an attestation report on the Compantginal control over financial reporting, whichsist forth under the heading "Report of
Independent Registered Public Accounting Firm" agepF-2.

(d) Changes in Internal Control over Financial Repiing.  There have been no changes in our internatalooxer financial
reporting (as defined in Rules 13a-15(f) and 15¢)1& the Exchange Act) during our most recenttynpleted fiscal quarter, that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.

Item 9B. Other Information
None.
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PART Il
Item 10. Directors, Executive Officers And Corpoate Governance

The information required by this item Wik contained in the Company's definitive Proxy &tegnt for its 2008 Annual Stockholder
Meeting, to be filed with the SEC within 120 dayjteaDecember 31, 2007, and is incorporated hdrgireference.

ltem 11. Executive Compensation

The information required by this item vid# contained in the Company's definitive Proxy &teent for its 2008 Annual Stockholder
Meeting, to be filed with the SEC within 120 dayteaDecember 31, 2007, and is incorporated hdrgireference.

Item 12. Security Ownership Of Certain BeneficiafOwners And Management And Related Stockholder Maters

The information required by this item Wik contained in the Company's definitive Proxy &tegnt for its 2008 Annual Stockholder
Meeting, to be filed with the SEC within 120 dayjteaDecember 31, 2007, and is incorporated hdrgireference.

Item 13. Certain Relationships And Related Tranactions, And Director Independence

The information required by this item vid# contained in the Company's definitive Proxy &teent for its 2008 Annual Stockholder
Meeting, to be filed with the SEC within 120 dajteaDecember 31, 2007, and is incorporated hdrgireference.

Iltem 14. Principal Accountant Fees And Services

The information required by this item vk contained in the Company's definitive Proxy &teent for its 2008 Annual Stockholder
Meeting, to be filed with the SEC within 120 dayjteaDecember 31, 2007, and is incorporated hdrgireference.
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PART IV
Item 15. Exhibits And Financial Statement Schedules
The following documents are filed as pdrthis Annual Report:

1. Financial Statemer—See the Index to Consolidated Financial Statememi3age -1.

2. Financial Statement Schedules—None. We have onfitiadcial statement schedules because they amequoired or are not
applicable, or the required information is showithia financial statements or notes to the finarat@iements.

3. Exhibits.

Number Description

3.1  Articles of Amendment and Restatemen
3.2  Articles of Amendment

3.2 Amended and Restated Bylaws

4.1 Form of Stock Certificate(z

10.1 Amended and Restated Investment Advisory and ManageAgreement between Ares Capital Corporation/Aned
Capital Management LLC(1:

10.z Amended and Restated Administration Agreement betwees Capital Corporation and Ares Operations (13}
10.2  License Agreement between Ares Capital CorporaimhAres Management LLC(
10.2  Form of Indemnification Agreement between Ares @dorporation and directors and certain office):

10.E  Form of Indemnification Agreement between Ares @dLorporation and the members of the Ares Capital
Management LLC investment committee

10.€  Dividend Reinvestment Plan(
10.7  Custodian Agreement between the Company and U.&k Rational Association(z

10.6  Amended and Restated Agreement Regarding Repayh8ales Load Advance by and between Ares Capiagb@ation
and Ares Capital Management LLC|

10.¢  Purchase and Sale Agreement, dated as of NovemB803, by and among Ares Capital Corporation aresAapital CP
Funding LLC(3)

10.1C  Sale and Servicing Agreement, dated as of Nove®b2004, among Ares Capital CP Funding LLC, asdweer, Ares
Capital Corporation as servicer, certain conduit iastitutional lenders agented by Wachovia Capliarkets, LLC, U.S.
Bank National Association, as trustee, and LyoraRaial Services, Inc. (D/B/A U.S. Bank Portfolior@ees), as the backup
servicer(3)

10.11  Amendment No. 2 to Sale and Servicing Agreemerteddas of April 8, 2005, among Ares Capital CP Fogd LC, Ares
Capital Corporation, each of the Conduit PurchaaerdsInstitutional Purchasers from time to timetypénereto, each of the
Purchaser Agents from time to time party theretacWbvia Capital Markets, LLC, as administrativerdagtl.S. Bank
National Association, as trustee, and Lyon Findri@vices, Inc. (D/B/A U.S. Bank Portfolio Serndeas the backu
servicer(6)
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10.1z Amendment No. 3 to Sale and Servicing Agreemereddas of October 31, 2005, among Ares Capital @itling LLC,
Ares Capital Corporation, each of the Conduit Pasehs and Institutional Purchasers from time te farty thereto, each
the Purchaser Agents from time to time party tlieréfachovia Capital Markets, LLC, as administratigent, U.S. Bank
National Association, as trustee, and Lyon Findri8@vices, Inc. (D/B/A U.S. Bank Portfolio Serndeas the backu



10.1:

10.1¢

10.1¢

10.1¢

10.1%

10.1¢

10.1¢

10.2(

10.21

10.22

servicer(9)

Amendment No. 4 to Sale and Servicing Agreemernigddas of November 14, 2005, among Ares CapitaF@iling LLC,
Ares Capital Corporation, each of the Conduit Paseins and Institutional Purchasers from time te toarty thereto, each
the Purchaser Agents from time to time party tligrdtachovia Capital Markets, LLC, as administrathgeent, U.S. Bank
National Association, as trustee, and Lyon Findrig@vices, Inc. (D/B/A U.S. Bank Portfolio Serndeas the backu
servicer(7)

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

Sale and Servicing Agreement, dated as of Julpd62among ARCC Commercial Loan Trust 2006, a®issdRCC CLO
2006 LLC, as trust depositor, Ares Capital Corgorgtas originator and as servicer, U.S. Bank Netié\ssociation, as
trustee and as collateral administrator, Lyon FamerServices, Inc. (D/B/A U.S. Bank Portfolio Sems), 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@Bercial Loan Trust 2006 and U.S. Bank Nationadssation(10’

Amended and Restated Trust Agreement, dated agyo7 J2006, among ARCC CLO 2006 LLC, Wilmingtorust
Company and U.S. Bank National Association(

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

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

Class A-1A VFN Purchase Agreement, dated as of JUAD06, among ARCC Commercial Loan Trust 200&. Bank
National Association and other Clas-1A VFN noteholders party thereto(1

Amendment No. 6 to Sale and Servicing Agreemenigddas of November 1, 2006, among Ares Capital @iliag LLC,
Ares Capital Corporatiorgach of the Conduit Purchasers and Institutionattiasers from time to time party thereto, eac
the Purchaser Agents from time to time party tligrdtachovia Capital Markets, LLC, as administrathgeent, U.S. Bank
National Association, as trustee, and Lyon Findri®@vices, Inc. (D/B/A U.S. Bank Portfolio Servijeas the backu
servicer(11
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10.2:

10.2¢

111

14.1

21.1

31.1

31.z

Amendment No. 9 to Sale and Servicing Agreemenéddas of October 18, 2007, by and among Ares @lapR

Funding LLC, Ares Capital Corporation, each of @enduit Purchasers and Institutional Purchasers fnme to time party
thereto, each of the purchaser agents from tintient® party thereto, Wachovia Capital Markets, LIaS,administrative age
and purchaser agent with respect to Variable Fgn@apital Company LLC as conduit purchaser, U.SikBdational
Association, as trustee, and Lyon Financial Sesyitiec. (D/B/A U.S. Bank Portfolio Services), as thackup servicer(1-

First Amendment Agreement and Waiver, dated asodefhber 13, 2007, between Ares Capital Corporahorrower,
Ares Capital FL Holdings LLC, ARCC CIC Flex CorARCC Imperial Corporation and ARCC Imperial LLCagsidiary
guarantors and BMO Capital Markets Financing, IMerrill Lynch Capital Corporation, SunTrust Bargmmerzbank AC
New York and Grand Cayman Branches, UBS Loan Fimahe, JPMorgan Chase Bank, N.A., Wachovia Bankjdval
Association and KBC Bank N.V. as Lenders(

Statement of Computation of Per Share Earnings

Code of Conduct of Ares Capital Corporatic

Subsidiaries of the Compan

Certification by President pursuant to ExchangeRuate 13a-14(a), as adopted pursuant to SectioroB80% Sarbanes-
Oxley Act of 2002*

Certification by Chief Financial Officer pursuantExchange Act Rule 13a-14(a), as adopted purdaaection 302 of the
Sarbane-Oxley Act of 2002*



32.1  Certification by President and Chief Financial ©fi pursuant to 18 U.S.C. Section 1350, as adqutesiant to Section 9(
of the Sarban«-Oxley Act of 2002*

oY)

@)

©)
4)

©)
(6)
@)
®)
9

Incorporated by reference to Exhibits (a)(3), (b)(8) and (k)(3), as applicable, to the Compapseseffective Amendment No. 1 to the
Registration Statement under the Securities Ad9313, as amended, on Form N-2, filed on Septembe2d04.

Incorporated by reference to Exhibits (d), (j),(@)and (k)(5), as applicable, to the Company"-effective Amendment No. 2 to tl
Registration Statement under the Securities AA933, as amended, on Form N-2, filed on Septem®e2@04.

Incorporated by reference to Exhibits 10.1 and 1&s2applicable, to the Company's Form 8-K datedeNter 3, 2004.

Incorporated by reference to Exhibit (k)(7) to ®empany's pr-effective Amendment No. 2 to the Registration Steget under th
Securities Act of 1933, as amended, on Form Nkl on March 9, 2005.

Incorporated by reference to Exhibit 99.2 to thenpany's Form 8-K dated October 8, 2004.
Incorporated by reference to Exhibit 10.1 to thenpany's Form -K dated April 8, 2005
Incorporated by reference to Exhibit 10.1 to thenpany's Form -K dated November 14, 200
Incorporated by reference to Exhibit 10.1 to thenPany's Form 8-K dated December 28, 2005.

Incorporated by reference to Exhibit 10.12 to tlen@any's Form 1-K for the year ended December 31, 2C
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(10)
(11)
(12)
(13)
(14)
(15)

(16)

Incorporated by reference to Exhibits 10.2 thro@t8, as applicable, to the Company's For-Q for the quarter ended June 30, 2(
Incorporated by reference to Exhibit 10.1 to thenpany's Form 1-Q for the quarter ended September 30, 2

Incorporated by reference to Exhibit 10.1 to thenpany's Form 8-K dated June 2, 2006.

Incorporated by reference to Exhibit 10.1 to thenpany's Form 10-Q for the quarter ended June 317.20

Incorporated by reference to Exhibit 10.1 to thenpany's Form -K dated October 18, 200

Incorporated by reference to Exhibit 10.1 to thenpany's Form -K dated November 13, 200

Included in Note 4 to the Company's Notes to Cadatdd Financial Statements filed herewith.

Filed herewith.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Ares Capital Corporation:

We have audited the accompanying conselitbalance sheets of Ares Capital Corporation gaihdidiaries) (the Company) as of
December 31, 2007 and 2006, including the consltdachedule of investments as of December 31, 206872006, and the related
consolidated statements of operations, stockhdldqtsty, and cash flows for each of the yearhthree-year period ended December 31,
2007. We also have audited the Company's intenrdtal over financial reporting as of December 3107, based on criteria established in
Internal Control—Integrated Framework issued byGoenmittee of Sponsoring Organizations of the TweadCommission (COSO). The
Company's management is responsible for these idatsa financial statements, for maintaining efffez internal control over financial
reporting, and for its assessment of the effecégsrof internal control over financial reporting;luded in the accompanying management's
report on internal controls over financial repagti©ur responsibility is to express an opinion loeste consolidated financial statements and an
opinion on the Company's internal control over ficial reporting based on our audits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €igat Board (United States). Those
standards require that we plan and perform thetstmobtain reasonable assurance about whethéinttreial statements are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all eréal respects. Our audits of the
consolidated financial statements included exarginim a test basis, evidence supporting the amauntslisclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaaldating the overall financial
statement presentation. Our audit of internal @dmyver financial reporting included obtaining amderstanding of internal control over
financial reporting, assessing the risk that a nelteseakness exists, and testing and evaluatiegléisign and operating effectiveness of
internal control based on the assessed risk. Qlitsaalso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideagonable basis for our opinions.

A company's internal control over finanaiborting is a process designed to provide redderassurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures that€ftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, inedroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of Ares
Capital Corporation (and subsidiaries) as of Deam3i, 2007 and 2006, and the results of its ojperatnd its cash flows for each of the
years in the thre-year period ended December 31, 2007, in conformitly accounting principles generally acceptedhim United States of
America. Also in our opinion, Ares Capital Corpdoat(and subsidiaries) maintained, in all matemésipects, effective internal control over
financial reporting as of December 31, 2007, basedriteria established in Internal Control—InteégchFramework issued by the Committee
of Sponsoring Organizations of the Treadway Comimiss

KPMG LLP

Los Angeles, CA
February 25, 2008
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ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Investments at fair value (amortized cost of $1,828,922 and
$1,245,758,040, respectivel

Non-control/nor-affiliate investment:

Non-controlled affiliate company investmet

Controlled affiliate company investmer

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

Total asset

LIABILITIES

Debt

Payable for open trad:

Accounts payable and other liabiliti
Management and incentive fees pay:
Interest and facility fees payat

Total liabilities
Commitments and contingencies (Note

STOCKHOLDERS' EQUITY

Common stock, par value $.001 per share, 100,00G:60mon shares
authorized, 72,684,090 and 52,036,527 common slesesd and
outstanding, respective

Capital in excess of par vali

Accumulated undistributed net investment incc

Accumulated net realized gain on sale of invests

Net unrealized (depreciation) appreciation on itwmesits

Total stockholders' equi
Total liabilities and stockholders' equ

NET ASSETS PER SHARE

As of

December 31, 2007 December 31, 2006
$ 1,167,200,42 $ 991,529,46
430,370,57 244,292,37
176,630,83 —
1,774,201,84 1,235,821,83
21,142,00 91,538,87
1,342,58:! 1,026,05:
23,730,49 10,121,10
8,987,81: 9,483,08.
$ 1,829,404,73 $ 1,347,990,95

$ 681,528,05 $ 482,000,00
— 60,000,00

5,516,25 2,027,94

13,041,06 12,485,01

4,769,44. 2,044,58

$ 704,85481 $ 558,557,55

72,68: 52,03

1,136,598,75 785,192,57
7,004,81! 7,038,46'

1,470,95: 7,086,52!
(20,597,28) (9,936,20)
1,124,549,92 789,433,40

$ 1,829,404,73 $ 1,347,990,95
| |
$ 1547 $ 15.17

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

CONSOLIDATED BALANCE SHEETS

ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS

For the Year
For the Year Ended For the Year Ended Ended
December 31, 2007 December 31, 2006 December 31, 20C

INVESTMENT INCOME:
From nor-control/nor-affiliated company investment

Interest from investmen $ 135,144,79 $ 85,641,99 $ 30,360,31
Capital structuring service fe 12,473,58 14,633,69 3,314,441
Interest from cash & cash equivale 2,946,381 2,419,541 1,457,831
Dividend income 1,880,281 2,227,84. 744,81
Other income 1,054,49. 553,02( 256,46

Total investment income from non-control/non-aéfiéd company

investment: 153,499,54 105,476,09 36,133,86
From nol-control affiliated company investmen
Interest from investmen 21,412,63 11,229,73 3,605,201
Capital structuring service fe 2,635,001 1,383,811 1,921,251
Dividend income 1,223,56: — —
Other income 1,131,461 230,20 190,16:
Total investment income from n-control affiliated company investmer 26,402,66 12,843,75 5,716,61
From control affiliated company investmer
Interest from investmen 5,875,37! 1,458,91 —
Capital structuring service fe 2,899,23. — —
Dividend income 121,07: 242,14¢ —
Other income 75,34: — —
Total investment income from control affiliated coamy investment 8,971,02; 1,701,06! —
Total investment incom 188,873,22 120,020,90 41,850,47
EXPENSES
Interest and credit facility fee 36,888,87 18,583,81 1,528,061
Base management fe 23,530,80 13,645,72 5,147,49;
Incentive management fe 23,521,69 19,516,39 4,202,07:
Professional fee 4,907,16! 3,016,21 1,398,12!
Insurance 1,081,19! 866,21¢ 630,51
Administrative 997,47( 953,40( 888,08:
Depreciatior 410,32¢ 258,56: —
Directors feet 280,00( 250,16¢ 309,53t
Interest to the Investment Advis — 25,87¢ 154,07¢
Other 3,133,08: 1,341,63 310,71«
Total expense 94,750,61 58,458,01 14,568,67
NET INVESTMENT INCOME BEFORE INCOME TAXE! 94,122,61 61,562,89 27,281,80
Income tax expense, including excise (826,43) 4,931,28: 158,00t
NET INVESTMENT INCOME 94,949,04. 56,631,60 27,123,80

REALIZED AND UNREALIZED NET GAINS ON INVESTMENTS AND
FOREIGN CURRENCIES
Net realized gains (losse:

Non-control/nor-affiliate company investmen 2,753,85 27,569,14 10,345,99
Non-control affiliated company investmer — 47,28 (4,27%)
Control affiliated company investme 3,808,75! — —
Foreign currency transactio (18,129 — —
Net realized gain 6,544,49; 27,616,43 10,341,71
Net unrealized gains (losse
Non-control/nor-affiliate company investmen (3,387,61) (15,554,49) 7,814,76
Non-control affiliated company investmer (34,497,63) 1,001,78! (3,429,19)
Control affiliated company investmer 27,231,17 — —
Foreign currency transactio (6,999 — —
Net unrealized gains (losse (10,661,07) (14,552,71) 4,385,56.

Net realized and unrealized gains (losses) frorestments and foreic
currencies (4,116,58) 13,063,71 14,727,27




NET INCREASE IN STOCKHOLDERS' EQUITY RESULTING FRO

OPERATIONS $ 90,832,46 $ 69,695,32 $ 41,851,07
5§ |
BASIC AND DILUTED EARNINGS PER COMMON SHARE (see o4) $ 137 $ 161 $ 1.7¢

WEIGHTED AVERAGE SHARES OF COMMON STOCK OUTSTANDING
(see Note 4 66,410,96 43,156,46 23,487,93

See accompanying notes to consolidated financéistents.

F-4




ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED SCHEDULE OF INVESTMENTS

As of December 31, 2007

Percentag¢
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 provider Senior secured loan ($2,131,: 8.36% 12/14/0¢ $ 2,131,14 2,131,14 $ 1.0((3)
Associates, Inc. par due 12/2010) (Libor +
3.25%/S)
Senior secured loan ($16,393 8.45% 12/14/0¢ 16,39: 16,39: $ 1.0((3)
par due 12/2011) (Libor +
3.25%/Q)
Senior secured loan ($196,72  9.00% (Base 12/14/0¢ 196,72: 196,72 $ 1.0((3)
par due 12/2010) Rate +
1.75%/D)
Senior secured loan ($5,770,¢ 8.36% 12/14/0¢ 5,770,49 5,770,49. $ 1.0((3)
par due 12/2011) (Libor +
3.25%/S)
Senior secured loan ($27,868 9.00% (Base 12/14/0¢ 27,86¢ 27,86¢ $ 1.0((3)
par due 12/2011) Rate +
1.75%/D)
Senior secured loan ($261,99 8.36% 12/14/0¢ 261,99 261,99 $ 1.0((3)
par due 12/2011) (Libor +
3.25%/S)
Senior secured loan ($2,619,¢ 8.48% 12/14/0¢ 2,619,97 2,619,97. $ 1.0((3)
par due 12/2011) (Libor +
3.25% /Q)
Capella Acute care hospital Junior secured loan 10.34% 12/1/0¢ 19,000,00 19,000,00 $ 1.0C
Healthcare, Inc. operator ($19,000,000 par due 11/201: (Libor +
5.50%/Q)
Junior secured loan 10.34% 12/1/0¢ 30,000,00 30,000,000 $ 1.00(2)
($30,000,000 par due 11/201: (Libor +
5.50%/Q)
CT Technologies Healthcare Senior secured revolving loan 10.38% 6/15/07 810,00 810,00 $ 1.0C
Intermediate information ($810,000 par due 3/2012) (Libor +
Holdings, Inc. and management 5.00%/Q)
CT Technologies  services
Holdings, LLC(6)
Senior secured revolving loan 10.25% 6/15/07 810,00 810,00 $ 1.0C
($810,000 par due 3/2012) (Libor +
5.00%/M)
Senior secured revolving loan 10.15% 6/15/07 810,00 810,00( $ 1.0C
($810,000 par due 3/2012) (Libor +
5.00%/Q)
Senior secured loan 10.38% 6/15/07 13,000,00 13,000,00 $ 1.0C
($13,000,000 par due 3/2012) (Libor +
5.00%/S)
Senior secured loan ($4,000,( 10.38% 6/15/07 4,000,001 4,000,001 $ 1.0((3)
par due 3/2012) (Libor +
5.00%/S)
Senior secured loan ($6,500,( 10.25% 6/15/07 6,500,001 6,500,000 $ 1.0C
par due 3/2012) (Libor +
5.00%/M)
Senior secured loan ($2,000,( 10.25% 6/15/07 2,000,001 2,000,000 $ 1.0((3)
par due 3/2012) (Libor +
5.00%/M)
Senior secured loan 10.15% 6/15/07 19,500,00 19,500,00 $ 1.0C
($19,500,000 par due 3/2012) (Libor +
5.00%/Q)
Senior secured loan ($6,000,( 10.15% 6/15/07 6,000,000 6,000,000 $ 1.0((3)
par due 3/2012) (Libor +
5.00%/Q)
Preferred stock (6,000 shart 6/15/07 6,000,001 6,000,000 $ 1,000.0(5)
F-5
Common stock (9,679 share 6/15/07 4,000,001 4,000,00: $ 413.2(5)
Common stock (1,546 share 6/15/07 — — $ —(5)
DSI Renal, Inc. Dialysis provider Senior subordinated note 12.00% Casr 4/4/0€ 53,955,88 53,932,62 $ 1.00(4)
($53,932,626 par due 4/201 2.00% PIK
Senior subordinated note 12.00% Caslr 4/4/0¢€ 11,576,50 11,576,50 $ 1.00(4)
($11,575,864 par due 4/201 2.00% PIK )
Senior secured revolving loan 10.25% (Bast 4/4/0€ 3,360,001 3,024,000 $ 0.9C
($3,360,000 par due 3/2013) Rate +

3.00%/D)



Senior secured revolving loan 8.19% 4/4/0¢ 1,600,001 1,440,000 $ 0.9C
($1,600,000 par due 3/2013) (Libor +
3.00%/Q)
Senior secured revolving loan 8.13% 4/4/0€ 1,440,001 1,296,000 $ 0.9C
($1,440,000 par due 3/2013) (Libor +
3.00%/Q)
GG Merger Sub Drug testing servict Senior secured loan 9.00% 12/14/0° 22,286,45 23,330,000 $ 1.0C
I, Inc. ($23,330,000 par due 12/201« (Libor +
4.00%/S)
MPBP Healthcare Junior secured loan 11.53% 1/31/0% 20,000,00 15,000,00 $ 0.7t
Holdings, Inc., Coh equipment services ($20,000,000 par due 1/2014) (Libor +
Holdings, Inc. and 6.25%/Q)
MPBP
Acquisition Co., Inc
Junior secured loan 11.53% 1/31/0% 12,000,00! 9,000,000 $ 0.75(3)
($12,000,000 par due 1/2014) (Libor +
6.25%/Q)
Common stock (50,000 share 1/31/01 5,000,001 2,500,000 $ 50.0((5)
MWD Acquisition  Dental services Junior secured loan ($5,000,C 11.57% 5/3/07 5,000,001 5,000,000 $ 1.0C
Sub, Inc. par due 5/2012) (Libor +
6.25%/Q)
OnCURE Medical Radiation oncology Senior subordinated note 11.00% Casl 8/18/0¢ 26,056,20 26,056,20 $ 1.0C(4)
Corp. care provide ($26,055,119 par due 8/201 1.50% PIK
Common stock (857,143 shar 8/18/0¢ 3,000,00! 3,000,000 $ 3.5((5)
Triad Laboratory Laboratory services Senior subordinated note 12.00% cash 12/21/0¢ 15,090,53 15,090,53 $ 1.0C(4)
Alliance, LLC ($15,090,532 par due 12/201 1.75% PIK
Senior secured loan ($6,860,( 8.08% 12/21/0¢ 6,860,001 6,174,000 $ 0.9C
par due 12/2011) (Libor +
3.25%/Q)
Senior secured loan ($2,940,( 8.08% 12/21/0¢ 2,940,000 2,646,000 $ 0.9((3)
par due 12/2011) (Libor +
3.25%/Q)
313,620,16 302,520,46 26.85%
Financial
Abingdon Investment compar Ordinary shares 12/15/0¢ 9,032,97! 7,745,161 $ 8.17%(5)
Investments Limites (948,500 shares)
(6)(8)(9)
Firstlight Financial Investment compar Senior subordinated loan 10.00% PIK 12/31/0¢ 64,944,32. 64,94432 $ 1.0C(4)
Corporation(6)(9 ($64,926,583 par due 12/201
Common stock (10,000 share 12/31/0¢ 10,000,00! 7,500,000 $ 750.0((5)
Common stock (30,000 shar¢ 12/31/0¢ 30,000,000 22,500,000 $ 750.0((5)
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Ivy Hill Middle Investment compar Class B deferrable interest no 11.00% 11/20/0° 40,000,00 40,000,00 $ 1.0C
Market Credit ($40,000,000 par due 11/201¢ (Libor +
Fund, Ltd.(7)(8)(9 6.00%/Q)
Subordinated notes (16,000,0 11/20/0° 16,000,00! 16,000,00 $ 1.0((5)
par due 11/201¢
Imperial Capital Investment banking Common units (7,710 units) 5/10/0% 14,997,15 14,997,16 $ 1,945.1(5)
Group, LLC(6)(9)  services
Common units (2,526 unit: 5/10/07 2,52¢ 2,52¢ $ 1.0((5)
Common units (315 unite 5/10/07 BiliE 31t $ 1.0¢(5)
Partnership Capital Investment Limited partnership interest 6/16/0¢ 1,317,08: 1,317,08: 5)
Growth Fund |, L.P partnership (25% interest)
(C)]
186,294,38 175,006,57 15.5%
Business Service
Investor Group Financial services Senior secured loan ($1,000,( 12.00% 6/22/0¢ 1,000,001 1,000,001 $ 1.0((3)
Services, LLC(16 par due 6/2011
Limited liability company 6/22/0¢ — — $ —(5)
membership interest (10.00%
interest)
Miller Heiman, Inc. Sales consulting Senior secured loan ($1,427,¢ 8.31% 6/20/0¢ 1,427,90. 1,427,90. $ 1.0((3)
services par due 6/2010) (Libor +
3.25%/Q)
Senior secured loan ($3,976,¢ 8.58% 6/20/0¢ 3,976,80: 3,976,80. $ 1.0((3)
par due 6/2012) (Libor +

3.75%/Q)



Pillar Holdings LLC Mortgage services Senior secured revolving loan 10.37% 11/20/0° 500,00( 500,00( 1.0C
and PHL ($500,000 par due 11/2013) (Libor +
Holding Co.(6) 5.50%/M)
Senior secured loan 10.33% 11/20/0° 55,000,000 55,000,00 1.0C
($55,000,000 par due 11/201: (Libor +
5.50%/Q)
Common stock (97 share 11/20/0° 4,000,001 4,000,001 41,420.7.(5)
Primis Marketing Database marketin Senior subordinated note 11.00% Casr 8/24/0¢ 10,222,34 8,586,77! 0.84(2)
Group, Inc. and services ($10,222,345 par due 2/2013) 2.50% PIK 4)
Primis
Holdings, LLC(6)
Preferred units (4,000 unit 8/24/0¢ 3,600,001 — —(5)
Common units (4,000,000 uni 8/24/0¢ 400,00( — —(5)
Prommis Bankruptcy and Senior subordinated note 11.50% Casl 2/8/07 21,557,33 21,557,33 1.00(4)
Solutions, LLC, E- foreclosure ($21,557,336 par due 2/2014) 2.00% PIK
Default processing service:
Services, LLC,
Statewide Tax and
Title
Services, LLC &
Statewide
Publishing
Services, LLC
(formerly known as
MR Processing
Holding Corp.)
Senior subordinated note 11.50% Castr 2/8/07 29,522,65 29,522,65 1.00(2)
($29,522,650 par due 2/201 2.00% PIK 4)
Preferred stock (30,000 shar 4/11/0¢ 3,000,00! 4,500,001 150.0((5)
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R2 Acquisition Corp Marketing service Common stock (250,000 shar 5/29/07 250,00( 250,00( 1.0C(5)
Summit Business Business media Junior secured loan 11.85% 8/3/07 10,000,00! 10,000,00 1.00(3)
Media, LLC consulting services ($10,000,000 par due 11/201: (Libor +
7.00%/M)
VSS-Tranzact Management Common membership interes 10/26/0° 10,000,00! 10,000,00 (5)
Holdings, LLC(6) Consulting Service (8.51% interest
154,457,03 150,321,46 13.3%
Printing, Publishing and Media
Canon Print publications  Junior secured loan ($7,525,C 11.60% 5/25/0¢ 7,525,001 7,525,001 1.0C
Communications LL! services par due 11/2011) (Libor +
6.75%/M)
Junior secured loan ($4,250,C 11.60% 5/25/0% 4,250,00! 4,250,001 1.0C(2)
par due 11/2011) (Libor +
6.75%/M)
Junior secured loan 11.60% 5/25/0¢ 12,000,00! 12,000,00 1.00(3)
($12,000,000 par due 11/201: (Libor +
6.75%/M)
Courtside Acquisitioi Community Senior subordinated loan 15.00% PIK 6/29/07 32,279,69 32,279,69 1.0C(4)
Corp. newspaper publish: ($32,279,694 par due 6/201
Daily Candy, Inc.(6) Internet publication Senior secured loan ($497,40 9.72% 5/25/0¢ 573,09¢ 497,40t 1.0C
provider par due 5/2009) (Libor +
5.00%/S)
Senior secured loan 9.72% 5/25/0¢ 13,398,72 11,629,13 1.0C(3)
($11,629,133 par due 5/2009; (Libor +
5.00%/S)
Senior secured loan ($4,520 | 9.72% 5/25/0¢ 5,20¢ 4,52( 1.0C
due 5/2009) (Libor +
5.00%/S)
Senior secured loan ($105,67 9.72% 5/25/0¢ 121,75 105,67- 1.0((3)
par due 5/2009) (Libor +
5.00%/S)
Senior secured loan ($2,836 | 9.84% 5/25/0¢ 3,26¢ 2,83¢ 1.0C
due 5/2009) (Libor +
5.00%/Q)
Senior secured loan ($66,298 9.84% 5/25/0¢ 76,387 66,29¢ 1.0((3)
par due 5/2009) (Libor +
5.00%/Q)
Common stock 5/25/0¢ 2,375,001 4,085,001 3.27(5)
(1,250,000 share:
Warrants to purchase 5/25/0¢ 2,624,99i 4,514,99 3.27(5)
1,381,578 share
LVCG Holdings LLC Commercial printer Membership interest (56.53% 10/12/0° 6,600,001 6,600,001 100.0((5)

@)

interest)



National Print Printing Senior secured revolving loan  9.75% (Base 3/2/0€ 834,69:. 834,69. $ 1.0C
Group, Inc. management ($834,692 par due 3/2012) Rate +
services 2.50%/D)
Senior secured revolving loan 8.75% 3/2/0¢ 1,369,56! 1,369,56! $ 1.0C
(%$1,369,565 par due 3/2012) (Libor +
3.50%/M)
Senior secured loan ($4,774,* 8.33% 3/2/0¢ 4,774,53! 477453 $ 1.0((3)
par due 3/2012) (Libor +
3.50%/Q)
Senior secured loan ($5,110,¢ 8.58% 3/2/0¢ 5,110,68! 5,110,68 $ 1.00(3)
par due 3/2012) (Libor +
3.50%/Q)
Senior secured loan ($406,13 12.09% 3/2/0¢ 406,13: 406,13. $ 1.0((3)
par due 8/2012) (Libor +
7.00%/B)
Senior secured loan ($349,80 11.96% 3/2/0¢ 349,80:. 349,80 $ 1.0C(3)
par due 8/2012) (Libor +
7.00%/Q)
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Preferred stock (9,344 shar 3/2/0¢ 2,000,00t 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)
The Teaching provider
Company
Holdings, Inc.(11,
Preferred stock (29,969 shar 9/29/0¢ 2,996,92 3,995,92. $ 133.3(5)
Common stock (15,393 share 9/29/0¢ 3,07¢ 4,108 $ 0.27%(5)
127,678,54 130,406,00 11.5%
Education
ELC Acquisition Developer, Senior secured loan ($2,707,: 9.18% 11/30/0¢ 2,707,30 2,707,30- $ 1.0C
Corporation manufacturer and  par due 11/2012) (Libor +
retailer of 3.75%/Q)
educational produc
Senior secured loan ($354,57 9.18% 11/30/0¢ 354,57¢ 354,57¢ $ 1.0((3)
par due 11/2012) (Libor +
3.75%/Q)
Junior secured loan ($8,333,2 12.11% 11/30/0¢ 8,333,33. 8,333,33. $ 1.0((3)
par due 11/2013) (Libor +
7.00%/Q)
Equinox EIC Medical school Senior secured revolving loan 11.36% 4/3/07 3,000,001 3,000,000 $ 1.0C
Partners, LLC and operator ($3,000,000 par due 12/2012) (Libor +
MUA Management 6.00%/Q)
Company, Ltd.(1)(7
Senior secured revolving loan 12.75% (Bast 4/3/07 3,138,50: 3,138,50: $ 1.0C
($3,138,503 par due 12/2012) Rate +
5.00%/D)
Senior secured revolving loan 12.75% (Bast 4/3/07% 2,000,00! 2,000,000 $ 1.0C
($2,000,000 par due 12/2012) Rate +
5.00%/D)
Senior secured revolving loan 11.24% 4/3/07 2,000,00! 2,000,000 $ 1.0C
($2,000,000 par due 12/2012) (Libor +
6.00%/Q)
Senior secured loan ($5,474,% 10.86% 4/3/07% 5,474,73: 5,474,731 $ 1.0C
par due 12/2012) (Libor +
6.00%/Q)
Senior secured loan 11.11% 9/21/07 14,112,56 14,112,56 $ 1.0C
($14,112,565 par due 12/201: (Libor +
6.00%/Q)
Senior secured loan ($7,450,( 11.21% 4/3/07 7,450,001 7,450,000 $ 1.0((3)
par due 12/2012) (Libor +
6.00%/Q)
Common membership interes 9/21/07 15,000,00! 15,000,00 5)
(26.27% interest
Instituto de Banca Private school Senior secured revolving loan 8.10% 3/15/07 1,125,001 1,125,000 $ 1.0C
Comercio, Inc.(8)  operator ($1,125,000 par due 3/2014) (Libor +
3.00%/M)
Senior secured loan 9.96% 3/15/07 12,377,50! 12,377,50 $ 1.0C
($12,377,500 par due 3/2014) (Libor +
5.00%/Q)
Senior secured loan 9.96% 3/15/07 11,940,00 11,940,00 $ 1.0((3)
($11,940,000 par due 3/2014) (Libor +
5.00%/Q)
Lakeland Private school Senior secured note 11.50% 12/13/0¢ 18,000,00! 18,000,00 $ 1.0C
Finance, LLC operator ($18,000,000 par due 12/201
Senior secured note 11.50% 12/13/0! 15,000,00! 15,000,00 $ 1.00(2)

($15,000,000 par due 12/201



122,013,52

122,013,52

10.8%




Retail

Apogee Retail, LLC For-profit thrift Senior secured loan ($9,373,¢ 10.39% 3/27/07 9,373,42 9,373,442, $ 1.0C
retailer par due 3/2012) (Libor +
5.25%/S)
Senior secured loan 10.39% 3/27/07 19,850,00! 19,850,00 $ 1.00(2)
($19,850,000 par due 3/2012) (Libor +
5.25%/S)
Senior secured loan 10.39% 3/27/07 11,910,00 11,910,00 $ 1.0((3)
($11,910,000 par due 3/2012) (Libor +
5.25%/S)
Savers, Inc. and S/ For-profit thrift Senior subordinated note 10.00% cash 8/8/0¢ 28,281,39 28,281,39 $ 1.00(2)
Acquisition retailer ($28,281,392 par due 8/2014) 2.00% PIK 4)
Corporation
Common stock 8/8/0¢ 4,500,00t 4,500,001 $ 3.85(5)
(1,170,182 share:
Things Personalized gifts ~ Senior secured loan ($4,632,( 9.95% 9/28/0¢ 4,632,001 4,632,000 $ 1.0((3)
Remembered, Inc. retailer par due 9/2012) (Libor +
and TRM Holdings 4.75%IM)
Corporation
Senior secured loan ($120,00 11.00% (Bast 9/28/0¢ 120,00( 120,000 $ 1.0((3)
par due 9/2012) Rate +
3.75%/D)
Senior secured loan 11.20% 9/28/0¢ 14,000,00! 14,000,00 $ 1.00(2)
($14,000,000 par due 9/2012) (Libor +
6.00%/M)
Senior secured loan 11.20% 9/28/0¢ 14,000,00! 14,000,00 $ 1.0C
($14,000,000 par due 9/2012) (Libor +
6.00%/M)
Senior secured loan ($7,200,( 11.20% 9/28/0¢ 7,200,001 7,200,000 $ 1.0((3)
par due 9/2012) (Libor +
6.00%/M)
Preferred stock (80 share 9/28/0¢ 1,800,001 1,800,000 $ 22,500.0(5)
Common stock (800 share 9/28/0¢ 200,00( 200,000 $ 250.0((5)
115,866,81 115,866,81 10.2&%
Beverage, Food and Tobacc
3091779 Nova Baked goods Junior secured loan 11.50% 11/2/07 14,849,80 14,021,00 $ 1.0((12)
Scotia Inc.(12) manufacturer (Cdn$14,000,000 par due
11/2012)
Warrants to purchase — — $ —(5)
57,545 share
Apple & Eve, LLC  Juice manufacturer Senior secured revolving loan 10.93% 10/5/07 1,846,001 1,846,000 $ 1.0C
and US Juice ($1,846,000 par due 10/2013) (Libor +
Partners, LLC(6 6.00%/M)
Senior secured revolving loan 10.93% 10/5/07 1,000,001 1,000,000 $ 1.0C
($1,000,000 par due 10/2013) (Libor +
6.00%/M)
Senior secured loan 10.93% 10/5/07 33,915,00 33,915,00 $ 1.0C
($33,915,000 par due 10/201: (Libor +
6.00%/M)
Senior secured loan 10.93% 10/5/07 11,970,00! 11,970,00 $ 1.0((3)
($11,970,000 par due 10/201: (Libor +
6.00%/M)
Senior units (50,000 unit 10/5/07 5,000,00! 5,000,000 $ 100.0((5)
110,364,57 109,535,77 9.7:%
Best Brands Baked goods Junior secured loan 17.23% 12/14/0¢ 27,115,46 27,115,46 $ 1.02(2)
Corporation manufacturer ($27,1154610 par due 6/2013 (Libor +
12.00%/Q)
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Junior secured loan 17.23% 12/14/0¢ 12,168,31 12,168,31 $ 1.0%(3)
($12,168,314 par due 6/2013) (Libor +
12.00%/Q)
Charter Baking Baked goods Preferred stock (6,258 shares 9/1/0¢ 2,500,001 2,499,99! $ 399.4¢(5)
Company, Inc manufacture
Services—Other
American Plumbing, heating  Junior secured loan 10.00% Cast 4/17/0% 20,101,11 20,101,11 $ 1.00(4)
Residential and air-conditionin¢ ($20,101,111 par due 4/2015)  2.00% PIK
Services, LLC services
Diversified Collections service: Senior secured loan ($874,41 10.60% 2/2/0% 769,48¢ 760,74 $ 0.87
Collection par due 8/2011) (Libor +
Services, Inc 5.75%/M)
Senior secured loan ($4,896, 10.60% 2/2/0k 4,896,74. 4,260,16° $ 0.87%(3)



par due 8/2011)

(Libor +

5.75%/M)
Senior secured loan ($1,742,( 13.35% 2/2/0¢ 1,742,021 1,358,78. $ 0.7¢(2)
par due 2/2011) (Libor +
8.50%/M)
Senior secured loan ($6,757,¢ 13.35% 2/2/0¢ 6,757,97 5,271,21' $ 0.7¢(3)
par due 8/2011) (Libor +
8.50%/M)
Preferred stock (14,927 shar 5/18/0¢ 169,12 — $ —(5)
Common stock (114,004 shar 2/2/0F 295,27( — $ —(5)
GCA Services Custodial services Senior secured loan 12.00% 12/15/0¢ 30,000,000 30,000,000 $ 1.00(2)
Group, Inc. ($30,000,000 par due 12/201
Senior secured loan 12.00% 12/15/0¢ 12,000,00! 12,000,00 $ 1.0((3)
($12,000,000 par due 12/201
Growing Photography Senior secured revolving loan 8.02% 3/16/01 500,00( 480,000 $ 0.9¢
Family, Inc. and services ($500,000 par due 8/2011) (Libor +
GFH Holdings, LLC 3.00%/Q)
Senior secured revolving loan 8.26% 3/16/07 762,50( 732,000 $ 0.9€
($762,500 par due 8/2011) (Libor +
3.00%/Q)
Senior secured loan ($366,95 8.56% 3/16/07 366,95( 352,27. $ 0.9¢
par due 8/2011) (Libor +
3.50%/Q)
Senior secured loan ($9,645,* 8.56% 3/16/07 9,645,55I 9,259,721 $ 0.9€(3)
par due 8/2011) (Libor +
3.50%/Q)
Senior secured loan ($70,550 8.47% 3/16/07 70,55( 67,72¢ $ 0.9¢
par due 8/2011) (Libor +
3.50%/Q)
Senior secured loan ($1,854,¢ 8.47% 3/16/07 1,854,45i 1,780,27. $ 0.9€(3)
par due 8/2011) (Libor +
3.50%/Q)
Senior secured loan ($3,575,( 10.97% 3/16/07 3,576,30! 3,147,30' $ 0.8¢
par due 8/2011) (Libor +
6.00%/Q)
Senior secured loan ($52,063 10.97% 3/16/07 52,08: 4583 $ 0.8¢
par due 8/2011) (Libor +
6.00%/Q)
Common stock (552,430 shar 3/16/07 872,28t 90,00: $ 0.1€(5)
NPA Powersport vehicle Junior secured loan 12.50% (Bast 8/23/0¢ 12,000,00! 12,000,00 $ 1.0((3)
Acquisition, LLC auction operator ($12,000,000 par due 2/2013) Rate +
5.25%/D)
Common units (1,709 unit: 8/23/0¢ 1,000,001 1,500,001 $ 877.7(5)
107,432,41 103,207,16 9.1€%
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Consumer Product—Non-Durable
Badanco Luggage Senior secured revolving loan 10.50% (Bast 1/24/07 2,150,001 2,150,000 $ 1.0C
Enterprises, Inc. manufacturer ($2,150,000 par due 1/2012) Rate +
3.25%/D)
Senior secured loan ($312,50 10.50% (Bast 1/24/07 312,50( 312,500 $ 1.0C(3)
par due 1/2012) Rate +
3.25%/D)
Senior secured loan ($5,937,* 9.37% 1/24/07 5,937,501 5,937,501 $ 1.0((3)
par due 1/2012) (Libor +
4.50%/M)
Senior secured loan ($4,375,( 9.39% 1/24/0% 4,375,001 4,375,000 $ 1.0((3)
par due 1/2012) (Libor +
4.50%/B)
Innovative Consumer products Senior Secured Loan 11.13% 10/12/0¢ 12,837,50 12,837,50 $ 1.0C
Brands, LLC and personal care  ($12,837,500 par due 9/2011)
manufacture
Senior Secured Loan 11.13% 10/12/0¢ 11,880,00! 11,880,00 $ 1.0((3)
($11,880,000 par due 9/201
Making Memories  Scrapbooking Senior secured loan ($7,125,(  9.75% (Base 5/5/0% 7,125,001 7,125,000 $ 1.0C(3)
Wholesale, Inc.(6) branded products par due 3/2011) Rate +
manufacture 2.50%/D)
Senior subordinated loan 12.00% cash 5/5/0% 10,464,92. 6,802,201 $ 0.65(2)
($10,464,923 par due 5/201 4.00% PIK 4)
Preferred stock (3,759 shar 5/5/0¢ 3,758,801 — $ —(5)
Shoes for Safety footwear ani Senior secured revolving loan 9.25% (Base 6/16/0¢ 2,333,33: 2,333,33. $ 1.0C
Crews, LLC slip-related mats ($2,333,333 par due 7/2010) Rate +
2.00%/D)
Senior secured loan ($970,87 7.72% 10/8/0« 970,87 970,87 $ 1.0((3)
par due 7/2010) (Libor +

3.00%/S)



Senior secured loan ($74,683 9.25% (Base 10/8/0¢ 74,68t 74,68: $ 1.0((3)
par due 7/2010) Rate +
2.00%/D)
The Thymes, LLC Cosmetic products Preferred stock (7,188 shares  8.00% PIK 6/21/07 7,188,53 7,188,531 $ 1,000.0:(4)
@) manufacture
Common stock (6,850 share 6/21/07 — — $ —(5)
Wear Me Clothing Senior subordinated notes 12.60% cash 4/2/07 22,559,19 22,559,19 $ 1.00(2)
Apparel, LLC(6) manufacture ($22,500,000 par due 4/201 1.00% PIK 4)
Common stock (10,000 shar¢ 4/2/07 10,000,00! 2,000,000 $ 200.0((5)
101,967,84 86,546,31 7.66%
Environmental Services
AWTP, LLC Water treatment Junior secured loan ($1,608,C 13.43% 12/23/0: 1,612,34: 1,612,34: $ 1.0C
services par due 12/2012) (Libor +
8.50%/Q)
Junior secured loan 13.43% 12/23/0! 12,061,41 12,061,41 $ 1.0((3)
($12,060,743 par due 12/201: (Libor +
8.50%/Q)
Mactec, Inc. Engineering and Common stock (16 shares) 11/3/0« — 334 $ 20.7¢(5)
environmental
services
Common stock (5,556 share 11/3/0¢ — 115,44 $ 20.7¢(5)
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Sigma Internationa Water treatment Junior secured loan (1,833,332 12.37% 10/11/0° 1,833,33: 1,833,33. $ 1.0C
Group, Inc. parts manufacturer par due 10/13) (Libor +
7.50%/Q)
Junior secured loan (4,000,0C 12.37% 10/11/0° 4,000,001 4,000,000 $ 1.0((3)
par due 10/13) (Libor +
7.50%/Q)
Junior secured loan (2,750,0C 12.73% 11/1/0% 2,750,001 2,750,000 $ 1.0C
par due 10/13) (Libor +
7.50/M)
Junior secured loan (6,000,0C 12.73% 11/1/0% 6,000,001 6,000,000 $ 1.0((3)
par due 10/13) (Libor +
7.50/M)
Junior secured loan (916,667 12.29% 11/6/07 916,66 916,66° $ 1.0C
par due 10/13) (Libor +
7.50%/S)
Junior secured loan (2,000,0C 12.29% 11/6/07 2,000,00! 2,000,000 $ 1.0((3)
par due 10/13) (Libor +
7.50%/S)
Waste Pro USA, In. Waste managemer Senior subordinated loan 11.50% 11/9/0¢ 25,000,000 25,000,000 $ 1.00(2)
services ($25,000,000 par due 11/201
Preferred stock (15,000 sharr  10.00% PIK 11/9/0¢ 15,000,00! 15,000,00 $ 1,000.0((4)
Warrants to purchase 11/9/0¢ — 3,999,99' $ 4.5%(5)
882,671 share
Wastequip, Inc.(6) Waste managemer Senior subordinated loan 12.00% 2/5/07 12,730,90. 10,210,48 $ 0.81
equipment ($12,602,083 par due 2/2015)
manufacture
Common stock (13,889 shar¢ 2/2/07 1,388,89! 694,44 $ 50.0((5)
85,293,55 86,194,46 7.65%
Manufacturing
Arrow Group Residential and Senior secured loan ($5,616,( 10.20% 3/28/0¢ 5,649,72 5,616,000 $ 1.0((3)
Industries, Inc. outdoor shed par due 4/2010) (Libor +
manufacture 5.00%/Q)
Emerald Polymers and Senior secured loan 9.00% (Base 5/16/0¢ 10,164,11 10,164,11 $ 1.0((3)
Performance performance ($10,164,115 par due 5/2011) Rate +
Materials, LLC materials 1.75%/D)
manufacture
Senior secured loan ($1,522,7 10.75% (Bast 5/16/0¢ 1,522,74. 1,522,74; $ 1.0((3)
par due 5/2011) Rate +
3.50%/D)
Senior secured loan ($4,410,¢ 13.00% 5/16/0¢ 4,422,07 4,422,07 $ 1.0C
par due 5/2011
Qualitor, Inc. Automotive Senior secured loan ($1,774,% 9.08% 12/29/0: 1,774,78! 1,774,78" $ 1.0((3)
aftermarket par due 12/2011) (Libor +
components suppli 4.25%/Q)
Junior secured loan ($5,000,C 12.08% 12/29/0¢ 5,000,001 5,000,000 $ 1.0((3)
par due 6/2012) (Libor +

7.25%IQ)



Reflexite
Corporation(7)

Saw Mill PCG
Partners LLC

Developer and Common Stock
manufacturer of (1,821,860 shares)
high-visibility

reflective product:

Precision Common units (1,000 units)

components
manufacture
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3/28/0¢

2/2/07

27,435,31

1,000,00¢

54,666,49 $

400,000 $

30.01(5)

400.0((5)




Universal Trailer Livestock and Common stock (50,000 share 10/8/0« 6,424,64! 484,71 9.6¢(5)
Corporation(6) specialty trailer
manufacture
Warrants to purchase 10/8/0« 1,505,771 215,28¢ 9.6<(5)
22,208 share
64,899,17' 84,266,21 7.48%
Restaurants
ADF Capital, Inc. & Restaurant owner Senior secured revolving loan 8.88% 11/27/0¢ 2,000,00! 2,000,00! 1.0C
ADF Restaurant and operator ($2,000,000 par due 11/2013) (Libor +
Group, LLC 3.50%/Q)
Senior secured revolving loan  9.75% (Base 11/27/0¢ 2,236,721 2,236,721 1.0C
($2,236,726 par due 11/2013) Rate +
2.50%/D)
Senior secured loan 13.88% 11/27/0¢ 19,606,31 19,606,31 1.0C
($19,606,317 par due 11/201: (Libor +
8.50%/Q)
Senior secured loan ($990,00 13.88% 11/27/0¢ 990,00( 990,00( 1.0((2)
par due 11/2012) (Libor +
8.50%/Q)
Senior secured loan 13.88% 11/27/0¢ 14,053,68 14,053,68 1.0((3)
($14,053,683 par due 11/201: (Libor +
8.50%/Q)
Promissory note ($10,713,39C  10.00% PIK 6/1/0¢ 10,713,39 10,725,19 1.0((4)
par due 11/201¢
Warrants to purchase 6/1/0€ — — —(5)
0.61 share
Encanto Restaurant owner  Junior secured loan 7.50% Cash, 8/16/0¢ 24,352,33 24,352,33 1.00(4)
Restaurants, Inc.(¢ and operato ($24,352,333 par due 8/201 3.50% PIK
Junior secured loan ($1,014,6 7.50% Cash, 8/16/0¢ 1,014,68. 1,014,68. 1.0((3)
par due 8/2013 3.50% PIK 4)
74,967,13 74,978,93 6.6€%
Containers—Packaging
Captive Plastics container  Junior secured loan ($3,500,C 12.34% 12/19/0! 3,500,001 3,500,001 1.0C
Plastics, Inc. manufacturer par due 2/2012) (Libor +
7.25%/Q)
Junior secured loan 12.34% 12/19/0! 12,000,00! 12,000,00 1.0((3)
($12,000,000 par due 2/2012) (Libor +
7.25%/Q)
Industrial Containel Industrial container Senior secured revolving loan 10.25% (Bast 6/21/0¢ 1,858,691 1,858,691 1.0C
Services, LLC(6)  manufacturer, ($1,858,696 par due 9/2011) Rate +
reconditioner and 3.00%/D)
servicer
Senior secured revolving loan 8.93% 6/21/0¢ 4,130,43! 4,130,43! 1.0C
($4,130,435 par due 9/2011) (Libor +
4.00%/M)
Senior secured loan ($5,896,* 8.93% 9/30/0¢ 5,896,52. 5,896,52. 1.0C
par due 9/2011) (Libor +
4.00%/M)
Senior secured loan ($989,87 8.93% 6/21/0¢ 989,87 989,87 1.00(2)
par due 9/2011) (Libor +
4.00%/M)
Senior secured loan 8.93% 6/21/0¢ 15,160,59. 15,160,59 1.0((3)
($15,160,594 par due 9/2011) (Libor +
4.00%/M)
Common stock 9/29/0¢ 1,800,001 5,000,00- 2.7¢(5)
(1,800,000 share:
45,336,12 48,536,12 4.31%
F-14
Aerospace & Defenst
AP Global Safety and security Senior secured loan 9.73% 11/8/07 19,607,28 20,000,00 1.0C
Holdings, Inc. equipment ($20,000,000 par due 10/201: (Libor +
manufacture 4.50%/M)
ILC Industries, Inc. Industrial products Junior secured loan 11.50% 6/27/0¢ 12,000,00! 12,000,00 1.0((3)
provider ($12,000,000 par due 8/201
Thermal Thermal Senior secured loan ($2,797,. 10.50% (Bast 3/28/0¢ 2,797,241 2,752,491 0.9¢(3)
Solutions LLC and management and  par due 3/2012) Rate +
TSI Group, Inc. electronics 3.25%/D)
packaging
manufacture
Senior secured loan ($1,182,( 10.00% (Bast 3/28/0¢ 1,182,001 1,164,271 0.9¢(3)



par due 3/2011) Rate +
2.75%/D)
Senior subordinated notes 11.50% cash 3/28/0¢ 2,068,45! 2,016,52. $ 0.9¢(4)
($2,049,153 par due 9/201 2.75% PIK
Senior subordinated notes 11.50% cash 3/28/0¢ 3,236,60! 3,184,84. $ 0.9¢(2)
($3,235,328 par due 9/201 2.75% PIK 4)
Senior subordinated notes 11.50% cash 3/21/0¢ 2,613,25! 2,516,56° $ 0.9€(2)
($2,613,069 par due 3/201 2.50% PIK 4)
Preferred stock (71,552 shar 3/28/0¢ 715,52( 693,48: $ 9.6<(5)
Common stock 3/28/0¢ 14,60: 14,16 $ 0.01(5)
(1,460,246 share:
44,234,98 44,342,34 3.94%
Computers and Electronics
RedPrairie Software Junior secured loan ($6,500,C 11.39% 7/13/0¢ 6,500,001 6,500,000 $ 1.0C
Corporation manufacturer par due 1/2013) (Libor +
6.50%/Q)
Junior secured loan 11.39% 7/13/0¢ 12,000,00! 12,000,00 $ 1.0((3)
($12,000,000 par due 1/2013) (Libor +
6.50%/Q)
X-rite, Incorporated Artwork software Junior secured loan ($4,800,C 12.38% 7/6/0¢€ 4,800,001 4,800,001 $ 1.0C
manufacturer par due 7/2013) (Libor +
7.50%/Q)
Junior secured loan 12.38% 7/6/0¢ 12,000,00! 12,000,00 $ 1.0((3)
($12,000,000 par due 7/2013) (Libor +
7.50%/Q)
35,300,00 35,300,00 3.1%%
Health Clubs
Athletic Club Premier health cluk Senior secured loan 9.63% 10/11/0° 29,423,55 29,423,555 $ 1.0C
Holdings, Inc.(13)  operator ($29,423,559 par due 10/201: (Libor +
4.50%/Q)
Senior secured loan ($4,488,: 9.63% 10/11/0° 4,488,33! 4,488,33' $ 1.0((3)
par due 10/2013) (Libor +
4.50%/Q)
Senior secured loan ($50,125 9.47% 10/11/0° 50,12¢ 50,12t $ 1.0C
par due 10/2013) (Libor +
4.50%/Q)
Senior secured loan ($7,646 | 9.47% 10/11/0° 7,64¢ 7,64¢ $ 1.0((3)
due 10/2013) (Libor +
4.50%/Q)
Senior secured loan ($26,316 10.75% 10/11/0° 26,31¢ 26,31¢ $ 1.0C
par due 10/2013) (Libor +
3.50%/Q)
Senior secured loan ($4,015 | 10.75% 10/11/0° 4,01t 401t $ 1.0((3)
due 10/2013) (Libor +
3.50%/Q)
34,000,00 34,000,00 3.02%
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Grocery
Planet Organic Healt Organic grocery Senior secured loan ($7,000,( 10.45% 713/07 7,000,001 7,000,000 $ 1.0C
Corp.(8) store operator par due 7/2014) (Libor +
5.50%/Q)
Senior secured loan 10.45% 7/3/07% 10,500,00 10,500,00 $ 1.0C(3)
($10,500,000 par due 7/2014; (Libor +
5.50%/Q)
Senior subordinated loan 11.00% Caslr 7/3/07 9,332,431 9,332,431 $ 1.00(4)
($9,332,430 par due 7/201 2.00% PIK
26,832,43 26,832,43 2.38%
Cargo Transport
The Kenan Advantac Fuel transportation Senior subordinated notes 9.50% cash, 12/15/0¢ 9,524,32! 9,524,321 $ 1.0C(2)
Group, Inc. provider ($9,524,320 par due 12/201 3.50% PIK 4)
Senior secured loan ($2,450,( 7.58% 12/15/0¢ 2,450,02! 2,205,02. $ 0.9((3)
par due 12/2011) (Libor +
2.75%/Q)
Preferred stock (10,984 shar 12/15/0¢ 1,098,401 1,292,98 $ 117.745)
Common stock (30,575 share 12/15/0¢ 30,57¢ 35,99: $ 1.1&(5)
13,103,322 13,058,31 1.16%
Consumer Product—Durable
Direct Buy Membership-basec Senior secured loan ($2,500,( 9.74% 12/14/0° 2,400,001 2,400,000 $ 0.9€
Holdings, Inc. and buying club par due 11/2012) (Libor +



Direct Buy franchisor and 4.50%/M)

Investors LP(6) operator from the
manufacture
Partnership interests (19.31% 11/30/0% 10,000,00 10,000,00 $ 100.0((5)
interest)
12,400,00 12,400,00 1.1%
Housing—Building Materials
HB&G Building Synthetic and wooc Senior subordinated loan 13.00% cash 10/8/0¢ 8,826,40° 8,839,10' $ 1.0C(2)
Products product ($8,838,294 par due 3/2011) 3.00% PIK 4)
manufacture
Common stock (2,743 share 10/8/0¢ 752,88¢ 376,44« $ 137.2¢5)
Warrants to purchase 10/8/04 652,50: 326,25! $ 73.045)
4,464 share
10,231,79 9,541,80: 0.85%
Telecommunications
American Broadbanc Broadband Senior subordinated loan 8.00% cash, 11/7/07 9,327,11! 9,327,11' $ 1.00(4)
Communciations, LLt communication ($9,327,115 par due 11/2014°  8.00% PIK
and American services
Broadband Holding
Company
Warrants to purchase 170 sh 11/7/07 — — 3 —(5)
9,327,11! 9,327,11! 0.82%
Total $ 1,795,620,92 $ 1,774,201,84
. |
1) Other than our investments in Equinox EIC Partner€, vy Hill Middle Market Credit Fund, Ltd., LVG Holdings LLC, Reflexite Corporation and The ThynkeLC, we do not

"Control" any of our portfolio companies, as defiria the Investment Company Act. In general, urtlerinvestment Company Act, we would "Control" atfmio company if we
owned more than 25% of its outstanding voting séesrand/or had the power to exercise control drermanagement or policies of such portfolio comyp@ll of our portfolio
company investments are subject to legal restriatio sales which as of December 31, 2007 represd5@&% of the Company's net assets.

) Pledged as collateral for the CP Funding Facilitgt anless otherwise noted, all other investmemtpbrdged as collateral for the Revolving Creditilig (see Note 8 to the
consolidated financial statements).
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3) Pledged as collateral for the ARCC CLO and unléssravise noted, all other investments are pledgecb#ateral for the Revolving Credit Facility (Sdlete 8 to the consolidate
financial statements).

(4) Has a payment-in-kind interest feature (see NdtetBe consolidated financial statements).
(5) Non-income producing at December 31, 2007.
(6) As defined in the Investment Company Act, we aré/Adfiliate” of this portfolio company because we/n 5% or more of the portfolio company's outstagdioting securities.

Transactions during the period for the year endedelnber 31, 2007 in which the issuer was an Afil{&ut not a portfolio company that we "Contrat} as follows:

Capital Net Net

Redemptions Sales Interest structuring Dividend Other realized unrealized
Company Purchases (cost) (cost) income service fees Income income gains/losses gains/losses
Abingdon Investments
Limited $ — 3 — 3 — % — 3 — $ 1,22356: $ — % — $ (1,287,81)
Apple & Eve, LLC and US
Juice Partners, LL¢ $ 74,846,00 $ 115,00 $ 21,000,00 $ 1,647,89' $ 1,353,41 $ — $ 1263 $ — 3 —
CT Technologies
Intermediate Holdings, Inc.
and CT Technologies
Holdings, LLC $ 135,930,00 $ — $ 72,500,000 $ 3,571,49' $ 2,597,500 $ — $ 148,64t $ — 3 =
Daily Candy, Inc. $ — $ 2,569,13: $ 10,000,00 3,068,16: $ — $ — $ — $ — $ 2,653,75
Direct Buy Holdings, Inc. an
Direct Buy Investors LI $ 12,400,00 $ — 3 — £} 11,83t $ — £} — 3 — £} — 3 —
Firstlight Financial
Corporation $ 40,000,00 $ — $ — $ 494432 3% 37,500 $ — $ 750,000 $ — $ (10,000,00)
Imperial Capital Group, LL( $ 15,000,00 $ — $ — % — $ 300,000 $ 201,28 $ — $ — % —
Industrial Container
Services, LLC $ 9,665,21 $ 9,475,56! $ 16,000,00 $ 3,170,96. $ — $ — $ 154,02 $ — $  3,200,00
Investor Group Services, LL $ 400,000 $ 1,400,001 $ — £} 300,59: $ — £} —$ 3817: $ — 3 —
Pillar Holdings LLC and PHI
Holding Co. $ 59,500,00 $ — $ — $ 677,84 $ 1,056,001 $ — $ 1506! $ — $ —
Primis Marketing Group, Inc
and Primis Holdings, LL( $ — % — $ — % 860,84¢ $ — % — % — $ — $ (5,635,57)
Making Memories
Wholesale, Inc. $ — $ 633,330 $ — $ 1,998,69 $ — $ — $ 421 $ — $ (4,982,72)
Universal Trailer Corporatio $ — $ — 3 — $ — 3 — 3 — 3 — $ — $ (7,230,42)
VSS-Tranzact Holdings, LLC $ 10,000,00 $ — $ — % — % — % — $ — $ — $ —
Wastequip, Inc. $ 13,888,88 $ 27,000,00 $ — $ 111831 $ — $ — 3 — 3 — $ (3,214,86)
Wear Me Apparel, LLC $ 32,500,00 $ — $ — $ 2,320,501 $ 325,00 $ 62,70 $ 25,000 $ — $ (8,000,001
©) As defined in the Investment Company Act, we aréAdfiliate” of this portfolio company because wap 5% or more of the portfolio company's outstagdinting securities or

we have the power to exercise control over the gament or policies of such portfolio company (irtihg through a management agreement). In additisnlefined in the
Investment Company Act, we "Control" this portfoiompany because we own more than 25% of the fiorfompany's outstanding voting securities or \weehthe power to
exercise control over the management or policiesioh portfolio company (including through a mamaget agreement). Transactions during the periothioyear ended
December 31, 2007 in which the issuer was bothféitiate and a portfolio company that we Controéas follows:

Capital Net Net
Redemptions Sales Interest structuring Dividend Other realized unrealized

Company Purchases (cost) (cost) income service fees Income income gains/losses gains/losses
Equinox EIC Partners, LLt  $  94,238,50 $ 32,270,03 $ 22,500,000 $ 3,796,32. $ 2,734,23. $ — $ 19,16: $ 3,488,28 $ —]
Ivy Hill Middle Market Credi

Fund, Ltd. $ 56,000,00 $ — $ — 3 501,11: $ — $ — $ 4542 $ — $ —
LVCG Holdings, LLC $ 6,600,000 $ — $ — $ — $ — & — $ — & — $ =]
Reflexite Corporatiol $ 1,752,42" $ 10,682,33 $ — $ 451,514 $ — $ 121,07 $ — $ 320,47( $ 27,231,17
The Thymes, LLC $ 6,925,000 $ — $ 75,000 $ 338,53 $ 165,00( $ — $ — & — $ —
8) Non-U.S. company or principal place of businessidetthe U.S. and as a result is not a qualifysgpiunder Section 55(a) of the Investment CompanyUnder the Investment

Company Act, we may not acquire any non-qualify@isget unless, at the time such acquisition is ntpd#difying assets represent at least 70% of dat &ssets.
9) Non-registered investment company.
(10) A majority of the variable rate loans to our polii@ompanies bear interest at a rate that mayelerhined by reference to either Libor or an aliegrBase Rate (commonly based

on the Federal Funds Rate or the Prime Rate)edidirower's option, which reset semi-annually @grterly (Q), bimonthly (B) monthly (M) or daily (D). For each suldan, we
have provided the current interest rate in effe@ecember 31, 2007.

(112) In addition to the interest earned based on tttedsiaterest rate of this security, we are entitececeive an additional interest amount of 2.569623.3 million aggregate
principal amount of the portfolio company's sert@m debt previously syndicated by us.

(12) Principal amount denominated in Canadian dollasstiegen translated into U.S. dollars (see Note 2).

(13) In addition to the interest earned based on thtedsiaterest rate of this security, we are entiteteceive an additional interest amount of 2.509625.0 million aggregate

principal amount of the portfolio company's sert@&am debt previously syndicated by us.
See accompanying notes to consolidated finanasstents.
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ARES CAPITAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED SCHEDULE OF INVESTMENTS
As of December 31, 2006

Initial Percentage
Acquisition Fair Value of Net
Company(1) Industry Investment Interest(10) Date Amortized Cost Fair Value Per Unit Assets
Healthcare—Services
American Renal Dialysis Senior secured loan ($2,688,! 9.37% 12/14/200! $ 2,688,52. $ 2,688,52. $ 1.0((3)
Associates, Inc provider par due 12/201( (Libor+ 4.00%/S]
Senior secured loan ($377,04  10.75% (Base 12/14/200! 377,04¢ 377,04¢ $ 1.0C(3)
par due 12/201( Rate + 2.50%/D
Senior secured loan ($5,803,: 9.87% 12/14/200! 5,803,27! 5,803,27' $ 1.00(3)
par due 12/2011 (Libor + 4.50%/S'
Senior secured loan ($54,098  11.25% (Base 12/14/200! 54,09¢ 54,09¢ $ 1.0C(3)
par due 12/2011 Rate + 3.00%/D
Senior secured loan ($393,74 12.37% 12/14/200! 393,74: 393,74. $ 1.0((3)
par due 12/2011 (Libor + 7.00%/S'
Senior secured loan ($261,99 12.37 12/14/200! 261,99° 261,99 $ 1.0C(3)
par due 12/2011 (Libor + 7.00%/S’
Senior secured loan ($3,937, 12.37% 12/14/200! 3,937,401 3,937,400 $ 1.0C
par due 12/2011 (Libor + 7.00% /Q
Senior secured loan ($2,619, 12.37% 12/14/200! 2,619,97. 2,619,97. $ 1.0C(3)
par due 12/2011 (Libor + 7.00% /Q
Capella Acute care Junior secured loan 11.36% 12/1/200! 31,000,00 31,000,000 $ 1.0C
Healthcare, Inc hospital operatc ($31,000,000 par due 11/201 (Libor +6.00%/Q)
DSI Renal, Inc. Dialysis Senior subordinated note 12.00% Cash, 4/4/200¢ 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, 4/4/200¢ 5,050,12! 5,050,12! $ 1.00(4)
($5,050,125 par due 4/201 2.00% PIK 3)
Senior secured revolving loar 8.38% 4/4/200¢ 4,000,001 4,000,001 $ 1.0C
($4,000,000 par due 3/201 (Libor + 3.00%/Q
Senior secured revolving loar 8.38% 4/4/200¢ 960,00( 960,00 $ 1.0C
($960,000 par due 3/201 (Libor + 3.00%/Q
Senior secured revolving loar 8.38% 4/4/200¢ 1,600,001 1,600,000 $ 1.0C
($1,600,000 par due 3/201 (Libor + 3.00%/Q
Senior secured revolving loar 8.38% 4/4/200¢ 1,600,001 1,600,000 $ 1.0C
($1,600,000 par due 3/201 (Libor + 3.00%/Q
Senior secured revolving loar 10.75% (Base 4/4/200¢ 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, 8/18/200¢ 23,318,08 23,318,08 $ 1.00(4)
Corp. oncology care  ($23,318,089 par due 8/2013 1.50% PIK
provider
Senior secured loan ($3,403, 8.94% 8/23/200¢ 3,403,75! 3,403,751 $ 1.0C
par due 8/2011 (Libor + 3.50%/S’
Common stock (857,143 shar 8/18/200t 3,000,001 3,000,000 $ 3.5((5)
Triad Laboratory Laboratory Senior subordinated note 12.00% cash, 12/21/200! 14,829,35 14,829,35 $ 1.0C(4)
Alliance, LLC services ($14,829,356 par due 12/201 1.75% PIK
F-18
Senior secured loan ($6,930,( 8.61% 12/21/200! 6,930,00! 6,930,000 $ 1.0C
par due 12/2011 (Libor + 3.25%/Q
Senior secured loan ($2,970,( 8.61% 12/21/200! 2,970,00! 2,970,000 $ 1.0((3)
par due 12/2011 (Libor + 3.25%/Q
177,834,25 177,834,25 22.5%
Printing, Publishing and Media
Canon Print Junior secured loan ($7,525,( 12.10% 5/25/200! 7,525,001 7,525,000 $ 1.0C
Communications LLC publications par due 11/2011) (Libor + 6.75%/M
services
Junior secured loan ($4,250,( 12.10% 5/25/200! 4,250,001 4,250,000 $ 1.0((2)
par due 11/2011 (Libor + 6.75%/M
Junior secured loan 12.10% 5/25/200! 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 11/201 (Libor + 6.75%/M
Daily Candy, Inc.(6) Internet Senior secured loan 10.36% 5/25/200¢ 12,744,55 12,422,11 $ 1.0C
publication ($12,422,111 par due 5/2009' (Libor + 5.00%/S'
provider
Senior secured loan 10.36% 5/25/200¢ 11,878,41 11,577,88 $ 1.0((3)
($11,577,889 par due 5/20C  (Libor + 5.00%/S'
Senior secured loan ($388,19 10.36% 5/25/200t 398,26 388,19 $ 1.0C
par due 5/200¢ (Libor + 5.00%/Q
Senior secured loan ($361,80 10.36% 5/25/200¢ 371,20( 361,80¢ $ 1.0((3)
par due 5/200¢ (Libor + 5.00%Q)
Senior secured loan ($64,698 12.25% (Base 5/25/200t 66,37¢ 64,69¢ $ 1.0C
par due 5/200¢ Rate + 4.00%/D
Senior secured loan ($60,302  12.25% (Base 5/25/200¢ 61,867 60,30: $ 1.0((3)



par due 5/200¢

Rate + 4.00%/D

Common stock (1,250,000 5/25/200¢ 2,375,001 2,375,000 $ 1.9((5)
shares’
Warrants to purchase 1,381,5 5/25/200¢ 2,624,99: 2,624,99 $ 1.9((5)
shares
National Print Printing Senior secured revolving loar 10.75% (Base 3/2/200¢ 2,336,17 2,336,17. $ 1.0C
Group, Inc. management  ($2,336,173 par due 3/2012) Rate + 2.50%/D)
services
Senior secured loan ($5,295,! 8.86% 3/2/200¢ 5,295,65; 5,295,65. $ 1.0((3)
par due 3/2012 (Libor + 3.50%/Q
Senior secured loan ($273,91  10.75% (Base 3/2/200¢ 273,91 27391 $ 1.0((3)
par due 3/2012 Rate + 2.50%/D
Senior secured loan ($5,295,! 8.85% 3/2/200¢ 5,295,65; 5,295,65. $ 1.0((3)
par due 3/2012 (Libor + 3.50%/B;
Senior secured loan ($2,319,: 12.37% 3/2/200¢ 2,319,36! 2,319,36i $ 1.0C
par due 8/2012 (Libor + 7.00%/Q
Senior secured loan ($419,76 12.37% 3/2/200¢ 419,76 419,76 $ 1.0((3)
par due 8/2012 (Libor + 7.00%/Q
Senior secured loan ($1,932, 12.38% 3/2/200¢ 1,932,801 1,932,801 $ 1.0C
par due 8/2012 (Libor + 7.00%/Q
Senior secured loan ($349,80 12.38% 3/2/200¢ 349,80: 349,80. $ 1.0((3)
par due 8/2012 (Libor + 7.00%/Q
Preferred stock (9,344 shar 3/2/200¢ 2,000,001 2,000,000 $ 214.045)
The Teaching Education Senior secured loan 10.50% 9/29/200¢ 28,000,00 28,000,00 $ 1.0C
Company, LLC and publications ($28,000,000 par due 9/2012
The Teaching provider
Company
Holdings, Inc.(11
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Senior secured loan 10.50% 9/29/200¢ 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 9/201
Preferred stock (29,969 shar 9/29/200¢ 2,996,92 2,996,92. $ 100.0((5)
Common stock (15,393 share 9/29/200¢ 3,07¢ 3,07¢ $ 1.0¢(5)
117,518,80 116,873,12 14.£%
Manufacturing
Arrow Group Residential and Senior secured loan ($6,000,( 10.36% 3/28/200! 6,038,28: 6,000,000 $ 1.0((3)
Industries, Inc. outdoor shed  par due 4/2010) (Libor + 5.00%/Q
manufacture
Emerald Performanc Polymers and  Senior secured loan 9.60% 5/16/200¢ 10,421,05 10,421,05 $ 1.0((3)
Materials, LLC performance ($10,421,053 par due 5/2011, (Libor + 4.25%/B’
materials
manufacture
Senior secured loan ($3,736,! 11.35% 5/16/200¢ 3,736,84. 3,736,84. $ 1.0C
par due 5/2011 (Libor + 6.00%/M
Senior secured loan ($1,526,. 11.35% 5/16/200¢ 1,526,311 1,526,311 $ 1.0((3)
par due 5/2011 (Libor + 6.00%/M
Senior secured loan ($4,210,! 13.00% 5/16/200¢ 4,210,521 4,210,521 $ 1.0C
par due 5/2011
Qualitor, Inc. Automotive Senior secured loan ($1,960,( 9.61% 12/29/200: 1,960,001 1,960,000 $ 1.0((3)
aftermarket par due 12/2011) (Libor + 4.25%/Q
components
supplier
Junior secured loan ($5,000,( 12.61% 12/29/200: 5,000,001 5,000,001 $ 1.0((3)
par due 6/2012 (Libor + 7.25%/Q
Professional Paint Junior secured loan ($4,500,( 11.13% 5/25/200¢ 4,500,00! 4,500,000 $ 1.0C
Paint, Inc. manufacture par due 5/2013 (Libor + 5.75%/S
Junior secured loan 11.13% 5/25/200t 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 5/201  (Libor + 5.75%/S'
Reflexite Corporatior Developer and Senior subordinated loan 11.00% cash, 12/30/200: 10,616,95 10,616,95 $ 1.00(2)
7) manufacturer o ($10,616,954 par due 12/201 3.00% PIK 4)
high visibility
reflective
products
Common Stock (1,729,627 3/28/200¢ 25,682,89 25,682,89 $ 14.85(5)
shares’
Universal Trailer Livestock and Common stock (50,000 share 10/8/200: 6,424,64! 5,500,000 $ 110.0((5)
Corporation(6) specialty trailer
manufacture
Warrants to purchase 22,208 10/8/200: 1,505,771 2,442,881 $ 110.0((5)
shares
Varel Holdings, Inc.  Drill bit Common stock (30,451 share 5/18/200! 3,04% 1,011,56' $ 33.25(5)
manufacture
93,626,33 94,609,03 11.9&%



Services—Other

American Residentia Plumbing, Senior subordinated note 12.00% Cash, 11/9/200t¢
Services, LLC heating and air- ($8,767,425 par due 9/2013) 3.00% PIK

conditioning

services
Diversified Collectior Collections Senior secured loan ($5,242,( 9.60% 2/2/200:
Services, Inc services par due 2/2011 (Libor + 4.25%/M

F-20

8,767,42!

5,242,02

8,767,42' $

5,242,021 $

1.00(4)

1.0((3)




Senior secured loan ($1,742,( 11.35% 2/2/200¢ 1,742,02 1,742,021 $ 1.00(2)
par due 8/2011 (Libor + 6.00%/M
Senior secured loan ($6,757,¢ 11.35% 2/2/200¢ 6,757,97. 6,757,97. $ 1.0((3)
par due 8/2011 (Libor + 6.00%/M
Preferred stock (14,927 shan 5/18/200¢ 169,12: 169,12! $ 11.3%5)
Common stock (114,004 2/2/200¢ 295,27( 295,27( $ 2.5¢(5)
shares’
GCA Services Custodial Senior secured loan 12.00% 12/15/2001 50,000,00 50,000,00 $ 1.00(4)
Group, Inc. services ($50,000,000 par due 12/201
NPA Powersport Senior secured loan ($4,533,: 8.57% 8/28/200¢ 4,533,33: 4,533,33. $ 1.0C
Acquisition, LLC vehicle auction par due 8/2012) (Libor + 3.25%/S’
operator
Senior secured loan ($400,00 8.60% 8/28/200¢ 400,00( 400,00 $ 1.0C
par due 8/2012 (Libor + 3.25%/Q
Senior secured loan ($66,667 10.25% (Base 8/28/200¢ 66,66" 66,667 $ 1.0C
par due 8/2012 Rate + 2.00%/D
Junior secured loan ($2,000,C 12.11% 8/23/200¢ 2,000,00! 2,000,000 $ 1.0C
par due 2/20132 (Libor + 6.75%/Q
Junior secured loan 12.11% 8/23/200¢ 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 2/201  (Libor + 6.75%/Q
Common units (1,709 unit 8/23/200¢ 1,000,001 1,000,001 $ 585.1¢5)
92,973,84 92,973,84 11.7¢%
Containers-Packaging
Captive Plastics, Inc. Plastics Junior secured loan 12.63% 12/19/200! 15,500,00 15,500,00 $ 1.0C
container ($15,500,000 par due 2/2012; (Libor + 7.25%/Q
manufacture
Junior secured loan 12.63% 12/19/200! 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 2/201  (Libor + 7.25%/Q
Industrial Container Industrial Senior secured loan 11.94% 9/30/200! 11,939,54 11,939,54 $ 1.0((3)
Services, LLC(6) container ($11,939,547 par due 9/2011, (Libor + 6.50%/S
manufacturer,
reconditioner
and service
Senior secured loan 11.94% 6/21/200¢ 16,504,74 16,504,74 $ 1.0C
($16,504,747 par due 9/201  (Libor + 6.50%/S'
Senior secured loan ($9,950,( 11.94% 9/30/200! 9,950,00! 9,950,000 $ 1.0C
par due 9/2011 (Libor + 6.50.%/S
Senior secured revolving loar 9.88% 9/30/200! 4,130,43! 4,130,43! $ 1.0C
($4,130,435 par due 9/201 (Libor + 4.50%/Q
Senior secured revolving loar 11.25% (Base 9/30/200! 1,239,13 1,239,131 $ 1.0C
($1,239,130 par due 9/201 Rate + 3.00%/D
Common stock (1,800,000 9/29/200! 1,800,001 1,800,001 $ 1.0((5)
shares’
LabelCorp Consumer Senior subordinated notes 12.00% cash, 3/16/200¢ 9,320,23! 9,320,23! $ 1.00(4)
Holdings, Inc. product labels  ($9,320,235 par due 9/2012) 3.00% PIK
manufacture
82,384,09 82,384,09 10.4%%
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Restaurants
ADF Capital, Inc. & Restaurant Senior secured revolving loar 10.25% (Base 11/27/2001 4,236,72! 4,236,721 $ 1.0C
ADF Restaurant owner and ($4,236,726 par due 11/2013  Rate + 2.00%/D)
Group, LLC operator
Senior secured loan ($4,937,! 10.25% (Base 11/27/2001 4,937,501 4,937,501 $ 1.0C
par due 11/2013 Rate + 2.00%/D
Senior secured loan 14.75% (Base 11/27/2001 23,060,00 23,060,00 $ 1.0C
($23,060,000 par due 11/201  Rate + 6.50%/D
Senior secured loan 14.75% (Base 11/27/2001 11,940,00 11,940,00 $ 1.0((3)
($11,940,000 par due 11/201 Rate + 6.50%/D
Warrants to purchase 9,500,C 6/1/200¢ 9,488,201 9,500,000 $ 1.0((5)
units
Encanto Restaurant Junior secured loan 7.50% Cash, 8/16/200¢ 13,170,62 13,170,62 $ 1.0C(4)
Restaurants, Inc.(8) owner and ($13,170,625 par due 8/2013 3.50% PIK
operator
Junior secured loan 7.50% Cash, 8/16/200¢ 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 SAI For-profit thrift ~Senior subordinated note 10.00% cash, 8/8/200¢ 28,220,88 28,220,88 $ 1.0C(4)
Acquisition retailer ($28,220,888 par due 8/2014 2.00% PIK
Corporation
Common stock (1,170,182 8/8/200¢ 4,500,001 4,500,000 $ 3.85(5)
shares’
Things Personalized Senior secured loan ($4,800,( 10.10% 9/28/200¢ 4,800,00! 4,800,000 $ 1.0((3)
Remembered, Inc. a gifts retailer par due 9/2012) (Libor + 4.75%/M
TRM Holdings
Corporation
Senior secured loan 11.35% 9/28/200¢ 28,000,00 28,000,00 $ 1.0C
($28,000,000 par due 9/201  (Libor + 6.00%/M
Senior secured loan ($7,200,( 11.35% 9/28/200¢ 7,200,00! 7,200,000 $ 1.0((3)
par due 9/2012 (Libor + 6.00%/M
Preferred stock (80 share 9/28/200¢ 1,800,001 1,800,000 $ 22500.0(5)
Common stock (800 share 9/28/200¢ 200,00( 200,00 $ 250.0((5)
74,720,88 74,720,88 9.47%
Consumer Products—Non-Durable
AWTP, LLC Water treatmen Junior secured loan ($1,600,( 12.86% 12/21/200! 1,600,001 1,600,001 $ 1.0C
services par due 12/201Z (Libor + 7.50%/Q
Junior secured loan 12.86% 12/21/200! 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 12/201 (Libor + 7.50%/Q
Making Memories Scrapbooking  Senior secured loan ($7,758,: 9.88% 5/5/200: 7,758,33: 7,758,33. $ 1.0((3)
Wholesale, Inc.(6)  branded par due 3/2011) (Libor + 4.50%/Q
products
manufacture
Senior subordinated loan 12.50% cash, 5/5/200¢ 10,204,32 10,204,32 $ 1.0C(4)
($10,204,325 par due 5/201 2.00% PIK
Preferred stock (3,759 shar 5/5/200¢ 3,758,801 1,320,001 $ 351.1¢5)
Shoes for Crews, LL Safety footwear Senior secured loan ($1,248,( 8.61% 10/8/200: 1,256,02 1,256,02" $ 1.01(3)
and slip-related par due 7/2010) (Libor + 3.25%/S
mats
Senior secured loan ($60,747 8.61% 10/8/200:- 61,10« 61,10¢ $ 1.01(3)
par due 7/201C (Libor + 3.25%/Q
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Senior secured loan ($60,747  10.25% (Base 10/8/200- 61,10¢ 61,10« $ 1.01(3)
par due 7/201C Rate + 2.00%/D
Senior secured revolving loar 10.25% (Base 6/16/200¢ 3,333,33: 3,333,33' $ 1.0C
($3,333,333 par due 7/201 Rate + 2.00%/D
Tumi Holdings, Inc. Branded lugga¢ Senior secured loan ($2,500,( 8.11% 5/24/200! 2,500,00! 2,500,000 $ 1.0((3)
designer, par due 12/2012) (Libor + 2.75%/Q
marketer and
distributor
Senior secured loan ($5,000,( 8.61% 3/14/200! 5,000,00! 5,000,000 $ 1.0((3)
par due 12/201z (Libor + 3.25%/Q
Senior subordinated loan 16.36% 3/14/200! 13,682,83 13,682,83 $ 1.00(2)
($13,682,839 par due 12/201:  (Libor + 6.00% 4)
cash, 5.00%
PIK/Q)
UCG Paper Scrapbooking  Senior secured loan ($1,985,!( 8.60% 2/23/200t 1,985,001 1,985,000 $ 1.0((3)
Crafts, Inc. materials par due 2/2013) (Libor + 3.25%/M
manufacture
Junior secured loan ($2,952,¢ 12.85% 2/23/200¢ 2,952,62! 2,952,62! $ 1.0C
par due 2/2013 (Libor + 7.50%/M
Junior secured loan ($9,949,¢ 12.85% 2/23/200¢ 9,949,87! 9,949,87' $ 1.0((3)
par due 2/2013 (Libor + 7.50%/M
76,103,36 73,664,56 9.32%
Financial
Abingdon Investmen Investment Ordinary shares (948,500 12/15/2001 9,032,97: 9,485,000 $ 10.0((5)
Limited(6)(8)(9) company shares’
Firstlight Financial Investment Senior subordinated loan 10.00% PIK 12/31/2001 36,000,00 36,000,00 $ 1.00(4)
Corporation(6)(9 company ($36,000,000 par due 12/201
Common stock (6,000 share 12/31/2001 6,000,00! 6,000,000 $ 1000.0(5)
Common stock (18,000 share 12/31/2001 18,000,00 18,000,00 $ 1000.0((5)
Partnership Capital Investment Limited partnership interest 6/16/200¢ 225,26( 225,26( $ -5.0C
Growth Fund I, L.P. partnership (25% interest)
(C)]
69,258,23 69,710,26 8.8%



Environmental Services

Mactec, Inc. Engineering ann Common stock (186 shares) 11/3/200« — — 3 —(5)
environmental
services
Waste Pro USA, Inc. Waste Senior subordinated loan 11.50% 11/9/200t¢ 25,000,00 25,000,000 $ 1.0C
management  ($25,000,000 par due 11/201:
services
Preferred stock (15,000 shar 10.00% PIK 11/9/200t¢ 15,000,00 15,000,00 $ 1000.0((4)
Warrants to purchase 882,67. 11/9/200t — — 3 —(5)
shares
Wastequip, Inc. Waste Junior secured loan 10.85% 8/4/200¢ 15,000,00 15,000,00 $ 1.0C
management  ($15,000,000 par due 7/2012; (Libor + 5.50%/M
equipment
manufacture
Junior secured loan 10.85% 8/4/200: 12,000,00 12,000,00 $ 1.0((3)
($12,000,000 par due 7/201  (Libor + 5.50%/M
67,000,00 67,000,00 8.4%
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Education
Equinox SMU Medical school Senior secured revolving loar 13.25% (Base 1/26/200t¢ 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 loar 11.36% 1/26/200¢ 3,000,00! 3,000,000 $ 1.0C
Corp.(6)(8) ($3,000,000 par due 12/201  (Libor + 6.00%/B;
Senior secured loan ($4,858,: 11.37% 1/26/200t¢ 4,858,11: 4,858,111 $ 1.0C
par due 12/201C (Libor + 6.00%/Q
Senior secured loan ($4,966,! 11.37% 1/26/200¢ 4,966,88. 4,966,88; $ 1.0((3)
par due 12/201C (Libor + 6.00%/Q
Senior secured loan ($1,500,( 11.37% 1/26/200t¢ 1,500,001 1,500,001 $ 1.0C
par due 12/201C (Libor + 6.00%/Q
Senior secured loan ($1,500,( 11.37% 1/26/200¢ 1,500,001 1,500,001 $ 1.0((3)
par due 12/201C (Libor + 6.00%/Q
Limited liability company 1/25/200t 4,000,001 4,000,001 $ -5.0((5)
membership interest (17.39%
interest)
ELC Acquisition Developer, Junior secured loan ($8,333,2 12.37% 11/30/200¢ 8,333,33: 8,333,33: $ 1.0((3)
Corporation manufacturer  par due 11/2013) (Libor + 7.00%/Q
and retailer of
educational
products
Lakeland Private school Senior secured note 11.50% 12/13/200! 33,000,00 33,000,00 $ 1.0C
Finance, LLC operator ($33,000,000 par due 12/201
63,090,67 63,090,67 7.9%
Business Services
Investor Group Financial Senior secured loan ($1,500,( 12.00% 6/22/200¢ 1,500,001 1,500,00¢ $ 1.0((3)
Services, LLC services par due 6/2011
Senior secured revolving loar 11.04% 6/22/200t¢ 500,00 500,00 $ 1.0C
($500,000 par due 6/201 (Libor + 5.50%/S'
Limited liability company 6/22/200¢ — — 3 -5.0C
membership interest (10.00%
interest)
Miller Heiman, Inc.  Sales consultin: Senior secured loan ($3,093, 8.60% 6/20/200! 3,093,78! 3,093,78' $ 1.0((3)
services par due 6/201C (Libor + 3.25%/M
Senior secured loan ($4,017,! 9.12% 6/20/200! 4,017,59 4,017,59. $ 1.0((3)
par due 6/2012 (Libor + 3.75%/Q
MR Processing Bankruptcy anc Senior subordinated note 12.00% Cash, 3/23/200¢ 20,303,74 20,303,74 $ 1.00(4)
Holding Corp. foreclosure ($20,303,747 par due 2/2013 2.00% PIK
processing
services
Senior secured loan ($1,990,( 9.02% 3/28/200¢ 1,990,001 1,990,001 $ 1.0C
par due 2/2012 (Libor + 3.50%/S
Preferred stock (30,000 shar 4/11/200¢ 3,000,00! 3,000,000 $ 100.0((5)
Primis Marketing Database Senior subordinated note 11.00% Cash, 8/25/200¢ 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, LLC Preferred units (4,000 units) 8/25/200¢ 3,600,00! 3,600,000 $ 9.0((5)

(6)



Common units (4,000,000 8/25/200¢ 400,00( 400,00( $ 0.1((5)
units)
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Summit Business Business mediz Junior secured loan 12.35% 12/18/2001 10,000,00 10,000,00 $ 1.0C
Media, LLC consulting ($10,000,000 par due 11/201. (Libor + 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% 12/14/2001 40,000,00 40,000,00 $ 1.0C
Corporation manufacture ($40,000,000 par due 6/201  (Libor + 6.50%/M
Charter Baking Baked goods  Preferred stock (6,258 shares 9/1/200¢ 2,500,00! 2,500,000 $ 399.4¢5)
Company, Inc manufacture
Farley's & Sathers Branded candy Junior secured loan 11.36% 3/23/200¢ 10,000,00 10,000,00 $ 1.0((3)
Candy Company, Inc manufacture ($10,000,000 par due 3/201  (Libor + 6.00%/S
52,500,00 52,500,00 6.65%
Aerospace & Defense
ILC Industries, Inc.  Industrial Junior secured loan 11.50% 6/27/200¢ 12,000,00 12,000,00 $ 1.0((3)
products ($12,000,000 par due 8/2012
provider
Junior secured loan ($3,000,( 11.50% 6/27/200¢ 3,000,00! 3,000,000 $ 1.0C
par due 8/2012
Thermal Thermal Senior secured loan ($3,225,! 9.37% 3/28/200! 3,225,62! 3,225,62! $ 1.0((3)
Solutions LLC and  management al par due 3/2012) (Libor + 4.00%/Q
TSI Group, Inc. electronics
packaging
manufacture
Senior secured loan ($8,125| 11.25% (Base 3/28/200! 8,12t 8,12t $ 1.0((3)
due 3/2012 Rate + 3.00%/D
Senior secured loan ($1,611, 9.02% 3/28/200! 1,611,84. 1,611,84' $ 1.0((3)
par due 3/2011 (Libor + 3.50%/Q
Senior secured loan ($46,053  10.75% (Base 3/28/200! 46,05 46,05! $ 1.0((3)
par due 3/2011 Rate + 2.50%/D
Senior subordinated notes 11.50% cash, 3/28/200! 3,137,94: 3,126,80! $ 1.0((2)
($3,126,808 par due 9/201 2.75% PIK (@)
Senior subordinated notes 11.50% cash, 3/21/200¢ 2,548,75. 2,548,75. $ 1.00(2)
($2,548,751 par due 3/201 2.50% PIK 4)
Preferred stock (53,900 shar 3/28/200! 539,00( 539,00( $ 10.0((5)
Common stock (1,100,000 3/28/200! 11,00( 11,00 $ 0.01(5)
shares’
26,128,34 26,117,21 3.31%
Broadcasting and Cable
Patriot Media & Cable services Junior secured loan ($5,000,C 10.50% 10/6/200! 5,000,001 5,000,000 $ 1.0((3)
Communications par due 10/2013) (Libor + 5.00%/S
CNJ, LLC
Pappas Telecasting Television Senior secured loan 14.73% 3/1/200¢ 11,695,69 11,695,69 $ 1.00(4)
Incorporated broadcasting  ($11,695,696 par due 2/2010°  (Libor + 4.48% 3)
cash, 5.00%
PIK/Q)
Senior secured loan ($8,129, 14.73% 3/1/200¢ 8,129,40! 8,129,40! $ 1.0C(4)
par due 2/2010) (Libor + 4.48%
cash, 5.00%
PIK/Q)
Senior secured loan ($369,21 14.25% 3/1/200¢ 369,21: 369,21. $ 1.0((4)
par due 2/2010) (Libor + 4.00%
cash, 5.00%
PIK/Q)
Senior secured loan ($531,18 14.25% 3/1/200¢ 531,18 531,18( $ 1.0C(4)
par due 2/2010) (Libor + 4.00% 3)
cash, 5.00%
PIK/Q)
25,725,49 25,725,49 3.26%
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Consumer Products—Durable
Berkline/Benchcraft  Furniture Junior secured loan ($5,000,(  15.25% (Base 11/3/200: 5,000,00! 504,20t $ 0.1C¢(2)
Holdings LLC manufacturer  par due 5/2012) Rate + 5.00%,
and distributol 2.00%PIK/D)
Preferred units (2,536 unit 10/8/200: 1,046,34 — $ —(5)



Warrants to purchase 483,02 10/8/200: 2,752,55! — —(5)
units
Innovative Consumer Senior Secured Loan 11.13% 10/12/2001 13,000,00 13,000,00 1.0C
Brands, LLC products and  ($13,000,000 par due 9/2011
personal care
manufacture
Senior Secured Loan 11.13% 10/12/2001 12,000,00 12,000,00 1.00(3)
($12,000,000 par due 9/201
33,798,90 25,504,20 3.2%
Computers and Electronics
RedPrairie Software Junior secured loan ($12,00,C 11.87% 7/13/200¢ 12,000,00 12,000,00 1.0((3)
Corporation manufacture par due 1/2013 (Libor + 6.50%/Q
X-rite, Incorporated  Artwork Junior secured loan 10.37% 7/6/200¢ 10,000,00 10,000,00 1.0C
software ($10,000,000 par due 7/2013’ (Libor + 5.00%/Q
manufacture
22,000,00 22,000,00 2.7%
Cargo Transport
The Kenan Advanta¢ Fuel Senior subordinated notes 9.5% cash, 3.50¢ 12/15/200! 9,198,13! 9,198,13! 1.0C(4)
Group, Inc. transportation  ($9,198,136 par due 12/2013' PIK
provider
Senior secured loan ($2,475,( 8.36% 12/15/200! 2,475,00! 2,475,00! 1.0¢(3)
par due 12/2011 (Libor + 3.00%/Q
Preferred stock (10,984 shar 12/15/200! 1,098,401 1,098,401 100.0(5)
Common stock (30,575 share 12/15/200! 30,57¢ 30,57¢ 1.00(5)
12,802,11 12,802,11 1.62%
Farming and Agriculture
The GSI Group, Inc. Agricultural Senior notes ($10,000,000 pe 12.00% 5/11/200! 10,000,00 10,000,00 1.0C
equipment due 5/2013)
manufacture
Common stock (7,500 share 5/12/200! 750,00( 750,00( 100.0((5)
10,750,00 10,750,00 1.3¢%
Housing—Building Materials
HB&G Building Synthetic and  Senior subordinated loan 13.00% cash, 10/8/200: 8,655,82! 8,663,41! 1.01(2)
Products wood product  ($8,655,829 par due 3/2011) 2.00% PIK 4)
manufacture
Common stock (2,743 share 10/8/200: 752,88¢ 752,88t 274.4¢5)
Warrants to purchase (4,464 10/8/200:« 652,50: 652,50: 146.1%(5)
shares
10,061,22 10,068,80 1.2&%
Total $ 1,245,758,04 $ 1,235,821,83
5 |
1) We do not "Control" any of our portfolio companies,defined in the Investment Company Act of 194@eneral, under the Investment Company Act, waldtControl" a

portfolio company if we owned 25% or more of itdimg securities. All of our portfolio company integnts are subject to legal restriction on saleighvas of December 31, 2006
represented 157% of the Company's net assets.

2) Pledged as collateral for the CP Funding Facilitgt anless otherwise noted, all other investmempbadged as collateral for the Revolving Creditilfg (see Note 8 to the
consolidated financial statements).
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3) Pledged as collateral for the ARCC CLO and unléssravise noted, all other investments are pledgecb#ateral for the Revolving Credit Facility (Sdlete 8 to the consolidate
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 Investment Company Act, we aré/Adfiliate” of this portfolio company because we/n 5% or more of the portfolio company's outstagdioting securities.

Transactions during the period in which the issuas an Affiliate are as follows:

Capital Net

Redemptions Interest structuring Other Net realized unrealized
Company Purchases (cost) Sales (cost income service fees income gains/losses gains/losses
Abingdon Investments Limite $ 9,032,97 $ — $ — % — $ — % — $ — $ —
Daily Candy, Inc. $ 30,000,00 $ 125,000 $ — $ 164794 $ 250,000 $ — $ — $ —
Firstlight Financial Corporatio $  60,000,00 — $ — — $ — % — $ — $ —
Industrial Container Services, LL $ 23,754,73 $ 13,065,63 $ — $ 452390 $ 350,00 $ 124,29° $ — $ —
Making Memories Wholesale, In $ — % 1,385,41 $ — $ 2,356,44' $ — % 83,567 $ — $ 2,438,80
Primis Marketing Group Inc. and Primis
Holdings, LLC $  14,000,00 $ — $ — $ 463,26t $ 200,000 $ — $ — $ —
Equinox SMU Partners LLC and SMU
Acquisition Corp. $ 4178234 $ 20,025,00 $ — $ 2,061,441 $ 583,81( $ 19,21¢ $ — & —
Universal Trailer Corporatio $ 5,000,000 $ 7,528,881 $ 6,054,72 $ 176,73: $ — $ 3,128 $ 47,28: $ 3,440,58!
(@) As defined in the Investment Company Act, we aré/Adfiliate” of this portfolio company because wevo 5% or more of the portfolio company's outstagdioting securities. In

addition, as defined in the Investment Company #et,"Control" this portfolio company because we awore than 25% of the portfolio company's outstagdioting securities.
Transactions during the period in which the issuas both an Affiliate and a portfolio company thet Control are as follows:

Capital Net
Redemptions Sales Interest structuring Dividend Other Net realized unrealized
Company Purchases (cost) (cost) income service fees Income income gains/losses  gains/losse:
Reflexite Corporatiol $ 2568289 $ — £} — $ 1458091 $ — $ 242,14 $ — $ — 3 —
(8) Non-U.S. company or principal place of businessidetthe U.S. and as a result is not a qualifysgpiunder Section 55(a) of the Investment CompahyUnder the Investment

Company Act, we may not acquire any non-qualifyaisget unless, at the time such acquisition is ntpdeifying assets represent at least 70% of dat &ssets.

9) Non-registered investment company.

(10) A majority of the variable rate loans to our polii@ompanies bear interest at a rate that mayelershined by reference to either Libor or an aliegrBase Rate (commonly based
on the Federal Funds Rate or the Prime Rate)edidirower's option, which reset semi-annually @grterly (Q), bimonthly (B) monthly (M) or daily (D). For each suldan, we
have provided the current interest rate in effe@ecember 31, 2006.

(11) In addition to the interest earned based on thtedsiaterest rate of this security, we are entiteteceive an additional interest amount of 2.509624.2 million aggregate
principal amount of the portfolio company's sert@&m debt previously syndicated by us.

See accompanying notes to consolidated finanassients.
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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 December 31, 2C 11,066,76 $ 11,067 $ 159,602,70 $ (136,41%) — $ 230,94 $ 159,708,30

Issuance of common stocl

from add-on offerings (net

of offering and underwritin

costs) 26,575,00 26,57¢ 397,373,74 — — — 397,400,32
Reimbursement of

underwriting costspaid by

the Investment Adviser (s¢

Note 10) — — (2,475,001 — — — (2,475,001
Shares issued in connectit

with dividend reinvestmen

plan 267,71 26€ 4,691,10. — — — 4,691,36'
Net increase in stockholde

equity resulting from

operations — — — 27,123,80 10,341,71 4,385,56. 41,851,07

Dividend declared ($1.30

per share — — — (26,987,38) (4,576,48) (31,563,87)
Balance at December 31, 2C 37,909,48 $ 37,91C $ 559,192,55 $ — $ 5,765,22! $ 4,616,511 $ 569,612,19

Issuance of common stocl

from add—en offerings (ne

of offering and underwritin

costs) 13,511,25 13,51: 211,739,15 — — — 211,752,66
Shares issued in connectit

with dividend reinvestmen

plan 615,79: 61€ 10,701,63 — — — 10,702,25
Net increase in stockholde

equity resulting from

operations — — — 56,631,60 27,616,43 (14,552,71) 69,695,32
Dividend declared ($1.64
per share — — — (56,631,60) (15,697,42) — (72,329,03)

Tax reclassification of

stockholders' equity in

accordance with generally

accepted accounting

principles — — 3,5659,23: 7,038,46! (10,597,70) —

Balance at December 31, 2C 52,036,52 $ 52,037 $ 785,192,57 $ 7,038,46! $ 7,086,52! $ (9,936,20) $  789,433,40
L& ___________§§ ____________§§ _________§ N |

Issuance of common stocl

from add—en offerings (ne

of offering and underwritin

costs) 19,961,57 19,96 344,145,81 — — — 344,165,77
Shares issued in connectit

with dividend reinvestmen

plan 685,98! 68t 11,612,85 — — — 11,613,53
Net increase in stockholde

equity resulting from

operations — — — 94,949,04 6,544,49; (10,661,07) 90,832,46.
Dividend declared ($1.66
per share = = = (97,864,23) (13,631,02) = (111,495,25)

Tax reclassification of

stockholders' equity in

accordance with generally

accepted accounting

principles — — (4,352,48) 2,881,531 1,470,95. — —

Balance at December 31, 2C 72,684,09 $ 72,68: $ 1,136,598,75 $ 7,004,881 $ 1,470,95. $ (20,597,28) $ 1,124,549,92
L& ___________§§ ____________§§ _________§ N |

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

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY (Con tinued)

ARES CAPITAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES:
Net increase in stockholders' equity resulting f
operations
Adjustments to reconcile net increase in
stockholders' equity resulting from operatio
Net realized gains from investment and fore
currency transactior
Net unrealized gains (losses) from investment
foreign currency transactiol
Net accretion of discount on securit
Increase in accrued paym-in-kind dividends
and interes
Amortization of debt issuance co
Depreciatior
Proceeds from sale and redemption of investn
Purchases of investmer
Changes in operating assets and liabilit
Interest receivabl
Other asset
Accounts payable and accrued expel
Management and incentive fees pays
Interest and facility fees payat
Interest payable to the Investment Advi

Net cash used in operating activit

FINANCING ACTIVITIES:

For the Year
Ended

December 31, 2007

For the Year
Ended

December 31, 2006

For the Year
Ended
December 31, 2005

90,832,46 $

(6,544,49)

10,661,07
(1,265,88)

(16,230,59)
1,857,63;
410,32t
725,180,89
(1,311,301,21)

(13,609,38)
(916,07
(3,488,30)
556,04«
2,724,85!

69,695,332 $

(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!
(154,075

41,851,07

(10,341,71)

(4,385,56)
(85,89¢)

(3,113,03)
465,39

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

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

3,203,37
217,75
154,07

(514,156,04)

(518,262,17)

(349,972,39)

Net proceeds from issuance of common s 344,165,77 211,752,66 397,400,32
Borrowings on dek 713,349,85 977,000,00 123,500,00
Repayments on credit facility payal (513,000,00) (513,000,00) (161,000,00)
Credit facility financing cost (874,747 (5,573,930 (2,817,44)
Underwriting costs payable to the Investm
Adviser — (2,475,001 —
Dividends paid in cas (99,881,71) (74,516,00) (17,303,30)
Net cash provided by financing activiti 443,759,17 593,187,72 339,779,57
CHANGE IN CASH AND CASH EQUIVALENTS (70,396,87) 74,925,54. (10,192,82)
CASH AND CASH EQUIVALENTS, BEGINNING
OF PERIOD 91,538,87 16,613,33 26,806,16
CASH AND CASH EQUIVALENTS, END OF
PERIOD $ 21,142,00 $ 91,538,87 $ 16,613,33

Supplemental Informatiot

Interest paid during the peric $ 31,752,27 % 14,357,97 $ 638,20:
Taxes paid during the peri $ 1,271,510 $ 4,519,31 $ —
Dividends declared during the peri $ 111,495,225 $ 72,329,03 $ 31,563,87

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

As of December 31, 2007
1. ORGANIZATION

Ares Capital Corporation (the "Company™ARCC" or "we") is a specialty finance company tigh closed-end, non-diversified
management investment company incorporated in MadylWe have elected to be regulated as a busiegstopment company under the
Investment Company Act of 1940 (the "Investment @any Act"). We were incorporated on April 16, 200 were initially funded on
June 23, 2004. On October 8, 2004, we completedhdial public offering (the "IPO"). On the samatd, we commenced substantial
investment operations.

The Company has qualified and has electdxbttreated for tax purposes as a regulated imeggtcompany, or a "RIC", under the Inter
Revenue Code of 1986 (the "Code"), as amendedCbhegpany expects to continue to qualify and to dlette treated for tax purposes as a
RIC. Our investment objective is to generate bottient income and capital appreciation through delot equity investments. We invest
primarily in first and second lien senior loans anelzzanine debt, which in some cases may includggaity component, and, to a lesser
extent, in equity investments in private middle kehrcompanies.

We are externally managed by Ares Capitahdyement LLC (the "Investment Adviser"), an afii of Ares Management LLC ("Ares
Management"), an independent international investrmanagement firm that manages investment fundss @perations LLC ("Ares
Administration"), an affiliate of Ares Managemeptpvides the administrative services necessaryddp operate pursuant to an amended and
restated administration agreement (the "AdminigtrefAgreement”).

2.  SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying consolidated financiaikestents have been prepared on the accrual baaczofinting in conformity with accounting
principles generally accepted in the United Staded,include the accounts of the Company and itdlwbwned subsidiaries. The consolida
financial statements reflect all adjustments amthssifications which, in the opinion of managemeane necessary for the fair presentation of
the results of the operations and financial coadifor the periods presented. All significant ictenpany balances and transactions have been
eliminated.

Cash and Cash Equivalents

Cash and cash equivalents include sham;téquid investments in a money market fund. Caisti 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 exi
the Federal Deposit Insurance Corporation instirei. |

Investments

Investment transactions are recorded ottr#fie date. Realized gains or losses are compigiag 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 readitailable are valued at fair value as determinggbod faith by our board of directors based
on the input of our management and audit committeaddition, the board of
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directors currently receives input from independexitiation firms that have been engaged at thetitire of the board to assist in the valuation
of each portfolio investment at least once duringading 12 month period. The valuation processdeducted at the end of each fiscal quarter,
with approximately a quarter of our valuations oftfolio companies without market quotations subjeaeview by an independent valuation
firm each quarter. The types of factors that therdbanay take into account in determining the falue of our investments include, as relevant,
the enterprise value of a portfolio company, theireaand realizable value of any collateral, thefptho company's ability to make payments
and its earnings and discounted cash flow, the etsiik which the portfolio company does businessjmarison to publicly traded securities
and other relevant factors.

When an external event such as a purchassaiction, public offering or subsequent equitg sacurs, we use the pricing indicated by the
external event to corroborate our valuation. Beedhsre is not a readily available market valuenfiost of the investments in our portfolio, we
value substantially all of our portfolio investmerat fair value as determined in good faith by lmeaird under a valuation policy and a
consistently applied valuation process. Due tdrtherent uncertainty of determining the fair vabfénvestments that do not have a readily
available market value, the fair value of our inweants may differ significantly from the valuesttgould have been used had a ready market
existed for such investments and may differ maltgrieom the values that we may ultimately realize.

With respect to investments for which maugotations are not readily available, our bodrdiectors undertakes a multi-step valuation
process each quarter, as described below:

. Our quarterly valuation process begins with eaatf@a company or investment being initially valliby the investmer
professionals responsible for the portfolio investinin conjunction with our portfolio managemerarte

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

. The audit committee of our board of directors rex¢hese preliminary valuations, as well as theitirgf an independel
valuation firm with respect to the valuations opegximately a quarter of our portfolio companies.

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

Interest Income Recognition

Interest income, adjusted for amortizatibpremium and accretion of discount, is recordedmo accrual basis. Discounts and premiums
on securities purchased are accreted/amortizedtbedife of the respective security using the @ffee yield method. The amortized cost of
investments represents the original cost adjustethé accretion of discounts and amortizationrefigums.

Loans are generally placed on non-accta&is when principal or interest payments are gast30 days or more or when there is
reasonable doubt that principal or interest willdodlected. Accrued interest is generally revensben a loan is placed on non-accrual status.
Interest payments received on non-accrual loansbheagcognized as income or applied to princippedeing upon management's judgment.
Non-accrual loans are restored to accrual status ywhendue principal and interest is paid and, inagament's judgment, are likely to remain
current. The Company may make exceptions to thfgeifoan has sufficient collateral value and ithia process of collection. As of
December 31, 2007, $20,687,268 aggregate prinaipalint of loans were placed on non-accrual stamief December 31, 2006, $5,000,000
aggregate principal amount of loans were placedamaccrual status.
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Paymen-in-Kind Interest

The Company has loans in its portfolio ttantain a payment-ikind ("PIK") provision. The PIK interest, computatthe contractual ra
specified in each loan agreement, is added toriheipal balance of the loan and recorded as isténeome. To maintain the Company's st
as a RIC, this non-cash source of income must lsequas to stockholders in the form of dividendseevthough the Company has not yet
collected the cash. For the years ended Decembh&08Y, 2006 and 2005, $16,230,594, $6,288,733aridL 3,035, respectively, in PIK
income were recorded.

Capital Structuring Service Fees and Other Income

The Company's Investment Adviser seeksdwige assistance to our portfolio companies inneation 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 wgyverhen earned upon closing of the investment.sEingices that the Company's Investment
Adviser provides vary by investment, but generatipsist of reviewing existing credit facilitiesranging bank financing, arranging equity
financing, structuring financing from multiple leexd, structuring financing from multiple equity @stors, restructuring existing loans, raising
equity and debt capital, and providing generalrfzial advice, which concludes upon closing of tineestment. Any services of the above
nature subsequent to the closing would generalhgee a separate fee payable to the Companyrtaircenstances where the Company is
invited to participate as a co-lender in a trarisacind does not provide significant services inragtion with the investment, a portion of loan
fees paid to the Company in such situations willbierred and amortized over the estimated lifdnefloan. The Company's Investment
Adviser may also take a seat on the board of direcif a portfolio company, or observe the meetofghe board of directors without taking a
formal seat.

Other income includes fees for asset managg consulting, loan guarantees, commitmentso#mel services rendered by the Company
to portfolio companies. Such fees are recognizeédamsne when earned or the services are rendered.

Foreign Currency Translation

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

Q) Market value of investment securities, other asaettliabilitie—at the exchange rates prevailing at the end ofitye

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

Results of operations based on changesré@igih exchange rates are separately discloséduistatement of operations. Foreign security
and currency translations may involve certain abasitions and risks not typically associated withesting in U.S. companies and U.S.
government securities. These risks include, buhatdimited to, currency fluctuation and revaloat and future adverse political, social and
economic developments which could cause investnieitkeir markets to be less liquid and prices maratile than those of comparable U.S.
companies or U.S. government securities.

Offering Expenses

The Company's offering costs are chargedhagthe proceeds from the equity offerings whesreived. For the year ended December 31,
2007, 2006 and 2005, the Company incurred apprdei;m&900,000, $900,000 and $1,200,000 in offedasts, respectively.
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Debt Issuance Cosi

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

Federal Income Taxes

The Company has qualified and elected atehds to continue to qualify for the tax treatmagmplicable to RICs under Subchapter M of
the Code and, among other things, has made amtisite continue to make the requisite distributitigs stockholders which will relieve the
Company from Federal income taxes. In order toifyuat a RIC, among other factors, the Compangdgiired to timely distribute to its
stockholders at least 90% of investment compangtiiexincome, as defined by the Code, for each year.

Depending on the level of taxable incommed in a tax year, we may choose to carry forviaxdble income in excess of current year
dividend distributions into the next tax year aly p. 4% excise tax on such income, as requireth& extent that the Company determines
that its estimated current year annual taxablenrecwill be in excess of estimated current yearddimd distributions, the Company accrues
excise tax, if any, on estimated excess taxablenmecas taxable income is earned. For the yearsiddeleember 31, 2007, 2006 and 2005,
provisions of approximately $100,000, $570,000 $b88,000, respectively, were recorded for Fedeteike taxes. As of December 31, 2007,
the entire $100,000 was unpaid and included in@ttsopayable on the accompanying consolidated balsineet.

Certain of our wholly owned subsidiaries aubject to Federal and state income taxes. Eoralr ended December 31, 2007, we recc
a tax benefit of approximately $900,000 for thasiesidiaries. For the year ended December 31, 2088ecorded a tax provision of
$4.4 million, for these subsidiaries. For the yeaded December 31, 2005, we recorded no provisiothése subsidiaries.

Dividends

Dividends and distributions to common stomkers are recorded on the record date. The antounret paid out as a dividend is determi
by the board of directors each quarter and is gélydyased upon the earnings estimated by manageienrealized capital gains, if any, are
distributed at least annually, although we may dieto retain such capital gains for investment.

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

Use of Estimates in the Preparation of Financial&éments

The preparation of financial statementsdnformity with accounting principles generally eapted in the United States requires
management to make estimates and assumptiondfitttae reported amounts of actual and contingsseets and liabilities at the date of the
financial statements and the reported amountsooiie or loss and expenses during the reportingghefictual results could differ from those
estimates. Significant estimates include the vanatf investments.

Fair Value of Financial Instruments

The carrying value of the Company's finahistruments approximate fair value. The carryiafyie of interest and open trade
receivables, accounts payable and accrued expap@eximate fair
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value due to their short maturity. As of Decembkr2007, the CP Funding Facility (as defined ind\®} had a fair value of approximately
$84.4 million and a carrying value of $85.0 millioks of December 31, 2007, the Revolving Creditilfgdas defined in Note 8) had a fair
value of approximately $279.1 million and a cargyiralue of $282.5 million. As of December 31, 20ti& CLO Notes (as defined in Note 8)
had a fair value of approximately $260.6 milliordancarrying value of $314.0 million. As of DecemB&, 2006, the fair value of the CP
Funding Facility, Revolving Credit Facility and CLiIbtes approximated the carrying value as the bbrimterest rates were considered to be
at market.

3. AGREEMENTS

The Company is party to an investment ayisgreement (the "Advisory Agreement”) with thedstment Adviser under which the
Investment Adviser, subject to the overall supéoviof our board of directors, provides investmaavisory services to ARCC. For providing
these services, the Investment Adviser receiveg drbm us, consisting of two components—a baseagement fee and an incentive fee. The
base management fee is calculated at an annualfrat8% of our total assets (other than cash sh eguivalents but including assets
purchased with borrowed funds). The base manageimei’ payable quarterly in arrears. The base genant fee is calculated based on the
average value of our total assets (other than @ashsh equivalents but including assets purchagthcborrowed funds) at the end of the two
most recently completed calendar quarters.

The incentive fee has two parts. One gacticulated and payable quarterly in arrears basexlr pre-incentive fee net investment
income for the quarter. Pre-incentive fee net itmesit income means interest income, dividend incanteany other income (including any
other fees such as commitment, origination, striregu diligence and consulting fees or other féed tve receive from portfolio companies but
excluding fees for providing managerial assistamoeyued during the calendar quarter, minus opeyatkpenses for the quarter (including the
base management fee, any expenses payable undamtistration agreement, and any interest expandalividends paid on any outstanc
preferred stock, but excluding the incentive f&g-incentive fee net investment income includeshé case of investments with a deferred
interest feature such as market discount, debtimstnts with payment-in-kind interest, preferreatktwith 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 receivedt tivas based on accrued income that we never egtaiva result of a default by an entity or
obligation that resulted in the accrual of suctome.

Preincentive fee net investment income does not ireladly realized capital gains, realized capitaldess unrealized capital apprecial
or depreciation. Pre-incentive fee net investmeoadine, expressed as a rate of return on the véloer met assets (defined as total assets less
indebtedness) at the end of the immediately pregechlendar quarter, is compared to a fixed "huralle" 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 pre-incentive fee net investment income does not extestiurdle rate

. 100% of our pr-incentive fee net investment income with respeth&d portion of such p-incentive fee net investment incor
if any, that exceeds the hurdle rate but is leas th50% in any calendar quarter. We refer toghision of our pre-incentive fee
net investment income (which exceeds the hurdiebat is less than 2.50%) as the "catch-up" promisThe "catchip" is mear
to provide our Investment Adviser with 20% of the4incentive fee net
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investment income as if a hurdle rate did not ajftlyis net investment income exceeds 2.50% incaigndar quarter; and
. 20% of the amount of our pre-incentive fee net gtnent income, if any, that exceeds 2.50% in agnckar quarter.
These calculations are adjusted for anyesissuances or repurchases during the quarter.

The second part of the incentive fee igaBined and payable in arrears as of the end &f e@lendar year (or upon termination of the
Advisory Agreement, as of the termination datejno@encing with the calendar year ending on DecerBbe?004, and equals 20% of our
realized capital gains for the calendar year, ¥, momputed net of all realized capital losses ametalized capital 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 such paynsaiot be made the sum of (a) the aggregate disimiis to the stockholders and (b) the
change in net assets (defined as total assetgtiEdstedness) is less than 8.0% of our net asttte deginning of such period. These
calculations were appropriately pro rated durirgfitst three calendar quarters following Octobe2@)4 and are adjusted for any share
issuances or repurchases.

For the year ended December 31, 2007, waiad $23,530,805 in base management fees, $28%2Mh incentive management fees
related to pre-incentive fee net investment incame no incentive management fees related to reldiapital gains. As of December 31, 2007,
$13,041,060 was unpaid and included in "Managemedtincentive fees payable” in the accompanyingaiifated balance sheet.

For the year ended December 31, 2006, weiad $13,645,724 in base management fees, $1636ih incentive management fees
related to pre-incentive fee net investment incame $3,448,462 in incentive management fees retatezhlized capital gains.

For the year ended December 31, 2005, weaiiad $5,147,492 in base management fees, $3@2h6ncentive management fees rele
to pre-incentive fee net investment income and $8®in incentive management fees related to regliapital gains.

We are also party to a separate administraigreement with Ares Administration under whites Administration furnishes us with
office, equipment and clerical, bookkeeping andrédkeeping services at our office facilities. Paynts under the Administration Agreement
are equal to an amount based upon our allocabteparf Ares Administration's overhead in perforgnits obligations under the
Administration Agreement, including our allocablerfoon of the cost of our officers and their redpexstaffs. Under the Administration
Agreement, Ares Administration also performs orrsees the performance of our required adminisegatervices, which include, among other
things, being responsible for the financial recostiéch we are required to maintain and preparimpres to our stockholders and reports filed
with the SEC. In addition, Ares Administration a&sius in determining and publishing the net asslee, oversees the preparation and filin
our tax returns and the printing and disseminaioreports to our stockholders, and generally ceesghe payment of our expenses and the
performance of administrative and professionalises/rendered to us by others. The Administratigne&ment may be terminated by either
party without penalty upon 60-days' written noticghe other party.

For the years ended December 31, 2007, 20686005, we incurred $997,470, $953,400 and $888n administrative fees, respective
As of December 31, 2007, $261,113 was unpaid atidded in "Accounts payable and accrued expensdsieiaccompanying consolidated
balance sheet.

F-35




4. EARNINGS PER SHARE

The following information sets forth theneputations of basic and diluted net increase inlstolders' equity per share resulting from the
years ended December 31, 2007, 2006 and

2007 2006 2005

Numerator for basic and diluted net incre
in stockholders' equity resulting from
operations per shar $ 90,832,46. $ 69,695,32 $ 41,851,07

Denominator for basic and diluted net
increase in stockholders' equity resulting
from operations per shar 66,410,96 43,156,46 23,487,93

Basic and diluted net increase in
stockholders' equity resulting from operati
per share $ 137 % 161 $ 1.7¢

5. INVESTMENTS

For the year ended December 31, 2007, tep@ny purchased (A) $895.9 million aggregate jpadcamount of senior term debt,
(B) $177.9 million aggregate principal amount afise subordinated debt, (C) $121.5 million of intreents in equity securities, and
(D) $56.0 million of investments in collateralizddbt obligations.

In addition, for the year ended December2BD7, (1) $227.1 million aggregate principal amioaf senior term debt, (2) $62.9 million
aggregate principal amount of senior subordinatdat end (3) $10.0 million of investments in semotes were redeemed. Additionally,

(A) $381.1 million aggregate principal amount ofiee term debt, (B) $26.9 million aggregate priradipmount of senior subordinated debt
(C) $10.6 million of investments in equity secu@#tiwere sold.

As of December 31, 2007, investments aisth ead cash equivalents consisted of the following:

Amortized Cost Fair Value
Cash and cash equivalel $ 21,142,000 $ 21,142,00
Senior term dek 1,087,760,98 1,063,728,97
Senior subordinated de 399,843,36 401,140,82
Equity securitie: 252,016,58 253,332,04
Collateralized debt obligatior 56,000,00 56,000,00
Total $ 1,816,762,92 $ 1,795,343,84

As of December 31, 2006, investments asti ead cash equivalents consisted of the following:

Amortized Cost Fair Value
Cash and cash equivalel $ 91,538,87 $ 91,538,87
Senior term dek 796,857,47 791,677,72
Senior note! 10,000,000 10,000,00
Senior subordinated de 299,881,31 299,877,75
Equity securitie: 139,019,25 134,266,35
Total $ 1,337,296,91 $ 1,327,360,71

The amortized cost represents the originat adjusted for the accretion of discounts andreation of premiums on debt using the
effective interest method.
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The industry and geographic compositionthefportfolio at fair value at December 31, 206d Becember 31, 2006 were as follows:

December 31

2007 2006
Industry
Health Care 17.1 14./%
Financial 9.9 5.6
Business Service 8.5 4.7
Printing/Publishing/Medi 7.3 9.5
Educatior 6.9 5.1
Retail 6.5 6.C
Beverage/Food/Tobact 6.2 4.3
Other Service 5.8 7.5
Consumer Produc 5.6 8.C
Environmental Service 4.9 5.4
Manufacturing 4.7 7.7
Restaurant 4.2 6.4
Containers/Packagir 2.7 6.7
Aerospace and Defen 2.5 2.1
Computers/Electronic 2.C 1.8
Health Clubs 1.9 —
Grocery 1.5 —
Cargo Transpol 0.8 1.C
Homebuilding 0.5 0.8
Telecommunication 0.5 —
Broadcasting/Cabl — 2.1
Farming and Agricultur — 0.9
Total 100.% 100.(%

December 31

2007 2006
Geographic Region
Mid-Atlantic 22.%% 29.4%
Midwest 22.€ 19.2
West 19.C 21.€
Southeas 18.: 21.:
International 12.7 2.8
Northeas 4.5 5.7
Total 100.(% 100.(%

6. INCOME TAXES

The following reconciles net increase imc&holders' equity resulting from operations toatale income for the year ended December 31,
2007:

Net increase in stockholders' equity resulting fraperations $ 90,832,46.
Net unrealized loss on investments transactionsaxaible 10,661,07
Other income not currently taxat (1,428,96)
Other taxable incom 1,221,43
Expenses not currently deductil 18,12/
Other deductible expens (73,419
Taxable income before deductions for distributi $ 101,230,72
I

F-37




During the year ended December 31, 2003, rasult of permanent book-to-tax differences prity due to the recharacterization of
distributions, differences in the book and tax padiinvestments sold, dividends paid by portfalimnpanies to the Company in excess of
portfolio company earnings and nondeductible federees, the Company increased accumulated urulis®d net investment income by
$2,881,530, increased accumulated net realizedagagale of investments by $1,470,951 and decrezeggthl in excess of par value by
$4,352,481. Aggregate stockholders' equity wasffetted by this reclassification. As of Decembgr 3007, the cost of investments for tax
purposes was $1,795,463,560 resulting in a grossalined appreciation and depreciation of $55,30% #hd $76,566,965, respectively.

For income tax purposes, distributions pgaidtockholders are reported as ordinary incorae;taxable, capital gains, or a combination
thereof. Dividends paid per common share for thee yeded December 31, 2007 were taxable as follomaudited):

Ordinary income $ 106,599,71
Capital gains 4,895,53.
Return of capita —

Total $ 111,495,25

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

Net increase in stockholders' equity resulting fraperation: $ 69,695,32
Net unrealized gain on investments transactionsaxatble 14,552,71
Other income not currently taxat (24,661,43)
Other taxable incom 16,256,58
Expenses not currently deductil 5,704,84
Other deductible expens (1,106,91)
Taxable income before deductions for distributi $ 80,441,12

Excluded from taxable income before dedundtifor distributions are $238,668 of capital Issssalized by the Company after October 31,
2006, which were deferred for tax purposes to itis¢ day of the following fiscal year. During thear ended December 31, 2006, as a result of
permanent book-to-tax differences primarily du¢hta recharacterization of distributions, differemaethe book and tax basis of investments
sold, dividends paid by portfolio companies to @@mpany in excess of portfolio company earningsramtteductible federal taxes, the
Company increased accumulated undistributed nesinvent income by $7,038,469, decreased accumulatedalized gain on sale of
investments by $10,597,702 and increased capiatdess of par value by $3,559,233. Aggregate budkrs' equity was not affected by this
reclassification. As of December 31, 2006, the obstvestments for tax purposes was $1,245,892:883lting in a gross unrealized
appreciation and depreciation of $2,482,828 and3BR2575, respectively.

For income tax purposes, distributions pgaidtockholders are reported as ordinary incorae;taxable, capital gains, or a combination
thereof. Dividends paid per common share for thee yeded December 31, 2006 were taxable as follonaudited):

Ordinary income $ 64,551,09
Capital gains 7,777,94
Return of capita —

Total $ 72,329,03
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The following reconciles net increase imc&holders' equity resulting from operations toatale income for the year ended December 31,
2005:

Net increase in stockholders' equity resulting fraperations $ 41,851,07
Net unrealized gain on investments transactionsaxatble (4,385,56)
Other income not currently taxak (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

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

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

7. COMMITMENTS AND CONTINGENCIES

As of December 31, 2007, the Company hadnsitted to make a total of approximately $323.6ioml of investments in various
revolving senior secured loans. As of Decembe280y, $244.4 million was unfunded. Included witttie $323.6 million commitment in
revolving secured loans is a commitment to issutouil 1.0 million in standby letters of credit thgh a financial intermediary on behalf of
certain portfolio companies. Under these arrangésnéime Company would be required to make paynterttsird-party beneficiaries if the
portfolio companies were to default on their redlgpayment obligations. As of December 31, 2007 Gbmpany had $8.8 million in standby
letters of credit issued and outstanding on bedfalfie portfolio companies, of which no amountsevexcorded as a liability. Of these letters of
credit, $1.3 million expire on June 10, 2013, $500, expire on August 31, 2010, $4.6 million exmireFebruary 28, 2009 and $2.4 million
expire on September 30, 2008. These letters oftareay be extended under substantially similar tefan additional one-year terms at the
Company's option until the Revolving Credit Fagilitander which the letters of credit were issuedfures on December 28, 2010.

As of December 31, 2007, the Company wagestito subscription agreements to fund up to $ ifillion of equity commitments,
substantially all at the discretion of the Companprivate equity investment partnerships. As ot8aber 31, 2007, $1.3 million was funded
to these partnerships.

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 December 31, 2006 2%#8lion was unfunded. Included within the $79.0lion commitment in revolving
secured loans is a commitment to issue up to $8libmin standby letters of credit through a fircdal intermediary on behalf of certain
portfolio companies. Under these arrangementsCtmapany would be required to make payments to-hérdy beneficiaries if the portfolio
companies were to default on their related payrobligations. As of December 31, 2006, the Compaaty $2.8 million in standby letters of
credit issued and outstanding on behalf of thefplatcompanies, of which no amounts were recoraied liability.

F-39




As of December 31, 2006, the Company wagestito a subscription agreement to fund up taGdillion of equity commitments,
substantially all at the discretion of the Companprivate equity investment partnerships. As ot&aber 31, 2006, $225,000 was funded to
these partnerships.

We intend to fund these commitments andgeotive investment opportunities with existinghgakrough cash flow from operations
before new investments, through borrowings undeiFailities or other long-term debt agreementshosugh the sale or issuance of new
equity capital.

8. BORROWINGS

In accordance with the Investment Compant with certain limited exceptions, we are onlipaled to borrow amounts such that our
asset coverage, as defined in the Investment Coynietn is at least 200% after such borrowing.

Our debt obligations consisted of the feilog as of December 31, 2007 and 2006 (in millions)

December 31, 200 December 31, 200

Revolving Credit Facility $ 282t % 193.(
CP Funding Facility 85.C 15.C
Debt Securitizatiol 314.( 314.(

Total $ 681.5 $ 522.(

The weighted average interest rate ofalldebt obligations as of December 31, 2007 anceBéer 31, 2006 was 5.66% and 6.06%,
respectively.

CP Funding Facility

On October 29, 2004, we formed Ares Ca@ifalFunding LLC ("Ares Capital CP"), a wholly ownsuabsidiary of the Company, through
which we established a revolving credit facilithgt"CP Funding Facility”). On November 3, 2004 (tRacility Effective Date"), we entered
into the CP Funding Facility that, as amendedyalldres Capital CP to issue up to $350.0 milliowafiable funding certificates ("VFC"). As
part of the CP Funding Facility, we are subjedtrtotations as to how borrowed funds may be usetlioing restrictions on geographic
concentrations, sector concentrations, loan segment frequency and status, average life, colateterests and investment ratings as well as
regulatory restrictions on leverage which may dffae amount of VFC that we may issue from timérte. There are also certain requirem
relating to portfolio performance, including reqdrminimum portfolio yield and limitations on dedimencies and charge-offs, violation of
which could result in the early amortization of tBB Funding Facility and limit further advances enthe CP Funding Facility and in some
cases could be an event of default. Such limitatioequirements, and associated defined termssgregided for in the documents governing
the CP Funding Facility. As of December 31, 206@ér¢ was $85.0 million outstanding under the CRdignFacility and the Company
continues to be in compliance with all of the liatibns and requirements of the CP Funding Faciisyof December 31, 2006, there was
$15.0 million outstanding under the CP Funding Fsci

The CP Funding Facility is scheduled toiexpn October 8, 2008 and is secured by all obsets held by Ares Capital CP, which as of
December 31, 2007 consisted of 20 investmentsxpita&tion, at our election, any principal amourhitsrt outstanding will be amortized over a
24-month period from the termination date. Undertdrms of the CP Funding Facility, we were requiepay a renewal fee of 0.375% of the

total amount available for borrowing on or arouadreNovember ' of the first two years of the CP Funding Facility.

The interest charged on the VFC is basetthemommercial paper rate plus 1.00%. The intertestged on the VFC is payable quarterly.
As of December 31, 2007 the commercial paper rate w
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5.1147%, and as of December 31, 2006 the commerager rate was 5.3481%. For the years ended Dexe8ttb2007, 2006 and 2005, the
average interest rates (i.e. commercial papemptatethe spread) were 6.12%, 5.80% and 4.26%, ctsply. For the years ended
December 31, 2007, 2006 and 2005, the averageandisg balances were $88,295,890, $45,620,822 An®@39,726, respectively.

For the years ended December 31, 2007, 2a08&005 the interest expense incurred was $8883$2,615,244 and $799,307,
respectively. Cash paid for interest expense dutirg/ears ended December 31, 2007, 2006 and 28(5%4,284,927, $2,603,286 and
$638,204, respectively.

The Company is also required to pay a camenit fee for any unused portion of the CP Fundhagility. Initially, the commitment fee
was 0.175% per annum. On April 8, 2005 the CP Fmé#iacility was amended pursuant to which amongrdttings, the commitment fee was
temporarily reduced to 0.11% per annum until thiezaof (a) the date the total borrowings outsiagcexceed $150.0 million or (b) Octobel
2005, after which the commitment fee was 0.175%apeium. On November 14, 2005 the CP Funding Faeilits further amended pursuan
which among other things, the commitment fee wdsceed to 0.10% per annum prior to the first timeg the borrowings outstanding under
CP Funding Facility equal or exceed $200.0 milkord 0.125% per annum on and after the first tiragttie borrowings outstanding under the
CP Funding Facility exceed $200.0 million. On Ji8; 2006 the CP Funding Facility was further amengl&rsuant to which, among other
things, the commitment fee was increased to 0.1@8f@nnum calculated based on an amount equabt@ Gillion less the borrowings
outstanding under the CP Funding Facility. As sasthe borrowings outstanding under the CP Funidaugity equal or exceed
$200.0 million, the fee is calculated based onranunt equal to $350.0 million less the borrowingsstanding under the CP Funding Facility.
For the years ended December 31, 2007, 2006 arg #@commitment fees incurred were $141,326, &5 ®and $257,800, respectively.

Revolving Credit Facility

In December 2005, we entered into a sesgoured revolving credit facility (the "Revolvingegit Facility") under which, as amended,
lenders have agreed to extend credit to the Comipaaiy aggregate principal amount not exceedin@$btillion at any one time outstandit
The Revolving Credit Facility expires on Decemb@y 2010 and with certain exceptions is securedubpgtantially all of the assets in our
portfolio (other than investments held by Ares @apCP under the CP Funding Facility and those beld part of the Debt Securitization,
discussed below) which as of December 31, 2007isteasof 148 investments. Under the Revolving QrEdcility, we have made certain
representations and warranties and are requirednply with various covenants, reporting requiretaemd other customary requirements for
similar revolving credit facilities, including, wibut limitation, covenants related to: (a) limitats on the incurrence of additional indebtedness
and liens, (b) limitations on certain investmefit$ limitations on certain restricted payments,fdintaining a certain minimum stockholders'
equity, (e) maintaining a ratio of total assetsgléeotal liabilities) to total indebtedness, of @@mpany and its subsidiaries, of not less than
2.0:1.0, (f) maintaining minimum liquidity, and (fijnitations on the creation or existence of agreets that prohibit liens on certain properties
of the Company and its subsidiaries.

In addition to the asset coverage raticdesd above, borrowings under the Revolving CrEditility (and the incurrence of certain other
permitted debt) will be subject to compliance wathorrowing base that will apply different advanates to different types of assets in our
portfolio. The Revolving Credit Facility also inclas an "accordion” feature that allows us to ineeetlie size of the Revolving Credit Facility
to a maximum of $765.0 million under certain ciratences. The Revolving Credit Facility also inckideual and customary events of default
for senior secured revolving credit facilities bfstnature. As of December 31, 2007, there was $288lion outstanding under the Revolving
Credit Facility and the Company continues to beampliance with all of the limitations
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and requirements of the Revolving Credit Facilikg.of December 31, 2006, there was $193.0 milliotstanding under the Revolving Credit
Facility.

The interest charged under the Revolvingd@iFacility is generally based on LIBOR (one, twoee or six month) plus 1.00%. As of
December 31, 2007, the one, two, three and six ImioBOR were 4.60%,4.65%,4.70% and 4.60%, respelstiF-or the year ended
December 31, 2007 the average interest rate wlg®% the average outstanding balance was $177,5P3a8 interest expense incurred was
$11,531,970 and the cash paid for interest expense$9,917,577. As of December 31, 2006, the ove,three and six month LIBOR were
5.32%, 5.35%, 5.36% and 5.37%, respectively. Ferytar ended December 31, 2006 the average intatesvas 6.44%, the average
outstanding balance was $89,021,918, the interpsinse incurred was $5,732,028 and the cash paidtévest expense was $4,518,853. The
Company is also required to pay a commitment fe&20% for any unused portion of the Revolving @redcility. For the years ended
December 31, 2007, 2006 and 2005, the commitmestifeeurred were $303,777, $317,549 and $5,55pectisely.

The amount available for borrowing under Revolving Credit Facility is reduced by any stanéetters of credit issued through the
Revolving Credit Facility. As of December 31, 20€@¥ Company had $11.4 million in standby lettdrsredit issued through the Revolving
Credit Facility. As of December 31, 2006, the Comphad $3.7 million in standby letters of credgued through the Revolving Credit
Facility.

As of December 31, 2007, the Company hadraU.S. borrowing on the Revolving Credit Facilitgnominated in Canadian dollars.
Unrealized appreciation on this borrowing was $8@1,

Debt Securitization

On July 7, 2006, through our wholly ownedsidiary, ARCC CLO 2006 LLC ("ARCC CLO"), we comaped a $400.0 million debt
securitization (the "Debt Securitization") and isdwapproximately $314.0 million principal amountasket-backed notes (including
$50.0 million revolving notes, all of which wereasirn down as of December 31, 2007) (the "CLO Not&sthird parties that were secured |
pool of middle market loans that have been purahaseriginated by the Company. The CLO Notes actuded in the December 31, 2007
consolidated balance sheet. We retained approxiyr&6.0 million of certain BBB and non-rated sétias in the Debt Securitization (the
"Retained Notes"). The CLO Notes mature on Decer@BeR019, and, as of December 31, 2007, therglg.$ million outstanding under the
Debt Securitization (excluding the Retained Not&se blended pricing of the CLO Notes, excludingsfeis approximately 3-month LIBOR
plus 34 basis points.

The classes, amounts, ratings and inteatss (expressed as a spread to LIBOR) of the Ch@dNare:

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/Aaz 43
C 44 AIA2 70
Total $ 314
|

(1) Revolving class, all of which was drawn as of DebenB1, 2007.
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During the first five years from the clogidate, principal collections received on the ulyiley collateral may be used to purchase new
collateral, allowing us to maintain the initial Enage in the securitization for the entire fix@ar period. Under the terms of the securitizatig
to 15% of the collateral may be subordinated Idhasare neither first nor second lien loans.

The Class A-1A VEN Notes are a revolvingssl of secured notes and allow us to borrow arayra@A/Aaa financing over the initial
five-year period thereby providing more efficierinyfunding costs. All of the notes are securedhsydssets of ARCC Commercial Loan Trust
2006, including commercial loans totaling $308.1lion as of the closing date, which were sold te ttust by the Company, the originator and
servicer of the assets. As of December 31, 20@Tretivere 71 investments securing the notes. Additiocommercial loans have been
purchased by the trust from the Company primasing the proceeds from the Class A-1A VFN Notes pbol of commercial loans in the
trust must meet certain requirements, including,naa limited to, asset mix and concentration, ateltal coverage, term, agency rating,
minimum coupon, minimum spread and sector diversitgirements.

The interest charged under the Debt Sezatiion is based on 3-month LIBOR which as of Deben81, 2007 was 4.70% and as of
December 31, 2006 was 5.36%. For the years endeeniieer 31, 2007 and 2006, the effective averageeist rates were 5.82% and 5.99%,
respectively. For the years ended December 31, 80872006, we incurred $17,527,928 and $7,714,1 #8arest expense, respectively. For
the years ended December 31, 2007 and 2006, thepe#bfor interest was $17,513,031 and $7,235,8%pectively. The Company is also
required to pay a commitment fee of 0.175% for anysed portion of the Class A-1A VFN Notes. Forybars ended December 31, 2007 and
2006, the commitment fees incurred were $22,639%420063 on these notes.

9. DERIVATIVE INSTRUMENTS

In 2005, we entered into a costless calgeement in order to manage the exposure to ahgungerest rates related to the Company's
fixed rate investments. The costless collar agregtisdor a notional amount of $20 million, hasap®f 6.5%, a floor of 2.72% and matures in
2008. The costless collar agreement allows usdeive an interest payment for any quarterly peviben the 3-month LIBOR exceeds 6.5%,
and requires us to pay an interest payment fomaiayterly period when the 3-month LIBOR is lesstBa72%. The costless collar resets
quarterly based on the 3-month LIBOR. As of Decen#de 2007, the 3-month LIBOR was 4.70% and asexfdinber 31, 2006, the 3-month
LIBOR was 5.36%. As of December 31, 2007 and Deeer8l, 2006 these derivatives had no fair value.

10. RELATED PARTY TRANSACTIONS

The underwriting costs related to the IP€ev$7,425,000 or $0.675 per share. As a partofRD, the Investment Adviser, on our behalf,
agreed to pay the underwriters $0.225 of the $0p&FShare in underwriting discount and commissfons total of approximately
$2.5 million. We were obligated to repay this amptwgether 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, 2005sthva of (i) the aggregate distributions,
including return of capital, if any, to the stockdiers and (ii) the change in net assets (definddtakassets less indebtedness) equals or e»
7.0% of the net assets at the beginning of sudlbgéas adjusted for any share issuances or repsesh or (b) upon the Company's liquidat
On March 8, 2005, the Company's board of direadpproved entering into an amended and restatedmagre with the Investment Adviser
whereby the Company would be obligated to repayrtiiestment Adviser for the approximate $2.5 milionly if the conditions for repayme
referred to above were met before the third ansasgrof the IPO. If one or more such events didagsur on or before October 8, 2007, we
would not be obligated to repay this amount tolttvestment Adviser. For the year ended
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December 31, 2005, the sum of our aggregate disiitis to our stockholders and our change in netasexceeded 7.0% of net assets as of
December 31, 2004 (as adjusted for any share issgars a result, in February 2006 we repaidahisunt together with accrued interest.

In accordance with the Advisory Agreemave,bear all costs and expenses of the operatitmed€ompany and reimburse the Investment
Adviser for all such costs and expenses incurrgtieroperation of the Company. For the years efldsx@mber 31, 2007, 2006 and 2005 the
Investment Adviser incurred such expenses totdiih§84,846, $853,435 and $243,377, respectivelofA3ecember 31, 2007, $215,944 was
unpaid and such payable is included in accountalgayand accrued expenses in the accompanying latated balance sheet.

During 2006, we entered into a subleaseaygent with Ares Management, whereby Ares Managesudtleases 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 years ended Decem®#9@1and 2006, such amounts payable to the Contptaled $269,410 and $92,807,
respectively.

As of December 31, 2007, Ares Managemdnthich the Investment Adviser is a wholly ownedbsidiary, owned 1,216,667 shares of
the Company's common stock representing approxiynaié% of the total shares outstanding as of Ddmar31, 2007.

See Notes 3 and 11 for a description oéiotblated party transactions.
11. INVESTMENT IN IVY HILL MIDDLE MARKET CREDIT F UND LTD.

On November 19, 2007, we established a lmiddirket credit fund, vy Hill Middle Market Credtund, Ltd. ("Ivy Hill"), which is
managed by Ivy Hill Asset Management, L.P. in exgeafor a 0.50% management fee on the averageasgtats of Ivy Hill. For the year
ended December 31, 2007, $45,000 in managementviresearned. Ivy Hill primarily invests in firshé second lien bank debt of middle
market companies. Ivy Hill was initially funded Wi$404.0 million of capital including a $56.0 milli investment by the Company consisting
of $40.0 million of Class B notes and $16.0 millioihsubordinated notes.

Ivy Hill purchased $133.0 million of invesénts from the Company in the fourth quarter of2280d may from time to time, buy
additional loans from the Company. There was na gaioss recognized by the Company on these tctinga.
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12. STOCKHOLDERS' EQUITY

The following table summarizes the totadrals issued and proceeds we received net of uritiegrand offering costs for the years ended
December 31, 2007, 2006 and 2005 (in millions, pkper share amounts):

Proceeds net of

Offering price underwriting and
Shares issuet per share offering costs

August 2007 public offerin 2€ $ 16.3C $ 42.%
April 2007 public offering 158 $ 17.97 267.z
February 2007 public offerin 14 $ 19.9¢ 27.2
Underwriters over-allotment option related to Debem2006
public offering 04 % 18.5( 7.5

Total for the year ended December 31, 2 20.C $ 344.%
December 2006 public offerir 27 % 18.5( 49.¢
July 2006 public offering 10.8 % 15.67 162.(

Total for the year ended December 31, 2 13.5 $ 211.¢
October 2005 public offerin 145 $ 15.4¢ 213.t
March 2005 public offerini 121 $ 16.0( 183.¢

Total for the year ended December 31, 2

13. DIVIDEND

397.4

The following table summarizes our dividsmtkclared during 2007, 2006 and 2005 (in milliexsept per share amount):

Amount Per

Date Declared Record Date Payment Date Share Total Amount
March 8, 2007 March 19, 200 March 30,200 $ 041 $ 22.1
May 10, 2007 June 15, 20C June 30,20C $ 0.41 28.t
August 9, 200° September 14, 20 September 28, 200 $ 0.4z 30.4
November 8, 200 December 14, 20( December 31, 20( $ 0.4z 30.t
Total declared for 200 $ 166 $ 111.¢
| |

February 28, 200 March 24, 200 April 14, 200¢  $ 03¢ $ 13.7
May 8, 200€ June 15, 20C June 30,20C $ 0.3¢ 14.5
August 9, 200¢ September 15, 201 September 29, 200 $ 0.4C 19.€
November 8, 200 December 15, 20( December 29, 20( $ 0.4C 20.¢
November 8, 200 December 15, 20( December 29, 20( $ 0.1C 5.2
Total declared for 200 $ 164 $ 73.¢
| |

February 23, 200 March 7, 200 April 15, 200t $ 03C $ 3.2
June 20, 200 June 30, 20C July 15,200 $ 0.32 7.4
September 6, 20C September 16, 20 September 30, 200 $ 0.34 7.
December 12, 200 December 22, 20( January 17,20( $ 0.34 12.¢
Total declared for 200 $ 13C $ 31.5(
| |

During 2007, as part of the Company's dind reinvestment plan for our common stockholdgespurchased 237,686 shares of our

common stock for $3.6 million in the open markebider to satisfy the reinvestment portion of owrdends.




14. FINANCIAL HIGHLIGHTS

The following is a schedule of financiaghiights as of and for the years ended Decembe2@®17, 2006 and 2005:

As of and for As of and for As of and for

the year ended the year ended the year ended
Per Share Data: December 31, 2007 December 31, 2006 December 31, 2005
Net asset value, beginning of period $ 1517 $ 15.0: $ 14.4:
Issuance of common sto 0.5¢ 0.2C 0.3¢
Effect of antidilution — (0.09) (0.1¢)
Underwriting costs (reimbursed to)/paid by the
Investment Adviser (see Note 10) — — (0.1
Net investment income for period( 1.4% 1.31 1.1%
Net realized and unrealized gains for perioc (0.0¢) 0.3C 0.6:
Net increase in stockholders' eqL 1.37 1.61 1.9C
Distributions from net investment incor (1.43) (1.3)) (1.15)
Distributions from net realized capital gains
securities (0.29) (0.39) (0.15)
Total distributions (1.6€) (1.69 (2.30
Net asset value at end of period $ 1547 $ 1517 $ 15.0¢
Per share market value at end of pe $ 14.6: $ 19.11 $ 16.07
Total return based on market value (14.76% 29.12% (10.60%
Total return based on net asset valu 8.9¢% 10.7% 12.0%%
Shares outstanding at end of pet 72,684,09 52,036,52 37,909,48

Ratio/Supplemental Dat
Net assets at end of peri $ 1,124,549,92 $ 789,433,40 $ 569,612,19
Ratio of operating expenses to average net as}

(6) 9.12% 8.84% 4.11%
Ratio of net investment income to average net

assets(5)(7 9.14% 9.1% 7.5€%
Portfolio turnover rate(E 30% 49% 34%

1)
@)
©)

(4)

The net assets used equals the total stockholtgrgy on the consolidated balance she
Weighted average basic per share ¢

For the year ended December 31, 2007, the totainrétased on market value for the year ended Deee81) 2007 equals the increase
of the ending market value at December 31, 200F14f63 per share over the ending market value e¢@ber 31, 2006 of $19.11 per
share plus the declared dividends of $1.66 persfoaithe year ended December 31, 2007, dividetth&ynarket value at December 31,
2006. For the year ended December 31, 2006, thergitirn based on market value for the year elEmber 31, 2006 equals the
increase of the ending market value at Decembe?@®16 of $19.11 per share over the ending markeewat December 31, 2005 of
$16.07 per share plus the declared dividends @4¥ier share for the year ended December 31, 2ded by the market value at
December 31, 2005. For the year ended Decemb@0B5, the total return based on market value edbalgecrease of the ending
market value at December 31, 2005 of $16.07 paesheer the ending market value at December 314 206$19.43, plus the declared
dividends of $1.30 per share for the year endeceBder 31, 2005, divided by the market value at Déxer 31, 2004. Total return
based on market value is not annualized.

For the year ended December 31, 2007, the totalirdiased on net asset value equals the change asset value during the peri

plus the declared dividends of $1.66 per sharé®ryear ended December 31, 2007 divided by thenbeg net asset value for the
period. For the year ended December 31, 2006pthéreturn based on net asset value equals thegelia net asset value during the
period plus the declared dividends of $1.64 peresfa the year ended December 31, 2006 dividethéyeginning net asset value for
the period. For the year ended December 31, 20@3ptal return based on net asset value equathtrge in net asset value during
period plus the declared dividends of $1.30 peresfa the year ended
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December 31, 2005, divided by the beginning nettasgue during the period. These calculations vaeljasted for shares issued in
connection with dividend reinvestment plan, thei@gsges of common stock in connection with any adeguity offerings and the
reimbursement of underwriting costs paid by theebiinent Adviser. Total return based on net asdeé s not annualized.

(5) The ratios reflect an annualized amount.

(6) For the year ended December 31, 2007, the ratipefating expenses to average net assets consfs2e2i7% of base management
fees, 2.26% of incentive management fees, 3.558eoost of borrowing and other operating expen$ds04%. For the year ended
December 31, 2006, the ratio of operating expettsaserage net assets consisted of 2.06% of basagement fees, 2.95% of
incentive management fees, 2.81% of the cost ablaong and other operating expenses of 1.02%. k®year ended December 31,
2005, the ratio of operating expenses to averagassets consisted of 1.44% of base managementlf&&8s of incentive management
fees, 0.43% of the cost of borrowing and other afieg expenses of 1.07%. These ratios reflect dimeasamounts.

©) The ratio of net investment income to average s&¢i@ excludes income taxes related to realized
15. IMPACT OF NEW ACCOUNTING STANDARDS

In July 2006, the Financial Accounting Stards Board ("FASB") released FASB Interpretatian B8, "Accounting for Uncertainty in
Income Taxes," ("FIN 48"). FIN 48 provides guidameehow uncertain tax positions should be recoghireeasured, presented, and disclosed
in the financial statements. FIN 48 requires thal@gation of tax positions taken or expected todbe in the course of preparing the
Company's tax returns to determine whether th@dtaitions are "more-likely-thanet” of being sustained by the applicable tax atities. Tax
positions not deemed to satisfy the "more-likelgirtmot” threshold would be recorded as a tax beaeéxpense in the current year. FASB
required adoption of FIN 48 for fiscal years begmgnafter December 15, 2006, and FIN 48 is to h@ieg to all open tax years as of the
effective date. However, on December 22, 2006 StRE delayed the required implementation date of #8Nor business development
companies until March 31, 2007. The Company hakiated the implications of FIN 48 and determineat there is no material impact on the
consolidated financial statements.

In September 2006, the FASB issued StateMenl57,Fair Value MeasurementsThis statement defines fair value, establishes a
framework for measuring fair value in generally g@ed accounting principles, and expands disclgsaiteut fair value measurements. This
statement is effective for financial statementsésifor fiscal years beginning after November 872 and interim periods within those fiscal
years. The Company is currently analyzing the ¢f¢@adoption of this statement on its consoliddtedncial position, including its net as:
value, and results of operations. The Companyaditipt this statement on a prospective basis foqtiaeter ending March 31, 2008. Adoption
of this statement could have a material effect mnoonsolidated financial statement, including oeir asset value. However, the actual impact
on our consolidated financial statements in théoplesf adoption and subsequent to the period optdio cannot be determined at this time as
it will be influenced by the estimates of fair valfor that period and the number and amount ofstments we originate, acquire or exit.

In February 2007, the FASB issued StateroERtnancial Accounting Standards No. 159, The Nailue Option for Financial Assets and
Financial Liabilities ("SFAS 159"), which providesmpanies with an option to report selected finalre$sets and liabilities at fair value. The
objective of SFAS 159 is to reduce both compleititgccounting for financial instruments and theatiity in earnings caused by measuring
related assets and liabilities differently. SFAS £5tablishes presentation and disclosure requirsnaiesigned to facilitate comparisons
between companies that choose different measureatteibutes for similar types of assets and ligilesi and to more easily understand the
effect of the company's choice to use fair valué®earnings. SFAS 159 also requires entitiesgplay the fair value of the selected assets
liabilities on the face of the balance sheet. SEAS does not eliminate disclosure requirementgharoaccounting standards, including fair
value
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measurement disclosures in SFAS 157. This Stateiseffective as of the beginning of an entityrstffiscal year beginning after

November 15, 2007. Early adoption is permittedfab® beginning of the previous fiscal year proddbat the entity makes that choice in
first 120 days of that fiscal year and also eléztapply the provisions of Statement 157. The Cowigaas evaluated the implications of SFAS
No. 159, and determined that there is no materighict in the consolidated financial stateme

16. SELECTED QUARTERLY DATA (Unaudited)

2007

Q4 Q3 Q2 Q1
Total Investment Incom $ 53,827,85 $ 47,931,443 $ 47,39891 $ 39,715,02
Net investment income before net realized
unrealized gain (losses) and incentive compens  $ 33,676,92 $ 29,874,84 $ 31,219.97 $ 23,698,99
Incentive compensatic $ 6,572,51. $ 5,966,01. $ 6,228,500 $ 4,754,66:
Net investment income before net realized
unrealized gain (losse $ 27,104,41 % 23,908,83 $ 24,991,47 $ 18,944,32
Net realized and unrealized gains (los: $ (16,352,58) $ (984,369 $ 8,575,861 $ 4,644,50.
Net increase in stockholders' equity resulting fi
operations $ 10,751,83 $ 22,924,447 $ 33,567,333 $ 23,588,82
Basic and diluted earnings per common sl $ 0.1t $ 03z $ 0.4¢ $ 0.4
Net asset value per share as of the end of theeyn  $ 1547 $ 15.7¢  $ 158 $ 15.3¢
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 realized
unrealized gain (losses) and incentive compens $ 23,508,14 $ 21,792,13 $ 16,233,29 $ 14,614,41
Incentive compensatic $ 5,188,96! $ 4,464,14. $ 6,940,390 $ 2,922,88
Net investment income before net realized
unrealized gain (losse $ 18,319,18 $ 17,327,999 $ 9,292,89! $ 11,691,53
Net realized and unrealized gain (loss $ 2,699,300 $ 813,12 $ 7,399,78 $ 2,151,49
Net increase in stockholders' equity resulting fi
operations $ 21,018,48 $ 18,141,12 $ 16,692,68 $ 13,843,03
Basic and diluted earnings per common sl $ 04z $ 03¢ $ 044 $ 0.3¢
Net asset value per share as of the end of thean $ 1517 $ 15.0¢ $ 15.1C $ 15.0¢
2005
Q4 Q3 Q2 Q1
Total Investment Incom $ 14,890,28 $ 11,607,98 $ 9,601,61 $ 5,750,59
Net investment income before net realized
unrealized gain (losses) and incentive compens  $ 11,071,08 $ 8,887,63 $ 7,567,05. $ 3,800,11.
Incentive compensatic $ (510,479 $ 2,643,35. % 1,798,91' $ 270,28:
Net investment income before net realized
unrealized gain (losse $ 11,581,55 $ 6,244,27. $ 5,768,13. $ 3,529,82!
Net realized and unrealized gain (loss $ 4,281,46! $ 3,637,611 $ 1,834,12; $ 4,974,07
Net increase in stockholders' equity resulting fi
operations $ 15,863,02 $ 9,881,891 $ 7,602,250 $ 8,503,901
Basic and diluted earnings per common sl $ 04t $ 04z $ 03: $ 0.6¢
Net asset value per share as of the end of theéay  $ 15.0: % 15.0¢ $ 1497 $ 14.9¢

F-48




SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, réegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

ARES CAPITAL CORPORATION

By: /s MICHAEL J. AROUGHETI

Michael J. Arougheti
President
Dated: February 28, 20(

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beeresidgrelow by the following persons on behalf
of the registrant and in the capacities and ordites indicated.

By:  /s/MICHAEL J. AROUGHETI

Michael J. Arougheti
President (principal executive office
Dated: February 28, 20(

By: /s/ RICHARD S. DAVIS

Richard S. Davis

Chief Financial Officer (principal financial and
accounting officer)

Dated: February 28, 20(

By: /s/ DOUGLAS E. COLTHARP

Douglas E. Coltharp
Director
Dated: February 28, 20(

By: /s/ FRANK E. O'BRYAN

Frank E. O'Bryan
Director
Dated: February 28, 20(

By: /s/ ROBERT L. ROSEN

Robert L. Rosen
Director
Dated: February 28, 20(

By: /s BENNETT ROSENTHAL

Bennett Rosenthal
Director
Dated: February 28, 20(

By: /s/ ERIC B. SIEGEL

Eric B. Siegel
Director
Dated: February 28, 20(
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Exhibit 3.2

ARES CAPITAL CORPORATION

ARTICLES OF AMENDMENT

Ares Capital Corporation, a Maryland cogimm (the "Corporation"), hereby certifies to Biate Department of Assessments and
Taxation of Maryland that:

FIRST: The charter of the Corporation (the "Chart&'flereby amended by deleting therefrom in thetirety the first two sentences
of Section 5.1 of Article V and inserting in licetreof two new sentences to read as follows:

The Corporation has authority to issue 200,00048@0es of stock, initially consisting of 200,00@@&hares of Common Stock, $.001
par value per share ("Common Stock"). The aggregmtealue of all authorized shares of stock haypagvalue is $200,000.

SECOND: The total number of shares of stock which tleepGration had authority to issue immediately pt@mthe foregoing
amendment of the Charter was 100,000,000 shargedk, consisting of 100,000,000 shares of Comntonk$$.001 par value per share. The
aggregate par value of all authorized shares ekdtaving par value was $100,000.

THIRD: The total number of shares of stock which tleepGration has authority to issue pursuant to ¢tliegoing amendment of the
Charter is 200,000,000 shares of stock, consistiri0,000,000 shares of Common Stock, $.001 paevger share. The aggregate par value
of all authorized shares of stock having par vadug200,000.

FOURTH: The information required by Section 2-607(b(ij2)f the Maryland General Corporation Law (the@G@L") is not changed
by the foregoing amendment of the Charter.

FIFTH: The foregoing amendment of the Charter wasajgal by a majority of the entire Board of Directofgshe Corporation as
required by law and was limited to a change exjyeaghorized by Section 2-105(a)(12) of the MGCithout any action by the stockholders
of the Corporation.

SIXTH: The undersigned President acknowledges thasde&rof Amendment to be the corporate act ofGbeporation and as to all
matters of facts required to be verified under ptitl undersigned President acknowledges thaktbdbt of his knowledge, information and
belief, these matters and facts are true in alenedtrespects and that this statement is maderuhdgenalties of perjury.

IN WITNESS WHEREOF, the Corporation hassealithese Articles of Amendment to be executednsetd in its name and on its bet
by its President and attested to by its Assistact&ary on this 11th day of February, 2008.

ATTEST: ARES CAPITAL CORPORATION

/sl Joshua M. Bloomstein By: /s/ Michael J. Arougheti [SEAL]
Name:  Joshua M. Bloomstei Name:  Michael J. Aroughei

Title: Assistant Secretal Title: Presiden
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Exhibit 14.1
Code of Conduct
(adopted on May 30, 2007)
Introduction

This Code of Conduct (this "Code") embodiescommitment of Ares Capital Corporation (th@h@pany") to conduct our business in
accordance with all applicable governmental rutes @egulations and to promote honest and ethigadwct. This Code applies to the
Company's

. principal executive officer, principal financialfafer, and principal accounting officer or contssll or persons performir
similar functions (collectively, the "Senior FinaalcOfficers"),

. all other officers and employees of the Companyraadbers of the Company's Board of Directors (ferBons, together wi
the Senior Financial Officers, the "Covered Per§pns

each of whom are expected to adhere to the praxighd procedures set forth in this Code that applyem.

Failure to comply with this Code, or to ogfpa violation, may result in disciplinary actigmscluding warnings, suspensions, terminatic
employment or such other actions as may be apptepunder the circumstances.

This Code shall be the code of ethics agtbply the Company for the purposes of Section 4@6ecSarbanes-Oxley Act and the rules and
forms applicable to it thereunder and the sole afdmnduct adopted by the Company under Rule 4858f(the NASDAQ Stock Market
listing standards.

Compliance With Laws, Rules and Regulations

Covered Persons are required to comply thighaws, rules and regulations that govern tmelgot of the Company's business and to
report any suspected violations in accordance thi¢tsection below entitled "Compliance With the €8d

If you have any questions regarding pramerduct, you should consult with the Company's OB@mpliance Officer before taking any
action.

Conflicts of Interest

A "conflict of interest" occurs when a Coe@ Person's private interest improperly interfevih the interests of the Company. Personal
conflicts of interest are prohibited as a matte€ompany policy, unless they have been approvetidZompany.

Some of the Covered Persons may also béogegs or officers of

0] the Company's investment adviser or one of itdiais (collectively, the "Adviser") or

(i) the company providing administrative services ®@ompany or one of its affiliates (collectivelget*'Administrator").

Although typically not presenting an opportunity fmproper personal benefit, conflicts may aris®fy or as a result of, the relationship
between the Company, the Adviser, the Administratat/or Covered Persons that are officers, emptogad/or directors of more than one of
such entities. As a result, this Code recognizasttte Covered Persons will, in the normal coufdbeir duties (whether for the Company, the
Adviser or the Administrator), be involved in edishing policies and implementing decisions that thvave different effects on the Company,
the Adviser and the Administrator. The participataf the Covered Persons in such activities israiein the relationship between the
Company, the Adviser and the Administrator andissistent with the performance by the Covered Persbtheir duties as officers,
employees and/or directors of the Company. Thyseiiformed in conformity with the provisions of therestment Company Act of 1940, such
activities




will be deemed to have been handled ethically ambt constitute a "conflict of interest” for pugas of this Code.

Each Covered Person should engage in amqie honest and ethical conduct, including inrthandling of actual or apparent conflicts
of interest between personal and professionalioalsttips.

Nothing in this Code shall be construedetgtrict the right of the Adviser to engage in aiayivity or business which it is permitted to
engage in under the Investment Advisory Agreemengstrict any Covered Person, who is also a menaeiner or employee of the Adviser
or its affiliates, from taking any action in contiea therewith.

Public Disclosure

It is Company policy to make full, fair,@rate, timely and understandable disclosure inpgdiamce with all applicable laws and
regulations in all reports and documents that tomgany files with, or submits to, the Securitied &xchange Commission and all other
governmental, quasi-governmental and self-regutatodies and in all other public communications by the Company. As a Covered
Person, you are required to promote compliance thithCode by all employees and to abide by Compéanydards, policies and procedures
designed to promote compliance with this Code.

Waivers of Code of Ethics

From time to time, the Company may waiveaie provisions of this Code. Any Covered Persdmwelieves that a waiver may be called
for should discuss the matter with the Chief Coanmptie Officer or the Chairman of the Board of Dioest or if the Chairman of the Board of
Directors is unavailable, the Chairman of the A@bmmittee. Amendments to and waivers of this Geilldoe publicly disclosed as required
by applicable law and regulations. In particulaajwers for executive officers or directors may bede only by the Board of Directors, and
must be promptly disclosed in a Form 8-K withinflwsiness days.

Compliance with Code

If you know of or suspect a violation ofpdipable laws, rules or regulations or this Cod®y ynust immediately report that information to
the Chief Compliance Officer or any member of tleail of DirectorsNo one will be subject to retaliation because goad faith report of a
suspected violation.

Violations of this Code may result in diaiary action, up to and including discharge. Bward of Directors shall determine, or shall
designate appropriate persons to determine, agptefaction in response to violations of this Code.

No Rights Created

This Code is a statement of certain fundaaigrinciples and policies and procedures thaegothe Covered Persons in the conduct of
the Company's business. It is not intended to @ed dot create any rights in any employee, supm@npetitor, stockholder, portfolio
company or any other person or entity.

Confidentiality

All reports and records prepared or mairgdipursuant to this Code will be considered cemfiidl and shall be maintained and protected
accordingly. Except as otherwise required by lawha Code, such matters shall not be discloseshyone other than the Chief Compliance
Officer, the Board and its counsel, the Adviser aadounsel and the Administrator and its counsel.
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Exhibit 21.1

SUBSIDIARIES OF ARES CAPITAL CORPORATION

Name Jurisdiction
ARCC CIC Flex Corp. Delaware
ARCC CLO 2006 LLC Delaware
ARCC CLPB Corp. Delaware
ARCC IGS Corp. Delaware
ARCC Imperial Corporatiol Delaware
ARCC Imperial LLC Delaware
ARCC LVCG Investors LLC Delaware
ARCC PAH Corp. Delaware
ARCC TTL Corp. Delaware
ARCC VTH Corp. Delaware
ARCC WMA Corp. Delaware
Ares Capital CP Funding LL' Delaware
Ares Capital FL Holdings LL( Delaware
Ivy Hill Asset Management GP, LL Delaware

Ivy Hill Asset Management, L.P Delaware
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Exhibit 31.1

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

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

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

3. Based on my knowledge, the finansiatements, and other financial information ineltiéh this report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

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

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

(b) Designed such internal control oveafcial reporting, or caused such internal corax@r 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 accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thggsteant's disclosure controls and procedures agskepted in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis 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 regigts fourth fiscal quarter in the case of an ahneport) that has materially affected, or
is reasonably likely to materially affect, the mgant's internal control over financial reportiagd

5. The registrant's other certifyindiagr and | have disclosed, based on our most temeaiuation of internal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

(a) All significant deficiencies and maaéweaknesses in the design or operation of ii@lerontrol over financial reporting whi
are reasonably likely to adversely affect the regid's ability to record, process, summarize ambrt financial information; and

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

Date: February 28, 2008

/sIMICHAEL 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 ®e 15d-14(a)

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

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

3. Based on my knowledge, the finansiatements, and other financial information ineltiéh this report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

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

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

(b) Designed such internal control oveafcial reporting, or caused such internal corax@r 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 accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thggsteant's disclosure controls and procedures agskepted in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis 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 regigts fourth fiscal quarter in the case of an ahneport) that has materially affected, or
is reasonably likely to materially affect, the mgant's internal control over financial reportiagd

5. The registrant's other certifyindiagr and | have disclosed, based on our most temeaiuation of internal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent
functions):

(a) All significant deficiencies and maaéweaknesses in the design or operation of ii@lerontrol over financial reporting whi
are reasonably likely to adversely affect the regid's ability to record, process, summarize ambrt financial information; and

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

Date: February 28, 2008

/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 10fkAoes Capital Corporation (the "Company") for §ear ended December 31, 2007 as
filed with the SEC on the date hereof (the "RepoiMichael J. Arougheti, as President of the Conypand Richard S. Davis, as Chief
Financial Officer of the Company, each hereby fiegj pursuant to 18 U.S.C. Section 1350, as adgmiesuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to the best skhiowledge:

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

2. The information contained in the Betfairly presents, in all material respects, financial condition and results of operations @& th
Company.

Date: February 28, 2008

/s MICHAEL J. AROUGHETI

Michael J. Arougheti
President
(Principal Executive Officer

/s/ RICHARD S. DAVIS

Richard S. Davis
Chief Financial Officer
(Principal Financial Officer

A signed original of this written statement reqditey Section 906, or other document authenticaticgnowledging, or otherwise adopting the
signature that appears in typed form within thetetaic version of this written statement requibgdSection 906, has been provided to Ares
Capital Corporation and will be retained by Arepifa Corporation and furnished to the SEC or tigdfaupon request.
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